 A CCOUNTING & 
RECORD KEEPING

Included in this article:

What is the ‘best’ overall accounting system?

What determines the accounting method I should use?

What accounting records do I really need to keep and for how long?

What about QuickBooks - is it really the only accounting software worth considering?

What about the newest, “online” accounting systems?

It’s OK to occasionally write a personal expense out of my business checking account, isn’t it?

Where can I go locally to find more help with my accounting and record keeping concerns?

…and much more!
Record keeping is a pain. However, it is the only legitimate and objective way that you will ever know where your business stands. Further, these records are the source of all the information you will need, if you are ever called upon to produce proof of the health of your business or your business 
volume (say for a bank, a potential partner or purchaser, or the government).  Every month, you probably already reconcile your monthly bank statements. Records are also necessary for internal control purposes, such as keeping track of inventory or cash flow.    
Finally, if you hire employees you are mandated by law to keep track of employee accounts such as hours worked, vacation, holidays, and sick leave. State and Federal laws regarding human resources (i.e., workmen’s compensation insurance, etc.) have become complex and can become very burdensome to employers. Keeping accurate records can actually help in this regard.

A cardinal rule: Never, ever, commingle business and personal assets. The IRS (or others such as those interested in buying your company) takes an extremely dim view of persons trying to act as business or businesses filled with personal assets, etc. So, do not buy goods or services for your business with a personal check.  Also, as tempting as it may be, do not (ever!) buy personal use items with company checks.

TYPES OF RECORDS 

Sales Records 
They include all income derived from the sale of products or the performance of services. These records may be kept in a variety of ways and will be covered more fully later in this piece.

Cash Receipts 
They account for revenue generated through cash sales and the collection of accounts receivable. 

Cash Disbursements 
Often referred to as operating expense records or accounts payable.  All disbursements should be made by check so business expenses can be documented and categorized for tax purposes. 

Accounts Receivable 
These are sales stemming from the extension of credit. These records should be maintained on a regular basis, bi-weekly or monthly, so that you can determine how long it takes your receivables to turn into income. In addition to their utility to you, these records have to be designed so that they:

· Identify earnings for self-employment tax. 

· Identify the source of a receipt. 

· Keep track of all deductible expenses. 

· Figure depreciation allowance. 

· Take advantage of capital gain and loss laws. 

· Support items on your tax returns. 

TYPES OF ACCOUNTING STATEMENTS

Hopefully by this time you are familiar with the standard formats that accounts use to define a business:

Balance sheet 

Among other things, this tells how much the business is worth. 

· Lists the state of the business at a point in time; lists the Assets and Liabilities of the company, usually itemizing from the most liquid to least liquid

· Assets of the company are “balanced” against the company’s liabilities and corporation’s shareholder equity (or net worth of an individual or partnership). For a quick primer, see any beginning accounting text or a software program example of a Balance Sheet report.

Profit and Loss Statement 

This tells if your business is profitable or not and looks at revenue, expenses and net profit or loss.

Cash Flow Statement 

This predicts the cash flow of your business. This can be extremely important for smaller businesses that “look great on paper,” but are always seemingly in a “cash crunch.” A Cash Flow statement can help identify and diagnose the problems. 

METHODS OF ACCOUNTING

In general there are two ways to keep your books. The Cash Basis recognizes income when you receive the cash; likewise, expenses are recognized when you pay the bill. 

The Accrual Method is where revenue and expenses are matched regardless of when the cash is received.  

As a small business owner, you have already chosen one of these methods for your business.  But, let’s look at both these methods to see if you might want to change.

Cash Accounting 

Generally use it:

· When your annual gross receipts are less than $1 million. In this case, your business may not be complex enough to warrant the added sophistication of accrual accounting.

· If your primary business is service-related and also in the $1 million gross annual receipts range. Your business may be simple enough to allow you to adopt the easier cash system of accounting.

Please note: Cash accounting is never mandated by the IRS. In other words, there is no tax-related scenario that forces you to adopt cash accounting.

Accrual Accounting 

Accrual accounting is the system you must use if: 

· Your annual gross receipts are more than $1 million. 

· Your gross annual receipts are less than $10 million but over $1 million and your primary business activity can be classified as wholesale, retail, publishing, or sound recording. 
· You are a partnership or tax shelter.

· You want better insight into your business' fiscal standing. In this case, you're willing to put the extra effort into accrual accounting so you can get a real-time snapshot of your financial health.

ACCOUNTING PACKAGES

Every small business needs to know where the money went - and is going. These top selling accounting software programs simplify your small business accounting tasks, and provide all the reports and tools you need to effectively use your financial data. 

It almost goes without saying, but it’s worth mentioning here: Backup your accounting (and other critical) records either daily or automatically on a frequent, preset schedule. Never keep your accounting records backed up at the same location as your main records and files.  It is even prudent to keep a second set of back-up records outside of the business offices.

Finally, remember that the accounting system, and/or software you choose, is only as good as the data being fed into it. Don’t confuse the accounting technique or your data entry book keeping with merely the software (or tool) that does the job. As the business owner, you are the heart of the accounting system, not the computer. That said, here are some basic software accounting systems you may already be familiar with or wish to review:

Intuit QuickBooks Accounting Software QuickBooks is a popular, full-featured small business accounting program. Available in Basic, Online, Pro, and Premier editions; the latest Pro and Premier versions of QuickBooks have new features to make the program easier to use and save time and money, such as Document Management so you can store all your business documents in one place; invoice customization; check deposit; and even a new Marketing Centre.  And now there are over 100 reports available. 

Simply Accounting Software
Simply Accounting is a full-featured accounting and payroll package with all the features and reports any small business needs, including Internet and e-Commerce features. This small business accounting software's data entry screens resemble their paper counterparts, and the screen tips and drag and drop functionality make the accounting program easy to learn. Professional versions include a time and billing module. 

(Simply Accounting and QuickBooks are available for Windows, NT, and Mac platforms.) 

Peachtree Complete Accounting Software
The Complete version of this small business accounting software program includes over 125 reports and features such as in-depth inventory, time and billing, and job costing. Peachtree Complete Accounting software comes multi-user ready and ‘value packs’ for three or more users are available; the 2010 version includes new Business Analytics which let you compare your business to the competition and examine key data.  Peachtree's small business accounting software is also available in Premium and First Accounting versions. 

MYOB AccountEdge 2010 for Windows 
The Premier Accounting software is integrated with Microsoft Outlook, which makes tracking important customer, employee, and vendor information easier; and enhanced search features that make it easier to find exactly what you're looking for when you’re doing something such as searching inventory.  It also offers over 200 customizable financial reports, time and billing, and has a New Company File Assistant which makes it quite easy to get up and running. 

MYOB AccountEdge Accounting Software for Macintosh 

This is a small business accounting software for Mac users.  The new Command Centre Interface is a big improvement over the old user interface and includes features such as the ability to use Cash Accounting, being able to set up categories, and being able to enter negative inventory – all making this small business accounting software much more flexible.

ONLINE ACCOUNTING

FreshBooks 

The FreshBooks online service gives small business owners a drop-dead, simple way to send out invoices and estimates. 

Outright 

Outright is a unique accounting solution designed for micro-businesses with no need for payroll or inventory. 

Quickbooks Online Plus 

QuickBooks Online Plus would be an excellent choice for a service-based (or very simple product-based) business that needs mobile access to sales and purchase tools and data, as well as payroll and basic time billing.  But it's not a complete accounting solution the way that its desktop cousins are. Still, it's exceedingly easy to use, thanks to an intuitive interface. 


TEMPLATES FOR SPREADSHEETS

Even easier than the above software products, if you don’t want or need a computerized package and don’t want or need an accountant, you still might gain from a pre-prepared template for the various financial and recordkeeping that your business needs. 

Listed below are a few examples (all serve as hot-links to the templates):

· 12-Month Profit and Loss Projection 

· 12-Month Sales Forecast 
· Personal Financial Statement 
· Projected Balance Sheet 
· Start-up Expenses
· 4-Year Profit Projection 
· 12-Month Cash Flow Statement
· Loan Amortization Schedule 

· Opening Day Balance Sheet
·   Competitive Analysis
·   Break-Even Analysis
·  Financial History & Ratios

ADDITIONAL SOURCES OF INFORMATION (hot-links)
· MyOwnBusiness.org
· SmallBusinessInformation.about.com
· BusinessTown.com
PROFESSIONAL HELP FROM SOLANA BEACH BUSINESSES & OTHER CHAMBER MEMBERS

· The Solana Business Forum (click on “Business Services”, then on “Accountants”) Chamber Members are noted as are those who give discounts to other chamber members.

· Campbell Tersolo & Assoc; (858) 481-8400
· Leslie Martin CPA; (858) 603-0652
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