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Foreword


While reviewing this edition of Bookkeeping Essentials For Dummies, I have once again been impressed with how well Veechi has captured the essence of bookkeeping in today’s world. While some say bookkeeping doesn’t change, what is very obvious (and what Veechi takes care to explain within these pages) is that new technology and changing government regulations constantly drive change in bookkeeping methodologies and practices.

Bookkeeping Essentials For Dummies is a must-read, whether you’re considering doing the books for your own business, as an employee or whether you’re considering bookkeeping as a career. The combination of step-by-step explanations, background information, tips and warnings will help you gain a rapid and accurate understanding of all requirements. Veechi not only explains the basics, introducing essential bookkeeping concepts, but also embraces more complex and advanced bookkeeping topics, including the latest on the rules and regulations involved with working as a BAS Agent.

I first met Veechi Curtis more than fifteen years ago at an MYOB accounting software conference. I was the technical presenter and Veechi was there in her capacity as a bestselling author of numerous accounting software and small business titles. Since then — many years, many conferences and many chats later — it has become obvious to me that Veechi has a passion for sharing her knowledge about bookkeeping and small business in a creative and committed way that always sheds new light on the topics.

I helped found the Institute of Certified Bookkeepers (ICB) in Australia in 2006. ICB is the largest bookkeeping institute in the world and aims to promote and maintain the standards of bookkeeping as a profession. All kinds of people, with different backgrounds, experiences and qualifications, are involved in ‘keeping the books’. Although some people seek out bookkeeping as a profession, others end up working as bookkeepers almost by accident — which is fine, but without training, they often lack the skills to do the best job possible.

My vision for ICB is to help bookkeepers find information and resources, and access insurance and quality support. Given ICB’s aim to provide bookkeepers with information of the highest quality, I’m very proud to write this foreword for Veechi’s book.

Good luck — and happy bookkeeping!

Matthew Addison
Executive Director, Institute of Certified Bookkeepers
August 2020



Introduction


Bookkeeping has changed enormously since I first started as a bookkeeper in my late teens, writing up accounts by hand in leather-bound journals in my hometown of Edinburgh, Scotland. Accounting software has replaced handwritten books, emails have largely replaced the postal service, and the ability to add up in one’s head is now an anachronistic party trick. However, one thing has stayed the same. A bookkeeper remains a person upon whom most businesses depend.

Bookkeeping Essentials For Dummies aims to be a reference for any bookkeeper. Are you wondering about the difference between an asset and a liability, how GST works or how to calculate an employee’s take-home pay? Then I hope this book can be your go-to guide. I also talk about the major changes that have occurred in the bookkeeping industry in recent years, such as cloud accounting, browser-based software and bank feeds, and how these changes affect the way you do your day-to-day work.



About This Book

In this book, I talk about bookkeeping for all sizes of business, both large and small. I cover essential topics such as how to record expenses or raise customer sales, how to balance a bank account, process an employee’s pay or apply GST correctly. I also explain the basics of employee payroll, and how to generate financial reports.

Because this is a pocket guide, I don’t delve into some of the more complex bookkeeping topics, such as calculating depreciation, working with inventory or making general journals, topics which fall into a grey area between the responsibilities of a bookkeeper and those of an accountant. If you want to know more about these topics, you may want to get a hold of my ‘big’ bookkeeping book, Bookkeeping For Dummies, 3rd edition.



Foolish Assumptions

Because I’m so blindingly sensible, I don’t make any foolish assumptions about you, dear reader. I don’t assume that you have any bookkeeping experience or even that you’ve worked in a business before (although it’s possible, of course, that you’re a bookkeeper extraordinaire with 30 years’ experience under your belt). All I assume is that you are at least vaguely interested in bookkeeping and the results that the process yields.



Icons Used in This Book

Throughout this book you find icons in the margins to help you navigate through the text. Here’s what these icons mean:

[image: gst] You find this icon next to stuff relating to GST or taxation (ah, such fascinating topics).

[image: Remember] Tie a knot in your hankie, pin an egg-timer to your shirt but, whatever you do, don’t forget these little nuggets.

[image: Tip] This icon points the way to doing your job better, faster and smarter.

[image: Warning] A pitfall for the unwary. Read these warnings carefully (then you can’t say no-one told you …).



Where to Go from Here

Bookkeeping Essentials For Dummies isn’t a gripping novel to be read from cover to cover. This book is designed (all 13 bite-sized chunks) so you can pick it up at any point and just start reading.

If you’re new to business and trying to set up a bookkeeping system from scratch, I recommend you read Chapters 1 to 3 before doing much else. If you’re trying to figure out how best to organise paperwork and record sales and expenses, then Chapters 4 to 6 are made for you. Chapters 7 to 9 provide a reference for more technical stuff, such as understanding GST, working with payroll or reconciling bank accounts. And finally, Chapters 10 and 11 deal with the topics of financial reports and starting a new financial year, while Chapter 12 provides some guidance about starting your own bookkeeping business and Chapter 13 provides tips for those with the need for speed.

    

Chapter 1

Getting Started


IN THIS CHAPTER

[image: check] Choosing accounting software

[image: check] Matching bookkeeping systems to the game in hand

[image: check] Understanding GST, working with payroll, and reconciling accounts

[image: check] Settling into a certain mindset

[image: check] Deciding whether you need to get more training



In some ways, bookkeeping is like cooking up a fine meal. The process of washing and chopping and steaming and frying isn’t much to write home about. What makes everything worthwhile is the outcome: The hot taste in your mouth, the warm feeling in your belly. A good bottle of red simply adds to the fun.

In the same way, adding up receipts and paying bills aren’t the most exciting activities in the world. What brings the buzz to bookkeeping are the results: An organised office, cash in the bank and a set of financial reports that help a business succeed. After all, without a Profit & Loss report, how does a business know how it’s doing? And without a Balance Sheet, how can a business owner gauge their personal worth?

In this chapter, I explore the qualities of a good bookkeeper: Not just someone who can record transactions accurately, but also someone who cares about the financial statements that they generate. This chapter also considers what kind of training you require in order to become a bookkeeper, and what skills you may need to develop.



Deciding What Software to Use

Probably the first thing that a bookkeeper (or business owner, if you’re doing your own books) needs to decide is what software to use. In this book, I assume you’re going to use accounting software, as opposed to recording your business transactions in a handwritten ledger or a spreadsheet. I make this assumption because accounting software is significantly more efficient than any other option, and part of my role in writing this book is to help you do your books as easily as possible.

If you don’t already have accounting software, you will need to decide what product is going to work best for you and your business.

[image: Tip] I explain the pros and cons of different kinds of accounting software in Chapter 2. However, one tip I do have is this: Whatever software you choose, ensure this software has bank feeds capability. I explain more about bank feeds in Chapters 2 and 5 but, put simply, bank feeds are a feature that can save up to 90 per cent of data-entry time, and provide a significant efficiency boost for most businesses.



Designing a System to Fit You

After you have chosen your accounting software, you’re ready to set up a bookkeeping system that works in harmony with your business. The first step is to customise your accounts list (often also called your chart of accounts) so that this list reflects the activities of your business. The process sounds simple — and indeed it is — and an hour or two spent customising your accounts is one of the most productive ways you can spend your time. I talk about accounts customisation in Chapter 3.

With your accounts list looking spick and span, you’re ready to start entering transactions.
 
Getting organised

Accounting and bookkeeping involve so many different bills, receipts and statements that I used to think when I finally left this world for a better place, I’d be buried under a mountain of paper. Fortunately, the paperless office is slowly becoming a reality. However, this still doesn’t mean you don’t need to be super organised about your business recordkeeping.

What you want to create is a system that is efficient, but still complies with the law. On the one hand, storing invoices and receipts in electronic format only can mean less handling of papers; on the other hand, you need to create a system where you can locate a receipt or invoice for every transaction for up to seven years after you lodge a tax return.

[image: Tip] I provide lots of tips for getting your paperwork in order in Chapter 4. However, probably one of my biggest tips — and a tip that’s so important that I want to say it right at the beginning of this book — is to ensure that business and personal bank accounts are kept separate. Combining business and personal transactions in the one bank account consumes hours of unnecessary bookkeeping time, causes confusion and can ultimately lead to mistakes. No matter how small the business, open a business bank account and devote this account to business transactions only.

 
Keeping track of expenses and supplier bills

In Chapter 5, I talk about tracking expenses, supplier bills and supplier payments. This work usually forms the guts of a bookkeeper’s daily or weekly tasks.

I explain in Chapter 5 that the kind of bookkeeping processes you use for a micro business with no employees and not many sales is very different from the processes for a large business with lots of employees, complex inventory and multiple locations.

For smaller businesses, the biggest single step you can take to make bookkeeping efficient is to enable bank feeds. Although bank feeds can’t automate transactions such as raising customer invoices, processing employee payroll or paying suppliers, the automatic import of transactions from your bank accounts makes recording expenses and reconciling bank accounts quick, easy and reliable. (Chapters 2 and 5 talk more about working with bank feeds.)

With larger businesses, I recommend you focus on establishing a rhythm of what happens when. How often do you need to enter supplier invoices, pay bills or generate reports?

My main tip for bookkeepers is to set a schedule for bill payments, and then stick to it. For example, if you have weekly accounts, set one day per week where you settle these bills. If you have monthly accounts, set aside one day per month (usually a day that falls between the 20th and the last day of the month). Avoid paying bills in dribs and drabs and invest time in negotiating payment terms with your suppliers.

 
Recording money in

Unless you’re also the business owner, most bookkeepers aren’t responsible for recording sales invoices — this task tends to fall to somebody else in the business. However, bookkeepers are usually responsible for recording customer payments, matching customer payments against invoices, and chasing customers for overdue amounts. I talk about this process in Chapter 6.

In Chapter 6, I also explain how to allocate other kinds of deposits that don’t relate to invoices, such as owner contributions, refunds and proceeds from bank loans. Bookkeepers often find these kinds of transactions quite tricky, and so I try to provide you with a reference of exactly how to allocate each kind of transaction.



Getting Technical

If you’re new to business and bookkeeping, you will find there’s a heap to learn. When do you charge GST and when is something GST-free? How do know how much tax to deduct from an employee’s wages? And what is this arcane activity known as reconciling bank accounts?
 
Understanding GST

Registering for GST is optional if your turnover is less than $75,000 a year. If you think that your business, or the business that you’re working for, is going to exceed this annual turnover threshold and isn’t yet registered for GST, then I suggest you speak to the accountant quick smart.

[image: gst] Of course, complying with the law in terms of GST is much more involved than simply registering. You need to get down on scintillating topics such as what’s taxable, and what’s not; the key elements of a Tax Invoice; and how often to submit GST reports.

If you’ve never done any bookkeeping before, and you’re planning to do the books for your own business, probably my strongest word of advice is to force yourself to read all of Chapter 7 (the chapter in this book that deals with GST) from start to finish. Scarcely the most exciting way to spend a couple of hours, but I guarantee you that your time will not be wasted. In addition, do ask your accountant or a qualified bookkeeper to check your first couple of Business Activity Statements — this way, you can be sure your tax codes and systems are configured correctly, right from the start.

 
Working with payroll

Whether you’re a business owner doing your own books or a bookkeeper doing the books for someone else, bear in mind that as soon as a business takes on an employee, the real fun begins. Government paperwork starts pouring through the door like owl-delivered invitations to Harry Potter.

As a bookkeeper or payroll officer, the scope of your job very much depends on the size of the business and the number of employees. At its simplest, a bookkeeper’s role is sometimes to record a couple of pay transactions per week, maybe checking tax deductions or calculating monthly superannuation. But at its most complex, a payroll officer may be in charge of the payroll for a couple of hundred employees, and have to be familiar with minimum pay rates, Fair Work obligations, convoluted leave calculations, termination pay and much more.

If you’re new to bookkeeping, you may find things such as PAYG tax, superannuation and workers compensation to be quite daunting. Take heart — in Chapter 8, I try to provide you with a step-by-step reference for everything you need to know in order to process your first pay.

[image: Remember] My main advice is to be aware that as soon as a business takes on employees, it takes on a series of legal obligations at the same time. As a bookkeeper, your job is to wise up to these legal obligations and not underestimate what’s involved. The moment you feel out of your depth, seek some assistance or in-house training, or get some support for further study.

Also, do be vigilant about reporting deadlines. Lodging pay records and making payments for things such as Pay as You Go (PAYG) tax and superannuation is a serious business — after all, you’re acting as a kind of caretaker for your employees’ funds — and the penalties for late lodgement or payment can be quite punitive. Not only that, but if you fall into a habit of lagging behind with paying these liabilities, you can also quickly end up with cashflow difficulties.

 
Reconcile often, reconcile well

Reconciling bank accounts is one of the core tasks for any bookkeeper (and a process that I talk about in much more detail in Chapter 9). Put simply, a bank reconciliation is when you match everything that’s on your bank statement against everything in your books, double-checking that your work is correct.

Always reconcile the main business account before chasing customers for money, generating activity statements or generating management reports. For small- to medium-sized businesses, this means you probably reconcile accounts once every week or fortnight; for micro businesses, once a month probably does just fine.



Developing an Attitude

Over the years, I’ve worked with and taught lots of bookkeepers: Young and old, qualified and unqualified. Some were scarily cocky, others achingly unsure, a few startlingly beautiful and many more rather careworn.

So what separates a good bookkeeper from a bad bookkeeper? Being young and beautiful doesn’t help much, that’s for sure (at least not with bookkeeping). Qualifications help, but aren’t the whole story either. Nay, I reckon what separates the wheat from the chaff is attitude.

A good bookkeeper cares when something doesn’t balance, and gets upset when receipts and invoices go missing. A bookkeeper cares that the financial statements make sense, and feels responsible when it comes to getting customers to pay on time. A good bookkeeper, in other words, is worth their weight in gold.
 
Convince yourself this stuff matters

If you’re already a bona fide, serious bookkeeper, you probably know that doing the books is a vital activity and that without the services you provide, the world would probably grind to a halt. Or, maybe you’re not a bookkeeper at all, but the owner of a small business skim-reading these pages as quickly as possible. You want to get your books done with a minimum of fuss, and maximum speed. You hate messing around with receipts, despise filing and feel ill at the very thought of tax returns. That’s okay! In the end, the ‘work’ of bookkeeping actually works for you.

[image: Remember] Think of bookkeeping as a means to an end. Whatever your dreams, whether they’re to own your home outright, put the family business back on its feet or sail around the world in a 30-foot yacht, nothing much is going to happen if you don’t keep good tabs on your finances. And guess what? You can’t keep tabs on your finances unless you do your books.

 
Quit counting sheep

Am I preaching to the converted with all this chat about the importance of bookkeeping? Maybe you’re someone who knows what it means to lie awake at night counting sheep, worrying that the sheep don’t balance.

To you, I have a slightly different message. In this book, I encourage you to cast away your magnifying glass and grab a telescope instead. Sure, you’ve mastered the fine detail, but now you’re ready to move ahead and start looking at financial statements. Is the business making a profit? How does this year compare to last year? Is the business growing at a steady rate?

Surprisingly, I find a lot of bookkeepers don’t give a second thought to financial reports. Even business owners sometimes get so preoccupied generating sales and paying bills that the only measure of profitability becomes how much is left in the bank account.

Don’t miss out on the fun. As a bookkeeper, spend the time to read through Profit & Loss reports and Balance Sheets. You can help the owner understand what’s going on in their business, and chances are when you read these reports, you can spot any mistakes you’ve made. As a business owner, these financial reports are the reward for all your bookkeeping efforts.

Want to know more? Skip ahead to Chapter 10, which gives the lowdown on both Balance Sheets and Profit & Loss reports.

 
Do your job well

Whether you’re a professional bookkeeper or a business owner, you almost certainly want to get this bookkeeping lark over with as swiftly as possible. The stumbling block is figuring out how not to overcomplicate things. I’m often taken aback at how much time people take to do their books, wasting hours checking and double-checking, shuffling paper from one place to another.

[image: Tip] I’m not suggesting compromising quality in order to get a job done quickly, but I am suggesting you put efficient systems in place, right from the word ‘go’. As you read this book, I give you my hard-won advice on the best way to approach a task. As you read, ask yourself, ‘Am I doing this task in the most efficient way?’, ‘Can I streamline processes by taking advantage of new technology?’ and ‘Can I avoid entering things twice?’



Getting Skilled Up

I’m often asked by business owners, ‘Do I need to complete a bookkeeping course?’ For most small businesses, I reply that the answer depends, but a course isn’t always necessary. You may need help from your accountant, and some guidance from handy references like this one, but with a bit of patience, you should be able to master the basics.

On the other hand, if you’re a bookkeeper who works for more than one business, you need to be a whole lot more versatile. Not only will you probably need to register as a BAS Agent, but your client or employer also expects you to be the expert and is unlikely to tolerate a long and slow learning curve. You’ll almost certainly want to devote some time to formal study.

The line between a professional bookkeeper and an accountant gets a little blurred at times. An experienced, well-trained bookkeeper often takes on some of the work that usually falls to the accountant to complete, in the same way as an accountant picks up loose ends if working with a bookkeeper who only provides the bare essentials.
 
Keeping your qualifications up to date

Even if you’ve been a bookkeeper for years, you may find that you’re legally obliged to formalise your experience with an official qualification.

[image: Warning] You must have a certain minimum level of qualifications if you assist clients preparing and lodging Business Activity Statements (BAS), because these qualifications are essential in order to register as a BAS Agent. You will also need to take out professional indemnity insurance. I talk more about the requirements for BAS Agent registration in Chapter 12.

 
Joining an association

If you’re serious about bookkeeping as your profession, I recommend you join a professional bookkeeping association or network, such as the Institute of Certified Bookkeepers (ICB), the Australian Bookkeepers Association (ABA) or the Association of Accounting Technicians (AAT).

Membership for these associations or networks is a relatively modest cost each year, but probably provides the only practical way for you to stay abreast of relevant changes in accounting software, bookkeeping professional requirements, tax legislation and much more. Not only that, but membership also provides you with a community of other bookkeepers so you can get together at conferences or local networking meetings.

 
Signing up to a course

The initial qualification for a bookkeeper is generally a Certificate IV in Financial Services. As I mention a tad earlier in this chapter, in order to assist clients in preparing or lodging Business Activity Statements, you must first register as a BAS Agent, and this level of qualification is a base requirement. (I talk more about the BAS Agent registration process in Chapter 12.)

Other possible bookkeeping qualifications include a Diploma of Payroll Services, Diploma of Accounting or an Advanced Diploma of Accounting.

If you’re not sure whether you’re ready to commit to formal bookkeeping qualifications, you could try one of the more general bookkeeping courses offered by community colleges or private training organisations. Bear in mind that if you do a course that isn’t run by a nationally recognised Registered Training Organisation, you may not receive credits if you decide to go on to more formal study, and you almost certainly will not gain sufficient qualifications to register as a BAS Agent.


     

Chapter 2

Working with Accounting Software


IN THIS CHAPTER

[image: check] Understanding why accounting software is key

[image: check] Putting software through its paces with some curly questions



At some point when you’re learning how to drive, you’re going to have to choose a car. In the same way, when you’re figuring out how to do your books, sooner or later you’re going to have to decide what software you’re going to use.

In this chapter, I explain why accounting software is so critical to keeping business finances in order. I also explain the pros and cons of working in the cloud, and how being able to work online is key to being productive and flexible.

I also explain how to make sure you choose software that matches the job in hand, so that you find the perfect running partner.



Getting into Gear

For most of us, starting a business venture represents a new beginning, not to mention some degree of personal risk. If this is where you are with your business, you need to give yourself the best possible chance of success, for which a good bookkeeping system is elemental.
 
Laying essential foundations

When you’re first starting a business, you may feel resistant to signing up for an accounting software subscription. After all, every time you sign up to one of these monthly debits, you’re adding to the running expenses of your enterprise.

However, I reckon that for anything other than a very small hobby business, accounting software is essential. Here’s why: 


	Accounting software saves time. Assuming you use bank feeds (I talk more about these in Chapter 5), and your software is set up properly, accounting software is the fastest way to track income and expenses.

	Your business will look more professional. The invoices your accounting software generates are usually way more stylish than anything you might create using a word processor.

	Your reports are more reliable. Compared to a spreadsheet or handwritten books, the information generated by your accounting software (which feeds directly from your banking data) is less prone to human error.

	You won’t need a degree in accounting to understand what’s going on in your business. Yep, accounting software is (usually!) easy to use, and even a complete novice can generate basic financial reports.

	You can actually save money. For most businesses, accounting software is way cheaper than getting an accountant to do your books. (However, do remember that accounting software is no substitute for other services an accountant provides, such as business advice and end-of-year tax returns.)


 
Understanding basic terms

When you’re thinking about what accounting software to use, you quickly encounter the terms ‘cloud’ or ‘cloud-based’. What’s everyone talking about here?

Put simply, the cloud means a remote computer or network of computers where you can save and view data, and which you access via the internet. (It’s nothing at all to do with trumpet-bearing cherubs.) Cloud accounting means that your accounts no longer live on a desktop computer or server in your office, but that instead you store your accounts in the cloud, and you work on your accounts in the cloud.

In other words: 


	Cloud-based accounting software (also sometimes described as browser-based software) means that you manage all the finances for your business online, including sending invoices and paying employees. Your business data doesn’t live on your computer but is stored instead in a remote location.

	Desktop-based accounting software is where you install a software application that runs on your computer. Similarly, your business data is also saved on your computer’s hard drive.


 
Working in the cloud

Most accountants recommend that their clients use cloud-based accounting software. Here’s why: 


	You can access your data from wherever and whenever. No matter whether you’re sailing on Sydney Harbour, on the road selling to customers or stuck on a train, working in the cloud means that you can always access your accounts, wherever you are (so long as you have an internet connection, of course).

	You can save heaps of time. Bank feeds combined with bank rules mean that you can reduce time spent completing data entry.

	Your data is more secure. Most cloud software providers invest far more into their data security than any business will on their own.

	Working with your accountant is much easier. Instead of having to make a copy of your company file and send this to your accountant each time you want your accountant to check your accounts, you simply set up a separate user ID for your accountant so they can log in and view your data at any time.

	You have fewer upgrade hassles. With browser-based software, upgrades happen automatically and more frequently.

	More than one person can work on your accounts at one time. Most browser-based software allows more than one person to work simultaneously on your accounts at one time. In other words, a sales agent can be raising an invoice while they’re out in the field at the same time as the bookkeeper is processing pay transactions, and at the same time as the manager is viewing reports. While this feature isn’t unique to cloud accounting, the multi-user version of most desktop-based products is almost always more expensive than single-user versions.

	Upfront costs are lower. Instead of paying outright to purchase a bit of software, you pay a monthly or annual subscription.


Occasionally cloud accounting doesn’t fit the bill. If you have slow or unreliable internet access, particularly if you have a high volume of transactions, then you’re best to stick to a desktop solution. A desktop solution may also work best if your business has specific requirements for advanced features, such as custom inventory management or point of sale.



Matching Software to the Job in Hand

When choosing accounting software, list the features you really need, and tick them off one by one. Don’t focus too much on all the standard stuff such as generating invoices, recording expenses or generating a Profit & Loss report. Instead, concentrate on anything that’s particularly idiosyncratic about the way your business operates. Maybe you operate with a weird sales commission structure or you have outlets in numerous locations; perhaps you only trade online, or run a service business where you need to store lots of very specific information about your clients. These are the differences that are likely to cause difficulties, particularly when you’re choosing an off-the-shelf solution.
 
Starting up a new business

Just getting started? Then the software you choose needs to be affordable, simple to understand and flexible.

If you have access to a decent internet connection, I suggest you go with a cloud-based solution. This way, you get the flexibility and mobility of the cloud, along with the speed and ease offered by bank feeds and bank rules. However, do start by talking to your accountant and finding out what they recommend — if you choose a system that your accountant has never used before, this can end up being quite expensive in accounting fees.

[image: Remember] When comparing costs of different products, don’t be duped by the initial cost. Many products offer significant discounts for the first few months or even the first year, knowing that once people are familiar with a product, they’re unwilling to shift to another one. However, what really matters is the ongoing cost after the discount period has expired.

 
Getting ready to grow

If your business is growing, here are a few pointers to look out for in the software options you’re considering: 


	Payroll: The moment you have employees, you need to have payroll features. Just be aware that pricing plans for accounting software really vary when it comes to payroll — some plans include payroll in the core product, while others charge significantly more per month for payroll features. Also, remember that any software you choose needs to comply with Single Touch Payroll (STP) requirements, so that the software automatically reports wages, tax and superannuation information directly to the ATO.

	Support: Can you get local support and training? How many consultants nationwide support this product? If you live in the bush, find out what the local support consists of, and which product is supported best in your region.

	Customer relationships: Do you want to track prospects and customer activity, and automate communications based on customer buying patterns? Then look for customer relationship management (CRM) features. Focus on the ability to connect with other software applications, management reporting, remote access for salespeople in the field and email-based marketing.

	Integration with online platforms: If you’re trading online, perhaps with your own e-commerce site or with eBay, Etsy or a similar portal, make sure that the software can integrate. For example, I sell ebooks online, and my accounting software automatically imports data from my PayPal account every time I make a sale.


 
Making stuff and buying stuff

Inventory is one of those features that separates the golden retrievers from the dachshunds. Check out the following: 


	Complex inventory: If you’re a manufacturer, wholesaler or retailer, concentrate on the trickiest aspects of managing inventory in your business. Focus on backorder management, bills of material management, matrix pricing features, multiple warehouses, negative stock features and re-order reports.

	Foreign currency: Do you import or export in foreign currency? Even if a product purports to include foreign currency features, test and try before you buy. Look for the ability to calculate gain or loss on foreign exchange transactions, check out the reporting features and make sure the product can manage multiple currencies and multiple bank accounts.

	Job costing: If your business does many jobs and each one is unique, sophisticated job costing features are probably the name of the game. But beware: Job costing is a real weakness with many products. If you need to cost labour into product manufacture, generate salesperson reports or report on jobs that span financial years, double-check the software can do these tasks.


[image: Tip] If you can, you’re usually best to look for a single product that meets all your bookkeeping and inventory management needs, rather than buying or subscribing to two different products. In my opinion, ‘seamless integration’ is akin to a ‘perfect marriage’ — flawless communication and synergy is hard to achieve.

 
Catering for bigger business or non-profits

With bigger business, speed comes into play. If you’re recording more than 20 or 30 transactions per day, you want to look for a solution that can crank along, super-fast. Depending on your other requirements, you may even find a desktop-based solution is the only way you can get the speed you need.

For non-profit organisations, two of the dominant issues are cost centre reporting and budgeting. You may find that you need to subscribe to an add-on app to manage your budget reporting efficiently — Calxa is an example of an app that hooks up with most Australian systems and can save you hours every month.

[image: Remember] The more specialised a software solution, the more expensive it becomes. If you want something specific to your industry or customised for your company, be prepared to pay a premium.


  

Chapter 3

Building Your Accounts


IN THIS CHAPTER

[image: check] Gathering materials with account classifications

[image: check] Building foundations for your Profit & Loss report

[image: check] Analysing income with a bird’s-eye view

[image: check] Making everything just right with Balance Sheet accounts

[image: check] Admiring the finished home — your final chart of accounts



If bookkeeping were just about doing your tax, the way you categorise information would be pretty simple. You would likely only use a handful of accounts to categorise expenses, and perhaps even fewer for your income.

However, your job as a bookkeeper is about much more than tax. You want to generate reports that explain exactly where your income comes from, which activities generate the most moolah, what the expenses are, how actual results compare against budgets, and lots more.

The way you categorise business transactions — in other words, the names of the accounts you use — provides the key to generating this kind of clued-up business reporting. Figuring out the accounts required takes a few smarts, because every business is unique and needs a custom-made list of accounts. But when complete, this list forms the framework for every business report.

In this chapter, I help you to build your own list of accounts. I wax lyrical about the differences between an asset and a liability, between income and expenses, and between earthlings and aliens. Discover how to set up a killer list of accounts that not only keeps the tax bigwigs happy, but helps this business flourish to boot.



Classifying Accounts

A chart of accounts is the list of accounts to which you allocate transactions. These accounts describe what a business owns and what it owes, where money comes from and where money goes.

Accounts fall into six broad classifications: 


	Assets: Things owned by the business, such as cash, money in bank accounts, computers, buildings and motor vehicles.

	Liabilities: The stuff that keeps people up at night, such as credit card debts, supplier accounts, tax owing and bank loans.

	Equity: The owner’s stake in the business, made up of money invested initially, or accumulated profit/loss built up over time.

	Income: Quite simply, money generated from sales to customers or, for non-profit organisations, money received from funding bodies.

	Cost of sales: What it costs in raw materials, supplies or production labour to make the goods sold.

	Expenses: Business overheads, such as advertising, bank charges, interest expense, rent or wages.


[image: Remember] Assets, liabilities and equity belong in the Balance Sheet. Income, cost of sales and expenses belong in the Profit & Loss. Knowing where transactions end up helps you to classify everything correctly. I explore each of these account classifications in more detail later in this chapter, discussing what kinds of accounts typically belong under each one.



Building Your Profit & Loss Accounts

How you build your Profit & Loss accounts depends on what kind of system you’re using. If you’re working with a spreadsheet, the accounts are simply the headings of the columns where you list transactions. If you’re working with accounting software, you typically go to either your Accounts List (in MYOB) or your Chart of Accounts (in Reckon, QuickBooks Online or Xero).

[image: Tip] When I’m helping bookkeepers set up accounts for a business, I always start by making sure these accounts make sense. I don’t hesitate to add or delete accounts, change account names or reorganise the order of accounts. This way, I’m sure my clients end up with information that provides the maximum gain for minimum pain.
 
Analysing income streams

Most businesses have more than one stream of income. Maybe you’re a builder who earns money from new houses, as well as renovations and extensions. Maybe you’re a landscaper and earn money from a combination of gardening services and reselling plants. Or maybe you’re a musician who also does a bit of teaching on the side.

As a bookkeeper, think about the different sources of income a business generates. If a business has fewer than five income accounts, have a think about how you could describe income in more detail. Each major source of income needs a separate income account.

Accountants also like to talk about other income or abnormal income. Other income or abnormal income includes any income that’s not really part of your everyday business, such as interest income, one-off capital gains or gifts from mysterious great-aunties. Other income gets reported separately at the bottom of a Profit & Loss report.

 
Separating cost of sales accounts

Whatever kind of business you have, you probably have some expenses that directly relate to sales. In accounting jargon, expenses that directly relate to sales are called variable expenses (also sometimes called direct costs or cost of goods sold or cost of sales). Expenses that don’t directly relate to sales are called fixed expenses (also sometimes called indirect costs or overheads).

This theory may seem all very well, but you need to understand how it applies in the context of your own business (or those you’re doing the books for). Here are some examples that may help: 


	If you’re a manufacturer, variable costs are the materials you use in order to make things, such as raw materials and production labour.

	If you’re a retailer, your main variable cost is the costs of the goods you buy to resell to customers. Other variable costs, particularly for online retailers, may include packaging and postage.

	If you’re a service business, you may not have any variable costs, but possible variable costs include sales commissions, booking fees, equipment rental, guest consumables or employee/subcontract labour.


In contrast, fixed expenses are expenses that stay constant, regardless of whether your sales go up and down. Typical fixed expenses for your business may include accounting fees, bank fees, computer expenses, electricity, insurance, motor vehicles, rental, stationery and wages.

[image: Tip] Confused? If you’re unsure whether an account is a cost of sales account or a fixed expense account, ask yourself this question: Does this expense immediately increase if sales increase? If so, chances are this expense is a cost of sales account.

 
Cataloguing expenses

Expenses are the day-to-day running costs of your business and include things like advertising, bank fees and charges, electricity, motor vehicle, rent, software subscriptions, telephone and administration wages. Accountants also sometimes refer to expenses as overheads.

[image: Tip] As a bookkeeper, make sure you tailor the expense accounts to the business concerned. On the one hand, you don’t want to create too many accounts; on the other hand, if a business has a particular expense that makes up a large proportion of its expenditure, additional analysis can help.

Here are some expenses I usually include in a list of accounts: 


	Accounting Fees: I keep accounting fees separate from contract bookkeeping fees, so I can easily monitor what each service costs a business.

	Bank Fees: Use this account for the regular transaction fees you get on your bank account. If you’re charged merchant fees — which you will be if customers pay by credit card — you need a separate account for these fees.

	Dues & Memberships: Here’s the spot for licence fees, professional memberships and similar items.

	Electricity & Gas: This is where you can catalogue your personal contribution to climate change.

	Home Office Expenses: If a business operates from home, you may include expenses such as electricity, mortgage interest, rates and repairs in this account. (However, check with the accountant first regarding what home office expenses can or should be claimed.)

	
Insurance: If you have hefty insurance bills, I suggest you create a header account called Insurance Expense and, underneath, create detail or subaccounts for different kinds of insurance, such as Building and Contents Insurance or Public Liability Insurance.

[image: Tip] I usually tuck the insurance for vehicles under the Motor Vehicles header, rather than the Insurance header, because when you report for tax, you need to report separately for motor vehicle expenses.



	Interest Expense: Don’t get muddled between bank charges and interest. Bank statements always differentiate clearly between the two; all you have to do is be alert to the difference.

	Motor Vehicle Expense: Again, you can make a header account called Motor Vehicle Expense and, underneath, create subaccounts for fuel, maintenance, registration and so on.

	Office Expense: This account is typically the spot for items such as office stationery, office equipment, computer accessories and printer ink. Just make sure you’re clear about the distinction between an expense and an asset — ask your accountant if you’re not sure.

	Rent Expense: Unless you work out of a home office, you almost certainly pay rent on an office or factory.

	
[image: Tip] Salaries & Wages: If you have more than a handful of employees, consider creating detail accounts or subaccounts for the different categories of employees. For example, a restaurant may have three accounts: One account for kitchen staff, another for front-of-house staff and another for management.



	Software Subscriptions: This is the spot for subscriptions for accounting software, email services, word processing, website hosting and so on.

	Superannuation: I suggest you create two superannuation expense accounts: One for employees and one for directors or business owners.

	
[image: Remember] Travel & Entertainment: When accounting for travel expenses, remember to separate domestic and overseas travel into separate expense accounts. When accounting for any entertainment expenses, always separate these expenses from other travel expenses. (Entertainment expenses are tricky in terms of tax, and the accountant will need to review these transactions in order to check that they are tax-deductible.)




By the way, accountants sometimes also use other expenses as an additional account classification. Other expenses are abnormal expenses that aren’t part of your everyday business, such as lawsuit expenses, capital losses or entertaining aliens from outer space.

[image: Warning] Avoid using nondescript accounts such as Miscellaneous Expenses, Other Expenses or Sundry Expenses for expenses that are part of your everyday business. All this kind of account does is create work for your accountant at tax time, because your accountant will be obliged to scrutinise every transaction in a miscellaneous account in order to reallocate these transactions correctly.

 
Dealing with personal expenses

Wondering what to do about personal expenses, where the owner takes money out of the business account and uses this money for something personal? You don’t show these transactions as expenses, because personal transactions aren’t expenses of the business. Here’s what to do: 


	If you’re doing the books for a sole trader, allocate personal spending to an equity account called Owner’s Drawings.

	If you’re doing the books for a partnership, allocate personal spending to an equity account called Partners’ Drawings (you may need to create a separate drawings account for each partner).

	If you’re doing the books for a company, either allocate personal spending to Director’s Wages (in which case you need to allow for wages and superannuation) or allocate personal spending to a liability account called Loan from Director(s). Talk to the accountant about which of these two options is best, and if you do need to allocate personal spending to wages, make sure this transaction is processed correctly through payroll (with tax deducted and super contributions paid).




Seeing Where the Money’s Made

Some businesses are actually several businesses bundled under the one name — like the general store that doubles as a post office and dry-cleaning agency, or the handyman who fixes your cupboard doors and also mows the lawn. To use accounting jargon, some businesses have multiple cost centres.

[image: Tip] As a bookkeeper, part of the process of deciding what accounts you need involves considering whether this business also needs cost centre or project reporting. The practicalities of how you effect this reporting depend on what accounting software you choose, but the principles are the same. By analysing how much money a business is making (or losing!) on everything it does, you can fine-tune a business to maximise the chances of success.

By the way, don’t be tempted to create a swag of new accounts with a separate set for each cost centre. Instead, use a single set of accounts, but take advantage of the cost centre reporting in your accounting software.

For example, in most versions of MYOB, you have two ways to report on cost centres: jobs and categories. Jobs are the most versatile feature, because you can allocate a single transaction to more than one job. Categories work better if you have separate physical locations or branches.

In QuickBooks, you can report by Customer, Class or Location. Generally, tracking income and expenses by Class works best for different projects or divisions, and tracking by Location works best for distinct physical locations. For example, a builder might track expenses by Customer to keep track of profit on individual jobs, but use the Class feature to categorise these jobs, separating new houses, project homes and home renovations into different classes.

In Xero, you can choose between simple category tracking or you can upgrade your subscription to include full project tracking.

Whichever accounting software you use, the principle remains the same. You don’t just allocate a single transaction to an account, but you allocate it in other ways also. For example, in the screenshot in Figure 3-1, the transaction is allocated in several different ways: The Payee field shows the name of the supplier, the Category column shows the type of expense, the Class column shows the project name, and the Location field shows the branch of the business that incurred the expense.
 

 [image: Snapshot depicts the accounting for cost centres by classifying transactions in several different ways.] 
FIGURE 3-1: Accounting for cost centres by classifying transactions in several different ways.






Itemising Balance Sheet Accounts

If a business is already up and running, and has already completed the first year of business, an easy way to see what Balance Sheet accounts are required is to get your hands on last year’s Balance Sheet report from the accountant.

If a business is new, you can simply create new Balance Sheet accounts as and when you need them. However, read through the next few pages to get an idea of what accounts you may need to get you started.
 
Adding up the assets

Assets are the good stuff, including anything you own, such as computers, office equipment, motor vehicles and cash.

Accountants like to classify assets according to how readily these assets can be converted into cash, typically using the headings current assets, non-current assets (also called fixed assets) and intangible assets.
 
Current assets

A current asset is anything that a business owns that can realistically be converted into cash within the next 12 months.

The kinds of things that get lumped into current assets include 


	Bank accounts and cash: Accounts that fall into this account type include petty cash, business transaction accounts, savings accounts and term deposits.

	Short-term investments: No, I’m not talking about your latest love. I’m thinking of nerdy stuff such as shares or unit trust holdings.

	Accounts receivable: Accounts receivable is the bookkeeping term for money that customers owe you. (Accountants sometimes refer to this account as trade debtors.)

	Inventory: Another old-fashioned bookkeeping term, inventory is the word bookkeepers use for stock or raw materials that get sold to customers or assembled to make goods.

	Prepayments: Smaller businesses don’t usually account for prepayments, but larger businesses make adjustments for things such as prepaid insurance, rent in advance or deposits paid to suppliers.

	Work in progress: Work in progress includes jobs that have started but aren’t yet complete.


 
Non-current assets

This classification (also sometimes known as fixed assets) is for anything physical that you can touch, feel and see, but that isn’t readily converted to cash. Sounds kind of sensual but I’m talking about relatively mundane things such as office equipment, land and buildings, computers and motor vehicles.

Consider the following: 


	Land and buildings: If a business buys a block of land or a building, this is the account to choose.

	Plant and equipment: Completely unrelated to potting mix, this rather agricultural sounding account includes stuff like new computers, telephone systems, machinery and tools.

	Motor vehicles: Yep, that banged up rusty old heap is actually an asset, not a liability.

	Accumulated depreciation: Yet another weird expression, this one refers to the amount the accountant has already claimed back on assets.


I’m often asked, ‘When is something an asset and when is something an expense?’ For example, how would you categorise the purchase of a new coffee machine for the office, a new swivel chair or a set of new blinds? The answer to this question depends on the current tax legislation, which varies according to the size and nature of your business. Ask your accountant if you’re not sure.

 
Intangible assets

An intangible asset is something that is worth something, but that you can’t touch, smell or see. Intangible assets are usually not readily convertible into cash. The most common intangible assets are formation expenses, franchise ownership, goodwill and trademarks: 


	Formation expenses: These usually relate to the cost of setting up a company. Because formation expenses aren’t tax-deductible, some accountants choose to show these expenses as an asset. (Other accountants write off formation expenses straightaway, and make a tax adjustment in the final return.)

	Franchise ownership: These expenses relate to the costs of purchasing and setting up a franchise.

	Goodwill: This is usually the purchase price of a business, or the price placed on the worth of a business, minus the value of all other assets. Many businesses don’t put a value on goodwill until they sell the business to someone else. At that point, goodwill becomes part of the purchase price and shows up on the Balance Sheet as an intangible asset.

	Trademark expenses: These are the costs of developing and registering a trademark (typically a business logo or name).


 
Listing liabilities

Liabilities are the stuff that keeps you awake at night. You know, bulging credit card accounts, supplier bills, GST owing, hideous bank loans and that unmentionable loan from your parents-in-law. In the same way as accountants like to bundle assets into groups, they do the same with liabilities.
 
Current liabilities

A current liability is an amount owed by the business that is due within a one-year period. The kinds of accounts that sit under current liabilities include 


	Credit cards: I recommend bookkeepers think of credit cards in the same way as any other bank account. It’s just that the business owes the bank money, rather than the other way around.

	Overdrafts: Again, you treat an overdraft in the same way as a regular bank account.

	Accounts payable: Accounts payable (also called trade creditors) is the term for money that you owe to suppliers.

	Other current liabilities: This category covers any other liabilities that are relatively short term, such as customer deposits, employee wages, tax owing, GST owing or short-term director loans.


 
Non-current liabilities

A non-current liability is anything you owe that isn’t due to be paid out within the next 12 months. The kinds of accounts that sit under non-current liabilities include 


	Hire purchase debts: Hire purchase debts are usually non-current liabilities because they’re payable over several years (although some accountants prefer to split hire purchase debts into current and non-current liabilities). Hire purchase liability accounts come complete with a partner, a strange account that goes by the name ‘Unexpired Interest Charges’ or ‘Future HP Interest Charges’.

	Bank loans or mortgages: You know what these are. Seems that banks are always in on the act.


 
Accounting for equity

Equity is a fancy term for the ‘interest’ that a director or an owner has in the business, including both capital contributed and the profit or loss built up over time. The kind of equity accounts you need when bookkeeping depend on whether the business has a sole trader, partnership or company structure.
 
Out on your own (sole trader accounts)

Sole trader equity accounts include Owner’s Capital, Current Year’s Profits and Owner’s Drawings. As a bookkeeper, the only equity accounts you allocate transactions to are Owner’s Drawings, which is the account where you allocate any personal spending by the owner, and Owner’s Contributions, where you allocate personal contributions from the owner.

 
Takes two to tango (partnerships)

With a partnership, each partner has both a Partner’s Capital account and a Partner’s Drawings account. At the end of each year, the accountant also uses a Distribution of Profit account for each partner. (The Partner Capital accounts, when added together, are equivalent to Retained Earnings in a company.)

[image: Tip] As a bookkeeper, the only account you use on a regular basis is the Partners’ Drawings account. (Note: You may end up with separate accounts for each partner.)

Although partnerships don’t require an account called Retained Earnings, if you’re working with accounting software, you usually find this account is a default account that you can’t delete (at the end of each financial year, Current Year’s Earnings ‘roll over’ into this Retained Earnings account). You can rename this account to become one of the Partner’s Capital accounts. The accountant can then provide a journal at the end of each year that adjusts the partnership capital accounts.

 
Aiming high (companies and trusts)

Companies typically have Retained Earnings, Current Year’s Earnings, Dividends Paid and Shareholder Capital as the equity accounts. Occasionally, companies also have reserve accounts, such as an Asset Revaluation Reserve.

Retained earnings are the income that a company holds onto and doesn’t distribute to shareholders. Retained earnings (or losses) are cumulative, building up from one year to the next. When shareholders receive a profit distribution, you allocate this payment to an equity account called Dividends Paid.

Trusts have a similar equity account structure to companies, but have an account called Issued Ordinary Units or Trust Equity instead of Share Capital. When trust beneficiaries receive a profit distribution, you allocate this payment to an equity account called Trust Distributions Paid.

[image: Warning] Don’t allocate any transactions to equity accounts for a company or for a trust unless instructed to do so by an accountant.




Your Final Chart of Accounts

In Figure 3-2, you can see some of the accounts that make up the final chart of accounts for a wholesale business. The format of this chart of accounts is typical (listing account name, type, balance and so on), but remember that just as every business is unique, so too is every chart of accounts.
 

 [image: Snapshot depicts some of the accounts that form part of a final chart of accounts, ready for action.] 
FIGURE 3-2: Some of the accounts that form part of a final chart of accounts, ready for action.





Now have a look at your chart of accounts. Ask yourself if your chart of accounts has been customised enough to suit the business, whether accounts are organised in a way that makes individual categories easy to find, and whether the tax codes for each account seem correct.

Depending on what software you use, the sequence in which accounts appear in your chart of accounts often determines the sequence that these accounts appear in your financial reports (such as your Profit & Loss and Balance Sheet). For this reason, it pays to take the time to ensure that accounts are listed in a logical order.

    

Chapter 4

Creating Order Out of Chaos


IN THIS CHAPTER

[image: check] Pulling together a record-keeping system

[image: check] Creating a calendar of deadlines so you can stay on track

[image: check] Devising a system so others can help, too



A surprisingly large part of a bookkeeper’s role is to organise the financial information (receipts, supplier bills, customer invoices, bank statements and so on) that flows in and out of a business. Sounds easy, but when you’re new to the job you can waste hours searching for vital information.

In my own business, while I get a sense of reward from the results that bookkeeping yields (essential reports, sales figures and so on), I don’t relish all that data entry, and I really, really hate filing. As a result, I do my own books with a ruthless efficiency, and with a personal motto never to handle a single piece of paper or email more than once.

So dear readers, this chapter is not about sharing the love. Nay, this chapter is about laying down a battle plan so that you organise your own bookkeeping to achieve maximum results with minimum fuss, meeting all of a bookkeeper’s regular deadlines along the way.



Devising a Recordkeeping System

A good bookkeeper is both smart and organised (not to mention good-looking and blindingly intelligent). A smart bookkeeper looks for ways to improve systems and make clever use of technology. An organised bookkeeper transforms a chaos of information into a set of logical files where anyone can find anything.
 
Getting your hands on the right info

For every bookkeeper, the starting point is always the source documents of a business. When accountants talk about source documents, they mean bank statements, credit card statements, receipts and supplier bills. Your first task as a bookkeeper is to locate and organise this information so that you can do your job.
 
Bank and credit card statements

When I talk about bank statements, I simply mean a statement showing every transaction in your bank account for a given period (usually a week or a month), along with an opening balance, a closing balance, and a running balance for each day.

As a bookkeeper, you’ll find it easiest to work with full bank statements (whether printed or electronic) as opposed to simply printing transaction reports from your internet banking. I often find that vital information such as opening and closing balances, not to mention running statement balances, is missing from transaction reports.

Store the bank statements logically so you can find them easily. You can store printed bank statements in a ring binder or create a folder on your computer and store PDF versions of bank statements in that location.

I treat credit card statements in the same way as any other bank statement, either filing them in date order in a ring binder or storing them electronically as PDFs.

[image: Remember] If you receive bank and credit card transactions via a bank feed, you may be tempted not to worry about bank statements at all. However, reviewing and storing bank statements (either in printed form or electronically) is vital for two reasons: 


	Bank feeds are a great innovation but all accounting software companies acknowledge that they involve some degree of error. This error rate can be as high as one in every 500 transactions! For this reason, and given the number of transactions most businesses make during a year, a vital part of your job as a bookkeeper is to check that the closing balance in the software matches against each month’s closing balance on the bank statement.

	Bank statements can be a very handy reference, particularly if someone deletes a transaction after it has been reconciled, or if you’re troubleshooting reports. Keep in mind that you can’t always rely on internet banking to look up this kind of information, because some banks only allow you to view the last six months’ worth of transactions (although you may be able to search back further if you know what you’re looking for).


 
Receipts

When faced with a pile of receipts, separate these receipts into two piles: 


	Create one pile for everything that was paid for by cash or from a personal bank account. You either need to record these expenses as petty cash or reimburse the business owner.

	Create another pile for everything that was paid from a business bank account by electronic transfer, EFTPOS or credit card. These receipts simply need filing away. See the next section for details.


 
Supplier invoices

If a supplier bill hasn’t been paid yet, pop this bill into a folder marked ‘Bills to be Paid’. (If you have lots of supplier bills, you’re best to organise this folder according to supplier name, with each supplier in date order.) Alternatively, if you have received this bill as an e-invoice, all you need to do is open your accounting software and approve it.

If a supplier invoice has already been paid, you simply need to file this invoice. See ‘Filing stuff so you can find it again’ for details.

 
Receiving bills electronically

Most cloud-based accounting applications allow you to scan (or take a photo using your smartphone) supplier invoices and attach these invoices to the payment transaction. While this feature is undoubtedly very nifty, you may find that attaching copies of every single supplier invoice to the relevant transaction is pretty time-consuming.

However, I do find attaching electronic receipts within my accounting software is really useful for any transactions that I know the accountant is likely to query. For example, if your software has this feature, I recommend you attach copies of supplier invoices for any new capital acquisitions, such as the purchase of new equipment or motor vehicles. (Accountants often want to view this information to check how to allocate the transaction correctly for tax purposes.)

Note that standardised e-invoicing using encrypted digital files is on the horizon to become the new norm for Australian business. If used widely, this will automate the import of invoices into your accounting software. However, invoicing in this way is some time away from becoming compulsory.

[image: Tip] You can download apps (ReceiptBank is one that’s quite well known) that allow you to take photos of receipts or invoices which can then be imported, semi-automatically, into your accounting system. I’ve worked with a couple of these apps, and reckon the jury is still out as to how much time they really save (versus, of course, how much they charge per transaction!). I reckon if you receive lots of invoices from one or two suppliers, and you receive these electronically, this kind of app might save you time.

 
Filing stuff so you can find it again

If you want to avoid spending life going around in circles, storing things so you can find them again is best. Once you’ve processed transactions in your accounting software, how should you file the associated paperwork? Consider the following: 


	Cash receipts: With miscellaneous receipts for things such as parking or petty cash expenses, store these in a folder called Petty Cash, and organise these receipts in rough date order, according to the month in which the expense happened.

	Credit card or EFTPOS receipts: Simply file these credit card and EFTPOS receipts in date order somewhere you can find them again if you have to. If you’re doing the books for a business where several employees have corporate credit card accounts, ask each employee to supply you with receipts and then either staple these receipts onto the back of each credit card statement, or scan them and file electronically.

	Paid supplier bills: If you tend to receive lots of invoices from certain suppliers, you may find it best to file supplier bills alphabetically by name and, within each name, in date order, with the most recent bill ordered first. However, for businesses or organisations that receive external audits, you’re usually best to store bills in date order, according to the date of payment.


[image: Tip] With my business, I organise all my utility bills (gas, electricity, phone and so on) so that I receive the bill by email and, when the bill falls due, my business account is debited automatically. When I receive a utility bill, I quickly check the total and then archive this email in a special email folder called Tax Invoices. I don’t worry about printing the bill — in the event of an audit, I still have an electronic copy. I simply make sure my emails are backed up regularly (something that’s a good idea in any case).



Developing a Bookkeeping Calendar

I suggest that you create your very own bookkeeping calendar, scheduling all the deadlines you need to meet throughout the year. When you submit reports, ensure you keep a record of how you arrived at these figures, and store these records in a safe place for at least five years.
 
Keeping track of deadlines

Important dates for your bookkeeping calendar may include the following: 


	Fringe benefits tax (FBT): Usually your accountant is responsible for lodging the FBT annual return (due 21 May each year). However, you need to ensure that books are up to date as far as 31 March (the FBT year runs from 1 April to 31 March) so that you can give your accountant the information that they require.

	
[image: gst] GST: If you lodge BAS statements quarterly, the due dates are 28 October, 28 February, 28 April and 28 July. The February extension is due to the summer holiday silly season. (Don’t you love the fact that even the Australian Taxation Office recognises that everything grinds to a halt for weeks on end over summer, and provides extensions to summer deadlines?) If you lodge activity statements monthly, the due dates are 21 days after the end of each month, with no merciful extension of time given in summer.



	Income tax: If you lodge your tax return yourself, the deadline is 31 October each year. If you use an accountant to lodge your return, you usually receive an extension, which can be up to May the following year.

	PAYG instalment tax: Companies and individuals often have to pay PAYG instalment tax (income tax instalments paid in advance) either monthly or quarterly. If monthly, payment is due 21 days after the end of each month; if quarterly, payment is due 28 days after the end of the quarter, as part of your regular BAS statement.

	PAYG withholding tax: Employers have to pay PAYG withholding tax (tax deducted from employee wages) either monthly or quarterly. If monthly, payment is due 21 days after the end of each month; if quarterly, payment is due 28 days after the end of the quarter, as part of your regular BAS statement.

	Payroll: If you’re using Single Touch Payroll (STP), you must complete an End of Financial Year Finalisation Declaration by 14 July.

	Payment summaries: If you made any kind of employee payment that wasn’t included in your STP reporting, you need to issue employees with a payment summary by 14 July.

	Superannuation: Unless the super fund stipulates that you need to pay monthly, super is due 28 days after the end of each quarter (in other words 28 July, 28 October, 28 January and 28 April).

	Tax file number declarations: These declarations are now typically lodged via the STP process, but if you do receive a manually completed declaration, you need to forward this form to the Tax Office within 14 days.

	Taxable Payments Annual Report: If you are in the building and construction industry, or provide cleaning, courier, IT or security services, you also need to lodge a Taxable Payments Annual Report (TPAR) by 28 August each year.


[image: Tip] Where a due date falls on a day that isn’t a business day (that is, the due date is a Saturday, a Sunday or a public holiday), you’re okay to lodge stuff on the first business day after the due date.

 
Deciding what to keep and how long for

How long do you need to keep records for? Keep in mind the following: 


	For tax purposes, you need to keep most business records in an accessible form (either printed or electronic) for a full five years after your return is lodged.

	If you have claimed depreciation on an asset, you must keep records regarding that asset for five years after the last time you claim depreciation.

	If you acquire or dispose of an asset, you must keep records for a minimum of five years after it is certain that no capital gains tax applies.


[image: Warning] Although five years is a requirement for tax purposes, seven years is the statute of limitations (the maximum time after an event that legal proceedings based on that event may be initiated) for companies. For this reason, if you’re doing the books for a company, I strongly suggest you retain all business records for a full seven years.



Helping Others to Help You

Are you a business owner who employs a bookkeeper? If so, I can suggest a few tips to help your bookkeeper be as efficient as possible. 


	Keep your personal and business expenses separate and, if you don’t have a separate personal bank account, open one now. (Identifying what’s business and what’s personal, and separating the two, can cost a bookkeeper hours every month.)

	Retain receipts for all your expenses, and try to separate cash receipts from EFTPOS or credit card receipts (and keep cash receipts to an absolute minimum).

	Before your bookkeeper arrives, spend time gathering together all the necessary source records. Print out bank statements if they’re missing or set up a read-only authorisation so your bookkeeper can log into your bank account and download statements. Write explanations on the bank statements against any amounts where it’s not clear what the expense was for.


Lastly, try to stick around while your bookkeeper is working, so you can answer questions as they crop up. Work together to agree upon a schedule of deadlines for the year (GST reports, tax returns and so on), so that your bookkeeper can plan ahead to meet this schedule.

   

Chapter 5

Recording Expenses and Supplier Payments


IN THIS CHAPTER

[image: check] Choosing a method that fits your business

[image: check] Doing the books for a small business

[image: check] Making everything connect for a larger business

[image: check] Finding a home for every transaction



Your role as a bookkeeper varies enormously depending on whether you’re doing the books for a business that’s just getting started, or whether you’re working for a larger business with many employees and lots of suppliers.

Part of being a good bookkeeper is being able to judge what system works best in each situation. I’m not talking about software choices here — rather, I’m referring to the way you organise information and record transactions. Do you want to keep things simple and just record transactions when they appear in the bank account? Or do you need to record purchase orders, keep track of how much is owed to suppliers, and much more besides?

In this chapter, I show how the process of recording expenses and supplier payments varies depending on the size of the business. I also talk about bank feeds, and explain how bank feeds combined with bank rules can transform bookkeeping for smaller businesses.



Working with a Micro Business

Figure 5-1 shows three possible ways of bookkeeping for a micro business. (By micro business, I mean an owner-operated business, usually run from home with no employees, and either just getting started or run as a part-time venture.)
 

 [image: Schematic illustration of the possible bookkeeping processes for a micro business.] 
FIGURE 5-1: Possible bookkeeping processes for a micro business.





The thing to notice about a micro business is that typically this kind of business has few (if any) supplier credit accounts, and instead pays for most business expenses at the time of purchase, using either EFTPOS or a credit card. Because of this way of working, the combination of cloud accounting software and bank feeds is ideal for a micro business. (Skip ahead to the following section to find out why.)

You may come across a business that purchased accounting software some years ago, and has never upgraded because the owner can’t afford the monthly subscription fee for cloud accounting. In this instance, an alternative is to type each transaction into the accounting software, working from bank and credit card statements as a reference.
 
Automating data entry with bank feeds

For micro businesses, the quickest way to record business expenses is to use cloud accounting software and to work with bank feeds and bank rules. These two features combined can serve to automate a fair amount of data entry: 


	With bank feeds, your transactions appear automatically in your accounts, without you having to enter anything.

	With ‘rules’, these transactions are also coded automatically to the correct accounts.


Figures 5-2 and 5-3 provide examples of how these features work. Figure 5-2 shows a bank statement for a couple of days’ worth of transactions. Figure 5-3 shows how this information would appear if this business were using bank feeds combined with bank rules. (In this example I’m using Xero, but the principles are similar whatever software you use.)

On the left side of Figure 5-3, the bookkeeper views all the transactions from the bank statement the moment he or she logs on. On the right side, you can see how Xero has ‘guessed’ as to how these transactions should be allocated. Xero does this by applying rules that the bookkeeper sets up as they go along. Behind the scenes of Figure 5-3, for example, the bookkeeper has created a rule stating that all payments made to MCO Cleaning should be allocated to Cleaning Expense.
 

 [image: Snapshot depicts an example bank statement.] 
FIGURE 5-2: An example bank statement.






 [image: Snapshot depicts how the transactions from Figure 5-2 would appear in Xero.] 
FIGURE 5-3: This screen shows how the transactions from Figure 5-2 would appear in Xero.





All the bookkeeper has to do in this scenario is review the transactions and either click OK if Xero has guessed how to allocate the transaction correctly, or edit the transaction allocation if need be. (The bookkeeper also needs to manually double-check the bank balance to check that all transactions came through correctly — for more on this topic, skip to Chapter 9.)

[image: Tip] Can you see just how efficient this process is? Bank feeds and bank rules are a particularly winning combination for micro businesses because, together, these features combine to eliminate an enormous amount of data entry.

 
Entering transactions one by one

If you’re working with an older version of accounting software, you may not have the option to connect to bank feeds or set up bank rules. In this scenario, you have to record each transaction yourself.

The mechanics of how to record expenses depends, of course, on what software you’re using but, regardless, for each transaction you always need the following information: 


	The date you made the payment

	The name of the person or company you were paying

	The full amount

	The amount of GST, if applicable

	The correct expense account


Figure 5-4 shows a Bank Register window in Xero with the same transactions as Figures 5-2 and 5-3. (Xero does have bank feed features but, for the purposes of this example, I’m assuming that the bookkeeper has chosen to type transactions into Spend Money instead.) You can see that the format of this bank register isn’t wildly different from Figure 5-3 — the same information is included, but in a slightly different layout.
 

 [image: Snapshot depicts entering transactions one by one into the Bank Register window of MYOB.] 
FIGURE 5-4: Entering transactions one by one into the Bank Register window of MYOB.





I can’t be too specific about the mechanics of creating a payments journal using accounting software, because the method varies depending on what software you use. However, for some general tips about recording payments using accounting software, read on: 

	
Enter transactions using a method that fits the way you think.

I’m sounding pretty vague here, I confess, because the terminology depends on what software you’re using. Generally, you can choose between recording transactions straight into bank registers or recording transactions using individual Spend Money or Record Expense entries.

If you like to be able to see a running list of transactions, so you don’t lose track of where you’re up to, working with the registers works best. If you prefer to add a whole lot of extra detail about each transaction — splitting transactions across multiple lines or adding detailed memos — then recording individual entries works best.



	
[image: Remember] Start by selecting the correct bank account.

If you have more than one bank account, make sure you select the correct bank account for each transaction.



	
Be careful with dates, but don’t worry about entering stuff in date order.

Accounting software sorts everything in date order automatically, regardless of what sequence you use to record transactions.



	
Think hard about what tax code you select.

[image: Gst] Tax codes are the secret to success when working with accounting software. Instead of entering the dollar amount of GST, you enter a tax code and the software calculates GST automatically. You can also usually toggle whether you enter amounts including GST, or excluding GST.



	
If you pay someone regularly, set up a ‘record’ for them.

In this context, a record is a new supplier listing. If you record a name against a transaction and set up this name in the supplier list (or whatever this list is called in your accounting software), you can generate transaction reports based on this supplier name.



	
Think about what other information could be useful from a business management perspective.

[image: Remember] A neat thing about accounting software is that you can record a lot of extra information about each transaction, coding transactions according to individual projects, locations, salespeople and much more. Can you record additional info about each transaction that may help your business, or the business that you’re working for, succeed?







Recording Expenses for a Small Business

As a business grows, it tends to purchase more goods and services using supplier credit. A business may receive several invoices from a single supplier through the month, paying these invoices as a combined amount at the end of that period.

When this occurs, the bookkeeping process for a small business differs from that of a micro business in two important ways: 


	Instead of the supplier debiting a credit card or the business paying by EFTPOS, the business usually pays the supplier using internet banking.

	The bookkeeper will need some system to keep track of how much is owed to suppliers.


In Figure 5-5, you get an idea of how the process works. Compare Figure 5-5 against Figure 5-1, and you can see the extra step that’s involved in recording supplier invoices in your accounting system.
 

 [image: Schematic illustration of the bookkeeping processes for small business.] 
FIGURE 5-5: Bookkeeping processes for small business.






Deciding whether to record supplier bills

Do you actually need to record supplier bills as soon as you receive them? Or is it going to work fine simply to record supplier bills when they get paid?

I can’t make this decision for you, but I can explain the upsides and downsides of recording supplier invoices in your accounting system as soon as you receive these invoices (as opposed to only recording these invoices once they have been paid).

Some benefits of recording supplier invoices in your accounting system as soon as you receive them include 


	
[image: Gst] You can claim GST on bills that you’ve received, but haven’t paid for yet (this only applies if you report for GST on an accrual basis).



	At the click of a button, you can see exactly how much you owe suppliers.

	If you’re purchasing inventory from suppliers, you can use the inventory features within your software to keep track of the quantity and cost price for each item you have in stock.

	You can easily see whether accounts are overdue (and by how much) before things get out of hand.

	You can see what bills you have to pay when and plan your cashflow better.

	
[image: Tip] Your monthly Profit & Loss reports are more accurate, because expenses show up in the month to which they belong, rather than showing up in the month that you pay them.



	When you’re ready to pay suppliers, processing payments is quick, easy and efficient.


The downsides of working in this way include 


	Every supplier invoice involves two entries instead of one. That’s because you first record the supplier bill as a purchase, and then later you record the supplier payment, instead of recording the bill and payment as one transaction in your cash payments journal.

	Accrual accounting can be tricky to get your head around, especially if you’re new to bookkeeping.




Bookkeeping for a Larger Business

Bookkeeping becomes more complex as a business grows. Larger businesses tend to not only purchase most goods and services using supplier credit, but also issue purchase orders for these transactions. In addition, larger businesses always have employees.

In short, the bookkeeping process of a larger business differs from that of micro or small businesses in several ways: 


	The business usually uses the accounting software not just to record bills owing, but also to generate purchase orders.

	The bookkeeper pays most suppliers and employees using a batch file generated by the accounting software and imported into internet banking.

	The bookkeeper relies on the accounting software to record employee timesheets and generate pay transactions.


In Figure 5-6, you get an idea of how the process works. Compare Figure 5-6 against Figure 5-5, and you can see how much more complex the bookkeeping process becomes.
 




Managing supplier orders and invoices

As I just mentioned, managing supplier orders and invoices becomes one of the more complex and time-consuming parts of a bookkeeper’s role when working for a larger business, and one that bank feeds, bank rules or document exchange between cloud-accounting solutions can’t do much to automate. (Standardised e-invoicing using encrypted digital files does make the exchange of invoices between businesses much more efficient, and is on the horizon to become the new norm for Australian business. However, invoicing in this way is some time away from being compulsory.)



 [image: Schematic illustration of the  bookkeeping process becomes more complex as a business grows.] 
FIGURE 5-6: The bookkeeping process becomes more complex as a business grows.




Typically, a larger business uses accounting software to generate supplier purchase orders and email these to suppliers. Usually, creating these orders isn’t the bookkeeper’s job, but the job of whoever is placing the order. Later, when the goods arrive, the person responsible for receiving goods approves the order and records the receipt. Lastly, when the supplier invoice arrives, either a manager or the bookkeeper reviews the invoice, notes any price variations, and converts the order into a bill. Only at this point is the bill ready for the bookkeeper to process for payment.

 
Making supplier payments

For larger businesses, the most efficient way for a bookkeeper to process supplier payments is as follows: 

	Ensure supplier invoices match against purchase orders and get management authorisation/signatures for all invoices. Ideally, you will receive this bill as an eInvoice, meaning it automatically appears in your accounting software without you needing to key any data in.


	Using accounting software, review how much is owed to suppliers, matching these totals against supplier invoices and payments.


	Record payments for suppliers in the accounting software, and use the software to email remittance advices.


	Use accounting software to generate a batch file summarising all the payments for each day (for both suppliers and employees).


	Import the batch file into internet banking.


	Provide documentation for all payments to business owner/finance manager so that they can log onto internet banking and authorise the payment batch.


	File documentation appropriately.




[image: Tip] Take the time to set up payment terms for each supplier. That way, your accounting software can prompt you when bills fall due. Also, consider setting up payments to utility companies, such as telecommunications and electricity providers, so that the bank account is debited automatically when the bill falls due (let them do the work, rather than you).

 
Dealing with EFTPOS and credit card transactions

With a larger business, you’ll probably find that relatively few transactions are made using EFTPOS or credit card. For this reason, bank feeds don’t help with the task of data entry because most purchases are entered in the accounting software before they are paid. (However, bank feeds can potentially make reconciling bank accounts a tad quicker.)

You’ll find that working directly from bank feeds is the easiest way to record any expenses paid for by EFTPOS or credit card. However, as a bookkeeper, you still need to be careful that you have the appropriate invoices for all transactions made on corporate credit cards, and that management have authorised these expenses.



Allocating Everything Correctly

Whatever method you use to do your books, the real skill of bookkeeping (aside from accuracy) is knowing what account to select when you allocate expenses.
 
Selecting the right account

In Chapter 3, I talk about setting up your chart of accounts and customising this chart to suit your business. I can’t provide you hard-and-fast rules about what expense accounts to use when allocating transactions because every business is unique, but in Table 5-1 I point out the hairy bits that trap many a novice bookkeeper.

Note: In Table 5-1, you can assume that the suggested account is an expense account unless I specify otherwise.


 
TABLE 5-1 Matchmaking Payments and Accounts
 
	
Type of Expense of Payment


	
Comments


	
Use This Account







	
Bank charges

	
Regular bank charges go to Bank Fees, and bank charges for merchant facilities (credit cards) go to Merchant Fees. Interest goes to Interest Expense.

	
Bank Fees

Merchant Fees

Interest Expense




	
Coffee, biscuits, tea, toilet rolls

	
The essentials for happy employees go into an account called Staff Amenities.

	
Staff Amenities




	
Government charges

	
Company tax return lodgements go to Filing Fees, licence renewals go to Licence Fees and stamp duty on insurance goes to Insurance Expense.

	
Filing Fees

Licence Fees

Insurance Expense




	
Hire purchase/leases

	
A hire purchase is a different beastie from a lease. Ask your accountant if you’re not sure what you have.

	
Hire Purchase (liability)

Lease Expense




	
Miscellaneous expenses

	
Avoid accounts such as Sundry Expense or Miscellaneous Expense. Instead, create a new account or use an existing account that is a close match.

	
Office Supplies

Repairs & Maintenance

Staff Amenities




	
Motor vehicle expenses

	
If you have more than one vehicle and these vehicles are used for both personal and business, create either separate accounts or job codes for each motor vehicle.

	
Motor Vehicle Fuel

Motor Vehicle Insurance

Motor Vehicle Repairs




	
New equipment

	
If new equipment goes over a certain dollar value (ask your accountant what the threshold is for your business), allocate this purchase to an asset account, not an expense.

	
Furniture & Fittings (asset)

Plant & Equipment (asset)

Asset Pool (asset)




	
Office repairs

	
If a repair is minor, allocate it to Repairs & Maintenance. If a repair counts as an improvement (a new veranda or skylight, for example) it is probably an asset. Ask your accountant if you’re not sure.

	
Repairs & Maintenance

Leasehold Improvements (asset)

Building Improvements (asset)




	
Personal spending (sole trader or partnership)

	
Always be careful to separate personal spending from business spending.

	
Personal Drawings (equity account)




	
Personal spending (director or shareholder of a company)

	
A company director or shareholder can only use company funds for personal purposes if they take these funds in the form of wages or directors’ fees, or as a debit against a Directors’ or Shareholders’ Loan account.

	
Directors’/Shareholders’ Loan (liability account)

Directors’ Fees

Wages Expense




	
Stock purchases

	
If you track inventory costs and stock levels, allocate new purchases to an account called Inventory. Otherwise, allocate stock purchases to a Purchases account.

	
Inventory

Purchases (cost of sales account)




	
Subcontractors

	
Never muddle subbies and employees. Keep subbie payments entirely separate from wages.

	
Subcontractor Expense




	
Superannuation

	
If you use payroll software, allocate super payments to Superannuation Payable. Otherwise allocate to Superannuation Expense.

	
Superannuation Payable (liability)

Superannuation Expense




	
Taxes

	
Every bookkeeper’s nightmare! Be careful where you allocate tax payments and remember that the only tax payments that are ever coded as an expense are Fringe Benefits Tax and, in some situations, Land Tax.

	
Company Tax (liability)

Fringe Benefits Tax (expense)

GST Collected/Paid (liability)

PAYG Payable (liability)

Personal Drawings Tax (equity)




	
Tools

	
If new tools are over a certain dollar value (ask your accountant what the threshold is for your business), allocate this purchase to an asset account, not an expense.

	
Plant & Equipment (asset)

Replacement Tools (expense)




	
Travel

	
Keep local travel separate from overseas travel (and remember that overseas travel doesn’t have any GST on it).

	
Travel Expense Domestic

Travel Expense Overseas




	
Wages

	
Remember that your wages account should report on gross wages, not net wages.

	
Wages Expense








 

Getting things right: five top tips

Here are my five tried-and-true tips for allocating transactions correctly, every time: 


	Set up rules. Setting up rules will help you to allocate transactions automatically (so long as your software has this feature, of course). For example, set up a rule so that payments to Telstra automatically get allocated to ‘Telephone Expense’.

	Record default expense accounts for suppliers. If your accounting software doesn’t let you set up rules, record default expense accounts for each supplier instead (if you can, that is!).

	Work out where to allocate tricky transactions. If you’re not sure what account to allocate a transaction to, allocate the transaction to an expense account called ‘Suspense’ (create an account by this name if you don’t have one already). At the end of each month or quarter, ask your accountant for advice on how to allocate these transactions. This method is much better than random guesswork, and every time you follow this process you’re more likely to know what to do next time.

	Separate personal transactions from business transactions with a new bank account. If you’re doing the books for someone who has a jumble of personal and business transactions, suggest to the owner that they open a new bank account so that they can separate personal transactions from business transactions. You’ll find allocating transactions correctly much easier if you’re not wasting time differentiating legitimate business expenses from takeaways, gifts to random lovers, groceries and dog food.

	Use numbers, not just names. If your software allows you to do so, include numbers for each account, not just names, and use account numbers to differentiate between assets, liabilities, income and expenses. This way you’re much less likely to inadvertently allocate a transaction to the wrong kind of account.


[image: Tip] Allocating expenses that are part-personal and part-business can be tricky. For example, I work from my office at home, and my electricity bill is a mix of business and personal expense. Speak to your accountant and find out what the rules are and what you can claim as a business expense. With this understanding in place, you may find it easiest to split each transaction at the time that you record it. For example, I pay my electricity bill out of my business account, and at the time I record the transaction in my accounting software, I allocate 15 per cent to business expense and the remainder to personal.


    

Chapter 6

Recording Receipts and Sales


IN THIS CHAPTER

[image: check] Recording sales and payments — everything you need to know

[image: check] Keeping things really simple with cash accounting

[image: check] Doing the books for other kinds of income

[image: check] Staying wise to who owes what



Everyone loves to receive money. I know I do. And so the part of bookkeeping where you get to record sales and match up customer payments is kind of fun.

Keeping tabs on how much customers owe is life-and-death stuff. If a business doesn’t chase customers for overdue accounts or extends too much credit without realising, the consequences can get pretty dire. As a bookkeeper, your job is to make sure the books are accurate and up to date, and to keep on the back of recalcitrant payers.

In this chapter, I explain how to keep a simple cash receipts register, and I also explain how to review customer invoices, match payments against invoices, and record other kinds of income, such as bank interest or capital contributions. I also show no fear and delve into the lonely corridors of customer credits and discounts, refunds and rebates, and the sad act of writing off bad debts.



Keeping Track of Sales and Payments

In the first part of this chapter, I talk about the bookkeeping principles behind sales and customer payments. I assume that you’re using accounting software of some kind — after all, if you need to raise invoices and record payments, you’re unlikely to be doing books by hand or using a spreadsheet.

[image: Tip] If you need more specific info about the mechanics of recording sales or customer payments, check out MYOB Software For Dummies, QuickBooks Online For Dummies and Xero For Dummies, all published by Wiley Australia.
 
Recording customer sales

In most situations, when you record income from customers using accounting software, you don’t simply record the receipt of money. Instead, you first record the sale and then later, when you receive money from the customer, you record the payment. This way of working is called accrual accounting (something I discuss in more detail in Chapter 10). (If you’re a retailer or selling goods online, you probably don’t need to raise invoices to customers. Skip ahead to ‘Working on a Cash Basis’, later in this chapter.)

Unless you’re the business owner as well as the bookkeeper, your role is unlikely to include generating customer invoices. However, part of being a bookkeeper extraordinaire involves making sure invoices are produced quickly and efficiently, that invoices meet legal requirements, and that the detail within each invoice provides enough information for management to generate reports. Here are some things to watch out for: 


	Are credit terms correct and visible on each invoice? If a business offers credit to customers, you need to ensure the credit terms are displayed correctly on each invoice, ideally with the due date. Many inexperienced bookkeepers fail to pick up on this detail, simply accepting the software’s default credit terms when creating new customers.

	
[image: Tip] Do customers receive invoices as promptly as possible? If a business provides any form of mobile service (for example, an electrician or a plumber), then suggest that the salespeople or technicians generate invoices on the spot, using a mobile device such as a tablet. The quicker customers receive invoices, the quicker the business is likely to get paid.



	Can you put systems in place to receive customer payments on the spot? Again, for businesses providing mobile services, on-the-spot payments save a heap of time and hassle. Most systems enable you to connect a card reader to your smartphone so you can swipe customer credit cards there and then, with this sale then going through to your accounting software automatically.

	Do customers receive invoices by email? Any decent accounting software allows you to email invoices directly from the software. Emailing invoices is quick, efficient and doesn’t cost a bean.

	
Do the invoices look good and comply with legal requirements? Take the time to customise the standard layout for customer invoices. The invoices that customers receive should look smart and professional.

[image: Remember] If you’re registered for GST and you send a client an invoice that’s for more than $75 before GST, you must issue a Tax Invoice that meets legal requirements. For more information on what you need to include, go to www.ato.gov.au/Business/GST/Tax-invoices/.



	Have invoices been allocated to the correct accounts? Most businesses have more than one income account in their chart of accounts. When reviewing invoices, spot check that invoices are going to the correct income accounts, and that the linked income accounts for all items are set up correctly.

	
[image: Gst] Is GST calculated correctly? Unless you set up tax codes correctly, GST may not calculate properly. You may also need to check that prices of items or services are set up in the best way; if a business normally quotes prices including GST, it usually makes sense to set up prices including GST also. (For more about GST, see Chapter 7.)



	Is it best to set up items, even for services? Most accounting software lets you set up ‘items’ for billing. Items can be for services, not just products. I often set up things such as hourly rates as individual ‘items’, making for swift and accurate billing. (You can see how this works in Figure 6-1.)


 [image: Snapshot depicts the invoices that include all the information everyone needs.] 
FIGURE 6-1: Make sure invoices include all the information everyone needs.





 	Is enough information provided on each invoice for management purposes? I not only like to split income into a few different categories, creating a different account for each one, but also often set up classes, cost centres or jobs (the terminology varies depending on what software you use) to track income in even more detail.

	
[image: Tip] Should you include any other info? Ask yourself what additional info you could record about each sale that may be useful for this business. Useful information could be the name of the salesperson, shipping details or promised delivery date.



 

Entering customer payments

The process of recording customer payments varies, depending on whether you’re using bank feeds or not. If you’re using bank feeds, customer payments appear automatically in your accounting software, along with a suggestion as to which invoice the payment belongs to. If you’re not using bank feeds, you need to enter the payment yourself from scratch.

Here are some tips to keep in mind: 


	
[image: Warning] Be careful of auto-matching: If you’re using bank feeds, the software usually suggests what invoices a customer payment belongs to. Depending on your business and complexity of customer accounts, this guess can often be wrong. Customers often pay invoices out of sequence, or the software may even try to allocate a payment to the wrong customer entirely. Your job is to review all customer payments carefully, ensuring payments are always matched to both the correct customer and the correct invoice.



	Be super careful when recording dates: If you’re imprecise about dates when recording payments (which won’t be an issue if you’re using bank feeds, but can be if you’re not), you make life much harder for yourself when it comes to reconciling bank accounts later on.

	Decide whether you want to batch payments together: If you receive payments by cash or by EFTPOS (as opposed to direct deposit), you’re usually best to create an Undeposited Funds account and group customer payments together. Then at the end of each day, you record a transaction that transfers the daily banking totals out of Undeposited Funds and into the business’s bank account.

	File remittance advices for future reference: If you have customers who tend to pay several invoices with one payment, store the remittance advices in a systematic fashion so you can find them later.

	Pick the payment method with precision: The method by which a customer makes a payment affects when and how this payment appears in your account. For example, EFTPOS, Visa and MasterCard transactions usually appear as a single batch the day after the transaction; direct deposits appear as individual amounts one to two days later; cheques appear in your bank account when you slog up to the bank to deposit them; and cash may get banked or it may get spent.

	
[image: Tip] Play the matchmaking game with care: When you record a customer payment, you usually have to match this payment against specific invoices. Sounds easy, but sometimes a customer overpays, underpays or pays a recent invoice and forgets an older one. Sometimes the customer deducts a credit that they think you owe them, or sometimes a customer pays a totally weird amount altogether. As a skilled bookkeeper, try to figure out exactly what the customer is paying and, if they make a mistake, waste no time communicating with the customer to get the problem fixed.



	Stay alert for customer credits: With most accounting software, applying credits against invoices is a manual (rather than an automatic) process. Figure out the inner workings of the software and get on top of credits … before they get on top of you.




Working on a Cash Basis

In some scenarios, you may not want to record every single sale made, along with each corresponding payment. Instead, it may make more sense simply to record bank deposits as income. Here are a couple of examples to help clarify what I mean: 


	A friend of mine runs a second-hand clothing store. She doesn’t raise an invoice every time she sells something, but simply rings up the sale on the cash register. When she does the books for her business, she simply allocates each deposit that appears on her bank statement to an account called Income from Clothing Sales.

	A client of mine runs market stalls. She doesn’t raise an invoice for every item she sells at the market but instead simply deposits cash in her bank account at the end of each day. When she does her books, she works from her bank statement, allocating all deposits to income.

	Another client of mine runs a busy general store with a point-of-sale system. At the end of each day, the point-of-sale system exports a general journal that summarises daily sales into his accounting software.


This type of bookkeeping — where you recognise income only at the point you receive it — is called cash accounting. The word ‘cash’ is a bit of a misnomer — regardless of whether someone receives payments by cash, EFTPOS, credit card or camel, if a business only recognises income when it receives the payment, this is called cash accounting.

Figure 6-2 shows a Bank Register listing deposits for a week’s trading. (This Bank Register is from MYOB, but the concept is pretty similar, whatever software you use.) You can see that each transaction includes the following information: 


	The date of the deposit

	If the deposit was from an individual or company (rather than being a cash deposit, or a daily total from your EFTPOS machine), the name of the person the deposit is from

	The full amount

	The tax code (in Figure 6-2, this information isn’t displayed in the summary of each transaction, but is part of the detail you record when entering each deposit)

	The correct income account


From a bookkeeping perspective, cash-based accounting is simple and quick. You don’t need to worry about matching up bank deposits to customer invoice numbers, and you usually have only one or two transactions per day to record. The main thing to watch out for is any deposits that aren’t income, but instead are capital contributions from owners, or transfers from other bank accounts. (See ‘Bookkeeping for Other Kinds of Income’ next in this chapter, for more info on recording these kinds of transactions.)
 

 [image: Snapshot depicts the simple cash-based accounting that works well in many situations.] 
FIGURE 6-2: Simple cash-based accounting works well in many situations.





[image: Tip] Accounting software that includes the features of both bank feeds and bank rules is ideally suited to cash-based businesses, where you don’t record sales and payments but simply record income when received. By setting up rules for deposit transactions, you can usually automate virtually all the data entry for income from customers.



Bookkeeping for Other Kinds of Income

Sometimes you receive money from sources other than your customers. Perhaps you receive a refund from a cancelled insurance policy, the bank pays you some interest or you receive a loan. You still have to record this money in your books, but how?
 
Recording miscellaneous receipts

Working out how to record bank deposits that aren’t income from customers can be tricky. Instead of creating a sale followed by a customer payment, you need a different tactic. Here’s what to do: 


	In MYOB, you record miscellaneous receipts in the Receive Money window in the Banking command centre (whereas you record customer payments in the Receive Payments window in the Sales command centre).

	With QuickBooks Online, the method depends on the kind of receipt: You record supplier refunds by recording a Supplier Credit; interest is entered via the Bank Deposit window or directly from bank feeds; and you record new loans via the Bank Deposits menu.

	With Xero, you go to Receive Money or simply allocate the transaction directly from your bank feeds.

	If you’re using a spreadsheet, you record miscellaneous receipts in the same way as you record any other income. Just be careful that you separate these receipts from regular sales using a different column, adding a comment if necessary.


 
Dazzling everyone with your brilliance

Whatever method you use to do your books, what transforms an ordinary bookkeeper into a killer bookkeeper (asides from uncanny accuracy and a machete) is the ability to choose the correct account for each transaction.

In Chapter 3, I talk about setting up your chart of accounts and customising this chart to suit your business. I can’t provide you hard-and-fast rules about what income accounts to use when allocating transactions because every business is unique, but in Table 6-1, I point out the tricky transactions that catch many a bookkeeper unaware.
 
TABLE 6-1 Matchmaking Receipts and Accounts
 
	
Type of Income


	
Comments


	
Use This Account







	
Regular sales

	
For most businesses, I recommend you allocate sales into a few different categories, depending on your business.

	
Income from Service Sales, Income from Product Sales and so on




	
Bank interest

	
Always distinguish between interest income (money the bank gives you) and interest expense (money you pay the bank).

	
Interest Income




	
Insurance claims

	
Be sure to check the GST status of any payments received from insurance claims.

	
Insurance Recovery




	
Receipt of bank loans

	
Whatever you do, don’t allocate money coming in from a bank loan to income. It’s not! Create a new liability account for each new bank loan.

	
Loan from Bank (liability account)




	
Receipt of personal funds (sole trader or partnership)

	
For small amounts, allocate as a credit to the Drawings account. For large amounts, create a new equity account called Owner’s Contributions or Partner’s Contributions.

	
Owner’s Drawings, Partner’s Drawings, Owner’s Contributions, Partner’s Contributions




	
Receipt of personal funds (via a company director or shareholder)

	
Allocate to a Directors’/Shareholders’ Loan account.

	
Directors’/Shareholders’ Loan (liability account)




	
Rental income

	
Unless the core focus of a business concerns property investment, separate rental income from regular income so that the income doesn’t affect gross profit.

	
Rental Income




	
Sale of equipment or motor vehicles

	
Ask the company accountant how best to record this transaction and check the GST status of this income.

	
Sale of Assets or Profit & Loss on Asset Disposal




	
Supplier refunds

	
Allocate the supplier refund against whatever expense account you allocated the original payment to.

	
Purchases, Insurance Expense, Telephone Expense




	
Tax refunds

	
For sole traders or partnerships, allocate to a Drawings account. For companies, allocate to Provision for Company Tax.

	
Owner’s Drawings, Partner’s Drawings, Provision for Company Tax







[image: Remember] If you get a bank loan, that’s not income. If your secret lover has a heart attack and leaves you everything in the final will, that’s not income. If you deposit your life’s savings into your new entrepreneurial venture exporting sheep to New Zealand (oh no, please don’t), that’s not income. Income is only income when you earn it. Simple as that.



Bringing Home the Bacon

One of the most important parts of a bookkeeper’s job is to keep track of how much customers owe the business. All accounting software includes as standard an Aged Receivables report — a report that lists how much each customer owes, sorted in columns according to how old the debt is. Figure 6-3 shows a typical report.
 

 [image: Snapshot depicts an Aged Receivables report showing how much customers owe you.] 
FIGURE 6-3: An Aged Receivables report shows how much customers owe you.





Keep this report sweet by taking a few tips on board: 


	
[image: Warning] Act swiftly as soon as accounts are overdue. The older an account is, the less likely the customer is to pay. So beware!



	Customise your receivables report to show invoices according to the date they are due, rather than the date the invoice was created. If you bill customers weekly or fortnightly, you’re best to see whether you can modify this report to specify either 7 or 14 days as the number of days per ageing period.

	Even if it’s not your job to chase overdue accounts, take the time to alert management if any invoices are particularly overdue. Even if you just work on a contract basis and your job is just to balance bank accounts and generate GST reports, if you see accounts falling overdue, take the time to warn management.

	
[image: Tip] Investigate odd amounts. If amounts appear on this report that you don’t understand — for example, a customer shows as owing money but you’re positive they paid — then figure out why the report is wrong, and fix it!



	Review your Aged Receivables report every week. Make sure the percentage of accounts that are overdue doesn’t increase month after month, and don’t wait until you’re (or the business is) already strapped for cash before asking customers to cough up.


    

Chapter 7

Understanding GST


IN THIS CHAPTER

[image: check] Getting your head around how GST works

[image: check] Forging neural pathways with amazing feats of multiplication and division

[image: check] Applying this strange and wonderful tax to real-life situations

[image: check] Keeping your nose squeaky clean

[image: check] Completing your first Business Activity Statement



Holey moley. As part of my initial research for this chapter, I decided to read ‘The Simple Guide to GST’ from the Australian Taxation Office. Many hours and 168 pages later, I was left with a strange sensation that I couldn’t quite put into words.

Then in the night it came to me. Obfuscation was the word I was looking for. According to Wikipedia wisdom, obfuscation is the ‘concealment of intended meaning in communication, making communication confusing, intentionally ambiguous and more difficult to interpret’. A more succinct definition of government-generated documents I could not imagine.

Never mind. Hopefully, the price of my suffering can be an exchange for your peace of mind. In this chapter, I take a stab at distilling how GST works, some of the do’s and don’ts of accounting for GST, what mistakes to watch out for, and how to peel a grape with your tongue — no fingers or teeth allowed. (Ah, the useful skills one learns late at night in Sydney’s bars.)



Coughing Up the Difference

[image: Gst] As you probably already know, GST stands for goods and services tax and is a tax that applies to most goods and services in Australia. Every time you buy a glass of wine or a new item of furniture, or you get your lawn mown, you pay GST of 10 per cent.

As a business that’s registered for GST, you pay GST on your supplies and collect GST on your sales. You have to keep a set of books that tracks how much GST you pay and how much GST you collect. If GST collected is more than GST paid, you pay this difference to the government. If GST collected is less than GST paid, you claim a refund.

For example, imagine a bookkeeper charges a client $1,000 plus GST for a week’s work. In that same week, the bookkeeper pays an insurance premium of $198 (including GST), as well as $110 for a new laser cartridge (including GST). Figure 7-1 shows how the sums work.
 

 [image: Snapshot depicts how to calculate the difference between GST collected on sales and GST paid on purchases.] 
FIGURE 7-1: Calculate the difference between GST collected on sales and GST paid on purchases.





This bookkeeper is left with $792 in the hand after a week’s work, but is now in debt to the government (aren’t we all) for the difference between GST collected and GST paid. This GST equals $100 collected less $28 paid, making a difference of $72 due to the government, and so a net profit of $720.
 
Picking a reporting method

When a business registers for GST, it has to choose whether to account for GST on a cash or an accrual basis. This means: 


	
Cash-basis reporting: Cash-basis reporting means you only pay GST when you receive payments from customers and you only claim back GST when you make payments to suppliers. Note that a business can only report for GST on a cash basis if it has a turnover of less than $10 million per year.

[image: Tip] If a business tends to owe less to suppliers than what customers owe to it, cash basis reporting works best. This is the most popular method for small businesses.



	
Accrual- or non-cash-basis: Accrual-basis reporting (also known as non-cash-basis reporting) means you pay GST in the period that you bill the customer or receive a bill from the supplier, regardless of whether any money has exchanged hands. This approach means that if you bill a customer in March and they don’t pay until July, you have to pay the GST in April regardless. Similarly, if you receive a bill from a supplier in March and you don’t pay them until much later, you still claim back the GST in April.

[image: Tip] If a business tends to owe more to suppliers than what customers owe to it, accrual-basis reporting works best.




[image: Remember] You can choose to report for GST on a different basis to income tax. For example, you can choose to report for GST on a cash basis and report for income tax purposes on an accrual (non-cash) basis, or vice versa. This said, most small businesses opt to report on a cash basis for both GST and income tax purposes.

You may be feeling bamboozled by all this tax chat. No sweat — the important thing for you to realise is that any selection you (as a business owner) or your client (if you’re a bookkeeper) makes regarding the GST reporting basis or accounting basis may have a big impact on business cashflow. If in doubt, speak to an accountant first.

 
Reporting for duty

If a business turns over $20 million per year or less, it can choose to report for GST on a monthly or quarterly basis. If a business has registered for GST voluntarily (that is, the business turns over less than $75,000 per year), it can choose to report annually.

Most businesses find it easiest to report every three months. If a business has a turnover of less than $20 million per year, the only times that monthly reporting makes sense is for businesses that find it very hard to manage cashflow otherwise, or for businesses that regularly receive GST refunds, such as exporters.



Calculating GST

[image: Gst] To calculate how much GST to add to something, simply multiply the figure by 10 per cent or 0.1. For example, if an item costs $10 and you want to find out how much GST to add, you do the following: 

$10 × 0.1 = $1


To add GST onto something you either add 10 per cent (using the per cent button on your calculator) or you multiply the amount by 1.1. For example, if something is $10 and you want to add 10 per cent, you do the following: 

$10 × 1.1 = $11


If an amount already includes GST, and you want to calculate the GST component, you simply divide the amount by 11. For example, if you buy something for $110 and you want to figure how much GST is in the total, you do the following: 

$110 ÷ 11 = $10


To figure out what the cost of this item was before GST was added, you divide the total cost by 1.1. For example, if you buy something for $110 and you want to figure out how much this item cost before GST, you do the following: 

$110 ÷ 1.1 = $100


[image: Tip] Fortunately, most accounting software calculates GST automatically, and you can usually choose to enter prices either excluding or including tax. Then, as soon you enter a tax code, the software automatically calculates the tax. Sweet.



Figuring What’s Taxed and What’s Not

When you talk about whether GST applies to stuff, or not, you get four different scenarios: 


	Scenario number one: Regular GST, which you either pay or are charged, and which you report on your Business Activity Statement (BAS). Most transactions fall into this category. For more details, skip ahead to ‘Move it, groove it, tax it’.

	Scenario number two: GST isn’t charged or claimed but you have to report these transactions on your BAS. For example, if your business has a turnover exceeding $10 million, you don’t charge GST on exports, but you do have to report all export income. For more details, skip ahead to ‘Transactions with no GST’.

	Scenario number three: You don’t charge GST or pay GST and you don’t report these transactions either. For more details, skip ahead to ‘Transactions with no GST’.

	Scenario number four: The supplier charges GST but you can’t claim it. This applies if you aren’t registered for GST, but the supplier is, or if you’re a landlord of residential real estate and you can’t claim back the GST on related purchases. For more details, skip ahead to ‘Transactions with no GST’.

 
Move it, groove it, tax it

Almost as certain as death and as painful as unrequited love, most things get taxed. In Australia, where the love of inefficient bureaucracy and red tape betrays a colonial legacy, a flat GST of 10 per cent applies to most goods and services, but with a long list of exceptions. A box of tea bags from a supermarket doesn’t have GST, but a cup of tea from a takeaway cafe does; bandages and sticking plasters don’t have GST, but deodorant and soap do.

I’ll cut to the chase. As a bookkeeper, if you’re doing the books for a business that’s registered for GST, here’s what you need to track: 


	For businesses with a turnover under $10 million, you must report on total sales, how much GST you collect on sales and how much GST you pay out on purchases. The ATO refers to this method of reporting as the Simpler BAS Method.

	For businesses with turnover over $10 million, you must report total sales, export sales, how much GST you collect on sales, how much GST you pay out on purchases, total purchases and total capital acquisitions (that is, new equipment that exceeds $1,000 in value). The ATO refers to this method of reporting as the Full Reporting Method.


 
Transactions with no GST

Transactions that don’t attract GST fall into three categories: 


	
[image: Gst] Transactions that are GST-free that you report on your BAS



	Transactions that are input-taxed that you report on your BAS

	Transactions that don’t attract GST and that you don’t report on your BAS


I expand a little on each of these categories in the following headings.
 
Transactions that are GST-free

GST-free transactions are transactions where you don’t charge for GST on sales or pay GST on purchases. GST-free transactions include childcare, educational courses, essential non-processed foods, export sales and medical supplies.

If you report for GST using the Simpler BAS Method, you report GST-free sales on your BAS, but you don’t report GST-free purchases. If you report for GST using the Full Reporting Method, you report both GST-free sales and GST-free purchases on your BAS.

 
Transactions that are input-taxed

Another type of income and expense that has no GST is income and expenses relating to residential properties. As a landlord, you can’t charge GST on rent on residential properties, nor can you claim GST on rent-related expenses. This kind of income is called input-taxed income, and the related expenses are called input-taxed purchases.

Income from interest and dividends is also input-taxed.

If you report for GST using the Simpler BAS Method, you report input-taxed sales on your BAS, but you don’t report input-taxed purchases. If you report for GST using the Full Reporting Method, you report both input-taxed sales and input-taxed purchases on your BAS.

 
Transactions that don’t attract GST

This third category covers all transactions that don’t attract GST, and that you don’t include when preparing figures for your BAS. These transactions include 


	Internal transactions within a business, such as cash transfers, depreciation, transfers between accounts, movements in stock and loan repayments

	Payments of tax itself (GST is not charged on GST … yet!)

	Personal spending or drawings or owner’s contributions

	Superannuation and wages (you don’t include superannuation anywhere on your BAS, and wages are only reported in the Wages section, and not included as part of purchases)





Understanding Tax Codes

Earlier in this chapter, I explain that you get three different scenarios with GST: 


	Sales or purchases with GST that you report on your BAS

	Sales or purchases without GST that you report on your BAS

	Sales or purchases without GST that you don’t report on your BAS


When you work with accounting software, you need a tax code for each of these scenarios, plus a couple more besides. In the next few pages, I explain what tax codes to use when, and how to link the accounts in your chart of accounts to these tax codes.
 
Creating a list of tax codes

If you have a turnover of less than $10 million, you can use the Simpler BAS Method when completing your BAS. Table 7-1 provides a neat summary of the tax codes you need. (Note that for clarity’s sake, I suggest you use a ‘FRE’ tax code for purchases without GST. However, if you prefer, you can also treat GST-free purchases as non-reportable, because when using the Simpler BAS Method you don’t have to report GST-free purchases on your BAS.)
 
TABLE 7-1 Basic Tax Codes, Simpler BAS Method
 
	
Situation


	
Examples


	
MYOB


	
Xero


	
QuickBooks







	
Sales where you charge GST

	
Regular sales of most items

	
GST

	
GST on Income

	
GST




	
Sales that are GST-free (including exports)

	
GST-free sales or export sales

	
FRE

	
GST Free Income

	
FRE




	
Non-reportable transactions

	
Transfers between bank accounts, loan repayments, personal drawings, interest income, dividend income, superannuation

	
N-T

	
BAS Excluded

	
Out of Scope




	
Purchase of taxable items

	
Most purchases and business expenses, including capital acquisitions

	
GST

	
GST on Expenses

	
GST




	
Purchase of GST-free items

	
GST-free purchases (unprocessed foods, unregistered suppliers, bank charges)

	
FRE

	
GST Free Expenses

	
FRE







[image: Warning] The codes I show in Table 7-1 are enough for 99 per cent of businesses. However, some businesses may need additional tax codes, specifically if you (or the business you’re working for) are required to report for ABN withholding tax, luxury car tax, voluntary wine equalisation tax or withholding tax. If any of these taxes apply, get advice from your accountant.

 
Linking accounts to tax codes

The secret to producing an accurate BAS is to get the tax code right on every transaction. In most accounting software, you can make this process pretty easy by linking each account in your chart of accounts with a specific tax code. (For more about building your chart of accounts, refer to Chapter 3.)

[image: Tip] You can see how this works in Figure 7-2, where I show a typical chart of accounts from Xero. Obviously, the chosen tax codes for each account vary depending on your business and reporting requirements, but the concept is the same: Because each account links to a specific tax code, the correct code comes up every time you select an account. (However, in Figure 7-2, can you spot that the tax code has been set incorrectly for Motor Vehicle Repairs & Maintenance?)
 

 [image: Snapshot of configuring the chart of accounts so that each account corresponds to the correct tax code.] 
FIGURE 7-2: Configure your chart of accounts so that each account corresponds to the correct tax code.





For example, if the tax code for Advertising is GST, every time you allocate a transaction to Advertising, GST pops up automatically as the tax code.

[image: Tip] The implications here are huge: If you set up the tax code for every account in your chart of accounts correctly, right from the start, you’re almost guaranteed to code all your transactions right, every time. Perfection and nirvana are but moments away.



Staying Out of Trouble

In the interests of making sure you get a good night’s sleep, I provide here a few handy hints for getting everything just right.
 
Avoiding traps for the unwary

So you know the theory, and now you’re responsible for deciphering the tax status of hundreds of transactions. Common mistakes relate to the following: 


	
[image: Gst] Bank fees and merchant fees: Bank fees are GST-free, but merchant fees and the hire of EFTPOS machines attracts GST.



	GST when you dispose of assets: If a business sells a second-hand vehicle or perhaps some equipment it no longer needs, you must charge GST on this transaction. Failing to declare GST on the disposal of assets is a common error.

	Government charges: Council rates, filing fees, land tax, licence renewals, motor vehicle rego and stamp duty are all GST-free.

	
[image: Warning] Insurance: Almost every insurance policy is a mixture of being taxable and GST-free (stamp duty doesn’t have GST on it). Don’t get caught out. Instead, double-check the exact amount of GST on every single insurance payment.



	Loan payments: You can’t claim GST on loan repayments. (However, if the loan is for the purchase of an asset, you can claim the GST on the purchase of the asset itself.)

	Overseas travel: Overseas travel is GST-free, and no GST applies.

	
[image: Remember] Personal stuff: You can’t claim the full amount of GST on expenses that are partly personal — motor vehicle and home office expenses are the obvious culprits. (See the section ‘Keeping personal matters separate’ for more details.)



	Petty cash: Petty cash is usually a mixed bag. Coffee and tea are GST-free, for example; biscuits and sticky tape aren’t.

	Small suppliers: Watch out for small suppliers who have an ABN but aren’t registered for GST. Record these purchases as GST-free.

	Tax Invoices: You can’t claim GST on any amount over $82.50 (GST-inclusive) unless you have a Tax Invoice. (But remember that in any case, you need a copy of every single receipt and invoice for income tax purposes.)


 
Keeping personal matters separate

If a business owner purchases goods or services that they use partly for private purposes, be careful not to claim the GST on the private component.

For example, if you (or the business owner) claim your motor vehicle as a business expense, but your log book shows that 20 per cent of use is actually personal, you can only claim 80 per cent of the GST when you record the transaction. Figure 7-3 shows a payment for motor vehicle repairs in this scenario. The total bill is for $1,000 but, when I record the payment, I only allocate $800 to Motor Vehicle Repairs, allocating the remaining $200 to Personal Drawings.
 

 [image: Snapshot of apportioning personal expenses.] 
FIGURE 7-3: Apportioning personal expenses.





The other approach is to claim the whole amount of GST with every transaction and request the accountant make an adjustment at the end of the financial year. This method works okay, but isn’t quite as accurate as recording transactions correctly throughout the year, may cost the business a tad extra in accounting fees, and could end up with a large (and possibly unanticipated) adjustment to pay in the final BAS of the year.



Completing Your Business Activity Statement

Completing BAS requirements is normally pretty straightforward, assuming you have coded every transaction with the right tax code. If you use accounting software, you’ll be able to generate BAS and Instalment Activity Statement reports automatically. Depending on the software, you may be able to lodge this information electronically direct from the software. Alternatively, you may need to copy information from these reports into the ATO’s electronic lodgement portal, or onto the forms the ATO sends you.
 
Playing in form

The format of your BAS varies from business to business, depending on what taxes the business is required to pay. However, here are some tips to ensure you complete this form correctly, first time around: 


	Don’t include non-reportable transactions (refer to ‘Transactions with no GST’, earlier in this chapter).

	Check whether you’re registered to report on a cash or an accruals basis with the ATO, and then ensure that you have the same reporting basis in your accounting software settings.

	In the ideal world, reconcile the amount of GST you pay on your BAS against your GST control account(s) in your Balance Sheet.

	Register for an online account with the ATO (register yourself as owner of the business, or ask the owner of the business to register) and lodge your BAS online. (Lodging statements online is more efficient and enables you to revise or look up previous statements much more easily.)


 
Meeting your deadlines

So how often do you have to report for GST? Keep the following in mind: 


	If you report monthly, your deadline is 21 days after the end of each month.

	If you report quarterly or annually, you pay quarterly and your deadline is 28 days after the end of each quarter, except for the second quarter of the year (October to December) when you get an extra four weeks.

	If you lodge your Business Activity Statement electronically, you usually receive a two-week extension on the due date.


[image: Tip] Even if you’re strapped for cash, lodge your BAS anyway. (The Tax Office only issues fines for lodging forms late; it doesn’t issue fines for paying late. The only punishment administered is an interest charge for late payments.) For most businesses, so long as you pay within a couple of weeks of lodgement, the Tax Office won’t so much as blink an eye. If you can’t pay within a couple of weeks, contact the Tax Office and request a payment extension.


      

Chapter 8

Paying Employees


IN THIS CHAPTER

[image: check] Signing up new employees

[image: check] Paying employees their dues, and connecting with Single Touch Payroll

[image: check] Chucking a sickie and heading for Bali

[image: check] Working through your payroll checklist



Working with payroll, especially if you’re managing the payroll for any more than a handful of employees, is one of the more demanding roles for a bookkeeper. Not only is the bookkeeping itself very technical, but figuring out minimum pay and conditions for each employee also makes organising high school reunions look easy.

So in this chapter, I provide a straightforward introduction to payroll, talking up the business of taking on new employees, processing pays, managing Single Touch Payroll, calculating leave entitlements and keeping good records.

If you feel yourself flagging, just take a moment to reflect on how I must feel having to write this stuff. And remember, your value as a bookkeeper is building dollar by dollar with every page you read. (Happily, a bookkeeper who’s skilled in payroll can earn more than someone who isn’t.)



Hiring a New Employee

So you’re about to hire a new employee? Don’t think that life is so simple as a handshake agreement and an envelope of cash at the end of a working week. No, you have to fight your way out of a mound of forms as high as Mount Everest before you can even say ‘boo’. (Not that saying ‘boo’ is quite how you greet a new employee, but never mind.)
 
Step One: Complete a tax file declaration

The first step with every new employee is to get them to fill in a form outlining their personal details. No, not that personal, just a bit personal: 

	
On the employee’s first day (or before), present them with a tax file number (TFN) declaration.

You can download these forms from www.ato.gov.au, order paper forms by phoning 1300 720 092 or, if your payroll software allows you to do so, you can lodge these forms directly online.



	
Ensure the employee completes this declaration before the first payday.

I suggest you provide an incentive: Say ‘No form — no pay.’ Why?

Because if an employee doesn’t give you a completed declaration by the time payday comes around, you have to deduct tax at the top marginal tax rate.



	
If the employee is entitled to any tax offsets, they may ask you to provide a Withholding declaration form.

Some employees claim reduced tax by anticipating entitlements such as zone rebates and senior’s tax offset. This form, if forgotten, isn’t a drama: If someone doesn’t complete a Withholding declaration, and you deduct tax at the standard rate, the employee receives a refund at tax return time.



	
[image: Remember] Post or electronically lodge the tax file number declaration to the Tax Office within 14 days of the employee completing the form.

You have no idea how often bookkeepers forget to send off these forms. So dare to be different, and get your form(s) to the Tax Office without delay.



	
Store your copy of each employee’s tax declaration in a secure location.

Store employee declarations in a place where other employees can’t find them, preferably in a file you keep for each employee.





[image: Warning] The Privacy Act places obligations on an employer to protect the tax file numbers of their employees. They must not be available to anybody who does not have a proper and authorised reason to access them.

 
Step Two: Supply a Fair Work Statement

Every time you hire a new employee, you’re legally obliged to supply them with a Fair Work Information Statement. This nifty little two-page document summarises employee entitlements and can be downloaded from www.fairwork.gov.au.

I actually quite like this particular document, nerdy as that may seem. The information is concise, readable and easy to follow, and acts as a great reminder of minimum legal obligations for employers. (Knowing your minimum obligations now is much better than finding out the hard way later.)

 
Step Three: Cover against mishaps

The idea behind workers comp is that all employers pay insurance to cover for the event of an employee getting injured at the workplace. This insurance means the employee receives compensation if unable to work.

If you’re a business owner, you must take out a workers compensation insurance policy, even if you only hire one casual and they only work for you every now and then. Otherwise, you will be personally liable should any kind of accident occur in the workplace.

If you’re a bookkeeper (rather than a business owner), you’re not usually responsible for ensuring that your employer has workers comp insurance in place. However, if you can’t see this expense appearing in the business accounts, you may want to prompt the owner as to whether they have taken out this essential cover.

 
Step Four: Subscribe to super

The whole superannuation rigmarole gets a little overwhelming. To keep up to date (after all, any information I write here could have changed by dinner time, let alone by the time you’re reading this), I suggest you visit www.ato.gov.au/super. However, at the moment, the superannuation samba steps go like this: 

	
Figure out whether you need to worry about super at all.

If a business has any employees who earn more than $450 before tax a month (in any one month of the year), or pays contractors for work that is primarily for labour, then super comes into the picture.



	
Double-check employment awards, agreements or contracts for any differences in super calculation methods.

A handful of awards and agreements have weird differences when it comes to super, such as having to pay 5 per cent if an employee earns between $350 and $450 a month.



	
If necessary, sign up to a default super fund.

Sometimes employees don’t already belong to a super fund or are slow to provide this information. If an employee fails to provide you with details of their super fund by the date their super is due, you have to pay the super into your employer-nominated fund (also referred to as your default fund). You can choose what this fund will be, so long as it is a ‘MySuper’ product (for a list of approved products, go to www.apra.gov.au).



	
Unless the employee first provides you with details of their super fund, supply all new employees with a Standard choice form.

Depending on the award or employment agreement, most employees are entitled to choose their own superannuation fund (rather than having to pay into your employer default fund). Unless an employee has already provided you with their preferred super fund, you need to provide them with a Standard choice form within 28 days of starting employment.



	
Ensure you have complete super fund details for each employee.

In order to pay super on behalf of an employee, you need the name of the fund and that employee’s membership number.



	
Every month or quarter, figure out how much you owe.

Not sure how? See the section ‘Calculating superannuation’, later in the chapter, for more details.



	
Pay up.

[image: Remember] You’re obliged to pay superannuation on the 28th day after the end of each month or quarter (the minimum frequency is per quarter, but some super funds specify that you have to pay monthly).





 
Step Five: Ensure your software is up to speed

If you’re hiring your first new employee, you need payroll software that can deal with Single Touch Payroll (STP). The idea of STP is that whenever you pay an employee, you submit details of this payment to the ATO.

In case you’re wondering, you can’t do this by logging onto the ATO and entering this information manually — the only approach the ATO accepts is that you use third-party payroll software that is approved as ‘STP-ready’. You first use this software to record your pays, and then the software sends a summary of wages, super and tax to the ATO.

If you’re just getting started with a small business, this requirement can seem pretty onerous at first. However, any regular accounting software sold in Australia is able to deal with STP (and if isn’t, beware!) Also, if subscription costs are your concern and you have four employees or fewer, you can find a list of approved payroll software solutions on the ATO website that all cost less than $10 per month (just go to www.ato.gov.au/STPsolutions).



Checking Minimum Pay and Conditions

All employers are obliged to offer employees certain minimum pay and conditions such as annual leave, sick and carer’s leave (also known as personal leave), and additional loadings for casual employees. Employers also have to comply with minimum conditions, such as the number and arrangement of hours that employees are required to work. Minimum pay and conditions vary depending on where your business is located and the industry in which you’re operating.

[image: Remember] The main thing to be aware of is that the onus is on the employer (rather than on the employee) to understand what the minimum legal pay and conditions are. If you’re the bookkeeper who’s responsible for wages, the employer may delegate this responsibility to you. (Unless, of course, you’re the business owner and the bookkeeper, in which case you can behave like a true small business person and delegate this job to yourself!)

[image: Warning] Figuring out what legislation applies to your workplace and location can be tricky, and something that is difficult to summarise in this book due to the frequent changes that arise. Accordingly, I start with a clear caveat: At the time of writing, my information is up to date. However, the onus is on you to double-check that what you read here still applies.

With this in mind, here are some pointers to ensure that employees are paid correctly: 

	
Check that Fair Work Australia is the correct source of information.

At the time of writing, if you’re a company structure or you operate from any state other than Western Australia, contact Fair Work Australia (phone 13 13 94 or visit www.fairwork.gov.au) for information about pay scales and employment conditions. However, you may want to check with your industry association or local chamber of commerce that this reference is still correct.

If you’re a sole trader or partnership based in Western Australia, visit www.commerce.wa.gov.au or phone 1300 655 266 for information about pay scales and employment conditions.



	
Review the pay, leave, awards and entitlements that apply to your industry.

Go to the Pay, Leave, Awards & Agreements, and Employee Entitlements pages at www.fairwork.gov.au. With pays, if you’re not certain what award applies to your business, seek further advice.

[image: Remember] The awards that apply in your workplace are a vital reference for any payroll officer. Carefully read through every award relevant to where you work. Whenever you have a query about an employee’s pay, keep in mind that these documents are a primary reference.



	
Check that your workplace complies with National Employment Standards.

The National Employment Standards (NES) provide a safety net that outlines ten minimum entitlements for all Australian employees, including maximum weekly hours of work, parental leave and annual leave.

The beady-eyed among you may spot that this document refers to minimum entitlements. Beware: Certain industry awards require you to provide more generous conditions than those described in the NES.





[image: Warning] Don’t be hoodwinked into thinking that an employer is okay to pay above the minimum for some things and below the minimum for others, justifying this juggling act by saying the two cancel each other out. The only time trading pay or benefits is okay is if an employer negotiates some kind of registered workplace agreement, and registers this agreement with the relevant industrial relations body.



Getting to Pay Day

Paying employees is a job that’s not without pressure. If you goof up and underpay someone, chances are you’ll get an earful from a disgruntled employee the next morning. If you overpay someone, you may be blessed with an eerie silence for days, weeks or even months.

To cope with the pressure, I suggest you devote your full attention to getting everything just right. Now is the ideal opportunity for your inner pedant to blossom.
 
Paying folks their dues

So you’re new on the job and doing payroll for the first time. You pick up the first timesheet in the pile. According to what’s written, this employee seems to arrive just before nine, leaves at five, and takes an hour for his lunch. Although you can’t see any breaks marked on his timesheet, you know that almost all employees take a break of 10 minutes every morning and afternoon. You can also see that this dedicated staff member rang in sick on Wednesday (no medical certificate), arrived late on Thursday, and took a day’s holiday on the Friday. You, lucky bunny, have to calculate his pay. Where do you start? Consider the following: 


	Always check that employees have enough leave accruals before paying leave: For example, if an employee chucks a sickie, you need to check that he or she has enough personal/carer’s leave available. If not, talk to the boss (unless that’s you, of course), who may decide to let this employee have leave in advance, take a day’s leave unpaid or take a day’s annual leave.

	Be clear about which breaks are paid, and which are unpaid: When calculating total hours worked, look up the award to figure out which breaks are paid, and which are unpaid. (Typically, most awards/employment agreements allow for one or two paid breaks per day, usually 10 minutes each, but lunch is an unpaid break.)

	
[image: Warning] Don’t be tricked by fractions: Remember to calculate hours as decimals, not minutes. For example, if an employee works 8 hours and 15 minutes, this means he or she worked eight and a quarter hours, so key in 8.25 hours, not 8.15 hours. (Maybe now you’ll regret all those times when you went surfin’ instead of going to maths class …)



	
[image: Remember] Don’t forget allowances: Stay alert for any allowances due to employees such as weekend loadings, uniform allowance, vehicle allowance or first aid allowance. Some allowances are paid for every shift (such as a Saturday loading), some allowances are paid weekly (such as a uniform allowance) and some allowances are more commonly paid monthly (such as motor vehicle allowance).



	Find out the rules about medical certificates: In most workplaces, you can ask employees to provide proof (such as a medical certificate) to verify personal or carer’s leave. The policy of whether or not to request medical certificates for short amounts of leave varies from workplace to workplace, and some awards include specific conditions also.

	Get the rate right! If you’re new to the job, the pay rates are probably correct at the moment. However, part of a payroll officer’s job often includes staying tuned to pay increases and changes to industrial relations legislation.


Assuming you record wages using accounting software, here are a few other points to bear in mind: 


	Set up employees so that pays calculate automatically: Set up each employee with standard pay details so that pay is calculated automatically. This way you only need to adjust an employee’s pay if anything is different from normal (such as commission paid, or holiday or personal leave).

	Speed your work with timesheet features: Some accounting software has timesheet features, so you can record start and finish times and send this information through to weekly payroll. In many workplaces, working this way is best because you not only meet all your record-keeping obligations (some awards specify that you keep track of start and finish times), but also use the accounting software to calculate total hours, all in the one go. Figure 8-1 shows a typical timesheet record.

	Use different pay categories to record leave: Remember that when an employee takes leave, even though he or she gets the same pay, you reduce the hours you allocate to Hourly Pay or Base Hourly and increase the hours you allocate to Holiday Leave Paid or Personal Leave Paid.

 

 [image: Snapshot of trying to use the timesheets feature in the accounting software.] 
FIGURE 8-1: If the feature exists, try using the timesheets feature in your accounting software.






Checking timesheets are accurate

I’ve observed over the years that someone who would never shoplift or steal can still be prone to rounding up hours on their timesheet. Adding an hour here or there is so easy to do and, if caught, an employee is more likely to get a warning than the chop. Industries with shift work, irregular working hours or overtime are the most vulnerable.

Part of your role as bookkeeper is to keep an eye on timesheets and alert management if you think a timesheet isn’t completely accurate. The best way to spot inaccuracies depends on the business, but here are a few possible methods: 


	Compare timesheets of staff members who are supposedly doing shifts together.

	Implement bundy clock or time clock systems, where employees have to swipe cards when they arrive or leave. If employees have work phones, you may be able to install an app that will track time automatically, based on the employee’s location.

	Put in a process so that any overtime has to be approved by management first.

	Standardise working hours, so that employees start and finish at specific times.

	Suggest to management that team leaders double-check timesheet start and finish times, and sign off on timesheets every pay period.

	From time to time, scan payroll reports with a view of seeing if a particular employee consistently claims more overtime than others.


[image: Tip] If you suspect that the business you work for has a culture of employees not reporting working hours accurately, suggest to management that they create a code of conduct (if they don’t already have one) that specifically states timesheet fraud of any kind will be taken seriously and result in disciplinary action.

 
Taxing pay (no mercy shown)

While any accounting software will calculate the amount of tax you need to deduct automatically, you may want to double-check this calculation from time to time, especially if you think an amount looks strange. You can check this figure on the ATO’s website (search online for ‘ATO Tax Withheld calculator’ to get to the right spot). You may also need to refer to the employee’s Tax File Number Declaration form, because you’ll find that all of the following can affect how much tax to deduct: 


	Is this employee a resident of this fair country? Non-residents have a different tax scale because they don’t receive the tax-free threshold and they don’t pay the Medicare levy.

	Does this employee have a tax file number? If an employee doesn’t provide a tax file number, you have to deduct tax at the top marginal rate, which at the time of writing is 46.5 per cent.

	Does this employee have a uni debt or student loan? If so, this employee has to pay extra tax if he or she earns over a certain amount per week.

	Does this employee have a second job? If an employee has two or more jobs, make sure to select the correct tax scale (you tax second jobs at a higher rate).


If the ATO tax calculator comes up with a different figure from your accounting software, check the following: 


	Are tax tables up to date? Tax tables tend to change most years on 1 July. If your accounting software is out of date, this may be the reason tax is calculating incorrectly.

	What is the pay frequency? For example, if you pay employees fortnightly, don’t select a weekly tax scale (or you will be overtaxing an employee).

	Is tax calculated before or after deductions? If you make any deductions from employee pay (such as child support, loan repayments or union fees), consult the company accountant about whether you calculate tax before or after this deduction. (Sadly, nearly all deductions are made after tax is deducted!)

	Is the employee paying superannuation salary sacrifice? Under salary sacrifice arrangements, the superannuation acts as a before-tax deduction, reducing the amount of tax you need to deduct from the employee’s pay.

	
[image: Remember] Is this employee receiving a one-off payment? Tax on irregular payments such as bonuses and termination or redundancy pay has different calculation rules.




 
Dealing with deductions

If you take money from an employee’s pay, chances are it’s a deduction. The most common deductions include child support, additional superannuation and union fees; other deductions include repayments of employee advances and loans, health insurance, salary packaging, social club membership and workplace giving programs.

The most important point to consider about any deduction category is how it shows up in your accounts. Just think: If you deduct an amount from an employee’s pay, the inevitable consequence is that you have to pay this money to someone else, whether this payment is due to a union, a finance company or the Child Support Agency. You mustn’t forget that you owe this money!

[image: Remember] Every payroll deduction creates a liability. Make sure that every payroll deduction category links back to a specific liability account in your chart of accounts. Keep track of the balance of this liability account and ensure that by the end of each month or quarter, you pay out exactly the same amount as you deducted from employee pays.

 
Calculating superannuation

At the time of writing, superannuation is a handsome 9.5 per cent of ordinary time earnings. (This rate is set to increase to 12 per cent by 2025.) Ordinary time earnings includes all regular wages, but doesn’t include irregular payments such as annual holiday leave loading, one-off bonuses and overtime. I provide a summary of the definition of ordinary time earnings in Table 8-1.
 
TABLE 8-1 When You Have to Pay Super (and When You Don’t)
 
	
You Must Pay Super on …


	
You Don’t Have to Pay Super on …







	
An allowance that is unlikely to incur additional expense (such as a first-aid allowance)

	
An allowance that is likely to be fully expended by the employee (such as motor vehicle allowance where the employee is obliged to use their own car)




	
Annual leave loading if referable to lost opportunity to work overtime

	
Other annual holiday leave loading




	
Bonuses

	
Accrued leave on termination




	
Casual or shift loadings

	
Ancillary leave such as jury duty




	
Payments in lieu of notice

	
Benefits subject to FBT




	
Government wage subsidies

	
Maternity or paternity leave




	
Holiday pay

	
Overtime payments




	
Long service leave

	
Redundancy payouts




	
Personal leave/carer’s leave

	
Reimbursement of expenses




	
Regular wages

	
Workers compensation payments (where no work is performed)







So, for example, if you pay an employee $500 a week, you pay an additional $47.50 a week (which is $500 multiplied by 9.5 per cent) into a complying superannuation fund on the employee’s behalf.

Sounds simple? Pretty much, but you do get a few exceptions to this rule: 


	The most common exception is for casual employees who earn less than $450 in a single month. If casuals earn less than $450 in a single month, you don’t have to pay a cent.

	You don’t have to pay super to employees under 18 who work 30 hours a week or less.

	Some domestic workers such as nannies and housekeepers are exempt if they work fewer than 30 hours a week. (Why nannies and housekeepers, who are saints sent from heaven as far as I’m concerned, should be a unique category deprived of super beats me, but there you go.)


[image: Remember] Stay clear of heavy fines and pay super for everyone who’s entitled to it, even if an employee is hired and fired by the time you come to pay super.

 
Submitting to Single Touch Payroll

As I explain earlier, Single Touch Payroll (STP) requires you to report employee wages, tax and super to the ATO every time you pay an employee and, to do this, you need specialised payroll software. (A handful of exemptions for small business exist, including if you are a family business with the only employees being family members. Check with your accountant if you think such an exemption might apply.)

I reckoned that STP was going to be a pain in the neck when it first came in but, as with so many things, I’m pretty much used to it now. In some ways, STP is even kind of efficient, particularly because it means employers no longer need to provide payment summaries to employees in July each year.

For you as an employer (or bookkeeper in charge of payroll), STP means that you must use payroll software to record your employee pays (refer to ‘Step Five: Ensure your software is up to speed’, earlier in this chapter, for more info). You also need to ensure you connect to the internet and submit your finalised pays to the ATO each pay run.

STP doesn’t change when you pay employees, and nor does it change your due dates for paying super or your BAS. Even if you pay employees weekly or fortnightly, you still only pay your BAS and super every month or quarter.

[image: Tip] Most bookkeepers I know, particularly those who work on a contract basis rather than as regular employees for a business, have advised clients to pay employees on a fortnightly rather than weekly cycle. This makes it easier to manage the STP obligations.



Taking Leave

Tracking employee holiday and personal leave is tricky. You’ve got to figure out what kind of leave employees are entitled to receive, how much leave each employee gets each year and how much leave you owe at any one time.

You can calculate leave entitlements using either a fixed number of hours per pay period or a percentage calculation. A fixed number of hours per pay period tends to work best for full-time salaried employees whose hours stay constant from week to week. Percentage calculations work well for part-timers, especially for part-timers whose hours vary from week to week.

[image: Warning] Don’t ever pay anybody a cent’s leave without first reading every single last line of their industrial award. Different employee awards stipulate different amounts of holiday and personal/carer’s leave per year, and calculation methods often vary for shift workers or permanent employees working irregular hours.
 
Calculating leave on a percentage basis

If you employ a lot of part-timers who work different numbers of hours, calculating entitlements on a percentage basis is the way to go. Check out how to calculate the correct percentage by absorbing the following examples: 


	Annual leave: If an employee receives 20 days holiday per year and the year has 260 working days (that’s 52 × 5), the sum for calculating annual leave equals 20 divided by 260. Multiply this by 100 to equal 7.6923 per cent. (Meaning the employee accrues 7.6923 per cent of an hour annual leave for every hour worked.)

	Personal/carer’s leave: If an employee receives 10 days personal/carer’s leave per year and the year has 260 working days (that’s 52 × 5), the sum for calculating annual leave equals 10 divided by 260. Multiply this by 100 to equal 3.8461 per cent.


Different accounting software packages take different approaches to calculating entitlements. Table 8-2 shows a quick reference for different calculation methods, regardless of how many hours are in a working week.
 
TABLE 8-2 Calculating Leave Entitlements
 
	
Amount of Leave Per Year


	
Hours Accrued Per Hour Paid


	
Percentage Calculation


	
Time Accrued for Every Hour Worked







	
5 days

	
0.019231

	
1.9231%

	
1 min 9 secs




	
8 days

	
0.030769

	
3.0769%

	
1 min 50 secs




	
10 days

	
0.038461

	
3.8461%

	
2 mins 18 secs




	
20 days

	
0.076923

	
7.6923%

	
4 mins 36 secs







[image: Warning] If you calculate leave entitlements on a percentage basis, make sure that you don’t calculate leave entitlements on anything other than regular pay (you don’t want employees to receive extra holiday leave just because they work overtime or receive a tool allowance). In other words, you accrue leave entitlements on base salary, base hourly pay, holiday leave paid and personal/carer’s leave paid. You don’t accrue leave entitlements on allowances, holiday leave loading and overtime.

[image: Warning] At the time of writing (mid-2020), the federal government is appealing a High Court ruling that may change the way personal/carer’s leave is calculated — please do double-check the leave calculations outlined in Table 8-2 with your accountant if you employ part-timers or shift workers.

 
Calculating hours per pay period

If you employ mostly full-time salaried employees whose hours stay fairly constant, you’re usually best to calculate employee entitlements as a fixed number of hours per pay period. This begs the question: How do you calculate how many hours an employee accrues per pay period? Use the following: 

	
Confirm how many weeks’ leave each employee is entitled to per year.

For example, an employee may be entitled to four weeks’ holiday, two weeks’ personal/carer’s leave and one week long service leave per annum.



	
Multiply the number of hours in the employee’s working week by the number of weeks’ entitlement.

For example, if employees are entitled to four weeks’ holiday leave per year and they work a 38-hour week, they are entitled to 152 (that’s 4 × 38) hours holiday per year.



	
Divide the total number of hours leave per year by the number of pay periods per year.

For example, if employees are entitled to 152 hours holiday per year and they get paid once a fortnight, this converts to 5.846 hours leave accrued per fortnight (that’s 152 divided by 26).



	
Double-check that your figures make sense.

Table 8-3 provides a quick guide to help you figure out how many hours to accrue per pay period for standard working weeks and common leave amounts. For example, if you give an employee 20 days holiday leave per year and he or she works a 38-hour week, this equates to 2.923 hours (which equals 2 hours 55 minutes) accrued per week.





[image: Remember] If you use Table 8-3 as your reference, remember to multiply these figures by two if you pay fortnightly, not weekly.



TABLE 8-3 Converting Leave Entitlements to Hours Accrued per Week
 
	
Days


	
28-hour Week


	
35-hour Week


	
38-hour Week


	
40-hour Week







	
5 days

	
0.538

	
0.673

	
0.731

	
0.769




	
8 days

	
0.862

	
1.077

	
1.169

	
1.231




	
10 days

	
1.077

	
1.346

	
1.462

	
1.538




	
20 days

	
2.154

	
2.692

	
2.923

	
3.077









Paying Tax and Super

The main payroll liabilities that all employers have to report for are 


	
PAYG withholding tax: This is the tax you deduct from employees’ wages.

Note: Don’t confuse PAYG withholding tax (PAYGW) with PAYG instalment tax (PAYGI). PAYG instalment tax is tax paid on earnings that aren’t wages, such as partnership or trust income.



	Superannuation: Employers pay a flat 9.5 per cent of wages in superannuation (this payment is called the Superannuation Guarantee Contribution), although employees sometimes choose to pay additional superannuation also. (This minimum rate is set to increase in 2021.)

 
Reporting and paying PAYG tax

Every time you pay an employee, you deduct tax from their wages (unless, of course, they earn a very small amount each week). This tax is known as Pay as You Go withholding tax, usually referred to as PAYG tax or PAYGW tax.

If you’re registered for GST, you pay PAYG as part of your Business Activity Statement; if you’re not registered for GST, you pay PAYG as part of an Instalment Activity Statement.

On your Activity Statement, W1 shows total wages and W2 shows the total of PAYG withholding tax deducted. In rare situations, you may also have amounts in W3 (investment distributions) or W4 (amounts withheld from suppliers who didn’t provide an ABN).

Almost all accounting software will populate the W1 and W2 total on your Business or Instalment Activity Statement reports automatically, and you may also be able to lodge this information electronically directly from the software. Alternatively, you may need to copy information from these reports into the ATO’s electronic lodgement portal, or onto the forms the ATO sends you.

 
Paying superannuation

As I explain earlier in this chapter, you need to pay superannuation on almost all types of employee wages. With Single Touch Payroll, although you report superannuation obligations to the ATO every time you pay an employee, you don’t actually pay super with each pay run. Instead, the deadline for super comes around 28 days after the end of each quarter (in other words, on 28 July, 28 October, 28 January and 28 April).

[image: Tip] Although you’re only obliged to pay super quarterly, you may find it’s easier from a cashflow perspective to pay superannuation every month (otherwise, three months’ worth of super can be a big slug to the bank account). Alternatively, you may wish to set aside the amount of super, and perhaps also PAYG tax, every fortnight or month in a separate savings account.

All businesses must pay super contributions electronically using a clearing house. The idea is that instead of paying employee super into several different funds each month, you simply pay one amount to a clearing house, which then distributes the funds to the individual funds.

Almost all accounting software has the functionality that the software itself acts as a clearing house, so you can generate a report for super from within your accounting software, and then proceed to make a single payment to a clearing house that’s affiliated with the software. Alternatively, if you have 19 employees or fewer or your turnover is less than $10 million, you can use the ATO’s free Small Business Superannuation Clearing House.

[image: Tip] If an employee fails to provide you with their super fund details in time, you still have to pay super on their behalf. In this situation, you need to pay the super into a fund of your choice (known as your default fund). You can choose what this fund will be, so long as it is a complying fund that is registered by APRA.

 
Watch out for payroll tax

Payroll tax (not to be confused with PAYG withholding tax or PAYG instalment tax) is a rather perverse kind of tax that only kicks in if your total wages bill exceeds a certain threshold. The fine print varies from state to state, but the crux of the matter is that as soon as a business pays out more than a certain amount per year in wages (ranging from $650,000 in Victoria to $2,050,000 in the ACT), the state government imposes an additional tax of between 2.4 and 6.85 per cent of the total wages bill. (Note: Payroll tax thresholds apply to your total national wages bill, but the tax is payable in each state.)

Any business with a wages bill of this magnitude will have some kind of payroll software, so you may well find that your software calculates the liability for payroll tax automatically. However, your job as a bookkeeper is to check that these calculations are correct.

Every state in Australia has a different dollar threshold above which payroll tax applies. Some states include subcontractors, directors’ fees and fringe benefits, others simply include straight up wages, and other states include a combination. The percentage of tax payable also varies from state to state, and the fun really starts when you have different employees working in different locations around Australia.

I’m not going to go into the fine detail of the legislation for each state — chances are it will be different by the time you read this book — but I can offer up three simple tips: 


	
[image: Tip] As a business grows and employs more staff, make sure you’re aware what the current wages threshold is for payroll tax. Keep checking monthly wages totals and warn your employer if wages approach this threshold.



	Even if your payroll software seems to calculate payroll tax automatically, take the time to double-check calculations, especially for businesses that operate in more than one state.

	
[image: Remember] Double-check exactly what gets included in any payroll tax liabilities. Do you need to include directors’ fees, fringe benefits, subcontractors or superannuation, for example?






Establishing a Schedule

With employees, the regular payroll run becomes a bookkeeping deadline that you live with from week to week, or from one fortnight to the next. However, your bookkeeping schedule needs to include more than just processing employee pay. You also need to cater to a coterie of government requirements.

Here’s the lowdown: 


	Every payday: Every payday, your job is to calculate employee wages, PAYG withholding tax, superannuation and employee deductions, and upload these details to the ATO via Single Touch Payroll. You’re also legally obliged to provide every employee with a pay advice, detailing info such as hours worked, hourly rates and tax deducted.

	
[image: Remember] Every time you hire a new employee: Get employees to complete a Tax file number declaration and submit this form to the Tax Office within 14 days. Also, depending on what award or agreement your employees fall under, you almost always need to provide employees with a Superannuation Standard Choice Form within 28 days (this form enables employees to choose their own super fund). You also need to supply each employee with a Fair Work Information Statement, a two-page document outlining minimum employment standards.



	Every month (or quarter): If you report for PAYG withholding tax every month, you get to have fun submitting an activity statement within 21 days of the end of each month. If you report for PAYG withholding tax every quarter (lumped together with GST), you include PAYG as part of your quarterly BAS payment, due 28 days after the end of each quarter.

	Every month (or quarter): Depending on the fund your employees belong to, the minimum superannuation guarantee is due either 28 days after the end of each month or 28 days after the end of each quarter. Be careful to check the percentage of super you have to pay, because annual increases are planned through to 2025.

	Every July: If you’re using Single Touch Payroll (STP), you must complete an End of Financial Year Finalisation Declaration. If you are not using STP, you may need to issue employees with a payment summary.

	Every August: If you paid employees any amounts that weren’t declared through STP, you need to lodge a PAYG withholding payment summary annual report (a form summarising total wages and tax for each employee) by 14 August. If you are in building and construction, IT, cleaning services, courier services or security, you also need to lodge a Taxable Payments Annual Report (TPAR) by 28 August each year.

	Every 12 months: You (or the business owner) must renew the workers compensation policy annually (and, depending where you are in Australia, this renewal date may or may not coincide with the end of your financial year). As part of the renewal policy, you complete both a declaration of actual wages for the previous 12 months along with an estimate of future wages for the next 12 months.


      

Chapter 9

Reconciling Accounts


IN THIS CHAPTER

[image: check] Calculating your opening bank balance

[image: check] Getting your first bank reconciliation off the runway

[image: check] Maintaining reports that show you’ve done the deed

[image: check] Employing tricks of the trade when all seems lost

[image: check] Lining up for even more fun — reconciling other kinds of accounts



In this chapter, I talk about the process of comparing the closing balance in your set of accounts against the closing balance for the same date on the statement from your bank. Accountants and bookkeepers call this process reconciling your bank account.

Reconciling bank accounts isn’t some arcane activity invented by masochistic bean counters. Rather, reconciling accounts is the only sure-fire way to identify you haven’t made any mistakes — such as entering a payment as $900 instead of $90 or a deposit twice — or a bank feed that hasn’t come through properly.

The good news is that reconciling bank accounts is surprisingly quick and easy and, although you may find this hard to believe, can even be rather satisfying in a weird, nerdish kind of way. (I’m not really a boring person. Just sometimes, I get excited over boring things. Spot the difference …)

Note: Xero — rather strangely to my mind — uses the term reconciling to refer to the approval, matching and entry of transactions. In this chapter, I explain how to take this process a step further using Xero, and independently verify account balances.



Getting Started

Did you ever see that old movie A Christmas Carol, based on the book by Charles Dickens? The beleaguered accounts clerk Bob Cratchit, under pressure from his heartless employer Ebenezer Scrooge, spends Christmas Eve completing the final bank reconciliation for his employer. Only when this reconciliation is complete is he permitted to go home for Christmas dinner with his family.

I hope that you’re never going to spend Christmas Eve getting your bank account to reconcile. Instead, use my easy step-by-step approach to the gentle art of reconciliation, and make sure you spend every festive occasion eating, drinking and being merry.
 
Deciding what bank accounts to reconcile

Most businesses have a few bank accounts, including savings accounts, PayPal accounts, credit cards and loans. A conscientious bookkeeper knows to reconcile all of these accounts. However, if you’re not conscientious — maybe you’re the owner of the business and you’re happy for your accountant to pick up after you — I suggest you slot bank reconciliations into three categories: 


	Accounts you have to reconcile: As a bare minimum, always reconcile the main business bank account. Unless you do this, neither you nor anyone else can rely on any financial reports.

	
[image: Tip] Accounts to reconcile if you have time: It’s a good idea to reconcile all credit card, savings and PayPal accounts, as well as the business bank account.



	Accounts to reconcile if you’re feeling conscientious: Ideally, reconcile all loan accounts as well. Loan accounts can be tricky, because you have to split up interest and principal on each loan repayment.


 
Calculating your true bank balance

Unless you’re a new business with a nil opening balance in your bank account, the first time you reconcile a bank account, you may need to calculate what the true balance of this account is. By true balance (also sometimes referred to as cashbook balance), I mean the bank statement balance adjusted for any uncleared withdrawals or deposits.

This means: 


	If you never write cheques, and you don’t receive payments from customers via EFTPOS, the true balance of your bank account is simply the balance as per your bank statement. Easy.

	If you still occasionally write cheques for suppliers, you need to deduct the value of any cheques that haven’t been banked by the supplier yet to arrive at the true balance of your bank account.

	Similarly, if you receive payments from customers by EFTPOS, you may also need to add the value of any merchant deposits that haven’t cleared into your bank account yet in order to arrive at the true balance of your bank account.


For example, maybe my bank statement says I have $1,500 in my account. However, I know that I just wrote a cheque for $200 to a supplier, and that this cheque hasn’t cleared yet. I also accepted a credit card payment from a customer for $1,200 that hasn’t shown up in my account yet. My true bank balance is actually $2,500 (that’s $1,500 less $200 plus $1,200).

So, in order to check that you’re starting off with the correct balance showing in your bank account, here’s what to do: 

	
Look up the opening balance on the bank statement.

For example, if you’re starting your books from 1 July, dig out June’s bank statement. Write down the closing statement balance as at 30 June.



	
List all uncleared withdrawals as at your starting date and write down the total amount.

By uncleared, I mean any cheques written before this date that haven’t been presented yet. I know hardly anyone writes a cheque anymore, but I’m including this step just in case.



	
List all uncleared deposits as at your starting date and write down the total amount.

For example, maybe you received several customer payments made by EFTPOS on 30 June, but these payments didn’t appear on your bank statement until 1 July or later.



	
Work out what the true bank account balance was at your starting date.

The true bank account balance is what you would have in your account if all uncleared payments and deposits cleared immediately. In other words, the true bank balance is the amount you wrote down in Step 1 (the balance from your bank statement), less the amount you wrote down in Step 2 (total uncleared withdrawals), plus the amount you wrote down in Step 3 (total uncleared deposits).



	
This is your opening balance for your bank account.

If you’re using accounting software, this is the opening balance you’ll enter for your bank account. You’re now ready to record the detail of any uncleared transactions. Read on to find out more …





 
Recording your opening bank balance using accounting software

If you’re using accounting software and you’ve already calculated your true bank balance (if not, refer to the preceding section), you’re ready to set up your first bank reconciliation. Here’s my neat 1-2-3 (plus one) approach: 

	
In your chart of accounts, make sure you not only have an account for your bank account, but also create a new account called Opening Balance Clearing.

If you have no uncleared withdrawals or deposits, you don’t need to do this step, because you have no uncleared transactions.



	
As the opening balance for your bank account, enter the balance as per the bank statement.

The mechanics vary, but any accounting software provides a spot for you to enter opening balances. As the opening balance for your bank account, enter the balance as per the bank statement.



	
Enter a separate transaction for each uncleared withdrawal, allocating to your Opening Balance Clearing account.

Using the example from the previous section of this chapter, I record a transaction for $200 (the amount of the uncleared cheque) and I allocate this withdrawal to the Opening Balance Clearing account.



	
Enter a separate transaction for each uncleared deposit, again allocating to your Opening Balance Clearing account.

Still referring to the example in the previous section of this chapter, I record a transaction for $1,200 (the amount of the uncleared credit card deposit) and allocate this deposit to the Opening Balance Clearing account.





All done? With opening balances for your bank account entered, you’re ready to reconcile your bank account (see the next section in this chapter for details). When the uncleared cheques or deposits eventually appear on your bank statement, simply record a transaction that transfers the amount out of your Opening Balance Clearing account and into your regular bank account.

[image: Tip] When all uncleared transactions finally appear on your bank statement and you reconcile these transactions, your Opening Balance Clearing account returns to a zero balance. Simple as pie.



Doing Your First Reconciliation

Just like losing your you-know-what (and if you can’t guess what I’m talking about, I won’t spell it out), the first time you reconcile a bank account is certainly the most daunting. But like with most things, practice makes perfect.

Keep the following in mind when performing your first reconciliation: 


	Most desktop accounting software requires you to mark off each transaction individually as part of the reconciliation process. See ‘Reconciling accounts when you’re not using bank feeds’ for details.

	For accounting software that has bank feeds enabled, the process of approving, matching or adding a transaction for each line on the bank feed automatically ‘reconciles’ the statement by marking the transaction as cleared. However, you still need to double-check this process by making a manual comparison between the balance as per your accounting system, and the balance as per your bank statement. See ‘Reconciling accounts when you have bank feeds’ for more details.

 
Reconciling accounts when you’re not using bank feeds

You only mark off transactions and reconcile accounts after you’ve recorded all banking transactions, such as employee pays, supplier payments or customer receipts. Reconciling your bank account using accounting software is then a pretty straightforward process. Grab your most recent bank statement, or log onto internet banking and print a statement. (Note: Take care to print a statement, rather than a transaction listing, because you want to be able to view the opening and closing balance, as well as a running balance.)

Then take my (rather hot and sweaty) hand in yours, and I’ll show you the way: 

	
[image: Remember] Enter all transactions right up to date.

Don’t forget miscellaneous transactions such as ATM withdrawals or bank fees.



	
Go to the reconcile function in your software.

Quite how you do this entirely depends on the software you’re using.



	
Compare the opening bank balance of your bank statement against the opening bank balance in the reconciliation window.

For example, in the desktop versions of MYOB, before you mark off any transactions, you compare the Calculated Statement Balance in the Reconcile Accounts window against the opening balance on your bank statement.

With Reckon and QuickBooks Online, you compare the Beginning Balance in the Reconcile an Account window against the running balance on your bank statement. When you find the spot on your bank statement that matches your Beginning Balance, you’re in luck. Start reconciling from this point onwards.



	
Enter the date you’re going to reconcile up to.

When you do your first bank reconciliation, don’t try to reconcile a whole page at a time. Instead, work in small, bite-sized chunks of a third or half of a page at a time.



	
Enter the closing balance from your bank statement into the appropriate spot.

[image: Tip] So, if you decided to reconcile your bank account up to 15 August, you enter the closing balance as at 15 August. With MYOB, I enter this balance into the New Statement Balance field at the top of the Reconcile Accounts window. In Figure 9-1, you can see how QuickBooks Online prompts me to enter an Ending Balance for the day I’m reconciling up to. I get this balance straight off my bank statement.



	
Working from the bank statement, tick off every transaction.

For every withdrawal or deposit into your bank account, click against the corresponding transaction in your accounting software.



	
Look to see if your bank account balances.

All accounting software has some way or other of letting you know whether you’ve got the goods, or not. QuickBooks Online shows a running ‘Difference’ amount; MYOB shows a running ‘Out of Balance’ amount. The aim of your game, of course, is to get this figure down to zero.



	
If you’re in luck, follow the prompts to complete your reconciliation.

When your bank account balances, you can holler with glee. You’ve just completed your first bank reconciliation. If your bank account doesn’t balance, don’t despair. I devote a couple of pages at the end of this chapter to troubleshooting tricks.





 

 [image: Snapshot of getting ready to reconcile accounts using QuickBooks Online.] 
FIGURE 9-1: Getting ready to reconcile accounts using QuickBooks Online.






Reconciling accounts when you have bank feeds

When you have bank feeds enabled in your software, the very process of reviewing transactions (and approving, matching or adding them) is the equivalent of marking the transaction as cleared or reconciled. (Indeed, Xero even refers to the process of reviewing and allocating transactions as reconciling your bank account.)

[image: Warning] Don’t let this terminology hoodwink you into thinking that you really have reconciled your bank account. Just because you click off every transaction from the bank feed menu doesn’t mean that your bank account is reconciled, even if you’re working with Xero and the dashboard actually says your bank account is reconciled. Bank feeds are not 100 per cent accurate — in fact, at the time of writing, the Yodlee service provider (which provides bank feeds in some instances for Xero) says it has a 99.8 per cent accuracy rate. Sounds okay, but think deeper — 99.8 per cent accuracy translates to one error for every 500 transactions.

Don’t panic — all you have to do is double-check that the closing balance at the end of each week or the end of each month reconciles. In MYOB, for example, go to the Reconcile Accounts window. If you’ve processed all transactions from your bank feed, these transactions should all be marked as cleared. Simply enter the closing balance from your bank statement for the end of the month in the top-right corner, check that the Out of Balance amount is $0.00, and click Reconcile. In Xero, you take a different approach, comparing the bank balance as per your Bank Reconciliation Summary report against your bank statement. Investigate any uncleared transactions and ensure the balance on this report matches to the cent against your bank statement.

[image: Tip] Depending on which bank you’re with, your accounting software may offer you a ‘direct feed’ from your bank account. This means the data you receive comes directly from your bank, rather than coming via a third-party provider such as Yodlee. If you’re offered this option, I suggest you accept (even if that means you need to complete and sign yet another form!). Direct bank feeds are generally more accurate and updated more frequently than third-party feeds.



Keeping Proof that You’ve Done the Deed

Every time you reconcile a bank account, I suggest you keep a record of your work. For example, Figure 9-2 shows a Bank Reconciliation Summary from Xero, listing the beginning balance of the bank account, any uncleared transactions, and the ending balance.
 

 [image: Snapshot of a Bank Reconciliation Summary from Xero.] 
FIGURE 9-2: A Bank Reconciliation Summary from Xero.





I recommend you generate a bank reconciliation report at the end of each month. I like to either print and attach these reports to the front of the relevant bank statement, or save an electronic version in a folder called Bank Recs.

Here are some points to remember when generating bank reconciliation reports: 


	
[image: Remember] When working with bank feeds, you need to verify the closing balance on the reconciliation report against the closing balance that your bank shows for the same date. This is the only way you can guard against possible inaccuracies in bank feeds.



	If your bank reconciliation report lists any uncleared transactions that are more than seven days old, chances are these transactions are errors or problems. You need to investigate each and every one of these troublemakers.

	Guarantee the affections of your company accountant (is this necessarily wise, you may ask?) and always produce a Bank Reconciliation report as at the last day of the financial year (30 June in Australia).




Troubleshooting Tricks

If your bank account doesn’t balance, don’t sweat. You wouldn’t be human if everything went right first time around. Instead, try the following: 


	Call on your hidden powers: How much are you out by? Does this amount ring a bell?

	Check that your opening balance is correct: Check that the opening balance matches against the starting point on your bank statement. (With accounting software, one of the most likely reasons for a bank account not reconciling is if someone deletes or changes a transaction belonging to a previous period that has already been reconciled.) If your opening balance isn’t correct, the solution can be quite complicated; however, if you software has an ‘Undo Reconciliation’ feature you may be able to go backwards in time to identify when the problem began.

	Compare the magic totals: Somewhere on your bank statement you can usually find a summary of total debits and total credits. If you complete a bank reconciliation for the same date range as this statement, you can match these totals against the totals in your reconciliation.

	Divide by two: Try dividing your out-of-balance amount by two, and look for a transaction for this amount. In other words, if you’re out by $90, look for a transaction equalling $45. This trick helps locate transactions that have been entered the wrong way round (a debit instead of a credit, a payment instead of a deposit and so on).

	
[image: Tip] Do the number nine trick: If you’re out by a multiple of nine, look to see if you put in two numbers back to front — for example, you entered 43 instead of 34, or 685 instead of 658. (It’s a curious thing, but if you turn a number back to front and subtract your result from the original number, the difference is always exactly divisible by nine.)



	Look for duplicate transactions: If you’re using bank feeds, it’s possible that an error in the bank feed process can cause a transaction to be imported twice.

	Look for missing amounts: For every line on your bank statement, make sure you tick off the corresponding transaction in the list of transactions you’re working with.

	Make sure you’re in the right spot: Did you start off from the right spot in your bank statement? It’s easy to accidentally skip a page or part of a page.

	
[image: Remember] Start again: If possible, unclick everything and then start again, but this time reconcile just half a page of the bank statement. Similarly, some software allows you to undo previous reconciliations so you can go back in time to when the bank last balanced. (However, be very careful before starting to undo bank reconciliations. If you’re not, you can make your problem worse, not better. Do a backup first if your software allows you to do so, and follow the recommended procedures.)



	Watch out when you’re in the red: If your bank account is normally in credit, but you’re overdrawn, be sure to show your new balance as a minus amount.




Balancing Other Kinds of Accounts

Inexperienced bookkeepers often think that reconciling the main business transaction account is a noble deed (true, true) and is as far as any reasonable person should go with this whole reconciliation caper (not so true). In fact, as a guerrilla bookkeeper committed to fight for the cause, your duty extends much further. You need to reconcile every single bank account in a business: Not just business bank accounts, but savings accounts, credit card accounts, loan accounts, PayPal accounts and clearing accounts too, as follows: 


	
[image: Tip] Clearing accounts: A clearing account is typically a holding account where transactions come in and then go out, such as Customer Deposits Held, Undeposited Funds, Electronic Clearing Account, Employee Advances and Suspense Accounts. Unless you’re using browser-based software (which generally doesn’t have a ‘ticking-off feature’) the best way to reconcile a clearing account is to use the reconcile accounts feature to mark off debits against credits, ticking off transactions when they match against one another. The statement balance of a clearing account should always be $0.00. This process of elimination means that once you’re done, only transactions that don’t have a partner yet show up as unreconciled.



	Credit card accounts: Reconciling a credit card account is the same as reconciling any other bank account. The main difference between reconciling a credit card account and reconciling a regular bank account is that you don’t have to account for uncleared transactions on a credit card (you simply record credit card withdrawals as they appear on the credit card statements).

	Loan accounts: Get hold of the loan statement and record the amount of interest charged by the bank every month. When you reconcile this loan, every interest charge shows as a withdrawal on the loan account, and every loan repayment shows as a deposit. You can then reconcile this account in the same way as you reconcile any other bank account.

	Savings accounts: Savings accounts are easy to reconcile. Simply make sure you record all deposits and withdrawals from the account, add the interest income transactions, and reconcile as normal.


     

Chapter 10

Understanding Financial Reports


IN THIS CHAPTER

[image: check] Understanding the difference between cash and accrual accounting

[image: check] Loving the kudos with income, not loss

[image: check] Feeling the heat? Read your Balance Sheet

[image: check] Wallowing in profit with not a bean in your pocket

[image: check] Plotting trends to see what the future intends



In this chapter, I don’t explain how to generate financial reports, but instead focus on how to understand financial reports. I address key questions such as, ‘Why does this report show a profit yet the business has no cash in the bank?’, ‘Why don’t tax payments show up as an expense?’ and ‘How can I compare one year against another?’

Most business owners don’t expect bookkeepers to understand financial reports, and many accountants are concerned that bookkeepers aren’t sufficiently qualified to provide advice in this area. However, understanding the basic format of a Profit & Loss or Balance Sheet report is quite different from providing financial planning or taxation advice.

A bookkeeper who isn’t afraid to produce financial reports, read them and consider the results is going to be a much better bookkeeper than someone who just provides data entry and never considers the consequences. By lifting your skills this extra notch, you can be a great asset to any business (even if your value isn’t listed on the Balance Sheet).



Cash versus Accrual — What’s the Difference?

As part of understanding financial reports, it pays to understand the difference between cash-basis and accrual reporting.

Cash-basis accounting, despite having a rather dubious ring to its name, is nothing to do with Mafia characters exchanging wads of cash in the dead of night. With cash-basis accounting you recognise income only when you receive a payment from a customer or make a payment to a supplier. For example, if you sell something on credit, you don’t record this sale as income at the point you send the customer an invoice. Instead, you record this sale as income when you actually receive the payment.

The same principle applies to purchases. You may receive a bill from a supplier and hold onto it for a couple of weeks before paying it. With cash-basis accounting, you don’t record this purchase as an expense at the time you receive the bill. Instead, you record this purchase as an expense when you finally pay the supplier.

With accrual accounting, you recognise income at the time the sale occurs, regardless of when you receive the payment from a customer. Similarly, you recognise expenses at the time you receive a bill from a supplier, regardless of when you pay this bill.

Accrual-based bookkeeping is best from a management accounting perspective because it produces the most accurate Profit & Loss reports. However, accrual-based bookkeeping usually takes longer than cash-based bookkeeping so, as a bookkeeper, you need to be confident that the extra time taken warrants the improved quality of information provided.

[image: Remember] If you use accounting software, and you take advantage of the sales or purchases features, you automatically do your books on an accrual basis. Unless you specifically ask for a cash-basis report, the financial reports in accounting software report income at the time you make a sale, not when you finally receive payment for it. Similarly, reports show expenses at the time you record purchases, not when you finally make a payment.



Telling the Story with Profit & Loss

A Profit & Loss report is a story, telling you how your business has fared over the past few days, months or even years. It lists sales at the top, purchases and expenses in the middle and a final profit (or loss) figure at the bottom, giving a quick and simple indication of whether a business is blooming with health or is as sick as a dog. You can see a typical Profit & Loss report in Figure 10-1.
 

 [image: Snapshot of a typical Profit & Loss report.] 
FIGURE 10-1: A typical Profit & Loss report.





[image: Remember] Although most Profit & Loss reports are pretty easy to understand, don’t be tempted into thinking that a profit is cause for partying and a loss is reason for a maudlin drinking bout. The important thing is to understand not only what the bottom line is, but also why the business made a profit (or loss!) in the first place.
 
Putting income under the microscope

When you look at income in a Profit & Loss report, bear the following in mind: 


	
[image: Gst] Income figures on a Profit & Loss report don’t include GST. For this reason, the income figures on your Profit & Loss report may not match with the income figures on your sales and GST reports.



	Unless you specifically request a cash-based Profit & Loss report, the income on a standard Profit & Loss report shows income that the business earns, and not cash that the business receives. For example, imagine I make a single sale during March for $10,000, and no sales in the month of April, but I receive payment for my March sale on 1 April. In this scenario, my Profit & Loss reports show $10,000 income in March and zilch in April, even though April is when I received the cash.

	Some accountants like to separate non-trading income, such as interest or investment income, into a heading called Other Income that sits at the bottom of a Profit & Loss report.


[image: Tip] When you look at the income on a Profit & Loss report, ask yourself whether the income section of this report provides enough information. For example, do you also want to see how much income is generated from different business divisions, locations, jobs or projects?

I like to group income into at least four or five categories (something I talk about in Chapter 3), but within these categories, I often like to track the income from individual cost centres. This kind of detailed tracking is usually only practical if you use accounting software. In MYOB, the jobs and categories features provide a way to get more detail about income sources; in QuickBooks Online, the best approach is to use Class/Location features; in Xero, you use category tracking.

 
Weighing up gross profit

Cost of sales accounts are variable expenses that relate directly to sales (for more on the topic, refer to Chapter 3). Cost of sales accounts appear below the income accounts in a Profit & Loss report; the total of these accounts is called cost of goods sold.

If you deduct total cost of goods sold from total income, you arrive at a figure called gross profit. For example, in Figure 10-1, the total income is $521,100, the total cost of goods sold is $350,200 and the gross profit is $170,900. The percentage of gross profit against sales — 32.8 per cent in Figure 10-1 — is called the gross profit margin.

[image: Remember] Make sure you report gross profit correctly, and that the Profit & Loss report includes all variable expenses in the cost of goods sold section of the report. In the perfect world, even if total sales fluctuate and total cost of goods sold fluctuate, so long as the general mix of products and services doesn’t change, the gross profit margin itself should always remain relatively constant.

 
Watching expenses, dollar for dollar

You may be wondering what there is to understand when looking at expenses on a Profit & Loss report. After all, an expense is just an expense, isn’t it? Well, not quite. Keep two things in mind: 


	Expenses are different from expenditure. Expenditure includes not just regular expenses, but also money spent on capital equipment. (You allocate capital expenditure to an asset account in the Balance Sheet, and not to an expense account in the Profit & Loss.) Therefore, while a Profit & Loss report shows all business expenses, it doesn’t show all business expenditure.

	Unless you specifically request a cash-based Profit & Loss report, expenses show up in the Profit & Loss as soon as you record the bill, regardless of when you pay the supplier.


Nothing is worse than a Profit & Loss report that lists pages of expenses in no particular order, so, in addition to understanding how expenses appear on a Profit & Loss report, take action if the report itself looks like a dog’s breakfast: 


	If a business has a lot of expenses, group them into headings. Refer to Figure 10-1, where I break expenses into Administration Expenses, Occupancy Expenses and Payroll Expenses.

	Within each heading, keep expenses in alphabetical order. If you’re using accounting software, you may need to renumber your expense accounts so they display in order.

	If you have an expense account with a piddly amount in it at the end of 12 months (less than $100 or so), get rid of it by combining this account with another similar expense account. The less clutter, the better.

	Calculating depreciation is usually a task that falls to the company accountant, and not the bookkeeper. If you’re generating a draft Profit & Loss report for management to review, you may want to add a note that depreciation isn’t included, and the profit may be overstated.




Painting a Picture with the Balance Sheet

A Profit & Loss report tells a story about what’s going on in a business over any period of time. In contrast, a Balance Sheet shows a candid snapshot of how much a business owns and how much it owes at any point in time.

In Figure 10-2, my sample Balance Sheet starts by listing assets (such as the bank account, stock on hand, furniture and computer equipment), and then moves to liabilities (credit cards, supplier accounts, loans and the like). The bottom line finishes with a flourish, calculating the difference between assets and liabilities. This figure represents the equity — the owner’s or shareholders’ stake in the business.
 

 [image: Snapshot of a Balance Sheet showing the assets and liabilities of a business.] 
FIGURE 10-2: A Balance Sheet provides a snapshot, showing the assets and liabilities of a business.





[image: Remember] If an auditor wants to check a set of accounts, their main tactic is usually to verify the balance of every single account in the Balance Sheet. (Why? Because if both the opening and the closing Balance Sheets for any given period are correct, the auditor can be sure the report that connects the two, namely the Profit & Loss report, is also correct.) As a bookkeeper, feel free to take a leaf out of the auditor’s book and aim to not only understand every account on the Balance Sheet, but also be confident that the balance of every account is correct.
 
Sketching assets, black as ink

At first glance, understanding the assets section of a Balance Sheet is simple. Assets are just a list of what the business owns, right? Sure. But in order to make sure you fully understand the assets section of a Balance Sheet, you may want to dig a little deeper: 


	A standard Balance Sheet starts by listing all bank accounts and cash balances. Easy to understand; however, you want to make sure that every single one of these balances is correct, up to date and matches with bank statements for the same period.

	Next on a Balance Sheet, also included in current assets (for definitions of current, non-current and intangible assets, refer to Chapter 3), you get Accounts Receivable and Stock on Hand. Your job is to check that Accounts Receivable matches against the Aged Receivables report, and that Stock on Hand matches against your inventory valuation report for that period.

	
[image: Warning] Non-current assets are next on the scene, shown at historical cost (in other words, the original cost of the asset) less depreciation. Beware that historical cost isn’t necessarily a good indicator of what an asset is worth. Land and buildings in particular tend to increase in value over time, and historical cost doesn’t reflect this.



	
[image: Tip] If you’re doing a super-conscientious job, don’t forget to compare the value of fixed assets on your Balance Sheet against the values on your depreciation schedule.



	Intangible assets come last, and include assets such as company formation expenses, franchise purchase fees, goodwill, intellectual property and trademarks. With intangible assets, bear in mind that the value shown on the Balance Sheet doesn’t necessarily reflect an asset’s real worth. Goodwill in particular may be overstated or understated, because the value in the Balance Sheet usually only shows the amount a business paid for goodwill, and this payment could have been many years ago.


 
Drawing liabilities, red as blood

Liabilities include everything that a business owes to others, such as credit card accounts, supplier bills, GST owing and bank loans. Make sure that you give the liabilities in your Balance Sheet the love they deserve: 


	Make sure the balances of any credit cards equal credit card statements for the same period.

	Check out the balance of Accounts Payable and make sure this balance is the same as the Aged Payables report for the same period.

	Make sure any loans that appear in the Balance Sheet match with bank loan statements for the same period. You may also want to double-check the balances of any hire purchase accounts.


 
Sculpting equity, cast in gold

The equity section of a Balance Sheet represents the interest that shareholders or an owner has in the business, including both capital contributed and the profit or loss built up over time. Because debits always equal credits, total equity always equals the difference between assets and liabilities.

If you’re looking for a more intuitive understanding of equity, maybe a real-life example will help. Imagine you pitch up in the desert with two mates, Bruce and Wayne. You have $10 in your pocket when you arrive. The state of play is 




	
Assets $10

	
Liabilities $0

	
Equity $10







After a fabulous game of poker, you still have $10 but you owe Bruce two dollars and Wayne owes you three dollars. You’re one dollar ahead! The state of play now is 




	
Assets $13

	
Liabilities $2

	
Equity $11







In other words, you still only have $10 in your pocket, but the equity in your noble poker business has increased. To calculate equity, you add up all the assets (including aspects such as cash, customer accounts owing and motor vehicles), and then subtract all the liabilities (stuff such as credit cards, supplier accounts outstanding and loans).

The equity section of your Balance Sheet always equals the difference between assets and liabilities. If total equity is a positive figure, the business has made a profit over time and some of this profit has been left in the business (either that, or the business owner/shareholders have put their own capital into the business). If total equity is a minus figure, the business has made a loss over time or business owners/shareholders have taken out more than they have put in (or a combination of both).



Understanding the Relationship between Profit and Cash

I can’t believe how often clients ask, ‘Veechi, my reports say I’m making heaps of profit, but how come there’s nothing in the bank?’ Similarly, I occasionally witness clients who are wallowing in cash and living the high life, even though their Profit & Loss reports are decidedly gloomy.

[image: Remember] The long and short of it all? Profit doesn’t equal cash and cash doesn’t equal profit.
 
Why there’s profit but no cash

Why is it that sometimes a Profit & Loss report shows that a business is doing well but there’s no cash anywhere to be seen? I set out a few possible explanations here: 


	The tax hounds have got in on the act: The sad truth of the matter is that as soon as a business makes any profit, it has to pay tax. Tax payments chew up cash, but usually don’t show on Profit & Loss reports.

	The cash has gone towards buying new equipment: Any new gear that costs more than a certain amount isn’t immediately tax deductible and so doesn’t show up as an expense on the Profit & Loss report, but is listed as an asset instead.

	The business has repaid loans: Loan repayments don’t usually show up as expenses, meaning that loan repayments gobble up cash but don’t affect the profit.

	Customers owe heaps of money: If a business bills a customer in April, the Profit & Loss report shows this income in April, even though the business may not receive the cash until weeks or months later. If you look at the Profit & Loss report for the whole year and customers owe more at the end of the year than they did at the beginning, the difference is a direct drain on cash.

	You have increased inventory levels: If you buy or manufacture goods for resale, as your business grows, your stock levels will increase, quickly using up cash.


 
Why there’s cash but no profit

It may be easy to grasp why a business may not have any cash even though the business is turning a profit. However, what about the opposite scenario, where a business is rolling in cash but the Profit & Loss reports look decidedly gloomy? In many ways, this situation is even worse, because the business owner can all too easily get lulled into a false sense of security, spending beyond their means.

Here are some reasons cash may be rosy but profit grim: 


	Your business has received a loan: Loans are both a blessing and a curse. When a business receives a loan, the sudden influx of cash can burn a hole in the thickest of pockets.

	Creditors have built up: A business can get by for quite a while making a loss but staying afloat, simply by running up outstanding accounts. If a business starts to stretch out suppliers to 60, 90 or even 120 days, it not only generates a fair amount of bad feeling, but wads of cash also.

	Stock levels are lower: If stock levels go down, the business has more cash available. Simple as that.

	Customers owe you less money than before: If customers owe you less at the end of a reporting period than they did at the beginning, this will be a source of cash.

	
[image: Gst] You haven’t paid taxes to the government yet: Your Profit & Loss report shows income and expenses not including GST. However, if you haven’t lodged your BAS yet, you’re likely to end up with additional funds in your bank account as the due date for lodging this return approaches.






Scrutinising Results

If a business has been operating for more than a couple of years, you can learn a great deal about how it’s tracking by comparing the results of the current year against the results of the previous year. I like to go through both the Balance Sheet and the Profit & Loss reports and compare last year’s result against the current year’s result for every single account.

[image: Tip] In particular, I like to calculate the difference between the years on both a dollar basis and a percentage basis, as I do in Figure 10-3 (if the accounting software doesn’t provide this information as standard, I send the report into Excel and create a custom report myself).

I can’t tell you exactly what to look out for, because every business is different, but all you need is an eye for detail and a decent dose of common sense. For example, check out Figure 10-3, which compares a Profit & Loss report from one year to the next. Here are just some of the questions a report like this would make me ask: 


	On a positive note, sales are up by 5.5 per cent. Looks healthy, but how do other businesses in the same industry compare? Also, what was the inflation rate for that year?

	On a gloomy note, gross profit hasn’t quite increased by the same percentage. Unless a business changes pricing policies, the gross profit percentage normally increases at the same rate as sales. Is there a mistake in the accounts or is the business genuinely making a tad less profit on every sale?

	Expenses are all pretty consistent, with the notable exception of a whopping increase of 18 per cent in wages, which represents over $8,000 in additional costs. Why did wages go up so much? Was this change warranted?



 [image: Snapshot of comparing this year against last year as part of scrutinising results and performance.] 
FIGURE 10-3: Compare this year against last year as part of scrutinising results and performance.





 	The final net profit result is disappointing: Despite a solid increase in sales, the net profit is actually less than the previous year, primarily due to an increase in wages that far exceeds the increase in sales, and a decline in the gross profit margin. Does management realise this has occurred, and what steps do they intend to take to turn this trend around?


This process isn’t rocket science, is it? I suggest you waste not a moment longer: Chuck this book unceremoniously on the floor (okay, perhaps not if you’re reading this on a device) and go compare a current year’s Profit & Loss report against a previous year’s. I bet you can spot at least ten things worth investigating before the day is done.

     

Chapter 11

Starting a New Financial Year


IN THIS CHAPTER

[image: check] Finishing the old year in style

[image: check] Communicating and sharing data with your accountant

[image: check] Starting a new year (if you have to) and archiving data



The end of one financial year and the beginning of another can be a big deal for bookkeepers. Not only do you have to get a whole year’s books in order, ready for the company accountant to do their stuff, but in some situations, you also need to make journal entries so you can match your accounts with those from the accountant.

In this chapter, I talk about what’s required to get the old year’s accounts in order, including important details such as whether you can record transactions in the new year before the old has been finished, and what you need to get ready at the end of each financial year. I also dwell on that most delicate of relationships — the one between a bookkeeper and an accountant — and provide a few tips for a long and happy marriage.

Finally, I describe what happens at the end of the accounting cycle. I delve into the topic of final year-end adjustments (exciting stuff indeed) and how to close off your accounts once everything is complete.



Finalising the Old Year

Compared to a whisky-filled New Year’s Eve party, seeing out the financial year can be a drab affair. Even worse, a fair bit of preparation is vital before you can do any wild carousing.
 
Out with the old year … in with the new

When you finish off the books for the year and you’re ready to tell the company accountant that they can get on and do their stuff, you want to be confident that you’ve done the best job possible, right? Then follow my step-by-step guide and don’t miss a beat: 

	
Complete every transaction up to the last day of the financial year (usually 30 June).

[image: Tip] You can record transactions in the new year without having to finish recording transactions in the old. You’re fine to keep recording sales, customer payments and other everyday stuff in the new year, and take a few weeks to make sure that all transactions are spot on in the old year.



	
Check your work for the previous 12 months.

Ensure that all bank accounts are reconciled, that your Aged Receivables and Aged Payables reports make sense, and spot-check that you have allocated transactions to the correct accounts.



	
Check that your Profit & Loss and Balance Sheet reports for the last 12 months make sense.

Chapter 10 explains how to review these vital reports.



	
Generate all end-of-year reports that you require for your own records.

For more about end-of-year reports, see the following section.



	If you’re working in a desktop-based accounting system (as opposed to working in the cloud), make a backup.


	
Supply the company accountant with all the information they need.

Different accountants want different stuff, so ask for a list of what’s required (see also the following section). If you’re using desktop-based accounting software, the accountant will definitely need a copy of your company file. Alternatively, if you’re working with browser-based software, simply provide your accountant with a logon ID and password (if they don’t already have one) so they can work directly in your file.



	
Protect last year’s data so that you can’t inadvertently make any changes to the year just gone.

For this exercise in prudence, make your way to ‘Protecting against accidents’, later in this chapter. (Fear not, no contraceptive devices are involved.)



	
Wait a few weeks … la di da. When your accountant sends completed financial reports, figure out what adjustments you need to make, if any, to your current data.

Skip to ‘Matching the accountant’s figures against your own’ for details. (Note: If you’re working in the cloud and your accountant does his or her adjustments directly in your company file, you can skip this step.)



	
Do a final backup and label it Final End of Year.

The only difference between end-of-year backups and regular backups is that you store end-of-year backups separately, never to be used again. For more about backups, see ‘Archiving data’ later in this chapter. Again, if you’re working in the cloud, you don’t need to worry about this step.



	
If your accounting software requires it, initiate the new year process.

Some software, such as the non-cloud-based versions of MYOB, requires that you execute a command closing one year and starting another. Other software, such as QuickBooks Online and Xero, doesn’t require you to lift a finger — you can keep as many years ‘open’ as you like.

[image: Warning] If your software doesn’t require that you close the old year, do ensure that you’ve ‘locked’ last year’s dates. See ‘Protecting against accidents’, later in this chapter, for details.



	Pop the champagne bottle — you’re done!




 
Generating end-of-year reports

Theoretically, if you keep organised backups of your company file or you’re working in the cloud, you don’t need to generate any reports at all when preparing for year end. However, I like to save reports in PDF format as a final reference and supply these to the company accountant as part of the year-end process. (Not all accountants are familiar with all accounting software packages, so you may save the accountant time by providing them with all the reports they need, ready to go.)

[image: Tip] When you work with browser-based software (such as MYOB Essentials, QuickBooks Online or Xero), you can’t take a point-in-time backup. A point-in-time backup is a copy of your data at a specific time, and can be useful if you want to compare what your data is now against what your data was before your accountant made his or her end-of-year adjustments. For this reason, I strongly recommend you generate a set of end-of-year reports before asking your accountant to review your accounts.

Here’s a list of end-of-year reports that provide a fairly complete reference of your financial position: 


	A Profit & Loss report for the financial year

	A Balance Sheet for the last month of your financial year

	A summary GST report, either for the whole year or for each GST reporting period

	An Aged Receivables and Aged Payables report for the last day of the financial year (note that the exact name of this report depends on what software you’re using)

	All end-of-year payroll reports, including year-end payroll reconciliations

	A report showing the cost value of inventory as at the last day of the financial year, along with any stocktake reports for that date

	Bank reconciliation reports for each bank account for the last day of the financial year

	A transaction report listing every single transaction for the year, sorted by account (this is definitely a report you’ll want to save as a PDF, rather than printing out on paper)


[image: Tip] Xero has a neat feature that allows you to ‘publish’ reports, saving a PDF of any report within Xero itself. This means that your accountant (or anyone else for that matter) can simply go to the Published tab within the Reports menu to view all key reports.

 
Protecting against accidents

At Step 10 in the section ‘Out with the old year … in with the new’ earlier in this chapter, I mention protecting your data for the year that you have just completed.

Exactly how you do this depends on what software you’re using: If you’re working in MYOB, you lock the periods; in Reckon, QuickBooks Online or Xero you set a closing or lock date.

When you protect data in this way, what you’re doing is preventing anyone from accidentally creating or editing transactions in the period that you’ve just completed. Here’s why: 


	
[image: Warning] Imagine if you tell the accountant that the books are ready for them to prepare your tax return. Your accountant starts finalising everything, but in the meantime you come across a credit card for that year that you’ve missed and you start adding transactions. Chances are that this moving feast of information will only serve to confuse your poor accountant, a scenario which will probably end up costing time and money.



	In another scenario, imagine that your tax is already finalised for one year, but you inadvertently date a transaction with the wrong date, maybe dating an expense as January 2021 rather than January 2022. Unless your accountant is completely on the ball checking opening balances, you’re likely to miss out on this tax deduction completely.


Note: Protecting data at the end of a financial year is different from executing a command that formally ‘starts a new year’ — a process that some accounting software packages require (see ‘Starting a New Year’, later in this chapter, for more details). Protecting data simply prevents anyone from changing data from a prior year, whereas starting a new year often involves purging data from a prior year.

[image: Tip] Incidentally, I don’t reserve these data protection features for financial year-ends only. I often suggest clients protect data each time they lodge their Business Activity Statement so that they can’t inadvertently make changes to an accounting period that has already been finalised.



Communicating with Your Accountant

The biggest key to any relationship, whether it’s with your accountant, your lover or your cat, is communication.
 
Sharing your accounting data

If you’re sending data to the company accountant on a flash drive, via email or via a service such as Dropbox (as opposed to providing your accountant with a login to your cloud-based company file), bear the following in mind: 


	
[image: Remember] Add passwords to your data: Before sending confidential company information off into the ether, add password protection. (Just don’t forget to let the accountant know the password.)



	Ask your accountant about file formats: If you use a Mac (lucky you), do check that your accountant can read your file. You may need to contact the software company to ask if it’s possible to transfer data from one platform to another, because most accountants work only with PCs.

	Beware of file size if emailing data: Most mail servers bounce back emails if attachments exceed 10 MB or so. If your data is larger than this limit, don’t even try to send it by email, but instead copy your data onto a flash drive or use a file mail service such as Dropbox or Google Drive (see www.dropbox.com or www.google.com/drive for details).

	
[image: Tip] Let the accountant know what you’ve done: I like to send a simple covering email or letter where I explain in bullet point form everything that I’ve completed (bank reconciliations, debtor reconciliations and so on). I also list everything that I know needs completing, such as depreciation journals, hire purchase journals or intercompany transactions.



	Make a copy of your data first: When you make a copy of your file for your accountant, make an additional copy for yourself. This copy can be a useful reference if you’re trying to understand later on what the accountant has done in their adjustments, or if you end up in the tricky situation that someone else in the business inadvertently makes changes to the data for the period that you’ve already submitted to the accountant. (Refer to ‘Protecting against accidents’, earlier in this chapter, for more info.)

	Send a copy of the data, rather than a backup: Most accounting software compresses data in some way as part of a backup routine, and decompressing data can be confusing for the accountant if they don’t use exactly the same version of software. You’re best to go to My Computer (on a PC) or the Finder (on a Mac) and simply make a copy of your company file.


Of course, if you’re using browser-based software, you don’t need to send any data to your accountant. All you have to do is set up your accountant as a financial advisor, and provide them with a login and password. Easy as pie.

 
Matching the accountant’s figures against your own

So, the months are ticking by and the company accountant finally finishes the accounts for the previous financial year, and delivers a shiny set of accounts complete with tax returns. What happens next?

If you’re working in the cloud and your accountant has made adjustments directly into your company file, you probably don’t need to do a thing. Simply double-check that the Balance Sheet in the final set of accounts from your accountant matches with the Balance Sheet for the same date in your cloud-based accounts. (I still occasionally come across accountants who diligently log in to their clients’ cloud-based accounts, print out key reports, then rekey this information into their own practice software, and then make adjusting journals there. Sad, but true.)

[image: Remember] If you work with desktop-based accounting and you’ve been working on your accounts at the same time as your accountant has been working in a copy of your company file, then the first thing to remember is that the accountant will have made adjustments to the set of books that you provided. In order for you to bring your accounts into line, matching up your records with those of the accountant, you need to make adjustments that mirror those of your accountant’s.

In the ideal world, the accountant sends you a sweet note with a list of the journal entries that they would like you to make in order to bring your accounts in line with theirs. In the real world, many accountants don’t bother to keep track of the journal entries they make, leaving the bookkeeper to figure out these adjustments themselves. (Many accountants feel that their clients don’t really need to be able to generate their own Balance Sheets. For some simple businesses, this may be the case, but for many other businesses, maintaining an accurate Balance Sheet is critical.) If this happens to you, I suggest you contact the accountant and ask them to provide you with this information.

 
Bridging the communication gap

When working with your accountant, keep the following in mind: 


	
[image: Remember] Ask for advice instead of bookkeeping: Have you ever heard of an accountant who lowered annual fees? No, me neither. So, if the accountant used to provide bookkeeping services but now you’re doing 90 per cent of the work, harbour no illusions that these labours will save the business money. Instead, be realistic and get your pound of flesh by asking for business advice, in place of the bookkeeping services the accountant used to provide.



	Ask for criticism: Don’t be too laissez-faire about your accounts, relying on your accountant to fix up all your mistakes every time your tax falls due. It’s a waste to pay good money for your accountant to fix the same mistakes, year in, year out! A much healthier scenario is the one where you ask your accountant to explain what you’re doing wrong and get them to teach you something new every time they work with your file.

	Become more informed: With most accounting software, you can produce your own Profit & Loss and Balance Sheet reports whenever you want, at the click of a button. Ask your accountant to look through these statements with you, explain what they mean and analyse what the business could be doing better.

	Plan ahead: Don’t wait until the financial year end has come and gone before worrying about tax. Get your accountant to give your company file the once-over a couple of months beforehand and ask whether you should do anything before the financial year comes to a close.




Starting a New Year

Even after you finish the last year’s books as best you can and you send this information to the accountant, and even after you get the stuff back from the accountant and journal all those pesky year-end adjustments, your work is still not done.

Depending on what software you use, you may need to complete the year-end process by instructing the software to start a new year, clearing one year’s balances ready for the next. You also need to mark this auspicious occasion by backing up and archiving your data. (Note: The only mainstream software that requires you to start a new year is the non-cloud-based versions of MYOB. QuickBooks Online, Reckon and Xero don’t require this procedure.)
 
Understanding what happens when you start a new year

Are you trying to get a handle on why starting a new year is such a hullabaloo? The reason is this: When you start a new financial year, all the balances in your Profit & Loss accounts return to zero, but the balances in your Balance Sheet accounts stay constant, carrying forward from one year to the next. (Note: Profit & Loss accounts include all income, cost of sales and expense accounts; Balance Sheet accounts include all asset, liability and equity accounts.)

For example, when you start a new year in MYOB software, three things occur: 


	You replace last year’s historical totals with the totals of the year just completed.

	Depending on your selections during the process, you either end up purging all transactions dated the previous year, or you end up locking these transactions so that they can never be changed, and can only be viewed.

	You move the balance of current year earnings into retained earnings and set all income, cost of sales and expense accounts to zero.


 
Archiving data

If you’re working in the cloud, you don’t require end-of-year backups because your data is never purged at year’s end. However, do remember that if you ever close your business or unsubscribe from your accounting software, then a final backup is vital.

On the other hand, if you’re not working in the cloud, you’re probably already familiar with the importance of backing up. But for how long do you need to keep these backups?

The exact length of time depends on your business structure and whether you have employees or not, but in order to play it safe, a good general rule is to store backups in a safe place for at least seven years.

Hopefully, you already create a special backup at the end of each year and you store these backups separately in a safe place. (If not, it’s time to start, now!) However, if you change your password from time to time, can you guarantee that you’ll be able to remember what your password was five, six or even seven years earlier? Probably not.

[image: Tip] Save yourself from such dramas by writing your password or a password clue on the front of your end-of-year backups (if you have physical backups) or by adding a password clue to the filename (if you store your backups online).

[image: Tip] Even if you don’t work in the cloud on an everyday basis, storing your end-of- year data in a secure cloud location makes good sense. Storing backups off-site is the only way to protect valuable business data from fire and theft, and the cloud provides the perfect safe location.


   

Chapter 12

Ten (Or More) Tips for Contract Bookkeepers


IN THIS CHAPTER

[image: check] Registering as a BAS Agent — what’s involved and why it’s such a big deal

[image: check] Being honest as a mirror, straight as an arrow

[image: check] Ensuring that any information you submit is up to scratch

[image: check] Putting systems in place to look after yourself, and your clients too



If you have your own bookkeeping business, or you’re thinking about starting your own bookkeeping business, you must first ensure you have all the necessary qualifications, experience, registrations and insurance in place.

Only bookkeepers who register with the Tax Practitioners Board (TPB) — and have the experience and qualifications to do so — are able to provide ‘BAS services’ for their clients. The definition of BAS services is very broad, and includes relatively mundane activities, such as selecting default tax codes for accounts, as well as more complex tasks, such as generating employee payment summaries.

In this chapter, I provide a rundown of the legal framework for bookkeepers, including training requirements and professional standards of behaviour. I also touch on issues that all contract bookkeepers need to consider, such as codes of conduct, professional indemnity insurance and client confidentiality.



Register as a BAS Agent

So, do you need to worry about this whole BAS Agent hullabaloo, or not? If you plan to work as a contract bookkeeper (as opposed to working as a bookkeeper on an employee basis), you almost certainly need to register as a BAS Agent, so the answer is yes. Here’s the deal: 


	
[image: Warning] You have to register as a BAS Agent if clients rely on your expertise and you assist clients with BAS services. Note: A BAS service doesn’t just mean completing activity statements, but includes anything to do with GST or PAYG, including configuring tax codes in accounting software, coding tax invoices and calculating complex payroll transactions such as redundancy payments.



	You don’t have to register as a BAS Agent if you’re an employee receiving wages or you only do basic bookkeeping data entry based on explicit instructions provided by a client or by another registered agent. Bookkeeping activities that don’t count as BAS services include coding transactions based on specific instructions, processing payments to suppliers and bank reconciliations.

	You also don’t have to register as a BAS Agent if your work is directly supervised by another BAS or tax agent.


In my opinion, the upshot of these regulations is that if you’re serious about being a contract bookkeeper (as opposed to being an employee), you need to have BAS Agent registration.

For more details about whether you need to register, check out the BAS Agent page at the Tax Practitioners Board website (www.tpb.gov.au).

[image: Warning] If you’re not registered as a BAS Agent, don’t even think about providing any kind of BAS or tax advice to a client. At the time of writing, the penalty for providing BAS services without registering ranges from a not insignificant $52,500 for an individual to a whopping $262,500 for a company.



Get Skilled Up

Sadly, registering as a BAS Agent isn’t quite as simple as signing up for karaoke night at the bar or getting a new Facebook account. Before you can register, you have to make the grade as far as the Tax Practitioners Board is concerned.

Aside from the rather pompously expressed requirement that you’re a ‘fit and proper person’ — that you haven’t been an undischarged bankrupt, served time in jail, or been convicted of fraud, tax or otherwise, within the last five years — the main hurdle is the qualification and experience requirements.

You must have a qualification equivalent to or better than Certificate IV in Financial Services. If you received this qualification before GST was introduced into Australia, then you will also need to complete an approved course in basic GST and BAS principles.

In terms of experience, you must also have undertaken at least 1,400 hours of relevant experience in the preceding four years. Alternatively, you can apply to become a BAS Agent if you’re a member of a recognised BAS Agent or tax agent association and you meet the qualification requirements and you’ve undertaken at least 1,000 hours of relevant experience in the last four years.

[image: Tip] If you already have experience as a bookkeeper, you may be able to get some recognition for prior learning (RPL), which in turn may enable you to receive credits for some of the units that form part of the Certificate IV in Financial Services.

For more of the fine print on these requirements, visit the Tax Practitioners Board website at www.tpb.gov.au.



Cover Yourself with Insurance

Professional indemnity insurance protects you against claims for professional negligence if you make a mistake or fail to exercise a sufficient level of skill. All BAS Agents must have this insurance.

[image: Tip] When weighing up different policies and premiums, make sure that the policy covers all aspects of the kind of bookkeeping work that you perform. For example, find out whether the policy covers you for setting up and installing accounting software, managing payroll, generating financial reports and preparing Business Activity Statements. If you have employees or contractors working for you, make sure that the policy covers them also, and that the policy covers you for wherever you work, not just from your home office.

Lastly, don’t forget to be specific about what costs the policy covers you for. Will the insurance company pay for legal costs and defending any claim against you? Will the payout include any penalties, interest or damages claims?

[image: Tip] You may be able to save a few dollars by subscribing to a policy organised in conjunction with a bookkeeping association. Both the Institute of Certified Bookkeepers (www.icb.org.au) and the Australian Bookkeepers Network (www.austbook.net) offer special deals on professional indemnity insurance.



Join a Professional Association

As a contract bookkeeper, I think joining a professional bookkeeping association is pretty much essential. I really can’t think of any other practical means for staying up to date with relevant changes in software, tax legislation and professional requirements.

The other big benefit is that you become part of a community of bookkeepers, so that you can chat online in forums and meet at networking events and conferences. Networking in this manner is the ideal way to get new ideas for your business, and to acquire new skills.

In Australia, the two main associations are the Institute of Certified Bookkeepers (www.icb.org.au) or the Australian Bookkeepers Network (www.austbook.net).



Act Honestly and Independently

As part of being a BAS Agent, you’re obliged to exhibit certain base standards of behaviour: 


	You must act honestly and with integrity. In this context, integrity means a commitment to ethical values and principles, as well as consistency in the way you conduct your business and treat your clients.

	You must comply with tax laws in regard to your own tax affairs, including any business partnerships with which you’re involved. The definition of ‘tax affairs’ includes income tax returns, payment of superannuation guarantee contributions, Activity Statements and fringe benefits tax, and the definition of ‘complying with tax laws’ includes lodging all of your returns on time and paying your tax bills on time. Serious stuff.

	You must properly account for money held on behalf of a client. In practice, few BAS Agents or bookkeepers hold funds on behalf of clients in their own bank account. However, if you ever hold any client money in your own bank account, you must not use this money for your own benefit and you must report to the client about that money.

	You must act lawfully in the best interests of your client. You have a duty to fulfil your work with the client’s best interests in mind, using your expertise and judgement. The words ‘acting lawfully’ clarify any possible conflict between acting in a client’s best interests and following the law. For example, a client could argue that it is in their best interests to claim their kids’ school fees as a tax deduction. (After all, this deduction would lower their tax bill.) However, because you know that school fees aren’t a legitimate tax deduction, you’re obliged to allocate these transactions correctly.




Avoid Conflicts of Interest

You must have adequate arrangements in place for managing conflicts of interest. Sounds easy enough, but what do you think you’d do if you found yourself in one of these situations? 


	You do the bookkeeping for a local hardware store. Another hardware store that is in direct competition with your current client has just approached you to do their books too. Can you agree to do so?

	A landscape gardening company has asked you to do their books. The owner doesn’t know who you are, but you know that he is currently having a (somewhat clandestine) relationship with your sister.

	A client has asked you for advice about what accounting software to choose. You have a preference for a specific solution, but if the client chooses to purchase this software you will receive a commission. Should you still recommend this software?


According to the Tax Practitioners Board Code of Professional Conduct, you have three possible courses of action when faced with a conflict of interest: You can control the conflict, avoid the conflict or disclose the conflict. (Note: Conflicts of interest can be actual conflicts or potential conflicts.)

For example, if I return to the scenario of a hardware store asking you to do their books when you already do the books for one of their competitors, you would have three courses of action: 


	If you choose to control your conflict of interest, you would take on the second client, but be vigilant to behave ethically at all times. In particular, you would be super-careful never to disclose any confidential information and not to give advice to one client that could have been influenced by your knowledge of the other client.

	If you choose to avoid the conflict of interest, you would simply decline to take on the second client.

	If you choose to disclose the conflict of interest, you would tell both clients about your situation. Then each client could choose whether they wished to use your services, or not.


Can you see that there’s no simple right or wrong course of action in many situations of a conflict of interest? Personally, I usually choose to avoid or disclose (rather than control) conflicts of interest, because I believe that these two strategies present the least likelihood of causing problems in the future.



Behave Professionally

Ideally, I recommend you go to www.tpb.gov.au and read the whole Code of Professional Conduct from beginning to end, but just in case you don’t, here are a few pointers to help you avoid any inappropriate behaviour: 


	Unless you have a legal duty to do so, you must not disclose any information relating to a client’s affairs to a third party. (Remember that ‘not disclosing any information’ also covers the inadvertent disclosure of client information. See ‘Protect Client Data’, later in this chapter, for more details.)

	
You must ensure that a tax agent service provided on your behalf is provided competently. The definition of competence varies from bookkeeper to bookkeeper. You may have a particular expertise in the building and construction industry while another bookkeeper may have a high level of skills in payroll and employee awards.

[image: Tip] If a client poses questions that are outside of your expertise but within the scope of your letter of engagement, part of the key to being competent is to seek expert advice and assistance. On the other hand, if a client poses questions that are outside the scope of your letter of engagement, you should refer your client to a relevant expert — for example, if they’re seeking advice on income tax matters, refer your client to their tax agent.



	You must ‘maintain knowledge and skills relevant to the BAS Agent services you provide’. Specifically, Item 8 of the Code suggests a minimum of 45 hours of continuing professional education (CPE) over each three-year registration period. These activities will vary from person to person, but may include attending courses, webinars, conferences or distance learning. You need to keep a diary of your CPE and the TPB can ask for proof of your professional development hours at any time, including when your BAS renewal time falls due.

	
You must ensure that any employees or subcontractors have appropriate skills and experience and that you provide adequate supervision. The level of supervision depends on a range of factors, including the qualifications and experience of the person you’re supervising, the nature of the work that this person is doing, any checklists or processes that you have in place, and the physical proximity of this person.

For example, you need to provide a much higher degree of supervision for an employee with little experience and who works offsite with no checklists in place than you would for an experienced employee who works in the same office as yourself, and who follows a series of strict procedures.






Take Reasonable Care

The Code of Professional Conduct states that ‘you must take reasonable care in ascertaining a client’s state of affairs’. The essence of this part of the code is about whether or not you can rely on the information that the client gives you. For example, if you only see a particular client once every few months and the client does the bulk of the bookkeeping themselves, you need to take ‘reasonable care’ to ascertain that the information the client provides is accurate.

‘Reasonable care’ is a tricky term to define, but depends on a range of factors, including 


	The scope of the services you are providing. Hopefully you’ve already defined what you’re responsible for doing in your engagement letter (if not, see the section ‘Write an Engagement Letter’, later in this chapter).

	Whether this client is new or established. You need to take a higher level of care with new clients, reviewing the systems they have in place.

	The client’s level of professional knowledge and experience. For example, if a client is new to business and has little understanding of tax, you need to check their information much more closely than you would a client who has been in business for years.

	The kind of systems that the client has in the place. A client with a clutter of shoebox receipts and some dog-eared bank statements needs a more vigilant eye than a client who uses accounting software and has a superb filing system.

	The complexity of the business. If a client has a complex business, such as primary production or manufacturing, you need to take more care than if a client has a simple business with few expenses.

	Any recent changes in the law. If the law has recently changed — an increase in superannuation, for example — you should double-check that the client is aware of this change.


In order to be sure that you meet the standards of reasonable care, I suggest you follow these four steps with each and every client: 

	Take care to advise a client of their obligations under the law. For example, ensure your client is aware of deadlines for lodging reports and paying employee superannuation.

	If you’re not sure about something, ask questions. Never second-guess. If you encounter a tricky situation you haven’t met before, whether this be foreign currency gains, withholding tax or import duty, ask questions (either of your client, of their tax agent or of an independent expert) until you’re sure you’ve got the correct answers.

	
[image: Remember] Establish the level of engagement the client requires. Part of taking reasonable care involves having a measure of what the client expects you to do. The more complex the level of engagement, the higher the standard required in terms of reasonable care.



	Take reasonable care to understand the client’s situation and with this understanding, apply the law correctly. This means applying the taxation laws based on the client’s circumstances and the services you’ve agreed to provide.



[image: Warning] If you have any grounds to doubt the information that a client provides, you must make enquiries to satisfy yourself as to the completeness and accuracy of that information. On the other hand, if the information from the client seems plausible and consistent with previous records, and you have no basis on which to doubt your client, you’re okay to accept the information provided by the client without further checking.



Write an Engagement Letter

As part of a strategy to avoid compromising or difficult situations, the Tax Practitioners Board suggests that you provide clients with a formal letter of engagement. While I’m sure you recognise that this is a good idea in theory, you may feel quite reserved about the idea of such a letter. Maybe you’re worried about putting the client off by being overly formal, or maybe you’re worried about how to phrase such a letter.

For the record, here’s what I believe an engagement letter should include: 


	A warm and friendly opening sentence in which you say that you’re looking forward to working with the client.

	A description of the services you have agreed you’ll supply, how often you intend to visit the business, how many hours you estimate the work will take, and what your hourly/daily/monthly fee will be (and whether or not this fee includes GST).

	A description of the extent to which you intend to check the work of others. For example, if someone else in the business is going to be responsible for entering supplier bills, you may want to state that you don’t intend to double-check each supplier invoice for its validity, but that you will spot-check bills from time to time to check they are allocated correctly.

	Where your work begins and ends. For example, if you’re not a tax agent, you won’t be preparing tax returns for this client. So you may want to say something like, ‘My bookkeeping services include reconciling bank accounts, processing and reconciling payroll, lodging quarterly Business Activity Statements, preparing draft financial reports and liaising with the accountant to provide the information necessary to complete tax returns’.

	
[image: gst] If you’re not a tax agent, clarification that you can offer advice regarding everyday transactions and GST coding, but that you can’t offer advice regarding income tax matters, including FBT and the deductibility of expenses.



	A reassurance that you value the client’s business and that you will treat any information you learn about the business (whether bookkeeping-related or not) in strict confidence.


Other information you may want to include (but then again you may feel isn’t relevant): 


	A confirmation that you are a registered BAS Agent (alternatively, you could include your BAS Agent registration details on the header or footer of the engagement letter).

	Your payment terms. (This information is displayed on your invoice anyway, so is arguably not a necessary part of this letter.)

	If you’re doing the books from home or on your own computer, a clarification of where you’re storing their financial data, what format it is in (MYOB, QuickBooks or whatever) and what backup systems you have in place.

	If you’re doing the books on the client’s premises and you’re not working in the cloud, a clarification of what backup systems you will put in place (if, indeed, you intend to take responsibility for backing up the accounting data), and where backups will be stored.


Finally, don’t forget to close your letter with something warm and friendly, such as, ‘Please don’t hesitate to call me on my mobile on 0400 000 000 if you have any questions at all.’



Know Your Limits

If a client seeks advice, ask yourself first whether you’re qualified to respond. Remember that as a BAS Agent (as opposed to being a tax agent), you’re not qualified to advise on income tax matters, fringe benefits or the tax deductibility of certain expenses.

Even if you’re 100 per cent confident that you know the correct information on something, don’t go beyond the limit of your scope as a BAS Agent. If you think a client is doing something wrong, or could structure their tax affairs in a more beneficial way, suggest that your client seeks some additional advice from their accountant.



Protect Client Data

If a client trusts you with their precious data, you have a big responsibility to look after this data in an even more conscientious manner than if it were your own. By protecting data, I mean both protecting client data from loss or corruption, and protecting client data from the prying eyes of unwelcome stickybeaks.

Some words of advice: 


	If you store client data on your own computer system, ensure you have superb backup systems in place. You must be confident that if your office (or home office) burns to the ground tomorrow, your client won’t lose a single bit of information.

	If you pay the monthly subscription for a client’s accounting software, you must explain that in the event this client terminates your services, closes their business or doesn’t pay your fees, they also lose access to their business records. Your client will need to initiate their own software subscription or, in the event that their business has closed down, ensure they archive all essential financial reports for previous years.

	
[image: Tip] If you store your client data in the cloud, I suggest you generate PDFs of key financial reports each quarter (a minimum of a transaction report plus a Profit & Loss report) and store these in a safe location.



	If you store client data on your own computer system, password-protect both your computer and the client’s company files so that if your computer is stolen, nobody can access your client’s data. (Incidentally, the Privacy Act also sets out a number of principles that govern the collection and storage of personal information, particularly in regards to employee details and taxation information.)

	If you take any printed information away from the client’s premises, look after this information with great care. (Leaving a bunch of confidential financial statements in the back of your car simply isn’t good enough.) In fact, I suggest you try to minimise any information you take offsite, and either work electronically or make scans of key documents.


           

Chapter 13

Ten (Actually Seven) Tips for Speed


IN THIS CHAPTER

[image: check] Arranging for the bank to sweet-talk with your accounts

[image: check] Saving brain drain by allocating transactions automatically

[image: check] Avoiding entering heaps of irrelevant stuff — keeping personal transactions separate

[image: check] Getting paid on the spot with smart technology



I don’t mind bookkeeping. Recording transactions is peaceful enough, and getting the bank to balance can be strangely satisfying. Yet what do I do prefer — bookkeeping or an afternoon at the beach? Bookkeeping or a stolen moment snoozing in the sun? Bookkeeping or a long chat on the phone with my daughter? You can guess.

So in the spirit of having more time for you and less time in front of that darned computer, I’m going to share my all-time favourite bookkeeping speed tips.



Get Connected with Bank Feeds

I talk in detail about bank feeds in Chapter 5, but the basic idea of bank feeds is that you hook up your accounting software with your online banking so that all your banking transactions appear automatically in your accounting software.

[image: Tip] What this means is that when you log on to do your bookkeeping, 95 per cent of transactions are already there, with the date, the amount and the name of the person that you paid or received money from. All you have to do is select an allocation account, and the job of bookkeeping is complete.

If you’ve already purchased desktop accounting software outright, you may feel reluctant to pay additional fees in order to receive bank feeds. However, such fees usually fade into insignificance when compared to how much time you’ll save with bookkeeping.



Create Bank Rules to Allocate Transactions Automatically

Once you have bank feeds enabled, I recommend you take the extra step and create rules so that your software automatically guesses the allocation account for each transaction. For example, you could create a rule saying that all withdrawals appearing on your bank statement that have ‘Telstra’ as the Payee should be allocated to your Telephone Expense account.

If you create rules for all of the regular expenses that occur in your business, you’ll find that your software soon comes to allocate most transactions automatically. Instead of manually typing each transaction one by one, and re-thinking each time what the correct allocation account is, all you have to do is grab your mouse, check each transaction briefly, and then click OK.

Here are some tips to help you get bank rules working the way they should: 


	Apply rules across all accounts: With most software, you can usually choose between creating a rule that runs on one bank account only and a rule that runs on all accounts. Unless you have a good reason otherwise, set up your bank rules so that they run on all accounts.

	Avoid rules that are too specific: Try to keep rules broad, rather than really precise. For example, a rule that says any payment which contains the word ‘Telstra’ should be allocated to Telephone Expense is going to work in more situations than a rule which looks for the exact phrase ‘Telstra Account 092834’.

	Check your default GST codes: Check all your general ledger accounts have the correct default GST codes applied to them. Otherwise, depending on the software, your bank feeds may automatically post to an account with the wrong GST allocation.

	Create rules from the source: Usually creating rules directly from the bank reconciliation or bank feed approval screen works best. This way, the software second-guesses what the settings for this rule should be.

	Keep an eye out for duplicate rules: Duplicate rules can confuse how transactions are allocated.

	Name with care: Take care when naming bank rules, and name rules so you can find them easily in the future. For example, with rules for bank withdrawals, including both the supplier name and the type of expense is a good idea.

	Understand the place each rule holds in the hierarchy: Most software allows you to organise rules in the order you want them to apply. Understanding how one rule may override another is key to getting allocations correct.

	Use rules when you need to split transactions across more than one account: Remember that rules can do a lot of the hard work for you. For example, most software allows you to split transactions across multiple accounts — meaning that you could, say, allocate 80 per cent of your Telstra payment to Telephone Expense and the remaining 20 per cent to Personal Drawings.


[image: Remember] Last but not least, don’t forget that bank rules aren’t perfect! Double-check how rules are applied, especially at first, and ensure that the right accounts are selected, every time.



Create Recurring Transactions

Most accounting software allows you to record recurring transactions automatically. For example, maybe you have a regular lease payment on a certain day of the month, or you invoice a customer a regular amount every week. Set up these transactions so that your software records them on the correct day of the week or each month without prompting.



Integrate Everything

Have a look at how information and paperwork flows through your business. Is any information entered twice? Maybe you have field technicians who record timesheets by hand, and then the bookkeeper records timesheets into the payroll. Maybe you have a customer database that sits separately from the list of customers in your accounting software, and each list gets updated whenever a change occurs.

[image: Tip] If you can spot any duplication in the business you do the books for, chances are you can save time and money by integrating the systems. For example, you can purchase software that lets technicians log timesheets using an app on their smartphone, and then this information flows automatically into the timesheets of accounting software. Similarly, you can almost always find ways to integrate your accounting software with external databases, so that when you update one source of information, the other updates automatically too.



Keep Personal Stuff Separate

If a business owner doesn’t currently have separate bank accounts for business and personal transactions, suggest they open a new account at their bank today.

[image: Warning] For a bookkeeper, you can’t get much worse than a bank statement listing a heap of transactions that are a mix of personal and business. Some transactions may be obviously personal, but many transactions won’t be so clear. A bookkeeper can waste hours of time sifting through receipts checking whether each transaction is personal or business. Even worse, the bookkeeper still has to enter each personal transaction into the accounts in order to reconcile the bank account balances. A worse waste of time is hard to find.



Set Up Your Accounting Software Properly

If you’re not a trained bookkeeper, or you’re a bookkeeper who has never quite gotten to grips with accounting software, then you can really speed things up by configuring your accounting software properly.

The technicalities differ across different software but here are a couple of examples to explain what I mean: 


	If you set up tax codes for each account in your chart of accounts, your software automatically selects the correct tax code every time you record a transaction. GST made easy.

	If you customise your chart of accounts to reflect the individual needs of your business (a topic I cover in detail in Chapter 3), allocating accounts becomes less like guesswork and more like stealing cake from a baby.


I could list a dozen more examples but it’s enough to say that if you’re unfamiliar with your accounting software, take the time to learn about its features, or hire the services of an experienced consultant for a few hours.



Make Customer Payments Easy

A business can waste heaps of time chasing customer payments, so it’s wise to create systems that make it easy for customers to pay you.

[image: Tip] If your business provides mobile services of any kind (maybe you’re an electrician or a plumber), get a device that allows you to accept payments using your smartphone or a tablet. (You will need to apply for a merchant account, if you don’t have one already.)

You may find that your accounting software company offers good deals on mobile Point of Sale (POS) devices and on merchant fees and, even better, includes an app where any payments received flow automatically through to your accounts.

Alternatively, if you invoice customers the same amount every month, consider setting up direct debit agreements so that your bank debits customer accounts automatically.
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Receives some supplier invoices on account, many other
expenses are paid via EFTPOS or credit card

Y

For supplier purchases, manually records supplier invoices into
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Y

Pays supplier via internet banking and records payment in
accounting software

Y

Bookkeeper or business owner then records EFTPOS and
credit card transactions using one of two methods

EITHER

Manually enters transactions one by one into accounting
software, referring to bank and credit card statements

OR

Uses bank feeds to import the information into accounting
software, using rules to allocate transactions automatically
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Matches supplier invoices against purchase orders

!

Enters supplier invoices into accounting system

!

Matches payables against supplier statements and
authorises payment

!

Records supplier payments in accounting system

i

Records employee timesheets and wages into
accounting system

!

Generates a batch file from accounting system to
importinto internet banking and pay
employees/suppliers

!

May use bank feeds to import transactions into
accounting software (particularly for credit card
accounts)

i

May use rules to match transactions that have already
been entered and to allocate other transactions
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point of purchase via EFTPOS or credit card

Y

Bookkeeper or business owner records these transactions
using one of three methods
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Uses bank feeds to import the information into accounting
software, using rules to allocate transactions automatically

OR

Manually enters transactions one by one into accounting
software, referring to bank and credit card statements

OR
Lists transactions on a spreadsheet
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Profit & Loss 1 July to 30 June. This Year/Last Year Comparison

This Year  LastYear $ Difference 4 Difference

Income
Sales - Books $250200  $237690  $12510 53%
Sales - CDs $210600  $197900  $12,700 6.4%
Sales - Gifs $60300  $58200 52,100 36%
Total Income §$521100  $493790 27,310 55%
Cost of Goods Sold §$350200  $330,100  $20,100 6.1%
Gross Profit $170900  $163.690 §7.210 44%

Expenses

Administration Expenses
Advertising $12240  $11,050 $1190  108%
Bank Charges $450 $500 -$50  -10.0%
Depreciation $5,260 §5.200 $60 1.2%
Motor Vehicle Expenses $15800  $14799 $1,001 6.8%
Postage & Stationery $1,500 1,800 -$300  -16.7%
Repair & Maintenance $4,805 $5980  -$1175  -196%
Subscriptions $850 $850 $0 0.0%

Occupancy Expenses
Electricity $950 $940 $10 1.1%
Office Rental $20,101 §20,100 $1 0.0%
Payrol Expenses

Wages & Salaries $53080 45000 $8080  18.0%
‘Superannuation Expense $5.430 4,050 $1380  34.1%
Workers Compensation $2.420 $1.790 $630 35.2%

Total Expenses $122,986  $112,059  $10827 97%

Operating Profit s48014  $51631 S3617 0%
Interest Income $456 s27 $420  16022%

Net Profit/(Loss) $48,470 $51,658 -$3,188  —6.2%
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ThisYear  LastYear  $Difference % Difference

Assets.
Current Assets
Business Cheaue Account s18782  $14357 s4425 3%
Petty Cash $100 $100 0 0%
Inventory $50800  $36000  $14800  41%
Trade Deblors 510440 56240 1%
Total Current Assets $80122  $56607 %
Non-Current Assets
Shop Fiting at cost $22750  $21500 1250 6%
Shop Fitings Accum Dep. -$9260  -$4000  -$5260  -132%
“Total Non-Current Assets $13490 17500  -S4010  -23%
Total Assets S93612 74107 $19415  26%
Liabilties
Current Liabilities
Visa Card $1,500 $1,800 -$300 7%
Trade Creditors 59790 $6690 $3100  46%
PAYG Withholdings Payable 5820 $520 $300  58%
Superamuation Payable $1372 5962 S410  43%
GST Collected $12439 $6,329 97%
ST Paid 1178 -180%
Total Current Liabilities sig7a4  $13739 $5005 6%
Non-Current Liabilties
Bank Loans S37000  $22000  $15000  68%
Total Liabilites $55744  S35739  S20005 6%
Net Assets. sarges  $38458 S50 2%
Equity
Owner's Capital Brought Forward $38458 41810 83352
Less: Owners Drawings 349060 855010 $5950
510602 -$13.200 52598
Current Year's Profts $48470  $51658 83188

Closing Owner's Capital 537868 $38458 8590
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Profit & Loss Report
1 July to 30 June

Income
Sales - Books
Sales - Jewelry
Sales - Gifts

Total Income

Cost of Goods Sold

Gross Profit

Expenses
Administration Expenses
Advertising
Bank Charges
Depreciation
Motor Vehicle Expenses
Postage & Stationery
Repair & Maintenance
Subscriptions
Occupancy Expenses
Electricity
Office Rental
Payroll Expenses
Wages & Salaries
‘Superannuation Expense
Workers Compensation

Total Expenses
Operating Profit

Other Income
Interest Income

Net Profit/(Loss)

Year to Date
$ 250,200
$ 210,600
$ 60300
$ 521,100
$ 350200
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