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Impact of Accounting Transactions on Financial Statements
	Accounting transactions are defined as any event in a business’ activity that has a monetary effect on a firm’s financial statements (warren et al., 2013). All accounting transactions are found in the accounting records as they are useful to any business enterprise. Some of the examples of the accounting transactions are purchase of goods and assets, sale of goods and assets, dividends and borrowing of funds. All these transactions are monetary and have an impact on business’ financial accounts. Financial statements that are affected by accounting transactions include the balance sheet, statements of cash flows, income statements and the statement of retained earnings. Therefore, the literature will intensively discuss the elements and purposes of each of the financial statements, describe the impacts of accounting transactions in these statements and briefly discuss the components and importance of financial analysis.
Balance Sheet
	According to warren et al. (2013), a balance sheet is a financial statement that shows the assets, liabilities and the capital of the business entity as it is at the reporting date. A balance sheet shows all the assets that are owned by a firm and whether the firm's operations are funded through the use of debt or shareholder equity. Additionally, the balance sheet gives a summation of a business’ financial health.  Accounting transactions that affect the balance sheet include the acquisition and disposal of assets, borrowing and lending, investment and addition of capital by shareholders among others. Acquisition of assets leads to an increase in assets and a decrease in liquid capital. Additionally, it might lead to an increase in liabilities if the assets were acquired through debt financing. Another accounting transaction that might affect the balance sheet is an additional investment by shareholders which increases the business' capital. This has an impact on the balancing of the balance sheet as it follows the equation assets = capital + liabilities.
Income Statement
	Income statement is a financial statement that gives highlight of how a company performed during a given accounting period. It paints the picture of the company’s performance in terms of profits and losses generated by the end of a financial period. Accounting transaction that affects income statements include cash sales, sales of goods on credit, both cash and credit purchases, expenses incurred during a financial year, the payment of taxes and offering of dividends to a company's shareholders. If the expenses exceed the revenue generated then the income statement will show a net loss, however, if the revenues exceed the expenses then income statements result in a profit (warren et al., 2013).
Cash Flow Statement
	Cash flow statement reveals how a business fund circulates. The business’ funds may be in form of either liquid cash or banked funds. Accounting transactions that affect these financial statements include net profit, share capital, revaluation surplus, dividend payments and rectification of accounting errors.
Statement of Changes in Equity
	Statement of changes in equity is a financial statement that shows the flow of capital or the equity owned by shareholders over any given accounting period (warren et al., 2013). A statement of changes in equity is impacted by net profit or loss gained, the share capital of the business, dividend payment and revaluation surplus. Transactions that lead to a positive impact or increase in share equity include increased profits and revaluation surplus.  However, accounting transactions that have a negative impact or a reduction of equity on statement of changes in equity include net losses and payment of dividends out of a business’ capital.
Financial Analysis
	Financial analysis is the evaluation of businesses, their budgets and projects with the aim of determining their overall financial performance and their suitability. Financial analysis analyzes whether a business is profitable, liquid and suitable enough to qualify for additional investment.  A financial analysis is conducted through the use of a firm's business entities.  Financial analyst usually examines the balance sheet, cash flow statements as well as the income statement to establish how a firm is performing and whether it would be wise to invest in the firm.
	In conclusion, having intensively discussed the elements and purposes of each of the financial statements, described the impacts of accounting transactions in these statements and briefly discussed the components and importance of financial analysis, it is evident that accounting transactions pose an effect on financial statements. This is because accounting transactions are the building blocks of financial statements.  On the other hand, it is this accounting transactions and financial statements that financial analysts utilize to determine businesses that are worthy to invest in (Brealey, 2012).
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