CHILD CARE

Basic COLLABORATIVE
e OF IOWA
Bookkeeping

This bookkeeping guide can help create a simple financial system for your
child care business.

Basic Bookkeeping
At the heart of any successful business, from a one-person operation to a Fortune 500
company, is a functional financial accounting system.

These systems are critical because first and foremost, they let you know where your
money is, where it is going, and how much you're making. Having this information readily
available will allow you to start doing things like paying yourself without putting your
company at risk, managing cash flow, so that you always have enough money to pay your
bills, and knowing when it's time to grow and how to do so.

Understandably, even these first steps of getting on the path to creating a financial
system seem daunting for many child care businesses. This guide will walk you through
the basics of developing a user-friendly system, which really consists of just two
important steps — getting a business bank account and adopting a bookkeeping system.

Developing a bookkeeping system

Once you have your business bank account in hand, you can start to think about a basic
system for bookkeeping. Bookkeeping is very important because it will help you
understand where your money is coming from as it flows into your business (tracking
revenues), where it is going to (monitoring expenses), and how much profit you're making
(managing cash flow). Profit is just a fancy way of saying how much money is left after
you pay all your bills.

There are two basic methods in accounting — one is an accrual method, which is more
complex and is based on when an expense or revenue is taken on or accrued. For
example, if using the accrual method, the moment you receive your credit card bill, the
amount owed would be taken from your assets (versus when you actually pay the bil). If
using the cash method, this amount would be taken from your assets when the bill is paid.
The cash method is more common for child care businesses and is less challenging, as it is
based on when things are paid or received.

Let's look at revenues. When a child is in your care for a week, let's say a parent owes you
S200. Under the accrual method, that S200 is considered income at that time. Under the



cash method, the $200 wouldn't be considered income until the parent gave you the
check and you deposited it. For most small child care businesses, the cash method is both
simpler and more helpful because it's going to let you know exactly when money is coming
in and out of your account. This method is more comfortable because it willin many ways
match the act of balancing your checkbook — just in a bigger sense, and in a bigger way.

Now that you've determined how you will account for funds, you need to determine how
you're going to record your transactions. For many small child care businesses, it will be
easy to record transactions on a sheet of paper or a spreadsheet, such as Microsoft Excel
or Google Sheets. Remember, if you are using QuickBooks and ELV, those two programs
can share information to make your process easier.

You want to set up some simple categories to start.

Begin with your income. Determine what the key revenue streams are for your business —
that is, the sources from which you primarily receive your money. Parent fees will likely be
one source; another might be a child care subsidy or payments from the Food Program
(CACFP). Perhaps there are additional funds that you receive for after-school students or
grant funds. Each one of these will be a separate revenue stream to account for.

Next, list your expenses. This may include items like payroll, cleaning, rent, repairs, supplies,
and other categories that match your business. Try to limit the number of categories —
you don't need to detail every category that might occur. Focus on the categories you
have right now; you can always add more later. With too many categories, the list could
become overwhelming, making it difficult to account for spending or revenue.

You can use this example list to categorize your income sources:

Tuition
Subsidy
Fees
Food Program (CACFP)
Grants
Other




You can use this example list to categorize your expenses:

___ ExpensesCategories

Personnel
Taxes
Mortgage/Rent
Utilities
Phone
Food/Snacks
Learning Materials/Books/Toys
PPE
Cleaning
Insurance
Loan Payments
Bank Fees
Other

You should set a time to update your books, at least every month. Start by looking at all
your revenue sources: cash, credit cards, app payment systems like Venmo or Zelle, and
checks written to you. Enter each one into your income on your spreadsheet. Next, record
your expenses. Look through your receipts, bank and credit card statements, and invoices
from people you have paid. Any of these proofs of payment can help you to not only
record these costs but more importantly, ensure that you're recording the correct amount
for each one.

Though it may seem tedious to record each transaction, it is important in terms of
understanding your profitability by tracking exactly where your money is coming and
going. Once you have recorded your revenue and expenses for the month, you will then
total each category. Subtracting your revenue from your expenses will give you an idea of
how much profit you made that month. You may want to consider holding onto some of
that profit, leaving it in the business for a rainy day, or to help pay your bills.

Label your receipts so that you remember which category
they belong in.

Stick to a regular schedule! Make sure you regularly update
your records, whether monthly, every other week, or every week. This will save time
and headaches in the future. Leaving your expenses and revenue to pile up will not
help you. You can't understand how your business is doing on a moment'’s notice, nor
will you be able to keep up with your accounting system if it involves an intimidating



pile of receipts and statements.

It can be tedious to do accounting by hand.
So, you may want to create a simple spreadsheet or even get an online system. When
looking for online systems like QuickBooks, FreshBooks, or Xero, consider their ease of
use, cost, and complexity.

Many small child care businesses may not need QuickBooks or other more
complicated systems. You may want to choose a simpler, less expensive system that
is easier to use. Make sure you keep all your records, whether you take photos or scan
each receipt and statement and save them electronically, or just store everything in a
box. It is important to save these documents in case you are audited by the IRS. It also
allows you to go back and check your information, if needed.

You can use this helpful template to record and track your monthly revenue:

What revenue did | receive?

DESOPLIR @ IMIEEL | | e et Category
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Total




You can use this helpful template to record and track your monthly expenses:

What did | pay for?

Date Descrlpthn Sl Amount Paid Category
paid for

Total

Additional Information
For more information, visit the Child Care Collaborative of lowa website at
http//www.midsioux.org/ccci or email fmc@midsioux.org.
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