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CDB Section 1 - Accounts 

And welcome to accounts. Now, there is a story about Vince Lombardi, who was a very 
awesome football coach. And he went into his team at the very beginning of the year, who 
were pro players by the way. And he comes in and he holds up in his hand, a football, and he 
says, gentlemen, this is a football. Vince Lombardi wanted everybody to start from the ground, 
understanding his system, understanding the language that he spoke. And he assumed that 
they knew nothing. Now, obviously he knew that they were professional players, I know that 
you're a professional bookkeeper, but what I want to do here in the accounts in the Certified 
Digital Bookkeeper is really for us to establish a dialogue. It's for us to understand a base. I 
promise it's going to get more complex from here. So, you feel like, Oh, this is going to be a 
breeze. 

Ha. It's not going to be okay, but we'd need to start with a foundational level. And that's what 
we're going to be talking about here in accounts. Now, remember, none of this is supposed to 
be exhaustive, it's supposed to be that we are teaching you everything. Most of this is based 
upon your experience and your skillset. But what we want to do is again, just establish that 
protocol to establish that common bond, that language that we all need to share. 

So, here's the objectives when it comes to this section right here and understanding the 
accounts. Number one, we want to review what is unique about each account type. We also 
want to understand what you need to do for each account. Every one of them is a little bit 
different. Number three, we want to identify how transactions affect each account. And then 
number four, recognized code ranges, which accounts they apply. 

So I know a lot of you use a popular bookkeeping software that doesn't use account numbers, 
but I know that you probably are, and we're going to talk about that and the importance of it 
throughout all of this, but these are the objectives for going through accounts. 

Let's go ahead and start. We're going to start with the balance sheet and we're going to start 
with cash accounts here. So, here's what's unique to this account type. Cash accounts always 
need to be reconciled to catch duplicate or incorrect transactions or even omitted transactions. 
So, it's very important that we do that. We all understand the importance of reconciling the 
bank statements. We are all fastidious about that. You're probably like me, if you see it a penny 
off, you can't stand it and you go and find that darn penny, right? So that's why we have to go 
through and be complete with it. 

Our responsibilities as a bookkeeping professional is to use the reconciliations to find duplicate 
or incorrect transactions and record any uncleared checks. So, we all see this right now where, 
hey, I'm just taking the bank feeds and that's the gospel. That's all the transactions. That's not 
the case. That's why bank reconciliations are so important, so that we catch these types of 
errors. And that's our responsibility to help the business owner to do that with their books. 
Now transactions affecting this account. Uncleared checks may cause the balance sheet balance 
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to be different from the bank statement. And that's not what we want. Again, I know that you 
know these things, but let's all get on this common ground right here. Now the code range for 
cash accounts is in the one thousands. So, I usually start with 1010 for the operating account. If 
they have a savings account, 1020, that sort of thing. You have a little bit of latitude here, but 
that's the code range for cash accounts. 

Now the next is accounts receivable. This is a current asset. What we need to do, the 
uniqueness of this actually is aging invoices need to be handled according to company policy. 
So, as we're going through, we need to understand if our clients have accounts receivable, what 
is their policy on this? That way if we're starting to look at the aging reports and we see that 
things are getting extended to 45 days and they're normally 30 days, that way we can 
understand it's not just about reconciling, it's not just about knowing the numbers, it's about 
understanding how accounts receivable would fit inside the context of this businesses 
bookkeeping. So, the bookkeeper's responsibility is to use that company policy, the one that 
our client has, to calculate allowance for doubtful accounts. 

This is one of the big things that I see that people don't do is actually have an allowance for 
doubtful accounts on accounts receivable. And that's something that needs to be shown. And 
so historically we can go and we can actually figure out, you probably have all done that sort of 
thing before, where we figured out what's the allowance for doubtful accounts. 

Now transactions affecting the accounts receivable. Payments must be applied to the open 
invoices instead of simply adding it to revenue. So, we've all probably seen that, deposits in 
transit being a high number, accounts receivable being a credit number. There’re just all sorts 
of things that can go wrong. So, we need to make sure that as monies start to be deposited, 
that we're actually applying those to the proper accounts receivable and that we're helping our 
client to understand that. And the code range for accounts receivable is the 1100s. Again, this is 
a current asset. Current meaning that we can get rid of it, or we can turn it into cash pretty 
soon. And obviously accounts receivable is not cash, but we want it to be cash pretty quick. And 
that's what we need to understand. 

Now, the next account is inventory. So, what's unique to this account type? Entries include 
purchasing inventory by cash or on account, selling inventory and physical inventory, count 
adjustment, excuse me, that's what you need to inventory. We all know that. So, bookkeeper 
responsibilities, inventory management includes creating entries for purchases, for sales and 
quantity adjustments. Also whacking our client over the head to actually do a physical inventory 
check. That's a very important thing that we need to help them, or at least stress to them how 
important that it is. 

So, transactions that affect the inventory account. So, inventory costs must be moved to cost of 
goods sold once the actual item is sold or adjusted. So obviously when we get raw goods or 
when we get materials for resale, that needs to go into the inventory account, just doesn't go to 
cost of goods sold. That's one of the big mistakes I see is that people just put it over to cost of 
goods sold and maybe hopefully at the end of the year, they take some sort of physical 
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inventory. And while that is a much simpler, it's not the right way to do things. So, we need to 
make sure that this is proper, that everything goes through inventory and then into cost of 
goods sold when it's actually sold, or we have to write it off. And the code range for the 
inventory accounts is 1200s. Again, another current asset. 

The next current asset is what's called prepaid costs. So, these are expenses purchased by the 
business, increase the assets of the company. So obviously let's say that I pay an insurance 
policy. It's $12,000. That's going to be for the next year, that needs to be amortized over the 
course of the next 12 months. So that would be a prepaid cost. And every single month I would 
have an entry that takes it from prepaid costs and puts it into the actual expenses. So, I take it 
from the balance sheet and put it over onto the income statement. So, the bookkeeper 
responsibilities, again, move the asset balance to the proper expense accounts during the 
correct recording period. So, going back to my example of the $12,000 insurance policy, 
January, a thousand dollars would go to insurance expense. That would be the debit. And then 
the credit would go to prepaid cost. And we would continue to do that until it's exhausted and 
we need to make sure that that's done, that's our responsibility. 

So, the purchase of the expense and recording of the expense for the proper accounting period, 
that's the transactions that affect. So, we need to make sure that we understand our business. 
We talk about this a lot, not just understanding the numbers, but understanding what's going 
on. If we see that $12,000 insurance, we have to say, Hm, I've never seen something this big 
before I need to ask them, is that for a month, that seems like a lot, or is that for a year? 
Because we want to make sure that we're timing these expenses and reflecting everything 
properly as part of our accrual basis financial statements. And the code range for prepaid cost is 
1300s. That's prepaid costs. 

Now, next we move on to everyone's favorite, fixed assets. So, what's unique to this? The tax 
return should provide you a list of the company's fixed assets. Now, the problem with that is 
that it only shows tax depreciation. I know some of us keep depreciation on for tax purposes. 
So, we need to always look and see if there are other depreciation schedules that have been 
prepared, or if that's being maintained inside of the bookkeeping application. Most of the time, 
that's not, so we start by looking at the tax return to get a complete list of all of the fixed assets. 
We also need to record the purchase and maintain an accurate list for the tax repair and for 
proper depreciation. You need to make sure that every single month we are recording the 
depreciation expense and then crediting what? Accumulated depreciation. Which is a contra 
account of fixed assets. 

So, the transactions affecting the account of fixed assets. The purchase of fixed assets must 
include the date, the description in the full amount of the asset. Now, as we start to talk about 
other things, there's add on services that we can do. If we have a client that's very big into 
having fixed assets and they have a lot of them, then they need to really maintain it. They need 
to make sure that we have pictures of it. They didn't mean to make sure that we have all of this 
stuff because it starts to everything, personal property taxes and all of that. So, if you're 
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working with a business that doesn't have a lot of fixed assets, it just makes your life easier. And 
the code range for fixed assets is the 1400s. 

Next is other assets. So other assets, these are security posits, team member advances, and 
goodwill are just a few of the possible other asset accounts. It could be a franchise fee. There’re 
intangibles. All these different things are an example of other assets. So, responsibilities. 
Record all team member advances made and any security deposits paid by the company. Or if 
you see that there's goodwill, those need to be shown in other assets. Those do not show up in 
fixed assets. Fixed assets are just what they say, fixed. There is something that if you took a 
building and you shook everything out, that would be a fixed asset, including the building itself. 
These other assets are intangibles like the goodwill, all the things that we've mentioned, 
security deposits, those are need to be reflected underneath there. And one of the things that 
we have is any accumulated amortization for those intangible items is also included in other 
assets. 

Transactions affecting this account of other assets: security deposits made by the company, any 
businesses acquired by the company for more than fair market value, which is Goodwill, and 
advances paid to team members, all are under other assets. And the code ranges for these 
other assets are pretty big 1500s to 1900s. You have a little bit of latitude on that, and that 
completes all of the assets. 

Now, as we continue down our venture of the balance sheet, we're going to go to accounts 
payable. So just like with accounts receivable, we should have a subsidiary ledger that matches 
the trial balance. So, on accounts payable, if my balance sheet shows that I have $21,000 in 
accounts payable, then I should have a subsidiary ledger that shows the 12 vendors or however 
many that I have that equals up to that. We need to check that on a routine basis before 
financial statements are issued so that we make sure that this is accurate. So, we also need to 
verify the payments have been applied to the correct bills, just like with accounts receivable, 
we want to make sure that we're not just charging those to the expenses or the client's doing 
something like that. We need to make sure that we're actually applying payments to the 
invoices so that our accounts payable doesn't get out of whack. And we need to make sure that 
we record the bill. And then when the expense is paid, that's the whole entire process, you 
know how to do that because you're a great bookkeeper. 

Transactions affecting the account accounts payable: bills received and payments made by the 
company. So, it's pretty simple. Money's come in. Obviously, we have tools that can help us 
with this, but at its most rudimentary level, this is what it is. We receive bills. We pay bills. 
Hopefully that's what the client does. And the code range is 2100. Some people use 2000s and 
not getting too caught up on that. You can use either one, it's a dealer's choice on that. So 
accounts payable, that is the first current liability because it's pretty darn quick. 

Now credit accounts. So, credit accounts always need to be reconciled to catch duplicate and 
incorrect transactions. So, what we need to do is to use the reconciliations to catch duplicate or 
incorrect transactions and confirm that payments have been applied correctly. So, transactions 
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that affect this account: purchases made with and payments applied to credit cards. So, we're 
talking about our client has hopefully a dedicated credit card that they're using only for 
business expenses. And so, we're going to go through and much like we do with the bank 
reconciliation, we're going through checking all of them, making sure that they're all business. 
Wink, wink. Every business owner I know uses their credit card and commingles things and that 
makes our life a little bit more difficult. But that's why it's important that we go through, verify 
everything, reconcile to the actual credit card statement. Code ranges for this and for credit 
card accounts is 2200s. 

Next up is payroll payables or payroll liabilities, whatever that you want to call it. Unique to this 
account type, net pay and all withholdings need to flow through payable accounts, liabilities. 
So, we need to be showing if your client is having to pay the deposits, payroll taxes, whether 
that be federal, state, municipality, provincial, wherever that you are, those need to be 
reflected because that's a liability of the company. So, we need to properly classify gross wages 
and employer taxes as an expense while reconciling the withholdings and net paycheck has 
payables to the company. So, they could have health insurance that they're withholding from 
their employees, they could have 401k. They could have a lot of different things and we need to 
make sure that we're breaking these things out on the balance sheet so they're accurately 
reflected. 

Now, obviously the transactions affecting this account are the payroll accrual, paychecks issued, 
and payroll taxes paid. Now, if your client is using a service like an ADP or a Gusto or something 
like that, all of the monies are being withheld. So as soon as payroll is done, there's really not 
any liabilities typically. But if they're doing it themselves, if you're having to go through and do 
the payroll deposits, heaven forbid, then there's always going to be probably, I won't say 
always, but most likely there's going to be liabilities. But if you're using some sort of automated 
payroll system, they're typically pulling everything out. There may be a straggler, like a 401k 
that your client has to pay manually. But that's the good and great thing about using a payroll 
service. Code range for these, for payroll liabilities or payroll payables, is the 2200s. 

Next up sales tax payable. This is getting to be fun, isn't it? All right. So unique to this account 
type: sales tax is not an expense to the business. Remember this is a flow through. So, if let's 
say I have a garden center and I sell some flowers for a hundred dollars and I charge 6% tax on 
that. So that's what, $6? I get $106 from my client or from my customer. That $6 I hold onto 
and then I pay to the state, the County, whatever the case may be. So, what we need to do as a 
bookkeeper is, we need to make sure that we accrue these sales tax liabilities and that we 
double check the balance against the taxable sales and track the payments. So, we all know that 
sales tax is a big thing, it's becoming a lot bigger because States are really starting to clamp 
down. And I believe as we move on and as the states are starting to really struggle for money, 
that this has become a more detailed service. So, we need to make sure that we're building in 
all the kinds of structures that we can help and monitor those sorts of thing. Making sure that 
our clients don't get into trouble with not paying their sales tax. That's not a good thing. 
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Transactions affecting this account: sales involving taxable products and payments issued. And 
then code range would be 2200s for this one right here. 

So, one other thing that I'll mention on short term liabilities or current liabilities is current 
portion of long-term debt. Current portion, if I can speak here, of long-term debt, I'm just going 
to plant that seed right there for you. 

Long-term liabilities. So, payments must be split between the expenses portion and the 
liabilities portion. So, let's say that I have a loan, it's a hundred thousand dollars, it's 4% 
interest. Every time I make a payment, part of that is principal, part of those interest. We all 
know what amortization schedules are. We need to make sure that we're busting those out and 
that we are agreeing them to the bank. So, we need to separate the interest expense and the 
principal payments and record the current portion of long-term debt, which as I mentioned 
before, goes up into the current liabilities. So transactions affecting the account are loan 
payments, and then the current portion of long-term debt and having those amortization 
schedules, I've had clients and I had to have a whole permanent file back and we actually had 
physical files, and you would have one virtually obviously now, but having the loan amortization 
schedules, getting a statement from the bank, reconciling to make sure that our interest and 
principal portions agree with what the bank has and the code range for these long-term 
liabilities is 2400s 

All right, we're almost done here with the balance sheet, let's go into equity. So unique to this, 
retained earnings is required for every business, but is handled differently for each entity type. 
There's different names and all that sort of thing, but retained earnings obviously is the big part 
of equity, hopefully right there. So, responsibilities here is to record opening balances to 
retained earnings and then enter year end adjusting entries. So, what do we have to do? We 
have to close distributions or we have to close contributions. And then the bookkeeping 
application typically automatically closes net income to retained earnings, but we need to make 
sure that that rolls every year. We need to make sure that it's correct. And so that's a big thing 
for us to do right there and that's one of the big no-no's that I see a lot of financial statements 
is that people don't actually go through and roll retained earnings from one year to the next. 

So, transactions effecting the account: beginning balance entries, owner contribution and 
distributions, year-end adjustments based upon the entity type, and obviously closing net 
income to the equity account. And the code range for these is the 3000s. 

And that completes the balance sheet. Now let's go over here to the income statement, we 
start with revenue or sales depending on the type of entity. So obviously refunds and 
allowances is a revenue account. Although it always contains a negative number and that's 
what we refer to as a contra account right there. So obviously we want to have, and I see this a 
lot of times is that refunds are down in just regular expenses. That's not the case, because we 
have gross revenues and then less any refunds, allowances, which gets us to what? Gets us to 
net revenue. And that's the proper way to present the income statement. 
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So, we need to ensure that refunds and allowances are tracked separately from revenue and 
record any revenues that are deferred or unearned. So, let's say that my client brings in a 
deposit for $50,000 and there are certain milestones that need to be met before that's actually 
realized, well we need to make sure that that's not recorded all in revenue. We need to make 
sure that that's shown as a liability on the balance sheet. And then as certain milestones are 
met and that income is now earned, we move it over to the income statement, kind of like what 
we talked about with prepaid costs there. So, transactions affecting the revenue count: sales 
with cash or on account, discounts or refunds, and any revenue that is unearned or deferred. 
All of that is in there. And the code range for revenue accounts is 4000. 

Direct cost. This could also be referred to as cost of goods sold depending on the type of entity 
and what it is that they do. So, some wages need to be included in direct costs. So, for example, 
when I work with dentists, they had hygienists and dental assistants and maybe they had a part 
time dentist that worked with them. Those were direct costs because it was directly related to 
the service in which they were providing. However, the office manager was an indirect cost or 
overhead, whatever that you want to call it because that was not directly related to the dental 
practice. So, we need to make sure that we're doing this. And the reason that it gets important 
is when we start talking about benchmarking and that sort of thing. So, we need to record all 
costs that directly pertain to the goods and services sold by the company. 

If we're dealing with somebody that's a resale or a retail shop, this becomes pretty easy. A 
restaurant, pretty easy. When we start getting to services and such like that, it gets a little bit 
more difficult. But again, we want to make sure that we're breaking out the direct costs from 
the indirect costs. It's very important that we do that. I see a lot of people; most people do not 
do this. And so, we need to make sure that we're actually doing that. Transactions that directly 
pertain to the goods and services sold by the company, which may include labor, transportation 
costs, et cetera. It could be the goods that they're actually selling. Let's say that they're a t-shirt 
shop. Obviously, they're buying raw t-shirts, maybe they're stamping and bordering them. 
Those are all run through direct cost or cost of goods sold. And the code range for these is 
5000s. So, this is the 5000s. 

And then we have expenses. So unique to this account: guaranteed payments to partners are 
included in the expense accounts. So, if you're in the US, we have what's called guaranteed 
payments. Those are included in the expense accounts, whereas a normal distribution is not 
included in the expense’s accounts. So, we need to make sure that we record all purchases that 
are ordinary and necessary for the company. We also need to make sure that we're 
categorizing those properly. We need to make sure that we are putting them in the right 
category, that we're keeping our chart of accounts tight, and that we have very solid processes 
for making sure that they go in the right bucket, working with our clients to really nail down 
that chart of accounts to make sure that it's good. 

Now, obviously purchases for anything that is ordinary necessary are going to be included in the 
business. Going back to my example, with the dentistry, office supplies, the salaries for office 
type of administrative would go in there, rent, most of the number of expenses that that dental 
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practice would incur would go into expenses or indirect overhead. And the code range for these 
is 6000s, and actually can go into the 7000s. 

Now here's a big thing right here, other income and then other expenses. Let's start with the 
other income. Any revenues that are unusual or infrequent must be tracked separate from the 
regular income accounts. So, the most common one here is interest income, that needs to be 
reflected different. It does not go in the top line. It goes down in other income. So, we need to 
make sure that all unusual income or infrequent income such as gain on sales assets, interest 
earned, all that, is shown in other income and again, not at the very top. So, monies made or 
received from unusual or infrequent means for the transactions. And then the code ranges here 
are in the 7000s. You can do 8000s if you want. I mean, some of this is a little bit with a grain of 
salt, but just make sure that you're numbering them properly and consistently. 

Now other expenses. So, this is the big one right here, depreciation and interest portion of a 
loan payment are listed separately from the operating expenses. This needs to go in other 
income and expenses, make sure that you're putting it there. That depreciation and interest is 
not showing up and just regular old indirect cost, or overhead. So, we need to record adjusting 
entries for depreciation and separate the interest portion from the loan payment, which we 
talked about in the liability section right there and making sure the big thing is that it's disclosed 
and shown separately on the income statement. Transactions affecting this obviously 
depreciation entries and then the loan payments and breaking those out. And the code range 
there is the 8000s. 

Okay. So again, I know that you're probably rolling your eyes a little bit going. I knew most of 
that. Well, again, this is a football, I want to make sure that we're all on the same page. So, 
here's the accounts test. Okay. Here's how this is going to flow. Prepare. All right. So, this is how 
you prepare. Review what is unique about each account type and identify how transactions 
affect each account. Study recognize the code ranges in which the accounts they apply and 
understand what you need to do for each account type. And then the questions contain very 
few true or false. It's mostly recall level and a select few application type of levels. So now is 
your time. You got this; you're going to do great. Make sure that you're prepared for it. Take 
that test and then move on and I'll see you in the next section of the CDB exam. 

 


