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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. 



A simple bookkeeping system has four core pieces: choosing a method and tool, setting up

categories (chart of accounts), designing how you’ll collect documents, and creating a recurring

routine for entering and checking data.

Decide how you’ll keep records before you start.

Choose cash vs accrual: cash records income/expenses when money moves; accrual

records when invoices or bills are created.

Pick a tool: modern businesses usually use software like QuickBooks Online, FreshBooks,

Wave, Zoho Books, or Xero; very small operations can start with spreadsheets.

Open a dedicated business bank account and, if needed, a business credit card so all

business activity is separate from personal.

The chart of accounts is the list of all categories you’ll use to tag every transaction.

Include basic groups: assets (cash, equipment), liabilities (loans, credit cards), equity,

income (sales, services), and expenses (rent, software, marketing, travel, etc.).

Start from your software’s default chart and rename, add, or remove accounts so they

match how your business really earns and spends money.

Keep names clear and avoid too many tiny categories so reports stay readable.

Design simple, repeatable workflows for money in and money out.

Invoicing and sales: decide how you’ll create invoices, how you’ll track who has paid, and

how you’ll follow up on overdue amounts; record all issued invoices and their status.

Bills and expenses: track vendor bills with due dates, amounts, and categories, and mark

them paid when you send money to avoid duplicates.

Receipts: store digital copies (photos or scans) in a consistent folder structure by year and

month, or attach them directly to transactions in your bookkeeping software.

Payment terms: set standard terms (for example, “Net 15” or “Due on receipt”) so cash flow

and expectations are clear.
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Consistency matters more than perfection for a small system.

Weekly: categorize new bank and card transactions, send and update invoices, enter any

new bills, and file recent receipts.

Monthly: reconcile bank and credit card accounts to your records, then review basic reports

like profit and loss and cash flow to spot errors or trends.

Quarterly: step back to review overall performance and prepare for estimated taxes in

consultation with a tax professional or accountant.

A few habits make bookkeeping much easier over time.

Write down your processes (how you invoice, how you categorize common expenses, how

you reconcile) so the system is documented and easier to delegate later.

Use automation where possible: bank feeds, automatic rules for recurring transactions, and

built‑in receipt capture features reduce manual entry and errors.

Revisit your chart of accounts once or twice a year and clean up unused or confusing

categories.

If you share what kind of business you run (freelancer, ecommerce, local service, etc.), a tailored

example chart of accounts and weekly checklist can be outlined.
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The Accounting Cycle: Manual vs. 
Computerized Systems 
The accounting cycle ensures that financial statements are accurate, consistent, and 
compliant with accounting standards. Below are the eight core steps and how they evolve in a 
digital environment. 

1. Identify and Analyze Transactions 
●​ Manual: The bookkeeper gathers physical documents (invoices, receipts, bank 

statements) and determines which accounts are affected. 
●​ Computerized: Often automated. Point-of-Sale (POS) systems or bank feeds 

automatically import transaction data directly into the software. 

2. Record Transactions (Journalizing) 
●​ Manual: Transactions are handwritten into a General Journal in chronological order 

using double-entry bookkeeping (Debits = Credits). 
●​ Computerized: The user enters data into a form (e.g., an "Invoice" screen). The software 

creates the underlying journal entry automatically. 

3. Post to the General Ledger 
●​ Manual: This is the most tedious step. The bookkeeper must manually rewrite every 

journal entry into individual "T-accounts" in the General Ledger. 
●​ Computerized: Instantaneous. Once a transaction is saved, the software automatically 

updates the General Ledger and all subsidiary ledgers (like Accounts Receivable). 

4. Prepare an Unadjusted Trial Balance 
●​ Manual: The bookkeeper lists all ledger balances to ensure total debits equal total 

credits. If they don't match, a "search for errors" begins. 
●​ Computerized: The software generates this report with one click. Because most 

software prevents "out-of-balance" entries, this report is usually balanced by default. 

5. Analyze the Worksheet 
●​ Manual: A large multi-column sheet is used to draft adjustments (like depreciation or 

accrued expenses) before they are finalized. 
●​ Computerized: Adjustments are often calculated by the software based on pre-set rules 

(e.g., fixed asset modules automatically calculating monthly depreciation). 

6. Adjusting Journal Entries 



●​ Manual: Adjustments are handwritten into the journal and then posted to the ledger, just 
like original transactions. 

●​ Computerized: The accountant enters specific "Adjusting Journal Entries." The system 
automatically ripples these changes through all financial reports. 

7. Generate Financial Statements 
●​ Manual: The accountant manually drafts the Income Statement, Balance Sheet, and Cash 

Flow Statement using the adjusted balances. 
●​ Computerized: Statements are generated in real-time. Management can view a Balance 

Sheet at any moment, not just at the end of the month. 

8. Closing the Books 
●​ Manual: Temporary accounts (Revenue/Expenses) are manually zeroed out and 

transferred to Retained Earnings. New ledger pages are prepared for the next period. 
●​ Computerized: The "Closing" is a software function that prevents further entries into the 

prior period and automatically rolls balances forward to the new year. 

Summary Comparison Table 

Feature Manual Bookkeeping Computerized 
Bookkeeping 

Speed Slow; requires physical 
writing. 

Fast; automated posting. 

Accuracy High risk of mathematical 
errors. 

High; calculations are 
internal. 

Data Retrieval Requires sifting through 
paper files. 

Searchable database. 

Storage Physical cabinets and 
ledgers. 

Cloud storage or local 
servers. 

Role of Accountant Mechanical data entry. Analysis and oversight. 

 



The accounting cycle follows the same conceptual steps in both manual and computerized

systems, but the way each step is carried out is very different in terms of tools, speed, and error

risk. In a manual system, most work is done by hand in books and schedules, while in a

computerized system those same steps are largely automated inside software.

In a traditional bookkeeping/accounting cycle, the core steps are usually described as:

Identifying and analyzing transactions (from source documents like invoices, receipts, bank

statements).

Recording transactions in journals using double-entry (debits and credits).

Posting from journals to ledger accounts.

Preparing an unadjusted trial balance from ledger balances.

Making adjusting entries (accruals, deferrals, depreciation, etc.).

Preparing an adjusted trial balance.

Preparing financial statements (income statement, balance sheet, cash flow statement,

etc.).

Making closing entries and preparing a post‑closing trial balance for the next period.

In a manual bookkeeping system, every stage uses physical books and handwritten entries.

Transactions are first recorded in books of original entry such as a general journal and

special journals (sales, cash receipts, cash payments, purchases, payroll).

Periodically (often at month‑end), totals from these journals are manually posted to the

general ledger and subsidiary ledgers, and then ledger balances are used to prepare a trial

balance.

Adjusting and closing entries are written by hand in the journal, then posted to the ledger,

and the bookkeeper manually summarizes balances to produce financial statements.

This approach is slower, relies heavily on the bookkeeper’s calculations and posting accuracy,

and often gives management up‑to‑date reports only at the end of the month or period.

Explain and discuss the accounting cycle used in
a manual bookkeeping system and how it differs
using a computerized bookkeeping system

Accounting cycle: main steps

[1] [2] [3]

How this works in a manual system

[4] [5]

[5] [6] [4]

[3] [1]

[7] [8] [5]



In a computerized bookkeeping (accounting software) system, the same underlying cycle exists,

but many steps are embedded in the software.

Transactions are entered into on‑screen forms (modules) such as sales, purchases, cash

receipts, cash disbursements, inventory, and payroll, and stored in a database instead of

paper journals.

When a transaction is saved, the system automatically posts it to the correct journals and

ledger accounts, keeps running account balances, and can produce a trial balance and

financial statements at any time without separate manual posting and summarizing.

Adjusting and closing entries are still needed conceptually, but software can assist with

recurring adjustments and automate the closing process, making updated reports available

in real time.

This reduces arithmetic and posting errors, speeds up processing, and allows frequent or

on‑demand reporting rather than waiting for period‑end.

Aspect Manual bookkeeping Computerized bookkeeping

Medium Paper journals and ledgers. Digital database in accounting software.

Data entry Handwritten in books of original entry. Entered once via on‑screen forms. 

Posting to ledgers
Done manually from journals, often at

period‑end. 

Automatic, simultaneous posting to all

relevant accounts. 

Calculations Done by hand (totals, balances). Done by software instantly. 

Trial balance & reports
Prepared manually after posting and

summarizing. 
Generated on demand from stored data. 

Adjusting/closing

entries
Handwritten and then posted. 

Entered once; system updates ledgers and

balances. 

Speed & timeliness
Slower; often only month‑end

information. 
Fast; near real‑time information. 

Error risk
Higher (arithmetic, posting,

duplication). 

Lower for routine tasks; software handles

repetitive work. 

Conceptually, both systems follow the same cycle of identifying, recording, classifying, and

summarizing transactions to produce financial statements; what changes is how those steps are

carried out.

In practice, manual systems may suit very small or simple operations, but computerized systems

make it easier to maintain up‑to‑date records, generate timely reports, and reduce repetitive

work and calculation errors as transaction volumes grow.

How this works in a computerized system

[4] [5] [3]

[8] [5] [7]

[2] [5] [3]

[9] [5] [7]

Key differences: manual vs computerized
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Conceptual similarities and practical implications
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Standard Chart of Accounts Comparison 
Category Account # Service Business 

(e.g., Agency) 
Retail Business 
(e.g., Boutique) 

ASSETS 1000-1999   

 1010 Operating 
Checking 

Operating 
Checking 

 1050 Accounts 
Receivable 

Accounts 
Receivable 

 1200 Office Equipment Merchandise 
Inventory 

 1210 Accum. 
Depreciation 

Store Fixtures 

LIABILITIES 2000-2999   

 2010 Accounts Payable Accounts Payable 

 2100 Credit Card - 
Business 

Sales Tax Payable 

 2200 Unearned Revenue 
(Deposits) 

Short-term Loan 

EQUITY 3000-3999   

 3010 Owner's Capital Owner's Capital 

 3020 Owner's Draw Owner's Draw 

 3100 Retained Earnings Retained Earnings 

REVENUE 4000-4999   

 4010 Service Income Product Sales 

 4020 Consulting Fees Shipping Income 



 4050 Interest Income Sales Returns & 
Allowances 

EXPENSES 5000-8999   

 5000 Cost of Services 
(Contractors) 

Cost of Goods 
Sold (COGS) 

 6010 Rent Expense Rent Expense 

 6050 Software 
Subscriptions 

Packaging & 
Shipping 

 6100 Marketing & Ads Marketing & Ads 

 6200 Professional Fees 
(Legal/CPA) 

Store Supplies 

 7000 Utilities Utilities 

Key Differences Explained 
1.​ Inventory: The Retail business has a major asset account for "Inventory" to track unsold 

goods. The service business usually treats small supplies as an immediate expense. 
2.​ Sales Tax: Retailers must track "Sales Tax Payable" as a liability because they collect it 

on behalf of the government. 
3.​ COGS vs. OpEx: In Retail, the cost of the products sold (COGS) is separated from 

general operating expenses to calculate "Gross Profit." In Service, "Cost of Services" 
tracks the direct labor required to perform a job. 

Is Account Numbering Optional? 
Yes, account numbering is optional in most modern cloud accounting software (like 
QuickBooks Online or Xero). You can choose to use account names only. 

When to Use Names Only 
●​ Micro-Businesses: If you only have 15–20 accounts, names are easy to manage without 

numbers. 
●​ Non-Accountants: Many business owners find names like "Travel Expense" more 

intuitive than "6040." 
●​ Searchability: Modern software allows you to type the name of the account to find it 

instantly, making the numerical shortcut less necessary. 



Why Numbers are Still Recommended 
●​ Specific Sorting: Without numbers, your software will usually sort accounts 

alphabetically. Numbers allow you to force "Cash" (1010) to appear at the top of your list 
regardless of the letter C. 

●​ Scalability: As a business grows, numbers help prevent duplicate accounts (e.g., having 
both "Utilities" and "Utility Bills") by assigning a unique ID to each concept. 

●​ Professionalism: Banks and CPAs are accustomed to the 4-digit numbering system and 
may find your reports easier to audit if numbers are used. 



A chart of accounts (CoA) is a structured list of all the accounts you use to record transactions,

grouped into assets, liabilities, equity, income, and expenses. Setting it up means deciding what

accounts you need, how to number them, and how detailed to make them so your reports are

clear but not cluttered.

Most small-business charts of accounts follow this structure:

Assets: What the business owns (cash, bank accounts, receivables, inventory, equipment).

Liabilities: What the business owes (credit cards, loans, accounts payable, taxes payable).

Equity: Owner’s capital, retained earnings, draws or distributions.

Income (revenue): Sales income, service income, other income.

Expenses: Cost of goods sold plus operating expenses like rent, payroll, software, and

utilities.

Using a consistent numbering system keeps accounts organized and easy to expand. A

common simple pattern is:

1000–1999: Assets (e.g., 1000 Checking, 1100 Accounts Receivable, 1500 Equipment).

2000–2999: Liabilities (e.g., 2000 Accounts Payable, 2100 Credit Card, 2300 Loan

Payable).

3000–3999: Equity (e.g., 3000 Owner’s Equity, 3100 Retained Earnings, 3200 Owner

Draws).

4000–4999: Income (e.g., 4000 Product Sales, 4100 Service Revenue, 4200 Other

Income).

5000–5999: Cost of Goods Sold (if you sell products).

6000–6999: Operating Expenses (e.g., 6000 Rent, 6100 Wages, 6200 Software & Tools,

6300 Marketing).

How to set up a chart of accounts

[1] [2] [3]

Key account categories

[2] [4]

[5] [2]

[2] [5]

[5] [2]

[4] [2]

[4] [2]

Typical numbering ranges
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[6] [7]

[2] [4]

[4] [2]

[2] [4]

[4] [2]

[3] [4]



1. List what you actually do

Write down how you make money (products, services, other) and your main recurring

costs (rent, payroll, software, contractors, inventory).

Decide what you need to see separately on reports (e.g., separate product vs service

income, or different locations).

2. Create the core accounts by type

Start with a short list in each category above, then add sub-accounts only where detail

is useful (e.g., separate “Marketing – Ads” and “Marketing – Events” if you track them

differently).

Avoid hyper‑granular accounts like separate “Pens,” “Paper,” “Ink”; group into an Office

Supplies account.

3. Assign numbers with gaps

Use the ranges above and leave gaps of 10 or 20 between accounts (e.g., 6100 Wages,

6110 Payroll Taxes, 6120 Benefits) so you can insert new accounts later.

Keep the first digit tied to the account type (1=assets, 2=liabilities, etc.) for consistency.

4. Align with your software

Most accounting systems (QuickBooks, Xero, etc.) come with a default CoA you can

prune and rename rather than starting from zero.

Turn off or merge accounts you will never use, and add any missing ones specific to

your business (for example “Lab Testing” for a manufacturer).

5. Test with real transactions

Enter a month of sample or real transactions and check that each one fits naturally into

an account; if you keep asking “Where does this go?”, you may need another account

or clearer naming.

Run a basic profit and loss and balance sheet; if they look cluttered or confusing, merge

or rename accounts to simplify.

Number Account name Type

1000 Checking Account Asset 

1100 Accounts Receivable Asset 

2000 Accounts Payable Liability 

2100 Credit Card Payable Liability 

3000 Owner’s Equity Equity 

4000 Sales Revenue Income 

Step‑by‑step setup

[8] [9]

[10] [3]

[9] [3]

[9]

[6] [3]

[3] [6]

[1] [8]

[8] [1]

[10] [3]

[10] [2]

Simple example layout (small business)

[6]

[5]

[5]

[4]

[4]

[4]



Number Account name Type

4100 Service Income Income 

5000 Cost of Goods Sold Expense 

6000 Rent Expense Expense 

6100 Salaries & Wages Expense 

6200 Software & Tools Expense 

If you share what kind of business you run (service, retail, construction, non‑profit, etc.), a

tailored starter chart of accounts with 20–30 accounts can be outlined next.
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Accounting Guide: Special Journals and 
System Comparison 
This guide provides specific instructions for using special journals in a manual accounting 
environment and explores the evolution from manual to computerized accounting systems. 

Part 1: How to Enter Journal Entries in Special Journals 
Special journals are designed to record high-volume, repetitive transactions. Using them 
replaces the need to record every detail in the General Journal, saving time and reducing 
ledger clutter. 

Understanding the Column Headings 
Before viewing the journals, it is important to understand the standard architecture of a 
manual journal page: 

●​ Date: Transaction or source document date. 
●​ Account: Subsidiary or General Ledger account affected. 
●​ Inv/Chk No: Source document reference for the audit trail. 
●​ PR (Post Ref): Initially blank. Mark with account number or (✓) once posted. 
●​ Special Columns: For repetitive transactions; only totals are posted monthly. 
●​ Other: For infrequent transactions posted individually. 

1. Sales Journal (SJ) 
Purpose: Record all merchandise sales made on credit. 

Date Account 
Debited 

Inv. No PR A/R Dr. / Sales 
Cr. 

Oct 01 ABC Corp 101 110 $1,200 

Oct 05 XYZ Ltd 102 112 $850 

Oct 12 Delta Inc. 103 115 $2,400 

Oct 18 Alpha Services 104 118 $1,100 

Oct 25 Omega Group 105 120 $900 

Oct 28 Smith & Co. 106 122 $550 



Total    $7,000 

2. Purchases Journal (PJ) 
Purpose: Record all merchandise/supplies purchases made on credit. 

Date Account 
Credited 

Inv. Date PR Purch. Dr / 
A/P Cr 

Oct 03 Global 
Supplies 

Sep 30 201 $500 

Oct 08 Tech Solutions Oct 07 205 $1,100 

Oct 15 Prime 
Inventory 

Oct 14 210 $3,200 

Oct 19 National Tools Oct 18 215 $750 

Oct 22 Office Depot Oct 20 220 $150 

Oct 29 Vertex 
Wholesalers 

Oct 27 225 $2,300 

Total    $8,000 

3. Cash Receipts Journal (CRJ) 
Purpose: Record all cash coming into the business. 

Date Accoun
t 
Credite
d 

PR Cash(D
r) 

S.Disc(
Dr) 

A/R(Cr
) 

Sales(
Cr) 

Other(
Cr) 

Oct 10 Cash 
Sales 

✓ $400   $400  

Oct 12 ABC 
Corp 
(Inv 

✓ $1,176 $24 $1,200   



101) 

Oct 15 Nationa
l Bank 
Loan 

250 $5,000    $5,000 

Oct 20 XYZ Ltd 
(Inv 
102) 

✓ $850  $850   

Oct 22 Cash 
Sales 

✓ $620   $620  

Oct 30 Delta 
Inc. (Inv 
103) 

✓ $2,352 $48 $2,400   

Total   $10,39
8 

$72 $4,450 $1,020 $5,000 

4. Cash Disbursements Journal (CDJ) 
Purpose: Record all cash going out of the business. 

Date Chk Accoun
t 
Debite
d 

PR Cash(C
r) 

P.Disc(
Cr) 

A/P(Dr) Other(
Dr) 

Oct 02 501 Rent 
Expens
e 

610 $1,000   $1,000 

Oct 14 502 Global 
Supplie
s 

✓ $490 $10 $500  

Oct 20 503 Utilities 
Exp 

620 $150   $150 

Oct 25 504 Tech 
Solutio

✓ $1,100  $1,100  



ns 

Oct 27 505 Drawin
gs 
(Owner
) 

301 $500   $500 

Oct 31 506 Office 
Depot 

✓ $150  $150  

Total    $3,390 $10 $1,750 $1,650 

5. General Journal (GJ) 
Purpose: Record miscellaneous items like adjustments or returns. 

Date Account / 
Explanation 

PR Debit Credit 

Oct 04 Office 
Equipment 

150 $3,000  

 A/P—Tech 
Corp 

201  $3,000 

 (Copier on 
account) 

   

Oct 15 Sales Ret. & 
Allow. 

410 $100  

 A/R—ABC 
Corp 

110  $100 

 (Return of 
goods) 

   

Oct 31 Depreciation 
Exp. 

650 $200  

 Accum. Depr. 155  $200 

 (Adjusting    



entry) 

Part 2: Manual vs. Computerized Systems 
Feature Manual System Computerized System 

Data Entry Entered multiple times. Entered once; 
auto-updates. 

Errors Common; hard to find. Built-in validation/accuracy. 

Journals Special journals essential. Modules & database tags. 

Speed Labor intensive. Instantaneous reporting. 

Why Computerized Systems Don't Use Special Journals 
In a manual system, special journals are a physical necessity to keep the General Ledger 
manageable. In a computerized system (like QuickBooks or SAP), the concept is replaced by: 

1.​ Relational Databases: Transactions are stored in one table and "tagged" as an Invoice, 
Payment, or Bill. 

2.​ Transaction Modules: Specialized screens (e.g., "Invoicing") handle the data entry. 
3.​ Instant Posting: Computers post in real-time. 
4.​ General Journal Role: Becomes a tool for manual adjusting entries or non-standard 

transactions. 

Summary of Workflow Change 
●​ Manual: Transactions flows to Special Journal  and the  Monthly Totals flow  

(post) to the General Ledger.  
●​ Computerized: Transactions flow (input) to Databases and are the General Ledger is 

Automatically Updated.

 
 



Journal entries using special journals are recorded by first deciding which type of frequent

transaction you have (sales on credit, purchases on credit, cash received, or cash paid) and

then entering it in that specific journal instead of the general journal. Each special journal has

standard debit and credit columns that you fill in, and only unusual or adjusting items go to the

general journal.

Most manual accounting systems use four main special journals.

Sales journal: For all sales made on credit (debit Accounts Receivable, credit Sales, plus

Sales Tax Payable if applicable).

Purchases journal: For all purchases on credit of inventory or other goods/services (debit

Purchases or Inventory, credit Accounts Payable).

Cash receipts journal: For any transaction in which cash is received, even if only part of the

transaction is cash (always debit Cash, credit the source such as Sales or Accounts

Receivable).

Cash disbursements (cash payments) journal: For any transaction where cash is paid out

(always credit Cash, debit the appropriate expense, asset, or liability).

When you have a transaction, you follow the same basic steps before deciding which journal to

use.

Identify which accounts are affected and whether they are debited or credited, using normal

debit/credit rules.

Decide if the transaction fits one of the four high‑volume categories; if yes, record it in that

special journal, otherwise use the general journal.

Write the date, reference number (document or invoice), relevant debits and credits in the

correct columns, and a brief description.

How to enter Journals entries using special
journals

[1] [2]

What special journals are

[2] [1]

[1] [2]

[1]

[3] [1]

[2] [1]

General steps to enter a transaction

[4] [5]

[4]

[2] [1]

[6] [4]



Each special journal has its own pattern for entering journal entries.

Sales journal: Enter date, customer, invoice number, and the total credit sale; the journal is

set up so Accounts Receivable is automatically debited and Sales is credited, often with a

separate column for sales tax.

Purchases journal: Enter date, supplier, invoice number, and amount; the format debits

Purchases/Inventory and credits Accounts Payable for each entry.

Cash receipts journal: For every receipt, debit Cash and credit the source (Sales, Accounts

Receivable, loan, etc.), with separate columns for common credit accounts and an “other”

column.

Cash disbursements journal: For each payment, credit Cash and debit the main reason for

the payment (expenses, inventory, payable, etc.), again using standard and “other”

columns.

Special journals simplify posting to the general ledger by using daily entries but periodic totals.

Individual Accounts Receivable and Accounts Payable postings usually go daily to customer

and supplier subledgers, using the information from the sales and purchases journals.

At the end of the period, column totals from each special journal are posted to the relevant

general ledger control accounts (for example, total credit sales to Sales, total cash received

to Cash).

Even with special journals, some entries must still go into the general journal.

Transactions that do not involve frequent categories, such as correcting entries, adjusting

entries (depreciation, accruals, prepayments), and closing entries.

Unusual or complex transactions that do not fit neatly into sales, purchases, cash receipts,

or cash payments patterns.

If you say which system or textbook you are using (for example, specific column layouts), a brief

example can be tailored to match that format.

⁂
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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 
●​ Source Documents: The process begins with a physical document (invoice, receipt, or 

check stub). 
●​ 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). 
○​ Example: Buying a  $500 computer for cash requires writing  Debit: Equipment  

$500 and  Credit: Cash  $500.  
●​ 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. 

●​ 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 
●​ High Error Margin: Transposition errors (writing  $520 instead of  $250) are  

common and difficult to trace. 
●​ Redundancy: Data is written and posted multiple times - Journals - Ledgers  

- Financial Statement, increasing the chance of inconsistency. 
●​ 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 
Feature Manual System Computerized (Modular) 

System 

Data Entry Slow, physical handwriting 
in books 

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 
month-end) 

Real-time and available 
on-demand 

Audit Trail Difficult to trace physical 
documents 

Automatic digital trail of all 
changes 

 



Debits and credits follow the same rules in both manual and computerized bookkeeping; the

main difference is how they are recorded and checked, not what they mean.

Every transaction uses double-entry: at least one debit and one credit, and total debits

must equal total credits.

Debits increase assets and expenses, and decrease liabilities, equity, and revenue.

Credits increase liabilities, equity, and revenue, and decrease assets and expenses.

Transactions are written by hand in books (journals and ledgers), with debits in the left

column and credits in the right column for each account.

The bookkeeper:

Writes a journal entry: date, accounts, debit amounts, credit amounts.

Posts amounts from journals to individual account T-accounts in the ledger (debit

side/left, credit side/right).

Adds up each column and manually checks that total debits equal total credits, often

using a trial balance.

The user chooses the accounts and enters each transaction once; the software

automatically creates the underlying debit and credit entries and posts them to the correct

ledgers.

The system:

Enforces equality of total debits and credits for each transaction and for the whole

ledger, preventing out-of-balance entries.

Updates all related reports (general ledger, trial balance, financial statements) instantly,

so the user rarely sees T‑accounts even though the software is still applying the same

debit/credit rules.

how debits and credits are used in a manual
bookkeeping system and how they are used using
a computerized bookkeeping system
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Core debit/credit rules
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[4] [2]
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In a manual bookkeeping system
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In a computerized bookkeeping system
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Same double-entry logic: every transaction affects at least two accounts, with debits on

accounts that are increasing (for assets/expenses) or decreasing (for

liabilities/equity/revenue), and credits doing the opposite.

Same end products: both systems ultimately produce a general ledger, trial balance, and

financial statements based on the accumulated debits and credits.

Aspect Manual system Computerized system

Data entry Handwritten in journals and ledgers. Entered once in forms/screens; system builds

entries.

Debit/credit

layout

Clearly visible left (debit) / right (credit)

columns.

Often hidden behind forms; shown in reports

if needed.

Error checking
Done by manual addition and trial

balances.

Automatic checks keep debits and credits in

balance.

Posting to

ledgers
Separate step: journal → ledger. Automatic posting to all affected ledgers.

Speed and

reporting
Slower; reports prepared periodically. Instant updates and on-demand reports.
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Accounting Procedures: Posting Special 
Journals to Ledgers 
This guide provides comprehensive instructions for recording transactions in special journals 
and posting them to the General Ledger (GL) and Subsidiary Ledgers. 

1. Overview of Special Journals 
Special journals are used to record frequent, repetitive transactions of the same type. The 
four most common are: 

1.​ Sales Journal: All sales of merchandise on account. 
2.​ Purchases Journal: All purchases of merchandise/supplies on account. 
3.​ Cash Receipts Journal: All cash received by the business. 
4.​ Cash Payments Journal: All cash paid out by the business. 

2. Posting Instructions 
A. Posting to Subsidiary Ledgers (Daily) 
Subsidiary ledgers (Accounts Receivable and Accounts Payable) provide detail for individual 
customers and creditors. 

1.​ Identify the Account: Locate the specific customer or creditor name in the journal 
entry. 

2.​ Update the Individual Account: Post the amount to the individual’s account in the 
subsidiary ledger. 

3.​ Checkmark (✓): Place a checkmark in the "Post Ref" column of the special journal to 
indicate the individual detail has been posted. 

4.​ Frequency: This must be done daily to ensure credit limits and balances are current. 

B. Posting to the General Ledger (End of Period) 
1.​ Total the Columns: At the end of the month (or period), sum all columns in the special 

journal. 
2.​ Verify Equality: Ensure that Total Debits = Total Credits within the journal 

(Cross-footing). 
3.​ Post Totals to GL: 

○​ Post the total of columns like "Accounts Receivable Dr." or "Sales Cr." to their 
respective General Ledger accounts. 

○​ Note the GL account number under the total in the journal (e.g., (110)). 
4.​ Post "Other" Items: If a journal has an "Other Accounts" column, these items must be 

posted individually to the GL, as they represent various accounts rather than a single 
category. 



3. Manual vs. Computerized Systems 
Feature Manual System Computerized System 

Data Entry Transactions are 
handwritten in journals. 

Data is typed into 
electronic forms/modules. 

Posting Human effort required to 
transfer data from journals 
to ledgers. 

Automatic. Posting to GL 
and Subsidiary ledgers 
happens instantly or via 
"batch." 

Accuracy Prone to human error 
(transposition, calculation). 

High accuracy; software 
prevents unbalanced 
entries. 

Speed Time-consuming; requires 
physical ledger books. 

Instantaneous reporting 
and real-time balance 
updates. 

Audit Trail Paper trail of signatures 
and physical page 
references. 

Digital logs tracking user 
IDs, timestamps, and entry 
sources. 

4. Monthly Illustrative Examples 
Example 1: Sales Journal (S1) - January 202X 
This journal records all sales made on credit. 

Date Account 
Debited 

Invoice No. Post Ref. Amount (AR 
Dr / Sales Cr) 

Jan 02 Art Co. 101 ✓ $500.00 

Jan 08 Z-Tech Inc. 102 ✓ $1,200.00 

Jan 15 Art Co. 103 ✓ $300.00 

Jan 22 Byte Design 104 ✓ $850.00 

Jan 29 Z-Tech Inc. 105 ✓ $400.00 



TOTAL    $3,250.00 

    (110) / (401) 

Example 2: Cash Receipts Journal (CR1) - January 202X 
This journal records all incoming cash, including collections from customers and other 
sources. 

Date Account 
Credited 

Post Ref Cash Dr. Sales 
Disc. Dr. 

AR Cr. Other 
Cr. 

Jan 11 Art Co. 
(Inv 101) 

✓ $490.00 $10.00 $500.00  

Jan 18 Z-Tech 
(Inv 102) 

✓ $1,176.00 $24.00 $1,200.0
0 

 

Jan 25 Owner 
Investme
nt 

301 $5,000.0
0 

  $5,000.0
0 

Jan 30 Art Co. 
(Inv 103) 

✓ $300.00  $300.00  

TOTAL   $6,966.0
0 

$34.00 $2,000.
00 

$5,000.
00 

   (101) (405) (110) (X) 

5. Subsidiary Ledger Illustration 
The following shows how the Accounts Receivable Subsidiary Ledger for "Art Co." would 
look after the above transactions are posted daily. 

Customer: Art Co. 

Date Explanatio
n 

Post Ref Debit Credit Balance 

Jan 01 Opening    $0.00 



Balance 

Jan 02 Invoice 
#101 

S1 $500.00  $500.00 

Jan 11 Payment 
Rec'd 

CR1  $500.00 $0.00 

Jan 15 Invoice 
#103 

S1 $300.00  $300.00 

Jan 30 Payment 
Rec'd 

CR1  $300.00 $0.00 

Customer: Z-Tech Inc. 

Date Explanatio
n 

Post Ref Debit Credit Balance 

Jan 08 Invoice 
#102 

S1 $1,200.00  $1,200.00 

Jan 18 Payment 
Rec'd 

CR1  $1,200.00 $0.00 

Jan 29 Invoice 
#105 

S1 $400.00  $400.00 

6. Best Practices 
1.​ Cross-Footing: Always add columns horizontally and vertically before posting totals. 
2.​ Post Ref Usage: Never leave the Post Ref column blank. Use it to track exactly where a 

number went. 
3.​ Reconciliation: At the end of the month, ensure the total of all individual balances in the 

Subsidiary Ledger equals the balance of the Accounts Receivable Control account in the 
General Ledger. 



Special journals are posted to the general ledger by transferring either individual entries or

end‑of‑period column totals into the relevant control accounts, while detailed customer or

supplier entries go into subsidiary ledgers; computerized systems automate these postings,

reduce errors, and update all ledgers instantly. This automation makes reporting faster and more

accurate than manual bookkeeping.

Special journals (sales, cash receipts, purchases, cash payments) group similar, high‑volume
transactions to simplify posting and reduce writing the same account titles repeatedly.

The general ledger then carries only summary information (via control accounts), while

subsidiary ledgers hold the detailed balances for customers, vendors, or inventory items.

Manual posting from special journals usually happens daily for exceptions and monthly for totals.

Identify columns to post individually:

Credits to Accounts Receivable in the sales journal total to the Accounts Receivable

control account in the general ledger.

Credits to Sales Revenue, debits to Inventory and Cost of Goods Sold, or other column

totals are posted to their respective general ledger accounts.

For each posting:

Record date, journal name/page, and amount in the general ledger account (T‑account
or running balance format).

Place the general ledger account number or reference back in the journal column to

show it has been posted.

how to post special journals to the general ledger
and subsidiary ledger and why using
computerized bookkeeping simplifies the process
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Subsidiary ledgers provide the detailed breakdown that supports a single control account in the

general ledger.

For accounts receivable:

Each credit sale is posted from the sales journal to the individual customer’s account

(e.g., “Customer A”) in the accounts receivable subsidiary ledger.

At period end, the total of all customer balances must equal the Accounts Receivable

control account balance in the general ledger.

For accounts payable and other subledgers:

Each purchase on credit is posted from the purchases journal to the individual vendor’s

account in the accounts payable ledger.

The sum of vendor balances equals the Accounts Payable control account in the

general ledger.

Computerized accounting systems remove most manual posting steps by updating ledgers

automatically once a transaction is entered.

Automatic simultaneous posting:

Entering a sale updates the sales journal view, the Accounts Receivable control account

in the general ledger, and the specific customer’s subsidiary ledger at the same time.

This eliminates end‑of‑month posting of special journal totals and speeds up access to

current balances.

Speed, accuracy, and reporting:

Systems automate calculations, reduce arithmetic errors, and provide built‑in checks

that debits equal credits before posting.

Real‑time general ledger and subsidiary ledger balances allow instant financial

statements and detailed reports without re‑entering data.
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Comprehensive Guide to Bookkeeping 
Adjusting Entries 
1. Why Adjusting Entries Are Necessary 
Adjusting entries are required under the Accrual Basis of Accounting. They serve two 
primary GAAP (Generally Accepted Accounting Principles) rules: 

●​ The Revenue Recognition Principle: Revenue should be recorded in the period it is 
earned, regardless of when the cash is received. 

●​ The Matching Principle: Expenses should be recorded in the same period as the 
revenues they helped generate. 

Without these entries, your Profit & Loss statement might look artificially "profitable" because 
you haven't recorded unpaid bills, or artificially "poor" because you haven't recorded work 
finished but not yet billed. 

2. Common Types of Adjusting Entries 
A. Accrued Expenses (Incurred but not yet paid) 
These are costs you have already "used up" but haven't received a bill for or paid yet. 

●​ Common examples: Utilities used but not billed, employee wages earned at the end of 
the month but paid in the next. 

B. Accrued Revenues (Earned but not yet billed) 
This is income you have earned by providing a service or product, but you haven't sent the 
invoice yet. 

●​ Common examples: A consulting project completed on the 30th of the month that will be 
invoiced on the 5th of the next month. 

C. Deferred Expenses (Prepaid Expenses) 
These occur when you pay for something in advance. The adjustment "moves" the portion 
used from the Balance Sheet (Asset) to the Income Statement (Expense). 

●​ Common examples: Prepaid insurance, rent paid in advance, office supplies on hand. 

D. Deferred Revenues (Unearned Revenues) 
When a customer pays you upfront for work you haven't done yet, you have a liability. The 
adjustment records the portion of work you actually finished. 

●​ Common examples: Retainer fees, annual subscription payments, gift cards. 



E. Non-Cash Estimates (Depreciation & Bad Debt) 
These record the "wear and tear" on assets or the likelihood that some customers won't pay 
their bills. 

3. Practical Examples & Journal Entries 
Example 1: Accrued Wages 
Scenario: Employees earned $2,000 in wages during the last week of December, but payday 
isn't until January 5th. 

●​ Debit: Wages Expense  $2,000
 

 
● ​ C r e d i t :  W a g e s  P a y a b l e  ( $ 2 , 0 0 0 ) 
●​ Impact: Corrects the December profit by recognizing the labor cost. 

Example 2: Prepaid Insurance 
Scenario: You paid $1,200 for a 12-month insurance policy on Dec 1st. On Dec 31st, you have 
"used" one month ($100). 

●​ Debit: Insurance Expense $100
 

 
● ​ C r e d i t :  P r e p a i d  I n s u r a n c e  ( $ 1 0 0 )
 

 
● ​ I m p a c t :  R e d u c e s  t h e  a s s e t  ( P r e p a i d 
 Insurance) and records the actual cost for the

 
month. 

Example 3: Unearned Revenue 
Scenario: A client paid you $3,000 in advance for a 3-month project. At month-end, you have 
completed the first month of work ($1,000). 

●​ Debit: Unearned Revenue  $1,000  
●​ Credit: Service Revenue ($1,000) 
●​ Impact: Reduces the liability (work owed) and records the earned income. 

Example 4: Depreciation 
Scenario: You bought equipment for $12,000. It is expected to last 5 years ($2,400/year, or 
$200/month). 

●​ Debit: Depreciation Expense  $200  
●​ Credit: Accumulated Depreciation ($200) 
●​ Impact: Recognizes the cost of using the equipment without reducing the original 

"Equipment" asset account directly. 



Adjusting entries are special bookkeeping journal entries made at the end of an accounting

period to update account balances so they follow accrual accounting rules like the matching

principle and revenue recognition. They ensure revenues and expenses show up in the correct

period, and that assets and liabilities are stated at accurate amounts before financial statements

are prepared.

Adjusting entries are end‑of‑period journal entries that update previously recorded balances

so the accounts reflect all income earned and expenses incurred for that period.

They do not usually record new external transactions; instead they fine‑tune the books so

financial statements are accurate and complete under accrual accounting.

Under accrual accounting, revenues are recognized when earned and expenses when

incurred, not when cash moves, and adjusting entries are what make this happen in the

ledger.

Without them, some revenues or expenses would be missing or in the wrong period, causing

misstated profit, assets, and liabilities and unreliable financial statements.

Most adjusting entries fall into these categories.

Accrued revenues: Revenue earned but not yet billed or collected (e.g., work done in

December invoiced in January), so debit a receivable and credit revenue.

Accrued expenses: Expenses incurred but not yet paid or recorded (e.g., wages owed at

month‑end), so debit expense and credit a payable or accrued liability.

Prepaid expenses (deferrals): Cash paid in advance (rent, insurance) first recorded as an

asset, then adjusted to expense as time passes.

Unearned (deferred) revenues: Cash received before earning it (subscriptions, deposits)

first recorded as a liability, then adjusted to revenue as the service is provided.

Depreciation and other estimates: Periodic allocation of long‑term asset cost, or estimates

like bad debts or inventory reserves, adjusting expenses and related contra‑accounts.

discuss and explain bookkeeping adjusting entries
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Adjusting entries are recorded after regular daily entries and after preparing the unadjusted

trial balance, but before preparing the adjusted trial balance and financial statements.

Each adjusting entry affects at least one income statement account (revenue or expense)

and one balance sheet account (asset, liability, or equity), so period profit and ending

balances both become accurate.

Review accounts that commonly need adjustment—receivables, payables, prepaid items,

unearned revenue, fixed assets, and estimates—at the end of each period.

Document the reason, calculation, and support for each adjustment and, in a business

setting, have another person review significant entries to reduce errors or fraud risk.
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Preparing Financial Statements: Manual 
vs. Computerized Systems 
Financial statements are the "end products" of the bookkeeping process. They communicate 
the financial health of an entity to stakeholders like owners, investors, and creditors. 

1. The Foundational Data: General Ledger and Trial 
Balance 
Before financial statements can be prepared, the data must be organized and verified. This is 
where the General Ledger and the Trial Balance come into play. 

The General Ledger (The "Book of Final Entry") 
The General Ledger is a complete record of all financial transactions. In a manual system, it 
consists of individual "T-accounts" or pages for every account. 

●​ Manual Role: Bookkeepers manually "post" entries from the journal to the ledger and 
calculate the "ending balance" for every account. 

●​ Computerized Role: The ledger is updated in real-time. Saving a transaction 
automatically adjusts the balances of all affected accounts. 

The Trial Balance (The Accuracy Check) 
The Trial Balance is a worksheet listing all ending balances to ensure total debits equal total 
credits. 

●​ Manual Role: It serves as the "raw material" for reports. If it doesn't balance, the 
bookkeeper must hunt for errors before proceeding. 

●​ Computerized Role: Software performs this check constantly, pulling current balances 
directly into reports. 

2. Sample Financial Statements (The Interconnected 
Flow) 
Below is a simplified example of a service business, "Pixel Design," for the month ended 
December 31, 202X. Notice how the highlighted figures flow between reports. 

I. Income Statement 

Revenue/Expense Amount 



Service Revenue $10,000 

Less Expenses:  

Rent Expense ($2,000) 

Utilities Expense ($500) 

Net Income $7,500 

II. Statement of Owner's Equity 

Description Amount 

Beginning Capital (Dec 1) $20,000 

Add: Net Income (from above) $7,500 

Less: Owner Withdrawals ($1,000) 

Ending Capital (Dec 31) $26,500 

III. Balance Sheet 

Assets Amount Liabilities & 
Equity 

Amount 

Cash $15,000 Accounts Payable $3,500 

Accounts 
Receivable 

$5,000 Notes Payable $5,000 

Equipment $15,000 Owner's Capital 
(from above) 

$26,500 

Total Assets $35,000 Total Liabilities & 
Equity 

$35,000 

IV. Statement of Cash Flows 



Activity Amount 

Net Cash from Operating Activities $8,000 

Net Cash from Investing Activities ($5,000) 

Net Cash from Financing Activities ($1,000) 

Net Increase in Cash $2,000 

Cash at Beginning of Period $13,000 

Cash at End of Period $15,000 

3. Order of Preparation and Interrelationships 
In a manual system, the order of preparation is strict because the statements are 
mathematically dependent on one another. 

1.​ Income Statement (The Starting Point): Calculates Net Income. 
2.​ Statement of Owner’s Equity (The Bridge): Uses Net Income to calculate the new 

Ending Capital. 
3.​ Balance Sheet (The Destination): Uses Ending Capital to balance the accounting 

equation. 
4.​ Statement of Cash Flows (The Reconciler): Reconciles the net income and balance 

sheet changes to show the final Cash position (which must match the Cash amount on 
the Balance Sheet). 

4. How Computerized Systems Simplify the Process 
Feature Manual Bookkeeping Computerized 

Bookkeeping 

Data Entry Recorded by hand in 
journals and posted to 
ledgers. 

Data is entered once; all 
ledgers update 
automatically. 

Calculations Done via calculator; high 
risk of math errors. 

$100\%$ accurate based 
on inputs. 

Interrelation Information must be 
manually transferred 

Information flows 
automatically between all 



between reports. modules. 

Trial Balance Manually compiled to 
check for errors. 

Generated instantly; 
system prevents many 
out-of-balance errors. 

Reporting Speed Can take days or weeks 
after the period ends. 

Real-time; statements 
generated with one click. 

5. The "Garbage In, Garbage Out" Rule 
Despite the advantages of computers, both systems rely on the Accuracy of Entry. If a 
$1,000 expense is accidentally recorded as a $100 expense, both systems will produce 
incorrect reports. The computer simplifies the flow and arithmetic, but the bookkeeper 
ensures the integrity of the data. 



Financial statements are prepared in both systems by recording, classifying, and summarizing

transactions into reports like the income statement, balance sheet, and cash flow statement, but

the specific steps and tools differ significantly between manual and computerized bookkeeping.

In a manual system, each stage (journals, ledgers, trial balance, statements) is done by hand,

while in a computerized system most of those steps are automated once transactions are

entered.

In a manual system, all records are kept on paper in books such as journals and ledgers, and

calculations are done by hand or with a basic calculator. The information from these books is

then summarized to prepare the financial statements at the end of the period.

Key steps typically include:

Identifying transactions using source documents such as invoices, receipts, and bank

statements.

Recording entries in books of original entry (general journal and special journals like sales,

purchases, cash receipts, and cash payments).

Posting from journals to ledger accounts to classify transactions by account (cash, accounts

receivable, revenue, etc.).

Preparing a trial balance by listing all ledger balances and checking that total debits equal

total credits.

Making adjusting entries for items such as accruals, deferrals, depreciation, and corrections,

and updating the ledger and trial balance.

Preparing the income statement by manually totaling revenue and expense accounts from

the ledger and calculating net income or loss.

Preparing the statement of changes in equity by starting with opening equity, adding net

income, subtracting drawings/dividends, and getting closing equity.

Preparing the balance sheet by listing assets, liabilities, and equity at period-end, ensuring it

balances (assets = liabilities + equity).

Optionally preparing a cash flow statement by analyzing cash-related transactions and

reconciling opening and closing cash balances.

discuss how to prepare financial statements using
a manual bookkeeping system and a computerized
bookkeeping system
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In a computerized system, transactions are entered into accounting software via input screens,

and the system updates journals, ledgers, and account balances in a database automatically.

Once the data is entered correctly, financial statements can be generated on demand without

manually preparing a separate trial balance or posting routine.

Typical steps are:

Setting up the system: creating the chart of accounts, opening balances for asset, liability,

and equity accounts, and basic company information.

Entering transactions (sales, purchases, receipts, payments, payroll, etc.) into the system;

each entry is posted to all relevant accounts in real time.

Letting the system automatically classify, summarize, and update journals and ledgers, and

maintain running balances for each account.

Running built-in reports such as trial balance, income statement, balance sheet, and cash

flow statement at any time (daily, monthly, or on demand).

Entering period-end adjustments (for depreciation, accruals, etc.) as journal entries so the

software updates all related accounts and reports.

Exporting or printing financial statements in standardized formats, sometimes with

comparative periods and ratios.

Both approaches aim to produce the same basic reports, but they differ in speed, error risk, and

timing of information.

Aspect Manual bookkeeping Computerized bookkeeping

Recording method Handwritten in journals and ledgers. 
Entered into software screens and stored

in a database. 

Posting &

classification

Posting from journals to ledgers done by

hand. 

System updates ledgers automatically

with each entry. 

Trial balance Prepared manually from ledger balances. Generated instantly as a report. 

Financial

statements

Manually totaled and compiled each

period. 

Generated on demand; formatting

pre‑built. 

Speed & timeliness
Slow and usually done monthly or less

frequently. 
Fast, supports real-time information. 

Error risk
Higher due to repeated manual

calculations and postings. 

Lower for arithmetic; checks and balances

are built in. 

Computerized bookkeeping process
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Comparison of manual vs computerized preparation
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For manual bookkeeping, a business benefits from using clearly structured journals and ledgers,

reconciling bank statements monthly, and following a consistent closing routine to reduce errors.

For computerized bookkeeping, it is especially important to set up the chart of accounts

correctly, control user access, and regularly back up data while reviewing system-generated

reports for reasonableness.
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How to Read and Understand the 4 
Financial Statements 
Financial statements are the "report cards" of a business. To get the full picture, you must 
understand how these four documents work individually and how they link together. 

1. The Balance Sheet (The Snapshot) 
Purpose: Shows what a company owns and owes at a specific point in time. 

The Formula: 
Assets = Liabilities + Shareholders' Equity  

●​ Assets: Resources the company owns (Cash, Inventory, Property, Patents). 
●​ Liabilities: Debts the company owes (Bank loans, Accounts payable, Taxes). 
●​ Shareholders' Equity: The "book value" of the company. It is what’s left for the owners if 

all assets were sold and all debts paid. 

What to look for: - Liquidity: Does the company have enough cash and "current assets" to 
pay off its "current liabilities" (debts due within a year)? 

●​ Debt Levels: Is the company heavily burdened by long-term debt compared to its 
equity? 

2. The Income Statement (The Movie) 
Purpose: Shows the company’s profitability over a period of time (e.g., a quarter or a year). 
It is often called the "Profit and Loss" (P&L) statement. 

The Structure: 
1.​ Revenue (The Top Line): Total money brought in from sales. 
2.​ Cost of Goods Sold (COGS): Direct costs of producing the products sold. 
3.​ Gross Profit: Revenue minus COGS. 
4.​ Operating Expenses: Costs of running the business (Rent, Salaries, Marketing). 
5.​ Net Income (The Bottom Line): The final profit after all expenses, interest, and taxes 

are paid. 

What to look for: 

●​ Margins: Is Gross Profit high enough to cover operating costs? 
●​ Trend: Is Net Income growing over time, or are expenses eating up all the revenue? 

3. The Cash Flow Statement (The Reality Check) 
Purpose: Tracks the actual movement of cash in and out. Because of "accrual accounting," a 



company can show a profit on the Income Statement but actually be running out of physical 
cash. 

The Three Sections: 
●​ Operating Activities: Cash generated from the core business. (This should ideally be 

positive). 
●​ Investing Activities: Cash spent on long-term assets (buying equipment) or received 

from selling them. 
●​ Financing Activities: Cash from issuing stock, taking out loans, or paying dividends to 

shareholders. 

What to look for: 

●​ Cash vs. Profit: If Net Income is high but Operating Cash Flow is negative, the company 
might be struggling to collect money from customers. 

4. Statement of Shareholders’ Equity (The Bridge) 
Purpose: Details the changes in the owners' stake in the company over a period. 

Key Components: 
●​ Common Stock: Value received from selling shares. 
●​ Retained Earnings: The portion of Net Income that was not paid out as dividends but 

kept to reinvest in the business. 
●​ Dividends: Cash returned to shareholders. 

What to look for: 

●​ Reinvestment: Is the company keeping its profits to grow (high retained earnings), or is 
it paying most of it out to shareholders? 

How They Connect (The "Flow") 
Understanding the relationship between these statements is the key to advanced analysis: 

1.​ Income Statement flows into the Equity Statement: The Net Income from the Income 
Statement flows into the Retained Earnings section of the Equity Statement. 

2.​ Equity Statement flows into the   Balance Sheet: The ending balance of Shareholders' 
Equity moves to the Equity section of the Balance Sheet. 

3.​ Cash Flow flows into the Balance Sheet: The "Net Change in Cash" at the bottom of the 
Cash Flow Statement must match the change in the Cash line item on the Balance Sheet 
between two periods. 

Summary Table 



Statement Primary Question Focus 

Balance Sheet What is the company's 
value today? 

Financial Position 

Income Statement Did the company make a 
profit? 

Operational Performance 

Cash Flow Where did the money come 
from/go? 

Liquidity 

Equity Statement How did owner value 
change? 

Ownership Interest 

 



Financial statements are standardized reports that show what a business owns and owes, how

much it earns and spends, and how cash moves in and out of the organization over time. To read

them well, focus on the relationships between the main statements rather than looking at any

single number in isolation.

Balance sheet: Shows assets, liabilities, and equity at a specific date; it answers “What do

we own, what do we owe, and what is the owners’ claim today?”. The basic relationship is

Assets = Liabilities + Equity.

Income statement: Shows revenue, expenses, and profit over a period; it answers “Did we

make money this period, and from what activities?”.

Cash flow statement: Reconciles beginning and ending cash, showing cash from operating,

investing, and financing activities; it answers “Where did the cash actually come from and

go to?”.

Statement of owners’/shareholders’ equity: Explains how equity changed due to profits,

losses, dividends, and new capital; it answers “Why did the owners’ claim on the business

go up or down?”.

Start with the income statement: look at revenue trends, major expense categories, and

whether net income is growing or shrinking over time. Pay special attention to gross profit

(revenue minus cost of goods sold) and operating income (profit from core operations

before interest and taxes).

Move to the balance sheet: compare current assets to current liabilities to gauge short‑term
liquidity, then examine total debt and equity to understand leverage and capital structure.

Check whether assets are growing in a way that is supported by sustainable financing

rather than excessive debt.

Review the cash flow statement: confirm that the company generates positive cash from

operations, then see how much is being spent on investments (like equipment) and how

financing (debt issued/paid, dividends, share buybacks) is affecting cash. Persistent

negative operating cash flow alongside reported profits is a warning sign that earnings may

be low quality.

discuss how to read and understand financial
statements

[1] [2] [3]

The four key statements

[2] [3]

[4] [1]

[3] [2]

[5] [3]

How to approach them step by step

[6] [1] [4]

[1] [2] [6]

[7] [2]



Liquidity: The current ratio (current assets ÷ current liabilities) shows ability to meet

short‑term obligations; values well below 1 suggest potential cash stress. The quick ratio

refines this by excluding inventory from current assets to focus on the most liquid resources.

Leverage: Debt‑to‑equity (total liabilities ÷ shareholders’ equity) shows how much the

business relies on borrowed money; higher values mean higher financial risk. Interest

coverage (operating income ÷ interest expense) indicates how easily the firm can service its

debt from operating profit.

Profitability: Net profit margin (net income ÷ revenue) shows how much of each sales dollar

turns into profit. Return on equity (net income ÷ average equity) indicates how efficiently the

company uses owners’ capital to generate profits.

Check that net income from the income statement ties into the equity statement (through

retained earnings) and the cash flow statement (as the starting point for operating cash

flow). Reconciliations help confirm that profits reported on an accrual basis are reasonably

supported by cash generation.

Use trends across periods rather than single‑year snapshots: look for consistent growth in

revenue, stable or improving margins, manageable leverage, and positive, growing

operating cash flow. Comparing these patterns to industry norms makes it easier to judge

whether performance is strong or weak.

Read the notes and management discussion: they explain accounting policies, one‑time
items, and risks that can change how numbers should be interpreted. Unusual gains or

losses, changes in estimates, or new debt terms often show up here first.

Focus on material items and big changes, not every line: identify the few drivers that move

revenue, expenses, assets, and debt the most, then track how management’s decisions

show up in those lines over time. Building a simple checklist (profitability, liquidity, leverage,

cash flow quality) can make each review more consistent.

⁂
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Inventory System Setup: Manual vs. 
Computerized 
This guide explains the distinct workflows and documentation required to implement both 
traditional manual systems and modern computerized inventory systems. 

1. The Manual Inventory System 
A manual system relies on physical documents, handwritten ledgers, or standalone 
spreadsheets. It is cost-effective for small businesses but labor-intensive. 

Essential Steps for Setup 
1.​ Define Item Identifiers: Assign unique names, descriptions, and SKU (Stock Keeping 

Unit) numbers to every item. 
2.​ Organize Storage Space: Clearly label shelves, bins, and aisles. If a space can hold an 

item, it must have a designated name in your records. 
3.​ Establish a Baseline Count: Conduct a comprehensive physical count of all items on 

hand before starting the ledger. 
4.​ Create Documentation Standard: Design the forms (Bin Cards, Stock Ledgers) that 

staff will use to record every movement of goods. 

Essential Manual Records 
●​ Stock Ledger (Master Record): A book or spreadsheet listing all items, their 

descriptions, and current balances. 
●​ Bin Cards: A card physically attached to the shelf or bin where the item is stored. It 

records every "In" and "Out" for that specific location. 
●​ Purchase Orders (PO): Carbon-copy forms sent to suppliers to request goods. 
●​ Goods Received Notes (GRN): A record filled out when a shipment arrives to verify 

quantity and quality against the PO. 
●​ Sales/Issue Slips: Records used whenever an item is sold or moved to another 

department. 
●​ Stock-Take Sheets: Documents used during periodic physical counts to reconcile 

"book" inventory with "actual" inventory. 

2. The Computerized Inventory System 
A computerized system uses software  and hardware  (barcodes/RFID) to track
 inventory automatically.  

Essential Steps for Setup 
1.​ Requirement Analysis: Determine if you need real-time tracking, multi-location support, 



or integration with a Point of Sale (POS) system. 
2.​ Hardware Procurement: Purchase barcode scanners, RFID tags, or mobile tablets for 

warehouse staff. 
3.​ Database Configuration: Set up the digital architecture, including categories, tax rates, 

supplier profiles, and reorder thresholds. 
4.​ Data Migration/Entry: Import existing inventory data from spreadsheets or manual logs 

into the new system. 
5.​ Integration: Connect the inventory software with other departments, such as 

Accounting, Sales, and Purchasing. 
6.​ Staff Training: Train employees on scanning procedures, digital "picking" lists, and 

system troubleshooting. 

Essential Computerized Records 
●​ Digital Inventory Database: A centralized, searchable record of every item, including 

cost, location, and history. 
●​ Electronic Purchase Orders: Auto-generated orders often triggered when stock hits a 

"reorder point." 
●​ Audit Trails: Digital logs that show exactly who moved an item and when, providing high 

accountability. 
●​ Real-Time Analytics Reports: 

○​ Low Stock Alerts: Notifications when items need replenishing. 
○​ Inventory Turnover: Reports showing how quickly items are selling. 
○​ Valuation Reports: Instant calculation of the total value of stock for financial 

statements. 
●​ Barcode/RFID Logs: Automated records created every time an item is scanned during 

receiving, moving, or shipping. 

Summary Comparison 
Feature Manual System Computerized System 

Primary Tool Paper Ledgers / Bin Cards Software / Databases 

Tracking Periodic (at end of 
day/week) 

Real-Time 

Accuracy Prone to human math 
errors 

High (automated 
calculations) 

Cost Low initial cost Higher upfront investment 

Scalability Difficult for high volume Designed for growth 

 



Manual bookkeeping suits small-scale inventory tracking, while computerized systems handle

larger operations efficiently. Each method involves distinct setup steps, with trade-offs in cost,

accuracy, and scalability.

Start by creating physical ledgers or spreadsheets divided into sections for items, quantities,

costs, and dates. Record incoming stock with purchase details and outgoing items via sales or

usage logs, then perform regular physical counts to reconcile totals. Use simple tools like

notebooks or printed sheets for categorization by location or type.

Manual systems cost little upfront and give hands-on control, ideal for tiny businesses. However,

they rely on human entry, leading to errors, slow updates, and difficulty scaling as inventory

grows.

Choose inventory software like QuickBooks or dedicated tools such as Fishbowl, then input initial

stock data via barcode scanners or bulk imports. Set up automated alerts for low stock,

integrate with sales systems for real-time updates, and run periodic audits to verify accuracy.

Train staff on the interface and ensure backups for data security.

Computerized systems provide real-time tracking, reduce errors through automation, and offer

analytics for forecasting. Drawbacks include high initial costs for software and hardware, plus a

learning curve and dependency on tech support.

⁂

discuss and explain how to set upan inventory
system using a manual bookkeeping system and a
computerized bookkeeping systems highlighting
the benefits and drawbacks of each

Manual System Setup

Benefits and Drawbacks

[1] [2]

Computerized System Setup

Benefits and Drawbacks

[3] [2] [1]



Setting up a manual inventory system relies on physical records like ledgers or printed sheets for

accurate tracking without software. Follow this step-by-step checklist to establish one efficiently,

drawing from standard small-business practices.

Gather supplies: Obtain notebooks, ledger books, printed templates, pens, and calculators

for basic recording.

Organize your space: Label shelves, bins, or storage areas clearly by category, location, or

item type to simplify counting.

List all items: Create a master inventory sheet with columns for item name, description,

SKU/code, location, unit cost, reorder level, supplier details, and initial quantity.

Schedule a full count: Choose a low-activity time, like after closing, and shut down sales to

freeze stock levels.

Count systematically: Divide space into zones (e.g., aisles or categories); count one zone at

a time, using two people for verification on high-value items.

Record counts: Enter quantities directly on your master sheet or separate count sheets,

noting any damaged, expired, or missing items.

Set up transaction logs: Create separate sheets or pages for inflows (purchases/receipts)

and outflows (sales/usage), with date, item code, quantity, cost/unit, and running balance

columns.

Log entries immediately: Record every receipt or issue right away; calculate new balances

manually (e.g., prior balance + in - out).

Categorize entries: Use consistent units (e.g., each, case, weight) and note reasons like

"sold" or "used" for traceability.

Perform regular audits: Weekly or monthly, recount samples or full stock and compare

against logs to spot discrepancies.

Review and reorder: Check against reorder levels; place orders when needed and update

logs upon receipt.

Archive and backup: File completed sheets chronologically; photocopy or scan key records

for redundancy.

⁂

Step by step checklist for setting up a manual
inventory system

[11] [12] [13]

Preparation Steps
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Initial Inventory Count
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Daily Transaction Logging
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Reconciliation and Maintenance
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Comprehensive Guide to Accepting 
Credit Cards 
Setting up credit card processing is a critical milestone for any business. This guide breaks 
down the essential steps, required documentation, and hardware needed to transition from 
cash-only to card-enabled. 

1. Essential Equipment & Software 
The hardware you need depends entirely on how you interact with your customers. 

For In-Person (Retail/Restaurant) 
●​ Credit Card Terminal: A standalone device used for "dipping" (EMV chip), "swiping" 

(magstripe), or "tapping" (NFC). 
●​ POS (Point of Sale) System: A more robust system (like Clover or Square) that includes 

a tablet or computer, cash drawer, and receipt printer. These often manage inventory and 
staff as well. 

●​ Mobile Card Reader: Small devices that plug into or connect via Bluetooth to a 
smartphone or tablet. Ideal for vendors at markets or mobile service providers. 

For Online (E-commerce) 
●​ Payment Gateway: This is the digital version of a card swipe machine. It securely 

transmits data from your website to the processor. 
●​ Shopping Cart Software: A platform (like Shopify or WooCommerce) that integrates 

with your gateway to manage the customer’s checkout experience. 

For Remote/Phone Orders 
●​ Virtual Terminal: A web-based application provided by your processor that allows you to 

manually type in a customer's credit card information on your computer. 

2. Required Records & Documentation 
When applying for a merchant account, processors conduct "underwriting" to assess risk. You 
will typically need to provide: 

Business Identity Records 
●​ Employer Identification Number (EIN): Or Social Security Number (SSN) for sole 

proprietors. 
●​ Business License: Proof that you are legally authorized to operate in your jurisdiction. 
●​ Articles of Incorporation/LLC: Legal formation documents. 



●​ Utility Bill: To verify the physical location of your business. 

Financial Records 
●​ Business Bank Account: You must have a dedicated account for deposits. You will need 

the routing and account numbers (often verified via a voided check). 
●​ Bank Statements: Usually the last 3 months of business (and sometimes personal) bank 

statements to prove liquidity. 
●​ Processing History: If you are switching providers, they will want 3–6 months of 

previous processing statements to check for high chargeback rates. 

Operational Records 
●​ Marketing Materials: A link to your website or copies of brochures to verify what you 

actually sell. 
●​ Refund/Return Policy: Processors require a clear policy to mitigate dispute risks. 

3. Step-by-Step Setup Process 
1.​ Determine Your Needs: Decide if you are strictly online, strictly in-person, or a "hybrid" 

(omnichannel). 
2.​ Choose a Provider Type: 

○​ Payment Service Providers (PSPs): (e.g., Square, Stripe, PayPal). Fast setup, flat 
rates, no monthly fees, but higher transaction costs. Best for small/new businesses. 

○​ Merchant Account Providers: (e.g., banks or ISOs). Lower transaction rates but 
often come with monthly fees and contracts. Best for high-volume businesses. 

3.​ Submit the Application: Provide the records listed in Section 2. Underwriting can take 
anywhere from an hour (PSPs) to several days (Traditional Banks). 

4.​ Hardware Installation: Once approved, order and sync your card readers or integrate 
the gateway API into your website. 

5.​ PCI Compliance Self-Assessment: You are legally required to follow the Payment Card 
Industry Data Security Standard (PCI DSS). This usually involves filling out an annual 
Self-Assessment Questionnaire (SAQ) provided by your processor to prove you aren't 
storing sensitive card data improperly. 

6.​ Test and Launch: Perform a small "test" transaction ($1.00) to ensure the funds reach 
your bank account within the expected 24–48 hour window. 

4. Understanding the Costs 
Be prepared for three main types of fees: 

●​ Interchange Fees: Set by card networks (Visa/Mastercard); these are non-negotiable. 
●​ Markup Fees: What the processor charges for their service. 
●​ Flat Fees: Monthly service fees, PCI compliance fees, or hardware leases. 

Pro Tip: Avoid leasing equipment if possible. It is almost always cheaper to buy a $300 



terminal upfront than to pay $40/month for a four-year lease. 



Setting up customer credit card processing enables businesses to accept payments securely for

both in-person and online sales, boosting revenue and customer convenience. The process

involves selecting providers, ensuring compliance, and integrating systems tailored to each sales

channel. Key steps differ slightly by method but share foundational elements like merchant

accounts.

Businesses first need a merchant account from a bank or processor to hold funds before transfer

to their bank, plus PCI DSS compliance for data security. Compare providers like Stripe, Square,

or PayPal based on fees (typically 2-3.5% per transaction), supported cards, and integration

ease. Gather business details (EIN, bank info, sales volume) for approval, which takes days to

weeks.

Choose a POS system or card reader (e.g., countertop terminal or mobile swiper) compatible

with EMV chip, NFC taps, and contactless payments. Install hardware, connect to the processor

via app or Ethernet, and train staff on swiping/dipping/tapping workflows. Test transactions end-

to-end, then go live while monitoring for fraud via processor dashboards.

Select a payment gateway (e.g., Authorize.net or Braintree) and integrate it into your e-

commerce platform (Shopify, WooCommerce) using plugins or APIs. Install an SSL certificate on

your site for encryption, add checkout forms supporting cards/digital wallets, and run test

purchases. Optimize for mobile and comply with regulations by tokenizing card data to avoid

storing it.

Regularly update software for security patches, review transaction reports for disputes, and

audit fees. Offer multiple methods (Apple Pay, Google Pay) to reduce cart abandonment, and

use analytics to track approval rates above 90%. Consult providers for custom setups if high-

risk (e.g., subscriptions).

⁂

discuss and explain the steps necessary to set up
customer credit card processing for businesses
for in person and online sales

Core Requirements

[1] [2]

In-Person Setup

[3] [4]

Online Setup
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Ongoing Maintenance

[6] [7]
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