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Conclusions

Learning Outcomes

In this lesson you will learn:
The difference between the Cash Based and Accrual System
How to set up the Accrual System
Making Journal Entries
Report on the Accrual System
Troubleshooting
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Requirements and Pre Requisites

SoEasy should already be installed on your PC.
This is an advanced module. You should have already completed the Cash Book and Platform
Training modules.

Video

There are videos available on this subject.

How This Document Is Set Out

Accrual Management is a specialist area and although we have facilities to help everyone manage
the Accrual System inside SoEasy, without training, accurate Accrual Reporting is unlikely to be
within the scope of the novice. A common mistake is to consider that just because a report is
generated that it must be accurate.

At the Accrual level you need to have a high level of accounting knowledge.
Part One of this document aims to provide information that will enable you to understand the Accrual
methodologies. It can be a bit heavy duty reading and it may require you to attend a course to truly

get to grips with it.

Part Two provides you with step by step techniques on how to set up and manage the accrual
system.
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PART ONE - Methodologies

The Benefits of Accrual Reporting

There is only one objective in business and that is to make a profit.
Sure there are other reasons why people are in business, but the bottom line is if you can’t achieve a
positive cash flow you will be out of business and all your good intentions will be lost.
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Many small businesses use the bank statement balance as a measurement of profitability but this is
not a good technique, and in most cases the bank statement will not provide you with the true

financial position of your business.

Let’'s see why not. The following table does not include all the things we would use to measure a

businesses value but it does demonstrate the issue.

Year 2007 2008 2009 2010
Bank Statement Balance 10,000 20,000 (OD) -10,000 100,000
Debtors 20,000 10,000 50,000 20,000
Creditors -40,000 -50,000 -10,000 -100,000
Stock 10,000 10,000 20,000 10,000
Basic Cash Position 0 -10,000 50,000 30,000

In 2007 although we had $10,000 in the bank our cash position is zero.
In 2008 we have $20,000 in the bank but are actually -$10,000 in the red.

In 2009 we have no money in the bank but because of other factors, our cash position is
$50,000!

In 2010 we have $100,000 in the bank but have actually less profit than in 2009 when our
bank account was overdrawn by -$10,000.

It is the measurement of the bank balance that places far too many small business owners into a
false state of security or insecurity, and can be a major reason as to why potentially profitable
businesses fail. For many people, when they see the bank is climbing they have a habit of wanting to
buy a new car, equipment, office furniture, and holidays and yet they do not realise that the truth is
they are not as well off as the bank statement indicates.

It can also be a shock when the accountant processes the End of Year reports and finds out that
there is tax to pay and no funds to pay it.

The bank balance is a very poor measurement system and the only true reporting system is the
Accrual System.

The Accrual System takes into consideration several aspects of your financial position such as:

1. The value of your business Assets, Liabilities, and Proprietorship at the beginning of the
current financial period.

2. The amount of money you owe to your creditors.
3. The amount of money that is owed to you by your debtors.
4. The year's transactions that have affected your Assets, Liabilities and Proprietorship.

5. The value of your stock (which is an asset)
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This information is presented in a report called a Statement of Financial Position, or as was
previously known, Trial Balance, Profit and Loss, and Balance Sheet.

Your basic entry level requirement in business reporting is to be able to produce, as accurately as
possible, the Statement of Financial Position, and be able to read and understand it.

The ability to achieve this level of reporting statistically increases your chances of success
considerably.

The Difference between Cash and Accrual Systems

SoEasy has two general ledger (GL) systems operating automatically in the back ground of the
SoEasy Small Business Versions and higher versions.

The two systems work with the same chart of accounts but they have two different methods of
recording the details of each accounting transaction.

Method 1 — Cash Recording

This method only records the cash transactions.

Particulars Method Amount Cash GL Accrual GL
Pay for Fuel Cash -$90 Yes Yes
Receive account for Power Creditors -$180 No Yes
Bill a client Invoice +$630 No Yes
Pay for Vehicle Repair Cash -$180 Yes Yes

Notice how each transaction above was recorded in the Accrual GL but not all were recorded in the
Cash GL. That is because the Cash GL only records actual cash transactions.

Method 2 — Accrual Recording

This method records every transaction including cash, debtors, creditors, and journal entries.
Notice in the above table that every transaction was recorded in the Accrual GL.

To understand the reporting benefits lets examine a simple Profit and Loss report:
Cash Based Profit and Loss

The following entries would be used to generate a cash based profit and loss report:

Particulars Method Amount Cash GL
Pay for Fuel Cash -$90 -$90
Receive account for Power Creditors -$180 n/a
Bill a client Invoice +$630 n/a
Pay for Vehicle Repair Cash -$180 -$180

Loss = -$270

Now let us look at the same transactions but from the Accrual General Ledger:

Particulars Method Amount Accrual GL

Pay for Fuel Cash -$90 -$90

Receive account for Power Creditors -$180 -$180

Bill a client Invoice +$630 +630

Pay for Vehicle Repair Cash -$180 -$180
Profit = $180
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This is a very simple representation of the actual transactions but you can see that the two reporting
systems give very different results. This is because in the Cash Based system we are only recording

the actual cash transactions that have come out of or into the bank. Whereas the accrual syste
records; “The date specific movement of each accounting tran saction in the entire system”

m

Accrual reporting brings considerable benefits to your ability to analyse your business’s financial

performance but it requires a great deal more discipline to hav e it report accurately .

Actual Transactional Movement

To help you get a deeper understanding of Accrual Reporting lets see how a client’'s account
activities would be handled by the Accrual General Ledger.

For the following events, we have mapped out how they are processed into the Accrual General

Ledger

Bank Debtors GST

Sales

1. Customer purchases $90,
including GST, of goods from you

Debtors has increased 90.00

GST Received has increased 10.00

Sales has increased
(transaction less GST)

80.00

2. Customer pays for invoice

Debtors reduces -90.00

Bank Increases 90.00

3. Customer returns some of the
goods so we issue a Credit Note

Debtors reduce -45.00

GST Received reduces -5.00

Sales reduce

-40.00

4. We pay a cash refund for the
Credit Note

Debtors increase 45.00

Bank reduces -45.00

Totals 45.00 0.00 5.00

40.00

So if we wanted to report on the specific Bank Account we would get the following results:

Bank Increased 90.00
Bank Reduced -45.00
Bank closing balance 45.00

There is only one thing wrong with this report and that is that the bank had an opening balance
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Opening Balances

For the Accrual General Ledger to report correctly we need to load in opening balances.
Every Asset, Liability and Proprietorship ~ account has an opening balance carried forward from the
previous year. That balance may be zero or an actual DR or CR amount.

Account = Main Bank Account (Asset type account)

Opening balance carried forward 200.00
Bank Increased 90.00
Bank Reduced -45.00
Bank closing balance 245.00

Journal Entries

Sometimes there are transactions that are made in an Accrual System that are adjustments to an
account. These are known as Journal Entries.

For example, we receive a bank statement and realise we did not get the opening balance correct
because there was an entry on the very last day of the previous year for bank charges.

Such a journal entry may look like this:

Bank | Retained GST Sales
Earnings
1. Balance Day Adjustment
Bank Charges from previous year -10.00
Retained Earnings reduced -10.00
So the bank report now looks like this:
Opening balance carried forward 200.00
Balance Day Adjustment — Bank Charges -10.00
Bank Increased 90.00
Bank Reduced -45.00
Bank closing balance 235.00

Normally your accountant will advise you to make such Journal Entries after they have processed
your end of year accounts. Sometimes we can use a Journal Entry to correct a mistake we have
made or make adjustments such as for asset depreciation.

Reporting on the Accrual

So you can see from the above examples that the accrual system is made up of three types of entry:
Opening Balances — Transactions - Journal Entries

It is most important to realise that the Accrual System is affected by the date of each transaction.

For example, if we produced a Statement of Financial Position in April, but we had not loaded in our
Creditors invoices for April, the report would be inaccurate because it did not have the correct value
for creditors.

This is where one of the biggest mistakes is made in Accrual management, where entries are not
loaded but a report is produced and considered as factual. This is quite a serious situation and so
greater care is needed in managing an accrual system as opposed to managing a cash basis
system.
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It is for this reason, to keep reports accurate, that Accrual Systems have End of Month procedures
that ‘close off’ a month and stop users from back dating transactions.

Take the situation of producing a GST report. If you are reporting your GST on an Invoice Basis and
had not loaded your Creditors Invoices fully for the period you were reporting on, your GST Report
would be incorrect and you would pay more GST to the IRD than was required.

Cash Basis reporting is much easier because once the bank statements are reconciled, the reports
will be accurate. In particular, if you are reporting your GST on a Cash Basis, then the GST Report
will be accurate by simply reconciling your bank statements.

Accrual Reporting is still a very important step for all small businesses to master and it is most
important that you can report on an accrual basis if you are to know your true financial position.

Stock on Hand

Stock on Hand also plays an important role in the production of Accrual Reports as stock is part of
the assets of the business and will reflect on the Balance Sheet.

Some accrual systems make an individual entry into the Accrual General Ledger for each movement
of stock but SoEasy does not.

Our experience shows that for most of our clients, stock is not easily managed and the process of
individually tracking the stock movement through the Accrual General Ledger overcomplicates the
process of managing the system and the ability to produce accurate reports is reduced.

We have many other audited methods of managing stock and reporting on individual stock
profitability so to introduce the stock value to the accrual reporting system, SoEasy calculates the
total stock value during the End of Month process and uses this value when reporting.

Note: you can change the opening and closing stock values at any time.

End of Month Processes

It is important that if you want to report accurately on an Accrual Basis that you perform the End of
Month procedures which comprise of:

Produces statements for customers and produce your Debtors Trial Balance

Load in all Creditors Invoices and produce your Creditors Trial Balance

Reconciles your Bank Accounts

The process also collects information for use in the Accrual Reporting System such as closing stock
figures. You can always adjust these figures and when producing a report in the Accrual System you
will be prompted for the values of opening and closing stock that you wish to include in the reports.

GST Reporting

There are two types of GST Reporting that SoEasy can manage for you. They are:

1. GST on a Payments Basis (most small businesses fall into this category)
2. GST on an Invoice Basis

Reporting on the GST Payments Basis is relatively easy because the only thing you need to do is
reconcile your bank accounts against your bank’s statements and the accrual system is not involved.
GST Payments Basis reporting is only concerned with the actual cash transactions flowing through
your Banks and Cash on Hand account.

Reporting on the GST Invoice Basis is considerably more complex as the following table shows:

Activity Included in Invoice Basis GST Report

Enter an Invoice from a Creditor Yes
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Pay the above invoice from the Creditor No
Invoice a customer Yes
Receive the money for the invoice No
Pay for fuel with Cash Yes

You can see from the above table that actual cash transactions from debtors and creditors are not
included in the Invoice Basis GST Report because the GST transactions were captured at the time
you entered the Invoices and not when you paid them.

SoEasy automatically handles the reporting process and if you are on a GST Payments Basis, the
understanding of the report output is easy.

If you are on an Invoice Basis the report output can be a little bit more difficult to understand because
you are not able to reconcile the transactions against a bank statement.

Don’t Be Afraid you can do this!

Ok we have probably scared you enough and by now your brain is running around in circles.
Don't worry; we are called SoEasy because we do our best to make everything as easy as possible.

We want you to be able to report on an Accrual Basis so that you can know your profitability at any
time. Also we want our KPI reporter to provide you with meaningful, accurate information so that you
can succeed in business.

Let’s now take it one step at a time and unfold the Accrual System and set it up.

If you are excited about the idea of accrual reporting it would be worthwhile coming on one of our
training courses. Just contact support and they will book you in.
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PART TWO - Techniques

Note: If using a network version of SoEasy, rebuilding the accrual should only be performed on the
server.

Where is the Accrual System?

Arrow 1: At the Cash Book Main Menu there is a button identifying the Accrual System.

=18l x|

SoEaSyTM » Help

accounting.com ~

@ o 21 09 09

platform CaSh Book Add Transactions

Reconcile Bank

Report

point of sale

Things to do 32

& \
Please setyour GST Return due date N Import wizard
e I

File Maintainance. 11 days since last due [ Budgets J [ Setip ]

[ o |

Demo

a
T 21/09/2008 Test 843 REGIST Version  12D0TY | NUM | INS
-loixl
SOEBWN p Help
(Accrual General Ledger}[ About ][ Reports J[Journal Entries][Assets Register][set up the AGL][ Test ]
X
‘\
What i the General Ledger? I
2)
SoEasy has two general ledgers that are automatically These rules aremeasy to maintain but if they are not
created and managed for you behind the scenes adhered to, the results will be that the AGL reports will not

be accurate
1: Cash Based General Ledger.
Keeps track of all actual cash transactions only. The Accrual General Ledger can be used to analyse many
areas of your business including:
2: Accrual General Ledger (AGL):
Keeps track of three main ledgers, Debtors, Creditors, * Profit and Loss
and entries made in the Cash Book * Balance Sheet (see your aperatians net worthl)
* Cash Flow (predict your financial future)
The Accrual General Ledger pravides an accurate

analysis of your actual business performance as long as | To access different areas of the AGL, select the

four rules are maintained appropriate button on the right

Rule 1: All transactions must be made on the true date It is very important ta go through the training which wil
of the transaction provice you with a sound understanding of how the AGL

works and how o use it to your atvantage
Rule 2: The Accrual General Ledger must be set up

corectly with the correct opening balances

for your financial period

Rule 3: The Chart of Aceounts is set up comectly

Rule 4: The comect account code is used when posting
entries,

conversion Help Notes

o
4

T 21/09/2009 Test 3:46 REGIST Yersion 13 GLO1 ‘ NUM | INS

Arrow 2: Select an area of the Accrual you would like to work in.
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Opening Balances Screen

After you accountant has produced your Balance Sheet for the previous financial period, you can
load in your opening balances.

1. Gotothe Setupthe AGL screen and select 1. Setup Start (Arrow 1)
2. At this screen you have access to all of your current Chart of Accounts (Arrow 2)

3. Ifyou select the “Calculate” button (Arrow 3), SoEasy will calculate what your:

a. Debtors

b. Creditors

c. Bank Accounts

d. Retained Earnings

values should be based upon what is already loaded into SoEasy.
* See Notes on Calculated Values below

4. These are 4 critical areas of the Accrual and if they do not match your accountant’s Balance
Sheet the issue should be resolved before continuing

5. Selecting “Filter” (Arrow 4) will filter and display any accounts that currently have a value
loaded against them and is useful for reviewing the accounts

6. Other buttons to notice are:
a. Export - will export the current Chart of Accounts to a spreadsheet
b. Import Opening Balances - allows you to import your opening balances from a
spreadsheet (discussed later)
c. Keyword Search - allows you to enter a word that may be in the Chart of
Accounts and is useful for finding an account
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d. Add Accounts - Allows you to add an account to your Chart of Accounts
e. Report — Produces a report on the Opening Balances

About Calculated Values

When you

Debtors :

Creditors :

select the Calculate button, SoEasy will check the current values of:

The value of Debtors loaded into SoEasy As At the beginning of the current financial
period. If the value is different than the Balance Sheet then either:

a) SoEasy has incorrect Debtors values loaded

b) The Balance Sheet has an incorrect Debtors value

To solve such and issue you would need to analyse the Debtors in SoEasy vs. the figures
presented to your accountant.

The value of Creditors loaded into SoEasy As At the beginning of the current financial
period. If the value is different than the Balance Sheet then either:

c) SoEasy has incorrect Creditors values loaded

d) The Balance Sheet has an incorrect Creditors value

To solve such and issue you would need to analyse the Creditors in SoEasy vs. the
figures presented to your accountant.

Bank Accounts :

The bank opening balances loaded into SoEasy’s accrual may be different than
the ones loaded into the Cash Based General Ledger because:

Cash based values are:  Bank Statement Balance
Accrual based values are: Bank Statement Balance less Unpresented Transactions

When you select “Calculate”, SoEasy looks up the Cash based values and adjusts them
for any Unpresented Transactions. It does this automatically but if there is a difference
between SoEasy and your Balance Sheet then it could be that:

a) You have loaded the incorrect Opening Cash Based Balances
b) You have not loaded the correct Unpresented transactions

See — Cash Book — Set up — Open Balances and check:
Opening Balances
Unpresented Cheques

Retained Earnings:

During the Calculation process, SoEasy adds up the DR and the CR and the difference it
considers to be Retained Earnings. In most cases this value will be incorrect as it has not
taken into consideration other Opening Balances that will need loading. You can edit the

Retained Earnings account (A-RE) at any stage.
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Loading Opening Balances

Because SoEasy has been set up to allow you to re-build your accrual at any time during the current
financial period, you can actually load and edit your opening balances at any time during the current
period.

This is a very handy feature as it is improbable that you will get your correct Balances Sheet figures
from your accountant at the start of your financial period and there may also be adjustments that
need to be made. For these Opening Balance adjustments, instead of making Journal Entries you
can just edit the Opening Balances and re-build the accrual.

To Load in an opening balances:

STEP 1: Calculate
1. Select the Calculate button to calculate the values that SoEasy currently recognizes for
Debtors, Creditors, and Bank accounts.
2. It will also calculate Retained Earnings but this can be adjusted later
3. The Calculated figures should be the same as the Balance Sheet. If not you will need to find
out why there is a difference.
4. Once complete select the Filter button to display and check the values

STEP 2: Add Opening Balances

Apart from the advanced function of Importing Opening Balances, you simply find the account you
wish to add an opening balance to and click on it with your mouse.

An Opening Balance should only have one side with a value in it (DR or CR)

To find an account you can use:

a) Select a heading and then use the “Shift + ?” key function
b) Use your keyboard arrow keys to scroll through the account codes
c) Keyword Search which looks for a name of an account similar to what you type in to find
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STEP 3: Check Balance

The DR and CR totals at the bottom of the screen should be the same else the Build function will not
work.

STEP 4. BUILD
Once you have your Opening Balances sorted you are ready to build the Accrual Ledger entries.

1. Arrow 1: Select the “Build” button to go into the accrual build screen
2. Arrow 2 : Select the “Build the Accrual General Ledger” to rebuild the accrual and answer:

REMOVE GL Transactions- You should select Yes

Shall | populate the GL with Opening Balances? — You should select Yes
Do you want to rebuild the General Ledger? — You should select Yes
Build on Date? - — You should select Yes

In the dialog that appears, select “All Build Areas” and select OK

P20 OT®

During the re-build you will be advised if the Debtors and Creditors values are correct
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STEP 5: TEST (Arrow 3 above)

The Test is a very simple test that checks to see that the Accrual General Ledger's DR and CR
balance. If not a screen will display with any issues.

Should you have any issues it may be necessary to book a support call with SoEasy so we can help
you resolve the issue.

STEP 6: TEST Number 2

Test number 2 is a very important test.

This test goes through many stages of checking all the transactions in your entire system that affects
the accrual.

If the test finds an issue it will attempt to correct it.
The test results appear in a separate screen and for each test it will have either PASS or FAIL.

Sometimes although a test FAILED it will also advise you of if it was corrected or what you need to
do to fix the problem.

In most cases, if you have a failed test you should book a service with SoEasy’s support department
and we can review the issue and help you resolve it.

Testing

You can test the Accrual General Ledger at any time.

Rebuild

Should you need to, you can rebuild the Accrual at any time following the above procedure.
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Journal Entries

You can make Journal Entries in the Accrual system by selecting the “Journal Entries” tab (Arrow 1).

Arrow 2:  Make a Journal Entry
Arrow 3:  Report on Journal Entries
Arrow 4:  Add a new account to the Chart of Accounts
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Reports

There are a wide range of reports available through the “Reports” button.

Arrow 2:  Report on a specific account
Arrow 3:  Financial Reports
Arrow 4: Invoice Basis GST Reports

Select the report options and discover the value in the reports to your business.
You can also export the reports to a spreadsheet for further analysis.

Conclusions
The tips to accurate accrual reporting are:
Load accurate Opening Balances
Add transactions using correct dates

Assign transactions to the correct account codes

If you are excited about the idea of accrual reporting it would be worthwhile coming on one of our
training courses. Just contact support and they will book you in.
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