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1.  Importance of bookkeeping 

 

Bookkeeping is an important task for any kind of business, whether big or 

small. It is also called record keeping, because it refers to the process of 

recording all financial transactions and events that occur in the company. 

Why do we do this, and why is bookkeeping so important? 

 

Evaluate financial health Bookkeeping will help you know exactly how much 

money you’ve received and spent, and what you’ve spent your money on. It 

helps you keep track of who still owes you money, and if you have any 

outstanding payments to make. With these data at hand, you can create 

financial statements and calculate if your business is making a profit or a loss.  

 

Negotiations on loans and credits If you are looking for a loan or credit, or if 

you are planning to do so in the future, accurate and complete records are 

required. Investors and lenders will want to look into your books and your 

financial statements before deciding on granting you financing.  

 

Taxes As a business, you’ll have to pay taxes and tax agencies may need to 

look into your books. In order to know how much you have to pay, or if you 

can apply for any deductions, you’ll need complete records and relevant 

back-up documentation. Not having proper records may cause you to miss 

out on tax opportunities, or you may even risk having to pay fines. 

 

2. What can financial statements tell you? 

 

Keeping adequate records will help you to create three basic financial 

statements. These are the cash flow statement, the income statement and 

the balance sheet. These can give you valuable financial information. 
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The Cash Flow Statement (also called Cash Book) shows the sources (Cash In) 

and use of funds (Cash Out). The difference between the two is the 

company’s cash position over a period of time. It helps you gain insight on:  

 whether the company has cash, 

 how you generated this cash, and what the cash was used for, 

 if the company can bear its investments. 

 

The Income Statement (also called Profit & Loss account) provides an 

assessment of whether the revenues that are generated by the business 

activity have been profitable during a specific period of time. It matches the 

company’s accomplishments (sales) with the effort (expenses) spent to 

generate them during a specific period of time. It helps you get clarity on: 

 how much money the company earned (revenues) during a 

certain period of time, 

 what the company spent (expenses) during that period, 

 whether the company has been profitable during that period, 

 how the company created its result. 

 

The Balance Sheet is a snapshot showing what the company is worth at a set 

date. It’s a record of the company’s financial structure that shows what the 

company owns (assets), what the company owes (liabilities) and what 

belongs to the owners (shareholder’s equity). It provides insight into: 

 whether the company meets its financial obligations, 

 how much money has already been invested in the company, 

 whether the company is overly indebted, 

 what kind of assets the company has purchased with its funds. 

 

3. Financial Planning 

 

For any business, two things are crucial: you should never run out of cash, and 

your business should make a profit. Financial Planning helps you to reach 

both.  

 

Financial planning involves budgeting or forecasting for both Profit and Cash 

flow. This means you should closely follow the Sales and Costs as well as your 

cash flow, to make sure that everything is going on as planned. Should 

anything go wrong, corrective action should be taken immediately. 

 

Plan and monitor the financial situation of your business following these steps: 

 

1. Each month, make a Sales and Costs Plan, which shows the 

Sales, Costs and Profits that your business is likely to have, 

2. Each month, make a Cash Flow Plan, 

3. Each month, compare the actual records with both plans, 

4. Take corrective actions on any huge variations from the plans. 

 


