
For Your Business Success

…make sure your bookkeeping is well established
 

SCORE mentoring has taught me that a prime, on-going need is for the small business 
owner to do a diligent job of keeping track of the “business” part of the operation.  
Therefore, I launched my 2019 challenge to every small business CEO (“get your 
business in order this year”).  In this column, I will give some suggestions for getting 
your bookkeeping established.  For start-up businesses, the sooner you set up your 
bookkeeping system the better. Here’s a quick look at how to get started.

 

To begin with, we who mentor small businesses remind CEOs that mixing your business
and personal finances gets complicated fast. Before you even begin the actual process of
bookkeeping, set up a dedicated bank account for your business.

 

1.   Open a business bank account.  Mixing your business and personal finances gets 
complicated fast. Before you even begin the actual process of bookkeeping, set up a 
dedicated bank account for your business.

 

Unless you’re a sole proprietorship, your business will have to file a separate tax return 
at the end of the year. If you’ve combined your personal and business finances, you’ll be
left with a tangled mess. A distinct business account will cut down on the time it takes to
file your taxes and fees.  Plus, here are some important points to remember:

ü Protect what’s yours. Shield your personal assets by drawing a clear line between 
you and your business entity.

ü Build credibility. If you expect customers to view you as a credible business, you 
should accept payment as a business, not in your personal account.

ü Ace that audit. When you have separate bank accounts, it’s much easier to prove to 
the IRS which purchases are for you and which are for the business. Remember to keep 
all your receipts.

ü Reap tax savings. Tax deductions can add up to big bucks, so it’s worth it to sit 
down with your accountant to identify every business deduction possible. A year-end 
business account bank statement eliminates guesswork, so you don’t miss any tax 
advantages.

What’s more, if you’re trying to get a loan, lenders will want to see your bank statements
to get a true picture of how you’re performing. Don’t give them a reason to deny you 
funding.



 

2.      Decide on an accounting method: accrual accounting or cash accounting.      Before
recording your business’s finances, you need to decide whether to use the accrual or the 
cash accounting method. With the accrual method, transactions are recorded when they 
occur, regardless of whether cash has actually exchanged hands. This method is typically
practiced by companies that buy or sell a lot of products or services on credit. Most 
companies that sell inventory are expected to use the accrual method.

 

In contrast, with the cash method, sales are only reported when cash has been received 
and expenses are only recognized when the cash is paid out. This method is primarily 
used by very small businesses and in personal finances.

 

The cash method will let you know what your exact cash balance is, which, depending 
on your goals and the size of your business, may be important to you. But if you do 
choose to use it, you will also have to delay recording sales or expenses if you sell or 
buy inventory on credit. That means you won’t have a complete picture of the overall 
financial state of your business. Using this method, you could feasibly be cash-rich but 
owe a vendor more than the sum of your current balance.

 

It’s up to you to decide whether cash or accrual accounting will work for your business, 
but once you’ve chosen, you have to be consistent. The IRS states that you can’t switch 
back and forth between the two.

 

3.      Choose a bookkeeping method: double-entry or single-entry.  Double-entry 
bookkeeping is based on the fact that every transaction affects both your debit and credit
balances. To run your business, you will inevitably use one asset to acquire another 
asset. For example, if you’re a clothing retailer and you spend money ordering a new 
shipment of sweaters, there will be an increase in revenue (debit) when that inventory is 
sold. However, there will also be a decrease in inventory (credit) when a sweater is sold. 
The sum of the debits and credits in your books should be equal. Typically, bookkeeping
software such as QuickBooks applies the double-entry method automatically.

 

If you’re using single-entry, transactions are only recorded once and not as credits and 
debits. This form of accounting is usually only used for personal finances (like balancing
your checkbook) and by very small, cash-based businesses. Businesses that use single-
entry are limited to using the cash reporting method.

 



4.      Review transactions and separate them into accounts.      Categorizing your 
transactions will keep all of the entries organized and make it easier to see where you’re 
gaining or spending money. It’s up to you to determine the number of accounts you will 
have and what you will label them. There will be some variation from business to 
business, based on your industry. For example, a furniture retailer might have an account
that just tracks sofa inventory. In the previous column, I mentioned 10 common account 
types. However, there are five basic account types that every business should have:

Ø    Asset

Ø    Liability

Ø    Equity

Ø    Revenue

Ø    Expense

Over the course of the week or month (or however frequently you do your 
bookkeeping), you’ll look at all of your transactions, and then add them to one of these 
accounts. It’s not always easy to tell which account a transaction should fall under. Don’t
hesitate to consult a financial adviser or professional bookkeeper if you have questions.

 

5.      Record transactions and post them into the ledger.      To keep an eye on the 
financial health of your business and save yourself a headache come tax time, record 
your transactions and post them to the ledger regularly. You can decide on the frequency 
and the tools you’ll use, but it’s important to be consistent to avoid feeling 
overwhelmed.

 

As I suggested in the last column, using software makes it easier to accurately record 
transactions and manage your cash flow. The streamlined workflow, time-saving 
automation and convenience that accounting software offers will become especially 
important as your business grows and your finances become more complex.

 

When using accounting software, you won’t have to perform the two-step process of 
entering transactions into journals and then transferring them into the ledger. The 
program will automatically update the ledger for you.

 

Finally, at some point you may need to consider the decision of hiring a professional 
bookkeeper.  This can give you more time to focus on the aspects of your business that 
you’re passionate about. It’s also the best way to ensure that every transaction is 
recorded correctly. Of course, hiring a bookkeeper is one more expense to contend with. 
That said, it often makes sense to seek out a professional. Each business is different so I 



suggested that there are some signs that may indicate to you that it’s time to let a 
professional take the reins:

 

ü You’re not recording all of your transactions.  The number one rule of bookkeeping 
is “Be consistent.” You have to be diligent about tracking every transaction. If you are 
unable to write down all of your transactions — whether because you forget, you don’t 
have time or you’re frustrated with the process — a bookkeeper can ensure your records 
are always up to date.

ü Keeping the books takes too much time.  As a business owner, you may wear many 
different hats. Not only do you handle the day-to-day operations, but you need to 
develop a marketing plan, hire and manage employees, and deal with unexpected 
responsibilities.  Adding bookkeeping to the mix can be overwhelming, not to mention 
time-consuming. 

ü You’re not sure your numbers are accurate.  Managing your books is so important 
that you really don’t want to risk making mistakes. Seemingly minor errors — a 
misplaced decimal here, an added zero there — can throw off your books and result in 
losses or even a tax audit. If you aren’t confident in your ability to track your account 
balances or use the accounting software that you purchased, it’s time to hire a 
bookkeeper.

ü You aren’t able to reconcile your books with your bank statement.  At the end of the 
month, your internal records should match the balance on your bank statement. If you 
find that those numbers rarely match up and you’re unable to reconcile your bank 
statement, then you definitely need to have a professional take a look at your books. 

ü Your business is growing.  Bookkeeping may have been a relatively simple task 
when you started out, but it can become more complicated as your business grows. The 
amount of money and accounts you’re dealing with, and the types of tax deductions and 
other tax benefits available to you, change as your business evolves. Professional 
bookkeepers have the resources to work with businesses at every stage.

Part of being a successful business owner is knowing when to delegate responsibilities 
and when to look for help. There are countless professional bookkeepers in every 
industry; their experience may make it possible for your business to run more efficiently 
— and thrive.

 

The ”take-home” of this column is this.  Your company’s success hinges on 
profitability and positive cash flow. Without bookkeeping, you won’t know if you have 
either.



 

Bookkeeping can be time-consuming, even when you know what you’re doing. But as a 
business owner, it isn’t something that you can ignore.

 

 

Dean L. Swanson

Southeast Minnesota SCORE

c/o Rochester Area Chamber of Commerce

220 South Broadway, Suite 100

Rochester, MN 55904

www.seminnesota.score.org/ 

*Dean is a volunteer Certified SCORE Mentor and former SCORE Chapter Chair, 
District Director, and Regional Vice President for the North West Region

http://www.seminnesota.score.org/

