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For Bare Bones Biz Building column – due 12.17.2012
Thanks, Jim!!  
Happy Holidays…toooo yooooouuu!  (    
Xo$, Ellen

The End of Fancy Pants Accounting   
Last month, I shared Year End accounting tips.  This month, I’ll share a few strategies to make your accounting simpler, easier, and more accurate in the upcoming New Year.  Whoohooo!  
As a business owner, your job is to manage the business and the risk.  It’s your responsibility to know where the money comes from and where it goes.  Count on your CPA to make sure that you stay in compliance with Uncle Sam and pay only what you owe in taxes.  
Also, ask your CPA to help you understand the financials.  If you don’t “get” what’s happening on your reports, keep ask ask asking until you get a straight up answer.  Sometimes your CPA or your bookkeeper will try and razzle dazzle with complicated accounting.  There are things that must be done as standard operating practice in accounting.  (If interested, you can google GAAP – Generally Accepted Accounting Principles.)  However, some complicated accounting is merely a style choice – like using 35 zones – instead of three – in a 2,000 square foot radiant heating installation.     
Here are two accounting activities that may have gotten all fancy pants at your company, and ideas for getting back to bare bones basics.  
Prune the Payroll Entry
Payroll is a multifaceted transaction.  When you do payroll in-house, you must calculate the payroll and taxes due and…
· Debit the expenses for Field Labor, Owners/Admin wages, and Payroll Taxes.  

· Credit the Liability accounts on the Balance Sheet for Federal and State taxes for the employer and the employees.  

· Credit cash for the net amount of the paychecks.  

Then, mark your calendar!  You are responsible for paying the employer and the employee payroll taxes…right amounts, at the right time and  to the right agency.  At that time, you will…

· Debit the Liabilities. 

· Credit cash for the payroll taxes due.  

This is essentially a do-able task.  Except if you go on vacation or get sick or just forget.  Ugh.  
Instead, use an outsourced payroll service, like ADP http://www.adp.com or Paychex http://www.paychex.com The fee is nominal, especially when you consider the cost, frustration and time involved with a payroll audit.  Day to day tasks, like assembling the hours worked and job costing, still have to be done in-house.  However, you can eliminate any entries – and many errors – to the Balance Sheet.  With a payroll service, you will enter the transaction with a check or a journal entry with information provided on the payroll report.  Here’s the basic entry…

· Credit cash for the total amount of payroll and taxes taken out of your account. 

· Debit the expenses for Field Labor, Owners/Admin wages, Payroll Taxes and Payroll Service fee.  
You don’t have to carry any liabilities because the payroll service pays your taxes every time they process the payroll.  Easy peasy.  If you want a sample Payroll Procedure using an ADP payroll report, Contact Us at   http://www.barebonesbiz.com/contact  and ask for it.  It’s a freebie!  
Minimize the Material Entry

Managing your materials can be summarized like this:  The right parts at the right place at the right time…accounted for properly.  Materials move from the supplier to the truck to the tech to the customers.  And the materials must be replaced and costed.  It is a complicated procedure no matter how you do it.  Still, you don’t need to make it extra complicated.  
Don’t bother trying to create a “Real Time” inventory management system.  “Real Time” inventory involves tracking the individual material items through your accounting system.  It is a massive waste of time and money.  Theoretically, it is a pretty seductive idea.  Order materials and receive them in your warehouse.  In the accounting program, this would be recorded as Debits to the asset Inventory, and Credits to Accounts Payable.  Then, when you sell the items, your invoicing module would “move” the material dollars to the Cost of Goods Sold (COGS) Materials account from the Inventory account.  Awesome!  If it worked.  

The reality of the implementation is that it rarely does.  The parts numbers are different from vendor to vendor.  Your team members don’t always know what the parts are.  And there are back orders and substitutions to deal with.  You get the idea.  Instead of “Real Time” Inventory, start this New Year with a simpler approach.  Here’s the basic process:  

· Layout the “Par” or “Stock” Inventory on the Warehouse shelves and in your trucks.  
· Count the Inventory on the shelves and the trucks.    
· “Cage off” the Warehouse. In other words, don’t allow the Techs unlimited access to the Inventory.  Good fences make good neighbors.  
· Using a Journal Entry, adjust Inventory on the Balance Sheet to the current amount.  Make the other part of the double entry to the Materials expense in the COGS section.  

· Check with your CPA for tax consequences of the adjustment.  If you do this at the beginning of the year, you will have time to create a sound tax strategy for the year and consider the impact of getting the Inventory nailed down on your Balance Sheet.  
· Create a written truck restock procedure.  Code the restock parts Purchase Orders (PO) to the COGS Materials - Service expense account.  
· Create Purchase Order from the Material List on the bid/proposal for Install Jobs. Code to the COGS Materials – Install expense account.  
· No need to enter individual item costs…just expense the PO total dollar amount.  
· Create a written Job Staging procedure for the Install Jobs.  
In other words, avoid detouring day to day transactions through the Balance Sheet.  Expense it now…and be done with it. 

Here are a few other ideas for streamlining your accounting...  
· Don’t offer employee advances.  The accounting gets messy and it doesn’t help your employee in the long run. 
· Eliminate the petty cash bag.  Use your debit card or write a check.  
· Code the service agreement as a sale on the day you sell it.  Is there really a need to code it as a liability first?  Perhaps not if you provide some service at the time of the sale?  Find out. 

Look for more ways to simplify.  Less fancy pants accounting.  More direct data entry.  
Be sure to review these ideas with your CPA or accountant.  Depending on the size of the jobs you do, your corporate structure, and your accounting system, you may have to account for your Payroll and Materials and other transactions differently than I suggest here.  However, if you think your CPA is making things complicated for no good reason, let me know.  I will reality check it for you.  (   http://www.barebonesbiz.com/contact 
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