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Introduction

Welcome to "A Comprehensive Guide to Accounting and Bookkeeping Basics." If you're thinking about 

a career in bookkeeping or accounting, or planning to start your own bookkeeping business, you've 
found the right resource. This e-book offers a clear and concise introduction to the basic accounting 
principles, giving you the essential knowledge you need to succeed.

What You'll Learn

In this e-book, we'll cover:

1. Basics of Accounting:

2. Financial Statements:

3. Cash Flow Statement

Assets

Liabilities

Owner's Equity

Revenue

Expenses

Balance Sheet

 Income Statement

Cash Flow Statement

Recording transactions

Understanding debits and credits

Preparing financial statements



Who Should Read This E-Book?

This e-book is for anyone who:

 How to Use This E-Book

Each chapter builds on the previous one, helping you gradually understand and apply accounting 

concepts. It's best to read them in order since early ideas come up again later. Throughout the book, 
you'll find examples, real-life scenarios, and practical tips to help you put your knowledge to use.

Your Journey Begins Here

Starting your own bookkeeping business is both exciting and challenging. With the right knowledge 
and skills, you can provide invaluable services to your clients, ensuring their accurate and up-to-date 

financial records. This e-book is your guide to mastering the basics of accounting and bookkeeping, 
setting you up for success in your new venture.

Let’s get started on this journey together. By the end of this e-book, you'll be ready to take your 

bookkeeping business to new heights with confidence and expertise.

Happy learning!

 

They are considering starting their own bookkeeping business but need to learn basic accounting 
concepts.
Wants to learn the basics of bookkeeping.
Is a small business owner looking to manage their finances better?



Chapter 1: Understanding Basic Accounting 
Concepts

Welcome to the first step of your journey into accounting and bookkeeping! This chapter will introduce 
you to the essential concepts that form the backbone of all accounting practices. Let's break it down 
together.

What is Accounting?

Accounting is often referred to as the language of business. It's a systematic process of recording, 
summarizing, and analyzing financial transactions. Through accounting, businesses can monitor their 

financial health, make informed decisions, and communicate their financial position to stakeholders 
like investors, creditors, and regulatory bodies.

The Importance of Accounting in Business

Every business, big or small, relies on accounting to:

1.  Track Income and Expenses: Accounting helps businesses track what they earn and spend. This 

is vital for understanding profitability and managing cash flow.

2.  Ensure Compliance: Accurate accounting ensures businesses comply with laws and regulations. 

This includes paying taxes correctly and on time.

3.  Make Informed Decisions: Accurate financial information allows businesses to make informed 

decisions about investments, expansions, cost-cutting measures, and more.

4.  Communicate Financial Health: Financial statements produced through accounting give a clear 

picture of a business's financial health to owners, investors, and other stakeholders.



The Accounting Cycle

The accounting cycle is a series of steps followed during each accounting period to record 
transactions and prepare financial statements. Here's a brief overview:

Conclusion

Understanding these basic accounting concepts is your first big step. They ensure that financial info is 
accurate and trustworthy, helping you make better business decisions.

Next, we'll dive into the accounting equation, the core of double-entry bookkeeping. This will help you 
understand how transactions affect a company’s financial health. Let's keep going and make sense of it all 
together!

 

1.  Identifying Transactions: Recognize and analyze business transactions and events.

2.  Recording Transactions: Journalize transactions in the accounting records.

3.  Posting to Ledger: Post journal entries to the general ledger accounts.

4.  Unadjusted Trial Balance: Prepare a trial balance to ensure debits equal credits.

5.  Adjusting Entries: Adjust entries for accrued and deferred items.

6.  Adjusted Trial Balance: Prepare an adjusted trial balance to verify the accuracy of the accounts 

after adjustments.

7.  Financial Statements: Prepare financial statements (Income Statement, Balance Sheet, and 

Cash Flow Statement) from the adjusted trial balance.

8.  Closing Entries: Close temporary accounts to retained earnings to prepare the accounts for the 

next period.

9.  Post-Closing Trial Balance: Prepare a post-closing trial balance to ensure debits equal credits 

after closing entries.



Chapter 2: The Double-Entry System

Now that we’ve covered the basic accounting concepts, it’s time to learn about the double-entry 
system. This method is the heart of bookkeeping and ensures your books are always balanced.

What is the Double-Entry System?

The double-entry system means every financial transaction affects at least two accounts. It keeps the 
accounting equation (Assets = Liabilities + Owner’s Equity) in balance. 

Debits and Credits Explained

In the double-entry system, we use debits and credits to record transactions. Here’s a simple way to 
remember them:

Every transaction involves a debit entry in one account and a credit entry in another. The total debits 
must always equal the total credits.

Types of Accounts Debits (Dr) – Always on the 

left side

Credit (Cr) – Always on the 

right side

Assets Increase Decrease

Expenses Increase Decrease

Liabilities Decrease Increase

Revenue Decrease Increase

Owner’s Equity Decrease Increase



Real-Life Example

Let’s say you buy new equipment for your bakery costing $2,000, and you pay cash. Here’s how you’d 
record this:

Equipment Purchase Entry:

Both sides of the equation are balanced because one asset increases while another decreases by the 
same amount.

Why It Matters

The double-entry system is crucial because it ensures accuracy and helps detect errors. If your books 

are out of balance, you know there’s a mistake that needs fixing.

Conclusion

The double-entry system might seem tricky at first, but it’s essential for accurate bookkeeping. With 

practice, it will become second nature. In the next chapter, we’ll look at the Balance Sheet and how it 
provides a snap

Debit Equipment (increases assets) $2,000
Credit Cash (decreases assets) $2,000

Account Debit ($) Credit ($)

Equipment 2,000

Cash 2,000



Chapter 3: The Accounting Equation

Now that we’ve covered the double-entry system, let’s dive into one of the most important concepts 
in accounting: the accounting equation. This simple formula is the foundation of all financial 

accounting.

The Accounting Equation

Assets = Liabilities + Owner’s Equity

This equation shows the relationship between what a business owns and what it owes. Let’s break it 

down:

Here’s a breakdown of each component:

Why It Matters

The accounting equation is important because it ensures that a company’s financial statements are 
balanced. Every financial transaction affects at least two accounts, keeping the equation in balance.

1.  Assets: These are things the business owns that have value. Think of cash, equipment, inventory, 

and property.

2.  Liabilities: These are the debts and obligations of the business. Examples include loans, accounts 

payable, and mortgages.

3.  Owner’s Equity: This is the owner’s claim on the business assets after all liabilities are paid off. If 

you sold everything the business owns (assets) and paid off everything it owes (liabilities), the 

leftover money would be the owner's equity. It is what the owner truly owns in the business. It 

includes the initial investment and any profits retained in the business.

Assets: Resources owned by the business (e.g., cash, inventory, equipment).

Liabilities: Debts and obligations owed by the business (e.g., loans, accounts payable).

Owner’s Capital: Initial and additional investments made by the owner.

Revenues: Money earned from business activities (e.g., sales).

Expenses: Costs incurred in the operation of the business.

Owner’s Drawings: Money or assets taken out of the business by the owner for personal use.



Real-Life Examples

Let’s look at a few examples to see how this works in real life:

1. Buying Equipment with Cash:

If a business buys $5,000 worth of equipment with cash, its assets increase by $5,000 (equipment) 

and decrease by $5,000 (cash). The equation stays balanced.

 

2. Purchase Equipment on Credit:

If a business buys $5,000 worth of equipment on credit, its assets increase by $5,000 (equipment), 
and accounts payable accounts increase by $5,000 (accounts payable). The equation stays balanced.

3. Taking Out a Loan:

If a business takes out a $10,000 loan, its assets increase by $10,000 (cash), and its liabilities increase 
by $10,000 (loan payable). The equation is still balanced.

 Assets = Liabilities + Owner’s Equity

Cash Equipment     

-$5,000 +$5,000     

Assets = Liabilities + Owner’s Equity

Equipment  Accounts Payable   

+$5,000  +$5,000   

Assets = Liabilities + Owner’s Equity

Cash  Loan Payable   

+$10,000  +$10,000   



 4. Owner Investment:

If the owner invests an additional $15,000 into the business, assets increase by $15,000 (cash), and 

the owner’s equity increases by $15,000. The balance is maintained.

 Keeping the Balance

Every transaction you record will affect the accounting equation in some way. This ensures that your 

books are always in balance, reflecting the true financial state of your business.

Conclusion

The accounting equation might seem simple, but it’s incredibly powerful. It helps keep your financial 
records accurate and reliable. In the next chapter, we’ll dive deeper into assets, exploring what they 

are and how to manage them. Let’s keep moving forward!

Assets = Liabilities + Owner’s Equity

Cash    Capital

+$15,000    +$15,000



Chapter 4: Assets

Now that we’ve got a handle on the accounting equation, it’s time to focus on the first part: assets. 
Understanding assets is key to keeping track of what your business owns.

What Are Assets?

Assets are anything of value that your business owns. They’re resources you can use to run your 
business and generate income. 

Types of Assets

There are a few different types of assets, and it’s important to know the difference:

1. Current Assets: These are assets that can be easily converted into cash within a year. Examples 

include:

2. Non-Current Assets: These are assets that will last longer than a year. They’re used to run the 

business over the long term. Non-current assets can be further divided into tangible and intangible 
assets. Examples include:

Tangible Assets:

These are physical assets that you can touch and see. Examples include:

Intangible Assets:

These are non-physical assets that still have value. Examples include:

 

Cash
Inventory

Accounts Receivable (money owed to you by customers)

Property: Land and buildings owned by the business.
Equipment: Machinery, computers, and other tools used in the business.
Vehicles: Company cars and trucks.

Patents: Exclusive rights to produce and sell an invention.
Trademarks: Brand names, logos, and symbols.
Goodwill: The value of a company’s reputation and customer relationships.



Why Assets Matter

Knowing what your assets are and how much they’re worth is crucial for understanding your business’s 
financial health. It helps you see what resources you have available and how you can use them to grow 
your business.

Real-Life Example

Imagine you run a bakery. Your current assets might include the cash in your register, the flour and 
sugar in your pantry, and the money customers owe you for cakes. Your non-current assets might 
include the oven and the building you bake in.

Example of Journal Entry for Assets

Let's go through an example where the bakery buys a new oven for $3,000 and pays in cash

Journal Entry:

This entry reflects the purchase of an oven (equipment), showing an increase in the equipment asset 
and a decrease in the cash asset, keeping the accounting equation balanced.

 

Conclusion

Understanding and managing your assets is crucial for running a successful business. They’re the 

resources that help you operate and grow. In the next chapter, we’ll dive into liabilities – the debts and 
obligations you owe. Let’s keep going!

Equipment (Asset): The equipment account is debited $3,000 (Increases asset).
Cash (Asset): The cash account is credited $5,000 (Decreases asset).

Account Debit Credit

Equipment $3,000  

Cash  $3,000



Chapter 5: Liabilities

Now that we’ve covered assets, it’s time to talk about the flip side: liabilities. Understanding liabilities is 
just as important because it’s all about what your business owes.

What Are Liabilities?

Liabilities are debts or obligations your business needs to pay. They represent what you owe to others, 
like loans, bills, and other financial commitments.

Types of Liabilities

Liabilities come in two main types:

1. Current Liabilities: These are debts that need to be paid within a year. Examples include:

2. Long-term Liabilities: These are debts that take longer than a year to pay off. Examples include:

Why Liabilities Matter

Knowing your liabilities is crucial because it helps you understand your financial obligations and 

manage your cash flow. It’s important to keep track of what you owe to avoid surprises and plan for 
future payments.

Accounts Payable (money you owe to suppliers)

Short-term Loans

Wages Payable

Mortgages

Long-term Loans

Bonds Payable



Real-Life Example

Imagine you own a coffee shop. Your current liabilities might include the money you owe for coffee 
beans and rent. Your long-term liabilities could be the loan you took out to buy your espresso machine.

Transaction: You receive an invoice for $2,000 for rent, payable next month.

Journal Entry:

Transaction: You pay the rent next month.

Journal Entry:

 

Conclusion

Understanding and managing your liabilities is key to keeping your business financially healthy. 
Knowing what you owe helps you plan better and avoid financial stress. Next, we’ll explore owner’s 

equity – your claim on the business after all liabilities are paid. Let’s keep going!

Account Debit Credit

Rent Expense $2,000  

Accounts Payable  $2,000

Account Debit Credit

Accounts Payable $2,000  

Cash  $2,000



Chapter 6: Owner’s Equity

Now that we’ve talked about what your business owns (assets) and what it owes (liabilities), it’s time to 
dive into owner’s equity. This is your claim on the business after all the debts are paid off.

What is Owner’s Equity?

Owner’s equity is the owner’s share of the business. It represents the net worth of the business, or 

what’s left over after subtracting liabilities from assets. Think of it as your stake in the business.

Components of Owner’s Equity

Owner’s equity consists of a few key parts:

Why Owner’s Equity Matters

Owner’s equity is important because it shows the financial health of your business. A positive owner’s 

equity means your business has more assets than liabilities, which is a good sign. It’s also what you’d 
get back if you sold all the assets and paid off all the debts.

Real-Life Example

Imagine you own a small retail store. You invested $20,000 to start it (capital). Over the years, the 
store earned $50,000 in profits, and you kept this in the business (retained earnings). You also took 
out $10,000 for personal expenses (withdrawals). Your owner’s equity would be:

$20,000 (capital) + $50,000 (retained earnings) - $10,000 (withdrawals) = $60,000

1.  Capital: This is the money you’ve invested in the business. It’s your initial investment plus any 
additional funds you’ve put in.

2.  Retained Earnings: These are the profits that the business has earned over time and kept in the 
business rather than paying out to the owner.

3.  Withdrawals: Also known as drawings, these are amounts you take out of the business for 
personal use. Withdrawals reduce owner’s equity.



Journal Entry:

Conclusion

Owner’s equity is your financial stake in the business. It’s crucial for understanding your business’s 

worth and making informed financial decisions. In the next chapter, we’ll explore revenue and 
expenses – the ins and outs of how your business makes and spends money. Let’s keep moving 
forward!

Account Debit Credit

Cash $20,000  

Owner’s Capital  $20,000

Income Summary $50,000  

Retained Earnings  $50,000

Owner’s Withdrawals $10,000  

Cash  $10,000



Chapter 7: Revenue and Expenses

Now that we’ve covered assets, liabilities, and owner’s equity, let’s talk about the revenue and 
expenses. Understanding these concepts is key to knowing how your business makes and spends 

money.

What is Revenue?

Revenue is the money your business earns from selling goods or services. It’s the income that flows 
into your business, often called sales or income. For example, if you run a bakery, the money you make 

from selling cakes and pastries is your revenue.

What are Expenses?

Expenses are the costs your business incurs to earn revenue. These are the bills and costs you have to 

pay to keep your business running. Examples include rent, utilities, salaries, and supplies. 

Why Revenue and Expenses Matter

Knowing your revenue and expenses helps you understand your business’s profitability. When you 
subtract expenses from revenue, you get your net income, which tells you if you’re making a profit or 

loss.

Real-Life Example

Imagine you own a small coffee shop. Your revenue comes from selling coffee, pastries, and 
sandwiches. Your expenses include the cost of coffee beans, rent, salaries for your staff, and utility 

bills. If you make $10,000 in a month (revenue) and spend $7,000 on expenses, your net income is 
$3,000.



Journal Entry for Revenue:

Imagine your coffee shop earns $10,000 in revenue from sales in a month.

Cash/Accounts Receivable: Debit $10,000 to record the cash received by customers.

Sales Revenue: Credit $10,000 to recognize the revenue earned.

 

Journal Entry for Expense:

Imagine your coffee shop pays $2,000 for rent for the month.

 

Conclusion

Understanding and managing your revenue and expenses is crucial for maintaining a profitable 

business. Keeping a close eye on your income and costs will help you make better financial decisions. 
In the next chapter, we’ll dive into the double-entry system and how to use debits and credits to keep 

your books balanced. Let’s continue our journey!

Account Debit Credit

Cash $10,000  

Sales  $10,000

Account Debit Credit

Rent Expense $2,000  

Cash  $2,000



Chapter 8: The Balance Sheet

Now that you’re familiar with the core elements of accounting, it’s time to talk about the Balance 
Sheet. This important financial statement gives you a snapshot of your business’s financial health at a 

specific point in time.

What is a Balance Sheet?

A Balance Sheet shows what your business owns (assets), what it owes (liabilities), and the owner’s 
equity at a particular date. 

Components of a Balance Sheet

A Balance Sheet has three main sections:

Why It Matters

A Balance Sheet helps you see your business’s financial position. It shows if you have enough assets to 
cover your liabilities and gives you a clear picture of your net worth.

Setting Up a Balance Sheet

Here’s a simple example of how to set up a Balance Sheet:

1. List Your Assets

2. List Your Liabilities

1.  Assets: Everything your business owns.

2.  Liabilities: Everything your business owes.

3.  Owner’s Equity: The owner’s claim after all liabilities are paid off.

Current Assets (e.g., cash, inventory)

Non-Current Assets (e.g., equipment, property)

Current Liabilities (e.g., accounts payable, short-term loans)

Long-Term Liabilities (e.g., mortgages, long-term loans)



3. Calculate Owner’s Equity

 

Real-Life Example

Let’s say you own a small bookstore. Here’s a simplified Balance Sheet example:

Assets:

Total Assets: $18,000

Liabilities:

Total Liabilities: $10,000

Owner’s Equity:

In this example, your bookstore has $8,000 in owner’s equity.

Conclusion

The Balance Sheet is a powerful tool that shows your business’s financial position at a glance. It helps 
you understand your assets, liabilities, and equity, giving you insights into your business’s health. Next, 
we’ll explore the Income Statement, which tells you how much money your business is making. Let’s 

keep going!

Owner’s Equity = Total Assets - Total Liabilities

Cash: $5,000

Inventory: $10,000

Equipment: $3,000

Accounts Payable: $4,000

Long-Term Loan: $6,000

Owner’s Equity: $8,000 (calculated as $18,000 - $10,000)



Chapter 9: The Income Statement

Now that we’ve covered the Balance Sheet, let’s dive into the Income Statement. This financial 
statement tells you how much money your business is making over a specific period.

What is an Income Statement?

An Income Statement, also known as a Profit and Loss Statement, shows your revenue, expenses, and 
profit or loss over a set time frame, like a month, quarter, or year. It’s a way to see if your business is 
making money.

Components of an Income Statement

The Income Statement has three main parts:

Why It Matters

The Income Statement helps you understand your business’s profitability. It shows where your money 

is coming from and where it’s going, helping you make informed financial decisions.

Setting Up an Income Statement

Here’s a simple example of how to set up an Income Statement:

1. List Your Revenue

2. List Your Expenses

1.  Revenue: The money your business earns from sales.
2.  Expenses: The costs of running your business.
3.  Net Income: Your profit or loss after subtracting expenses from revenue.

Sales Revenue (e.g., money from selling products)

Cost of Goods Sold (e.g., cost of materials)

Operating Expenses (e.g., rent, utilities, salaries)



3. Calculate Net Income

 

Real-Life Example

Imagine you own a small café. Here’s a simplified Income Statement for one month:

Revenue:

Total Revenue: $10,000

Expenses:

Total Expenses: $7,800

Net Income:

In this example, your café made a profit of $2,200 for the month.

Conclusion

The Income Statement is a crucial tool for understanding your business’s profitability. It shows you 
how much money you’re making and where you’re spending it, helping you make better financial 

decisions. Next, we’ll explore the Cash Flow Statement, which tracks the flow of cash in and out of your 
business. Let’s continue our journey!

Net Income = Total Revenue - Total Expenses

Sales Revenue: $10,000

Cost of Goods Sold: $4,000

Rent: $1,500

Utilities: $300

Salaries: $2,000

Net Income: $2,200 (calculated as $10,000 - $7,800)



Chapter 10: The Cash Flow Statement

Now that we’ve covered the Income Statement, let’s talk about the Cash Flow Statement. This 
financial statement shows how cash moves in and out of your business, which is crucial for managing 

your finances.

What is a Cash Flow Statement?

A Cash Flow Statement tracks the flow of cash into and out of your business over a specific period. It 
helps you understand how well your business generates cash to pay its bills and fund its operations.

Components of a Cash Flow Statement

The Cash Flow Statement is divided into three sections:

The Cash Flow Statement is important because it shows whether your business has enough cash to 
cover its expenses. It helps you avoid running out of cash and plan for future investments.

Setting Up a Cash Flow Statement

Here’s a simple example of how to set up a Cash Flow Statement:

1. Cash Flows from Operating Activities

2. Cash Flows from Investing Activities

1.  Operating Activities: Cash flows from your core business operations, like sales and expenses.

2.  Investing Activities: Cash flows from buying or selling assets, like equipment or property.

3.  Financing Activities: Cash flows from borrowing or repaying loans and investments from owners.

Cash received from customers

Cash paid to suppliers and employees

Cash used to buy equipment

Cash received from selling assets



3. Cash Flows from Financing Activities

4. Net Cash Flow

Real-Life Example

Let’s say you own a small bookstore. Here’s a simplified Cash Flow Statement for one month:

Operating Activities:

Net Cash from Operating Activities: $1,800 ($8,000-$3,000-$1,200-$2,000)

Investing Activities:

Net Cash from Investing Activities: -$500

Financing Activities:

Net Cash from Financing Activities: $1,000 ($2,000-$1,000)

Net Cash Flow:

In this example, your bookstore has a positive cash flow of $2,300 for the month.

 

Cash received from loans

Cash used to repay loans

Net Cash Flow = Total Cash Inflows - Total Cash Outflows

Cash from Sales: $8,000

Cash Paid for Inventory: $3,000

Cash Paid for Rent and Utilities: $1,200

Cash Paid for Salaries: $2,000

Cash Used to Buy New Shelves: $500

Cash Received from Loan: $2,000
Cash Used to Repay Part of Loan: $1,000

Net Cash Flow: $2,300 (calculated as $1,800 - $500 + $1,000)



Conclusion

The Cash Flow Statement is essential for understanding how cash moves in and out of your business. 
It helps you ensure you have enough cash to cover expenses and make smart financial decisions. Next, 
we’ll explore recording transactions and how to keep your books accurate. Let’s keep going!



Chapter 11: Recording Transactions

Now that we’ve covered the main financial statements, it’s time to get into the nitty-gritty of recording 
transactions. This is where your bookkeeping skills really come into play.

Why Recording Transactions Matters

Recording transactions accurately is crucial for keeping your books balanced and making sure your 
financial statements are correct. It’s the foundation of all your accounting work.

Types of Transactions

Here are the main types of transactions you’ll record:

How to Record Transactions

Here’s a step-by-step guide to recording transactions:

Real-Life Example

Let’s say you own a small bakery and you sell $100 worth of cakes. Here’s how you’d record this 

transaction:

1.  Sales: Money coming in from selling goods or services.

2.  Expenses: Money going out to pay for things like rent, utilities, and supplies.

3.  Loans: Money borrowed or repaid.

4.  Investments: Money put into the business or taken out by the owner.

1.  Identify the Transaction: Determine what the transaction is and what accounts it affects.

2.  Record in the Journal: Enter the transaction in the appropriate journal (e.g., sales journal, 

purchase journal).

3.  Post to Ledger: Transfer the journal entries to the general ledger, where all accounts are 

summarized.

4.  Update Financial Statements: Ensure the transaction is reflected in your financial statements.

1.  Identify the Transaction: Sale of cakes for $100.



Tips for Recording Transactions

Conclusion

Recording transactions might seem tedious, but it’s essential for accurate bookkeeping. Keeping 
detailed and consistent records helps ensure your financial statements are reliable. Next, we’ll discuss 
adjusting entries, which are necessary to keep your books accurate at the end of each accounting 

period. Let’s keep moving forward!

2.  Record in the Journal:

Debit Cash $100 (increases assets)

Credit Sales Revenue $100 (increases revenue)

3.  Post to Ledger: Update the cash and sales accounts in the general ledger.

4.  Update Financial Statements: Ensure the sale is reflected in your income statement and 

balance sheet.

Be Consistent: Use the same method for recording transactions to avoid confusion.

Stay Organized: Keep all receipts and documents that support your transactions.

Double-Check: Regularly review your entries to catch and correct any mistakes.



Chapter 12: Adjusting Entries

Now that you know how to record transactions, let’s talk about adjusting entries. These are essential 
for keeping your books accurate and up-to-date at the end of each accounting period.

What are Adjusting Entries?

Adjusting entries are made at the end of an accounting period to update account balances before 
preparing financial statements. They ensure that revenues and expenses are recorded in the correct 

period.

Types of Adjusting Entries

Here are the main types of adjusting entries you’ll encounter:

Why Adjusting Entries Matter

Adjusting entries ensures that your financial statements reflect the true financial position of your 
business. They help match revenues with expenses, providing an accurate picture of your profitability.

How to Make Adjusting Entries

Here’s a step-by-step guide:

 

1.  Accruals: Revenues earned or expenses incurred that haven’t been recorded yet.
Example: Recording interest earned but not yet received.

2.  Deferrals: Cash received before the revenue is earned (Unearned Revenue) or the payment 
made for goods or services that will be received in future periods (Prepaid Expense).

Example: Prepaid rent or insurance.
3.  Depreciation: Allocating the cost of a tangible asset over its useful life.

Example: Depreciating a company vehicle over several years.

1.  Identify the Need: Determine if an adjustment is necessary for accruals, deferrals, or 
depreciation.

2.  Calculate the Amount: Figure out the correct amount to adjust.
3.  Record the Entry: Make the journal entry to adjust the account balances.
4.  Update Financial Statements: Ensure the adjustments are reflected in your financial 

statements.



Real-Life Example

Let’s say your business pays $1,200 for a year’s insurance policy in advance. Here’s how you’d adjust 
for this prepaid expense monthly:

 Initial Entry for Prepaid Insurance:

Transaction: Pay $1,200 for a year’s insurance policy in advance.

Journal Entry:

Adjusting Entry for Prepaid Insurance (Monthly):

Each month, you need to recognize the portion of the prepaid insurance that has been used up 
(expired) as an expense. Since the policy is for one year, you will allocate $1,200 / 12 = $100 per month.

Monthly Adjusting Entry:

Transaction: Recognize one month of prepaid insurance as an expense.

Journal Entry:

 

Conclusion

Adjusting entries is a crucial part of accurate bookkeeping. They ensure your financial statements 
reflect the true financial health of your business. Next, we’ll look at how to prepare your financial 
statements after making these adjustments. Let’s keep going!

Debit Prepaid Insurance (Asset): $1,200
Credit Cash (Asset): $1,200

Debit Insurance Expense: $100
Credit Prepaid Insurance: $100



Chapter 13: Preparing Financial Statements

Now that you know how to make adjusting entries, it’s time to put everything together by preparing 
your financial statements. These statements give you and others a clear picture of your business’s 

financial health.

Why Financial Statements Matter

Financial statements help you see how well your business is doing. They’re essential for making 
informed decisions and are often required by banks, investors, and tax authorities.

The Main Financial Statements

There are three main financial statements you need to prepare:

How to Prepare Financial Statements

Here’s a simple guide:

1.  Start with the Adjusted Trial Balance: Use your adjusted trial balance as the basis for preparing 

your financial statements.

2.  Prepare the Income Statement: List your revenues and expenses to calculate net income.

3.  Prepare the Balance Sheet: List your assets, liabilities, and owner’s equity.

4.  Prepare the Cash Flow Statement: Summarize cash inflows and outflows from operating, 

investing, and financing activities.



Real-Life Example

Let’s say you own a small boutique. Here’s a simplified process:

1. Adjusted Trial Balance:

2. Income Statement:

3. Balance Sheet:

4. Cash Flow Statement:

Conclusion

Preparing financial statements might seem daunting, but it’s essential for understanding your 
business’s performance. With accurate financial statements, you can make informed decisions and 

plan for the future. Next, we’ll discuss closing the books and getting ready for the next accounting 
period. Let’s keep going!

Revenue: $15,000

Expenses: $10,000

Assets: $50,000

Liabilities: $20,000

Owner’s Equity: $30,000

Revenue: $15,000

Expenses: $10,000

Net Income: $5,000

Assets: $50,000

Liabilities: $20,000

Owner’s Equity: $30,000

Operating Activities: $3,000

Investing Activities: -$1,000

Financing Activities: $2,000

Net Cash Flow: $4,000



Chapter 14: Closing the Books

Now that you know how to prepare financial statements, it’s time to talk about closing the books. This 
process wraps up your accounting for the period and gets you ready for the next one.

What is Closing the Books?

Closing the books means finalizing your accounts at the end of an accounting period. It involves 
making sure all your income and expenses are recorded and then resetting your temporary accounts 
for the new period.

Why It Matters

Closing the books helps ensure your financial records are accurate and complete. It also prepares your 
accounts for the next period, so you can start fresh without carrying over old balances.

Steps to Close the Books

Here’s a simple guide to closing your books:

1.  Review Your Accounts: Make sure all transactions are recorded and your accounts are up-to-

date.

2.  Make Adjusting Entries: Ensure all accruals and deferrals are recorded.

3.  Prepare Financial Statements: Create your final financial statements for the period.

4.  Close Temporary Accounts: Transfer the balances of your income and expense accounts to the 

owner’s equity account.

5.  Prepare a Post-Closing Trial Balance: Ensure all debits and credits are balanced and only 

permanent accounts (Balance Sheet Accounts) carry balances.



Real-Life Example

Let’s say you own a small café. Here’s how you’d close the books:

Example of Closing the Books for a Small Café

Review Accounts:

Check that all sales and expenses for the month are recorded.

Sales (Revenue): $10,000

Expenses:

2. Make Adjusting Entries:

Record any unpaid bills or earned but not yet received revenue.

Adjusting Entry Example: Suppose there is $200 worth of utilities used but not yet paid.

1.  Review Accounts: Check that all sales and expenses for the month are recorded.

2.  Make Adjusting Entries: Record any unpaid bills or earned but not yet received revenue.

3.  Prepare Financial Statements: Finalize your income statement, balance sheet, and cash flow 

statement.

4.  Close Temporary Accounts:

Debit all revenue accounts and credit the income summary.

Credit all expense accounts and debit the income summary.

Transfer the net income (or loss) from the income summary to the owner’s equity account.

5.  Post-Closing Trial Balance: Make sure only balance sheet accounts remain open with balances.

Rent: $2,000

Utilities: $300

Salaries: $3,000

Supplies: $500

Total Expenses: $5,800



Adjusting Journal Entry:

After adjusting, the updated expenses:

Utilities Expense: $300 + $200 = $500

3. Prepare Financial Statements:

Finalize your income statement, balance sheet, and cash flow statement.

Income Statement:

Revenue: $10,000

Expenses:

Net Income: $10,000 - $6,000 = $4,000

 

Balance Sheet (Before Closing):

Assets:

Account Debit ($) Credit ($)

Utilities Expense 200

Utilities Payable 200

Rent: $2,000

Utilities: $500

Salaries: $3,000

Supplies: $500

Total Expenses: $6,000

Cash: $15,000

Inventory: $2,000

Equipment: $8,000

Total Assets: $25,000



Liabilities:

Owner’s Equity:

4. Close Temporary Accounts:

a. Debit all revenue accounts and credit the income summary:

Revenue Account Entry:

b. Credit all expense accounts and debit the income summary:

Expense Account Entry:

Utilities Payable: $200

Total Liabilities: $200

Owner’s Capital: $20,800

Retained Earnings: $4,000

Total Equity: $24,800

Account Debit ($) Credit ($)

Revenue 10,000

Income Summary 10,000

Account Debit ($) Credit ($)

Income Summary 6,000

Rent Expense 2,000

Utilities Expense 500

Salaries Expense 3,000

Supplies Expense 500



c. Transfer the net income from the income summary to the owner’s equity account:

Net Income Entry:

 

5. Post-Closing Trial Balance:

Make sure only balance sheet accounts remain open with balances.

Post-Closing Trial Balance:

Assets:

Liabilities:

Owner’s Equity:

Summary of Closing the Books

1. Review Accounts:

Account Debit ($) Credit ($)

Income Summary 4,000

Owner’s Equity 4,000

Cash: $15,000
Inventory: $2,000
Equipment: $8,000
Total Assets: $25,000

Utilities Payable: $200
Total Liabilities: $200

Owner’s Capital: $24,800 (increased by $4,000 from net income)

Retained Earnings: $0 (closed to Owner's Capital)

Total Equity: $24,800

Sales: $10,000

Total Expenses: $6,000



2. Make Adjusting Entries:

3. Prepare Financial Statements:

4. Close Temporary Accounts:

5. Post-Closing Trial Balance:

Financial Statement

Income Statement:

Adjusted Utilities Expense: $500

Net Income: $4,000

Debit Revenue: $10,000

Credit Expenses: $6,000

Transfer Net Income to Owner’s Equity: $4,000

Only balance sheet accounts remain open with updated balances.

Income Statement Amount ($)

Revenue: 10,000

Expenses:

Rent 2,000

Utilities 500

Salaries 3,000

Supplies 500

Total Expenses: 6,000

Net Income: 4,000



Balance Sheet (Post-Closing):

 

Conclusion

Closing the books is an essential part of the accounting cycle. It ensures your financial records are 
accurate and ready for the next period. In the final chapter, we’ll discuss common accounting mistakes 

and how to avoid them. Let’s keep going and finish strong!

Balance Sheet Amount ($)

Assets:

Cash 15,000

Inventory 2,000

Equipment 8,000

Total Assets: 25,000

Liabilities:

Utilities Payable 200

Total Liabilities: 200

Owner’s Equity:

Owner’s Capital 24,800

Total Equity: 24,800

Total Liabilities and Equity: 25,000



Chapter 15: Common Accounting Mistakes and 
How to Avoid Them

Welcome to Chapter 15! You’ve made it to the final chapter. Now, let’s talk about common accounting 
mistakes and how to avoid them. Even the best of us can slip up, but with a little care, you can keep 
your books in top shape.

Common Mistakes

Here are some mistakes bookkeepers often make:

How to Avoid Them

Here are some tips to help you avoid these common mistakes:

1.  Not Keeping Receipts: It’s easy to lose track of receipts, but they’re important for verifying 

transactions.

2.  Mixing Personal and Business Finances: This can mess up your records and make it hard to see 

how your business is really doing.

3.  Forgetting to Record Transactions: Missing even small transactions can add up and throw off 

your books.

4.  Not Reconciling Accounts: If you don’t regularly compare your records with bank statements, 

you might miss errors.

5.  Incorrectly Categorizing Expenses: This can lead to inaccurate financial statements and affect 

your tax filings.

1.  Keep All Receipts: Store receipts in a dedicated folder or use digital tools to scan and save them.

2.  Separate Finances: Use a separate bank account and credit card for your business to keep 

things clear.

3.  Record Transactions Regularly: Make it a habit to update your books regularly, ideally daily or 

weekly.

4.  Reconcile Accounts Monthly: Compare your books with your bank statements every month to 

catch discrepancies.

5.  Learn Proper Categorization: Take the time to learn how to categorize expenses correctly or 

consult with an accountant.



Real-Life Example

Imagine you own a small online shop. Here’s how you can avoid mistakes:

 

Conclusion
Congratulations on finishing this e-book! You've covered a lot, from understanding basic accounting 

concepts to preparing financial statements and avoiding common mistakes. You're now equipped with 
the essential knowledge to start and run your own bookkeeping business.

Recap

Here’s a quick recap of what we’ve covered:

Your Next Steps

Now that you’ve got the basics down, here’s what you can do next:

1.  Receipts: Use an app to scan and save all your purchase receipts immediately.

2.  Separate Finances: Open a business bank account and use it exclusively for business 

transactions.

3.  Regular Recording: Set aside time every Friday to update your books with the week’s 

transactions.

4.  Monthly Reconciliation: At the end of each month, compare your bank statement with your book 

entries to ensure they match.

5.  Categorization: Create a cheat sheet of expense categories and refer to it when recording 

expenses.

Basic Concepts: Understanding assets, liabilities, and owner’s equity.

Financial Statements: How to create and read the Balance Sheet, Income Statement, and Cash 

Flow Statement.

Recording Transactions: The importance of accurate and regular entries.

Adjusting Entries: Making sure your records reflect the true state of your business.

Closing the Books: Finalizing your accounts at the end of each period.

Avoiding Mistakes: Common pitfalls and how to steer clear of them.

1.  Practice: The more you apply what you’ve learned, the more confident you’ll become.

2.  Stay Organized: Keep your records tidy and up-to-date.

3.  Keep Learning: Accounting and bookkeeping are vast fields, so keep exploring and learning.



Final Thoughts

Starting your own bookkeeping business is a big step, but you’ve got the tools to succeed. Remember, 
accuracy and consistency are your best friends in this journey. Don’t be afraid to ask for help when you 

need it, and keep striving to improve your skills.

Thank you for reading, and best of luck with your bookkeeping business. You’ve got this! Happy 

bookkeeping!


