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Financial News 

How Improper Use of QuickBooks 
Can Distort Your Company’s Profits

By Jack Kern

In the past issue, I talked about how your
method of accounting can distort your company’s
true profitability, or worse, disguise operating loss-
es that can ultimately destroy your business.  This
month, I will focus on some of the more common
mistakes I’ve seen made by QuickBooks users.        

First, let’s deal with that controversial “P” word
that gets bashed around so much.  

A few years ago I was working with a company
that purchased a new line of equipment to expand
the business, but ran into financial difficulties with
the loss of some major contracts.  The owner was
forced to cut back on expenses, including some
popular employee benefits.  After announcing the
cuts, an employee posted a note on the bulletin
board accusing the owner of being a “greedy busi-
ness owner.”  

This business owner was actually a very com-
passionate person who had invested a large
amount of his money into the company trying to
avoid cuts. So I sent an email to all employees
titled “Profit Is NOT a Dirty Word.” In it I
explained exactly why it is critical to be profitable
— operating losses represent a real cash drain that
has to be replenished, and when the funds run
out, the company is out of business, and then
everybody loses — including the employees.     

That was a $20 million company, but the lesson
holds true regardless of company size or account-
ing software used. As a QuickBooks ProAdvisor, I
review my client’s QuickBooks files from the view-
point of a CFO /controller to determine prof-

itability, because if you don’t know if you are prof-
itable, the rest doesn’t matter.  

In my opinion QuickBooks is a fantastic, “user-
friendly” accounting software, but it must be set-
up and used properly by clients.  In QuickBooks,
the key to accounting accuracy lies in the proper
set-up of your Items List, Chart of Accounts, and
Preferences.  These settings control how transac-
tions affect the all-important behind-the scenes
accounting, and therefore, your profit or loss, the
taxes you owe and when they are due.  Here are
just a few examples of how companies can grossly
distort their profitability: 

Maintaining their books on a “cash basis” of
accounting. This subtracts accounts receivable
from your sales and understates your bottom line
profit.  If you offer credit terms, set your Reports
and Preferences to “Accrual.”  If your tax preparer
wants cash basis, give them a cash basis report, or
let them convert your accrual statements to cash in
their own tax software, not yours.

Entering a “Bill” to record a supplier invoice,
and then paying it with a “check” transaction
rather than using the “Pay Bills” feature.  If you do
this, the expense is recorded twice.  

Entering a “Bill Payment” without first having
entered a bill – the expense has not been recorded
at all, and the account payable is now negative.  

Using “check” transactions to expense large
inventory purchases and inventory-related labor
costs, rather than tracking inventory and work-in-
process.

Misclassifying current and long-term assets
and liabilities, and lastly, using multiple “com-
pany files” with extensive inter-company trans-
actions, with no effort to reconcile and consoli-
date the financial statements.  As a stand-alone
business, none of the numbers make sense. 

There are many other examples, but the
point is, many small businesses use their
accounting software as a “checkbook” thinking
the accounting is all being “miraculously” done
behind the scenes – not true!  As the saying
goes, “garbage in, garbage out.” Sooner or later,
someone has to clean-up the mess. So for busi-
ness owners who want to do their own data
entry, find out the correct way to do it from the
start, and then, I encourage using “memorized
transactions” to keep the accounting consistent.
If in doubt, post it to “Uncategorized Income”
or “Uncategorized Expenses” and let your
accountant review it periodically.  And always
make sure your accountant’s changes are
entered into your QuickBooks file, not just the
accountant’s tax software.  

In my next article, I will talk about how you
can use QuickBooks to set up critical financial
measures and tax reports.

Jack Kern is a financial consultant for Kern &
Associates CPA, P.A., a Tierra Verde CPA firm
owned by his wife, Marianne Kern CPA, and spe-
cializes in small business accounting, bookkeeping,
and tax services.

Real Estate Update  

By Libby & Ron Salamone CRS, CRB 
Certified Real Estate Brokers

During an open house, Realtors© have the
opportunity to meet prospective buyers, usually
for other properties and a chance to meet neigh-
bors who might want to list their house in the
future. Open houses also provide free weekend
advertising for Realtors© as they place directional
signs throughout the neighborhood. 

So while open houses are good for the
Realtors©, unfortunately they do not often sell
the house.

According to statistics from the National
Association of Realtors only about 1-2 percent of
resale houses sell though an open house.
Although you want to do everything possible to
sell your property, is the 2% chance worth the
security risk and inconvenience of opening your
home to strangers?

There has been a significant change in how
people look for and buy real estate compared to
just five years ago. Serious buyers do not random-
ly drive through neighborhoods looking for open
house signs. They use the Internet to do research

then meet with their Realtors© to narrow down
selections of properties they want to see.
Knowing how the best buyers select properties
can make you wonder if inviting the public to
roam freely though your house makes any sense
at all.

Though we are not proponents, we do hold of
open houses for our sellers who want them.
Open houses give the perception of activity, and
that’s not all bad.  There is also always the
“chance” that right buyer might walk through the
door.

Even with two Realtors© present during an
open house, it is difficult to watch every person
when multiple family groups visit the house at
the same time.  In these litigious times, what hap-
pens if someone (accidentally or not) trips over a
rug, walks into a glass door, or falls in the pool?
If you have children, should you show their bed-
rooms and toys to complete strangers?
Remember too, everyone who goes through your
house will know the floor plan, the probable

places you hide valuables, if you have a security
system and if so its brand and location. 

If you do decide to have an open house - and
in this market you may be tempted to try every-
thing – here is an upside.  Although most of the
people who visit open houses are “looky loos” in
search of decorating ideas, one of those “noisy
neighbors” might just have a friend of relative
looking for a house like yours.  

Should you decide to have an open house,
lock up your jewelry, prescription drugs, valuable
small accessories, portable electronics and any
papers that contain personal identification.
Check coverage with your insurance company
and make the house look its absolute best, maybe
even bake chocolate chip cookies, turn on the
lights, and take your pets with you when you
leave.

We are always too happy to answer your real
estate questions.  Please don’t ever hesitate to call us.

Libby and Ron Salamone are Broker/ Owners
of RE/MAX Bayway Islands.

How Effective Is An Open House?
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