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Six Common Nonprofit Bookkeeping Mistakes to Avoid

Common Mistake #1 - Not understanding what an accounting
system should do and how to get started

e Accounting is a self-checking system to record and categorize the resources
of an organization and the results of its activities.

e Programs like QuickBooks Online (QBO) provide a full-service accounting
system that keeps track all of your financial activities. Important features
include accounts receivable and payable, budgeting, payroll, reporting, as
well as collections and payment solutions. QBO is the system we focus on in
BeanCounters.Solutions courses.

e Organizations that simply enter transactions as they are paid or received are
missing the opportunity to use all of these features to create financial reports
that can help them better manage their accounting.

e Because accounting systems produce financial statements in a format that is
commonly used by other organizations, stakeholders, funders and banks, it's
important to set up the system to reflect a common format.

Common Mistake #2 - Not understanding the concept of cash vs
accrual accounting

e The best way for a business of any kind - for profit or nonprofit - to track their
finances is on the accrual basis. The idea of accrual accounting is to make a
best effort to match revenue and expenses to the time frame in which they
actually occur, regardless of when they are paid.

e It's easy to take accrual statements and predict cash flow, but nearly
impossible to use cash-basis statements to do so, because the organization
doesn’t have a record of what you owe and who owes you.

e QBO allows organizations to create reports using both methods
simultaneously, so by recording transactions as they occur (not just when
they are paid),the information is available to create accrual statements.



Common Mistake #3 - Overcomplicated Chart of Accounts

e The Chart of Accounts is the framework of an accounting system. It is a listing
of the classifications into which transactions will be divided and the roadmap
for how the financial statements will be presented. You can get everything
you need from your Chart of Accounts if it is clear, concise and well
thought-out.

e Knowing who will be using the organization’s financial information is an
important consideration when setting up the Chart of Accounts. That lets you
get each type of user the information they need at the appropriate level of
detail.

e QBO has different layers of detail beyond the Chart of Accounts - you can use
Locations, Classes, and Products/Services to organize information in finer
detail than the Chart of Accounts - and you won'’t clutter up your financial
statements.

Common Mistake #4 - Not using Accounts Payable and Accounts
Receivable

e While a lot of nonprofit revenue is paid at the same time the transaction
occurs, this is not always the case. If you have revenues like grants that pay
out over time, or you provide services that are paid on account, then you
should be using Accounts Receivable to track who owes you and to help you
get paid quickly.



e Accounts receivable let’s you invoice donors and clients for pledges, services
or products and then use QBO to help collect using reminders, statements,
and online payments.

e Accounts Payable is just the opposite - you need to know who you owe
money to so that you can monitor your cash flow and generate payments.

e Both Payables and Receivables are key to keeping your books on the accrual
basis.

e Of course, there are times when you get paid right away, or you have to cut a
check to a vendor that needs to be paid right away. These are easy to
account for inside QBO, but it's important to know when to use payables and
receivables and when to create cash transactions.

Common Mistake #5 - Not setting up a budget

e Most nonprofits create budgets to help their board and staff understand the
plan for the next year, but many don’t incorporate that budget information into
their accounting system.

e \When you don’t incorporate your budget into your accounting system, you're
missing out on one of the most important things it can do for you - giving you
the ability to see how your activities are stacking up against your plans and
making adjustments as you go.

e By setting up your budget in QBO, and putting it in on a monthly basis so that
any seasonality is accounted for, you will be able to create monthly financial
statements that show where you planned to be and where you are - both in
revenues and expenses.



Common Mistake #6 - Not knowing about these great features

e This might actually be the biggest mistake | see. QBO has so many great
features that not only make your work easier, they give you better financial
information. But | see so many organizations that just don’t know they are
there or don’t know how to use them. Here are just a few:
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@)

Recurring transactions

QBO Payments

Automatic Sales Tax calculations

Full service and self-service payroll with time tracking

Syncing with nearly all banks to download and reconcile activity

An app store that offers all kinds of finance-related tools

Multiple logins, some of which can be reports-only. Great for finance
committees and boards

The ability to do ‘job costing’, which can be used to easily track the
results of discrete programs

| hope this list has been helpful and has you thinking about all the ways QuickBooks
Online can be used to get better, quicker, easier financial information. I'll go over all these
and much more in the BeanCounter.Solutions Beginning course, so watch for more
details at BeanCounter.Solutions and keep on counting those beans.

I'd really like your feedback on this list. | am always trying to improve the information that
| provide, so if you could take just a few minutes to fill out this survey, it would really help
me make sure that I’'m providing information that is both relevant and helpful.



https://beancounter.solutions/
https://docs.google.com/forms/d/e/1FAIpQLSdgRnIKkoyyhoMrWZUwESOCEDvQ6jk14Geit61KOtaEfnBywg/viewform?usp=sf_link

