
Analyzing Transactions into Debit and Credit Parts 
 

“T” account - an accounting device used to analyze transactions. 
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 Debit - an amount recorded on the left side of a “T” account. 
 Credit - an amount recorded on the right side of a “T” account. 
 
 Four questions are used in analyzing a transaction into its debit and credit parts: 
  1)  What accounts are affected? 
   A list of accounts used by a business is called a Chart of Accounts. 
  2)  How is each account classified?       Asset, liability, owner’s equity, revenue, or expense. 
  3)  How is each account balance changed?  Increased or decreased. 
  4)  How is each amount entered in the accounts? 
       The amount is either debited or credited to the account. 
 
 •  The sides of a “T” account are also used to show increases and decreases in account balances. 
 
 •  Two basic accounting rules regulate increases and decreases of account balances: 
  1)  Account balances increase on the normal balance side of an account. 
  2)  Account balances decrease on the side opposite the normal balance side of an account. 
 
 •  The normal balance side of an asset, liability, or capital account is based on the location of the account 
   in the accounting equation. 
 
  *  Asset accounts have normal debit balances (left side) because assets are on the left side of the  
   accounting equation; ; therefore, asset accounts increase on the debit side and decrease on 
    the credit side. 
  *  Liability accounts have normal credit balances (right side) because liabilities appear on the  
   right side of the accounting equation balances; therefore, liability accounts increase on  
   the credit side and decrease on the debit side. 
  *  The owner’s capital account has a normal credit balance (right side) because the capital  
   account appears on the right side of the accounting equation balance; therefore, the  
   capital account increases on the credit side and decreases on the debit side. 
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   Assets      =  Liabilities  + Owner’s Equity 
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  *  Revenue increases the owner’s capital. 
  *  The owner’s capital account has a normal credit balance. 
  *  Therefore, a revenue account also has a normal credit balance. 
  *  Revenue accounts increase on the credit side and decrease on the debit side. 
  *  The revenue account we will use for sales transactions is Sales. 
 
    Assets    =        Liabilities        +       Owner’s Equity 
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  *  Expenses decrease the owner’s capital. 
  *  The owner’s capital account has a normal credit balance.  Decreases are shown as debits. 
  *  An expense account has a normal debit balance. 
  *  Expense accounts increase on the debit side and decrease on the credit side. 
 
    Assets       =  Liabilities  + Owner’s Equity 
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  *  Withdrawals decrease owner’s equity. 
  *  An account that reduces a related account on a financial statement is called a Contra   
   Account. 
  *  The Drawing account is a contra capital account because the account shows decreases in  
   capital. 
  *  The owner’s capital account has a normal credit balance.  Decreases are shown as debits. 
  *  A drawing account has a normal debit balance. 
  *  A drawing account increases on the debit side and decrease on the credit side. 
 
 
    Assets       =  Liabilities  + Owner’s Equity 
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