Basic Accounting

We use double-entry bookkeeping, a brilliant invention of the Italians during the Renaissance and brought to the world by the Dutch.

Every bookkeeping entry has a debit(s) and an offsetting credit(s).  Accounting software will not allow you to make an entry without an offsetting debit or credit.

Financial Reports
The Balance Sheet is a statement that shows that Total Assets = Total Liabilities + Designated Funds + Equity.  The “=” is why it’s a “balance” sheet. 

The Income Statement is a statement of the income and expenses for a specific period of time and can be also limited to income and expenses related to a specific fund.

The Bank Reconciliation shows that the bank’s record of the bank account balance is equal to our internal records with adjustments for deposits that haven’t yet been received by the bank (“outstanding deposits”) and checks send that haven’t yet been received by the bank (“outstanding checks”).  Some deposits and charges are made directly by other groups (e.g. Presbyterian Foundation).  So, you’ll need to make entries to our internal books for those transactions.  When doing the reconciliation, you may need to make journal entries for bank fees and charges.

Bank reconciliation allows us to see if we have erroneously record a deposit that the bank didn’t receive and see that the bank balance is now the same amount that we have available to be spent. 

Income, Expenses, Assets, Liabilities, Designated Funds and Equity
In accounting, income (revenue) is a credit. Under double-entry bookkeeping, revenue accounts normally hold a credit balance, meaning they increase with a credit entry and decrease with a debit entry. When a business earns income, it credits the revenue account and debits an asset account (like cash or accounts receivable).
Key Takeaways regarding Income:
· Increases: Credited (\(CR\)).
· Decreases: Debited (\(DR\)).
· Normal Balance: Credit.
· Example: A cash sale requires a credit to the revenue account to record the increase in earnings.
Exceptions exist for contra-revenue accounts (e.g., sales returns or discounts), which have a normal debit balance because they reduce total income. 

Expenses are typically a debit, meaning a debit increases an expense account (like rent or wages), while a credit decreases it, often to record refunds or overpayments. This is because expenses reduce owner's equity, and since equity normally has a credit balance, debits are used to decrease it.
Key Points:
· Increase Expenses: Debit.
· Decrease Expenses: Credit (e.g., for refunds).
· Normal Balance: Debit.
· Example:
· When a company pays $500 for advertising, the transaction is recorded as:
· Debit: Advertising Expense (increases the expense).
· Credit: Cash (decreases the asset).

Assets are generally debit accounts. Assets are things (including money) that you own.  In accounting, assets (such as cash, inventory, or equipment) have a natural debit balance, meaning an increase in an asset is recorded with a debit, and a decrease is recorded with a credit. They represent the left side of the accounting equation (\(Assets=Liabilities+Equity\)).
Key Takeaways for Assets:
· Increase Asset: Debit
· Decrease Asset: Credit
· Normal Balance: Debit
· Examples of Asset Transactions:
· Purchasing Equipment (Increase): Debit Equipment, Credit Cash.
· Selling a Fixed Asset (Decrease): Credit Fixed Asset, Debit Cash/Receivable. 

Liabilities are credits. Liabilities are monies that you owe to someone.  In accounting, liability accounts (debts or obligations owed) increase with a credit and decrease with a debit. They are part of the right side of the accounting equation (\(\text{Assets}=\text{Liabilities}+\text{Equity}\)), meaning they have a natural credit balance.
Key Rules for Liabilities:
· Increase: Recorded as a credit (CR).
· Decrease: Recorded as a debit (DR).
· Examples: Accounts Payable, Loans, and Deferred Revenue. When a company takes out a loan, it credits the liability account to show an increase in what it owes. 

Designated Funds are monies that are intended for a specific purpose (the “designated” purpose).  E.g. the monies in Biblical Garden maintenance fund can only be used for maintenance for the Biblical Garden.  In a sense, they are monies held by the organization and “owed” to the specific purpose.  Because they are “owed”, they are listed with the Liabilitities.

Designated funds are generally recorded as a credit to a liability or equity account when received, indicating they are restricted for a specific purpose rather than for general use. While they act as a credit to track "spoken for" funds, the actual cash received is debited to an asset account (cash). 
Key details on designated fund accounting:
· Initial Recording: When funds are received, debit Cash (Asset) and credit Designated Funds (Liability or Net Asset/Equity).
· Usage: When the funds are spent, debit the Designated Fund (Liability/Equity) and credit Cash.
· Classification: They are often considered a liability in non-profit accounting because they are not available for general operations.
· Purpose: They represent money earmarked for specific projects by donors or boards. 
In summary, the balance of a designated fund account is a credit, but the transaction to record receipt is a debit to cash and a credit to the fund, and spending it is a debit to the fund and a credit to cash.

Equity Accounts.  Nonprofits don’t have owner’s equity.  They have Surplus Asset or Designated Funds that are Surplus Assets.  Equity is owned by (owed to) the organization’s owners or beneficiaries.

Journal Entries are bookkeeping entries made for non-cash (non-checking account) transactions.  E.g. change in the value of investments where no buying or selling has occurred.


