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T-Accounts 

Speaker: Jenny Howk 

 

To begin with, we need to build on what we’ve already learned about on accounts. In chapter 1, we 

introduced types of accounts and learned that accounts are used to record business transactions. We 

are going to build on what we talked about in chapter 1 a little more now in this chapter. 

Each account is assigned a 2-digit number. Every business will use different types of accounts and have a 

different number of accounts, but all businesses will use the same account numbering system. The first 

digit of the number represents the account classification. If the account is an asset it will begin with a 1. 

If the account is a liability, it will begin with a 2. Capital and Drawing accounts begin with a 3. Revenues 

begin with a 4 and Expenses will begin with a 5. The second digit of the account number represents the 

location of the account within its group. For example, since cash is always listed first on the balance 

sheet, it is usually also listed first under the assets grouping of accounts. Since Cash is an asset, it will 

begin with a 1 and since it is listed first under assets, the second digit is a 1 also. So Cash’s account 

number is 11. If the company only gains revenues from Fees Earned, then Fees Earned will have the 

account number 41. The 4 will represent a revenue account and since it is the only revenue, the 1 will 

represent that it is listed first under the revenue accounts. 

Every company will have a listing of all of the accounts and account numbers that they use. This list will 

be kept in the Company’s Chart of Accounts.  

When recording transactions however, accountants use T-Accounts. A T-Account looks like a capital T. 

The name of the account is listed above the T. The left side of the T-Account is called the Debit side. 

Debit is abbreviated with DR. The right hand side of the T-Account is called the Credit side. Credit is 

abbreviated with CR. Don’t get debit and credit confused with plus and minus. All debit means is left 

hand side of the T-Account. And the only definition of credit in accounting is the right hand side of the T-

Account. 

Each of the accounts listed in the company’s chart of accounts will have their own individual T-Accounts 

set up and all of the T-Accounts are kept in the company’s General Ledger. 

Different types of accounts will use their T-Account differently. For assets, the Debit side is the increase, 

or plus, side and the credit side is the decrease, or minus side. So if the company received $5,000 in 

cash, cash would increase by $5,000. Since cash is an asset and we just learned that assets are increased 

with a debit, the $5,000 will be listed on the left side of the Cash T-Account.  

Accounts will have a normal balance listed on the plus side of their T-Account. Cash would have a 

normal debit balance. The reason for this is because normally, a company is going to have a positive 

amount of cash at all times. So the balance of cash is normally going to show up on the plus side of its T-

Account, leaving it with a normal debit balance. It works the same with other assets and other account 

types. The plus side of the T-Account will always be the normal balance side. 
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For liabilities, the debit side of the T-Account is the decrease, or minus, side and the credit side is the 

increase, or plus, side. So, with liabilities, since the credit side is the plus side of the T-Account, liabilities 

will have a normal credit balance. 

The owner’s capital account will be increased with a credit and decreased on the debit side. The capital 

account will then have a normal credit balance. 

The owner’s drawing account is increased with a debit and decreased with a credit. Drawing accounts 

will have a normal debit balance. 

The revenue, or income, accounts are increased with a credit and decreased with a debit. All revenues 

will have a normal credit balance. 

Expenses are the opposite of revenues, so the T-Accounts work in the opposite way also. Expenses are 

increased with a debit and decreased with a credit. Expenses will have a normal debit balance. 

Debits and Credits are one of the foundational building blocks of accounting, so it is very important to 

remember how accounts are increased and decreased. For tips on how to remember which accounts are 

increased with a debit and which are increased with a credit, see the Memory Aid Pencast in this unit. 
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