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Financial News

Small Businesses Need to Understand
If They Are Really “Profitable”

By Jack Kern

I met recently with a bank commercial loan officer who specializes in Small Business
Administration loans. We talked about the current
lending environment and the impact that the
method of “financial reporting” can have on her
ability to approve a loan. Suddenly she stopped in
the middle of what we were discussing and commented, “You know, one of my biggest frustrations
with prospective borrowers is the total ‘garbage’
they send me from QuickBooks. These people really have no idea what they are doing in accounting,
and they just don’t realize how the kind of information they provide prevents me from understanding their business and approving their loan. And in
the current economic environment, forget about a
loan, these people don’t even know if they are making or losing money, or how they are going to make
it to the other side of this recession.”
On Quickbooks: As a Certified QuickBooks
ProAdvisor, I always tell new clients, “QuickBooks
has done a marvelous job of marketing its product
based on how ‘easy it is to use.’ And then I add,
“And it is easy to use; however, this is also what
makes it very easy to abuse.” This is what the SBA
lender was talking about. Many people seem to
think that QuickBooks somehow miraculously
does all your accounting, no matter how you enter
the data.
On financial reporting: The May TIR the article entitled “Local Retiree Helps Others ‘SCORE’
in Business,” lists several, very good questions that
SCORE counselors may ask people who are considering starting up a business. Another question
I ask is, “Who is going to do your monthly
accounting, and what method of accounting do

you plan to use to monitor the progress of your
business?” This speaks to the method of financial
reporting. And when I ask this question, I expect
to receive a blank stare from my client, and perhaps some questions about what they need for the
IRS. But the method of accounting you would
use for tax purposes is not (usually) an appropriate
method of financial reporting for managing your
business.
To put “business finance” into perspective, it is
no different in many respects than personal
finance. How many of you believe that your mortgage company will wait 30, 60, or even 90 days
beyond the due date to get their payment just
because someone who owes you money has not
paid yet? Paying your bills when you receive
money for goods or services is “cash basis”
accounting. You report your income when you
receive it and your costs when they are paid; many
companies use this for tax purposes, because it
reduces your taxable income. But in reality, the
mortgage company would most likely not tolerate
waiting for you. So what you need is adequate savings to pay those bills when you don’t have cash
coming in.
It is no different in a business. You invoice a
customer and give them 30 day terms, but if they
pay you in 45 or 60 days; you have to reserve for
that in order to operate the business. In business
terminology, this is referred to as “timing” and the
reserve you need is “working capital.” For your
profit and loss statement, when you invoice the
customer that creates an “account receivable” and
that is recorded as a sale immediately, not two
months from now. And whatever costs are related

to the product you sell are then also immediately
recorded as “cost-of-good sold,” and recorded in
the same month that you invoice the customer.
The actual bill for these costs, however, may not
need to be paid until 30 to 60 days later. This is
“accrual” accounting, and for most businesses, it’s
the only way to know if your business is making or
losing money.
So you have two things to look at: “profit,”
which reflects the difference between the price of
your product and its cost (“accrual basis accounting”) and “cash flow,” which reflects the “timing of
when you received payment from your customer,
versus when you paid your vendor. This in part
is what the SBA lender was referring to.
The rest of her issue has to do with whether you
know anything about accounting. If not, you need
the assistance of someone who does, and not just
a “tax advisor” at year end. You need to understand both, but manage your books internally so
that you know at all times whether or not you are
profitable, and can take corrective action quickly if
you are not. Unchecked “losses” represent a permanent cash drain on the business and, if hidden,
can ultimately destroy your company, while many
“timing” issues can often be resolved with
improved collections, or possibly even a bank
loan. And understanding the difference between
the two can mean the difference between your
business succeeding or failing.
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 specializes in small business accounting, bookkeeping,
and tax services.

Tierra Verde News

Farewell to Joe Cruz and
Bridge, Intersection Update

By Betsy Judge

Member TVCA Long Range Planning Committee
BetsyJudge@TheIslandReporter.com
Tierra Verde Community Association Board
President Paul Murray announced the resignation of Pinellas Bayway director Joe Cruz at the
monthly meeting May 10. According to Paul,
Joe has worked hard for the community during
his tenure on the board and will be missed.
Frank Lauro, TVCA administrator echoed
that sentiment. “Joe did a ton of work at the
Recreation Complex. He supervised the installation of the Royal Palm trees, installed most of the
signage there, and oversaw the installation of the
walkway from the parking lot to the tennis
courts. He is a very proficient carpenter, making
and installing the past board plaques, the shelving in the TVCA office and crafting and
installing the frame for the proposed new bridge
drawing recently hung in the large meeting
room.
“He has always been most supportive of the

efforts of both the Board and Staff during his five
years as a Board member, Frank continued. “We
will miss his effervescent personality.”
Paul announced the interim appointment of
Ray Krepfle to the board to fill the seat. Ray has
been an active and instrumental member of the
TVCA Long Range Planning Committee for several years and is also on the Bridge Committee.
Geri Raja, chair of the TVCA Bridge
Committee, reported that the U.S. Department
of Transportation has announced the availability
of funding and is soliciting requests for proposals
for National Infrastructure Investment Grants.
The $600 million competitive grant program,
also known as the Tiger II Program, is for surface
transportation projects. The Tierra Verde bridge
is currently on the Pinellas County Metropolitan
Planning Organizations list of priorities for funding, so there is hope that the MPO will reconfirm

the bridge as top priority for this federal discretionary funding opportunity.
On May 12, the MPO was briefed on the proposed changes to the Madonna Intersection as
reported in the April issue of TIR with the exception of closing the northern most entrance to the
shopping center. Before the MPO vote, County
Commissioner Nick Brickfield noted that stores
adjacent to the intersection are the last places visitors to Ft. Desoto Park can shop, making it a
very busy location; the MPO unanimously
approved the modifications. Materials for the
$60,000 project are being ordered and the modifications are expected to be completed in July.
The board was also briefed on the progress to the
changes to the Pinellas Bayway East Toll Plaza.
The delineation for left-hand Sun Pass lane
queue has been extended 1,600 feet as proposed
and additional “Sun Pass” Only pavement markings remain to be installed.

