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What exactly does it mean to “debit” and “credit” an account? Why is it that debiting some accounts makes them go up, but debiting other accounts makes them go down? And why is any of this important for your business?Here’s everything you need to know. Get a downloadable PDF version of this article What is a debit? In double-entry accounting,
debits (dr) record all of the money flowing into an account. So, if your business were to take out a $5,000 small business loan, the cash you receive from that loan would be recorded as a debit in your cash, or assets, account. What is a credit? Credits (cr) record money that flows out of an account. To use that same example from above, if you received
that $5,000 loan, you would record a credit of $5,000 in your liabilities account. What types of entry methods are there for recording transactions? There are two methods of recording transactions in accounting: single-entry and double-entry. Because single-entry bookkeeping is a cash system, which simply records incoming and outgoing cash in a
single ledger, it’s not used very often by professional accountants or bookkeepers. Most accountants, bookkeepers, and accounting software platforms use the double-entry method for their accounting. Under this system, your entire business is organized into individual accounts. Think of these as individual buckets full of money representing each
aspect of your company.For example:One bucket might represent all of the cash you have in your business bank account (the “cash” bucket)Another bucket might represent the total value of all the furniture your business has in its office (the “furniture” bucket)Another bucket might represent a bank loan you recently took out (the “bank loan”
bucket)When your business does anything—buy furniture, take out a loan, spend money on research and development—the amount of money in the buckets changes.Recording what happens to each of these buckets using full English sentences would be tedious, so we need a shorthand. That’s where debits and credits come in.When money flows into
a bucket, we record that as a debit (sometimes accountants will abbreviate this to just “dr.”)For example, if you deposited $300 in cash into your business bank account:An accountant would say we are “debiting” the cash bucket by $300, and would enter the following line into your accounting system.When money flows out of a bucket, we record that
as a credit (sometimes accountants will abbreviate this to just “cr.”)For example, if you withdrew $600 in cash from your business bank account:An accountant would say you are “crediting” the cash bucket by $600.Debits and credits in actionThere’s one thing missing from the examples above. Money doesn’t just disappear or appear out of nowhere.
It has to come from somewhere, and go somewhere.That’s what credits and debits let you see: where your money is going, and where it’s coming from.Let’s say that one day, you visit your friend’s startup. After taking a tour of the office, your friend shows you a beautiful ergonomic standing desk. You’ve been looking for this model for months, but all
the furniture stores are sold out. Your friend ordered an extra one, and she can sell it to you for cheap. You agree to buy it from her for $600.Here’s what that would look like using our bucket system. First, we move $600 out of your cash bucket.Just like in the above section, we credit your cash account, because money is flowing out of it.But this isn’t
the only bucket that changes. Your “furniture” bucket, which represents the total value of all the furniture your company owns, also changes.In this case, it increases by $600 (the value of the chair).You debit your furniture account, because value is flowing into it (a desk).In double-entry accounting, every debit (inflow) always has a corresponding
credit (outflow). So we record them together in one entry.An accountant would say that we are crediting the bank account $600 and debiting the furniture account $600.How debits and credits affect liability accountsThe two buckets we used in the above example—cash and furniture—are both asset buckets. (That is, they keep track of something you
own.)But not all buckets are asset buckets. Some buckets keep track of what you owe (liabilities), and other buckets keep track of the total value of your business (equity).Let’s imagine that after buying that expensive desk, you want to get some extra cash for your business. So you take out a $1,000 bank loan, and you increase (debit) your cash
account by $1,000.Now here’s the tricky part.In addition to adding $1,000 to your cash bucket, we would also have to increase your “bank loan” bucket by $1,000.Why? Because your “bank loan bucket” measures not how much you have, but how much you owe. The more you owe, the larger the value in the bank loan bucket is going to be.In this case,
we're crediting a bucket, but the value of the bucket is increasing. That’s because the bucket keeps track of a debt, and the debt is going up in this case.How debits and credits affect equity accountsLet’s do one more example, this time involving an equity account.Let’s say your mom invests $1,000 of her own cash into your company. Using our
bucket system, your transaction would look like the following.First, your cash account would go up by $1,000, because you now have $1,000 more from mom.But that’s not the only bucket that changes. You mom now has a $1,000 equity stake in your business—so the bucket labelled “equity (Mom)” also increases by $1,000:Why is it that crediting an
equity account makes it go up, rather than down? That’s because equity accounts don’t measure how much your business has. Rather, they measure all of the claims that investors have against your business.The Equity (Mom) bucket keeps track of your Mom'’s claims against your business. That’s her equity, not your business’s. In this case, those
claims have increased, which means the number inside the bucket increases.Debits and credits chartMost people will use a list of accounts so they know how to record debits and credits properly. And if that’s too much to remember, just remember the words of accountant Charles E. Sprague:“Debit all that comes in and credit all that goes out.”
Double-entry accounting is a method of bookkeeping that tracks where your money comes from and where it’s going. Every financial transaction gets two entries, a “debit” and a “credit” to describe whether money is being transferred to or from an account, respectively. Each accounting entry affects two different accounts: for example, if you sell a
cup of coffee, your cash account goes up, and your inventory account goes down.When making these journal entries in your general ledger, debit entries are recorded on the left, and credit entries on the right. All these entries get summarized in a trial balance, which shows the account balances and the totals of your total credits and total debits. If
done correctly, your trial balance should show that the credit balance is the same as the debit balance.There’s one more common accounting term you should know here: chart of accounts, which is a big list of all your accounts (what kind of transaction in your business is an asset, what’s a liability, what’s an equity, etc.). You can see an example
here.Recording transactions this way provides you with a detailed, comprehensive view of your financials—one that you couldn’t get using simpler systems like single-entry.How is it different from single-entry?Single-entry accounting involves writing down all of your business’s transactions (revenues, expenses, payroll, etc.) in a single ledger. If you're
a freelancer or sole proprietor, you might already be using this system right now. It’s quick and easy—and that’s pretty much where the benefits of single-entry end.Single-entry doesn’t track assets or liabilities, is prone to mistakes, doesn’t tell you much about the state or health of your business, and is the accounting equivalent of carrying around a
velcro wallet—fine when you’re a kid, but not very secure, or reputable, when you’'re older.Noting these flaws, a group of accountants—in 12th century Genoa, 13th century Venice, or 11th century Korea, depending on who you ask—came up with a new kind of system called double-entry accounting.Unlike single-entry, the double-entry system
provided accountants with enough information to create all of the major financial statements, including income statements, balance sheets, statements of cash flows, and statements of retained earnings.“It was just a whole revolution in the way of thinking about business and trade,” writes Jane Gleeson-White of the popularization of double-entry
accounting in her book Double Entry.“You could itemize the profits in each account, so you knew which products you were doing well in and which you weren’t. Then you could start to think about how you would change your business activities.”In a nutshell, the double-entry method lets you do modern accounting.Double-entry in actionLet’s say you
buy a brand new $3,000 MacBook Pro for your recently-launched blockchain dog food startup.Under double-entry accounting, you would make two entries: you trade one asset (cash) for another asset (laptop). So you have to adjust both the cash and laptop accounts in your books: Account Debit Credit Cash - $3,000 Laptops $3,000 - Under double-
entry accounting, every debit always has an equal corresponding credit, which keeps the following equation in balance:Assets = Liabilities + EquityAccountants call this the accounting equation, and it’s the foundation of double-entry accounting. If at any point this equation is out of balance, that means the bookkeeper has made a mistake somewhere
along the way.In this example, only the assets side of the equation is affected: your assets (cash) decrease by $3,000 and your laptop assets increase by $3,000, and the equation remains balanced.Let’s try another example. Let’s say you just bought $10,000 of pet food inventory on credit.In this case, the asset that has increased in value is your
Inventory. Because you bought the inventory on credit, your accounts payable account also increases by $10,000. Account Debit Credit Inventory $10,000 - Accounts Payable - $10,000 Let’s take a look at the accounting equation again:Assets = Liabilities + EquityIn this case, assets (+$10,000 in inventory) and liabilities (+$10,000) are both affected.
Both sides of the equation increase by $10,000, and the equation remains balanced.Last example: how do you record accounts receivable under this accounting method?When you send an invoice to a client after finishing a project, you would “debit” accounts receivable and “credit” the sales account.After the client pays you, you would then debit your
cash account, and credit accounts receivable.A double-entry accounting cheat sheetlt can take some time to wrap your head around debits, credits, and how each kind of business transaction affects each account and financial statement. To make things a bit easier, here’s a cheat sheet for how debits and credits work under the double-entry
bookkeeping system.Debits:Increase an asset account, or decrease a liability account or equity account (such as owner’s equity).Increase an expense account.Decrease revenueAre always recorded on the left sideCredits:Increase a liability or equity account, or decrease an asset account.Decrease an expense account.Increase revenueAre always
recorded on the right sideShould I use double-entry?If your business is a very simple sole proprietorship—one that doesn’t have any inventory, doesn’t have any debts, has only one employee, and not many accounts to keep track of—single-entry might suffice for your accounting needs.If your business is any more complex than that, most accountants
will strongly recommend switching to double-entry accounting.Why? Double-entry provides a more complete, three-dimensional view of your finances than the single-entry method ever could.Because you're tracking where your money is coming from and where it’s going, you can later collate that information into financial statements, which give you
insights into the profitability and health of the various parts of your business. That’s a win because financial statements can help you make better decisions about what to spend money on in the future.Double-entry accounting also decreases the risk of bookkeeping errors, increases the transparency of your finances, and generally adds a layer of
accountability to your business that single-entry can’t provide.If you want your business to be taken seriously—by investors, banks, potential buyers—you should be using double-entry.Double-entry in accounting softwareMost popular accounting software today uses the double-entry system, often hidden behind a simplified interface, which means you
generally don’t have to worry about double-entry unless you want to.If you’d rather not have to deal with accounting software at all, there are bookkeeping services like Bench (that’s us), that use the double-entry system by default. Home » Accounting May 20, 2025 - BY Pat Kearns In this tutorial, I explain accounting debits and credits in a new
and easy-to-understand way. If you're tired of trying to memorize rules that you don't understand, keep reading. My unique method explains debits and credits, and how they affect the different account types, using simple math concepts. O This tutorial contains links to products some readers may find helpful. As an affiliate partner, I may earn from
qualifying purchases at no extra cost to you. See the disclosure policy to learn more. O A KeynoteSupport.com tutorial What is a debit, and what is a credit? And why, for example, does a debit increase the balance of one account but decrease the balance of another? Most accounting and bookkeeping software, such as QuickBooks or Sage Accounting,
is marketed as easy to use. But if you don't have the answers to these questions, you'll make mistakes. The purpose of this tutorial is to explain debits and credits from a simple math perspective. I don't like memorizing rules. I want to know why - and you probably do as well. We need to change our paradigm about debits and credits. Many think that
credits are good and debits are bad. When you return a purchased item, you receive a credit on your charge card, right? However, read this next sentence carefully. When a company issues a credit to a client, it's the company's Cash account that is receiving a credit, meaning that money is being subtracted from the company's cash account. The
terms credit and debit are defined by how they affect a business - not you, the customer. Debits and credits aren't good or bad ... it depends on which accounts are involved in the transaction. Depending on the account type, debits increase the balance of some accounts and decrease the balance of others. Same thing with credits. You've seen the
following chart before. I'll show you why these accounting rules are true in just a moment. Account Balance INCREASED ByAccount Balance DECREASED By AssetsDebitCredit ExpensesDebitCredit EquityCreditDebit IncomeCreditDebit LiabilitiesCreditDebit Total Debits Must Equal Total Credits Double-entry bookkeeping is hundreds of years old.
When transactions were recorded in a paper ledger, there were two columns. Debits (called DR) were written in the left column and credits (called CR) were written in the right column. You can see this today in the accounting software dialog box when entering a journal entry, or on the Trial Balance report. The double entry system says that for
every debit, there must be an equal and opposite credit. If there are multiple debits and/or credits in a single transaction or journal entry, the sum of the debits must equal the sum of the credits. There are five types of accounts in the accounting system as seen in the above chart. Each account type can be classified as a "positive account" or "negative
account" depending on whether the account type typically maintains a positive or negative balance. Assets and Expenses are positive accounts (debit accounts) as they usually receive debits and maintain a positive balance. Equity, Income, and Liabilities are negative accounts (credit accounts) as they typically receive credits and maintain a negative
balance. Do accounts really maintain a positive or negative balance? Yes. Even though most accounting software reports show positive numbers, the General Ledger report shows us what's really going on. Next we're going to review the math number line that we learned as children, and then I'm going to tie it all together. The Math Number Line On
the number line, zero is in the middle, positive numbers get bigger as they go to the right, and negative numbers get bigger as they move to the left. No matter where we start on the number line, when we add a positive number, we always move to the right on the number line. (A debit adds to an account balance.) And when we subtract (add a
negative number), we always move to the left on the number line. (A credit subtracts from an account balance.) If you understand how to add and subtract positive and negative numbers; plus which account types are positive and negative, you'll be able to figure out much more easily which account to debit and which account to credit when posting a
transaction or entering a journal entry. Debits: Debiting positive accounts (Assets, Expenses) is easy to understand. When we debit, we move to the right on the number line to get the answer. » Example: I have $200 in Cash and make a cash sale of $100, so I debit Cash $100: $200 + $100 = $300. When we debit a positive account, the account
balance always increases. So debits increase the balance of Assets and Expenses. Credits: Crediting positive accounts is also easy to understand. When we credit an account, we move to the left on the number line to get the answer. » Example: I have $300 in Cash and write a check for $100 of merchandise, so I credit Cash $100: $300 + (—$100) =
$200 ... which is the same as $300 — $100 = $200. When we credit a positive account, we get a smaller balance. So credits decrease the balance of Assets and Expenses. Debits: When we debit a negative account (Equity, Income, Liabilities), we move to the right on the number line to get our answer. » Example: I have $300 in Accounts Payable and
pay a $200 bill, so I debit Accounts Payable $200: —300 + 200 = —100. When we debit a negative account, the balance always decreases. So debits decrease the balance of Equity, Income, and Liabilities. Credits: When we credit a negative account, we move to the left on the number line to get our answer. » Example: I have $50 in Accounts Payable.
I go on a shopping spree and spend $250, so I credit Accounts Payable $250: —$50 + (—$250) = —$300 ... which is the same as —$50 — $250 = —$300. When we credit a negative account**, the balance always increases. So credits increase the balance of Equity, Income, and Liabilities. ** Subtracting from negative numbers can be confusing for
some. Subtracting is the same thing as adding a negative number. When we add a negative number to a negative number, we get a bigger negative number. The problem is that many tutorials broadly state that a "credit subtracts from an account." That's easy to see with positive accounts like Cash, but it leads folks to assume that the number portion
of a negative number is going to get smaller when crediting a negative account. Since subtracting is adding a negative number, a negative account balance will get bigger. See the chart below. A credit increases the account balance of Liabilities, Equity, and Income accounts. Assets and expenses are positive accounts, while Equity, Revenue, and
Liabilities are negative accounts. To apply a debit, we always move to the right on the number line. A debit increases the balance of positive accounts but decreases the balance of negative accounts (smaller negative number.) Likewise, to apply a credit, we always move to the left on the number line. A credit decreases the balance of positive accounts,
but increases the balance of negative accounts (larger negative number). Now we understand the chart below that every other tutorial shows you and expects you to memorize. Account Balance INCREASED ByAccount Balance DECREASED By AssetsDebitCredit ExpensesDebitCredit EquityCreditDebit IncomeCreditDebit LiabilitiesCreditDebit
Summary of Debits and Credits I love looking at debits and credits from a math perspective because I can help you visually understand account types, debits, credits, and how they work together. Accounting principles use the terms debit and credit in ways that seem contrary to us and we may never fully understand it, but maybe that's because we
look at bookkeeping from an owner's prospective, not the company's. From the perspective of the business, it has assets because of creditors (liabilities) and/or owners (equity). At any time, a business may have to use its assets to pay a creditor or provide an owner's draw. So perhaps a business sees assets as instruments of debt, and that's why it
receives debits to increase its balance. No one really knows what the founders of the double-entry accounting system had in mind! Assets are debit (positive) accounts. Liabilities and Owner's Equity are credit (negative) accounts. This make the accounting equation work: Assets = Liabilities + Owner's Equity. We saw on the General Ledger report that
the equity and liabilities were listed with negative numbers. However, most financial reports, such as the Balance Sheet and Profit and Loss Report, do not show negative numbers. Nor do we enter negative numbers in transactions or journal entries. If you are dealing with entering transactions and performing other bookkeeping tasks, after reviewing
multiple books, I recommend Bookkeeping All-in-One for Dummies for additional study (affiliate link). Unlike the Accounting book which deals primarily with the major financial reports and their inputs, this book focuses heavily on the General Ledger accounts, posting transactions, debits and credits, and more. The Table of Contents can be
previewed. Disclaimer: Keynote Support is providing information as a service to the visitor. I have made every effort to provide information accurate as to the date of this article. However, every customer environment and each transaction is unique, so please use the information and examples in this article only as a guide. In addition, the reader
cannot infer from this article that Keynote Support is providing financial or accounting advice. Please always consult with an accounting professional for assistance with your specific requirements. ¢ Meet the Author < Pat Kearns, founder and author of the Keynote Support website, is an award-winning, 19-year veteran of the IBM Corporation. She
brings decades of experience in Microsoft Excel, other Office products, Photoshop, accounting, managing a company, HTML/CSS, and . . . more. T Return to the top Save up to 10 hours a month, like most business owners we help.See where you’'re spending. Make savvy financial decisions.Ask questions.Get answers from real human experts.Get
accurate, IRS-compliant yearly financial records. POWERFUL BOOKKEEPING SOFTWARESeamless data integration: Automatically pull in your financial data from banks, credit cards, and tools like Shopify, Stripe, Square, Gusto, and more—no more manual data entry.Smart transaction categorization: Bench uses details from your transactions,
receipts, and past actions, to automatically categorize the majority of your transactions.Hassle-free document handling: Our smart document processing guides you step-by-step, pulling data from your bank statements and updating your reports in minutes. EXPERT TEAM OF HUMAN BOOKKEEPERSExpert support team: Our team is here to support
you and bring you the confidence you and guidance you need to thrive.Clear guidance, every step of the way: Your team pinpoints where your help is needed—whether it’s tracking down missing documents or clarifying transactions—no guesswork, no wasted time.Stay connected, your way: Message your team in-app or schedule quarterly check-ins to
get the answers and peace of mind you deserve. ACCURATE AND COMPLIANT BOOKSNumbers you can trust: Easy-to-read income statements, balance sheets, top expenses, and real time profit and loss reports for confident, data-driven decisions.Financial reports, always within reach: Download your monthly reports in just a few clicks—perfect for
reviews or sharing with stakeholders.Tax time, simplified: Come tax time, we've got you covered with a neatly organized, IRS-compliant year-end financial package that makes filing stress-free.At Bench, our experts do your bookkeeping, income tax prep, and filing so you can save time and stress less."It’s amazing that things can get automatically
categorized, and that there’s someone messaging me if there’s something they’re not sure is in the right place."Ross Chanowski“I just don’t worry about bookkeeping anymore... And I don’t worry about whether I did something right or not, because if I did it wrong, the team will let me know.“Steven SchmidtNeed to catch up on your books and taxes?
Falling behind happens—but we’re here to help you get back on track. Whether you're a few months or a few years behind, our team of experts will get your business bookkeeping up to date and ready for filing. Say goodbye to IRS stress and penalties.Simplify your small business taxesBench makes small business income taxes easy. From year-round
tax advice to expert filing, we make sure you get the most out of your return—no hidden fees, no last-minute surprises. Get the confidence you need with Bench Tax.Frequently Asked QuestionsA graphic of a plus and minus icon that represents the action to close and open.Does Bench do all my bookkeeping tasks for me?Our bookkeeping software and
team of experts handle most of the work, making bookkeeping simple for you. However, there are some things about your business only you can provide, like uploading certain documents and sharing context for categorizing transactions. Each month, we may check in with you to ensure your books are accurate and your deductions are maximized.A
graphic of a plus and minus icon that represents the action to close and open.What happens if I take a long time to respond to my Bench team’s requests for information?Timely responses help your bookkeeping team keep your books up to date and avoid delays. Staying on top of this ensures a stress-free tax season and gives you access to current
financial insights, empowering you to make informed, impactful decisions for your business.A graphic of a plus and minus icon that represents the action to close and open.Is it mandatory to connect my business accounts to Bench?Connecting your accounts to Bench automates repetitive tasks like data entry, saving you time and effort. It eliminates
the need for manual uploads, with your data appearing in your account instantly. This ensures your bookkeeping team can work efficiently, keep your books up to date, and help you get the most out of the service.A graphic of a plus and minus icon that represents the action to close and open.Why does Bench still need me to upload documents even if
my accounts are connected?Occasionally, we may need additional documents, such as account statements or receipts, to ensure the information we have is accurate. Sharing files with your bookkeeping team is quick and easy—just upload the document, and we’ll handle the rest.Join thousands of small business owners who trust Bench with their
booksReady to simplify your financial management? Join Bench today and experience the difference of having your financial team just a message away. When tax time comes, you won’t spend hours sorting through a pile of crumpled receipts wondering whether that $13 parking charge was for a client meeting or a date. In other words, claiming your
tax deductions will be less headache-inducing.Correctly tracking your expenses means you're more likely to file an accurate tax return. Plus, if you're audited by the IRS, it’ll be no sweat to provide them with detailed documentation of your expenses.You’ll know exactly where your money is going every month—so you can cut spending where it’s
getting out of hand.So in the name of money mastery, we’ve assembled a list of the best business expense trackers for you to track expenses online (and if you're more of an offline type, the last one’s for you).Mint: The free expense tracker for the self-employedA well-known personal expense tracker, Mint is also a simple tool for smaller businesses
and freelancers to track where money is going. It lets you create budgets and goals within the app, and track your credit score. You can access all of this data through an easy-to-read dashboard, so you know your standing at any time.Make it even easier: set up alerts for bill reminders, large purchases and more, so you're really in the know with your
finances.Platforms: Android, iPhone, web browserPrice: FreeQuickBooks: Expense management for the accounting-savvy businessQuickBooks has way more features than the other expense trackers in this list. It also requires the most knowledge, time, and effort to make it work. Essentially, you can use QuickBooks to handle all your finances. Run
payroll, accept online payments, track bills and expenses and manage all of your taxes. Unfamiliar with accounting, or don’t have several hours a week to spare? You might find certain aspects of Quickbooks frustrating.But if you’re a QuickBooks pro or have a dedicated admin employee who’s willing to learn, you can get a lot of value out of it. To
make it simple, you (and the rest of your growing team) can scan your receipts with your phone and load them into the mobile app as part of an expense report. Reconcile them at the end of the month, tracking any sales tax paid on your purchases so that amount comes off any sales tax you owe.Platforms: Android, iPhone, web browserPrice: Starts at
$12.50/monthFreshBooks: Expense tracking for the minimalist go-getterIn the name of avoiding daunting spreadsheets, FreshBooks lets you easily input your business expenses through their desktop app or on your smartphone. It has a super simple interface and basic reporting so you can see where your profit and loss stand at a glance. It syncs with
your bank account every day, automatically pulling in the most recent expenses from your credit card and/or bank account—you just need to reconcile them and add photos of your receipts.Platforms: Android, iPhone, web browserPrice: Starts at $15/month (Bench clients get one month free)Expensify: An expense tracking app for the business
travellerIf you work remotely, or regularly have meetings in different parts of the country, you know post-trip expense tracking is a nightmare. Using Expensify means you can stop stuffing receipts into your luggage while you’'re on the go. Snap pictures of your paper receipts with your mobile device, submit, and be done with them. It can also handle
mileage tracking. Plus, Expensify also automatically imports receipts from Uber, Airbnb, and more. Racking up the company card? Automate your workflow and import those expenses directly from your card, so you don’t have to go through your statements at the end of each trip.Extra convenient: Expensify automatically converts to any currency and
offers integrations with most accounting software.Worthy expense tracker app alternatives: Receipt Bank and Shoeboxed. If all you're looking for is an app to scan, upload, and store receipts, these two are great options.Heads up: Expensify is not a balance tracker, unlike the other options in this list. It’s just for keeping track of expenses. But it can
function as a great reimbursement app for your employees’ expenses.Platforms: Android, iPhone, web browserPrice: Starts at $4.99/monthBench: For hands-off expense tracking and bookkeepingDon’t have time to track expenses? Bench can take it off your hands. We take care of all your bookkeeping for you, importing, reviewing, and categorizing
your expenses every month. With Bench, your accounting admin is handled with care. And if you ever have questions, your team is just a quick message away.But Bench isn’t just a business expense tracker app. As well as tracking expenses, we send you financial reports each month so you can understand your finances and monitor your cash flow.
Then at tax time, we work with your accountant to deliver all the financial info they need to file your taxes. Don’t have an accountant? We can set you up with our tax pro team to get your taxes filed on time, every time.Platforms: Web browserPrice: Varies by your business needs (professional monthly bookkeeping and financial statements included).
See our pricing page for more details.Excel: The old fashioned, tried-and-true approach to expense trackingExcel spreadsheets are the tried-and-true method of tracking your expenses (for free). You don’t have to overthink it. Just find a good Excel bookkeeping template and enter all your expenses at least once a week.The great thing about Excel is,
once you’ve entered all your transactions, you can generate reports and start getting insights about what those numbers mean. For example, if you use the Bench Income Statement template, your transactions will turn into a handy income statement sheet, showing your profit and loss over a certain period.Platform: DesktopPrice: Free (comes
installed on most computers)What is the best way to track business expenses?Once you’ve chosen the expense tracker that best suits your needs, you're ready to get cracking. So how do you tackle that pile of crumpled receipts you’ve collected from your car, purse, pockets, and dining room table?Here are three simple steps:1. Digitize your
receiptsThe first step is to scan or take photos of your receipts. Double-check the images are clear and capture the entire receipt.You may be able to store these files in your expense tracking app, or if you take the Excel route, keep them on your computer and back up your files on a regular basis. Better yet, we’ve compiled a list of the best receipt
apps for small businesses.Further reading: How long to keep business tax records and receipts2. Separate your personal and business transactionsSeparating your business and personal spending makes identifying business expenses simple and fast. In some cases, you may be legally required to have separate accounts to protect yourself from liability
incurred by the business.Further reading: Do I need a business bank account?In any case, it’s best practice to separate your personal and business income and expenses. A business bank account makes keeping tabs on business transactions a breeze.If you charge your expenses on credit, there are even more benefits to using a business credit card—
like building business credit and earning rewards. Check out our top picks for the best small business credit cards.3. Regularly review and categorize your business expensesExpense tracking tools take a big load off your shoulders, but it’s still important to keep tabs on your expenses. Set time aside each week in your workflow to review them and
apply categories to each one.Stumped on how to categorize your expenses, or why you need to do it? Get in the know with our simple guide on how to categorize business transactions.Joint expense trackinglIf you’'re trying to track spending with your spouse or business partner, we have a few suggestions:Expensify works really well for groupsA joint
spreadsheet can do the trick just finelf it’s for a business partnership, make sure each partner has a dedicated credit card just for business. Then, sign up for Bench, and we’ll automatically track every business expense, no matter who paid for it.And remember, when your expenses are tracked, you’re on the road to good bookkeeping and mastering
your small business finances. Understanding the fundamental concepts of debits and credits is crucial for anyone delving into the realm of accounting. Whether you're managing personal finances or involved in business accounting, comprehending the dynamics of these concepts is essential. This guide aims to demystify these terms and their impact,
shedding light on everything from debit and credit cards to double-entry accounting.Debit and Credit in AccountingWhat is a Debit in Accounting?A debit in accounting is an entry (known as a journal entry) that represents an increase in assets (like your cash account) or a decrease in liabilities (like accounts payable) or equity. It is essential to grasp
how debits function to comprehend accounting fundamentals accurately and efficiently. How Do Debits vs Credits Affect Accounting Software?Accounting software relies on debits and credits (usually called bookkeeping) to record financial transactions accurately. Understanding how these entries (on the right side and the left side of the ledger)
impact accounting systems is crucial for ensuring the integrity and accuracy of financial data.Understanding Double-Entry AccountingDouble-entry accounting is a fundamental concept that ensures that every transaction is recorded in at least two accounts, using debits and credits to maintain the balance in financial records. Meaning for every debit
there is a corresponding credit. This approach provides a comprehensive and accurate view of an entity's financial standing.How do Debits and Credits Work in Accounting?Debits and credits work in tandem to ensure that each transaction is accurately recorded, maintaining a balance in the accounting equation: Assets = Liabilities + Equity. Debits
are used to increase assets or decrease liabilities and equity, while credits are utilized to increase liabilities and equity or decrease assets.What Are Debits and Credits in Accounting?Double-entry bookkeeping is the cornerstone of financial record-keeping. Every transaction is recorded using a system of debits and credits. When a business incurs an
expense or acquires an asset, it is recorded as a debit in the appropriate account. On the other hand, when a business receives income or reduces a liability, it is recorded as a credit. In this way, every transaction has a corresponding debit and a credit of equal value. Debits and credits affect the balance of different accounts in the financial
statements, and accountants need to understand how they work to maintain accurate records. Essentially, a debit increases the balance in a debit account, while a credit increases the balance in a credit account. Understanding the principles of debit and credit accounting is crucial for anyone in the accounting field. How Do Debits and Credits Impact
Financial Statements?Debits and credits are the fundamental building blocks of accounting and play a crucial role in impacting financial statements. A debit indicates an increase in assets and expenses, while a credit indicates an increase in liabilities, equity, and revenue. The entry of a debit or credit in an account affects the financial statement in
various ways. For instance, a debit increases assets and expenses, while it decreases liabilities and equity. Conversely, a credit increases liabilities and equity, while it decreases assets and expenses. Therefore, every transaction recorded in the accounting system is entered as either a debit or credit, impacting the balance sheet, income statement,
and statement of cash flows. Properly using debits and credits is essential in ensuring the accuracy of financial statements and providing a clear picture of a company's financial position.What is the Role of Equity and Liability Accounts in Debit and Credit Transactions?Equity and liability accounts are crucial in maintaining the balance in financial
records. Understanding how debits and credits impact these accounts is essential for comprehensive financial management, offering insights into an entity's financial position.Using Debits and Credits to Manage Cash and Equity AccountsManaging cash and equity accounts through debits and credits is crucial for maintaining accurate financial
records. This process allows for proper tracking of financial transactions and ensures that the overall financial position is accurately represented.Further reading: Making Sense of Balance Sheets and Equity: Definition, Elements, and ExamplesExample: General Ledger, Asset Accounts, Liabilities, Revenue and Expense AccountsA general ledger,
often called the "GL," is a core accounting tool businesses use to record and track all financial transactions. It is the central repository for an organization's financial data and provides a detailed record of all transactions over a specific period, typically a fiscal year. The general ledger is organized into various accounts, each representing a specific
financial category, such as assets, liabilities, equity, revenue, and expenses. It plays a crucial role in financial accounting and reporting, allowing businesses to maintain accurate and organized financial records.Debit and Credit examples for a businessHere's a simple example of how a business would apply debits and credits to their books:Further
reading: Understanding What is a Ledger in Accounting: Your Guide to Ledger Accounts And MoreXYZ Company General Ledger for January. Business Transactions Jan 1 Cash $10,000 Jan 1 Accounts Receivable $5,000 Jan 1 Supplies $2,000 Jan 10 Equipment $15,000 Jan 15 Accounts Payable $8,000 Jan 20 Salary Expense $4,000 Jan 25 Rent
Expense $3,000 Throughout Revenue $15,000 In this example:On January 1, XYZ Company starts with $10,000 in cash, recorded as a debit entry to the Cash account.Throughout the month, XYZ Company sells goods or services on credit, resulting in $5,000 being owed to them by customers. This increase in accounts receivable is also recorded as a
debit entry.The company purchases $2,000 of supplies, recorded as a debit to the Supplies account.On January 10, XYZ Company acquired equipment valued at $15,000, recorded as a debit to the Equipment account.On January 15, the company has an outstanding bill to pay, resulting in a liability of $8,000, which is recorded as a credit entry to the
Accounts Payable account.The company incurs salary expenses of $4,000 on January 20, recorded as a credit entry to the Salary Expense account.Rent expenses of $3,000 are incurred on January 25, recorded as a credit entry to the Rent Expense account.Throughout the month, XYZ Company generates revenue of $15,000, recorded as a credit entry
to the Revenue account.When you total the debits and credits in the general ledger at the end of the month, they balance out to zero. Since there is always a corresponding entry, debits and credits are equal. This balance demonstrates that the accounting equation, where assets equal liabilities plus equity, is maintained. In this case, the total debits
($32,000) equal the total credits ($30,000), ensuring the books are balanced. Balancing the general ledger is a fundamental accounting principle that ensures accuracy and integrity in financial reporting.Debit vs Credit: ConclusionUnderstanding the difference between debit and credit is crucial for anyone managing their finances. A debit increases
the balance in an account, while credit decreases it. Recording debits and credits accurately is essential to ensure that the balance reflects the true financial standing. A debit balance indicates more debits than credits in an account, while a credit balance indicates the opposite. Debits increase asset and expense accounts, while credits decrease
them. Regarding bookkeeping, knowing when to use credit and debit is important. Some debit and credit examples include using a debit to record a purchase or an expense and using a credit to record a deposit or a revenue. By understanding these concepts, individuals can better manage their finances and make informed decisions about using a
debit or credit in different financial transactions. Overall, gaining knowledge about the difference between debit and credit can ultimately lead to better financial management and decision-making.How can Taxfyle help?Finding an accountant to manage your bookkeeping and file taxes is a big decision. Luckily, you don't have to handle the search on
your own. At Taxfyle, we connect small businesses with licensed, experienced CPAs or EAs in the US. We handle the hard part of finding the right tax professional by matching you with a Pro who has the right experience to meet your unique needs and will manage your bookkeeping and file taxes for you.Get started with Taxfyle today, and see how
finances can be simplified. QuickBooks Live is a subscription-based service that offers real-time support from certified bookkeepers to help businesses manage their books and provide personalized bookkeeping services. It’s offered explicitly to business owners using QuickBooks Online. All bookkeepers are vetted and certified in QuickBooks
accounting software to ensure they have the experience to manage the accounts based on the QuickBooks Online Platform. Bench vs. QuickBooks LiveBench Accounting differs from QuickBooks Live in several key ways:Comprehensive services: Bench offers both bookkeeping and accounting services, providing a more complete financial management
solution.Dedicated team: Instead of a single bookkeeper, Bench provides a team of professionals to handle your finances.Proprietary software: Bench uses its own user-friendly platform that does not require additional subscription services.Pricing structure: Bench often offers more straightforward, predictable pricing without additional software
subscription costs.Tax season support: Bench offers unlimited tax advisory and preparation services, which QuickBooks Live does not offer.Catch-up bookkeeping: Bench specializes in bringing outdated books up to date, offering this as a distinct service. Catch-up experts get you caught up, ready to file back taxes, and in the clear with the
IRS.Industry specialization: Bench has experience with various industries and tailors its approach accordingly, while QuickBooks Live is more generalized and dedicated to keeping your books organized.Financial reporting: Bench offers easy-to-understand, visual reports tailored to small business needs.Integrations with banks and your favorite tools
like Amazon, Shopify, Gusto and more: Bench connects directly to your bank accounts and favorite tools, eliminating the need for manual data entry or imports.Access to financial data for life: Bench will never delete your account, so you can log in and access your tax and bookkeeping reports whenever you need them—even if you cancel your service.
With QuickBooks Live, access to your financial information is limited to one year after canceling your service.How does QuickBooks Live work?Once you sign up with QuickBooks Live, you're automatically connected with a live bookkeeper, also referred to as a QuickBooks ProAdvisor. They’ll conduct a one-time session to set up your books, and they’ll
review your existing bookkeeping and update it. As they update your books, they’ll reconcile your bank and credit card accounts and any other balance sheet accounts from your last tax return or business incorporation date. From there, your bookkeeper will provide the following ongoing services:Close out your books monthlyProvide monthly finance
reports, which include profit and loss statements and balance sheetsPrepare your books for tax season at the end of the yearIn addition to these services, you can schedule one-way video or phone calls, chat online with your bookkeeper, and get 24/7 customer support for any other questions you may have about using the platform.QuickBooks Live
allows you to interact with your bookkeepers via live video chat.What QuickBooks Live can’t doWhile QuickBooks Live provides valuable bookkeeping support in real-time, it's not a full-service accounting solution. QuickBooks Live bookkeepers can't make business decisions on behalf of clients, create budgets, or provide financial planning advice. Your
QuickBooks Live bookkeeper also won’t be able to help you with the following:Physical tasks like filing receipts, sending invoices, or making bank depositsTax preparation, filing, or auditingTax advice or interpreting complex financial data to provide strategic business insightsRepresenting clients before the IRSPayroll services, such as processing
employee paychecks or managing benefitsManage accounts receivable and accounts payableFor these types of services, businesses may need to seek assistance from other professionals or handle them internally.QuickBooks Live bookkeeping costsQuickBooks Live bookkeeping costs range from $200 to $600 per month, plus a one-time setup fee of
$50 for new businesses and $500 for established businesses who require a QuickBooks ProAdvisor to reconcile their books. Since QuickBooks Live is a subscription service, how much you’ll pay is based on your business’s complexity and average monthly expenses. As of 2024, the pricing tiers for a QuickBooks Live subscription look like this: 2023
exemption amounts Single tax payers $81.300 Married filing jointly $126,500 Married filing separately $63,250 Head of household $81,300 2024 exemption amounts Single tax payers $81,300 Married filing jointly $126,500 Married filing separately $63,250 Head of household $81,300 With QuickBooks Live, you don’t have to sign up for a long-term
contract, which means you can switch pricing plans as your business grows or cancel without incurring any other fees. QuickBooks Live also comes with an “Accurate Books Guarantee,” which covers the costs of correcting any bookkeeping mistakes your ProAdvisor may make. Remember these pricing plans are separate from the QuickBooks Online
subscription, which ranges from $25 to $180 per month, depending on your subscription plan. Since you cannot get a QuickBooks Live subscription without first having a QuickBooks Online subscription, you’ll effectively be paying for two subscriptions for the real-time bookkeeping services.Following your bookkeeper's progress with QuickBooks
Live. The pros and cons of QuickBooks LiveQuickBooks Live has certain pros and cons. Depending on your business and bookkeeping needs, it’s a good idea to understand those pros and cons before signing up for the service.The prosAccess to certified human bookkeepers familiar with QuickBooks Online and various accounting practices.Accurate
books guarantee, which guarantees that any errors will be corrected at no additional charge.Outsourced bookkeeping which frees up time so you can focus on other important business tasks.Reliable financial reports delivered monthly to provide up-to-date information about your business's financial health.Seamless integration with QuickBooks
Online keeps all financial data in one place.Scalable pricing model, which allows you to adapt to your bookkeeping needs to your business's growth.The consCan be expensive, especially for small businesses or startups with tight budgets.Limited tax support, focusing primarily on bookkeeping.Service does not include invoicing your customers or
vendors or paying bills for you.It requires the use of QuickBooks Online, which all businesses may not prefer, and comes at an additional cost.Less hands-on control, which some business owners might find uncomfortable.Potential for bookkeeper turnover, requiring you to build new relationships.Customer support varies in quality, and customers are
often left to rely on the community self-help forum.Introducing Bench: The best alternative to QuickBooks Live Bench Accounting is an online bookkeeping service that offers a comprehensive financial management solution for small businesses and freelancers. Founded in 2012, Bench has quickly grown into one of the largest bookkeeping services for
small businesses in the United States. Unlike traditional bookkeeping services or software-only solutions, Bench combines easy-to-use software with a dedicated team to provide a more holistic approach to financial management. Bench offers easy-to-understand, visual reports tailored to small business needs.Who should choose Bench?Small
businesses and startups looking for an all-in-one financial solutionEntrepreneurs and freelancers who want both bookkeeping and tax supportBusinesses that prefer a team-based approach rather than relying on a single bookkeeperThose seeking a more cost-effective solution, especially if they're not already using QuickBooks OnlineCompanies with
historical bookkeeping issues that need help catching up on their bookkeeping or transitioning from another serviceBusiness owners in locations that require state tax filing on a monthly or quarterly basisWho should choose QuickBooks Live?Businesses already using QuickBooks Online that have invested time and resources learning the platform and
don’t want to switch Companies needing bookkeeping support but preferring to handle taxes separatelyMedium-sized businesses with complex bookkeeping and reporting needs but don’t require accounting servicesThose who are familiar with bookkeeping practices and specifically want a certified QuickBooks ProAdvisor to manage their booksAre
you ready to work with Bench?While QuickBooks Live offers valuable bookkeeping support, it may not be the right fit for your business needs. Bench can provide your small business with a more holistic approach to financial management, combining comprehensive bookkeeping and tax services tailored to your unique business needs.Book a demo
today and see for yourself!This post is to be used for informational purposes only and does not constitute legal, business, or tax advice. Each person should consult his or her own attorney, business advisor, or tax advisor with respect to matters referenced in this post. Bench assumes no liability for actions taken in reliance upon the information
contained herein. 7 Min. Read March 25, 2025 Debits and credits are used in a company’s bookkeeping in order for its books to balance. Debits increase asset or expense accounts and decrease liability, revenue or equity accounts. Credits do the reverse. When recording a transaction, every debit entry must have a corresponding credit entry for the
same dollar amount, or vice-versa. Debits and credits are a critical part of double-entry bookkeeping. They are entries in a business’s general ledger recording all the money that flows into and out of your business, or that flows between your business’s different accounts. In this guide, we’ll provide an in-depth explanation of debits and credits and
teach you how to use both to keep your books balanced. Here’s What We’ll Cover: To understand how debits and credits work, you first need to understand accounts. For bookkeeping purposes, each and every financial transaction affecting a business is recorded in accounts. The 5 main types of accounts are assets, expenses, revenue (income),
liabilities, and equity. These are all listed in your chart of accounts. Asset, liability, and equity accounts all appear on your balance sheet. Revenue and Expense accounts appear on your income statement. Assets are items that provide future economic benefits to a company, such as cash, accounts receivable, inventory, and equipment. Liabilities are
obligations that the company is required to pay, such as accounts payable, loans payable, and payroll taxes. In accounting, owner’s equity (or shareholders’ equity) represents the money or property that could be returned to owners (or shareholders) if all of the company’s assets were liquidated and all of its debts were paid off. Revenue accounts are
accounts related to income earned from the sale of products and services. Expenses are the costs of operations that a business incurs to generate revenues. Examples include advertising, rent, and wages. These 5 account types are like the drawers in a filing cabinet. Within each, you can have multiple accounts (like Petty Cash, Accounts Receivable,
and Inventory within Assets). These accounts are like file folders. Each sheet of paper in the folder is a transaction, which is entered as either a debit or credit. Debits and credits are bookkeeping entries that balance each other out. In a double-entry accounting system, every transaction impacts at least two accounts. If you debit one account, you
have to credit one (or more) other accounts in your chart of accounts. The main differences between debits and credits all comes down to the accounting equation: Debits always appear on the left side of an accounting ledger. Debits increase asset and expense accounts and decrease liability, equity, and revenue accounts. Credits always appear on
the right side of an accounting ledger. Credits increase a liability, revenue, or equity account and decrease an asset or expense account. Here’s how that might work in real life: Desiree runs a tutoring business and is opening a new location. She secures a bank loan to pay for the space, equipment, and staff wages. The money she receives from the
bank increases her Cash account (an asset account). Since funds are flowing into the Cash account, it is recorded as a debit. Meanwhile, she credits the same amount to her Loans Payable account (a liability account) to record the debt she has taken on for the bank loan. The table below shows how debits and credits affect the different accounts.
Debits and credits are recorded in your business’s general ledger. A general ledger includes a complete record of all financial transactions for a period of time. All changes to the business’s assets, liabilities, equity, revenues, and expenses are recorded in the general ledger as journal entries. Today, most bookkeepers and business owners use
accounting software to record debits and credits. However, back when people kept their accounting records in paper ledgers, they would write out transactions, always placing debits on the left and credits on the right. For those who still prefer a structured approach, our general ledger template helps simplify the process and keep records organized.
One way to visualize debits and credits is with T Accounts. T accounts are simply graphic representations of a ledger account. Here are some examples to help illustrate how debits and credits work for a small business. Sal’s Surfboards sells 3 surfboards to a customer for $1,000. The bill is paid immediately, in cash. Sal deposits the money directly
into his company’s business account. Now it’s time to update his company’s online accounting information. Sal goes into his accounting software and records a journal entry to debit his Cash account (an asset account) of $1,000. He also credits Sales (a revenue account) for $1,000. Sal purchases a $1,000 piece of equipment, paying half of the
purchase price immediately and signing a promissory note for the remaining balance. Sal’s journal entry would debit the Fixed Asset account for $1,000, credit the Cash account for $500, and credit Notes Payable for $500. The journal entry for this transaction would look like this: Sal takes out a loan of $3,000 for some upgrades to his shop.
(Remember, a debit increases an asset account, or what you own, while a credit increases a liability account, or what you owe.) Sal records a credit entry to his Loans Payable account (a liability) for $3,000 and debits his Cash account for the same amount. The next month, Sal makes a payment of $100 toward the loan, $80 of which goes toward the
loan principal and $20 toward interest. To record the payment, Sal makes a debit entry to the Loans Payable account (to decrease the liability), a debit entry to Interest Expense (an expense account), and a credit entry to his cash account. Also Read: Loan Repayment in Balance Sheet We’ve established that debits increase assets and credits decrease
assets. So, why does the bank call a debit-card transaction that reduces your bank account balance a debit? Or, when you’'re charged twice for the same transaction and report the error, why does the bank credit your account to increase your balance? While it might seem like debits and credits are reversed in banking, they are used the same way—at
least from the bank’s perspective. On the bank’s balance sheet, your business checking account isn’t an asset; it’s a liability because it’s money the bank is holding that belongs to someone else. So when the bank debits your account, they’'re decreasing their liability. When they credit your account, they’re increasing their liability. Bank debits and
credits aren’t something you need to understand to handle your business bookkeeping. But if you’ve ever wondered why debit transactions and credit transactions seem to be reversed on your bank account statement, just remember that the debits and credits on your statement are from the bank’s perspective, not your own. If this is your first time
dealing with small business accounting, then keeping track of the difference between debits and credits—and which one you use to increase or decrease an account balance—might seem confusing. Fortunately, if you use the best accounting software to create invoices and track expenses, the software eliminates a lot of guesswork. The most important
thing to remember is that when you’re recording journal entries, your total debits must equal your total credits. As long as you ensure your debits and credits are equal, your books will be in balance. This will help ensure that all of your general ledger account balances are correct, and allow you to generate accurate financial statements that give you
insight into your business finances. Reviewed by Janet Berry-Johnson, CPA, is a freelance writer with over a decade of experience working on both the tax and audit sides of an accounting firm. She’s passionate about helping people make sense of complicated tax and accounting topics. Her work has appeared in Business Insider, Forbes, and The
New York Times, and on LendingTree, Credit Karma, and Discover, among others. You can learn more about her work at jberryjohnson.com. RELATED ARTICLES A journal entry in accounting is how you record financial transactions. To make a journal entry, you enter the details of a transaction into your company’s books. In the second step of the
accounting cycle, your journal entries get put into the general ledger.Every journal entry in the general ledger will include the date of the transaction, amount, affected accounts with account number, and description. The journal entry may also include a reference number, such as a check number, along with a brief description of the transaction.If
you use accounting software or outsource your accounting, your journal entries may not be visible, but they’re being generated in the back end, ensuring your books are accurate and up to date.What are journal entries for?Once business transactions are entered into your accounting journals, they’re posted to your general ledger. Think of “posting”
as “summarizing”—the general ledger is simply a summary of all your journal entries.Your general ledger is the backbone of your financial reporting. It’s used to prepare financial statements like your income statement, balance sheet, and (depending on what type of accounting you use) cash flow statement.Financial statements are the key to tracking
your business performance and accurately filing your taxes. They let you see, at a glance, how your business is performing.Helpful resources: Outsourcing your accounting means you don’t have to worry about making journal entriesGoing through every transaction and making journal entries is a hassle. But with Bench, all of your transaction
information is imported into the platform and reviewed by an expert bookkeeper. No more manually inputting journal entries, thinking twice about categorizing a transaction, or scanning for missing information—someone else will do that all for you. Learn more.Double-entry bookkeepingThere are two methods of bookkeeping (and, therefore, two
methods of making journal entries): single and double-entry.Think of the double-entry bookkeeping method as a GPS showing you both your origin and your destination. It will show you where the money is coming from and where it’s going to.Single-entry bookkeeping is much simpler. If you spend money on office supplies, note it down. If you make a
sale, note it down. You don’t need to include the account that funded the purchase or where the sale was deposited.Even though single-entry bookkeeping is simpler, the most common form of bookkeeping today is double-entry. That’s because single-entry gives you a highly limited view of your business’s actual financial status. We’ll be using double-
entry examples to explain how journal entries work.Debits and credits in the context of double-entry accountingIf you’'re totally new to double-entry accounting and you don’t know the difference between debits and credits, you can pause here and check out our visual guide to debits and credits. It’ll teach you everything you need to know before
continuing with this article. If you’d rather just get the basics, here’s a quick explanation: Debits (abbreviated as DR) refer to any money that flows into an account. Credits (abbreviated as CR) refer to any money that flows out of an account. Your debit journal entries and credit journal entries should always cancel each other out—this is what is meant
by having “balanced books.” Common journal examplesThe precise journals you use for your bookkeeping will depend on what kind of business you run. Broadly, they’re split into two categories: The general journal and the special journals.The general journal contains entries that don’t fit into any of your special journals—such as income or expenses
from interest. It can also be the place you record adjusting entries.The special journals, also referred to as accounts, are used to record the common, day-to-day transactions in your accounting system. All of your special journals are listed in your chart of accounts. Common examples of account names include:Journal entry examplesYou've got a busy
day today. You're going to meet up with a client, pick up some office supplies, and stop by the bank to make a loan payment.You get paid by a customer for an invoiceWhen you’re visiting with your client, they pay the $600 invoice you sent them.Date lets you know when the entry was recorded.Description includes relevant notes about the business
transaction—so you know where the money is coming from or going to. In this case, it’s the invoice number.Debit notes that $600 is being added to your cash account.Credit notes money leaving cash. In this case, there’s no money being paid out.At the same time you make this entry, you’d make another in the accounts receivable (aka money clients
owe you) ledger account. The money is being removed from accounts receivable—your client doesn’t owe you $600 anymore—so it’s listed as a credit (written in parentheses). Here, the credit amount and debit amount are the exact same.You picked up some office suppliesOn the way back from meeting with your client, you stopped to pick up $100
worth of office supplies.Cash journalWhen the invoice was paid, money entered the cash account, so we recorded it as a debit. But now money is leaving the account, so we credit the account for the amount leaving.Expense journalJust as every action has an equal and opposite reaction, every credit has an equal and opposite debit. Since we credited
the cash account, we must debit the expense account.You make a payment on your bank loanFinally, you stop at the bank to make your loan payment. When you make a payment on a loan, a portion goes towards the balance of the loan while the rest pays the interest expense. This is called loan principal and interest.This is an example of a compound
entry. This happens when the debit or credit amount is made up of multiple lines.Let’s look at a payment of $1,000 with $800 going towards the loan balance and $200 being interest expense.Cash journalFor the cash side, we record the $1,000 leaving the account (a credit).Expense journalln the expense journal, we record a debit for the amount that
went towards interest separately from the amount that reduces the balance.Loan journalFinally, we record a debit for the amount that went towards the principal.Here, the debit was broken up into multiple lines: the interest amount and principal amount.Closing accounting entriesAt the end of the financial year, you close your income and expense
journals—also referred to as “closing the books”—by wiping them clean. That way, you can start fresh in the new year, without any income or expenses carrying over.You can’t just erase all that money, though—it has to go somewhere. So, when it’s time to close, you create a new account called income summary and move the money there.Here’s a
simplified example of how that might look.First, credit all the money out of your asset accounts. In this example, that consists only of cash. Sales Revenue JournalClose Income Accounts to Income SummaryThen, credit all of your expenses out of your expense accounts. For the sake of this example, that consists only of accounts payable.Expense
JournalClose Expense Accounts to Income SummaryAdjusting journal entriesIf you use accrual accounting, you’ll need to make adjusting entries to your journals every month.Adjusting entries ensure that expenses and revenue for each accounting period match up—so you get an accurate balance sheet and income statement. Check out our article on
adjusting journal entries to learn how to do it yourself.The above information is an overview of how journal entries work if you do your bookkeeping manually. But most people today use accounting software to record transactions. When you use accounting software, the above steps still apply, but the accounting software handles the details behind the
scenes.—Some small business owners love making journal entries. Most don’t. If you fall into the second category, let Bench take bookkeeping off your hands for good. “Bench is so, so, SO much better than everything I ever did for bookkeeping. My accountants also breathe a sigh of relief when I email them a Bench spreadsheet in advance of tax prep
meetings.”PATRICK MCKENZIE“Bench helped me replace QuickBooks, and save about 6 hours per month of horrible accounting work, which is priceless.”“Bench has lifted a giant weight off my shoulders and freed up my time so I can focus on earning money and working with clients, meetings and calls.”"HEATHER SHOLLAt the end of each month,
your bookkeeper delivers accurate, up-to-date financials.No waiting for hours on hold—just helpful support from real people. Message your team any time, or book a call whenever you like.We take care of the tedious bookkeeping work, you get more time to focus on what you care about—helping your business succeed.Bench is made for small



businesses. And unlike other services, we never limit support based on business size.Reliable bookkeeping to cover your basic financial reporting needs.Starting atbilled annually. 100% tax deductible.Dedicated bookkeeping expertsAccurate monthly books and year-end tax-ready financial packagesP&L, balance sheet and 1099 reportingUnlimited
communication with your bookkeeping teamFull-service bookkeeping with income tax filing and advisory to manage your financials seamlessly. Starting atbilled annually. 100% tax deductible.Everything in the Bookkeeping plan, plus:Dedicated team of licensed tax professionals to file your income tax return on timeAnnual income tax filing for
businesses (partnerships, S corps, C corps)Annual income tax filing for individuals (sole proprietors, contractors)Reliable bookkeeping to cover your basic financial reporting needs.Starting at$399/mobilled monthly. 100% tax deductible. Dedicated bookkeeping expertsAccurate monthly books and year-end tax-ready financial packagesP&L, balance
sheet and 1099 reportingUnlimited communication with your bookkeeping teamFull-service bookkeeping with income tax advisory and filing to manage your financials seamlessly. Starting at$699/mobilled monthly. 100% tax deductible. Everything in the Bookkeeping plan, plus:Dedicated team of licensed tax professionals to file your income tax
return on timeAnnual income tax filing for businesses (partnerships, S corps, C corps)Annual income tax filing for individuals (sole proprietors, contractors)Frequently Asked Questions
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