[image: image1.png]SHENANDOAH VALLEY

SMALL BUSINESS
DEVELOPMENT CENTER




The Journals
February 14

Keeping Good Records Can Keep Your Business on Track

If you’re like most small business owners, your days are spent juggling a multitude of tasks in an effort to satisfy your customers, meet employee needs, and carve out a little personal time for yourself.  In the midst of all this, there is a seemingly endless stream of paper and data coming across your desk. Unless you are a bookkeeper by trade, record keeping tasks are not how you want to spend your time as an owner/manager. 

This is the time of year when many of us gather records from the prior year in order to file tax returns or produce financial statements. It is also a good time to review your record keeping procedures and establish habits that will mean an easier time next January. 
Remember that the first function of good record keeping is to provide you with the information to understand your business and make good decisions. Are your expenses changing? What products or services are really making (or losing) money? Are you keeping track of labor hours involved in designing or crafting a product? If you are not costing the product accurately, you are giving away your services.  Estimates made after the fact are almost always too low. Set up a diary or log sheet to record start and stop times. 

Accurate up-to-date financial reports help you make decisions for your business future. Accurate historical records are essential for bank financing or inviting a partner or investor into the business. They also enable you to prepare realistic projections and budgets. 

The second function of record keeping is to fulfill requirements of various government agencies. Except in a few instances, there are no set requirements for how to keep your records; there are only requirements for what you need to report. You must be able to report sales taxes collected, payroll taxes withheld, etc. You must be able to substantiate business expenses and clearly show the separation of business and personal expenses. Sound record keeping practices makes meeting the requirements easier (if still annoying). Poor records make it difficult if not impossible. 
If you operate a small business, especially one from your home, it is important that there be a clear separation of business from personal expenses. Set up a separate checking account for business purposes only.  Some businesses set up additional accounts to handle their credit card transactions or payroll. You, your banker, and accountant can discuss the options best suited for your business. 
Some types of business expenses need special record keeping.  If you are starting a new business, keep good records of your start-up costs (travel, training, marketing, research). These expenses can be tax-deductible but are handled differently than regular business expenses. 
There is one requirement for tracking travel expenses: discipline. You must record each and every time you use your personal car for business. Keep a log in the console and record the date, beginning and ending odometer readings, and the purpose of the journey. Also record gasoline and repair costs that are due to business needs. 
For business meals & entertainment, record the amount of each expenditure, the date, location, reason for the expenditure or the business benefit derived, and information about the person(s) entertained, with enough information to establish the business relationship. 
In order to claim business expenses for your home office, that portion of your home must be used “exclusively and on a regular basis” for your business needs.  A diary or day-planner can substantiate regular use, but the “exclusive” requirement is harder. You must use the area only for your business or trade. If you use your computer for personal correspondence, to track your investments, or your kids do their homework at that desk, the IRS may disallow your home office deduction.
Business records reveal the history and life-story of your business. Take some time now to set procedures in place for a successful new year. 
The Shenandoah Valley Small Business Development Center, with offices in Harrisonburg (540-568-3227) and Verona (540-248-0600) offers free and confidential business consulting. Please give us a call or visit our web-site at www.jmu.edu/sbdcenter.






