THE DOUBLE-ENTRY SYSTEM 

The Accounting Equation

Assets = Capital + Liabilities

The Balance Sheet

It is a statement showing the assets, capital and liabilities of a business.

Assets

They consist of property of all kinds, such as buildings, machinery, stock of goods and motor vehicles, and benefits such as debts owing by customers and the amount of money in the bank account.

Liabilities

They consist of money owing for goods supplied to the firm, and for expenses, also for loans made to the firm.

Capital

It is often called the owner's equity , net worth or proprietorship. It is a kind of liability to the owner (can be in monetary terms or buildings, etc.)

Debtor / Accounts receivable
In accounting language, debtor is a person who owes the firm money due to sale of goods on credit.

Creditor / Accounts payable
In accounting language, creditor is a person to whom money is owed for purchases of  goods on credit.

Class work

The following are different kinds of accounts. Try your best to fill in the blanks.

Assets



Liabilities


Revenues



Expenses
Debtors



Creditors



Interest Income

Electricity

__________


___________


_____________

___________

__________


___________


_____________

___________

__________


___________


_____________

___________

Double Entry System

By means of accounts, both aspects of receiving value and giving value of every business transaction are to be recorded, i.e. every debit entry in one account must have a corresponding credit entry in another account and vice versa.

One business transaction will at least affect two accounts.

Accounts for Assets and Liabilities

Dr.         Assets          Cr.


Dr.         Liabilities         Cr.
	
	
	
	

	    Increase
	    Decrease
	            Decrease
	   Increase

	
	
	
	


Class work

Complete the following table.














Dr.($)

Cr.($)
a) The proprietor introduced cash into the business.

b) Banked cash into the bank.

c) Bought machinery on credit from London Ltd.

d) Borrowed loan from Mr. Chan in cash.

e) The proprietor drew cheque for personal use.

Example

Enter the following transaction in double entry accounts.

Bought office equipment from Kowloon Ltd. in cash $800 on 1/1/2015.

Office Equipment

	2015            $
	

	Jan 1   Cash    800
	

	
	


Cash

	
	2015             $

	
	Jan 1 Office 

	
	     Equipment  800


Accounts for Stock / Inventory
Dr.         Purchases       Cr.


Dr.           Sales         Cr.
	
	
	
	

	    Increase
	    Decrease
	            Decrease
	    Increase

	
	
	
	


Purchases

In accounting, it means the purchase of those goods which the firm buys with the prime intention of selling.

Sales

In accounting, it means the sale of those goods in which the firm normally deals with for the ultimate purpose of making a profit.

Returns Inwards / Sales returns
They represent goods sold but now being returned by a customer. This may be caused due to wrong size or colour, damaged goods, poor quality goods, etc..

Returns Outwards / Purchases returns
They represent goods purchases and now being returned to the supplier.


Returns Outwards






Returns Inwards

Dr.     (Purchases Returns)   Cr.


Dr.      (Sales Returns)      Cr.
	
	
	
	

	    Decrease
	    Increase
	            Increase
	    Decrease

	
	
	
	


Class work

Complete the following table.














Dr.($)

Cr.($)
a) Bought goods on credit from Mr. Lee.

b) Sold goods to Mr. Chan on credit.

c) Goods returned to Mr. Lee.

d) Sold goods to Mr. Chan in cash.

e) Bought goods by cheque.

Example 

Goods $80 returned to us by Mr. Chan on 31/1/2015
Dr.          Returns Inwards     Cr.
Dr.          Mr. Chan           Cr.
	2015               $
	
	
	2015            $

	Jan 31 Mr. Chan     80
	  
	            
	Jan 31 Returns    

	
	
	
	      Inwards   80


Accounts for Revenues and Expenses

Dr.        Revenue         Cr.


Dr.        Expenses      Cr.
	
	
	
	

	    Decrease
	    Increase
	            Increase
	    Decrease

	
	
	
	


Note:
Drawings are not an expense, but as they also involve spending money, entries are also shown as debits.

Classwork

1. Complete the following table.














Dr($)

Cr.($)
a) Paid rates by cash.

b) Received commission in cash.

c) Received refund of rates by cheque.

d) Bought stationery on credit from Seiko Co..

e) Received rent in cash for premises sub-let.

2.
Enter the following transactions of a book store in double entry accounts.

Jan.
1
Started business with $9,000 in bank.


2
Bought books by cheque $90.


3
Bought books on credit from Macau Ltd. $900.


4
Sold goods for cash $500.


7
Bought equipment on credit from Konyi Co.$545.


15
Sold goods on credit to Monko Co. $250.


17
Returned goods to Macau Ltd. $95.


20
Paid Macau Ltd. by cheque $805.


27
Paid rent $300 by cash.


30
Received bank interest $50.

Balancing Off Accounts

After the entries have been made, the accounts need "balancing off" or "closing". This is done by inserting the difference or balancing figure on the smaller side of the account so that both sides will add to the same total. The balance figure is then carried down (c/d) to the opposite side. At the beginning of the following period, the figure is brought down (b/d) or brought forward (b/f) to its proper place.

As the total of the debit side exceeded the total of the credit side, the balance is brought down to the debit side as a debit balance and contrarily a credit balance. In accounts with only one entry, it is usually not necessary to balance off the accounts and bring down a balance, since the entry itself automatically becomes the balance on the account.

Example






Bank

	2015                            $
	2015                            $

	Jan 1   Capital                 9,000
	Jan 2  Stationery                  90

	 “ 30   Interest Received           50 
	 “ 20  Macau Ltd.                805 

	
	 “ 25  Insurance                 100

	                                   
	 “ 31  Balance c/d              8,055

	                              9,050
	9,050

	                              ====
	                              ====

	Feb 1  Balance b/d              8,055
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