
Small Business Accounting 101: 
9 Steps to Get Your New Business on Track

1.Open a business bank account. ...

2.Track your expenses. ...

3.Establish a bookkeeping system. ...

4.Team up with a CPA. ...

5.Determine how you'll get paid. ...

6.Set up a payroll system. ...

7.Determine your tax obligations. .

8.Keep on top of your gross margin.



Types of Business Entities. U.S. state governments recognize many different 

legal entity types, but most small businesses incorporate under one of five 

entity types:

1. sole proprietorship, 

2. partnership, 

3. C corporation, 

4. S corporation, or 

5. limited liability company (LLC).



Accounting Definition

“ accounting is how your business records organizes 
and understands its financial information”

It helps to make good business decisions or to know  
whether you are winning or losing



1. Managing your Money: Bank or credit cards: Always 

keep them separate from personal. Don’t mix 

personal with business

2. Bookkeeping –recording and categorizing

3. Financial reports: Balance Sheet, Income statement, 

Cash Flow Statement

4. Making Business decisions

5. Prepping for Tax season

Accounting is split into 5 business 
areas



1) An income statement always represents a period of time like a month, quarter 

or a year. This contrasts with a balance sheet, which shows account balances 

for one exact date. The income statement below shows five full calendar years 

plus a last twelve months (LTM) period as of 9/30/13

2) Income statements can be generated using the cash or accrual accounting 

method.

• Cash accounting means you calculate your profits (or loss) based on when 

the income and expenses hit your bank accounts. Accrual accounting 

computes your income based on when a sale was actually made regardless 

of payment. So, if you made a sale in January but don’t receive the funds 

until February, the revenue will show up in your January income 

statement with accrual accounting.

• Accrual accounting is the most accurate, but it can be a big headache to 

do properly. That’s why the majority of smaller independent merchants 

opt for cash-based accounting



Income Statement 

The income statement measures performance over a specific time period 

(quarter, year, etc.) 

Report revenues first and then deduct any expenses for the period •

End result = Net Income = “Bottom Line” 

Net Income = Revenue - Expenses



INCOME STATEMENT



Calculating Gross Profit
The gross profit equation is:
Gross Profit = Revenue – Cost of Goods Sold – Other Direct Expenses



Calculating Operating Profit

Operating Profit = Gross Profit – Overhead Expenses



Calculating Total Income

Operating Profit = Gross Profit – Overhead Expenses

https://www.ecommercefuel.com/income-statement-format/



Balance Sheet

Asset – something you have (current and fixed assets)

Liability – something you owe (debt) 

Equity – net value of the business 
(Equity = Assets – Liabilities)





Recordkeeping

• Everyone in business must keep records
• Good records will help you do the following:

• Monitor progress of business activity

• Prepare financial statements 

• Identify receipt sources 

• Track deductible expenses 

• Prepare tax returns 

• Support items reported on tax returns 



Business Recordkeeping System

• Income
• Expenses
• Recordkeeping system
• Supporting business documents



Small Business Recordkeeping 
System Examples

• A recordkeeping system for a small business might include the 
following items: 
• Business checkbook

• Daily and monthly summary of cash receipts

• Check disbursements journal

• Depreciation worksheet

• Employee compensation records



Electronic Records

• All requirements that apply to hard copy books and records also apply 
to business records which are 
• maintained using electronic accounting software, point of sale software, 

financial software or any other electronic records system

• Electronic system must provide a complete and accurate record of your 
data that is accessible to the IRS



Report all Taxable Income

• Report all taxable income on your return
• Most income is taxable unless it is specifically exempted by law. 
• You can receive income in the form of

• Cash

• Check

• Credit card

• Assignment of Income

• Virtual Currencies

• Non-cash exchanges such as bartering



Common Tax Errors 

• Four common tax errors for small businesses:
• Underpaying estimated taxes

• Not depositing employment taxes

• Filing late

• Not separating business and personal expenses



IRS and Other Federal Resources for 
Entrepreneurs

https://www.IRS.gov/smallbiz
https://www.uspto.gov/learning-and-
resources/inventors-entrepreneurs-resources

https://www.usa.gov/business?source=busa https://www.sba.gov

https://www.irs.gov/smallbiz
https://www.uspto.gov/learning-and-resources/inventors-entrepreneurs-resources
https://www.usa.gov/business?source=busa
https://www.sba.gov/


Stay informed

• IRS Small Business & Self-Employed Tax Center –
IRS.gov/smallbiz

• Small Business Tools & Resources
• e-News for Small Businesses
• IRS Social Media – IRS.gov/socialmedia
• Small Business Presentations on IRS Video Portal –

IRSvideos.gov/business
• Small Business Virtual Tax Workshop
• IRS Online Tax Calendar options for Small Business & 

Self-Employed – IRS.gov/taxcalendar
• IRS has helpful publications – IRS.gov/publications 



Small Business/ Self-Employed 
Tax Center – IRS.gov/smallbiz



e-News for Small Businesses



IRS Social Media – IRS.gov/socialmedia



IRS Video Portal
IRSvideos.gov



Small Business Virtual Tax Workshop
IRS.gov/sbworkshop



Online Tax Calendar –
IRS.gov/taxcalendar



IRS Publications

• Publication 1, Your Rights as a Taxpayer
• Publication 15, Circular E - Employers Tax Guide
• Publication 225, Farmers Tax Guide
• Publication 334, Tax Guide for Small Business
• Publication 463, Travel, Entertainment,

Gift, and Car Expenses
• Publication 525 – Taxable/Nontaxable Income



IRS Publications

Here are some of our top recommended sources for 
you to review. 
• Publication 5557, A Guide to Starting a Small 

business
• Publication 583, Starting a Business and Keeping 

Records
• Publication 535, Business Expenses
• Publication 587, Business Use of Your Home
• Publication 594, The IRS Collection Process
• Publication 505, Tax Withholding and Estimated Tax
• Publication 463, Travel, Gift and Car Expense
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