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Here is an example of a transaction and how it would relate to the financial statements:

Transaction 1: On January 15, the city received $20,000 in tax revenues from a commer-
cial entity. This transaction is entered like this:

Date Account Name Debit Credit

1/15 Cash—Taxes $20,000
Revenues, Commercial Taxes $20,000

If this were the only transaction 
during January, then the financial state-
ments at the end of January would look 
like those in Tables 25.1 and 25.2.

Debits and Credits
Of course, in the life of a city, there 

are thousands if not millions of transac-
tions to record. To record them cor-
rectly, we divide the transactions into 
debits and credits. Debits are on the left, 
and credits are on the right. 

Debits are used to record increases in 
asset accounts and decreases in liability 
and net asset accounts. Credits are used to 
record decreases in asset accounts and 
increases in liability and net asset accounts.

Each entry includes one debit and 
one credit. The debit is recorded on the 
top line and the credit on the bottom 
line, as shown here:

Debit xxx
Credit xxx

One way to think about the relationship between debits and 
credits is demonstrated in Table 25.3.

On a regular basis, usually monthly, a trial balance is con-
ducted to ensure that no errors in recording have occurred. 
The debit and credit amounts are totaled and should equal 
one another. In the example about supplies above, supplies 
were debited (an asset increased), and accounts payable 
was credited (a liability increased). 

Example of Debits and Credits

In the example in Table 25.4, it is possible to keep track of every transaction in the town. The 
average person does not need to understand debits and credits to understand financial tracking 

Table 25.1

Statement of Financial Position (Balance Sheet)

As of January 31, 20__

Assets Liabilities $0
Cash $20,000 Net Assets

 Government Funds $20,000
Total Assets $20,000 Total Liabilities & Net Assets $20,000

Table 25.2

Statement of Activities (Income Statement)

As of January 31, 20__

Government Funds Proprietary Funds Fiduciary Funds

Revenues
Tax Revenues $ 20,000 $ 0 $ 0
Expenses $ 0 $ 0 $ 0
Change in Net Assets $ 20,000 $ 0 $ 0

Table 25.3

Debits Versus Credits

Account Debits Credits

Assets Increase Decrease
Liabilities Decrease Increase
Net Assets Decrease Increase
Revenues Decrease Increase
Expenses Increase Decrease


