
ACCOUNTING METHODS

Accounting method refers to the rules a company follows in reporting revenues and expenses. The two primary methods
are accrual accounting.

In accrual basis accounting, income is recorded when earned and expenses are recorded when incurred. Some
form of record-keeping is required by law and for tax purposes, but the resulting information can also be
useful to managers in assessing the company's financial situation and making decisions. The cash basis of
accounting mimics what will appear on your cash flow statement. If this company was looking for financing
from a bank, for example, the cash accounting method makes it look like a poor bet because it is incurring
expenses but no revenue. You obtained one client during December and completed designing a website for the
client in December  In considering whether to approve a request for a change in accounting methods, the IRS
looks at whether the new method will accurately reflect income and whether it will create or shift profits and
losses between businesses. Constructive receipt: Constructive receipt takes place when income is made
available to you without restriction. The IRS is pretty lenient about which accounting method you choose
though once you choose one method, you have to stick with it unless you get permission from the IRS to make
a change. Over the long-term, the choice of accounting method has a reduced impact on profitability. When
fundraising or applying for a business loan , be prepared to share financial information using the accrual
method. October  For example, you might use the cost basis method for high-value equipment and cash basis
accounting for your financial statements. Different elections can be made for multiple businesses. This is
known as the percentage of completion method. Epstein, Lita. Percentage of completion â€” Revenues and
expenses of projects are calculated as part of the overall work during an accounting time period. Example:
You're a web designer and use the accrual method. You must use the same accounting method to figure your
taxable income and to keep your books. In fact, we recommend using accrual basis financial statements for
management purposes if your business invoices customers for payment at a later date or if your business has
extended payment terms with any vendors. However, the IRS will not normally consent to a change in
accounting method if it is for the final tax year of the business entity. This method is more likely to result in
lumpy profitability in any given period, since a large cash inflow or outflow can sharply alter profits. In
cash-basis accounting, cash earnings include checks, credit-card receipts, or any other form of revenue from
customers. As you can see, since the cash method does not attempt to match income with related expenses, the
financial results for two or more accounting periods can be distorted. The election continues until it is
revoked, which can be done by attaching a statement revoking the election. Additionally, an allocable portion
of mixed service costs â€” which includes accounting, warehousing, legal, and security costs â€” must also be
added to the basis of the affected property. Any business is free to use accrual accounting.


