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Basic Bookkeeping For Small Business Owners

Bookkeeping Basics for Owners

Many small business owners and startup entrepreneurs
are great at creating products and services, managing
people, and establishing and maintaining customers and
suppliers. Many of them however,throw up their hands
when it comes to basic bookkeeping. Unfortunately, a
small business owner has to wear many hats. As the
business owner, if you don’'t understand some basic
bookkeeping and what information either you or your
bookkeeper-accountant should be supplying you with in
order to run a successful business you're doomed. You
need to know everything about your business’s
finances, not just your bank account balance. Why ?
Proper information helps you to make good business
decisions and plan for the future.

This "mini" tutorial is designed to provide owner's with a basic understanding
of bookkeeping and what you need to know to run a successful business.
With this knowledge you won't be "snowed" by a an incompetent bookkeeper
or accountant and will be able to discuss and understand accounting
information with your bookkeeper or accountant.
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A kind note from one of my site visitors sums it up nicely.l am a tired and
retired small business consultant. The biggest problem | faced was that
business owners didn't understand anything about their accounting. The
worst part is they were too embarrassed to admit it.

My goal is to fix this !

What you as an owner need to know about
Bookkeeping !

e Accounts

e Source Documents and Records
» Financial Statements

» Management Reports

What you as an owner don't need to know about
Bookkeeping !

Assuming you have a bookkeeper or accountant (internal or external) !

» What Debits and Credits are and how they are used to record
transactions.

o What Special Journals are and how they are used to record
transactions.

» How to invoice and record Customer Sales Invoices

o How to prepare and record Sales Orders

* How to prepare and record Purchase Orders
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e How to record Supplier Invoices

» How to record Cash Receipts and Cash Payments

» How to pay employees - outside payroll services can handle this task
at a reasonable price

In other words basically the recording processes.

Lastly, What System - Manual or
Computerized ?

This decision should be a no-brainer !

If you have not yet computerized your accounting,
you should seriously consider doing so. Most

of the software being offered has a trial version that
you can use to see if it fits your needs. Also, there are

now many free excellent accounting software
solutions being offered.

Many business owners think bookkeeping is a big
headache, but if you understand and use the data your
bookkeeper or accountant provides, bookkeeping can
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be your best friend by helping you to have a successful
profitable business.

More Meat On The Bone

For those wanting additional guidance or more in depth explanations, |
recommend my So, you want to learn Bookkeeping ! tutorial and my Quick
Bookkeeping Insights.

Money Tight ?

Free Help is available ! If you need help with your
bookkeeping or just want to run your business more
effectively, contact SCORE today to get paired with a
mentor !
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Bookkeeping Accounts

Bookkeeping Accounts

Bookkeeping accounts are systematic records used to
track and manage a business’s financial transactions.
These accounts categorize financial data into distinct
sections, allowing businesses to monitor their income,
expenses, assets, liabilities, and equity effectively. The
primary purpose of bookkeeping accounts is to ensure
that all financial activities are accurately recorded and
organized, which facilitates the preparation of financial
statements and aids in decision-making processes.

Basic Bookkeeping Accounts for a small business:

Cash: The cash account tracks your receipts and payments. Cash is the
lifeblood of a business. Without adequate cash you may not be able to pay your
suppliers and employees.

You should track cash using tools such as daily cash reports.

Accounts Receivable: If your company sells products or services and
grants credit terms, you have receivables, or money due from customers. This
accounts tracks your customer billings and payments. You should track
Accounts Receivable using tools such as aging reports.
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Inventory: Products held for future sales is future cash waiting to be
realized and must be monitored, tracked, and controlled. For many businesses
this is one of their largest assets.

This account tracks your inventory purchases and sales. Periodic physical
counts of inventory should be made to determine the accuracy of the inventory
and any possible discrepancies due to fraud and theft.

Accounts Payable: If your company buys products or services and the
supplier grants credit terms, you have payables, or money owed to suppliers.
This account tracks your supplier purchases and payments received. You
should track Accounts Payable using tools such as aging reports in order to
avoid paying suppliers late. Late payments may result in having your credit
terms terminated resulting in having to pay in advance or when the product is
delivered or the service rendered

Loans Payable: If you borrow money to finance equipment, vehicles,
furniture, or other purchases for your business, this account tracks yur balances
and payments. You should track you balances and payments in order to
maintain a good credit rating for possible future needs.

Owners Equity: This account tracks the amount an owner (or owners)
invest into the business. The owners equity account reflects the amount of
money left for the owner once the liabilities are deducted from assets.
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Retained Earnings: The Retained Earnings account tracks the
company profits that are reinvested in the business and are not paid out as
draws or dividends to the owners. Retained earnings represent the total of the
money that has been retained since the company started.

Sales: The Sales account tracks all revenue resulting from products and
services sold. You should track your sales by products and services and also by
customers.

EXxpenses: Expense accounts track all expenses resulting from business
operations. Some major expense accounts are purchases and cost of goods
sold and payroll.

Purchases: The Purchases Account tracks any materials, products, or
services that you buy for your business. You should track purchases by
products and services and also by suppliers.

Payroll Expenses: These accounts track employee salaries and wages,
employee deductions, and employer payroll tax expenses as well as the
resulting payroll liabilities. Keeping this account accurate and up to date is
essential for meeting tax and other government reporting requirements.

Account Categories accounts are organized and grouped in the
following major categories:
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Balance Sheet Accounts

Assets: Assets are economic resources that have value and can be owned or

controlled by an individual, organization, or business entity. Assets can be
tangible, such as physical items like property, equipment, and inventory, or
intangible, such as investments, intellectual property, and goodwiill.

Liabilities: Debts or obligations that a person or company owes to another
party. They represent a financial commitment that requires future economic
benefits, typically in the form of money, goods, or services, to be transferred
from the debtor to the creditor.

Owner's Equity: Owner’s equity represents the residual interest in the
assets of a business after deducting liabilities. It is essentially what the owner
or owners would claim from the business if all assets were liquidated and all
debts were paid off.

Income Statement Accounts

Revenue: The total amount of money generated from a company’s normal
business operations. It represents the income received from the sale of goods
or services before any expenses are deducted.

Expenses: Cost incurred by a business or individual in order to generate
revenue or maintain operations. It represents an outflow of resources,typically
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cash, in exchange for goods or services

that are necessary for conducting business activities.

Equity Accounts

Draws or Dividends

Owner Draws: Withdrawal of funds from a business by owner of a sole
proprietorship, partnership, or limited liability company (LLC) for personal use.

Dividends: Portion of a company’s earnings that are distributed to its
shareholders as a reward for their investment in the company.
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Bookkeeping Documents & Records

Source Documents

Bookkeeping source documents are the original records

that provide evidence of a financial transaction. These
documents serve as the foundation for recording and
tracking financial transactions in the accounting system.
They provide detailed information about the transaction,
including the date, amount, parties involved, and the
nature of the transaction.

A transaction refers to any financial activity or event that involves the
exchange or transfer of goods, services, or money between two or more
parties. It can be a purchase, sale, payment, receipt, or any other activity that
affects the financial position of an individual, organization, or business entity.

Some common examples of bookkeeping source documents include:

e Sales Invoices: These documents are issued to customers when a sale
is made. They include details such as the date of the sale, the
customer's name and address, the description of the goods or services
sold, the quantity, the price, and any applicable taxes or discounts.

o Sales Orders: These documents are prepared by a seller and issued to
a customer, confirming the sale of goods or services involved in a
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cash, in exchange for goods or services
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Balance Sheet Accounts
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Retained Earnings: The Retained Earnings account tracks the
company profits that are reinvested in the business and are not paid out as
draws or dividends to the owners. Retained earnings represent the total of the
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Inventory: Products held for future sales is future cash waiting to be
realized and must be monitored, tracked, and controlled. For many businesses
this is one of their largest assets.

This account tracks your inventory purchases and sales. Periodic physical
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and any possible discrepancies due to fraud and theft.

Accounts Payable: If your company buys products or services and the
supplier grants credit terms, you have payables, or money owed to suppliers.
This account tracks your supplier purchases and payments received. You
should track Accounts Payable using tools such as aging reports in order to
avoid paying suppliers late. Late payments may result in having your credit
terms terminated resulting in having to pay in advance or when the product is
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Basic Bookkeeping For Small Business Owners
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