why are debits and credits backwards in
accounting

Why are debits and credits backwards in accounting? The terminology of debits and credits
often perplexes those who are new to accounting. Many people wonder why the terms
seem to contradict their intuitive understanding of money flow. This article delves into the
nature of debits and credits, their historical context, and their practical application in
accounting, aiming to clarify why they are perceived as "backwards".

Understanding Debits and Credits

Defining Debits and Credits

In accounting, debits and credits are fundamental concepts used to record financial
transactions. Each transaction affects at least two accounts and is recorded in a double-
entry accounting system.

- Debit: An entry on the left side of an account. Debits increase asset or expense accounts
and decrease liability, revenue, or equity accounts.

- Credit: An entry on the right side of an account. Credits increase liability, revenue, or
equity accounts and decrease asset or expense accounts.

The Double-Entry System

The double-entry accounting system is based on the principle that every financial
transaction has an equal and opposite effect in at least two accounts. This ensures that the
accounting equation (Assets = Liabilities + Equity) remains balanced. For example, when a
company makes a sale:

- The cash account (an asset) is debited (increased).
- The revenue account (which contributes to equity) is credited (increased).

This system helps prevent errors and provides a clear picture of a company's financial
standing.

Historical Context



The Emergence of Accounting Terminology

The use of debits and credits can be traced back to the work of Italian mathematician Luca
Pacioli in the 15th century. Pacioli is often referred to as the "father of accounting" for his
contributions to the field. His book, "Summa de Arithmetica, Geometria, Proportioni et
Proportionalita," introduced the concepts of double-entry bookkeeping.

In Pacioli's time, the accounting framework was primarily concerned with tracking assets,
liabilities, and equity. The terminology of debits and credits was established without the
modern context of banking or financial transactions, leading to some of the confusion we
see today.

Why '‘Backwards'? A Matter of Perspective

The perception that debits and credits are "backwards" often arises from the way
individuals typically view transactions in everyday life. For example:

- When you receive money, you think of it as an increase in your resources (cash).
- Conversely, when you pay money, you see it as a decrease in your resources.

However, in accounting terms:

- Receiving money increases cash (debit), but it also represents revenue (credit), indicating
a liability or an obligation to provide goods or services.

- Paying money decreases cash (credit), but it may also reduce a liability (debit) if you are

paying off a debt.

Thus, the "backward" feeling comes from the dual nature of transactions and the
perspective from which one views them.

The Impact of Accounting Principles

Assets, Liabilities, and Equity Explained

To understand the interaction between debits and credits further, it is essential to grasp the
accounting equation:

- Assets: Resources owned by the business.
- Liabilities: Obligations owed to external parties.
- Equity: The owner's interest in the business.

In accounting, every transaction impacts at least two of these elements, and understanding
their relationships helps clarify the use of debits and credits.



Examples of Transactions

Let's consider a few examples to illustrate how debits and credits work in practice:

1. Purchasing Equipment for Cash:
- Debit Equipment (Asset account) = Increases asset.
- Credit Cash (Asset account) —» Decreases asset.

2. Taking Out a Loan:
- Debit Cash (Asset account) - Increases asset.
- Credit Loan Payable (Liability account) — Increases liability.

3. Making a Sale:
- Debit Cash (Asset account) — Increases asset.
- Credit Sales Revenue (Equity account) = Increases equity.

In each of these examples, you can see how the transactions reflect the dual nature of
debits and credits, helping to maintain the balance in the accounting equation.

Cognitive Dissonance and Learning Curve

Understanding Financial Statements

One of the reasons why debits and credits feel "backwards" is due to the way financial
statements are presented. For example:

- On a balance sheet, assets are listed on one side, while liabilities and equity are on the
other. The increase or decrease in account balances may not align with how individuals
typically perceive increases or decreases in their personal finances.

- Similarly, the income statement shows revenues and expenses, with net income being the
result of the difference between them. The credits (revenues) are often seen as positive,
while debits (expenses) are viewed negatively, further complicating understanding.

Learning and Familiarization

For many learners, the initial exposure to debits and credits can be overwhelming. Over
time, as one gains experience in accounting practices, the terms become more intuitive.
Here are some tips for overcoming the initial confusion:

1. Visual Aids: Use diagrams to visualize debits and credits, helping to reinforce the idea of
duality in transactions.

2. Practice: Engage in exercises that involve recording transactions, allowing for repetition
and familiarity with the concepts.

3. Study Accounting Principles: Familiarize yourself with the underlying principles of



accounting, including the accounting equation, to understand how debits and credits fit into
the larger picture.

Conclusion

In conclusion, the notion that debits and credits are "backwards" in accounting largely
stems from a misunderstanding of their roles and the historical context in which they were
developed. The double-entry system, established by Luca Pacioli, emphasizes the balance
between assets, liabilities, and equity, allowing for a more comprehensive understanding of
financial transactions.

By embracing the principles of accounting and recognizing that debits and credits represent
two sides of the same coin, individuals can navigate the complexities of financial recording
with greater confidence. The key to mastering these concepts lies in practice, perspective,
and continual learning. Understanding why debits and credits are used the way they are
can empower anyone to make informed financial decisions, whether in personal finance or
business management.

Frequently Asked Questions

Why are debits recorded on the left side in accounting?

Debits are recorded on the left side because of the double-entry bookkeeping system,
which maintains balance in the accounting equation. This convention has historical roots
and has been standardized over time.

What is the significance of credits being recorded on
the right side?

Credits are recorded on the right side to reflect increases in liabilities, equity, and revenue.
This system ensures that every transaction affects at least two accounts, keeping the
accounting equation balanced.

How does the terminology of debits and credits affect
understanding of financial statements?

The terminology can be confusing as 'debit' often implies a negative connotation, while in
accounting, it represents an increase in assets or expenses. Understanding the context is
crucial for proper interpretation of financial statements.

Is there a historical reason for the backward nature of
debits and credits?

Yes, the terms 'debit' and 'credit’ originate from Latin, where 'debitum' means 'what is due'



and 'creditum' means 'what is believed.' Their usage has been preserved through centuries
of accounting practices.

Are there any accounting systems that do not use
debits and credits?

Yes, some accounting systems, such as cash-basis accounting, do not strictly adhere to the
debit and credit terminology. However, they still maintain a form of double-entry
bookkeeping in a simplified manner.

What is the impact of learning debits and credits on
new accountants?

Understanding debits and credits is fundamental for new accountants, as it forms the basis
for recording transactions accurately, preparing financial statements, and ensuring
compliance with accounting principles.

How can one remember the rules of debits and credits
easily?
One common mnemonic is 'DEALER' for debits (Dividends, Expenses, Assets) and

'GRENADE' for credits (Gains, Revenue, Equity, Liabilities), which can help in recalling what
increases or decreases in each category.

Do different types of accounts behave differently with
debits and credits?

Yes, different types of accounts behave differently: Assets and expenses increase with
debits, while liabilities, equity, and revenues increase with credits. This fundamental
understanding is essential for accurate bookkeeping.

Why is it essential to grasp debits and credits for
financial analysis?

Grasping debits and credits is essential for financial analysis as it allows accountants and
analysts to trace transactions through accounts, understand cash flow, and assess the
overall financial health of an organization.
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