
Establishing a Business Bookkeeping 
System 
Setting up a bookkeeping system involves a logical flow from choosing an accounting method 
to generating final reports. Below are the steps and records essential for both manual and 
computerized systems. 

1. Universal Setup Steps 
Regardless of the system chosen, every business must first: 

●​ Choose an Accounting Method: 
○​ Cash Basis: Record income when received and expenses when paid. (Simple, best for 

very small businesses). 
○​ Accrual Basis: Record income when earned and expenses when incurred. (More 

accurate for scaling and required for larger entities). 
●​ Open a Business Bank Account: Crucial for separating personal and business finances 

to maintain "piercing the corporate veil" protection and simplify tracking. 
●​ Define the Chart of Accounts (COA): Create a categorized list of all accounts (Assets, 

Liabilities, Equity, Revenue, and Expenses) to organize every transaction. 

2. Records Required 
To maintain an audit-ready system, the following records must be organized and retained: 

●​ Source Documents: Invoices sent to customers, receipts for purchases, deposit slips, 
and credit card statements. 

●​ Journals (The Diary): A chronological record of daily transactions. 
●​ General Ledger (The Master Book): A summary of all transactions organized by the 

accounts defined in your COA. 
●​ Subsidiary Ledgers: Detailed records for specific areas, most commonly Accounts 

Receivable (who owes you) and Accounts Payable (who you owe). 
●​ Financial Statements: The Balance Sheet, Income Statement (Profit & Loss), and Cash 

Flow Statement. 

3. Comparative Analysis: Manual vs. Computerized 
Manual Bookkeeping System 
A manual system involves physical ledgers, journals, and pens. Calculations are done by hand 
or with a calculator. 

Advantages Disadvantages 



Low Upfront Cost: Only requires basic 
stationery (ledgers, binders, calculators). 

Time Consuming: Every entry must be 
written by hand; reports take hours to 
compile. 

No Technical Barriers: Does not require 
computer literacy or software training. 

High Error Risk: Human errors in 
transcription or arithmetic are common 
and hard to find. 

Physical Security: Immune to 
cyber-attacks, hacking, or power outages. 

Vulnerability: Records can be destroyed 
by fire, flood, or lost physically with no 
backup. 

Educational Value: Forces the owner to 
understand the "mechanics" of every debit 
and credit. 

Lack of Real-Time Data: Financial status 
is usually only known at the end of the 
month/year. 

Computerized Bookkeeping System 
Uses software (e.g., QuickBooks, Xero, or even structured Excel spreadsheets) to automate 
data entry and reporting. 

Advantages Disadvantages 

Speed & Efficiency: Transactions are 
processed instantly; invoices and reports 
are generated with one click. 

Initial Cost: Requires investment in 
hardware, software subscriptions, and 
potentially IT support. 

Accuracy: Software performs calculations 
automatically, eliminating mathematical 
errors. 

Learning Curve: Requires training to use 
the software correctly and understand the 
interface. 

Data Backups: Cloud-based systems offer 
"military-grade" encryption and automatic 
off-site backups. 

Security Risks: Vulnerable to hacking, 
phishing, or data breaches if not properly 
managed. 

Integration: Can connect directly to bank 
accounts to import transactions 
automatically. 

Tech Dependency: Requires reliable 
internet and electricity to access or update 
records. 

4. Implementation Checklist 
1.​ Identify Volume: If you have more than 20–30 transactions a month, a computerized 



system is highly recommended. 
2.​ Set a Schedule: Dedicate time daily or weekly to update records so they do not pile up. 
3.​ Reconcile Regularly: At least once a month, ensure your bookkeeping totals match your 

actual bank statement balances. 
4.​ Consult a Pro: Even if you do the daily work, have a CPA review your Chart of Accounts 

setup to ensure tax compliance. 
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