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From the Heart...






. . . Life Skills for Today





By Sharon L. Benedict MS, CLC

Recordkeeping—Business Tips & Cautions

When I looked over what I wrote on this subject in two articles last year, I thought, “Now, this is good!” So, here it is again in a two-for-one package. Enjoy. 


A self-employed person spends roughly an average of about 50-76 hours per year—about 1½ hours per week—on activities (familiarization w/ business, recordkeeping, and return preparation) related to filing an annual federal business tax return. Then add the time spent on other business related recordkeeping (e.g. Accounts management, opportunities, various tasks & appointment records). 

Can you also believe that over two-thirds of all sole proprietorships, partnerships, and S corporations are home-based and concentrated in relatively few industries? According to the Small Business Administration (SBA), over 90 percent of home-based businesses are sole proprietorships with no employees for 90% of them. 

And guess who does a big chunk of the recordkeeping? The average time spent on recordkeeping is influenced by several factors: 
· Experience

· Records that are well organized, and

· Computerization

These factors can markedly lower the time and effort involved. However, the startup business has the greater burden, as federal taxes have a steep learning curve. When the owner doesn’t do their recordkeeping or tax preparation but hires out, direct costs can run about $500 for the simplest return to $3,500 for partnerships or S corporations (particularly when employees are involved). According to the SBA withholding tax forms are generally simple and parallel to the federal forms except for different numbers. 

Yet, add the various taxes to be held and paid at various tax periods—federal, sales, use, excise, business & personal property, local fees and business taxes and state tax for other states (Hallelujah!). Experience plays a major role in recordkeeping. The quality and design of business records are also a very important factor in the type of paperwork generated. In addition to being accurate and complete, the records need to generate the numbers required by tax forms. 
Account records should be designed to make it easy to fill out the line items of appropriate tax forms. However, a business must keep other records for basic management purposes and to obtain credits and allowable business expense deductions—keeping personal expenses separate. Some of this recordkeeping would not be tax related but still essential. There are also some who believe retrieval of needed information required for IRS filings can be obtained from a well-organized check book.

Using computers can greatly reduce the time and effort involved in recordkeeping and retrieving data. Check books can be used for small businesses, but computer generated spreadsheets can also be a great help in keeping payroll or other more customized records—even if checks are written manually. 

Much of your recordkeeping time will be on depreciation, accounts, withholding, unemployment, learning tax laws/forms, and office-in-home eligibility, and preparing and filing taxes. That’s why most hire out. But if you have the skills, motivation, and discipline, involve a professional first; then consider going it alone. It will be worth the cost to get a jump start. You can also check out small business management programs at local universities and vocational schools for information and assistance.

Here are few key elements of a good business recordkeeping system:

· Business checking account (keep personal account separate)

· Pay all bills by check or electronic payment (be sure you print out automatic payment receipt; don’t assume the deposit was made or cyberspace works all the time)

· Keep petty cash for small expenses; use sparingly and keep business expense documents.

· Deposit receipts often - Don't keep cash or checks lying around to tempt loose hands

· Support your entries with hard copies filed in a safe place for easy access (use your bank statements as backup documentation). 

Choosing a recordkeeping system very much depends on your type of business, size, cost, and staff skill. 

There are two basic types of bookkeeping methods: single entry and double entry systems. Standardized bookkeeping systems can be found in business or stationery stores. Computer recordkeeping systems are also available. The Single Entry Bookkeeping System is a simpler method of recording cash receipts and disbursements in addition to the checkbook. This system is typically used for starting small businesses.


The Double Entry Bookkeeping System combines the single entry system with additional information to provide you with a more complete picture of your business—credits & debits, cash on hand, equity in building, equipment, accounts payable, mortgages and loans. Business software programs have many useful recordkeeping features worth checking out (e.g. QuickBooks, Money).


Both systems have pros and cons. Single entry systems are easy for a new small business but do not present a complete picture of your business and actual worth.  Double entry systems are more complete, provide more features, and are also easy to do but require more entry time.

As you begin to choose your own preferred recordkeeping system, here are some cautions:
· Do not lose of control over the creation and use of your records.
· Do not lose control over access.
· When using electronic & computer recordkeeping, maintain secure passwords.
· Properly store records to avoid loss of tracking capability.
· Keep one official version of your records to avoid confusion and auditing complications.
· All documents should have names of parties and dates.
· Maintain secure electronic records with backups stored in a safe deposit box to keep others from altering data.
· Keep secure backups to restore data from technology blackouts.
· If trying out a new system, make sure you have backups of old system and data so you can reinstall if you have computer database failures w/ the new system.
· Make hard copies of everything in your wallet and store with all related toll free numbers and your card numbers in safe deposit box to insure immediate notification and restoration in case of identity theft; if this happens, call all three credit reporting agencies to be placed on fraud alert w/ SS# (The numbers are: Equifax: 1 800 525 6285, Experian (formerly TRW): 1 888 397 3742,  Trans Union: 1 800 680 7289;  Social Security Administration (fraud line): 1 800 269 0271).
· If your business records system is somehow tied to an email program & service, take steps to ensure you’re protected against viruses, Trojans and other malicious software transmitted via email, without compromising the email features you need to communicate effectively. Call your provider for details.
· Check out the IRS website for how long to keep records, http://www.irs.gov/businesses/small/article/0,,id=98513,00.html
Next issue for the month of May, the topic will be Housekeeping chores everyone loves to hate! In the meantime, check out these additional recordkeeping resources below.
IRS, http://www.irs.gov/businesses/small/article/0,,id=98513,00.html 

US Small Business Administration,  http://search.sba.gov 

http://www.governmentguide.com/small_business.adp?id=16102151
Keeping the Books : Basic Record Keeping and Accounting for the Successful Small Business (Keeping the Books) by Linda Pinson
Self-employed Tax Solutions : Quick, Simple, Money-Saving, Audit-Proof Tax and Recordkeeping Basics for the Independent Professional by June Walker

Recordkeeping, Ethics and Law : Regulatory Models, Participant Relationships and Rights and Responsibilities in the Online World by Livia Iacovino
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