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Financial News 

The Difference Your Business’ Method of
Financial Reporting Can Make

By Jack Kern
In the June issue of The Island Reporter I talked

about problems people can create when they do
their own internal accounting, but do not know
whether they are actually profitable, and the
importance of knowing this in order to survive the
recession. In this article I will talk about how using
proper accounting method can reap some major
benefits for your small business.

First some background. In my “previous life,” I
was a commercial lending officer in the banking
industry. In this position I saw many gimmicks
used (legitimately or not) by business loan appli-
cants to reduce taxes, particularly cash basis
accounting which can cause a company to show a
loss on paper. The problem can impact your abili-
ty to secure a loan as when you provide this infor-
mation to a bank, the people who are analyzing
your financial statements are not there to re-do
your accounting, or even tell you how they want it
done to improve your chances of getting a loan.
They don’t want to meddle in your business that
way because banks are concerned about lender lia-
bility in case something doesn’t work in your
favor. Therefore, they often just take whatever you
give them at “face value” and either approve your
loan, or decline it without a full explanation. In
the latter case, you are then left to wonder what
just happened.

That is what I encountered with one of my first
clients as a consultant when I was referred to a 27-
year-old private ambulance business that was hav-
ing trouble getting approval for a $30,000 bank
loan to buy two wheelchair transport vehicles.

When I met with the owner, I asked to see the
information that she gave to the bank.  It was a clas-
sic situation of what I described above, compound-
ed with multiple business entities and extensive
intercompany transactions — no one really knew
what was going on.  In the meantime another busi-
ness adviser using this same information was telling
her that she needed to let go of several paramedics
— the life blood of her company, because her direct
labor costs were “too high.”  And ironically, at the
same time, management was complaining about
not being able to attract and retain quality employ-
ees from the local labor market.

The first thing we did was go back two fiscal
years and recast the accounting on an accrual basis
as I discussed in June, while simultaneously mak-
ing improvements in their financial reporting that
eliminated all of the confusion created by inter-
company transactions.  The end result revealed a
company that exhibited strong earnings, but slow-
ly turning accounts receivable creating a severe
strain on cash flow.  Moreover, when we compared
our numbers to an industry study we obtained
from the ambulance association, we discovered
that as a percentage of revenues, our direct labor
costs were actually lower, not higher than the
industry average.  At this point, we slammed on
the brakes to review exactly what was going on.

The outcome of all of this was almost unbeliev-
able.  First we wrote a business plan based on the
revised numbers and obtained approval in only
two weeks for bank financing totaling $650,000.
This included a working capital line of credit, and

a revolving line of credit to enable the company to
purchase vehicles with just a phone call to the
bank.  We then looked into the accounts receiv-
able turnover issue and discovered a production
bottleneck in the billing department, which was
quickly addressed and eliminated.  

Finally, and perhaps most amazingly, we did a
survey of the labor market and discovered that the
company’s wage rates were far below the competi-
tion, which explained why the company was hav-
ing a difficult time attracting and retaining quality
employees.  And the employees that were left had
found ways to get around this by helping each
other to abuse the company’s overtime policy.
The remedy?  We gave the employees an across-
the-board pay raise and simultaneously cracked
down on overtime abuses, and in the end, every-
one came out ahead.

None of this would have been possible without
first correcting the company’s method of account-
ing and financial reporting.  And by the way, the
company’s method of reporting for tax purposes
was left unchanged.

In my next article, I will talk about some specif-
ic financial reporting procedures that QuickBooks
users can create that paint the wrong picture of
your companies’ financial health.

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.
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