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1.Introduction

Bookkeeping 1s the backbone of any successful business. Whether you're a freelancer,

startup, or established small business, keeping accurate financial records 1s an important part
of running a successful business.

Bookkeeping 1s important for several reasons:

Financial Clarity
It provides a clear, up-to-date picture of your income, expenses, and cash flow, helping you
understand how your business is performing.

Informed Decision-Making
With accurate financial data, you can make smarter business decisitons—whether it's time to
invest, cut costs, hire staff, or adjust pricing.

Tax Compliance
Well-kept records are a legal requirement under both federal and state laws. Accurate records
are necessary to determine your tax deductions and hability.

Securing Funding
Lenders and investors often require detailed financial records to assess the health and
credibility of your business.

This guide is designed to provide you with a basic overview of what bookkeeping is and why
it is an important component of running a successful small business. Whether you do your
own bookkeeping, have an in-house bookkeeper, or work with an outsourced bookkeeper, it
is important that you as a business owner have a basic understanding of what bookkeeping
consists of.
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2. Bookkeeping Basics

Bookkeeping is essential for managing your business’s financial health. It involves recording
and organizing financial transactions to ensure accurate tracking of income and expenses. If
you're not working with a bookkeeper yet, you may be managing these tasks yourself. Having a
solid understanding of basic bookkeeping concepts 1s a valuable first step.

This chapter introduces key bookkeeping principles and outlines the foundational steps you
should follow to set up and maintain an effective bookkeeping system for your business.

Key Bookkeeping and Accounting Concepts

To set up and maintain an effective bookkeeping system for your business, it's important to
understand the following key bookkeeping concepts.

THE ACCOUNTING EQUATION
Total Assets = Liabilities + Equity

Accounting Equation

The accounting equation 1is the foundation of all
bookkeeping. This equation ensures your books stay ﬂ
balanced and accurately reflect your business's

TR
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business owns obligations in the business

Double-Entry Accounting

Bookkeeping is rooted in the principles of double-entry accounting, which require that every
financial transaction be recorded in two accounts—once as a debit and once as a credit. This
system ensures accuracy and balance in your financial records.

In general, debits increase assets and expenses and credits
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OF ACCOUNTING increase liabilities and revenue. For example, if you purchase

| office supplies with cash, you would debit an expense account
L (office supplies) and credit your cash account. This dual-entry

credit the giver . . .
system ensures the accounting equation remains balanced and

Debit what that every transaction has an equal and opposite effect in the

comes in and

credit what goes bOOkS.

Debit expenses
and losses,
credit incomes

and gains
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Accounting Method

There are two main accounting methods: Cash basis and Accrual basis. Cash basis accounting
records income when 1t 1s actually received and expenses when they are paid. Accrual basis
accounting records income when it 1s earned and expenses when they are incurred, regardless
of when money changes hands. This method 1s simpler and often preferred by small service-
based businesses.

Accounting Ledger

The accounting ledger , which is also known as the general ledger, 1s the master record that
tracks all financial transactions across various accounts like sales, expenses, assets, and
liabilities.

Assets and Liabilities
Assets are what your business owns—cash, equipment, inventory. Liabilities are what your
business owes—Iloans, credit card balances, unpaid bills.

Equity and Net Income

Equity represents the owner's interest in the business after subtracting all liabilities from assets.
It 1s essentially what the business is worth to its owner(s). Net income, calculated as total
revenue minus total expenses, directly impacts equity. When a business earns a profit (positive
net income), it increases the equity in the business unless that profit is fully distributed to the
owner(s). Equity can grow in only two ways: through additional investments made into the
business or by retaining earnings (net income) over time. Therefore, consistently generating
profits 1s key to building long-term business value.

Revenue and Expenses

Revenue 1s the income a business earns from selling products or providing services. Expenses
are the costs incurred in operating the business—such as rent, salaries, utilities, and materials.
The relationship between these two determines the business’s profitability. If revenue
consistently exceeds expenses, the business will generate net income (profit). Managing this
relationship is fundamental to sustaining operations, funding growth, and achieving long-term
success.

Inventory
Inventory refers to the raw materials, work-in-progress, and finished goods a business holds for
sale. Proper inventory tracking ensures accurate cost of goods sold and prevents stock 1ssues.

Accounts Receivable
These are amounts customers owe your business for goods or services delivered but not yet
paid for. Managing accounts receivable ensures healthy cash flow and timely collections.

Accounts Payable

Accounts payable represents the money your business owes to vendors or suppliers for goods
and services received but not yet paid for. Managing accounts payable ensures you maintain
good relationships with suppliers, avoid late payment penalties, and keep an accurate picture of
your short-term liabilities. Tracking due dates and taking advantage of early payment discounts
can also improve your cash flow.
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How To Set Up Bookkeeping For Your Business

Now that you have gained an understanding of the basic bookkeeping and accounting
concepts, lets look at the basic steps you need to implement to start your bookkeeping system.

d Y
(1) Separate personal and business How to Set Up Bookkeeping for Your Business
finances with a dedicated bank account
This 1s one of the most important first o Separate personal and business /\9
. .. finances with a dedicated bank account
steps for any business owner. Mixing 1

personal and business transactions can
. ] . Choose between cash and accrual v — D
lead to confusion, tax complications, e accounting based on your needs Qe

and legal 1ssues. A separate bank

: : : Establish a chart of ts tail —]
account ensures clear financial tracking, e e e e =
to your business and industry @
simplifies reconciliations, and provides a
professional appearance when dealing o Choose the right accounting software o)
with clients or lenders. . e

(2) Choose between cash and accrual accounting based on your needs

Cash basis accounting is typically simpler and works well for small service-based businesses
that don’t carry inventory. It records income and expenses when cash is exchanged. Accrual
accounting, on the other hand, i1s better suited for businesses with inventory or more complex
financials, as it records income when earned and expenses when incurred. Your choice affects
when and how you recognize revenue and costs. We recommend that as a small business owner,
you choose the cash method for your bookkeeping.

(3) Establish a chart of accounts tailored to your business and industry

A chart of accounts is a categorized listing of all the financial accounts used in your
bookkeeping system. It organizes transactions into categories such as income, expenses, assets,
liabilities, and equity. Customizing your chart of accounts to reflect your specific business
model ensures more accurate reporting and easier financial analysis. When creating your chart
of accounts, consider what financial information you’ll need to make effective decisions—such
as tracking profitability by product line, managing project costs, or monitoring overhead. The
chart of accounts should be structured to give you clarity and insight into the areas that matter
most to your business goals.

(4) Choose the right accounting software

Your choice of software should match the scale and complexity
of your operations. Look for features like bank syncing, invoicing, Xe ro
payroll integration, financial reporting, and cloud access.

As certified advisors for both QuickBooks Online and Xero,
we highly recommend that you choose one of the two as your

accounting software provider. They are both cloud-based
accounting systems that are easily scalable with your business

and provide many integrations with third-party applications
that could further streamline your business operations.
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3. Recording Transactions

Once your bookkeeping system is set up, the next step 1s managing your daily financial
transactions. This chapter focuses on how to accurately track, document, and organize your
business expenses and income using digital tools. Proper transaction management not only
keeps your books in order—it also ensures you stay compliant with tax regulations, avoid costly
mistakes, and gain clearer insights into your financial performance.

(1) Use Digital Tools to Maintain Accurate, Up-to-Date Records

Maintaining accurate and current records is the backbone of any effective bookkeeping
system. Without reliable records, you can’t make informed financial decisions. At minimum,
your bookkeeping system should be able to accomplish the following:

« Keeping books and records that clearly reflect income and expenses

« Maintaining supporting documentation for each transaction (particularly those over $75,
which must be supported by receipts)

« Ensuring records are complete, permanent, and organized for use in preparing financial
statements and tax returns

Since digital records are accepted for compliance purposes, we strongly recommend that you
use a cloud-based accounting system and that you use a digital receipt tracking tool to manage
your records.

QuickBooks Online and Xero are two of the leading cloud-based accounting systems that offer
built-in receipt scanning features, which streamline your expense tracking. These tools include
Al-powered categorization, which automatically sorts transactions into appropriate accounts—
saving you time and helping you stay compliant.

(2) Set-up your chart of accounts

The first step in recording transactions in your bookkeeping system consists of setting up your
chart of accounts. As discussed in the previous chapter, bookkeeping transactions are recorded
in a general ledger, which consists of the master record that tracks all financial transactions
across various accounts like sales, expenses, assets, and liabilities. The chart of accounts
determines how transactions are categorized and ultimately presented in financial reports,
which are discussed in the next chapter.
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All accounting software—including QuickBooks Online and Xero—comes with a default chart
of accounts. While these default accounts provide a basic framework, they are only the starting
point. Before you begin categorizing transactions, take the time to clearly define what financial
insights you need to make effective decisions. Ask yourself:

« Do I want to track profitability by product or service?
« Do I need to monitor marketing spend separately from general expenses?
« Do I need to see project-based or department-based performance?

These are just some of the many questions you should be contemplating before designing your
chart of accounts. Even if you decide to do your bookkeeping by yourself, we recommend that
you hire a professional bookkeeper to assist you with the setup of your accounting software. With
these goals in mind, customize your chart of accounts so that it reflects your business model,
industry, and decision-making needs. Your accounts should be:

« Specific enough to provide meaningful insight
« Not overly detailed, to avoid confusion or clutter
« Consistent with how you plan to use reports for analysis, budgeting, or forecasting

A well-structured chart of accounts helps ensure that the financial reports you generate are not
just accurate—but also useful in guiding your business forward.

(3) Record Expenses
To maintain reliable financial records, every business expense should be properly documented
with key details, including:

« What was purchased

« When 1t was purchased

« Why it was business-related
« How much was paid

Properly categorizing expenses not only improves financial clarity but also ensures that your
deductions are valid and well-supported 1n the event of a tax audit. If you’re using accounting
software like QuickBooks Online or Xero, you can also upload and attach supporting documents
—such as receipts, invoices, contracts, or other relevant files—directly to each transaction. This
helps centralize your documentation, makes audits easier, and adds a layer of organization and
professionalism to your recordkeeping.

(4) Reconciling your books
Keeping your financial records accurate isn’t a one-time task—it’s an ongoing process. One of the
most important parts of that process 1s reconciliation.

Reconciliation involves comparing two sets of financial records—typically your accounting
records and your bank, loan, credit card, or liability statements—to ensure they match. In simple
terms, it’s how you verify that the transactions recorded in your bookkeeping system reflect what
actually occurred in your financial accounts.
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Regular reconciliation helps you:
« Catch errors or duplicate entries
« Identify missed or incorrect transactions
« Prevent fraud or unauthorized charges
« Ensure your financial reports are accurate and up to date

With accounting software like QuickBooks Online and Xero, much of the reconciliation
process can be automated using bank feeds and smart matching tools, saving you time while
increasing accuracy.

& )

Reconcile Regularly

Business checking and savings Q
accounts

accounts (e.g., Stripe, PayPal, Square)

E Credit card and merchant processer

Loan balances Q

E Payroll liability accounts (e.g. taxes Q
withheld, benefit contributions)

& 4

At a minimum, reconcile the following
regularly:

« Business checking and savings accounts

« Credit card and merchant processor accounts (e.g., Stripe, PayPal, Square)
« Loan balances

« Payroll liability accounts (e.g., taxes withheld, benefit contributions)

Think of reconciliation as a financial “truth check.” It confirms that your books reflect reality
and helps ensure your decisions are based on accurate, trustworthy data. Done regularly, it
protects your business from costly errors and provides the confidence you need to move
forward with clarity.
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4. Financial Reports

As discussed in the introduction, bookkeeping lays the foundation by ensuring that every
financial transaction 1s properly recorded and organized. Accounting builds on that foundation
by analyzing, interpreting, and reporting the data to support informed decision-making.
Generating financial statements is the final step in the bookkeeping process and marks the
transition into the accounting function. These reports are governed by GAAP (Generally
Accepted Accounting Principles) and are essential for accurate and consistent financial
reporting.

Under GAAP, there are three primary financial statements:
o Income Statement
« Balance Sheet
« Cash Flow Statement

While these reports are interconnected, each provides unique insights and answers different
financial questions.

As a small business owner, understanding how to read and interpret financial statements is
critical for making strategic decisions, evaluating your business’s performance, and planning for
future growth. This chapter offers a practical overview of each statement and how to use them
to better manage your business.

Income Statement (Profit & Loss Statement)

The income statement reports revenue, expenses, and net profit or loss over a specific period
(monthly, quarterly, or annually). The key components of the income statement are revenue,
cost of goods sold, operating expenses and net income. The income statement 1s generally used
to track profitability over a specific time period.

Balance Sheet

The balance sheet 1s a snapshot of your business’s financial position at a single point in time. It
details what your business owns (assets), what 1t owes (liabilities), and the owner’s equity. The
key components are assets (cash, equipment, accounts receivable), liabilities (loans, credit
cards, accounts payables) and equity (owners capital and retained earnings). The balance sheet
is used to understand you’re the financial stability of your business. It allows you to monitor
the debt levels and liquidity of your business, which are important to support loan or investor
applications. It essentially tells you how much your business 1s worth today.

10
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Understanding the 3 Key Financial Statements

Statement Focus Timeframe Key Purpose
:_3 gcc;??rﬁent Profitability =~ Overaperiod  Are we making money?

Balance Financial At a point What do we

Sheet Position In time own vs. owe??
§") Cash Flow Liquidity Over a period Do we have

enough cash?

. J
Cash Flow Statement

The cash flow statement tracks how cash moves in and out of your business over a specific
period of time. It organizes cash activity into three categories: operating activities (daily
business operations), investing activities (purchase and sale of assets), and financing activities
(loans, owner’s draws, and investments). The key components of the cash flow statement are
the beginning cash balance, cash inflows and outflows, and the ending cash balance. The cash
flow statement answers the basic question of whether you have enough cash to operate your
business. It 1s used to monitor liquidity and to forecast cash needs.

While the income statement tells you if you’re profitable, the balance sheet shows your financial
strength, and the cash flow statement reveals your operational liquidity. Together, they give you
a comprehensive view of your business's financial health.

11
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5. Best Practices

Now that you understand the basic bookkeeping concepts, how to record transactions, and
how to read financial statements, it’s time to put it all together. In this chapter, we’ll highlight
key best practices to help you maintain accurate and efficient bookkeeping. Following these
guidelines will not only keep your records clean and compliant but also give you the confidence
to make informed financial decisions as your business grows.

To stay ahead and keep your records accurate, we recommend that you implement the
following best practices for effective bookkeeping:

(1) Update your records weekly
Don’t let your bookkeeping pile up. Set aside time each week to review and record transactions
so you always have a current view of your finances.

(2) Reconcile your books monthly
Reconciliation ensures that your accounting records match your bank and credit card
statements. Doing this monthly helps you detect errors, missing transactions, or fraud early on.

(3) Review financial statements monthly

Set aside time each month to review your Profit & Loss Statement, Balance Sheet, and Cash
Flow Statement. Regular reviews give you insight into your performance and allow for
proactive decision-making.

(4) Go digital and automate whenever possible
Use accounting software like QuickBooks or Xero to connect bank feeds, scan receipts, and
automate categorization. Automation reduces human error and saves valuable time.

(5) Separate personal and business finances
Open a dedicated business bank account and avoid using personal funds for business expenses
(and vice versa). This makes bookkeeping cleaner and simplifies tax preparation.

12




Bookkeeping i1s often one of the first tasks business owners
take on themselves—especially in the early stages when time
and money are limited. But as your business grows, managing
the books becomes more complex and time-consuming.
Eventually, doing 1t all yourself can reduce your productivity
and even hurt your bottom line.

There comes a point when the time and energy you spend
on bookkeeping outweigh the cost of hiring help. Here are
some clear signs you’ve reached that point:

« You’re spending more than 4-6 hours a week on
bookkeeping tasks

 Your books are falling behind or incomplete at month-end

« You’re missing payments, invoices, or tracking expenses

« You’re unsure how to categorize certain transactions

« You’re unable to generate reliable financial reports

« You’re getting ready for tax season, funding, or an audit and
realize you’re not prepared

Z~ TrustWise Accountants

6. When To Hire A Bookkeeper

Signs It’s Time to
Hire a Bookkeeper

tasks

You're spending more than 4-6
hours a week on bookkeeping
El=min

MONTH

Your books are falling behind or
incomplete at month-end

You're missing payments, invoices,
or tracking expenses

You're unsure how to categorize

certain transactions

|I\ You're unable to generate reliable

financial reports

You're getting ready for tax season,
funding, or an audit and realize
you're not prepared

At this stage, hiring a professional bookkeeper becomes less of a cost and more of a strategic

investment in your business’s accuracy, compliance, and long-term success.

13
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TrustWise Accountants is a virtual accounting firm dedicated to helping small businesses simplify their finances, stay
compliant, and make confident decisions. With over a decade of experience, we specialize in cloud-based bookkeeping,
accounting, payroll, and consulting services tailored to meet the unique needs of entrepreneurs and growing businesses.

As certified advisors in both QuickBooks Online and Xero, we combine deep financial expertise with the latest
accounting technology to deliver accurate, timely, and actionable insights. Whether you're just starting out or
scaling your operations, we’re here to help you build a solid financial foundation and support your business
every step of the way.

We believe in building long-term relationships with our clients through trust, transparency, and personalized support.

Ready to take the next step?
Visit www.trustwiseaccountants.com or call us (213)-286-7791 to schedule your free consultation today to see how we can
support your business success.

Disclaimer

The information provided in this e-book is for general informational and educational purposes only. It 1s not
intended as, and should not be relied upon as, legal, tax, accounting, or financial advice. You should consult
with a qualified attorney, accountant, or licensed financial advisor before making decisions based on the
information contained herein. The author and publisher disclaim any liability for actions taken or not taken
based on the contents of this publication.



