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Big Choices for Your  
Accounting System

Should You Use the Cash or the Accrual Method?

In contrast, the Accrual method of accounting focuses on recording income when it is earned and 

A good general rule is: it is better to have accurately 

maintained cash basis records than inaccurately  

maintained accrual basis recor

The Accrual method of accounting allows you to make a more accurate comparison of revenues 

If you use the Accrual method of accounting, you will include this information and record Accounts 

-
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Comparison of Cash and Accrual Accounting

CASH ACCRUAL

What is it? A system which records in-

come only when it is received 

and expenses only when they 

are paid out

A system which records 

income when it is , and 

expenses when the 

, regardless of 

when payment is made  

An Example: -

gram charges client fees and 

bills monthly

In a cash system, you record 

client fees only 

In an accrual system, you 

record client fee income 

 for 

which the fee is charged, 

regardless of then payment 

 

Advantages

training than maintaining a 

checkbook

picture of where the program 

really stands

provide services

is easily understood by all 

 

Disadvantages

-

atic way to track what you are 

owed

individual able to spend time 

learning

-

stand what the statements 

mean

 

Note: -

ments are prepared, a system is used to take into account what is owed by and owing to the 
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-

method, your auditor will have to comment on the fact that your statements are not presented in 

Do You Need to Track Multiple Programs  
or Multiple Funding Sources?

We discussed this concept of purpose 

of Accounts -

both an preschool program and an after-school child care program, and you want to be able to 

understand how much each of these two programs costs to operate, you would structure your 

supplies, but you would characterize each expense you recorded by both its line-item description 

-

This same functional or program character distinction can be used to deal with the need to track 

that when you recorded an expense for sup- plies in the supplies line item, you would also use 

-

action was intended to support, you could use the same approach we described above to record 
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-

If you are receiving funds from sources which restrict how you can use them, and especially from 

approach to accounting described in this section to set up your system in full compliance with 

How Will You Meet IRS Reporting Requirements?

-

-

counts described above, with one level used to categorize line items and the second level used to 

Do You Want or Need to Use Generally Accepted 
Accounting Principles (GAAP)?

-
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feel that following GAAP accounting standards  

 

credibility and

-

-

these standards are available for free online ̀ To access the free version go to  and 

-

must never be used and always invested in order to produce income to support your organization 

-


