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PREFACE

This book started with a simple realization: So many of us have 
nodded our way through accounting. Not because we under-
stood — But because we were too afraid to ask the obvious 
questions. Questions like: “Wait… we already paid — how is it 
still an asset?”, “If revenue is up, why is there no cash in the 
bank?”, “What even is working capital — and why does it drain 
me when I grow?”, “Why do we record both a right-of-use asset 
and a lease liability… when we didn’t buy anything?” I’ve asked 
them all — the ones that feel too basic to say out loud. The 
ones that make you think: maybe I’m the only one still con-
fused. But you're not. This book exists because I decided to stop 
nodding — And start asking. Each chapter takes one Vnancial 
concept and breaks it open. Not with formulas. Not with exam 
tips. But with curiosity. With real logic. With relief. In this Vrst 
edition, we follow a clear sequence: We start at the roots — 
with double entry accounting. Then we tackle the Vrst big con-
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fusion: debit versus credit. We walk through 8ournals, ledgers, 
and the architecture of accounting. Then comes the great split 
— between cash and accrual. Rrom there, we explore deferrals, 
accruals, receivables, payables, and contracts — one by one. And 
we close this Vrst set of chapters with the most misunderstood 
term of all: working capital. Each chapter builds on the last. 
Each nod leads to another. And each page is designed to turn 
invisible mechanics… into visible sense. jou can 8ump around. 
But if you're new to the sequence, I’d recommend starting at 
the beginning — Because in this book, clarity compounds. This 
isn’t the end of the 8ourney. It’s 8ust where this edition pauses. 
The next set of chapters is coming soon — because there’s still 
so much left to unpack. If this book helps you say “Dhhhh…” 
instead of 8ust nodding along — Then it’s done its 8ob. Welcome 
to the book that Vnally asked what everyone else was pretending 
to understand.



BEFORE YOU DIVE IN

If this book helped untangle even one of your nods, I’d love to 
hear from you. Whether a chapter (nally clicked, a comic made 
you laugh )or sigh—, or a concept still feels a bit foggy T your 
thoughts matter deeply. jhis prowect Aas built from curiosity, 
and it groAs through conversation. Ynd if something didn’t 
land the Aay it should have T or if you believe a future edition 
could be sharper T I’m all ears. jhis book isn’t the end of the 
wourney. It’s the start of a neA Aay of thinking. :ou can reach 

me directly at�
- y.ali@marsviewthinking.comjhank you for being part of 
this un'nodding wourney.

Warmly,
Yusuf Ali

MarsViewThinking
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THE BIRTH OF DOUBLE-ENTRY 
ACCOUNTING

The Scene of the First Nod

"You ipt hrgouar d suyhl e.sa.gA f e.ch moeunTA f gparh moeunTA 
,r.T yon.oT. ydly“ ’,rdhby sou-e.”.ThglAS —o lou nod z Toh 
g.depkpTa loubg. eoowpTa dh oT. oc hr. noyh tov.gcue pT*.ThpoTy 
pT hr. rpyhogl oc -uypT.yyA"

HHH
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We’ve All Been Nodding

I.cog. hr.g. v.g. ytg.dsyr..hy“ BOQy“ og xupmwIoowy z -.”
cog. dmmouThdThy rds hphe.y og gue.y rds Tun-.gy z hr.g. v.g. 
n.gmrdThyA ,r.l hgds.s aoosy“ hoow oT s.-h“ dTs moee.mh.s 
tdln.ThyA ,r.l vogw.s vphr yrpty dTs ydmwy oc agdpT“ -oehy 
oc meohr“ aoes mopTy“ dTs rdTsvgphh.T tgonpy.yA fTs dy hr.pg 
voges oc hgds. .MtdTs.s“ yo sps hr.pg moTcuypoTA You ad*. Qp.hgo 
d mgdh. oc epT.TA  You ov.s Jdhh.o cog d -da oc meo*.yA You 
-oggov.s cgon loug mouypT ho tdl d yrptby mdthdpTA fTs lou 
ymgp--e.s ph dee z n.yypel z pTho d spdglA ,r.g. vdy To yly”
h.nA Co -dedTm.A :uyh n.nogl dTs hguyhA Iuh hr.T yon.hrpTa 
mrdTa.sA RT hr. monn.gmpde mphp.y oc n.sp.*de Rhdel z tedm.y epw. 
Qpyd“ 3.Tod“ dTs Deog.Tm. z n.gmrdThy -.adT sgdvpTa d epT.A 
f *.ghpmde yhgow.A ,r.T d rogpkoThde oT.A f ypnte. ’,AS FT hr. 
e.chj vrdh v.Th ouhA FT hr. gparhj vrdh mdn. pTA ,rpy vdyTbh 
ndhr.ndhpmyA Rh vdy n.nogl z ogadTpk.sA fTs ph vogw.sA —us”
s.Tel“ s.-hy dTs medpny epT.s utA Qgonpy.y rds npggogyA For 
every “I gave,” there was a “you received.” ,r. ylyh.n ag.v 
yeovelA —on. agout.s .Thgp.y -l t.gyoTA Fhr.gy -l aoosyA F*.g 
hpn.“ hr.y. gouar dmmouThy -.mdn. e.sa.gy z ogs.g.s“ munued”
hp*.“ dTs moTypyh.ThA ,r. WougTde voues coeeov“ g.mogspTa .dmr 
.*.Th dy ph rdtt.T.s“ dTs hr. e.sa.g voues w..t hgdmw oc rov 
numr vdy ov.s og ovT.s uTs.g .dmr dmmouThA ,rpy vdyTbh d 
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a.Tpuy non.Th pT d uTp*.gyphlA Rh vdy d agdyygoohy g.ytoTy. ho 
d n.gmrdThby tdpTA GoThgdgl ho totuedg -.ep.c“ double-entry 
vdy Toh pT*.Th.s -l Luca PacioliA Y.y“ r. tu-epyr.s d cdnouy 
s.ymgpthpoT oc ph pT 91q1“ pT rpy -oow —unnd s. fgphrn.hpmdA 
Iuh vrdh r. somun.Th.s vdy deg.dsl pT uy. -l 4.T.hpdT hgds.gyA 
E. spsTbh mg.dh. phA E. mosp$.s phA Il hr. 91hr m.Thugl“ hrpy 
ylyh.n rds 0up.hel ytg.ds z cgon Rhdel pTho Toghr.gT Bugot. 
dTs .*.Thudeel dmgoyy hr. vogesA Coh hrgouar cogm.A ,rgouar 
medgphlA Double-entry vdyTbh d-ouh -ug.dumgdmlA Rh vdy d-ouh 
hguyhA Rc loug -oowy -dedTm.s“ lou v.g. -.ep.*.sA Rc hr.l spsTbh“ 
lou v.g. 0u.yhpoT.sA ,rpy vdyTbh dmmouThpTa dy montepdTm. z 
ph vdy dmmouThpTa dy mg.sp-pephlA fTs dh phy r.dgh vdy d ypnte. 
tgonpy.j B*.gl ap*. rdy d a.hA B*.gl .2.mh rdy d mduy.A B*.gl .Thgl 
rdy d ndhmrA

Accounting Mechanics

Double-entry accounting g.yhy oT d tgpTmpte. hrdh py -ohr .e”
.adTh dTs yhgpmhj .*.gl hgdTydmhpoT nuyh d2.mh dh e.dyh hvo dm”
mouThy z oT. oT hr. s.-ph yps.“ oT. oT hr. mg.sph yps.A U.-phy ao 
oT hr. e.chA Gg.sphy ao oT hr. gparhA fTs hohde s.-phy nuyh devdly 
.0ude hohde mg.sphyA BMdnte. 9j IulpTa pT*.Thogl cog 59?“??? 
mdyrA Ugj RT*.Thogl 59?“???A Ggj Gdyr 59?“???A BMdnte. Fj 
IoggovpTa 5G?“??? cgon d -dTwA Ugj Gdyr 5G?“???A Ggj IdTw 
NodT Qdld-e. 5G?“???A ,rpy ylyh.n .Tyug.y hrdh .*.gl dmhpoT 



,EB IRO,E FD UFLINB”BC,OY fGGFLC,RC3 G

py npggog.sA You mdTbh eoy. hgdmw oc vr.g. yon.hrpTa v.Th z 
-.mduy. yon.hrpTa .ey. devdly mrdTa.sA Rhby d cgdn.vogw hrdh 
yuttoghy Toh Wuyh -ooww..tpTa“ -uh hr. .Thpg. yhgumhug. oc nos”
.gT $TdTm.A Dgon non”dTs”tot yhog.y ho aeo-de -dTwy“ hrpy 
eoapm py vrdh ndw.y hr. Tun-.gy h.ee hr. hguhrA

MarsViewThinking Takeaways

Double-entry spsTbh yhdgh pT hr.oglA Rh yhdgh.s pT hr. ndgw.h”
tedm.A Rh vdyTbh pT*.Th.sA Rh .*oe*.s z cgon T..s“ Toh cgon cog”
nuedyA Qdmpoep vdy d n.yy.Ta.g“ Toh d couTs.gA ,r. e.ch yps. dTs 
hr. gparh yps.H ,r.l g.i.mh hr. oes.yh -uypT.yy g.dephlj ap*. dTs 
a.hA MarsViewThinking hg.dhy sou-e.”.Thgl Toh dy d h.mrTpmde 
gue. z -uh dy hr. $gyh ag.dh ylyh.n oc $TdTmpde medgphlA Rhby Toh 
d-ouh w..tpTa -oowyA Rhby d-ouh w..tpTa -dedTm.A



2

DEBIT VS. CREDIT

The Scene of the Second Nod

"You opened your srtl ged.erS moieone pohnled lo lfe geal thde 
,nd t,hd“ T’f,l”t , debitS— ’fen pohnled lo lfe rh.fl ,nd t,hd“ 
T’f,l”t , creditS— You nodded c .r,leaug aor lfe thipghUhlyS 
wnlhg you Beren”lS xeU,ute nebl U,ie , lr,nt,UlhonS You de…hled 
U,tf ,nd hl hnUre,tedS ’fen you de…hled ebpentet- ,nd lfote hnv
Ure,ted looS ’fen you Uredhled reWenue- BfhUf ,gto hnUre,tedS 
?,hlS mo de…hl doetn”l ,gB,yt ie,n ,ddA *nd Uredhl doetn”l 
,gB,yt ie,n tu…lr,UlA"

EEE
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We’ve All Been Nodding

Ror Uenlurhet“ tludenlt c ,nd eWen te,toned proaetthon,gt c 
f,We tlru..ged Bhlf lfhtS Ool …eU,ute lfey”re Be,C hn i,lfS xul 
…eU,ute debit and credit Bere neWer ,…oul i,lfS ’fey Bere 
,…oul ioWeienlS IhreUlhonS * tytlei deth.ned lo Ure,le …,gv
,nUe“ nol ie,nhn.S ’fe Uonauthon Uoiet Bfen you lry lo lre,l 
debits and credits ghCe TpothlhWe— ,nd Tne.,lhWeS— Dr Borte“ ghCe 
T.ood— ,nd T…,dS —’f,l”t nol Bf,l lfey ,reS ’f,l”t nol Bf,l 
lfey”We eWer …eenS Gn :f,pler Dne“ Be t,B foB ierUf,nlt hn 
iedheW,g Gl,gy hnWenled , Whtu,g tytleiq * T’— c geal ,nd rh.fl 
c lo lr,UC Bf,l B,t .hWen ,nd Bf,l B,t reUehWedS ’f,l B,t lfe 
…hrlf oa dou…ge enlryS xul lfhtA ’fht ht lfe g,n.u,.e lf,l tytlei 
.,We …hrlf loS Debit thipgy ie,ntq .o gealS Credit ie,ntq .o 
rh.flS ’f,l”t hlS xul foB e,Uf ,UUounl re,Ult c Bfelfer lf,l 
dhreUlhon hnUre,tet or deUre,tet lfe nui…er c dependt on Bf,l 
lype oa ,UUounl hl htS :,tf .oet up Bhlf , debitS VHuhly .oet 
doBn Bhlf , debitS 8eWenue .oet up Bhlf , creditS Vbpentet .o 
up Bhlf , debitS Gl”t arutlr,lhn. ongy ha you lfhnC hl tfougd aogv
goB eiolhonS xul ,UUounlhn. htn”l , aeeghn.S Gl”t , tytlei oa pov
thlhonS *nd hn lf,l tytlei“ eWery ,UUounl …ef,Wet ,UUordhn. lo 
hlt oBn rugetS ’fe ierUf,nl Bfo srtl …,g,nUed fht …ooCt B,tn”l 
lfhnChn. hn “right and wrong.” 9e B,t lfhnChn. hn “give and 
get.” 9e t,B eWery debit ,t toielfhn. fe gave c ,nd eWery 
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credit ,t toielfhn. fe receivedS Gl B,tn”l iodernS Gl B,tn”l 
ne,lS xul hl BorCedS *nd hl tlhgg doetS ?f,l Uf,n.ed B,tn”l lfe 
go.hU c hl B,t lfe th$e oa lfe Borgd uthn. hlS ?f,l …e.,n ,t 
f,ndBrhllen enlrhet hn Gl,gh,n porl Uhlhet ht noB ei…edded hnlo 
eWery ,UUounlhn. tytlei on V,rlfS ’fe Bordt tl,yed ,nUhenlS 
’fe tU,ge ebpgodedS xul lfe noddingA ’f,l neWer tloppedS

Accounting Mechanics

VWery lr,nt,Ulhon louUfet ,l ge,tl two accountsS Dne thde .oet 
debitS Dne thde .oet creditS *nd …olf must balance — al-
waysS You …uy , g,plop aor 50“PPP hn U,tfA You de…hl VHuhpv
ienlS You Uredhl :,tfS You l,Ce , 50P“PPP go,nA You de…hl :,tfS 
You Uredhl No,n 2,y,…geS You e,rn 5jP“PPP aroi , terWhUe ,nd 
f,Wen”l UoggeUled yelA You de…hl *UUounlt 8eUehW,…geS You Uredhl 
8eWenueS Ie…hlt ,nd Uredhlt don”l ie,n ,nylfhn. on lfehr oBnS 
’fehr ie,nhn. Uoiet aroi Bf,l lfey louUfS

MarsViewThinking Takeaways

Debit and credit ,re 1utl dhreUlhont c geal ,nd rh.fl“ nol .ood 
,nd …,dS ’fe Uonauthon a,det Bfen you tlop ,tChn. Bf,l lfey 
Tie,n—- ,nd tl,rl ,tChn. Bf,l ,UUounl lfey ,CeUlS ’fht tytlei 
B,tn”l deth.ned aor e,teS Gl B,t deth.ned aor lrulfS Gl doetn”l 
reB,rd hntlhnUlS Gl reB,rdt Ug,rhlyS MarsViewThinking Uult 
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lfrou.f lfe iytlhHueq debit and credit ,re 1utl lfe Uforeo.v
r,pfy oa sn,nUh,g …,g,nUe c , Uenlurhetvogd d,nUe tlhgg Whth…ge hn 
eWery 1ourn,g lod,yS
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JOURNAL VS. LEDGER

The Scene of the Third Nod

“You told to journal it. Then to post it to the ledger. You paused. 
You nodded...…and wondered if accounting was just writing 
things down twice.”

***
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We’ve All Been Nodding

In  Chapter  One,  we  saw  how  double-entry  bookkeeping 
emerged — not from theory, but from need. And we learned 
that every transaction must have two sides: a give and a get. 
But what we haven’t yet asked is this: Where do those entries 
go? This is where confusion starts to grow. Because accounting 
doesn’t just record. It organizes. It begins with the journal. 
That’s where the event qrst appears — in the order it happened. 
A customer pays you. You buy new exuipment. You make pay-
roll. Every action goes in the journal as it occurs — a running 
diary of business. Raw. Chronological. Reactive. It’s not about 
grouping. It’s about capturing the moment. But the journal 
alone isn’t enough. If you want structure — if you want to 
know what happened to cash, or how much rent you’ve paid 
this year — you need the ledger. This is where transactions 
are sorted by account. All the cash movements land together. 
All the wage eHpenses live on one page. All the receivables — 
all the loan repayments — all the depreciation — they each 
get their own home. The journal says: “Fere’s what happened 
today.” The ledger says:“ Fere’s the full story for this account.” 
In medieval times, these were two separate books — a general 
journal and a general ledger — hand-written, updated daily, 
often kept in locked cabinets to prevent tampering. The journal 
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was narrative. The ledger was structure. And even in modern 
cloud-based ER(s, that logic still holds. You input a transaction 
— the system records it )like a journal2 and then updates all 
aMected accounts )like a ledger2. 4irst you journal. Then you 
post. Because even in a digital world, stories still need a begin-
ning — and structure still needs a home.

Accounting Mechanics

Under I4RS and US GAA(, every accounting system follows 
the same path: 1. Journal Entry — Every transaction is record-
ed in the general journal, in order of time. 5. Ledger Posting 
— That same entry is then posted to individual accounts in the 
general ledger. 

Example: Let’s say your company receives 
$100,000 from a customer.

Journal Entry )Darch 12:- Debit: Cash. Credit: Service Rev-
enue The moment is recorded. Then in the Ledger: The Cash 
account updates to reEect all increases and decreases — you 
can see the full cash picture. The Revenue account accumulates 
every earned dollar — not by date, but by nature. Without the 
journal, you lose sexuence. Without the ledger, you lose clarity. 
You need both. Always.
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MarsViewThinking Takeaways

The journal captures events — in time, as they happen. The 
ledger builds clarity — organizing by account, building bal-
ances. The journal answers: When? The ledger answers: To 
what? Together, they give life to double-entry — narrative and 
structure.
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CASH VS. ACCRUAL ACCOUNTING

The Scene of the Fourth Nod

"You saw the pro.tT nhey cou khekdei the kashT nhec i’iymt 
BatkhT vut elercoye e,se nodded* so cou i’i tooT"

WWW
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We’ve All Been Nodding

Cash akkouyt’yf —ee,s ’ytu’t’lebBoyec ’y* Boyec outT nhatms 
how Bost o— us trakd our persoya, -uifetsT Lyi sBa,, -us’yess?
esM “ayc o— theB io the saBeT Gt W—ee,sW hoyestT Gt W—ee,sW rea,T 1o 
whey soBeoye sacs* ”You Baie a sa,e*x cou yatura,,c e:pekt to 
see the BoyecT vut accrual akkouyt’yf steps ’y w’th a irc sB’rdq 
”OopeT nhe BoBeyt the serl’ke ’s ie,’lerei or the proiukt 
sh’ppei* thatms whey the releyue ’s earnedTx vut how io cou 
show sukkess ’— the Boyec hasymt Bolei cetM nhatms the 0ues?
t’oy accruals were -ory to ayswerT ve—ore accruals* elercth’yf 
was cashT RarBers* shopdeepers* sBa,, Bayu—akturers b thec 
ray the’r -oods ,’de a khekd-oodT “oyec ’y* Boyec outT IoyeT 
vut the pro-,eB kaBe w’th t’B’yfT G— cou ie,’lerei 8JJ -arre,s 
o— fra’y ’y Cayuarc -ut oy,c fot pa’i ’y “arkh* cour per—or?
Bayke ’y Cayuarc b rea, per—orBayke b was ’yl’s’-,e oy paperT 
nhatms where the akkouytayts steppei ’yT nhec yeeiei a -etter 
wac to Batkh eHort w’th outkoBeT 1o thec ’yleytei a ru,eq 
rekori ’ykoBe whey ’tms earned* yot whey cash arr’lesT Match 
e:peyses to that ’ykoBe* eley ’— the pacBeyt hasymt happeyei 
cetT nhat was the -’rth o— accrual akkouyt’yfT Gt was yeler 
Beayt to ieke’leT Gt was Beayt to relea, b to pa’yt a k,earer p’k?
ture o— whatms rea,,c fo’yf oy* refari,ess o— whey Boyec BolesT 
vut herems the katkhq the BoBeyt cou io that* cou separate 
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”reportei per—orBaykex —roB ”aktua, kashTx Lyi thatms where 
Bost peop,e b eley .yayke pro—ess’oya,s b 0u’et,c start to 
nodT vekause the fap ’s rea,T Lyi soBet’Bes* w’ieT L koBpayc 
kay show a k,eay pro.t wh’,e kash ’s -,eei’yf out the -akd ioorT 
Dr ’t kay ,ood ,’de ’tms ,os’yf Boyec wh’,e -u’,i’yf up la,ua-,e 
reke’la-,es or ’yleytorc —or the ye:t -’f 0uarterT nhe dec ’s yot 
to p’kd s’ies b cash or accrualT Gtms to uyierstayi the storc 
thecmre eakh te,,’yfT Accrual shows per—orBaykeT Cash shows 
surl’la-’,’tcT Dye te,,s cou how the -us’yess ’s io’yfT nhe other 
te,,s cou ’— ’t kay -reatheT noiac* accrual akkouyt’yf ’s the 
-akd-oye o— Boiery .yayk’a, stateBeytsT vut ’— cou st’,, .yi 
course,— wh’sper’yf* ”Eherems the kash theyMxbioymt worrcT 
Youmre yot a,oyeT Eemle a,, -eey noddingT

Accounting Mechanics

(yier GRS1* the accrual -as’s ’s set -c GL1 8 )zreseytat’oy o— 
R’yayk’a, 1tateBeyts5 b ’t re0u’res that ’ykoBe ayi e:peyses 
-e rekofy’6ei whey thec okkur* yot whey kash ’s reke’lei or 
pa’iT Seleyue rekofy’t’oy ’s —urther ieta’,ei ’y GRS1 82* wh’kh 
spek’.es whey per—orBayke o-,’fat’oys are BetT Gy (1 FLLz* 
the saBe pr’yk’p,e ’s uphe,i throufh the RL1v Uoykeptua, 
RraBeword ayi L1U $J$ —or releyueT voth scsteBs afreeq per?
—orBayke* yot pacBeyt* ir’les rekofy’t’oyT 
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Example: Revenue Earned, Cash Later 

Netms sac cour koBpayc ie,’lers a j8JJ*JJJ so—tware serl’ke ’y 
“arkh* -ut the k,’eyt woymt pac uyt’, “acT “arkh H Ehey word 
’s koBp,eteiq Irq Lkkouyts Seke’la-,e j8JJ*JJJT Urq 1erl’ke 
Seleyue j8JJ*JJJT “ac H Ehey kash ’s reke’leiq Irq Uash 
j8JJ*JJJ Urq Lkkouyts Seke’la-,e j8JJ*JJJT nh’s s’Bp,e ,of’k 
’s what separates cash?-asei -ooddeep’yf —roB accrual?-asei 
per—orBaykeT You ioymt wa’t —or kash to sac cou earyei ’tT You 
trakd the word* yot the wa,,etT

MarsViewThinking Takeaways

Accrual akkouyt’yf was kreatei to so,le a t’B’yf B’sBatkh b 
’t he,ps Batkh releyue to eHort* yot Iust kashT nhe sh’—t —roB 
cash to accrual wasymt ar-’trarcT Gt was a-out l’s’-’,’tc* espek’a,?
,c —or -us’yesses w’th ,oyf sa,es or proiukt’oy kck,esT Cash Jow 
te,,s cou whether the -us’yess kay surl’leT Accrual pro.t te,,s 
cou how ’tms per—orB’yfT Oe’ther ’s “more correct” b -oth 
are yekessarcT nhe koy—us’oy -ef’ys whey we treat pro.t as ’— 
’t were cashT nhatms where -us’yesses b ayi ’ylestors b fet 
-,’yis’ieiT no see k,ear,c* cou hale to ,ood throufh -oth ,eysesT 
MarsViewThinking ’s -u’,t to ho,i -oth ’y l’ew b yot Iust 
the yuB-ers* -ut the -ehal’or -eh’yi theBT
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THE BALANCE SHEET CAME FIRST… 

The Scene of the Fifth Nod 

“You watched EPS rise. You saw projt muBp. kut the cash was 
shay,n abd degt yept lrowibl. Stivvn eqer,obe -uoted bet ib—
coBe. So ,ou nodded z bot reavi”ibl the stor, started soBe—
where evse.*

TTT
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We’ve All Been Nodding

Hoda,n jbabce studebts are taulht there are :our jbabciav state—
Bebts’ Balance Sheet, Income Statement, Cash Flow State-
ment, and Statement of Changes in Equity. kut :ew are 
tovd which obe caBe jrst. Rt wasbVt the ibcoBe stateBebt. Rt 
wasbVt cash Gow. Lbd it wasbVt e-uit, BoqeBebt. Hhe earviest 
records z ib Jebicen Ivorebcen abd xeboa z were balance 
sheets. Hhe, showed what Berchabts owned and owedn o:teb 
writteb ib iby abd tied ibto vedlers g, cabdvevilht. HhatVs it. 
Dust positiob z bo per:orBabce. R: ,our e-uit, lrewn ,ou were 
wibbibl. R: it shrabyn soBethibl had lobe wrobl. kut the wh, 
wasbVt spevved out. Hhat started to chable ib the si?teebth abd 
seqebteebth cebturiesn wheb gusibesses gelab to raise external 
capital. Hhe rise o: moibt stocy coBpabies z viye the Wutch 
East Rbdia MoBpab, or kritish East Rbdia MoBpab, z chabled 
eqer,thibl. Cown outsiders were puttibl ib Bobe,2 abd the, 
wabted reports. “AowVs B, ibqestBebt doiblO* “4hatVs the 
returb this -uarterO* “4hat did ,ou earb z bot must what ,ou 
owbO* Lbd son the income statement was gorb. Cot as a pri—
Bar, Beasure z gut as a supportibl sheet to e?pvaib e-uit, 
chables. L sideyicy to the balance sheet. Rt gecaBe a per—
:orBabce report :or ibqestors z a wa, to suBBari”e tradibl 
outcoBesn costsn abd Barlibs. Ior cebturiesn this reportibl was 
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:ralBebted abd bob—stabdardi”edn gut the patterb was cvear’ 
Balance sheet Mrst. Income statement secobd z to serqe 
bew Basters’ shareholders. kut eqeb thebn soBethibl was stivv 
Bissibl. k, the Bid—0877sn accoubtibl was strullvibl with obe 
-uestiob’ 4here did the Bobe, actuavv, loO Hhat laqe girth 
to the funds statement z a precursor to toda,Vs cash Gow. 
Rt showed sources abd uses o: :ubds. Cot must whether projt 
happebedn gut how capitav Boqed. Eqebtuavv,n that :ubds state—
Bebt eqovqed z abd ib 08–&n the cash Vow statement gecaBe 
o5ciav ubder goth RI…S abd xLLP. So bow we had :our state—
Bebts’ 0. Balance Sheet U 4hat ,ou owb abd owe. 3. Income 
Statement U 4hat ,ou earbed. f. Cash Flow Statement U 
4hat actuavv, Boqed. 9. Statement of Changes in Equity U 
4ho owbs whatn abd how it chabled. kut soBehown ib Boderb 
jbabce2 we :orlot the se-uebce. Hhe ibcoBe stateBebt tooy 
oqer. EPS gecaBe lospev. Lbd the gavabce sheet z the oril—
ibav z was treated viye gacylroubd boise. 4e stopped asyibl 
what the gusibess vooyed viye structuravv, z abd must chased the 
-uarterVs bet ibcoBe. HhatVs wh, this chapter Batters. kecause 
ge:ore we cevegrate per:orBabce2 we beed to checy the :oub—
datiob. ke:ore we -uote P/N Betrics2 we beed to asy’ 4hat 
assets were usedO 4hat viagivities were addedO 4hat e-uit, lot 
divutedO Hhe gavabce sheet stivv speays. You must haqe to reBeB—
ger to visteb.
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Accounting kechanics

Hoda,n ubder RI…S abd JS xLLPn coBpabies are re-uired to 
pugvish avv :our jbabciav stateBebts’ kavabce Sheet U RLS 0 K 
LSM 307. RbcoBe StateBebt U RLS 0 K LSM 337. StateBebt o: 
Mhables ib E-uit, U RLS 0 K LSM 3f7. Mash Ivow StateBebt 
U RLS & K LSM 3f7. Each pva,s a distibct rove’ kavabce Sheet 
shows positiob. RbcoBe StateBebt shows per:orBabce. Mash 
Ivow StateBebt shows tiBibl. E-uit, StateBebt shows owber—
ship iBpact. HhatVs wh, avv :our Batter. Lbd wh, se-uebce z 
the historicav order o: these stateBebts z stivv tevvs us soBethibl 
agout what caBe jrstn abd what was added to jvv ib the laps.

kars*iewThin+ing Ta+eaways

Hhe balance sheet is the ovdest z the root o: avv reportibl. Hhe 
ibcoBe stateBebt was created to satis:, e?terbav sharehovders. 
Hhe cash Gow stateBebt caBe vast z to j? the lap getweeb 
accruav projt abd reav vi-uidit,. Hhe stateBebt o: chables ib 
e-uit, reqeavs whoVs reavv, laibibl or vosibl owbership qavue. 
Hoda,n we nod at EPS z gut :orlet to checy how it vibys to 
cashn capitavn abd structure. kars*iewThin+ing restores the 
gavabce’ ubderstabdibl bot must what chabledn gut wh, z abd 
what it Beabs across avv :our reports.
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DEFERRED REVENUE - WE GOT PAID… 
BUT ITS STILL A LIABILITY? 

The Scene of the Sixth Nod

"You saw the cash come in — your heart said revenue. Then 
the accountant whispered: ‘It’s a liability.’ So you nodded. But 
deep down, you wanted to ask: How does getting paid turn into 
something I owe?”

***





WE’VE ALL BEEN NODDING FOR YEARS28

We’ve All Been Nodding

In Chapter four, we learned that in accrual accounting, cash 
isn’t king — ezort is. You recogni“e revenue only when it’s 
earned, not when it lands in your bank account. But what 
happens when the cash comes rbst? You’d think that’s a win. 
The customer paid. Trust was established. Work is about to 
begin. But instead of recording revenue, you see something else 
appear on the balance sheet: A liayilit.. And suddenly, your 
brain free“es: …Waitx they paid us, and wex owe them?” It’s 
not a mistake. It’s a defebbal. A placeholder. A pause button 
on revenue until the real work is done. Welcome to the world 
of defebbals — where accounting slows the celebration until 
performance catches up. In this chapter, we’ll e-plore the most 
common form: defebbed bevenueD Later, you’ll meet its sibling: 
defebbed expenses — like prepaid rent or insurance. But for 
now, we stay with the customer who paid youx and the promise 
you now owe them. This practice became essential as business 
models changed. Software, subscriptions, retainers — all in'
volve payment before performance. Without defebbals, you’d 
overstate income and fool yourself into thinking youUve already 
delivered. So accounting built a rule: If you haven’t earned it, 
you can’t claim it. Even if the money’s already sitting in your 
account. It feels strange. It feels unfair. But it keeps the story 
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honest. Mefebbed bevenue is a liability not because you’ve done 
something wrongxBut because you haven’t done something 
yet. It’s not guilt. It’s discipline. 

Accounting Eechanics

Mefebbed bevenue is guided by IFRS 5( )Revenue from Con'
tracts with Customers6 and ASC 0q0 under PS GAA9. Both 
re$uire that revenue be recogni“ed only when the company sat'
is4es a performance obligation—meaning you’ve actually deliv'
ered the promised goods or services. So if the customer pays up'
front, but the service or product hasn’t been delivered yet, you 
recogni“e a liability—because you still owe them something.

:xampleC Pustomeb Ua.s Vpfbont

Let’s say a customer pays J2–,qqq in january for a one'year 
subscription service. january 3 When cash is received: Dr: Cash 
J2–,qqq. Cr: Deferred Revenue J2–,qqq. Each month, as service 
is delivered: Dr: Deferred Revenue J2,qqq Cr: Service Revenue 
J2,qqq. This monthly recognition ensures that revenue aligns 
with the period of bene4t — not Lust the timing of payment.
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EabskiewThin)ing Ta)eawa.s

Mefebbed bevenue is a liability — not because you did some'
thing wrong, but because you haven’t delivered yet. If you 
haven’t earned it, it’s not revenue. This protects the integrity of 
reported earnings and prevents premature revenue recognition. 
The rise of subscriptions and long'term contracts made deferred 
revenue essential to avoid inNated pro4ts. EabskiewThin)ing 
teaches you to spot where trust becomes obligation — and why 
cash today doesn’t always mean pro4t today.
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DEFERRED EXPENSE - WE PAID 
ALREADY… SO WHY IS IT STILL AN 

ASSET? 

The Scene of the Third Nod

“You signed the check, paid the vendor, and felt the hit. But the 
accountant calmly said: ‘It’s not an expense yet.’ So you nodded 
— confused — wondering how money out… became an asset.”

***
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We’ve All Been Nodding 

In Chapter Six, we saw what happens when cash comes before 
e?ort. The customer pays you upfront, but you haven’t earned 
it yet — so it’s a liability. Deferred revenue. Now jip the mirror. 
You are the one who paid. The money is gone. The invoice is 
settled. So you expect it to show up as an expense. But your 
balance sheet surprises you. Instead of lowering your proVt… it 
increases your assets. Wait… whatG This is the world of deferred 
expenses — where a payment doesn’t immediately hurt proVt. 
Because accounting wants to match ewort :ith timing — 
not 4ust track when cash moves. So if you paid upfront for 
something that beneVts the future — like a full year of insurance 
— you haven’t “used it up” yet. And until you do, it’s a prepaid 
asset. It feels weird because the money’s gone. But performance 
hasn’t happened. This logic — like with deferred revenue — 
is rooted in the matching principleR zecognibe expenses in 
the same period as the yene“t theP generate. And 4ust like 
that, your expense becomes an asset. Not because you’re trying 
to cheat… but because you’re trying to stay honest. Accounting 
isn’t 4ust about what left the bank. It’s about when that out-
jow becomes real, in performance terms. So next time you see 
E”repaid uxpenseM on the balance sheet, don’t think of it as a 
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mistake. Think of it as a placeholder — waiting for the calendar 
to catch up. 

AccoDnting Iechanics

Veferred expenses fall under the accrual framework outlined 
by IAS 8 zPresentation of Financial StatementsU and IAS 30 zIn-
tangible AssetsU under IFRS. ”repaPments are initially record-
ed as assets and amorti7ed over time. In 2S (AAP, ASC 3)$ and 
ASC J–$ outline that expenses must be matched with revenue 
in the same period — meaning a prepaid cost is only expensed 
when the beneVt is consumed.

uxampleR ”repaid knsDrance

Let’s say you pay M8–,$$$ in 5anuary for a 8–-month insur-
ance policy: 5anuary J Payment made: Dr: Prepaid Insurance 
M8–,$$$. Cr: Cash M8–,$$$. Each Konth z5anJDecU J Expense 
recognition: Dr: Insurance Expense M8,$$$. Cr: Prepaid Insur-
ance M8,$$$. The asset reduces each month, as the service is 
consumed — not when the cash left your account.

Iars,ie:Thin,ing Ta,ea:aPs

Veferred expenses are payments made for future beneVts — 
they don’t hit the income statement until those beneVts are con-
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sumed. ”repaid items like rent- insDrance- or sDyscriptions 
are assets at “rst — not expenses. This treatment helps match 
cost to the period it supports, ensuring consistency with rev-
enue. Iars,ie:Thin,ing helps reveal how cash behavior and 
accrual logic interact — especially when money moves before 
performance.
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ACCRUED REVENUE - WE DELIVERED… 
SO WHERE’S THE MONEY? 

The Scene of the Eighth Nod

“You did the work. You performed on time. But the invoice 
hasn’t gone out — and the cash hasn’t come in. Still, your 
accountant says: ‘Book the revenue.’ So you nod — wondering 
how something you can’t even bill… can already be earned.”

***
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We’ve All Been Nodding

By now, we’ve learned that accounting doesn’t wait for cash. 
In Chapter Six, we saw how money in the bank doesn’t always 
mean revenue. In Chapter Seven, we saw how money out isn’t 
always an expense. Now, we follow the thread into a less visible 
— but widely misunderstood — concept: "accrued revenue". 
You’ve done the work. You’ve delivered the service. There’s no 
doubt the value was created. But you haven’t invoiced the client 
yet. Why not? Sometimes the contract hasn’t triggered billing. 
Sometimes it’s just administrative delay. But the ezort is real 
— and accounting wants to reqect that. That’s when accrued 
revenue steps in. It says: “You’ve earned it. Even if you can’t 
invoice it yet.” This is not about cash. It’s about performance. 
And the matching principle demands that if work was done, it 
should be recogniUed in the same period — not delayed until 
billing or collection. You might not have a receivable yet — 
because nothing was formally billed. But you still recogniUe 
revenue. Accrued revenue lives in that gap: performance now, 
payment later, and paperwork still pending. It’s a subtle corner 
of accrual logic. But an essential one. Because it tells us: real 
value isn’t always loud. Sometimes, it waits -uietly — until the 
invoice catches up.
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Accounting Mechanics

Accrued revenue is governed by the same principle found in 
IFRS 60 and ASC P$P: revenue must be recogniUed when **perM
formance obligations are satisJed**, not when cash is received. 
So if you’ve delivered the work — but the invoice hasn’t gone 
out — you may still recogniUe revenue, provided the amount 
is measurable and probable.**But not all accrued revenue is laM
beled the same way.**If the performance occurs within a formal 
**contract** — with multiple obligations, delayed billing rights, 
or progressMbased recognition — the asset may instead be called a 
**contract asset**.That’s the distinction:M **Accrued Revenue**: 
No formal contract, or singleMobligation transactions. You’ve 
done the work but haven’t billed.M **Contract Asset**: Formal 
contract exists. –erformance has occurred, but billing rights 
haven’t yet triggered. We’ll explore contract assets in **Chapter 
Ten**. For now, just remember: the name changes with the 
structure. But the logic is still about earned ezort — not received 
cash.

Example: Revenue Earned, Not Yet Billed

You complete 43$,$$$ worth of consulting in Hune, but can’t 
invoice until Huly.**Hune I When work is performed:**  Dr: 
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Accrued Revenue   43$,$$$  Cr: Consulting Revenue  43$,$$$  
**Huly I When invoice is issued:**  Dr: Accounts Receivable  
43$,$$$  Cr: Accrued Revenue   43$,$$$  This lets the Hune 
income statement reqect real ezort — even if billing catches up 
later.

MarsViewThinking Takeaways

Accrued revenue shows that ezort can lead billing — and acM
counting honors that.M It keeps performance visible, even when 
invoicing is delayed.M It’s a -uiet part of the matching principle 
— often overlooked but deeply important.M When work is done 
but billing is restricted, accounting still tracks the value.M Some 
situations may -ualify instead as **contract assets** — especially 
under formal agreements. We’ll unpack that in Chapter Ten.M 
1arsView Thinking helps you see this hidden revenue early — 
before it even hits the invoice.
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ACCRUED LIABILITY - WE HAVEN'T 
PAID YET… SO WHY IS IT ALREADY AN 

EXPENSE? 

(The Scene of the Ninth Nod) 

“The project’s done. The team’s worked. The bill’s coming. But 
your accountant already recorded the cost. You ask, ‘How can 
we owe what we haven’t paid yet?’ And the accountant says, 
‘Because we used it.’ So you nod — but deep down, you still 
wonder how money not yet paid… became an expense.”

***
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We’ve All Been Nodding

By now, we’ve seen how accounting doesn’t wait for cash. In 
Chapter 6, the customer paid us — but we hadn’t delivered yet. 
So it became a liability. In Chapter 7, we paid a vendor upfront 
— but hadn’t used the service yet. So it became an asset. In 
Chapter 8, we earned revenue — but couldn’t bill. So it showed 
up as accrued revenue. Now comes the reverse: we’ve incurred 
the expense — but haven’t paid. Yet the books already show the 
cost. This is the world of accrued liabilities. You received the 
beneqt. You used the electricity. The contractor qnished their 
work. But the invoice hasn’t landed — or maybe it has, but 
you won’t pay until next month. Still, the cost is real. It already 
belongs in your income statement. Accrual accounting says: 
If the business used it, the books must reGect it — no matter 
when the cash leaves. This ensures the qnancials stay honest. 
You can’t delay expenses just to make a Fuarter look better. If 
the company already beneqted, it owes — even if the payment 
happens later. And so, even before the check is cut, accounting 
records the obligation. It’s not a mistake. It’s not a guess. It’s 
just the logic of matching ewort Mith cost. We’ve all nodded. 
Now we follow the logic — even before the money moves.
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Accounting yechanics

The part where the rules show up. Under I1RS 7IAS ) and 
IAS 350 and US (AAP 7ASC 42$ and ASC 5M$0, an accrued 
liabilit. must be recorded when:- The expense has already been 
incurredE A reliable estimate of the amount can be made. Pay-
ment is expected in the future. This ensures obligations show 
up in the correct reporting period — keeping proqt honest and 
transparent. 

:xampleI Salaries ,ncurredY Not Pet Laid

You owe –2$,$$$ in wages for Iarch, to be paid in early April. 
Iarch J Expense is incurred: Dr: Salary Expense –2$,$$$. Cr: 
Accrued Viabilities –2$,$$$. April J Payment is made: Dr: 
Accrued Viabilities –2$,$$$. Cr: Cash        –2$,$$$. The result: 
your Iarch income statement reGects the true cost of labor — 
even if the cash will follow weeks later.

yarskieMThin/ing Ta/eaMa.s

Accrued liabilities reGect expenses already incurred — not just 
bills received- They ensure the income statement tells the real 
story of eKort and cost- The focus is on when the value was re-
ceived, not when it’s paid for- Common examples: wages, inter-
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est, professional services, utilities- yarskieMThin/ing makes 
these Fuiet obligations visible — so you understand the cash 
timing and the real qnancial pulse
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CONTRACT LIABILITIES - THEY SIGNED. 
THEY PAID. BUT WE WAIT

(The Scene of the tenth Nod)

“The customer signed. The money came in. You’re halfway 
through the project. But the accountant says: ‘You can’t book 
it yet.’ So you nod — wondering why delivery doesn’t equal 
revenue.”

***
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We’ve All Been Nodding

Contract liabilities are where accrual logic meets the complex-
ity of modern business models. It’s not just about when you get 
paid or when you perform — it’s about the contract you signed. 
This isn’t deferred revenue in the traditional sense — where 
cash comes ,rst. This is about obligations tied to milestones, 
delivery schedules, and performance thresholds. Imagine 
a construction company building a multi-phase project. The 
client pays upfrontz but revenue can only be recogni?ed as each 
phase is completed. Even if half the work is donez if the contract 
says revenue is only recogni?ed at milestone signoU — you wait. 
The resultC You’ve done work. You’ve spent money. But the 
income statement stays quiet. Hnder accrual accountingz this 
liability exists because you’ve received payment without meeting 
all the performance obligations de,ned in the contract. You 
don’t earn revenue by working. You earn it by delivering — 
exactly as promised. Contract liabilities are a form of earned 
trust. The customer believes you’ll deliver. But until you doz 
accounting holds the cash on the balance sheet — not in your 
pro,t line. It feels like a pause. But it’s discipline. You nod again 
— because now you see how modern promises change the rules.
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Accounting Mechanics

Contract liabilities are governed under: IFRS () 6Revenue 
from Pontracts with Pustomers0. ASP J–J 6Revenue from 
Pontracts with Pustomers0 under HS GAA1. Both standards 
require companies to recogni?e revenue only when control of 
goods or services has transferred — based on speci,c contract 
obligations.

Example: Customer Pays $500,000 Upfront for 
Multi-Phase Project

$anuary M 1ayment received: Dr: Pash %)––z–––. Pr: Pontract 
Liability %)––z–––. 2arch M 1hase ( completed 6)–J0: Dr: 
Pontract Liability %K)–z–––. Pr: Revenue %K)–z–––. Only the 
portion of work actually completed under the contract’s terms 
can be recogni?ed as revenue. The rest remains a liability — a 
promise yet to be ful,lled.

MarsViewThinking Takeaways:

Contract liabilities reLect revenue that can’t be recogni?ed 
yetz even if payment has been received. They are not about 
distrust — they are about discipline. These rules exist to protect 
against premature revenue recognition — especially in complexz 
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milestone-driven contracts.- IFRS () and ASP J–J enforce a 
“performance obligation” approach — revenue must match 
delivery. You don’t earn revenue by collecting cash. You earn it 
by meeting the contract — line by line. MarsViewThinking 
helps make these invisible trust mechanics visible — so you 
know exactly what the balance sheet is saying.
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CONTRACT ASSETS - WORK DONE... 
WAITING FOR BILLING

The Scene of the Seventh Nod

“You did the work. The team delivered. But the system says… 
you can’t invoice yet. So you nodded — but wondered: How 
can something earned… be invisible?”

***
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We’ve All Been Nodding

In the last chapter, we met contract liabilities — when the 
customer pays early, and you owe work. But what if the roles re-
verse? You’ve done the work. You’ve put in the hours. The client 
is thrilled. But accounting says you can’t bill them yet. Why? 
Because the contract terms don’t allow it. Maybe you can only 
invoice at project milestones. Or once the znal delivery is accept-
ed. Or only after a third-party inspection. Whatever the reason, 
you’ve already earned something… but you’re not allowed to 
bill. Enter the concept of contract assets. This is one of accrual 
accounting’s more subtle moves: recogni&ing economic value 
even before it turns into an invoice. It says: you’ve done 
something — and it matters — even if payment comes later. It’s 
not a receivable yet, because nothing has been billed. But it’s not 
nothing, either. It’s a contract asset — a placeholder on your 
balance sheet for performance you’ve already delivered. These 
arise most often in long-term projects: construction, consulting, 
manufacturing, even RVD. Anywhere performance outpaces 
billing, contract assets show up. They re4ect timing, not risk. 
And they help ensure you see the full picture of what’s been 
earned — not just what’s been invoiced. It may feel strange, like 
accounting is getting ahead of itself. But in reality, it’s just trying 
to match value to eUort. And sometimes, eUort gets there zrst.
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Accounting Mechanics

0nder IFRS q5 and ASC P$P, contract assets arise when an 
entity has performed under a contract but is not yet entitled to 
bill the customer. This diUers from a receivable, which re4ects 
a billed and collectable amount. These standards reQuire you to 
recogni&e revenue when performance obligations are satiszed 
— even if billing happens later. That gap is where contract assets 
live. The distinction:- Contract Asset: %erformance delivered, 
billing not yet triggered.- Receivable: %erformance delivered and 
billing issued.

Example: Work Done, Waiting for Billing

You’re building a system for 2P$$,$$$, payable only upon znal 
approval. By end of Gq, you’ve completed 6$H of the work. 
The contract allows revenue recognition based on progress, but 
billing only at q$$H. Accounting entry: Dr: Contract Asset 
2I6$,$$$. Cr: Revenue 2I6$,$$$. Later, when you hit q$$H 
and bill the client: Dr: Accounts Receivable 2P$$,$$$. Cr: Con-
tract Asset 2I6$,$$$Cr: Revenue 23P$,$$$. This approach 
respects both timing and truth. It says: even without an invoice, 
value was delivered.



CONTRACT ASSETS - WORK DONE... WAITING FOR BILLING 55

MarsViewThinking Takeaways

Contract assets show that performance can outpace paper-
work. They bridge the gap between eUort and invoice, keeping 
znancials aligned with work. 0nlike receivables, they’re un-
billed — but not unearned. Common in long-term con-
tracts, they help smooth revenue and reveal economic activity. 
In MarsViewThinking, they’re a reminder: value doesn’t al-
ways wait for permission to show up.
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ACCOUNTS RECEIVABLES - THE INVOICE 
WAS SENT… SO NOW IT’S REAL? 

The Scene of the Twelfth Nod

 "The deal closed. The invoice went out. The system marked it 
as revenue. But the client hasn’t paid a cent. Still, your CFO calls 
it an asset. You nod — but quietly wonder: ‘How did sending 
an email make us richer?"

***
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We’ve All Been Nodding

Back in Chapter 4, we learned how accrual accounting doesn’t 
wait for cash. In Chapter 8, we followed that thread into ac-
crued revenue—recognizing income the moment performance 
is delivered, even if billing hasn’t happened yet. And in Chapter 
11, we explored contract assets—performance done under a 
contract, but not yet billable. Now we arrive at the more familiar 
form: Accounts Receivable. This is what happens when per-
formance and billing are both complete. You did the work. You 
issued the invoice. The client now owes you. In other words, 
it’s oUcial. jnlike accrued revenue or contract assets, accounts 
receivable is legally enforceable. You have a bill in the system. 
The customer has a due date. The timer is on. Sometimes this 
receivable comes from earlier accruals …nally reaching invoice 
stage. Other times, it’s immediate: you deliver and bill at the 
same time. Either way, the result is the same: A receivable shows 
up on your balance sheet. An asset. A claim. A promise. But 
this promise behaves very di9erently from cash. It can delay, dis-
pute, even disappear. That’s why receivables are more than Pust 
a number. They tell a story about your working capital health, 
your collection speed, and your business model. Receivables are 
the bridge between accounting logic and operational friction. 
And they deserve a closer look.
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Accounting Mechanics

jnder IFRS and jS GAA(, Accounts Receivable is recog-
nized when goods or services have been delivered and an in-
voice has been issued—with clear terms of payment. If no in-
voice has been sent, but performance is complete, it may still 
sit as accrued revenue or a contract asset. Once the invoice 
is out, it becomes receivable. This distinction matters because 
receivables: Are enforceable claim. Are part of working capital. 
Impact liquidity and cash )ow forecasting

Example: Your company delivers a $40,000 train-
ing program in September and invoices the client 
the same day, due in 30 days.

September: Dr: Accounts Receivable 64D,DDD Cr: Revenue 
64D,DDD. October Ewhen paidF: Dr: Cash 64D,DDD Cr: Accounts 
Receivable 64D,DDD. Now imagine the same training is done in 
September, but billing isn’t allowed until October—it may sit 
as accrued revenue Eif not contract-boundF or a contract asset 
Eif it isF.
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MarsViewThinking Takeways:

Accounts Receivable shows that revenue has not just been 
earned—it’s been invoiced. It links the abstract world of accru-
als to the operational world of billing, collection, and follow-up. 
Receivables are a conversion phase in the business cycle—from 
e9ort to money. And they are a key player in working capi-
tal—fueling or draining your liquidity depending on how fast 
they move. We’ll come back to that in the working capital chap-
ter. 
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 ACCOUNTS PAYABLE - THE BILL 
ARRIVED… BUT THE CASH DIDN’T 

LEAVE

The Scene of the Thirteenth Nod

“You received the invoice. You haven’t paid it. But somehow… 
you’re already in debt.” You looked at your accountant. They 
calmly said, ‘It’s a liability now.’ So you nodded — but deep 
down, you wondered: How does a vendor’s email instantly 
shrink your net worth?”

***
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We’ve All Been Nodding

In Chapter 9, we introduced accrued liabilities—costs you’ve 
incurred but haven’t yet been billed for. Now, we take the 
next step: what happens when the bill does arrive? Welcome to 
Accounts Payable. This is when an obligation becomes for-
mal. The service is done. The goods are received. And now the 
supplier has sent the invoice. You haven’t paid it yet. But that 
doesn’t matter. The moment the invoice is accepted, the liability 
is recorded. In other words, it’s no longer just an accrual. It’s a 
payable. This distinction matters. Accrued liabilities are based 
on estimates or events not yet invoiced. Accounts payable are 
speciFc, documented, and due. And like receivables, they play a 
huge role in working capital. But from the other side. They give 
you breathing room. Delay outGows. Let you hold cash a bit 
longer. Accounts Payable is where supplier trust becomes your 
silent cash strategy. And it links you to someone else’s receivable. 
Your payable is their asset. It’s all connected.

Accounting Mechanics

Under IzRS and US 4AAP, Accounts Payable is recogniJed 
when: A good or service has been received. An invoice has been 
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received. Payment terms are known. This creates a clear, legally 
enforceable liability.

Example: Your company receives oqce ewuipment 
$orth 20,J,,, in 3uneJ invoiced by the supplierJ due 
in ., daysV

$une: Dr: O2ce E0uipment ()F,FFF Cr: Accounts Payable 
()F,FFF. $uly Gwhen paidH: Dr: Accounts Payable ()F,FFF Cr: 
Cash ()F,FFF. If the e0uipment had arrived without an invoice, 
it may have sat temporarily as an accrued liability.

Marskie$Thin-ing Ta-e$ays:

Accounts Payable is where cash leaves last, even though value 
has already entered. It’s a tool of timing and trust—letting you 
operate today and settle later. The longer your payables stay 
open Gwithout penaltyH, the more Gexible your cash becomes. 
But delay too long… and you strain relationships. Payables are 
your leverageV But they’re also your reputationV And in 
Marskie$Thin-ing, they are the other half of $or-ing cap/
ital—alongside receivables and inventory. They deserve to be 
seen not just as debts… but as decisions. We’ll get to that next.
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WORKING CAPITAL? MORE LIKE 
WORKING AGAINST ME.

The Scene of the Fourteenth Nod

"Sales are up. Margins are strong. Clients are happy." "So why 
does my cash balance look like we’re going out of business?" You 
nod — silently blaming Bnance. ,ut this time* Bnance might be 
right.

WWW
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We’ve All Been Nodding

,y now* we’xe seen how accrual accounting separates cash from 
e-ort. Oe’xe tracked rexenue without payment. 6qpenses withF
out cash out“ows. Oe’xe nodded through deferrals* accruals, 
receivables, and payables. ,ut nothing creates more confuF
sion — or more cash chaos — than working capital. ,ecause 
the name sounds helpful. Nt sounds like li”uidity. Hleqibility. P 
:margin of safety.1 Pnd yet... it keeps draining your cash. Nt’s 
time to unpack it — carefully* historically* and operationally. 
P 9istory of the Most Misunderstood Hormula. Lhe classic 
deBnition goes like this4 Working Capital = Current Assets 
− Current Liabilities. Nn the 0VD8s* this was a useful lens. 
Lhere was no cash “ow statement. ,ankers needed a way to ask* 
"Can this business pay its bills in the short term?" So working 
capital was seen as a cushion. Nf your current assets eqceeded 
current liabilities* you had enough "working" margin to surF
xixe the neqt few months. ,ut that was then. Loday* the same 
formula is still taught — but often misunderstood. Nt includes 
cash* exen though cash is the thing you’re trying to measure the 
impact on. Nt includes debt* exen though shortFterm loans aren’t 
part of daily operations. Nt lumps in taq receixables* inxestment 
holdings* and other noise. So let’s clean it up. Eet’s ask what 
we really want to know4 Ohere is my operational cash stuck? 
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Pnd that brings us to the MarsziewLhinking lens4 Operational 
Working Capital = Receivables + Inventory − Payables. Nn other 
words4 Keceixables are rexenue you’xe earned but haxen’t been 
paid for. Nnxentory is cash you’xe spent* now fro5en on your 
shelxes. Tayables are your ability to delay payment — your one 
adxantage. Nf your receixables and inxentory are larger than your 
payables* you are funding the gap. Lhat’s the working capital 
trap. Pnd now* let’s walk through how this trap forms. Lo grasp 
working capital* you must Brst understand the operation cy-
cle — the actual (ourney of a dollar through the business. Eet’s 
say you run a retail business. jay 04 You buy inxentory. You pay 
your supplier in )8 days. jay 084 Lhat inxentory arrixes and hits 
your shelxes. jay D84 You make a sale — but the buyer pays in D= 
days. Ohat (ust happened? You’xe spent money Hor committed 
to itI* stocked product* made a sale — and now you wait. You 
wait for the money to come back. Lhat’s the cash conxersion 
cycle4 jays Nnxentory Rutstanding HDIOI J 9ow long it takes 
to sell what you buy. jays Sales Rutstanding HDSOI J 9ow 
long it takes to get paid after a sale. jays Tayables Rutstanding 
HDPOI J 9ow long you can delay paying your suppliers. Cash 
Conversion Cycle = DIO + DSO − DPO. Nf that number 
is positixe* you need to fund it. Lhe longer the gap* the more 
cash you need (ust to keep operating. So yes — growing sales 
can hurt cash. ,ecause more sales mean more inxentory.  More 
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customers mean more receixables. Pnd unless you negotiate 
longer payables* you’re footing the bill. Arowth isn’t free. Nt’s 
funded. Working Capital as Nnxisible Nnxestment. 9ere’s the 
paradoq4 Lhe more successful you are* the more money you 
may need to support it. Working capital is not a cost on your 
income statement. ,ut it is an inxestment on your balance sheet 
— one that needs funding. Ohen receixables go up* cash goes 
out. Ohen inxentory grows* cash is tied up. Ohen payables 
shrink* more cash leaxes.  So* positixe working capital isn’t alF
ways a good thing. Nt means your capital is working — but not 
for you. Nt’s locked in the system. Pnd that’s why CHRs watch 
these numbers like hawks4  Can we reduce inxentory days? Can 
we tighten collection terms? Can we eqtend supplier payment 
cycles? Lhese aren’t (ust accounting lexers. Lhey’re surxixal tacF
tics. ,ecause cash doesn’t xanish. Nt gets trapped. Pnd working 
capital is where it hides. Hrom Confusion to Clarity. So when
 Bnance says* :We need to fund working capital*1 they’re 
not inxenting a problem. Lhey’re naming a real cash demand. 
Rne that accrual accounting hides. Rne that sales teams often 
oxerlook. Rne that can bring down a fastFgrowing business if 
ignored. ,ut once you see the operational logic — the receiv-
ables, the inventory, the payables — it starts to click. You’re 
not out of cash. You (ust lent it to your own supply chain.
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MarsViewThinking Takeaways

Classic working capital formulas can mislead — especially 
when they include cash and debt. Rperational working capiF
tal focuses on the true operational drag4 receixables* inxentory* 
and payables. Lhe longer your cash is tied up* the more fundF
ing you need — exen when proBts are rising. Cash conxersion 
cycle metrics HDSO, DIO, DPOI help you measure the time 
gap. Arowing sales doesn’t guarantee cash. Nt often demands it. 
MarsViewThinking rexeals the inxisible cycle — so you know 
where the cash went* how long it’s stuck* and what to do about 
it.
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ASSETS = LIABILITIES + EQUITY… BUT 
WHAT DID THAT ACTUALLY MEAN?

The Scene of the Fifteenth Nod

You memorized it for an exam. You recited it like gospel. Assets 
= Liabilities + Equity. And you nodded — thinking the left 
side was what you owned…and the right side was just how it 
balanced. But no one ever paused to ask: Why are they equal in 
the ?rst place*

SSS
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We’ve All Been Nodding

We opened this book with double,entry accounting. We built 
up through debitsN creditsN journalsN ledgersN and balance sheets. 
’ow we arrive at the equation that underpins it all. But while 
the formula gets repeatedN its meaning gets lost. Assets = Liabili,
ties + Equity isnRt a technical trick. QtRs the core logic of ?nancial 
truth. Qt began centuries ago — long before spreadsheets. Qn 
the merchant,ledgers of Menaissance QtalyN where every asset 
had a story… and every coin had a source. You couldnRt have a 
ship unless someone paid for it. You couldnRt own a warehouse 
unless someone backed it. To the balance sheet wasnRt just a 
report. Qt was a ledger of accountability. !odern balance sheets 
show the same thingN even if weRve forgotten how to read them. 
Ihe left side shows your resources: cash, receivables, inven-
tory, buildings, IP. Ihe right side tells us who made those 
resources possible: suppliers, banks, employees, sharehold-
ers. Each party helped build your assets. And each one expects 
something back. To the equation isnRt just matching numbers. 
QtRs matching expectations. IhatRs why it must balance. ’ot 
because we want it to —but because it has to. Ioo oftenN we 
stare at the left side in excitement: Look at all these assetsV We 
built factoriesN wrote codeN stockpiled inventory. But we ignore 
the pressure on the right: WhoRs watching* WhoRs waiting* 
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What do they expect* Tuppliers expect payment. Lenders expect 
interest. Thareholders expect return. And employees* IheyRve 
already performed. You owe them all — in di'erent ways. To yesN 
you control the assets. But you donRt own them freely. Ihey are 
tethered to promises. And if you forget thatN the balance sheet 
becomes decoration — not truth.

Accounting Mechanics

Hnder Q4MT and HT FAA5N this equation forms the foundation 
of all ?nancial reporting. QtRs embedded in every journal entry. 
QtCs preserved in every ledger. QtRs upheld in every balance sheet. 
But hereRs what those parts actually mean: Assets = resources 
you control. Liabilities = obligations you must meet. Equity = 
the residual claim that belongs to owners after the debts are paid. 
Liabilities have legal rights. Equity has economic hope. And 
between them is you — the business — trying to deliver more 
value than youRve been funded with. IhatRs not just accounting. 
IhatRs pressureN performanceN and purpose.

MarsViewThinking Takeaways

Ihis equation wasnRt born as a formula — it was born as ?nan,
cial control. Assets donRt appear magically. Every one of them 
was funded. Liabilities and equity are not categories. Ihey are 
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claimsN from real peopleN with real expectations. Ihe left side 
shows what youRve built. Ihe right side shows whoRs waiting. 
Qt balances not by math — but by design. MarsViewThinking 
reframes it as: Assets = Opportunity. Liabilities + Equity = 
Obligation. Ihe gap between them* IhatRs where your value 
is tested.
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DEFERRED TAX - WE OWE TAX NOW… 
AND LATER

The Scene of the Sixteenth Nod

“You checked your prot.x You enpec.ed oae .bn ilBBx wu. .here 
Oere .Oox sae ‘bld ’.bn pbybiBexT fhe o.her ‘bld ’deSerred .bnxT 
…o you aoddedg Ooaderlav hoO Oe oOe .he vomera—ea. .Olce 
” b. .he ‘b—e .l—ex*

DDD
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We’ve All Been Nodding

wy aoOq OeTme ‘eea hoO bccoua.lav Bome‘ .l—lavx Aemeaue 
‘hoO‘ up ieSore cb‘hx Fnpea‘e‘ ‘aebk la ieSore pby—ea.x FmeryW
.hlav $oO‘ oa l.‘ oOa cbBeadbrx wu. ao.hlav pBby‘ .he .l—W
lav vb—e 1ul.e Blke .bne‘x You tal‘h .he 1ubr.erx fhe co—pbay 
—bde —oaeyx Your bccoua.ba. ‘by‘q “Ne oOe 20?'q''' la .bnx* 
Rblr eaouvhx fhea you ‘croBB doOag bad ‘ee b ‘ecoad au—ierx 
Xao.her .bn chbrvex fhl‘ oaeT‘ BbieBed “EeSerred fbnx* Nbl.x 
Nhy bre Oe pbylav .bn aoO ” bad bB‘o Bb.erI NeBco—e .o .he 
OorBd oS deferred taxesq  Ohere .he vomera—ea. bad your 
tabaclbB ‘.b.e—ea.‘ Blme la .Oo dlCerea. .l—eBlae‘x Xad youjre 
‘.uck Blmlav la io.hx 7e.T‘ reOladx :a (hbp.er Rourq Oe —e. 
.he ldeb oS accrual accounting ” Ohere enpea‘e‘ bre recorded 
Ohea .hey hbppeaq ao. )u‘. Ohea .heyTre pbldx fbn bccoua.lavg 
doe‘aT. bBOby‘ bvreex You —lvh. iook b co‘. .odby ” iu. .he .bn 
‘y‘.e— —lvh. ‘byV “Lo. deduc.liBe ye.x* sr you —lvh. ‘prebd 
ou. b co‘. omer yebr‘ ” iu. .he .bn ‘y‘.e— ‘by‘V “Eeduc. l. bBB 
aoOx* Xad .hb. —l‘—b.ch creb.e‘ b vbpx Your tabaclbB iook‘ 
‘by oae .hlavx Your .bn re.ura ‘by‘ bao.herx fhe re‘uB.I fOo 
.ype‘ oS .bn ea.rle‘V Current tax ” Ohb. you oOe .odbyq ib‘ed 
oa .he .bn—baT‘ ruBe‘x Deferred tax ” b pBbcehoBder Sor Ohb. 
youTBB oOe Gor recomer8 Bb.erq oace .he .l—lav ‘or.‘ l.‘eBS ou.x fhl‘ 
l‘aT. b BoophoBex :.T‘ ao. b .rlckx :.T‘ )u‘. .Oo ‘e.‘ oS ruBe‘ .rylav 
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.o de‘crlie .he ‘b—e iu‘lae‘‘ ” b. dlCerea. ‘peed‘x fhl‘ ‘pBl. 
dldaT. bBOby‘ enl‘.x :a .he ebrBy 0,''‘q —o‘. co—pbale‘ SoBBoOed 
oae ‘y‘.e— ” .helr Bedver‘ Oere .helr .bn iook‘x wu. b‘ .he 
—odera .bn code‘ vo. —ore co—pBen ” e‘peclbBBy po‘.WNorBd 
Nbr :: ” dlCereace‘ ‘.br.ed plBlav upx Komera—ea.‘ Oba.ed 
co—pbale‘ .o enpea‘e Sb‘.er G.o ioo‘. lame‘.—ea.8xXccoua.ba.‘ 
Oba.ed .o —b.ch co‘.‘ emeaBy bcro‘‘ yebr‘x …o .Oo mer‘loa‘ oS 
“.ru.h* e—ervedV fhe tax truth ” ib‘ed oa .bn BbOx fhe ac-
counting truth ” ib‘ed oa —b.chlav Bovlc Xad ‘oq deSerred 
.bne‘ Oere iorax Lo. iecbu‘e ‘o—eoae Oba.ed co—pBenl.y ” 
iu. iecbu‘e ‘o—eoae Oba.ed Sblrae‘‘x

The Timing Gap

7e.T‘  —bke  .hl‘  rebBx  You  record  b warranty  expense  oS 
20''q''' .odby ” iu. uader .bn ruBe‘q l.T‘ oaBy deduc.liBe Ohea 
.he cu‘.o—er bc.ubBBy cBbl—‘ l.x Your iook‘ ‘by prot. l‘ 2P''
=xYour .bn re.ura ‘by‘ 26''=x…o you pby —ore .bn aoO .hba 
you ‘houBd ” ib‘ed oa your oOa iook‘x fhb. en.rb 2?6= la 
.bnI fhb.T‘ b Deferred Tax Assetx fhe ‘y‘.e— l‘ ‘bylavV “You 
omerpbld .odbyx YouTBB recomer l. Bb.erx* LoO $lp l.x :—bvlae 
you iouvh. e1ulp—ea. Sor 20 —lBBloax Ror bccoua.lavq youTBB 
enpea‘e l. omer tme yebr‘ ” ‘by 2?''= per yebrx wu. .he .bn code 
‘by‘V “fbke .he SuBB deduc.loa aoOx* …o your .bnbiBe prot. l‘ 
BoOer .odby .hba your bccoua.lav prot.x You pby Be‘‘ .bn aoO 
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” iu. —ore Bb.erx fhb. Su.ure iu—pI fhb.T‘ b Deferred Tax 
Liabilityx wecbu‘e emea.ubBByq .he .bn bdmba.bve rua‘ ou. ” bad 
cb.che‘ upx

Accounting Mechanics

Komeralav ….badbrd‘q :RA…V :X… 0?q bad KXX%: X…( 9P'x 
wo.h ‘y‘.e—‘ re1ulre .hb. .he laco—e ‘.b.e—ea. lacBude‘ .Oo 
klad‘ oS .bn ea.rle‘V Current tax expense ” ib‘ed oa .he .bn 
re.ura .hl‘ perlodx Deferred tax ” ib‘ed oa .l—lav dlCereace‘ 
.hb. OlBB remer‘e Bb.erx fhe‘e deSerred b—oua.‘ ‘hoO up oa 
.he ibBbace ‘hee. b‘V EeSerred fbn X‘‘e.‘ (DTA) ” .bn youjme 
omerpbld or OlBB recomerx EeSerred fbn 7lbilBl.le‘ (DTL) ” .bn 
youjme po‘.poaed bad OlBB oOe Bb.er

Example 1: Deferred Tax Liability

You depreclb.e e1ulp—ea. omer 6 yebr‘ la your iook‘q iu. SuBBy 
deduc. l. aoO Sor .bnV wook prot. 3 20q'''q'''x fbn prot. 3 
2M''q'''x ElCereace 3 2P''q'''x fbn rb.e 3 ?6Lx EeSerred .bn 
BlbilBl.y 3 20''q'''x Fa.ryV ErV :aco—e fbn Fnpea‘e 20''q'''q 
(rV EeSerred fbn 7lbilBl.y 20''q'''



NFT4F X77 wFFL LsEE:LK RsA YFXA…5?

Example 2: Deferred Tax Asset

You record b Obrrba.y enpea‘e aoOq iu. cbaT. deduc. l. ye. 
Sor .bnV wook prot. 3 2P''q'''x fbnbiBe prot. 3 26''q'''x 
ElCereace 3 20''q'''x fbn rb.e 3 ?6Lx EeSerred .bn b‘‘e. 3 
2?6q'''x Fa.ryV ErV EeSerred fbn X‘‘e. 2?6q'''x (rV :aco—e 
fbn Fnpea‘e 2?6q'''

Example 3: Tax Loss Carryforward

:a ?'?Mq you Bo‘e 26''=x :a ?'?Pq you —bke 29''=x You bpW
pBy .he prlor Bo‘‘ bad pby .bn oaBy oa 2?''=x fhe ‘bmlav‘ la 
?'?P Oere iooked la ?'?M ” b‘ b EeSerred fbn X‘‘e.x Fa.ry 
G?'?M8V ErV EeSerred fbn X‘‘e. 20?6q'''x (rV :aco—e fbn weW
aet. 20?6q'''

MarsViewThinking Takeaways

EeSerred .bn l‘aT. b BoophoBe ” l.T‘ b recoval.loa oS .l—lav vbp‘x 
Ef7 3 Su.ure .bn youTBB oOex EfX 3 Su.ure .bn youTme prepbld 
or ‘bmedx wo.h l—pbc. your currea. laco—e ‘.b.e—ea.x wu. oaBy 
currea. .bn hl.‘ cb‘h .odbyx Nbr‘4leOfhlaklav reSrb—e‘ l. Blke 
.hl‘V XccrubB bccoua.lav .eBB‘ you Ohea you ebraed or ‘pea.x 
fbn bccoua.lav .eBB‘ you Ohea .he vomera—ea. pby‘ b..ea.loax 
EeSerred .bn ‘hoO‘ .he dl‘.bace ie.Oeea .ho‘e .Oo .l—eBlae‘x


