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INTRODUCTION TO RECORD-KEEPING

March 9, 2021


http://www.compeer.com/

BUSINESS STRUCTURES

» Sole Proprietorship (owned by one person)

« C-Corporation (may deduct fringe benefits for owners, flat tax rate, double taxation)
° S-Corporation (profits and losses pass through to the shareholders)

* Partnership (flexibility, avoids double taxation)

e LLC (hybrid entity combines flexibility of a partnership with limited liability protection
of a corporation)



CASH VS ACCRUAL ACCOUNTING

« Cash Basis Accounting — revenue is recognized when money is
actually received. Expenses recognized with they are paid.

« Accrual Basis Accounting — revenue and expenses are recorded
when they are earned, not when money is actually received or paid.

***Accounting method is stated on tax return



mmm CHART OF ACCOUNTS

What is a Chart of Accounts?

« Checking - Test Bank Bank 29,919.40
+ Undeposited Funds Other CurrentAsset 0.00
« Accumulated Depreciation Fixed Asset 0.00
« FA-Building Fixed Asset 0.00
« FA- Dairy Cattle Purchased Fixed Asset 0.00
« FA- Equipment Fixed Asset 44 161.00
+ FA-Home Fixed Asset 0.00
« FA- Improvements Fixed Asset 0.00
« FA-Land Fixed Asset 0.00
+ FA-Vehicles Fixed Asset 0.00

Balance Sheet Accounts:
= Assets (checking, savings, fixed assets, co-op stocks)
= Liabilities (notes payable, loans, payroll tax payable)
= Owner’s Equity / Retained Earnings

Income Statement Accounts:
» Revenues (sales, patronage refunds, rental income)
= Expenses (feed, vet, utilities, supplies, repairs, fuel)



BALANCE SHEET

What is a Balance Sheet?

= A snapshot of your current
financial situation.

= Everything that is owned,
everything that is owed.
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INCOME STATEMENT

What is an Income Statement?

* Revenues and Expenses from
operating and non-operating
activities.

= Shows a profit or loss for a
certain period of time.
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Fhat o can bearn ,r";':'om an

INCOME STATEMENT.

Cash Farm bsCome
Corm F1.400
[T 258000 4
Tl Srasck 5
Mups Levevtoch 4 |50
Tt [ drpPeevLd = 3000 |
Geroaa F arm Incoms £314 920
Carsh Farm Enpeense
Srapad nazo
Fartility 20 250
W] o pelIT TEIC TR 32463
Crop iRaur s 3510
C st hirg - Crops SN
Foompdl fEn 1
Brad ifig 2,200
WetEnrary LT
Suppleii 19 993
Flpricening S
Fims £ &l & 00
Eipaars HLel ]
C umtoen hirs - other [ %]
Lz i5.000
Larad fawes A0
F iy ifvsiaids 200
LItiimien & 00
Brcdwunioral tervees EL ] 5
T o loans 26,628 B
Total Cash Farm Expares BT
et Cagh Farm Income il
Bccrusl Aduntments I
Crosps andd Pesd LR -
Pl o brvwrihicln y -
A DS S, i B 3 0
Fladging accounis -
tibeeT CUTTETM JS5#1E .
Prepatd #xp & 5ppy DO
Geceanng Srogrs -
L -
Accrusd mEsret 400 |
Total Irvwist oy Chafgs Fl2.444)
Piet Operating Broht 70,758
Deprecistion
P pechurenry 1RO
Tonhand wrheeclirs I, S0
Eildg L improrewmmants 4 D0 ]
Tt gl D perl bashon g ]
Caprial Adpiments ’ 200
et Farm i oma 50,083

B T R T

ﬁ . A hm

s =rmm

g cnaal St doorual s ik & ey i
epsrabion’s sctual profitabildy per crop year by scosuring
Hor chuanged i Shart-berm sCosunts hioe sreenbory. market

Irearriogh and perepaed s pnet For geamiphe soomaals wall
Tibol RO B et L] afel

Aremy PETATE T Pard (R i1 0Pl s 2 bl ok el e
or dellaywng Ehe recept of a prain clech wntil Janu sy for
Tl et ACCOnaa i 3R MM Hioey Tor chag
gras Ereeniory bo be included ap incoms i che year itwas
o andumtied, Pl ke

Capital A purstrvests Capiral sopus imsnls b ount ber
any purcharsts or saler muds cutuds af the day-to-day
i [and was

o imaie L}
[tepeugghin o bl rispoand chet Tog 3] Changs o podir Capital Pt

Talom avwway IT thet apesr 30 (300 fFeli@ Bk OF o raiclard
FIES LIS TN inccaTs. 10k for Wys 10 reduc# cottt
it it P S g e ST b b PR Bl o 7oL T B

ooy ol W g e *

TO LEARN MORE:

Contact your local financial sfficer fer mors information,
Call Compesr Financial at (B44) 4266733 or wisit un
onling 1 compssr.com.



mm REPAIR VS CAPITALIZE
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Questions to ask yourself:

1.

Is the expense necessary and routine? Is it in the same working
condition as it was prior to the repair? Did you keep it in operating
condition for normal use?

= Then it is a repair.

. Is the expense for betterment, adaption or restoration? Betterment

iIs materially increasing the value. Adaptation is changing it to a
different or new use. Restoration is returning it back to normal
state of operation after falling into a state of despair.

* Then it is capitalized.



mmm ACCURATE ACCOUNTING

Documents needed

= Monthly bank statement = Sales Agreement / Financing
= Duplicate checks, check images, Agreement for Equipment and
or checkbook register Vehicle Purchases
= Credit Card Statements = Prior Year Ending Loan Ba_lances
» Un-cleared Checks/Deposits for

* |nvoices that need to be split
c e C bill Bank Accounts
xample. Lo-op biil = Capital Asset report
= Receipts for items paid in cash = Prior Year Tax Return
= Deposit receipts
» Closing Statements for Land
Purchases or Sales

e J.ll.ﬁFcloN'z‘r\?cEl :



m ORGANIZING RECORDS

Filing System:
= Keep it simple
= Tailor to fit your farm business needs
+ By Vendor
+ By Month
+ By income / expense account

+ Capital Purchases / Capital Sales
+ Employee / Custom Hire

= Computer Records — make sure to keep a backup file in another location.
» Filing Cabinet
= Keep day-to-day information easily accessible

o .l.ll.chloN'z‘r\?cEl



me DOCUMENT RETENTION
1. Keep records for 3 years (if 4 & 5 below do NOT apply to you).

2. Keep records for 3 years from date you filed original return or 2
years from date you paid tax. (which ever is later)

3. Keep records for 7 years if you file claim for loss from worthless
securities or bad debt deduction.

4. Keep records for 6 years if you do not report income that should be.

5. Keep records indefinitely if you do not file a return or if you file a
fraudulent return.

6. Keep employment tax records for at least 4 years after the date the
tax becomes due or paid. (whichever is later)

7. Keep records relating to property until the period of limitations
expires for the year in which you dispose of the property.

e .l.ll.m FCION 'X‘r\? cE |EAR|.“

Source: http://www.irs.gov



mmme TAX RETURN SUPPORTING DOCUMENTS

Tax Return/Supporting documents:
= Can be audited up to 3 years

= |f large errors are found, IRS can go back a total of 6 years

Examples of Supporting documents:
= 1099’s
= K1’s
Auto mileage logs
Bank statements
Business credit card statements
Income documents/stubs
Expense receipts/invoices
Brokerage statements
Hard copy of computerized records
W2s

e .l.ll.chloN'z‘r\?cEl



TAX RETURN AND SUPPORTING DOCUMENTS
CONTINUED...

Capital Purchases / Sales
= Purchase invoices
= Contracts
» Closing statements

= Any other statements that document a purchase need to be kept for 7 years
after the item is sold or disposed of.

+ Examples of capital purchases: equipment, land, home, other improvements
(remodeling, conservation, fencing, land clearing, new wells, etc).

v .l.ll.m FCION 'X‘r\? cE |EAR|."
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EMPLOYEE FORMS

Federal Form W-4
= Needs to be kept at least 4 years after filing the 4t quarter for the year.

State Form WT-4
= Needs to be kept at least 4 years after filing the 4" quarter for the year.

Federal Form |-9
* Needs to be kept for 3 years after date of hire or one year after employment
ends, whichever is later.



QUESTIONS?
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