Leveraging QuickBooks Reports for

Strategic Business Decisions




Essential QuickBooks Reports

* The following reports should be reviewed regularly
— Balance Sheet: report of assets, liabilities and equity at a point in time
— Profit & Loss Statement: summarizes revenue, costs & expenses during a specified period
— Cash Flow Statement: tracks the inflow and outflow of cash
— Accounts Receivable Aging Summary: overview of outstanding payments by customers and due date
— Accounts Payable Aging Summary: summary of invoices owed by a business, by vendor and due date
— Budget to Actual: Comparison of annual budget with how the business is performing.




How to Navigate P&L
to Identify Financial
Trends and Growth

Opportunities

Utilize Projects, Locations, Classes and Tags in QuickBooks:

« These tools help you track your revenue and expenses
 |dentify which products/services are most profitable
 |dentify economies of scale where certain projects can share overhead
* |s your pricing strategy working across products and services

« Example: Contractor with Commercial and Residential projects
* Projects track revenue and expenses under both revenue types
* Net margin % (Profit/Revenue) may determine future sales focus

Make use of Reporting Periods and Comparative Data:
« Run a P&L and sort by month, quarter, and same period from prior year
» Save your reports using “Save Customization” in top-right corner
« Often overlooked, but custom reports will update automatically
» Look for seasonality in Revenue and Expenses
« Counselling services may see dips in summer months
» Retailers may see surge in revenue towards the end of the year

Review Expenses like a Not-For-Profit
« Make a habit of reviewing Budget to Actual
« Think about the first payroll after summer vacations
* Do not be complacent with monthly costs whether rising or stagnant
» Dues & Subscriptions
» Make use of Vendor credits and early pay discounts
* Do not become a victim of EBITDA
« Earnings Before Interest, Taxes, Depreciation and Amortization



Balance Sheet Key Indicators of Financial Health

* |Indicators of Financial Health

— Liquidity/Solvency: Does your business have the
cash flow to meet short-term obligations (payroll,
bills, short-term debt)

— Level of Debt: Is your business highly leveraged, or
have profits been re-invested.

— What is the Growth Potential * When is it time to cut costs or seek Financing?
* What Accounts are increasing (A/R, A/P, Cash)

* What Accounts are decreasing (Debt, R/E)
* What Accounts remain the same (Fixed Assets)

— Assess working capital (Current Assets — Current Liabs)
e Can you meet payroll, interest, accounts payable obligations
e Current Ratio (Current Assets/Current Liabs)
* Quick Ratio ((Current Assets-Inventory)/Current Liabs)
* Ratio closer to 1:1 signals a need to cut expenses

* Ratio closer to 2:1 shows liquidity, Creditors will view business
more favorably and be willing to extend financing for to facilitate
Growth



Common Red Flags in P&L Requiring Attention

. This ratio Is calculated as
Net Profit divided by Revenue.

As an example, a company with Net profit
of $100M, would appear healthy on the
surface. However, if you divide the net profit
by Revenue, and the net margin is 1%, a
small change to interest rates, inflation
adjustments may result in net losses.

This could indicate a poor pricing strategy.

In an accounting

period may result from:

Marketing spend decreasing with
a corresponding dip in Sales
Changes to vendor pricing
Productivity Issues

Inventory in low demand
Something nefarious

« Watch large one-off swings

— expenses
should be matched to revenue and move
proportionately. If Expenses increase at a
rate higher than revenue, follow-up is
required:
» Cost of Goods Sold —is an inflation
adjustment needed to Sales
» \Wages — a possible indication of
inefficiency in the work force. Also
consider whether owner-manager
IS being compensated fairly
« Capital ltems expensed. Capital
iInvestments should be included on
Balance Sheet



QuickBooks Sales Review:
What are the signals it is time for Change

If you map out Sales and Profitability, does it look like this: <
* |s Revenue not keeping pace with expenses?
« Value add pricing should factor in profit that can sustain a level of inflation
« |tis important not to overreact to vendor price adjustments.

Assess your Finished Goods Inventory
* |f heavy discounts are required to move certain products, those products need to go
* Lululemon as an example

Benchmark your Prices
« Comparing your sales prices/profitability to local competitors can help identify opportunity
* Measure the value add compared to the closest competitor, and ensure your pricing matches
* There is no prize for holding the title for the cheapest price

Not all Revenue is Good Revenue
« Don't Overextend: watch your capacity and ensure you are able to serve your customers well
« Ensure pricing compensates for the high demand of your product/service
« |tis okay to say no!



Cash Flow Statement and Liquidity Management

What is a Cash Flow Statement:
« |tis a measure of how well a company manages its cash position, tracking the inflow and outflow of cash.
* |s your business generating cash to meet any debt obligations, and fund its operating activities

The Cash Flow Statement is comprised of Three Categories:
1. Operating Activities
» |f the outflow of cash from operations is greater than inflow, it is a sign that your day-to-day
operations are costing you more than the cash generated from Revenue
« Are bills being paid faster than sales invoices are collected
«  Start-ups, or seasons of high marketing spend, may generate negative cash flow
2. Investing Activities
« Changes in equipment, vehicles, computers other capital assets, or investments relate to cash from
investing
« Itis common for cash flow from investing to be negative in periods of high investment
3. Financing Activities
« Tracking the change in sources of cash from shareholders, banks, as well as cash paid to investors

(dividends)
« Cash inflow from Bonds or Financing will generate positive cash flow, but this may not always be
a good thing

Review your Cash Flow Monthly:
« You want to review cash flow over the fiscal period, monthly, to identify seasonality
« Months that typically run negative (Weather dependent, vacation schedules), may not be the period for purchasing new equipment.




A/R Aging’s Impact on Business Decisions

Purpose:
* Summarizes outstanding customer invoices that have not been paid.
» Typically, outstanding invoices are split in 30-day increments, over four 30-day periods
* QuickBooks allows you to break up the periods into shorter terms, and multiple periods

What insight can a Business Derive

» Not all revenue is created equal — there is such thing as bad revenue. Consider time to collect, effort
» Consider whether a % of AR Aging should be considered Bad Dept

» Does Collection require Positive (Discounts) or Negative (Interest) encouragement

e Communication is key

What Action can be taken to Encourage more timely collection:
« Don't Resist Electronic Billing
» Utilize Reminder Features in QuickBooks
» View Open Invoices in QuickBooks to determine if Customer has even viewed the invoice
« (Consider requiring an upfront Deposit
» Consider offering early pay discounts to expedite collection, or to encourage more cost-efficient
collection
» Do customers opt for credit card transactions for points/ease, would a reward offset cost?
« Should an interest component be added for late payment, or to extend credit
» Establish and Communicate Credit Terms




The Role of the A/P Aging Summary

* Using A/P Aging to avoid late fees and maintain healthy vendor relationships.
— Know your limits and play within them:

 Honor Net Terms... but ...
* Maximize to improve Cash Flow. In some cases, communicate with vendors to extend payment terms

— Make use of early pay discounts, or commercial pricing
— Monthly Review of A/P Aging summary (30-day increments, across multiple periods)

* |ldentify what is coming due (items in first column <30 days)
* Prioritize and bills past 30 days
* Review possible duplicate entries




Keeping
QuickBooks
Up-to-Date

Why it is Important?
« Garbage In = Garbage Out
« Keeping the books updated maintains data integrity, bad data leads to
bad decisions
« Cashis King
« Ability to manage AR and AP and determine timing of payments
» What's the Forecast
« Helps to navigate the cyclical nature of the fiscal year
» Death and Taxes
« Succession planning; Who wants a tax audit with Bad Data?

QuickBooks Tools to assist with Accuracy

 Bills/Receipts can be submitted electronically (mobile app, a dedicated
email, or drag and drop)

« Machine Learning assists with data capture (accounts, taxes)

» Automated bank and credit card feeds match captured receipts

« Payroll and Integrated payroll journals are booked when payroll approved

« Various ways to track Revenue/Expenses (Locations, classes, tags)

« Bank Reconciliation page will check all transactions categorized through
bank feed, leaving residual transactions to verify for duplicates or error

How Often

* Monthly at a minimum

 |deally, you want to be booking transactions daily/weekly

» Risk is that the task becomes onerous, transactions are forgotten, errors
are overlooked, journal entries batch transactions together.



Examples of the Benefit of Real-Time Data
« When Debits shouldn’t equal Credits
» Client created a deposit account that was debiting revenue
« Expense Credit Card integration was setup with Credit Card Suspense
Account in the P&L
 Payroll Payroll Payroll
» Ensuring that cash reported to payroll provider/manager is accurate to
avoid NSF payrolls
 Catching Duplicate Revenue/Expense Entries
- « Client had transactions coming into QuickBooks from Amazon, and
Ke e p I n g was also manually entering the transactions
Q u I C kB o o ks » Reduce overstating/understating revenue and expenses
* Ensure transactions are reported in the appropriate fiscal period
U p -t O - D Clt e « Helpful period-end closing procedures can help prepare tax file to

import into tax software
» Reduces the cost of preparation when financial statements are
accurately presented

How Data Entry Helps with Tax Preparation

QuickBooks Performance Center
« QBO Admin users with Advanced subscription, or Accountant’s with
QBO Plus/Advanced
« Keeping QuickBooks up-to-date automatically populates this report
* Ask your Accountant — it is ready to use.




CONTACT

Get in touch with us & send us a message today!

We believe that every great business relationship starts with a conversation.

Contact us to start the discussion around your accounting, tax and payroll needs.

ncoburn@strata-g-tax.com

+1 (833) STRATA-G (787 2824)

www.strata-g-tax.com




Disclaimer

The information contained herein is of general nature and is not intended to address the circumstances of any
particular individual or entity. This article expresses the opinion, experience and expertise of staff at Strata-G Tax
Professional Corporation (“Strata-G”).

Although we endeavor to provide accurate, timely and value-add information in all we do, there can be no guarantee
that such information is accurate as of the date it is received or that it will continue to be accurate in the future. At
Strata-G we would be pleased to tailor the facts presented in this document to your specific entity needs to ensure the
advice received is appropriate to your particular situation.
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