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Accounting is an essential element of any business since it
offers a scope of administrations that incorporate the
foundation of your bookkeeping framework.

Cash Basis: This records income when they are received
and expenses when they are paid. It is easy to prepare and
offers a clear view of a company’s income and
expenditure. Best for small businesses with basic
transactions such as; buying or selling of goods or services.
Accrual Basis: This records income when it is received and
expenditure when it is made, even if cash has not changed
hands. Financial performance and trends over different
periods are more accurately depicted by cash flow
statements than the income statement and balance sheet
but this statement is more complicated. Appropriate for
stores that use stocks or extend credit to their clients

Step 1: Decide on an accounting method

Purpose: A common benefit for having a personal and a
business account is to keep records clear and apart so
that when filing taxes, things will be easy and one will be
protected by law.
Benefits: More ascertainable business performance, better
image, auditors’ convenience.

Step 1.1: Open a Business Bank Account
Different from the Personal One



Features: Coordinates management of income and
expenditure, billing, accounting, and tax preparation. Is
revealed via the key performance indicators represented
by the business intelligence dashboards and the overall
financial report of the company.
Popular Choices: QuickBooks, Xero, FreshBooks, Wave, Zoho
Books.

Step 1.2: Use Accounting Software

Sales Invoices: The important records that should be
made include date details of service to the customers,
information about the customers, the products and
services you offered, and the amount owing. Make sure
that invoices are properly labelled with the sequence
number.
Cash Sales: This way, records of all the cash transactions
made within a day are taken to avoid any missing out of
any amount of income.

Step 2: Recording Transactions: Income

Receipts and Bills: It is advisable to keep original and
copies of all the receipts and bills whether in physical or
virtual form. One can simply scan receipts using certain
apps such as Expensify or Shoeboxed for digitising.

Step 2.1: Recording Transactions: Expenses



Categorize Expenses: Requirements for organising
expenses should include categories such as office
supplies, lease/rent, light and power, travel and
transportation, advertising and promotion, and
wages/salaries. Useful in examining consumption habits
and debts or credits on the tax bills.

Mileage Log: Document business mileage by using a
logbook or any application (for example, MileIQ). Attach
date, destination and the purpose of the business trip,
including number of resulted miles.
Travel Expenses: Keep the record of the business travel
expenses of the employees like transportation, lodging,
meals, and miscellaneous expenses. Thus, save all records
and receipts to support any claimed tax deductions.

Step 2: Recording Transactions:  Mileage/Travel
Expenses

The functions of managing Accounts Receivable
and Accounts Payable.

Track Invoices: Perform the use of software in the tracking
of the issued invoices, the payment due dates and the
received payments. The final strategy is to assign due date
notifications for outstanding amounts.
Follow-up: One of the most important business processes
that need improvement is the procedure for checking the
customers’ accounts which have not been paid yet. Make
follow-up emails/phone calls and maybe give discounts to
people who pay early or charging penalties to clients who
delay payment

Step 3: Accounts Receivable



Record Bills: Record all received bills in your accounting
system; date, vendor’s details, amount & due date of the
bill.
Track Due Dates: People should put alarms for every
coming due date to ensure that they do not incur added
costs and keep their suppliers happy. One should also take
note of early payment discount offered for settlement of
the account.

Step 3.1: Accounts Payable

Process: Make a habit of the comparison of accounting
records with bank statements. It is necessary to compare
the information and eliminate inconsistencies when filling
in the report.
Benefits: Prevents mistakes, identify frauds, and check
effectiveness of the business financially by preparing good
and accurate financial statements.

Step 4: Reconciliation: Bank Reconciliation

Credit Card Statements: Compare the credit card having
statements with the recorded monthly expenses.
Loan Accounts: You can check the balance that has been
due and the payment made with the records you have.

Step 4.1: Reconciling Other Accounts

Components: Revenues and measuring again the sales
cost, such as Cost of Goods Sold (COGS) and operating
expenses to determine net income or loss.
Use: Determines profitability, can look at trends and provide
data for business decisions

Step 5: Financial Statements: Statement of Profit
Loss/Income Statement



Components: Gives items of value (cash, inventories, tools,
etc), amounts that must be paid (loans, credit, etc) and
the owner’s capital at a certain date.
Use: This contains a picture of a company’s financial
wellness and is used in evaluating the liquidity position,
solvency and over all financial standing.

Step 5.1: Balance Sheet

Components: Records and analyses the company’s
receipts and payments from operations, investments, and
financing.
Use: Manages cash flows and equities or ensures
availability of adequate cash for the organisation’s
operations or for the next budget.

Step 5.2: Cash Flow Statement

Process: Sign up with the government’s taxation body (for
instance, Her Majesty’s Revenue and Customs-HMRC in the
United Kingdom or Internal Revenue Service-IRS in the
United States of America) to pay taxes on earned income.
Deadline: Register well on time to avoid penalties since
there is usually a date when the registration must be done.

Step 6: Tax Obligations: Register for
Self-Assessment

Income: A sum of the income that is received from all
sources of income.

Step 6.1: Calculate Taxable Income



Allowable Expenses: Take business expenses that are
reasonable and customarily required to sustain your
business. Ensure that the records are well developed in
order to support deductions.

Record Retention: Restore documents for at least 5-7
years, as it is required by the tax service.
Types of Records: CO – keep income records, expense
receipts, bank statements, tax return and correspondence
with the tax authorities.

Step 6.2: Keep Detailed Records

Process: Preliminary setup with governmental bodies –
taxation – and acquire an employer identification number
(EIN).
Compliance: Employment laws; minimum wage, working
hours, and employee benefits have to be in compliance
with standards.

Step 7: Managing Payroll: Employers should
register with the commission

Calculate Wages: Calculate the wage before deductions,
deduct taxes, and arrive at the net pay.
Payroll Taxes: Contribute and transfer payroll taxes to the
tax office. File all payroll tax returns as and when it is due.

Step 7.1: Process Payroll



Estimate Income: Depending on it’s previous experience
and the state of the market.
Estimate Expenses: That should involve analysing and
possibly categorising all expenses that the business is likely
to encounter. Accurate organisational costs that should be
incorporated include Fixed costs and Variable costs.
Track Performance: It is good to cross-check the actual
income and expenses with the stipulated budget
periodically so as to determine any deviations and then
make the necessary alterations.

Step 8: Financial Planning and Budgeting: Create
a Budget

Cash Flow Forecast: As a key idea, manage projected
cash receipts and expenditures, based on which the
business shall pay its dues.
Managing Fluctuations: For it is always useful to have a
cash reserve, one should plan for the fluctuations in cash
flow depending on the season and any unplanned
expenses.

Step 8.1: Monitor Cash Flow

Services: They also can do accounts, then prepare
accounts and balance sheets, file returns and also offer
advice.
Benefits: Time-saving feature, precise results, traffic
control, and professional consultancy of financial
decisions.

Step 9: Seeking Professional Help: Hire an
Accountant/ Bookkeeper



Financial Advisors: Offer advice on matters relating to
wealth creation, pension and other life’s financial matters.
Business Consultants: Provide consultation regarding
increase of businesses, optimizations, and further planning.

Step 9.1: Use Professional Advice
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Maintaining accurate and organised accounting records is
essential for the success of a sole trader business. It helps in
managing finances effectively, ensuring compliance with
tax regulations, and making informed business decisions. By
following this guide, sole traders can establish a robust
accounting system that supports their business operations
and growth.

If you need expert assistance in managing your accounting,
consider partnering with Octa Accountants. We offer
comprehensive accounting services tailored for sole
traders, ensuring your financial records are accurate and
up-to-date. Let us handle the numbers so you can focus on
growing your business.


