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Introduction 
Accounting is the technique that is used to record financial transactions and events. After 

recording the financial transactions, they are analyzed, summarized, and reported in the financial 

statements. The main purpose of accounting is to evaluate the growth of the company. 

Accounting is very useful in showing the economic information of the company. It also assists 

the investor in deciding on the investment in the company. If the company is making a loss then 

the investor will not invest in the company but if the company is making profits and giving 

dividends to the investors then the investors will consider investing in the company. Accounting 

helps the management in keeping the record of the financial transactions of the company and 

also helps the management in presenting a fair view of the business. It means that accounting 

helps the management in providing the relevant information to the interested parties. Accounting 

also helps in evaluating the liquidity, determining profit or loss, determining financial position of 

the business and many more. 

Discussion 

a. 

According to the double-entry system of bookkeeping, every financial transaction must have two 

effects. These effects must be opposite to one another. It means that if accounts receivable is 

debited then some other account must be credited. Following are the rules for a double-entry 

system; 

1. A transaction has to be recorded in at least two accounts. The reason for this is that if one 

account is being credited, the other account will have to be debited. 

2. The total assets of the company have to be equal to the capital plus liabilities of the 

company. It means if the assets of the company are increasing and decreasing, the net 

effects will not unbalance the equation. 

Following are the examples of double-entry bookkeeping; 

1. Goods purchased on credit – this transaction should have two opposite effects. It means 

that the amount against which goods are received must be recorded on the debit side of 

the purchase account and the opposite side should be posted on the credit side of the 

accounts payable account. It means that if two accounts are involved in a financial 

transaction then the debit side of one account should increase and the credit side of the 

other account should also increase. Goods purchased on credit involves two accounts i.e. 

purchase account and the account payable account. When the debit side of the purchase 



account increases due to credit purchase then the credit side of the accounts payable 

should also increase due to purchase on credit. 

2. Sales made on credit - this transaction should have two opposite effects. It means that the 

amount against which goods are sold must be recorded on the credit side of the sales 

account and the opposite side should be posted on the debit side of the accounts 

receivable account. It means that if two accounts are involved in a financial transaction 

then the debit side of one account should increase and the credit side of the other account 

should also increase. Goods sold on credit involve two accounts i.e. sale account and the 

account receivable account. When the debit side of the account receivable account 

increases due to credit sale then the credit side of the sale account should also increase 

due to sale on credit. 

3. Goods purchased on cash – this transaction should have two opposite effects. It means 

that the amount against which goods are received must be recorded on the debit side of 

the purchase account and the opposite side should be posted on the credit side of the cash 

account. It means that if two accounts are involved in a financial transaction then the 

debit side of one account should increase and the credit side of the other account should 

also increase. Goods purchased in cash involve two accounts i.e. purchase account and 

the cash account. When the debit side of the purchase account increases due to credit 

purchase then the credit side of the cash should also increase due to purchase on credit. 

4. Sales made on cash - this transaction should have two opposite effects. It means that the 

amount against which goods are sold must be recorded on the credit side of the sales 

account and the opposite side should be posted on the debit side of the cash account. . It 

means that if two accounts are involved in a financial transaction then the debit side of 

one account should increase and the credit side of the other account should also increase. 

Goods sold in cash involve two accounts i.e. sale account and the cash account. When the 

debit side of the cash accounts increases due to credit sale then the credit side of the sale 

account should also increase due to sale on credit. 

5. Recording salary expense that is prepaid – salary expense possesses the debit nature. It 

means that whenever the employer will pay salaries to the employees then the debit side 

of the salary account will increase. Prepaid salary account has a debit nature because, in 

the future, the entity will not have to pay the employees. It means that prepaid salaries 

will increase the salaries expense and decrease the prepaid salary account. It means that 

this transaction will have two opposite effects. One will increase the debit side of the 

account while the other increases the credit side of the account. Two accounts will have 

different effects i.e. the debit side of one account increase and the credit side of the other 

account increases. 

6. Prepaid water expense is required to be expensed out - The water expense account 

possesses the debit nature. It means that whenever the employer will pay water expense 

then the debit side of the water expense account will increase. Prepaid water expense 

account has a debit nature because, in the future, the entity will not have to pay for water. 



It means that prepaid water expense will increase the water expense and decrease the 

prepaid water expense account. It means that this transaction will have two opposite 

effects. One will increase the debit side of the account while the other increases the credit 

side of the account. Two accounts will have different effects i.e. the debit side of one 

account increase and the credit side of the other account increases. 

7. Prepaid rent is used - rent expense account possesses the debit nature. It means that 

whenever the employer will pay rent then the debit side of the rent account will increase. 

A prepaid rent account has a debit nature because, in the future, the entity will not have to 

pay rent. It means that prepaid rent will increase the rent expense and decrease the 

prepaid rent expense account. It means that this transaction will have two opposite 

effects. One will increase the debit side of the account while the other increases the credit 

side of the account. Two accounts will have different effects i.e. the debit side of one 

account increase and the credit side of the other account increases. 

8. Prepaid insurance is now ended - the insurance expense account possesses the debit 

nature. It means that whenever the employer will pay insurance then the debit side of the 

insurance account will increase. Prepaid insurance account has a debit nature because, in 

the future, the entity will not have to pay the insurance. It means that prepaid insurance 

will increase the insurance expense and decrease the prepaid insurance account. It means 

that this transaction will have two opposite effects. One will increase the debit side of the 

account while the other increases the credit side of the account. Two accounts will have 

different effects i.e. the debit side of one account increase and the credit side of the other 

account increases. 

b. 

Assets and expenses are the accounts that increase the debt and decrease the credit. The reason 

for this is that assets have a debit nature and the expense also has a debit nature. It means that 

these accounts increase the debit and decrease the credit. 

Examples 

1. Goods purchased on cash – this transaction should have two opposite effects. It means 

that the amount against which goods are received must be recorded on the debit side of 

the purchase account and the opposite side should be posted on the credit side of the cash 

account. It means that if two accounts are involved in a financial transaction then the 

debit side of one account should increase and the credit side of the other account should 

also increase. Goods purchased in cash involve two accounts i.e. purchase account and 

the cash account. When the debit side of the purchase account increases due to credit 

purchase then the credit side of the cash should also increase due to purchase on credit. 

2. Recording salary expense that is prepaid – salary expense possesses the debit nature. It 

means that whenever the employer will pay salaries to the employees then the debit side 

of the salary account will increase. Prepaid salary account has a debit nature because, in 

the future, the entity will not have to pay the employees. It means that prepaid salaries 



will increase the salaries expense and decrease the prepaid salary account. It means that 

this transaction will have two opposite effects. One will increase the debit side of the 

account while the other increases the credit side of the account. Two accounts will have 

different effects i.e. the debit side of one account increase and the credit side of the other 

account increases. 

3. Prepaid water expense is required to be expensed out - The water expense account 

possesses the debit nature. It means that whenever the employer will pay water expense 

then the debit side of the water expense account will increase. Prepaid water expense 

account has a debit nature because, in the future, the entity will not have to pay for water. 

It means that prepaid water expense will increase the water expense and decrease the 

prepaid water expense account. It means that this transaction will have two opposite 

effects. One will increase the debit side of the account while the other increases the credit 

side of the account. Two accounts will have different effects i.e. the debit side of one 

account increase and the credit side of the other account increases. 

4. Prepaid rent is used - rent expense account possesses the debit nature. It means that 

whenever the employer will pay rent then the debit side of the rent account will increase. 

A prepaid rent account has a debit nature because, in the future, the entity will not have to 

pay rent. It means that prepaid rent will increase the rent expense and decrease the 

prepaid rent expense account. It means that this transaction will have two opposite 

effects. One will increase the debit side of the account while the other increases the credit 

side of the account. Two accounts will have different effects i.e. the debit side of one 

account increase and the credit side of the other account increases.  

c. 

Accounts receivable account contains the detail of people from which the amount is not yet 

received and they have taken the goods from the company and agree to pay in future. While 

accounts payable account contains the information of people from which the company has 

received goods and yet not paid the amount or have partially paid the amount. A person to whom 

the company has sold product or provide service or both and agrees to receive money in future is 

known as debtor. A person from whom the company has purchased product or service or both 

and agrees to pay money in future is known as debtor. For example, ABC Company purchased 

goods for 2500 from Mr. Obama and agrees that Mr. Obama will receive money within a month 

then Mr. Obama will be the creditor of ABC Company and ABC Company sold goods for 5500 

to Mr. Alex and agrees that Mr. Alex will pay within a month then Mr. Alex will be the debtor of 

ABC Company. From debtors, company will receive money and to creditor, the company will 

have to pay money. 

 

d. 

         



 Information     

 

Mr. X started the business with 

100,000 in cash     

 

Mr. X purchased a vehicle in cash for 

20,000     

 

Mr. X purchased goods on credit for 

2,500     

 

Mr. X paid water expense in cash 

(1,500)     

 Mr. X sold goods for 2,500 on credit     
 

 Accounting equation      

 Assets = Capital + Liabilities 

 Cash Vehicle Inventory Debtors    Creditors 

 100000     100000   

 -20000 20000       

   2500     2500 

 -1500     -1500   

      2500   

    2500     
Total 78500 20000 2500 2500   101000   2500 

         

e. 

 Example 

i. Mr. A purchased goods in cash for 50,000 

ii. He purchased material for 25,000 on credit from Mr. X 

iii. He also Purchased material at a cash discount of 12% costing 12,000 

iv. Mr. A sold goods for 55,000 in cash 

v. Mr. A sold goods on credit to Mr. B for 15,000 with a trade discount of 15%. 

vi. Mr. A sold goods to Mr. P on credit for 75,000. 

Mr. A sold goods on credit to Mr. B for 14,000. 

He sold goods to Mr. E for 13,000 on credit 

vii. Mr. P returned goods worth 25000 

Mr. B returned goods worth 4,000 

 

Sales book 

Details  Amount 

Cash 55000 

Mr. B 12750 

Mr. P 75000 

Mr. B 14000 



Mr. E 13000 

Total 169750 

 

Sale return book 

Details Amount 

Mr. P 25000 

Mr. B 4000 

Total 29000 

 

 

Conclusion 
Without accounting, the investors will not be able to decide on the investment in the company. 

The reason for this is that accounting tells the management how to record and process financial 

and non-financial information. Non-financial information is also important in accounting as it 

tells whether to record provisions regarding the event that has occurred or not yet occurred. For 

example, if the government might impose a penalty on the company and the chances are higher 

then, it is better to record the provision because the company will probably have to pay the 

penalty. A person to whom the company has sold product or provide service or both and agrees 

to receive money in future is known as debtor. A person from whom the company has purchased 

product or service or both and agrees to pay money in future is known as debtor. 
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