The AI Bookkeeping Service:
Clean Books for Small
Businesses

By Joe Giler
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Chapter 1: What You Can and Cannot
Legally Do Without a CPA License

Let me start with the thing that scares most people out of this business before they
ever earn a dollar: the fear that bookkeeping without a license is somehow illegal, that
you'll get a letter from a state board, that a client will sue you when their taxes go

sideways.

Here's the honest version. In the United States, bookkeeping is not a licensed
profession. There is no bookkeeping license. There is no state bookkeeping board.
There is no exam you must pass before you are allowed to categorize a Home Depot
receipt as "Materials — Job Costs." You can, today, with zero credentials, legally

accept money from a small business owner to organize their financial records.

What you cannot do is a much shorter and much more specific list — and the entire
difference between a durable, boring, profitable business and a lawsuit is knowing
exactly where that line sits. That's what this chapter is for.

Plain disclaimer, and I mean it: I'm not a lawyer, a CPA, or an Enrolled Agent.
This chapter is a practical operator's map of how the rules generally work in the
United States as of 2026. Rules vary by state and change over time, and other
countries work very differently. Before you take on paying clients, spend one hour and
a few hundred dollars talking to a business attorney or a CPA in your state. That is the

cheapest insurance you will ever buy. Do not treat this book as legal advice.

The Actual Legal Landscape (Not the Internet Rumor

Version)

Three different bodies of rules touch this work, and people constantly mash them into

one confused blob. Separate them and the picture gets clear fast.

1. State accountancy laws. Every U.S. state has a Board of Accountancy that
governs who may call themselves a "Certified Public Accountant” and who may
perform certain attest services. These laws are almost entirely about two things: title

protection and attest work. Title protection means you can't call yourself a CPA, or



imply you are one, without the license. Attest work means audits, reviews, and formal
"compilations" of financial statements issued with a CPA's report attached — these are

reserved for licensed CPAs in most states.

What these laws are generally not about: recording transactions, reconciling bank
accounts, running payroll, invoicing, producing internal management reports, or

cleaning up a QuickBooks file. That's bookkeeping, and it's open to anyone.

2. Federal tax practice rules (IRS Circular 230). This governs who may
represent taxpayers before the IRS and who may prepare tax returns for
compensation. Representation — arguing a client's case in an audit, negotiating a
payment plan on their behalf, signing a power of attorney — is generally restricted to
CPAs, attorneys, and Enrolled Agents. Preparing a return for pay is open to anyone
who obtains a PTIN (Preparer Tax Identification Number) from the IRS, but with real
responsibilities attached, and unlicensed preparers have very limited representation

rights.

3. Unauthorized practice of law. Every state prohibits non-lawyers from giving
legal advice or drafting legal documents for others. Telling a client "you should form
an S-corp and here's the operating agreement I wrote for you" is a way to walk
straight into this. Telling them "the tax treatment of an S-corp is different and it's

worth asking your CPA whether it fits you" is not.

Those are the three fences. Everything else in this chapter is about learning where you

can stand comfortably inside them.

The Green Zone: What You Can Absolutely Do

This is your product. Read it twice, because it's larger than most beginners believe,

and it is worth serious money to a real business.

* Record and categorize transactions. Pulling in bank and credit card
feeds, coding every transaction to the right account, splitting mixed

transactions, tagging by class, location, project, or job.

¢ Reconcile accounts. Bank accounts, credit cards, loans, merchant
processors (Stripe, Square, PayPal), and clearing accounts. This is the single
most valuable, least glamorous thing you do.



e Accounts payable. Receiving bills, entering them, scheduling payments,

tracking what's owed and to whom, chasing missing vendor invoices.

e Accounts receivable. Creating and sending invoices, applying payments,

running aging reports, and doing polite, systematic collections follow-up.

e Payroll processing. Running payroll through a provider like Gusto, ADP,
Paychex, or QuickBooks Payroll; entering hours; making sure the payroll
journal lands correctly in the books. (Note: the provider handles the tax
filings and remittances; you handle the bookkeeping and accuracy. That's the

safe posture.)

e Sales tax data prep. Pulling the numbers, reconciling what the point-of-
sale system says against what the books say, preparing the figures a client or

their CPA uses to file. Filing on their behalf is a gray area I'll cover below.

e Month-end close. Accruals if the client is on accrual basis, prepaid expense
amortization, depreciation entries per a schedule the CPA provided, and

closing the period.

¢ Produce internal financial statements. Profit and Loss, Balance Sheet,
Statement of Cash Flows, straight out of the software, delivered to the owner
and their CPA. This is not a "compilation" in the attest sense as long as you're

not a CPA issuing a formal report on them.

e Cleanup and catch-up work. Taking two years of shoebox chaos and
turning it into a reconciled, tax-ready file. This is the highest-margin work in

the entire industry.

e Explain what the numbers say. "Your gross margin on service work is
61% and on product resale it's 22%. Product resale is a third of your revenue
and nearly none of your profit." That's reading a report out loud. It's not tax

advice and it's not an audit opinion.

e Build systems. Chart of accounts design, receipt capture workflows,
approval processes, app integrations. Systems work is consulting, and

consulting is unregulated.

Every one of those is fully legal for an unlicensed bookkeeper in every U.S. state, and
together they're a service worth $500—$2,500/month to a typical small business. You



do not need a license to build a real business here.

The Red Zone: What You Absolutely Cannot Do

Short list. Memorize it.

e Call yourself a CPA, accountant (in some states), or auditor, or
imply you are licensed. "CPA" is hard-protected everywhere. The word
"accountant” is more nuanced — some states restrict "public accountant” or
phrases that suggest licensure. When in doubt, call yourself a bookkeeper.

It's honest, it's accurate, and nobody can touch you for it.

e Perform an audit, a review, or an attest engagement. If a bank asks
your client for "audited financials," that is not your job. Hand it to a CPA
firm. Saying "I'll audit your books" — even casually, even meaning "check
them carefully” — is a phrase you should strike from your vocabulary
entirely. Say "review" only in the loose sense and prefer "clean up" or
"check."

e Issue a formal opinion on financial statements. You produce reports.
You do not attach an opinion letter to them saying they conform to GAAP.
You can and should attach a plain note saying these are internal management
reports prepared from client-provided information and have not been
audited.

e Represent a client before the IRS. No Form 2848 power of attorney. No
calling the IRS to argue their notice. You can help them gather the
documents, and you can be on the call with their EA or CPA as a resource,

but you are not their advocate before the agency.

e Give legal advice. Entity choice, contract terms, employee-vs-contractor

determinations, ownership agreements — refer out. Every time.

The Yellow Zone: Where Good Bookkeepers Actually Get

Into Trouble

The Red Zone is easy to avoid because it's obvious. The Yellow Zone is what will

actually bite you, because it's where a friendly client asks a friendly question and you



helpfully answer it.

Yellow zone item 1: Tax advice. This is the big one. A client says, "Should I buy
the truck before December 31st for the write-off?" You know the general answer.
You've read about Section 179. And if you answer, you have just given tax advice,
without a license, on a decision involving tens of thousands of dollars, and if it goes

badly you are the one who told them to do it.
Here's the distinction that matters and that you should tattoo somewhere visible:

e Describing how the books record something = bookkeeping. "If you
buy the truck, it goes on the balance sheet as a fixed asset, not as an expense,
and depreciation is what hits the P&L."

e Recommending an action for tax outcome = tax advice. "Buy the

truck before year-end so you can write it off."

The first sentence is a fact about accounting mechanics. The second is a
recommendation about a client's tax position. Say the first one all day. Never say the

second one.

Yellow zone item 2: Preparing tax returns. You legally can, with a PTIN.
Should you? For your first year or two, my strong advice is no — and not because of
the law. It's because tax prep is a different craft with different liability, different
software, different continuing-education demands, and a brutal seasonal crunch that
will destroy the monthly service business you're trying to build. Do the books
beautifully, hand the file to the CPA, and let the CPA love you for it. That referral

relationship is worth more than the $400 you'd have made on a Schedule C.

If you eventually want to do tax work, do it properly: get the PTIN, consider the
Enrolled Agent credential (it's an IRS credential, not a state one, it's earnable by
exam, and it gives you full representation rights). But that's a deliberate second

business, not a favor you do for a client in April.

Yellow zone item 3: Filing sales tax returns. Practices vary wildly here, and
state rules differ. Many bookkeepers file sales tax returns for clients using the client's
own state portal credentials, as an administrative act, and this is extremely common.

Others refuse. The safe posture: prepare the numbers, deliver them, and have the



client (or their tax pro) review and click submit. If you do file on their behalf, do it
only with explicit written authorization in your engagement letter, only using their
credentials at their direction, and never make judgment calls about taxability — flag

those and escalate. Ask a local pro about your specific state.

Yellow zone item 4: Payroll tax filings. Same logic. Use a real payroll provider
that files and remits as an agent of record. Do not hand-file 941s out of a spreadsheet
for a client. The penalties for late or wrong payroll tax deposits are savage, and if

you're the one who touched it, you're the one they'll blame.

Yellow zone item 5: Signing checks and moving money. A client will
eventually offer to add you as a signer on the bank account "to make it easier." Do not
do this. Ever. The moment you have unilateral authority to move a client's money, you
have taken on custody, you have created an enormous fraud-accusation surface, and
you have made yourself a very attractive defendant. Get view-only bank access and
bill-pay initiator rights where the owner approves the release. You should be able to

see everything and unilaterally move nothing.

Yellow zone item 6: The "just make it work" client. The client who wants
personal expenses booked as business expenses, wants revenue moved into the next
year, wants a 1099 contractor labeled who's obviously a W-2 employee. This isn't a
licensing question. This is a fraud question, and it ends your business. I'll come back
to it.

The Three Sentences That Keep You Safe

You need a reflex, not a philosophy. When a client asks you something in the yellow
zone, you need a response that comes out of your mouth automatically, without you

having to think about whether this particular question crosses a line.
Here are the three. Learn them verbatim.

1. "That's a tax question, and I'm not licensed to answer it — but I'll
pull the numbers you need to ask your CPA properly." This is not a
weak answer. It is a strong one. You've declined the risk and immediately
delivered value in the same breath. Then actually do it: pull the report,



highlight the relevant figures, and send it. The client feels served, not
stonewalled.

2. "Here's what the books say. Here's what it means for your cash.
What you should do about it is a conversation for you, me, and
your CPA together." Use this when they push. Notice you're not refusing
to talk — you're refusing to be the sole decision-maker on something outside
your lane.

3. "I can tell you how it gets recorded. I can't tell you whether to do
it." The cleanest one-liner in the business. It draws the mechanics/advice

line explicitly and clients understand it immediately.

Practice these out loud. Genuinely — say them in the car. When a client is on the
phone being charming and you're feeling the pull to be helpful, you want the sentence

to arrive before the risky answer does.

Titles, Marketing Copy, and the Words That Get You in
Trouble

Most unlicensed-practice complaints don't come from what you did. They come from

what your website said.
Safe to use:

e Bookkeeper / Bookkeeping services
e Bookkeeping and financial operations

e QuickBooks ProAdvisor (if you actually earn it — it's a free Intuit certification
and worth doing)

e Xero Certified Advisor (same idea, free through Xero's partner program)

 Certified Bookkeeper (if you earn it through AIPB or NACPB — private
certifications, not state licenses, and you must never present them as

licensure)
e "Clean books, delivered monthly"

e "Tax-ready financials for your CPA"



Dangerous or flatly prohibited:

e CPA, or any variant — never, under any circumstances
e "Audit" / "Audited" / "We'll audit your books"

e "Accounting firm" (implies licensure in several states — "bookkeeping firm"

is safer)

nn "non "non

e "Tax advisor," "tax strategist," "tax planning," "we'll save you money on

taxes"
e "Certified accountant" — a phrase that means nothing and sounds like a lot

e Anything implying you'll reduce their tax bill

Notice the pattern in the dangerous column: it's all the language that sounds most
impressive in a sales pitch. That's not a coincidence. The temptation to inflate is the
exact mechanism by which people get in trouble. Resist it. "I keep your books clean

and your CPA happy" is a fine pitch, and it's one you can defend forever.

A specific and important one: "tax-ready" is safe. "Tax savings" is not. Tax-
ready describes the quality of your output. Tax savings promises an outcome you have

no license or ability to deliver. Rewrite any headline that promises savings.

The AI Layer: New Tools, Same Old Rules

This is an AI bookkeeping book, so let's be precise about what AI changes legally:
nothing. Not one thing. The law does not care whether a human categorized the

transaction or a model did. You are responsible for the output either way.

That sounds obvious. It is not being treated as obvious in practice, and here's where

people are going to get hurt:

Risk 1: The confident wrong answer. Every general-purpose Al model will
happily answer a tax question. Ask ChatGPT, Claude, or Gemini whether your client
should elect S-corp status and you'll get a fluent, structured, plausible answer. Some
of it will be right. Some of it will be out of date, wrong for the state, or wrong for that
client's specific facts — and it will be delivered in exactly the same confident tone as

the correct parts. If you paste that into an email to a client, you have given unlicensed



