Understanding Debits and Credits:
Manual vs. Computerized Systems

The fundamental principle of accounting is the Double-Entry System, where every
transaction affects at least two accounts. One account is debited, and another is credited,
ensuring that the accounting equation (Assets = Liabilities + Equity) always remains in
balance.

1. Manual Accounting: The Traditional Workflow

In a manual system, recording a transaction is a multi-step physical process that requires a
deep understanding of accounting rules.

The Mechanism of Recording

e Source Documents: The process begins with a physical document (invoice, receipt, or
check stub).

e Journalizing: The bookkeeper manually writes the entry in a "General Journal." This
requires identifying which account to Debit (left side) and which to Credit (right side).
o Example: Buyinga $500 computer for cash requires writing Debit: Equipment

$500 and Credit: Cash $500.

e Posting to Ledgers: The bookkeeper then "posts"” these figures to individual T-accounts
in the "General Ledger." This is a repetitive step where the same data is rewritten to
organize it by account type.

e Trial Balance: Periodically, the bookkeeper adds up all debit columns and all credit
columns to ensure they match. If they don't, they must manually sift through pages of
entries to find the error.

Challenges of the Manual System

e High Error Margin: Transposition errors (writing $520 instead of $250) are
common and difficult to trace.

e Redundancy: Data is written and posted multiple times - Journals - Ledgers
- Financial Statement, increasing the chance of inconsistency.

e Slow Retrieval: Generating a report requires manual calculation and physical
compilation of data from various books.

2. Computerized Systems: The Power of Modules

Computerized accounting simplifies this by using Modules (specialized sub-systems like
Accounts Payable, Accounts Receivable, and Payroll) that handle the technical "debit and
credit” logic behind the scenes.



How Modules Simplify the Process

Instead of asking a user "Which account do you want to debit?", the software asks "Who is the
customer and how much did they pay?"

Module

User Action

Behind-the-Scenes (The
"Magic")

Accounts Receivable (AR)

Enter a sales invoice.

Automatically Debits AR
(Asset) and Credits Sales
(Revenue).

Accounts Payable (AP)

Enter a utility bill.

Automatically Debits Utility
Expense and Credits AP
(Liability).

Inventory

Scan a barcode for a sale.

Automatically Debits Cost
of Goods Sold and Credits
Inventory.

Key Advantages of Modular Systems

1. Single Entry, Multiple Updates: When you enter an invoice in the AR module, the
system simultaneously updates the Customer Ledger, the General Ledger, and the Sales

Tax report.

2. Built-in Logic: The software is programmed with "normal balances." It knows that a sale
increases revenue (Credit) without the user needing to remember the rule.

3. Real-Time Balancing: Computerized systems often prevent "out-of-balance" entries. If
the debits don't equal credits, the system will not allow the user to save the transaction.

4. Automatic Financial Statements: Because the data is stored in a centralized database,
Profit & Loss statements and Balance Sheets are generated instantly with a single click.

Summary Comparison

in books

Feature Manual System Computerized (Modular)
System
Data Entry Slow, physical handwriting Fast, digital input through

forms/UI

Logic Requirement

User must manually apply
Dr/Cr rules

System handles rules via
pre-set modules




Calculations

Performed by hand or
pocket calculator

Automated, instant, and
error-free

Error Correction

Requires "Correcting
Entries" or erasures

Easier to edit/void source
transactions

Data Integration

Disconnected (must post
from book to book)

Fully integrated (one entry
updates all)

Reporting Periodic (usually at Real-time and available
month-end) on-demand
Audit Trail Difficult to trace physical Automatic digital trail of all

documents

changes
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