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DOUBLE ENTRY SYSTEM

4.1.1. Meaning of Double Entry System

The double entry book-keeping refers to a system of accounting in which every

transaction affects at least two accounts. This is the basis of the accounting
equation also:

Recording dual aspects of business transactions in terms of ‘Debit and Credit’ is
Double Entry System.

In accountancy, the double-entry bookkeeping (or double-entry accounting)
system is the basis of the standard system used by businesses and other
organizations to record financial transactions. It was first described by the Italian
mathematician Luca Pacioli. Its premise is that a business’s (or other
organization’s) financial condition and results of operations are best recorded in

accounts. Each account maintains a history of changes in monetary values about a
particular aspect of the business.

This system is called double-entry because each transaction is recorded in atleast
two accounts. Each transaction results in atleast one account being debited and at

least one account being credited, with the total debits of the transaction equal to
the total credits.

- For example, if business A sells an item to business B and business B pays
business A by cheque, the bookkeeper of the business A would credit the account
called “Sales” and debit the account called “Bank”. Conversely, the bookkeeper

of business B would debit the account called “Purchases” and credit the account
. called “Bank”,

For example, Mr. B sold goods for cash 21,000 to Mr. C. In this case the dual
aspects of this transaction for Mr. B and Mr. C are as follows:

Dual Aspects for Mr, B | Dual A’P“"" for M" €I A j z E
) Receiptof cash?1,000 | 1) PaymentofCash¥1,000 ~ —
2 Foregoing of goods of 21,000 | 2) Recelptofgoods?1,000 |
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For example, Mr. C sold goods for € 1,000 to Mr, D on credit. In this case the
- dual aspects of this transaction for Mr. C and Mr. D are as follows: o

h Acquisition of right to
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Preparing Trial Balance: According to double entry system, business
? tmnactions?:lmorded first in the subsidiary books and journal proper.
With these books of original record one can prepare ledger accounts, whose
balances are used for preparing trial balance, which is test of arithmetical
accuracy in accounting. i il JoTes

7) Preparation of Final Accounts: At the end of accounting year, final
accounts are prepared to assess business income and financial position of the
business. Trial balance, prepared with the balances of ledger accounts has
also debit and credit balances. The total of these two balances are alw%_'
equal showing the truth that every debit has its corresponding credit. =~

4.1.3. Classification of Accounts e L
Every accounting transaction has got two sides, the ‘debit’ and a “credit’.
are the two signs used in accounting to present and ) fhe" W7 DS
every transaction. All the business transactions must have debi
corresponding credit of the same amount, The cre
recorded on the basis of the rules of debit and cre
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41.3.1.  Traditional Classification of Accounts

The transactions in the journal are recorded on the basis of the rules of debit and
credit. For this purpose business transactions have been classified into three

categories:
1) Transactions relating to persons (Personal Accounts),

2) Transactions relating to properties and assets (Real Accounts).
3) Transactions relating to incomes and expenses (Nominal Accounts).

Classification of Accounts

v + B

Personal Account  Real Account Nominal Account

{) Personal Accounts: Personal accounts include the accounts of persons with
whom the business deals. These accounts can be further classified into three
categories:

i) Natural Personal Account: The natural personal account means persons
who are creations of God. For example, Vijay’s account, Sanjay’s
account, Shubham’s account.

ii) Artificial Personal Account: These include accounts of corporate
bodies or institutions, which are recognized as persons in business
dealings, for example, government, club, llmlted company, €o-
operative society, etc.

iii) Representative Personal Account: These are the accounts which
t a certain person or group of persons. For example, when the

rent is due to landlord, outstanding rent account is opened in the books.
Thus, the outstandmg rent account represents the account of landlord to

whom the rent is payable.

Golden Rule;: Debit the Receiver, o B ey
~ Credit the Giver. A il & T 8

2) Real Accounts: Real accounts may be of the following types: e,y
i) Tangible Real Account: These are those which relate to such. things
which can bemohod. felt mdmmmd ntc. Fog: mplgmgbmom |

ii) Intangible Rul mwsmme
~ cannot be WWWMMVMT' e
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