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Debits = Credits  / Assets = Liabilities + Owners Equity

	Source Documents 
(Invoices, Checks, etc.) 

	Journals 

	General Ledger 

	Expanded Accounting Equation 
	Assets = 
	Liabilities + 
Owner's Equity 

	  
	Balance Sheet Accounts 
Permanent Accounts 

	Type Of Accounts 
	Asset Accounts = 
	Liability Accounts + 
	Capital Accounts 

	Increase/Decrease Columns 
	Increase 
	Decrease 
	Decrease 
	Increase 
	Decrease
	Increase

	Account - Left / Right Side Columns 
	Left Side 
	Right Side 
	Left Side 
	Right Side 
	Left Side
	Right Side

	Debit / Credit Columns 
	Debit 
	Credit 
	Debit 
	Credit 
	Debit 
	Credit 

	Owner's Equity Equation that illustrates the effect of closing the temporary accounts -revenue-expenses-draws to the permanent Equity Accounts. 
	Owner's Equity = Beginning Capital + Profit or - Loss - Owners Draws + Owner's Investments 

	  
	Income Statement Accounts

	Accounts Closed To Capital Account at End Of Period 
	Temporary (Nominal) Accounts 

	
	Expenses
	Revenue

	Revenue and Expense Account "Rules" 
These accounts are often referred to as temporary or nominal accounts because at the end of a year (period) they are closed and their balances are transferred to a permanent Equity (Capital) Account (Balance Sheet Account). 

Debit / Credit Columns 
	Increase 
Decrease 
Decrease 
Increase 
Left Side 
Right Side 
Left Side 
Right Side 
Debit 
Credit 
Debit 
Credit 


	Profit / Loss Equation 
	Profit / Loss = Revenue - Costs and Expenses 


Accounting ABSOLUTES

All Accounts 

· Can Be Debited and Credited 

· Have an Increase Side and a Decrease Side 

· Have a Debit Side and a Credit Side 
Debit Side is the Left Hand Side (Left Column) 
Credit Side is the Right Hand Side (Right Column) 

· Have a Normal Balance Amount that is normally a Debit Balance or a Credit Balance 

· Have a Type and are classified as an Asset, Liability, Equity, Revenue, Expense, or Draw 

· Are Either a Balance Sheet or Income Statement Account 

Accounting RULES

Debit-increase to a Property (Asset) or a decrease to Property Rights (Liability or Equity) 
Credit-decrease to a Property (Asset) or an increase to Property Rights (Liability or Equity) 

The term debit refers to the left side of an account and credit refers to the right side of an account. A debit is always entered in the left hand column of a Journal or Ledger Account and a credit is always entered in the right hand column. Debit is abbreviated Dr. and credit is abbreviated Cr. 

When you post (record) an entry in the left hand column of an account you are debiting that account. Whether the debit is an increase or decrease depends on the type of account. Likewise, when you post (record) an entry in the right hand column of an account you are crediting that account. Whether the credit is an increase or decrease depends on the type of account. 

	A Debit is any of the following 
* an increase in an asset item 
* a decrease in a claim item 
* an increase in an expense or draw item 
* a decrease in a revenue item 
	A Credit is any of the following 
* a decrease in an asset item 
* an increase in a claim item 
* an increase in a revenue item 
* a decrease in an expense or draw item 


	Account Type 
	Debit 
	Credit 
	Normal Account Balance 

	Assets 
Liabilities 
Owner's Equity 
Revenue 
Expense 
Draw 
	Increase 
Decrease 
Decrease 
Decrease 
Increase 
Increase 
	Decrease 
Increase 
Increase 
Increase 
Decrease 
Decrease 
	Debit Balance 
Credit Balance 
Credit Balance 
Credit Balance 
Debit Balance 
Debit Balance 


	A debit increases an asset while a credit decreases an asset. 
A debit decreases a liability while a credit increases a liability. 
A debit decreases owner's equity while a credit increases owner's equity. 
A debit decreases revenue while a credit increases revenue. 
A debit increases an expense while a credit decreases an expense. 
A debit increases a draw while a credit decreases a draw. 




Accounting Illustration

Our Rules Illustrated With T-Accounts 

	Asset, Drawing 
& Expense Accounts 
Normal Balance Debit Amount 

	Account Name 

	Increase 
	Decrease 

	Debit 
	Credit 
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Left Side or Debit Side of Account 
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Right Side or Credit Side of Account 
  

  

  

  

  

  

  

  


	  
	Liability, Revenue 
& Capital Accounts 
Normal Balance Credit Amount 
Account Name 
Decrease 
Increase 
Debit 
Credit 
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Left Side or Debit Side of Account 
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Right Side or Credit Side of Account 
  

  

  

  

  

  

  

  




When the totals of the two sides are compared, an account will have a debit balance if the left side is greater. Conversely, the account will have a credit balance if the right side is greater. 

Important Terms

Assets 
Formal Definition: The properties used in the operation or investment activities of a business. 

Informal Definition: All the good stuff a business has (anything with value). The goodies. 

Additional Explanation: The good stuff includes tangible and intangible stuff. Tangible stuff you can physically see and touch such as vehicles, equipment and buildings. Intangible stuff is like pieces of paper (sales invoices) representing loans to your customers where they promise to pay you later for your services or product. 


Examples of assets that many individuals have are cars, houses, boats, furniture, TV's, and appliances. Some examples of business type assets are cash, accounts receivable, notes receivable, inventory, land, and equipment. 

Liabilities 
Formal Definition: Claims by creditors to the property (assets) of a business until they are paid. 

Informal Definition: Other’s claims to the business's stuff. Amounts the business owes to others. 

Additional Explanation: Usually one of a business's biggest liabilities (hopefully they are not past due) is to suppliers where they have bought goods and services and charged them. This is similar to us going out and buying a TV and charging it on our credit card. Our credit card bill is a liability. Another good personal example is a home mortgage. Very few people actually own their own home. The bank has a claim against the home which is called a mortgage. This mortgage is another example of a personal liability. Some examples of business liabilities are accounts payable, notes payable, and mortgages payable. 

Business types of liabilities will be defined and discussed in more detail a bit later in this lesson. 

Owner's Equity (Capital) 
Formal Definition: The owner's rights to the property (assets) of the business; also called proprietorship and net worth. 

Informal Definition: What the business owes the owner. The good stuff left for the owner assuming all liabilities (amounts owed) have been paid. 

Additional Explanation: Owner’s Equity represents the owner's claim to the good stuff (assets). Most people are familiar with the term equity because it is so often used with lenders wanting to loan individuals money based on their home equity. Home equity can be thought of as the amount of money an owner would receive if he/she sold their house and paid off any mortgage (loan) on the property. 

Revenue (Also Called Income) 
Formal Definition: The gross increase in owner's equity resulting from the operations and other activities of the business. 

Informal Definition: Amounts a business earns by selling services and products. Amounts billed to customers for services and/or products. 

Additional Explanation: Individuals can best relate by thinking of revenue as their earnings/wages they receive from their job. Most business revenue results from selling their products and/or services. 

Expense (Also Called Cost) 
Formal Definition: Decrease in owner's equity resulting from the cost of goods, fixed assets, and services and supplies consumed in the operations of a business. 

Informal Definition: The costs of doing business. The stuff we used and had to pay for or charge to run our business. 

Additional Explanation: Some examples of personal expenses that most individuals are familiar with are utilities, phone, clothing, food, gasoline, and repairs. Some examples of business expenses are office supplies, salaries & wages, advertising, building rental, and utilities. 

Account-a separate record for each type of asset, liability, equity, revenue, and expense used to show the beginning balance and to record the increases and decreases for a period and the resulting ending balance at the end of a period. 

An account consists of four parts: (1) the title of the account, (2) a left or debit side, (3) a right or a credit side, and (4) a current balance. Because the construction of the account looks like the letter T, it is often referred to as a T account. 

Debit-An entry in the financial books of a firm that increases an asset or an expense or an entry that decreases a liability, owner's equity or income. 

Credit-An entry in the financial books of a firm that increases a liability, owner's equity or income, or an entry that decreases an asset or an expense. 

Loss-amount a business's expenses exceed revenues. In other words, we earned less than we spent. 

Nominal Accounts are those accounts that are closed out each period: revenue accounts, expense accounts, and dividend or withdrawals accounts. 

Permanent Accounts are accounts that are continuous from one accounting period to the next. The account balances are carried forward to the next period and include: asset, liabilities, and owner's capital account. 

Posting-Process of transferring balances from bookkeeping records called journals to a "final" bookkeeping record called the general ledger. 

Profit-amount a business's revenues exceed expenses. In other words, the amounts we earned were greater than our expenses. 

Property-is another term for assets. In future lessons the term property and assets both mean the same thing-all the good stuff a business has. 

T-Account-a skeleton outline of an account which provides the same basic data as a formal ledger account. Used as a teaching aid. 

Major Types of Accounting & Bookkeeping Records and Documents 

General Ledger-A book containing the accounts for all of a business's assets, liabilities, equity, revenue, and expense accounts. 

Chart Of Accounts-A coded listing of all the accounts in the general ledger. 

Journals-A preliminary record where business transactions are first entered into the accounting system. The journal is commonly referred to as the book of original entry. 

Specialized Journals-Journals used to initially record special types of transactions such as sales, cash disbursements, and cash receipts in their own journal. 

Trial Balance-A worksheet listing of all the accounts appearing in the general ledger with the dollar amount of the debit or credit balance of each. Used to make sure the books are "in balance" -total debits and credits are equal. 

Subsidiary Ledgers-A separate record set up to record the individual items relating to a single general ledger account (control account). Examples include an accounts receivable and accounts payable ledger. 

Worksheets-Forms which are used to summarize all the information necessary to complete the end-of-period financial reports and prepare other financial analysis. 

Financial Statements-Accounting reports prepared periodically to inform the owner, creditors, and other interested parties as to the financial condition and operating results of the business. The three basic financial statements are: 
    Balance Sheet-The financial statement which shows the amount and nature of business assets, liabilities, and owner's equity as of a specific point in time. It is also known as a Statement Of Financial Position or a Statement Of Financial Condition. 
    Income Statement-The financial statement that summarizes revenues and expenses for a specific period of time, usually a month or a year. This statement is also called a Profit and Loss Statement or an Operating Statement. 
    Capital Statement-The financial report that summarizes all the changes in owner's equity that occurred during a specific period. 

Source:  http://www.dwmbeancounter.com/
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