Accrual vs. Cash Accounting
Accrual Method

· Work is done
· Record revenue and expenses at this time
Cash Method

· Cash is received

· Record revenue and expenses at this time
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Sample Balance Sheet
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Owner’s Equity
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Liquidity Ratios


“Liquidity”(the Business’ short term ability to pay its current and unexpected debts.

Working Capital

· Current Assets - Current Liabilities
Current Ratio

· Current Assets ( Current Liabilities
(2:1 preferred)
Quick Ratio

· (Cash + Marketable Securities + Receivables) ( Current Liabilities  (1:1 preferred)
Capital Structure Ratios

Debt to Equity Ratio

· Total Debt ( Total Equity
Debt to Total Assets

· Total Debt ( Total Assets
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A Good Accounting System

· It works for you!

· The right information at the right cost

· Keep it simple

· The business owner is involved

· Good internal control
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Accounting Journals

Sales Journal

· Sales on account

Purchases Journal

· Purchases on account

Cash Receipts Journal

· Cash received

Cash Disbursements Journal

· Cash paid out

General Journal

· Other transactions
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Computerized Accounting Systems


Be sure you find out about:

· Hardware requirements

· Ability to modify

· Support services

· Ability to expand

· User friendliness

· Training

· Reports and documents

· Personnel requirements

· Local use
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Income Taxes

Sole Proprietorship

· The owner pays tax
· Schedule C
Partnership

· The partners pay tax
· Form 1065
Corporation

· The Corporation pays tax
· Form 1120
LLC

· Taxed as a Partnership
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Records Retention

Type of Record

Retention Period

Bank statements




7 years

Business licenses




Until expired

Cash register tapes


3 years

Check registers




Keep permanently

Canceled checks




3 years

Financial statements


Keep permanently

General ledger




Keep permanently

Inventory records



7 years

Invoices (A/P)




3 years

Invoices (A/R)




3 years

Property, plant & equip.

Keep permanently

     records

Purchase orders




3 years

Receiving reports



3 years

Tax returns




Keep permanently

Time cards or tickets


3 years

Travel expense records

7 years

Other: ______________

__________________

 ____________________

__________________

____________________

__________________

____________________

__________________

____________________

__________________
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Payroll Taxes

Federal Income Tax

· Paid by employee
State Income Tax

· Paid by employee
Social Security

· Paid by employee & employer
State & Federal Unemployment

· Paid by employer
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Payroll Tax Reporting

Form 941

· To report federal income and social security taxes
Form 940

· To report federal unemployment taxes
Form 8109

· To make deposits
Form W-2

· To detail employee earnings
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Internal Controls
· The control environment

· Authorization

· Segregation of duties

· Physical controls

· Tickler system

· Audit trail

· Monitoring and review
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