ALL BUSINESSES carry out transactions on a daily basis. A transaction may be described as the exchange of goods and services for money. 
When a firm purchases supplies, or, whenever a customer makes a cash purchase from the firm, or if the firm takes a loan from the bank, these are all examples of transactions. The accountant’s responsibility is to keep proper records of such transactions. This is done based on the 'Principle of double-entry'. 
This principle is based on the fact that all transactions affect two items. For example if goods are bought for cash, 
(i) Cash is reduced 
(ii) Stock of goods will increase. 

To record a transaction an account is opened and all transactions of a similar nature are recorded in it. Therefore, if the firm pays rent by cheque, a rent account and a bank account would be opened. 
TYPES OF ACCOUNTS 
We can classify different accounts into three main categories. 
(i) Real
(ii) Nominal
(iii) Personal 
Real Accounts - These represent items that are tangible in nature, for example motor vehicles, furniture, computers or cash. 
Nominal Accounts - These are expense and revenue accounts, for example motor vehicle repairs or rent receivable. 
Personal Accounts - These are the accounts of debtors and creditors. Debtors are persons to whom the firm has sold goods on credit, while creditors are persons who the firm owes. 
At the end of its financial year, a firm has to prepare a financial statement known as a Balance Sheet. It shows all of the firms assets on one side and it's capital and liabilities on the other side. 
Assets are tangible resources owned by a business. Capital represents money used to start, while liabilities are debts owed by the firm. Capital may be obtained from different sources, for example personal savings, or borrowing from family or a financial institution. The capital is always changing, sometimes the owner may add fresh capital, or he may withdraw some for his personal use. If the business does well and a profit is made capital automatically increases. 
The Balance Sheet Equation 
The format of the Balance Sheet is based on the accounting equation, which is: Assets = Capital + Liabilities. The concept is easy to understand. Let us say for example that you started a business with $5,000, quite naturally an account will be opened at the bank and the money deposited in it. You would therefore have capital of $5,000, represented by the $5,000 in the bank. 
Asset = Capital
$5,000 = $5,000 
Now, suppose you went and borrowed $2,000 from a friend to put into the business. A liability has been incurred, but the amount in the bank has also increased. The equation will now become: 
Assets = Capital + Liabilities 
$7,000 = $5,000 + $2,000
	Balance Sheet 

	Assets$
	Capital & Liabilities

	Bank
	Capital 5,000

	7,000
	Loan 2,000

	7,000
	7,000



In our example above the Balance Sheet would appear as follows: 

You will see that each time there is a transaction, it affects two items in the equation and hence the Balance Sheet. 
Another Example: 
Suppose the firm acquired a motor van and paid for it by cheque, at a cost of $800. The bank balance will be reduced by $800, but a new asset has been acquired. Look now at the Balance Sheet. 
	Balance Sheet 

	Assets$
	
	Capital & Liabilities

	 
	$
	$

	Bank
	6,200
	Capital 5,000

	Motor van
800
	 
	 

	 
	7,000
	7,000


By now you would have concluded that both sides of the Balance Sheet, must always be equal, this is in keeping with the equation.
	Capital 
	Assets
	Liabilities

	$
	$
	$

	(a) 4,000 
	48,000
	44,000

	(b) 750 
	12, 000
	11,250

	(c) 7,350
	52,250
	44900

	(d) 1200
	8,370
	7,170

	(e) 900 
	28,900
	28, 000


