International Journal of Science and Research (1JSR)
ISSN: 2319-7064
SJIF (2022): 7.942

A Pragmatic Study on the Implementation of the
Golden Rules Debit and Credit in any Business
Account

Soumil Sardana

Abstract: Financial transactions include activities that seem to have a cash influence on either an entity ’s financial statements.
Users log numbers across two accounts, only with the debit left pane and the credit column upon that right, whenever accounting for
any of these events. A debit is just an accounting statement that either improves or diminishes the cost of a property or spending
account. In an asset account, it will be to the left. A credit is an administrative item that either enhances or diminishes the value of a
debt and equity financing account. In an adjusting entry, it will be to the right. When such an accountancy activity is created, at least
three funds are often affected, with a cash account made against one fund and just an entry made against one another. There is really
no limit to the amount of players that can then be engaged inside a transaction, and the maximum is 2. The final numbers of every
issuer's credits and debits must always balance one another and, hence a bookkeeping transaction may has said to be **in balancing." It
would indeed be impossible to produce accounting information if a transaction was not in harmony. Thus, its use of debit and credit
balances in either a two-column transaction electronic transitions has been the most fundamental of all the bookkeeping accuracy

control.
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1. Introduction

Business Account and types of business account

The organization conducts dealings with the outside entities,
as well as the cost accounting can keep records of those.
Furthermore, the business executes a considerable number of
technical trades. As an instance, whenever a manufacturer
initiates operations, it transforms building resources into the
final goods and services. This activity is internal to the
organization but has a serious influence (Zinman., et al
2009). It would indeed be hard to analyze for both the
transactions if somehow the organization had been
considered as either a singular entity even though the same
person would be on all sides of the discussion.

Entity Divided Into Transactions:

The organism would be an acceptable metaphor for using.
The enterprise is just the entire scenario, or indeed the
organization. Accounting, but on the other hand, are
equivalent toward the liver, lungs, heart, and on and on.
These constitute similar to the heart and lungs and compose
human entities (Karale., et al 2020). They have their very
own world except for the rest of the others. The interaction
between all these banks, but on the other hand, seems
significant. That is what is considered to be the financial
statements.

Types of Accounts

Every account from the inside of the business might well be
categorized into 3 kinds. A membership can only really be of
one of the following groups, not just more. Its many types of
profiles are described below.

Personal: Accounts just seemed to provide a much more real
sense. They identify all of the other activities we've
performed associated with a particular person there (Shah. et
al 2011). Many often maintain individual accounts
involving things like money owed to neighbors, the
supermarket, and so forth.

Real accounts and those who have been set adjusted to pay
for tangible items. Current liabilities encompass finances
like land and building, equipment a/c, and on and on.
Individuals continue to do business with so many entities
that deny the reality that they too are not living individuals.
Accounting records keep a record of such activities (Ali
Shah., et al 2011).

Nominal accounts: Parametric account holders are indeed a

part of accounting. Whereas other assets might maintain

current balances as well as continue going through, nominal

accounts are instantly set to O after the time frame expires

(Foscht. et al 2010). Their amount is rolled forward to

further funds, and indeed the era's accounts are sealed. Profit

alc, amortization a/c, and such are examples of these kinds

of entities.

e Debit the receiver, credit the giver.

o Debit what comes in, credit what goes out

o Debit all expenses and losses and credit all incomes and
gains

The Golden rules of accounting

Accounting gives clarification within businesses, resulting in

better judgment based upon expenditures, tax obligations, as

well as profitability. There are 3 basic income reports

produced under "bookkeeping."

e An income statement account clarifies earnings as well as
expenditures.

e A financial statement might aid you grasp the financial
position of the company.

e The cash flow statement involves maintaining control of
revenue earned that are used by stakeholders to
determine the economic health.

Managing cash transfer accounts throughout conformity
with accounting's golden rules provides significant rewards.

Management of commercial records - Preserving financial
records is important to an organization’s growth. Accountant
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assures that each of the company’s business dealings are
logged in such a safe facility, in the correct sequence, and,
further importantly, in a systematic way.

Income statement preparations - If indeed the golden rules
of bookkeeping are applied, accounting entries will be
represented accurately. If administration is performed
correctly, accounting records including such statements of
financial position, continue trading, including bank balances
may indeed be created quickly (Solas., et al 2014).

Information in the financial achievements - Auditing done
as per the golden guidelines make it simple to compare one
year and the investment performance to the next. Analysis
for the year profitability becomes simple and more
trustworthy.

Corporation Decisions - making - A general ledger
characterized by three golden bookkeeping laws means that
financial statements are credible or meaningful in the
judgment process by senior management.

Proof in Judicial Concerns- For ease of reference in legal
matters, relevant to the question must be documented
consistently as well as squirreled separately inside of an
organized way.

Compliance requirements- Bookkeeping is important for
organizations in order to ensure compliance with regulatory
agencies. It would have been impossible to implement
compliance with regulations even without the basic
framework provided by the three golden accounting
principles.

2. Literature Reviews

According to Qureshi, (2018), a corporation constitutes a
significant statistical difference itself from the owner(s) and
must be treated as just that. The domestic dealings of the
operator should also not be reported as in the group's entity's
financial statements, and inversely. Except if the owner is
personally purchased entails the introduction or removal of
resources from the firm.

Enterprise money transfers should indeed be documented
and communicated in money terms including INR, United
States Dollar, Euro, Canadian dollar, and so forth (Nobes., et
al 2015). As little more than a result, any — anti or semi
knowledge that can also be represented in a currency unit
will be put in a statement instead of being in the financial
statements.

Every organizational resource gained should really be
evaluated as well as represented using the actual money
counterpart or actual cost of the item instead of the current
valuation potential future worth. The exception to regulation
will be when the corporation seems to be in the course of it
being forced to close as well as dismantled.

The above definition implies how each income documented
in a period of accounting must also be supported by an
equivalent amount in order to prove the underlying
performance of the business.

That notion requires enterprises to finish all its accounting
methods in a certain running timescale. It may also be done
periodically, monthly, or annually. This is able to follow a
conventional or calendar day for the yearly books of
accounts.

According to King, (2005), this model hypothesizes that
even when valuing company transactions, their lesser
valuation should really be recorded rather than with the
higher figure. One such guideline ensures that such
company organism's accounting be comparable with one
fiscal period on to the next. It provides for something like a
meaningful comparison of budgets between different fiscal
periods.

Typically, financial transactions which might influence a
participant's decisions to utilize financial records are deemed
good or important, and so therefore must still be
appropriately disclosed. This framework allows for account
valuation inaccuracies or violations affecting negligible and
so little amount of documented financial transactions.

That principle necessitates that certain economic transactions
be verified by objective proof through proof. This even
suggests that accounting records should really be done
directly, devoid prejudice or discrimination.

This is foolish to believe that an entity will continue to exist
perpetually. Assets are documented on this taking good on
their initial investment instead of selling price. Investments
are considered to be using it permanently and therefore are
not meant to somehow be sold instantly.

2.1 Research Gap

Research is a one-of-a-kind approach to express something
in new ways, recreate existing ideas in new ways, or find a
new notion. Every researcher distinguishes himself by their
research. As a result, the research gap serves as a bridge for
the extension of previously unexplored concepts. Here in this
research the researcher has explained each and every aspect
of golden rules of accounting in an effective way that is
more different and unique than other papers.

2.2 Research Question

How do the Golden Rules of Accounting work in the various
types of business accounts?

2.3 Importance of the Study

Journal Entries cannot be recorded without some rules. The
rules for recording journal entries are referred to as the
golden rules of accounting. Therefore we need these golden
rules of accounting to record journal entries without which
the accounting is incomplete.

Before knowing the golden rules of accounting, you need to
know that there are three types of accounts in accounting and
the researcher has explained all these rules for learning
purposes.
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2.4 Research Objectives

e To understand the basics of debit and credit in any type
of account and in any type of business enterprises.

e To verify the 3 golden rules of debit and credit and their
advantages.

e To understand the limitations of debit and credit in any
account.

e To signify the importance of debit and credit in the
macroeconomic policy and in the microeconomic policy.

2.5 Scope and Limitation

For any research, though it is primary or secondary the
limitations are the relevant part that the researcher takes care
of. While approaching the audience through the research
work, the researcher needs to pay attention to every single
inorder to avoid making mistakes. As this is a secondary
research paper, the researcher had to invest more time in the
data collection methods as the researcher had to go through
so many research articles and journals and news publications
that had relevancy with the research topic. The other biggest
limitation is that the results are not statistically significant
thus the findings could not be scientifically used for
interpretation.

3. Research Methodology
3.1 Research Method & Design

Research methods and design are an important aspect of the
research process because they allow the researcher to utilize
a methodology or procedure to obtain solutions or answers to
the research question that can then be interpreted further.
The researcher evaluated this study using the secondary
research approach. Here in this research paper the researcher
has explained the answers in such a creative and descriptive
way that it makes the research paper unique and informative.

3.2 Research Approach

The research strategy serves as a roadmap for the researcher,
laying out the specific steps to take during the data collecting
and analysis stages. It directs the researcher on how to obtain
information to support his or her study aims. As a result, the
researcher has measured a large number of articles in a
methodical manner in order to obtain ideal responses to the
study questions. The work is both descriptive and
informational in character. So the researcher has used the
descriptive manner to find out the answers of the research
question as well as collected data from different authentic
journals, papers and research papers from google, google
scholar and so on.

4. Analysis of Study

Question 1. How do the Golden Rules of Accounting
work in the various types of business accounts?

Accountants is just the activity of compiling, reporting,
interpreting, as well as assessing  overall budgeted
procedures of a multinational corporation like firm. But in
the most primitive sense, bookkeeper means the action of

systematically documenting transactions in order to retain a
simultaneous account of indicator variables (Saraswati., et al
2018). Such a financial statement needs essential
transactions to be updated periodically in order to offer an
accurate and complete overview of something like the
company’s financial statements.

These findings are instead assessed and disseminated to that
same business's performance consumer and use the account
balances (Carrow., et al 2019).

A real description is a paper that advises consumers and
contains almost all of the asset, for example. The original
quote appears on financial information and assesses a
financial position of a company.

Further, the assets of the several accounts has been classified
into two parts,

1) Tangible Assets

2) Intangible Assets

Intangible Assets

Intangible resources are valued or qualities that can then be
touched but can still be sensed. These assets lack tactile
experience so have financial worth.

For example, Patents, Copyrights, Goodwill, Trademarks.

Nominal Account

A nominal ledger is an allowed to find expenditures,
liabilities, revenues, as well as profits. Somewhere at the
beginning of the financial year, overall originate
amendments typically done and through Commerce and
Financial statements Account. As per example, Rent A/lc,
Salary A/c, Interest A/c, Commission Received

Golden rules of accounting

Accounting's fundamental principles are applicable to many
of the types of contracts connected with payment
information.

Accounting guidelines are established differently for both
the distinct types of transactions listed above.

Golden Rule
Debit the receiver,
Credit the giver
Debit what comes in,
Credit what goes out
Debit all expenses and losses,
Credit all incomes and gains

Types of Account

Personal Account

Real Account

Nominal Account

The 3 basic rules are all determined by the nature of
accounting. Each of these principles apply to organizations
and companies that conduct the monetary operation of the
organization, specifying the handling of operations
(Warsono., et al 2015).

Financial Rule Exemplification-

Even though it has been covered the numerous forms of
authentication and indeed the cardinal laws of accountants,
to bring the theory to the test also with following scenario:
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Ilustration:

The following are examples of operations logged by James
A., the operator.

James A established the firm with only a financial return of
$1,000,000.

He delivers in full for products worth Rs. 60,000.

His employees are paid a remuneration of 20,000 rupees.

He collected Rs. 3000 in return from his savings account.

He spent Rs. 200,000 on equipment.

Possible answer:

The initial stage is to assess and categorize the entities
concerned in the preceding operations.

This is shown in the table following table:

Transaction Accounts Used Types of
Accounts
Commenced business Cash Alc Real A/c
with cash 1 lakh Capital A/c Personal Alc
Purchase goods in cash Purchases A/c Nominal Alc
for 60000 Cash Alc Real A/c
Pays salary of Salary Alc Nominal Alc
20,000 Cash Alc Cash Alc
Received interest from | Interest Received A/c | Nominal A/c
Bank %3000 Bank A/c Real A/c
Purchased machinery Machinery Alc Real Alc
for 200000 Bank A/c Real A/c

After distinguishing the type of the accounts participating in
the preceding transactions, the next step is to record these
purchases in Ledger using the golden rules with each event.
With a financial return of one lakhs, I began my firm.

The cash book is a legitimate account inside this case, and
indeed the capital account is recognized as a liability towards
companies below a Separate Account by default.

Following adopting the basic principle to both the
actual and private accounts,

What comes in has been debited, and the sender is credited.

The journal entry will be as follows:

Particular Amount (Dr)

1,00,000

Amount (Cr)

1,00,000

To Capital Alc

Purchase goods in cash for 260,000

Here, the Purchase is a Nominal A/c, and Cash is a Real
Account.

After applying the golden rule for a nominal and real
account,

Debit all expenses and loss Credit what goes out.
The Journal Entry will be

Particular Amount (Dr) | Amount (Cr)
Purchase A/c...............Dr 60,000
To Cash Alc 60,000

Pays salary of 20,000 to his employees

Here the salary account is a Nominal

Account, and Cash is a Real Account.

After applying the golden rule for a nominal and real
account,

Debit all expenses and loss

Credit what goes out

The Journal entry will be

Particular Amount (Dr) | Amount (Cr)
Salary A/c.........cceue.......Dr 20,000
To Cash Alc 20,000

Received interest from Bank 3000
Here, the interest Account is the nominal account
under Income, and Bank is a real

Account.

After applying the golden rule of Nominal and Real
Account,

Credit all Incomes and Gains

Debit what comes in

Journal Entry will be

Particular Amount (Dr) | Amount (Cr)

Bank Alc............ .....Dr 3,000

To Interest Received A/c 3,000

Here the Machinery A/c is a Real Account, and Bank A/c
is also a Real Alc

After applying the golden rule of Real Account

Debit what comes in

Credit what goes out

2. Results

There are also several conceptual challenges that can only be
comprehended in an attempt to gain a thorough
understanding about how budgeting performs. These
knowledge of accounting elements would be as follows:

The plncome is recognized or when there is a complete
probability that it'll be produced, but expense typically
recognised beforehand, when there has been a high
possibility that they will be committed. This idea usually
leads to more cautious accounting records.

Entrepreneur concept- A company's business operations
must be conducted distinct from that of its owners. That
ensures that personal and company interactions are not
jumbled in a bank’s business statement.

The business entity concept indicates that according to
accounting standards with both the premise that perhaps the
corporation will continue to function in the future. Gain
profit acknowledgment may be shifted to just a subsequent
period once the firm has always been operational but under
assumption. Furthermore, all expenditure reimbursements, in
especially, would be meaningless. principle of amortization
emphasizes because financial statements are prepared
whenever it is made and expenses are acknowledged
whenever they are committed whenever supplies have been
depleted Its notion implies that the company may issue an
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invoice, gains, as well as liabilities in sums that deviate in
what would be recorded dependent on funds collected from
clients. Consumers, providers, as well as staff have all been
paid upfront. Audit firms only will validate the company's
financial performance if they would be generated under the
earning management approach.

Concept of matching - Operating income costs should really
be disclosed at the same time the revenues are documented.
There is really no deferring on spending recognized into
subsequent financial years as a corollary, but anyone
examining a business's performance accounts may well be
certain that those elements of a purchase were documented at
the very same time. The utilization with same procedures for
almost the same items throughout month to month inside one
listed company and across companies in something like a
finite interval. In essence, consistency is a simple premise. It
is intended to boost the reporting process by keeping
comparisons simpler for clients. In that way, it aids in the
accomplishment of equivalence.

It would be very evident why demanding related objects to
ever be addressed in much the same way (‘the adoption of
the same procedure' as described inside this Foundation)
adds toward making evaluations more significant. The 2
essential components that really are consistent should then
be implemented in two main ways: "to month to month" — by
an unified country, as well as "through entities" — several
entities.

3. Conclusion

The below key points describe ways credits and debits are
used in regular financial transactions:

Debit the bank balance | Credit the revenues account for a
cash purchase.

After making a cash payment, debit the receivable accounts
account as well as credit the earnings fund.

Acquire financial compensation for trade receivables: Claim
back first from chequing account as well as credit first from
deferred revenue accounts.

Obtain supplies from such a provider in return for donations:
Withdraw first from supply expenditure category as well as
refund from the money market account

Acquire materials on credit from such a distributor: Debit
the current liabilities fund |

Credit the supplies expense account

Acquire equipment from either a provider in exchange for
payment: Claw back out from merchandise account | Deposit
as from money market account

Purchasing products on credit from with a distributor: Claw
back as from stock room and credit from the outstanding
receivables ledger

Workers are rewarded: the salary expenditure and social
security tax sections are reduced, and or the cash accounting
treatment.

Borrow more money: Bank card account payable | Credit
mortgages receivables account

Federal loans: Subtract loans receivables accounting |
Accounting system account

In some kind of a valid entry process, credits and debits are
not used. Inside this system, an operation is described by
such a single statement; it is always a notation in a checking
account  or cash notebook noting the collection or
expenditures of cash. A valid entry system's sole objective
is to gain the income statement. To construct a balance sheet,
a valid entry system must also be upgraded from a double
processing system.
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