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Assum pt i on  for  Par t  I : 
 
You must know how to use a computer reasonably well.  We aren’ t going to spend time on how 
to use a mouse, how to open programs, what the difference between a floppy and a hard drive is, 
how to navigate the directory structure, or on other things that are common to all Windows & 
Mac system, like saving files and using pull-down menus. 
 
You also have at least minimal financial knowledge.  Can you balance your checkbook at home?  
You’ ll do fine.  Do you consult with an accountant before using the ATM?  This training is per-
haps better suited for someone else at your affiliate. 
 
 
 
 
 
Assum pt i ons for  Par t  I I : 
 
You have basic knowledge of QuickBooks and have used it in real world settings, at least briefly.  
You understand what the chart of accounts is.  (That is, you know what yours is and what it 
means; you may not be happy with the way that yours is structured, but that’s OK).  You have 
written checks and made deposits.  You are able to produce Statements of Profit & Loss, and a 
Balance Sheet. 
 
 
 
Note:  All material in this manual and in associated training files is copyright © 2002, Habitat 
for Humanity of Minnesota.  Contact Daniel J. Brill for permission to copy. 
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PREFACE TO VERSION 3.0 
 
It is with great pleasure that I’m introducing version 3.0 of this training manual.  It is not drasti-
cally different than earlier versions, but I believe it will help provide Habitat affiliates with a uni-
form system of accounting, and will allow us to share a common vocabulary and set of tools so 
that we can communicate and help one another in our common mission.   
 
I was prompted to produce this edition by Habitat for Humanity International’s creation of a new 
manual on financial policy for affiliates.  HFHI has also created a QuickBooks chart of accounts 
based on their manual.  However, they do not deal with the use of QuickBooks in any deep or 
systematic way.  This book, therefore, builds on my earlier work and attempts to bring practical 
advice on the use of QuickBooks at HFH affiliates into synch with HFHI financial policy. 
 
Finally, I’m writing mainly for affiliates in Minnesota.  Through a combination of good fortune 
and good design, affiliates in Minnesota have several wonderful programs in which they can par-
ticipate that have some specific accounting requirements.  (Nothing too complex, but enough that 
they are worth mentioning.)  Nevertheless, affiliates throughout the US can make use of this 
manual.



 

PART I  
 
 

In t roduct i on  
 
 
Habi t at ’s Mi ssi on  and Good Account i ng: God, Habi t at , Money, &  Power  
 
I’ ve heard this argument before: Habitat isn’ t about money, its about God and people; hence we 
shouldn’ t use our time talking about money.  That’s not what we are about.  Money is the root of 
all evil, after all. 
  
Guess what: Poverty doesn’ t make anyone happy.  Of course, the relentless pursuit of wealth for 
its own sake is a pretty sure way to misery.  But no one is really happy if they don’ t know where 
tomorrow’s food is coming from, or if they don’ t have a simple, decent home.  In short, money 
matters. 

 
If Habitat affiliates don’ t have money, no Habitat houses will be built.  No families will be em-
powered.  No community will be created.  If people of good faith have no money, then money 
will be in the hands of the greedy and power-hungry. 

 
People of faith often fear money and power.  The reason is that most of the people that they’ve 
seen with money and power tend to be pretty rotten and self-serving. 

 
What Habitat is really all about is creating a new system.  We want to spread money and power 
around, connect people to each other, and people to God.  Money and power aren’ t evil.  Vast 
imbalances of money and power are the problem.   
 

� To implement the economics of Jesus, we are going to have to have some money and power, 
and we are going to have to know how to handle it judiciously. 

 
We are called to be good stewards of our resources.  We are called to create new power and new 
wealth so that everyone gets a piece of the pie in this world of abundance.   

 
If we create new power and wealth, we will be called to give an accounting of its use.  When we 
are asked, “what are you doing with your resources?”  we need to be able to answer in an accu-
rate and timely manner. 

 
By undertaking this training you are taking the first step in helping your affiliate cope with the 
responsibility it has for the stewardship of its resources.  Our goal is to understand how to man-
age our finances so that we can put our resources to the best use, empower families, and ensure 
that all of God’s children have a simple, decent place to call home. 
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The Need for  Good In form at i on  
 
As a non-profit organization and as a ministry we must have a heightened sensitivity to issues of 
stewardship.  While private, for-profit businesses certainly have ethical obligations regarding the 
use of their resources, we, as bearers of the public’s trust, must be doubly certain that our re-
sources are being managed well.  In this sense, our need for good accounting is somewhat differ-
ent that that of a for-profit business. 
 
On the other hand, our need for good accounting is exactly like that of a for-profit business.  
While we do not exist for profit, we are indeed a business; we simply have a different “bottom 
line.”   For-profit businesses must operate efficiently in order to maximize their profit.  We must 
act efficiently in order to maximize our program.  When making financial decisions we must ask 
ourselves: “Will taking this action increase or decrease our affiliate’s ability to create simple, 
decent homes with God’s people in need?”.   
 
Just like a for-profit business, we will not be able to make good decisions without reliable finan-
cial information.  Without reliable financial information we cannot operate at our full potential.  
If we do not operate at our full potential, then someone with whom we could have partnered will 
continue to live in poverty housing.  In short, good financial management is as critical to the 
mission of Habitat as family selection or construction are. 
 
What we need a reliable, systematic, and cost-effective way to manage our financial information.  
Using QuickBooks is one of the best ways to meet this need.
 
 
 
Habi t at ’s Com pl i cat ed Account i ng Requi rem ent s 
 
Most people would assume that the accounting concerns of a non-profit like a Habitat affiliate 
would be relatively simple.  If  you have been involved with your affiliate’s financial manage-
ment for even a short time you know that this is far from the truth.   
 
Every affiliate has some special challenges with which it needs to deal.  We are, of course, non-
profit organizations.  Hence, our reporting requirements are somewhat different than those of 
for-profit businesses.  We are also substantially different than most other non-profits: very few 
spend as much money as we do!  Building houses is expensive, after all.   
 
Moreover, while we are first and foremost a ministry, the day-to-day reality is that we look a 
whole lot like a construction company.  The IRS has rules which are specific to different indus-
trial sectors.  The rules for the construction sector are among the more complicated. 
 
To further muddy the waters, we make loans and hold mortgages, and often second mortgages.  
We also have escrow liabilities to worry about.  In this respect we look a lot like a bank. 
 
Finally, we are a volunteer-driven organization.  Many people unfamiliar with Habitat are 
shocked when they find out the extent to which unpaid volunteers lead and manage local affili-
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ates.  Most people would not believe that an organization with assets totaling over a million dol-
lars could operate with very few paid staff members, perhaps none at all.  But this is not uncom-
mon for Habitat affiliates.   
 
While we would hardly want to do away with Habitat’s culture of volunteerism, it does pose 
some additional challenges.  Because volunteers have only so much time that they can devote to 
their affiliate’s financial management, they need a clear system that they can learn, use, and then 
hand over to another volunteer when their commitment is over. 
 

� � The goal of this training is to familiarize you with QuickBooks so that you will be able to 
deal with the concerns of a typical affiliate.  Through ongoing technical support you should be 
able to help keep your affiliate on track, and to produce the information that will be needed to 
make sound decisions. 
 
 
 
What  We’ l l  cover : Social  v. Techn i cal  Problem s 
 
I’ ve found that there are really two types of problems that Habitat affiliates encounter: social 
problems and technical problems.   
 
Technical problems have specific answers that usually work across a broad range of settings.  
They generally can be reduced to a few components upon which we can focus our attention.  So-
cial problems, on the other hand, are much more difficult to deal with.  There are generally many 
variables involved, and often are the result of conflicts between values and/or personalities.  Be-
cause most social problems are so complex, a solution that works in one situation may not be ap-
plicable to a seemingly-similar problem at another time and place. 
 
For example, you can ask me how to make bread.  I can tell you how to mix flour, water, and 
yeast, and how to bake it.  If the recipe is good, it will work in Africa or Alaska.  It would have 
worked in the year 1000 as well as it does in the year 2002.  This is a technical problem, with a 
technical solution.  
 
But if you ask me why people are hungry, you are asking a much more difficult question.  Most 
of the time it is not because of a general food shortage.  There may be technical aspects to this 
question, but more often than not, there are many social problems going on here as well, not the 
least of which is that many people are just plain greedy.  Political and economic questions are 
more complex than baking question.  Changing human nature is the most difficult task, if possi-
ble at all. 
 
In this training, we are going to take the easy way out and deal only with technical problems.  
The more complicated social problems have to be solved by your affiliate’s board and staff, and 
active community members.  HFHI’s regional staff is there to help you through these problems.  
By looking at the table below, you can easily see what you can expect to get from this training. 
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Social  Problem s 

 
Techn i cal  Problem s 

How do we raise money?   
 

How should we record the money we raise? 
 

How do we find a treasurer? 
 

How can our treasurer create reports? 
 

What should our house pricing policy be? How do we record a house sale? 
 

Should we charge our homeowners a late fee? How does a late  fee affect the principle and the 
escrow? 

How do we get a bank to service our mort-
gages? 
 

How do we record mortgage payments? 
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Using Qui ck Book s t o Organ ize our  Money  
 
If you’ve been involved with your affiliate’s finances for even a short time, it is pretty clear that 
keeping track of Habitat’s money is no simple matter.  We a need a good tool to organize our 
money.  In my experience the easiest and cheapest way to do this is to use QuickBooks.  It’s in-
expensive, it’s easy, its flexible, and it’s an off-the-shelf product.  Best of all, if all of the affili-
ates use it, we will be able to ask each other for help and come up with answers to technical 
questions.  It is a very good technical solution for every affiliate in Minnesota, except the Twin 
Cities.  It is certainly not the only solution; there are other programs out there that can help you 
with your financial organization.  However, if we all use the same program, we will have a 
common point of reference, and we will be able to help one another when questions arise.  When 
this is the case, this QuickBooks solution becomes the best one.
 
 
Tak i ng The Tim e t o Get  i t  Ri gh t  
 
You should understand at the beginning that QuickBooks is really a database.  It is a database 
that deals with one kind of information: financial data.  Of course, financial data include infor-
mation on the goods that you buy for construction, the names and addresses of donors, and many 
of the other things that are important to your affiliate.  QuickBooks does more than keep your 
checkbook balanced. 
 
Like any database that you work with, the information that you get out of it will only be as good 

as the information that you put into it.  � � If you take the time to set up a good system in the 
beginning, you will be much happier with the results that you get later.   
 
And now, I offer the first bit of sage advice on the path to QuickBooks bliss: Take the time to get 
it right the first time.  Take your time and be thorough.  Do your best to start with a good Chart 
of Accounts (COA).  (HFHI has provided a wonderful template.)  Be certain of the balance of 
mortgages and escrow accounts.  When entering information, enter as much as possible.  Don’ t 
gloss over information that you think is unimportant: fill in address fields the first time, enter in 
employees’  social security information, note if your vendors are incorporated, and whether or not 
they will need a 1099 at the end of the year, use memo fields.  The more you put in, the more 
you will get out.  You’ ll be glad you took the time. 
 
 
Resources for  your  Af f i l i at e’s Fi nances 
 
As you work to get set up with QuickBooks, and work to improve your use of it once you are up 
and running, there are several resources that your affiliate can take advantage of.  First and fore-
most is the HFHI Financial Policy Affiliate Operations Manual.  You can get a copy of the 
FPAOM from partnernet.habitat.org.   
 
There are also products and services available from Intuit, the company that makes QuickBooks.  
You can check out their services at www.quickbooks.com.  This is a useful site if you want to 
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make purchases, or find out more about their tax services.  However, their one-on-one customer 
support is outrageously expensive.  If you want one-on-one support, then see below…. 
 
Third, there are also many books available on QuickBooks.  Actually, the owner’s manual that 
comes with the program is pretty good, in my estimation.  I’d also recommend QuickBooks 
2002: The Official Guide, by Kathy Ivens.  This book is approved and published by Quicken 
Press / Osborne / McGraw Hill.  Its selling new on Amazon.com for $16, but you can get used 
copies for under $7. 
 
Fourth, as a Minnesota affiliate, you can borrow QuickBooks training videos from Habitat Min-
nesota.  HFH MN has purchased a series of videos on QuickBooks from Real World Training, a 
company that does nothing but train people in how to use QuickBooks.  Their training program 
is the only one (and there are many) that is endorsed by Intuit.  If you’d like to borrow videos, 
get in touch with me and I will get them to you. 

Fifth and finally, you can get one-on-one help for your affiliate at no charge.  First, get in touch 
with me at the help desk that Habitat Minnesota has set up.  Call me at 320-230-1517, or e-mail 
me at brill@hfhmn.org.  I will respond to your question as quickly as I can.   

 
If your question is a little too big to answer quickly – like, “ I have a cellophane-wrapped box on 
my desk that says QuickBooks.  What should I do next?”  – then we can prepare a more general 
strategy for you.  We can schedule a time that I can come to your affiliate and work with you 
one-on-one.  On-site training can be very helpful for anyone at any stage of the game.   
 

� � At this point, I will offer the second bit of sage advice on the path to QuickBooks bliss: 
take advantage of these resources!  The help is available, so I urge you to take advantage of it. 
 
 
 
 
Qui ck Book s and Double-En t ry  Account i ng 
 
As I mentioned above, QuickBooks is a database designed to keep track of money.  It uses a 
general system to organize your money information, namely, double-entry accounting.  When 
non-accountants first hear this, they start to panic.  “ Double-what?  That sounds complicated.  I 
don’ t have to use that to balance my checkbook at home.  What have I gotten myself into?”   
There are two reasons that you shouldn’ t panic.   
 
First, double-entry accounting makes sense.  Its called double entry because each transaction af-
fects two accounts.  When you use the double entry system, you are eventually able to produce a 
report called a balance sheet.  Its called a balance sheet because, like an equation, it always bal-
ances.  On one side of the equation we have our assets – all of the stuff we own: cash, buildings, 
mortgages, etc.  On the other side of the equation we have our liabilities (all of the money that 
we owe to other people), plus our equity (all of the income that we have earned up until the be-
ginning of the current year), plus our net income from the current year (the result of all of this 
year’s income minus our expenses). 
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Assets = Liabilities + Equity + Net Income 

 
According to the rules of double-entry accounting, every transaction you make affects both sides 
of the equation equally, so it always remains in balance.  If it is out of balance, you know some-
thing is screwed up.  If you can do arithmetic (and you don’ t even have to do that anymore now 
that we have calculators), you’d find that this is a great system because a) it’s hard to cheat, 
which prevents fraud, and b) it helps you to catch honest mistakes because when done properly, 
your balance sheet stays in balance. 
 
If you were put in charge of keeping track of money, but had to invent your own system for do-
ing so, I’d bet that after pulling your hair out for a while, you’d soon come up with something 
very much like the system of double-entry accounting that is used today.  In fact, that is exactly 
what happened to Lucas Paciolli, a 15th century Italian monk.  His monastery put him in charge 
of the finances.  After not too long, he invented the double-entry system that we still use. 
 
Having said all of this, I’ ll now tell you the second reason you shouldn’ t panic: QuickBooks 
automates the system so that most of the double-entry stuff is going on behind the scenes.  As 
you use the program from day to day, you don’ t need to think too much about the rules of double 
entry.  QuickBooks simplifies the process so that running your affiliate’s finances is not a lot 
more difficult than running your home’s finances.
 
 
 
Accoun t an t s and t hei r  Love /  Hat e Relat i onsh ip wi t h  Qui ck Book s 
 
Accountants have mixed feelings about QuickBooks.  On the one hand, they love the idea.  
Regular people can track their money on a day to day basis.  This prevents a phenomenon known 
as the “4-14 dump”: a client walks into an accountant’s office on April 14th, dumps a huge pile of 
receipts and check stubs in front of them and says, “Gee, taxes are due tomorrow.  Do you think 
we can sort this stuff out?”   With QuickBooks, we bring order to the chaos of register tapes, re-
ceipts, bills, and check stubs. 
 
On the other hand, accountants hate QuickBooks.  As I said above, you don’ t need to know too 
much about double entry accounting to make the system work.  And this scares accountants a 
little bit.  But what really shakes them up is that QuickBooks allows you to go backwards in 
time, so to speak.  If we find a mistake, we simply go to the mistake and fix it.  The mistake dis-
appears without a trace.  Seems great, right?  Well, accountants never go backwards.  If they find 
a mistake, they make a new entry to correct it.  When you look at their ledger you’ ll see the mis-
take and you’ ll see the correction.  This is the proper way to do it, because there is a record of 
every move made. 
 
But QuickBooks doesn’ t care about any of that.  If you want to go back, the program lets you.  
You can even go so far as to change transactions that you have already reconciled with your 
bank.  And this is the danger: you can make changes to old transactions, then forget what you 
did, then get distracted, then mess things up even more – and have no idea what you just did, or 
how to get it back to the way it was.  And because QuickBooks is automating the process, your 
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balance sheet will still be mathematically balanced; it just won’ t have any bearing on your finan-
cial reality. 
 

� � And now, I shall offer the third bit of sage advice on the path to QuickBooks bliss: make 
regular backups of your data, make multiple backups, and always backup before you go to fix 
mistakes. 
 
I bet you thought I was going to say that you should never go backwards.  No, that’s not really 
practical.  Sometimes it’s the best solution.  But before you go in to fix mistakes, make a backup 
of your file.  This way, if you get confused, you can always revert to what you had before you 
started.   
 
In addition to making backups before you fix mistakes, make backups on a regular basis: every 
day is not too often.  And don’ t just backup to your hard drive!  This won’ t do you any good if 
your computer bursts into flames or your drive goes bad.  Put backups on a floppy, and put them 
far away from the computer, in another building.  Moreover, make multiple backups to different 
floppies.  I’m sure we’ve all had a diskette go bad at one point or another.  Do you want your 
only backup to be on a corrupted disk?  Actually, now that more people have access to high-
speed internet connections, the best advice I can give you is to put a copy of your financial data 
on your internet service provider’s account.  If you have e-mail, odds are that you have a suffi-
cient amount of disk space that you can ftp a file or two to.  Windows-based systems are making 
this really easy to do now that you can create “web folders.”   Ask your local computer guru for 
details.  But in any case, take my advice: be conscientious about your backups. 

 
 
 
 
 

Sum m ing up: The t h ree poin t s of  
sage advi ce on  t he pat h  t o Qui ck Book s bl i ss. 

 
 
 
 
 
 

� Take the time to get it right the first time! 
 

� Take advantage of the help resources! 
 

� Make regular backups of your data, make multiple backups, make off-site backups, 
and always backup before you go to fix mistakes! 
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Using Qui ck Book s: Get t i ng Your  Hands On 
 
The User  In t er face:  
Qui ck Book s 99, Qui ck Book s 2000, 2001, 2002, and t he Qui ck Book s Navi -
gat or  
 
When we speak of the user interface, all we really mean is the way that you, the user, relate to 
the program.  Intuit, the maker of QuickBooks, has done a very good job of creating user inter-
faces that are easy to use.  This manual is written based on the user interfaces for QuickBooks 
2002.  That means that when you see a picture or a set of instructions, it is based on the way the 
2002 version of the program works.  Why?  ‘Cause that’s the version I have.  However, all of the 
basic information is the same no matter what version of QuickBooks you are using.  I’ ve never 
had trouble working on any other version.   
 
If you are using something before ’99, like QB 6.0, you’ ll want to upgrade.  The currently-sold 
version is QB 2002, and I’m sure 2003 will be out for Christmas ‘02.  But I use the 2002 version.  
I should note that I just upgraded about a week ago for reasons that had nothing to do with the 
way 2000 worked.  Since I work with this program all day long and managed to somehow get by 
without the upgrade, I’m guessing you can too.  If you have 2000, don’ t sweat it.  The truth is, a 
lot of bells and whistles get added with new versions, but I haven’ t seen any really substantial 
changes in a few years.  In the end, the menus may be laid out a bit differently between the ver-
sions, but you can accomplish the same things. 
 
 
Pro v. Not  Pro 
 
In addition to the choice you will have to make between the year the program was sold, you will 
have to choose between the regular version or the Pro version of the program.  Remember, 
QuickBooks is designed so that it can be used by all kinds of businesses.  Therefore, it has many 
features that HFH affiliates will simply never need.  For example, Habitat is a business with very 
few customers, because we sell very large items: houses.  Hence, we don’ t send out many in-
voices.  We pay many bills to our vendors, but not that many people owe us money.  Hence we 
probably won’ t use the invoicing feature the way the local lumber yard or service station would. 
 
The Pro versions of QuickBooks include some features that we don’ t really need. 
 
Pro Features: 

·  Estimates 
·  Time Tracking for Jobs 
·  Advanced Job Costing 
·  Multiple Users (up to 5 simultaneously can share file) 
·  Integration with Word and Excel 
·  Integration with ACT! And Outlook (Pro 2000 or better)    
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Most of these functions are not needed by affiliates.  We don’ t make estimates the way a for-
profit contractor would, and we don’ t need to track time for jobs the way lawyer do.  The basic 
job costing features are sufficient for our needs.  A few affiliates are set up with networked com-
puters and have more than one user that makes changes to the QuickBooks file.  In this case, the 
Multiple User function would be needed. 
 

� However, the greatest advantage to the Pro versions is their integration with Microsoft Word 
and Excel.  It is very easy to export reports to these programs with the Pro version.  In my opin-
ion, this alone makes it worth it.  Get the Pro version of QB!  Integration with Excel alone is 
worth the small price of the upgrade. 
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Creat i ng a Com pany  
 
To begin using the program you need to create your company; that is, you need to set up the pro-
gram so that it represents your affiliate.  In a perfect world, you would begin using QuickBooks 
on the day your affiliate opened for business, and you would know exactly all of the accounts 
that you would need for the life of you company.   
 
In reality, you probably are picking this up after the affiliate has been in business a few years.  
You probably don’ t want to go back to the first day and enter in every transaction that was ever 
made.  What you need to do is determine the point in time that you want to use as your start 
date; you will then need to enter your transactions from that date until the present day.  If your 
affiliate has employees, go back to at least January 1st of the current year.  If you don’ t have em-
ployees, you should go back until the beginning of the current fiscal year.  Most of us should be 
using July 1 by now, but your affiliate may still be using January 1st.
 
In practice, if it is at all practical, I think it is best if everyone goes back to July 1st of the previ-
ous year and enters the data for that full year plus the part of this year that has passed.  Why?  
First, its good practice at using the program.  Second, you’ ll have data for comparison to last 
year.  Gather up the information that you will need to enter, such as canceled checks and bank 
reconciliation statements. 
 
You will also need some basic information about your affiliate, such as the affiliate’s legal name, 
address, phone number, and tax ID number.  You’ ll also need accurate information on your bank 
account balances, the current values of the mortgages that you hold, and the values of your es-
crow liability accounts.  Finally, you will need the chart of accounts that your affiliate currently 
is using. 
 
When you first load 
QuickBooks, the program 
asks you a series of ques-
tions about your business.  
This process is known as 
the The Easy-Step Inter-
view.  Any of the informa-
tion that you enter during 
this time can be changed 
later, so don’ t worry too 
much if you did not enter 
all of it at the outset, or if 
you discover later that you 
wanted to change some-
thing.  Simply go to the 
Company drop-down 
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menu, choose Company Information, and fill in the appropriate information.  
 
During this Easy Step interview you will be asked to enter the basic information on your affili-
ate.  At this time QuickBooks can also help you establish a chart of accounts based on the type of 
business you are in.  Trust me: there is no other business quite like ours.  Once you have filled 
out the basics like your affiliate’s name and address,   Its easier to skip the rest of the Easy Step 
interview, and create your own chart of accounts, or better yet, import one that has been designed 
for HFH affiliates, and make modifications as you need them. 
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The Char t  of  Account s 
 
The Chart of Accounts (COA) is the center of your financial world.  All of your affiliate’s trans-
actions flow through the chart of accounts.  The chart must contain: every type of asset and li-
ability that you use, every type of income, every type of expense, and every type of Cost of 
Goods Sold. 
 
 
“ Accoun t s” : Qui ck en  Language v. Qui ck Book s Language 
 
For non-accountants and for people switching to QuickBooks from Quicken (a program that is 
really suited for home financial management), the word “account”  can be a bit confusing at first.  
Quicken refers to your bank accounts and credit cards as “accounts,”  while your income and ex-
penses are called “categories.”   For accountants and for QuickBooks, all of these are called ac-
counts.  Banks are accounts.  Credit cards are accounts.  Income is broken up into various ac-
counts.  Expenses are accounts.  Goods sold are accounts.  Assets and Liabilities are accounts.  
There are no categories, there are only accounts.   
 
Within your chart of accounts, there are several major types of accounts. 

 
 
 
Types of  Account s 
 
Assets: The stuff you own 
 Bank accounts – where you keep your cash 

• Bank Accounts are just a specific type of Asset account.  We’re also going to use them 
to fool the program and keep track of inventory 

• Petty cash is an account you create.  It is treated just like a bank account, except that 
you don’ t keep in a bank.  Instead, it is held in a secure place within your office, such 
as a file cabinet with a lock. 

• Bank accounts can also be used to track your inventory.  It’s a bit of a trick that we will 
look at more later. 

 
 Current Assets – assets that you expect to convert to cash within one year 

• Accounts Receivable is a special type of account set up automatically by QuickBooks to 
track the money that is owed to you by customers.  (Habitat affiliates would probably 
not use this feature.) 

• Other Current Assets are assets that you expect to convert to cash within a year.  E.g.: 
 -  Interest receivable 

- Pledges receivable  
- Construction in Progress – homes in progress that you expect to sell within a year. 

 
 Fixed Assets – assets that you own which you expect to hold onto.  E.g.: 

•  A pickup truck 
•  Capitalized tools and equipment 
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•  buildings, such as a warehouse or office 
•  land that your warehouse or office is on (but not the land that you will develop for 

construction projects and sell) 
 

Other  Assets – like a fixed asset.  It is simply another category that QuickBooks lets you 
choose for assets that you would want to differentiate from your fixed assets.  

� Categorize your mortgages as Other Assets. 
 
 
L iabilities:  The stuff you owe  

Current L iabilities:  Liabilities that you will pay off within a year 
 
Accounts Payable is a special type of account set up automatically by QuickBooks to 

track the money that you owe to your vendors.  This account comes into play when you 
begin to use the bill paying feature of QuickBooks. 

 
Credit Cards:  work like bank accounts that are liabilities rather than assets 

 
Other Current Liabilities: 

  Payroll tax liabilities 
   Homeowner escrow liabilities 
   Short-term loans 

 
Long-Term L iabilities: Liabilities that will take more than a year to pay off.  E.g.: Habitat 
Minnesota Fund loans. 

 
 
Income: The ways that you get money 
 Examples: 

Income from homes sold, 1st mortgages 
Interest earned 
Individual contributions 

 Church contributions 
 Business contributions 
 Grants 

Fundraiser Income 
 
 
Cost of Goods Sold: The cost of things that you resell:  

We buy lumber and concrete and shingles in order to sell it to our partner families. 
 
 
 Example: 
  Cost of Homes Sold. 
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 Note: the Chart of Accounts supplied by HFHI does not use any COGS accounts but instead 
treats all outflows as expenditures.  I will follow this convention throughout the manual.  No-
tice that this is a significant departure from the previous version (2.1) of this manual.  I still 
like the way that I had it set up using COGSs, but for the sake of uniformity I will forego it.  
If you are using COGS to track your program expenditures, I’d stick with this. 

 
Expenses: Things you pay for: 
 Construction materials (from Construction in Process at the end of a job) 
 Small tools 
 Paper 

Electricity for the office 
 Administrative Payroll 
 
Equity: Your worth 

Current Earnings: Although you won’ t see it on the chart of accounts, it does appear on 
the balance sheet.  It is the sum of the Net income of all previous years. 

 
Opening Balance Equity:  This is a special account that is a kind of shorthand.  It is a sum-
mary of all the financial activity that your company had before the time you started using 
QuickBooks.  If you actually started using QuickBooks on the day your business opened, 
then this account would not appear on the Balance sheet.  (Once you’ve gotten the whole 
program set up your Opening Balance Equity remains a constant forever.  If you like, you 
can create a transaction to roll it into your Current Earnings.) 

 

� Remember: Assets = Liabilities + Equity + The Current Year’s Net Income 
 
If you have a good chart of accounts to start with, you are halfway there…. 
 
 

 
Types of  Expenses 

 
The HFHI Chart of Accounts (COA) breaks expenses up into 4 major types: Program expenses 
(accounts numbered in the 5000s), Payroll Expenses (account #6560), Management and General 
(accounts in the 7000s), and Fundraising (8000s).   
 
The COA is arranged this way to make it easier to see how much we are spending on the three 
major areas that non-profits care about: program services, administration, and fundraising. 
 
For small affiliates, it may be impractical or impossible to separate administrative work from 
fundraising work.  But every affiliate needs to separate program services from the other areas.  
Fortunately, this is not too difficult.   
 
Our program is to partner with people in need and other members of the community to put sim-
ple, descent, affordable housing in the hearts and minds of all people, and to eliminate poverty 
housing from the face of the earth.  (Easy enough, right?)  So, our program costs include con-
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sciousness-raising materials (educational pamphlets, newsletters, etc.), family support materials, 
the cost of supporting volunteers related to program-specific activities, and of course, building 
materials and construction-related activities.  Everything else would fall into the management or 
fundraising category. 
 
This means you need to be careful when selecting an expense account.  Similar expenses can be 
attributed to different accounts.  For example, the cost of the bookkeeper’s telephone should be 
attributed to account 7340 – Telephone and Fax, while the site supervisor’s cell phone would be 
attributed to account 5340 – Telephone and Fax.  7000s are for admin expenses while 5000s are 
for program expenses. 
  
Because of the way QB handles payroll, all payroll is attributed to account #6560 until the end of 
the period.  At that point, adjusting entries are made to attribute the total payroll to its proper 
area.  For example, the payroll expense spent on a construction manager would be attributed to 
Program expenses.  The payroll expense of a bookkeeper would be attributed to Management 
and General. 
 
 
Const ruct i on  Expenses 
 
When an affiliate spends cash to construct its homes, the disbursement of cash is not counted as 
an expense right away.1  Instead, we credit a cash account (e.g., our checking account) by the 
amount of the disbursement and debit a current asset account called “1300 - Construction in 
Process.”   The value of Construction in Process (CIP) keeps growing until the construction of the 
house is complete.  When construction is finished, we credit CIP for the total of all the expendi-
tures we made during the life of the project, and debit the expense account “5102 - Cost of Con-
struction from CIP” for that amount. 
 
Some construction expenses are too diffuse to attribute to a specific home.  For example, sup-
pose you buy a hammer.  This is clearly too small to capitalize, and will be used on many homes.  
In this case, expense it to 5106 – Small Tools.   
 
On the other hand, things like bits, blades, and brushes can be expected to be used up during the 
course of home construction.  (Especially in the hands of unskilled volunteers.)  It would be ap-
propriate to attribute these to CIP. 
 

 

                                                 
1 Older HFHI accounting manuals told you to treat construction expenditures as expenses at the time of the transac-
tion.  This is incorrect, and is not in compliance with IRS rules for construction firms.  If your affiliate is doing this, 
you need to change your method. 
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Edi t i ng t he Char t  of  Account s 
 
Now that you know the different types of accounts that you can add to your chart of accounts, 
you need to know how to add them. 
 
Click on the Lists drop-down menu, and select Chart of Accounts.  (From now on I will notate 
this type of  selection as Lists ®  Chart of Accounts.)  Notice the hint that is given on the right 

side of the drop-down menu: holding down the 
Control Key and pressing A on the keyboard – 
notated as Ctrl+A – also would have brought up 
the Chart of Accounts.  Ctrl+A will bring up your 
chart of accounts at any time.  

 
From the Chart of Ac-
counts window, Account 
®  New.  (Or, simply press 
Ctrl+N). 

 
 
You will be prompted to enter information 
about the account you are creating with the 
New Account Dialogue Box.  Choose the type 
of account that you want to create (Bank, As-
set, Liability, etc.).  If you have elected to use account numbers, which the HFHI Chart of Ac-
counts does,  you can enter the account number at this time.2    Give the account a name, and 
specify if it will be a sub-account of another “parent”  account.  If you like, you can add a de-
scription of the account on the Description line.  If this is a bank account, enter its account num-
ber here as well – when you need it in the future you will know right where to find it and you 
won’ t have to dig through your paper files.   
 

� You can also specify the tax line on the IRS form 990 that this account affects.  If you use the 
Tax Line, be sure to do it for all of the new accounts you create.  If you do take the time to set up 
the Tax Lines, however, you will save yourself a lot of work at the end of the year.  Remember 
                                                 
2 To turn on account numbers, choose the Edit drop-down menu, choose Preferences, then Accounting.  Select the 
Company tab, and check the “Use Account Numbers”  checkbox. 
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the first bit of sage advice: Take the time to get it right the first time.  HFHI has assigned tax 
lines for all of the accounts in its COA. 
 
 
Creat i ng Subaccount s 

 
In the New Account Dialogue Box you were given the option of specifying an account as a sub-
account of another account, which is referred to as a “parent account.”   Why would you do this?  
Mostly for convenience.  You’ ll find that it is easier to work within the program if you group 
similar accounts together under a common parent account.   
 
Moreover, when you are creating reports such as Balance Sheets and Profit and Loss statements, 
you can condense the reports by only showing the totals of the parent accounts, making the out-
put much easier to read. 
 
For example, you might have an asset account called “Mortgages Receivable.”   This account 
might have several subaccounts.  The first would be called “#001 – Engle, Amy.”   The second 
would be called “#002 – Stanley, Bob and Helen”  and so on.  If Amy Engle has a balance of 
$40,000 left on her mortgage, this will appear on the Chart of Accounts next to the account 
name.  Similarly, if the Stanleys have $50,000 outstanding, this will appear on the Chart of Ac-
counts.  The parent account, Mortgages, will sum up the total of all of its subaccounts.  The 
Mortgage asset account will show that it has a total balance of $90,000. 
 
Note that you can only make an account a subaccount of another account if they are of the same 
type.  For instance you could not make an expense account a subaccount of an asset account.   
 
Also note that QuickBooks allows you to have up to five levels of subaccounts.  So you could 
have a subaccount of an account, or a subaccount of a subaccount of an account.  A subaccount 
of a subaccount of a subaccount of an account?  Sure.  How about a subaccount of a subaccount 
of a subaccount of a subaccount of an account.  Not a problem.  But a subaccount of a subac-
count of a subaccount of a subaccount of a subaccount of an account?  Well now you’ re  being 
silly.  This is not allowed.
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Changing Account  Levels 
 

Suppose that you create an account, but later decide that you want to make it a sub-account of 
something else.  There are two ways you can do this.   
 
The first is to click on the account within the Chart of Accounts, highlighting it.  Then Account 
®  Edit; or simply press Ctrl+E 
when the account is highlighted.   
 
This brings up the Edit Account 
Dialogue Box.  From there you 
can check the “Subaccount of”  
box and specify the account that 
will be its parent. 
 
A faster way to change the sub-
level of accounts, however, is to 
use your mouse to point to the 
account on the Chart of Ac-
counts.   
 
Notice that each account has a 
little diamond to its left.  When 
you pass your mouse pointer 
over that diamond, it turns into a 
crossed-arrow pointer.  You can 
then drag the diamond marker to 
adjust the position of the ac-
count.   
 
If you move the account up or 
down, you will change the order 
in which it appears on the Chart 
of Accounts.  If you move it to 
the right, it will become a 
subaccount of the account that is 
directly above it on the Chart of 
Accounts.  Similarly, if you 
drag a subaccount to the left, it will no longer be a subaccount of its parent.
 
 
 

Accoun t s and t he In form at i on  You Get  f rom  Them  
 

When you look at the chart of accounts you will see that some accounts have dollar amounts next 
to them while others don’ t.  The accounts with dollar figures are your Balance Sheet accounts, 
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that is, your assets and liabilities.  They have a particular value at a particular point in time and 
appear as a line on your Balance Sheet.   
 
On the other hand, the income, expense, and COGS accounts appear on your Profit and Loss 
statement.  (Their combined activity for the year adds up to your Net Income, which appears as 
just one line on the Balance Sheet.)  They don’ t have a value the way the your Balance Sheet ac-
counts do. 
 
You will notice that the two types of accounts behave differently when you double-click them.  
If you double-click on a Balance Sheet account, a journal window opens, displaying a ledger of 
all of the activity for that account. 
 
If you double-click a Profit and Loss account, however, you will instead get a Quick Report, a 
summary of all of the activity for that account for a specified period of time. 
 
We will talk more about Quick Reports and other reports later on.  Let it be said that this is one 
of the most important features of QuickBooks.  You can generate reports on all kinds of informa-
tion, giving you valuable insight into your affiliate’s financial standing.  Ctrl+Q will generate a 
quick report on an account, an item, or a name at just about any time you are using the program. 
 
 



 

  

21 

User  Preferences 
 
There are many options or “preferences”  that can be set by the user.  These preferences affect the 
way the screen looks, the way the keyboard functions, the information that is printed on reports 
and checks, and a 
host of other pro-
gram functions.  To 
set these preferences 
click Edit ®  Prefer-
ences.   (If you are 
using QuickBooks 
99, click File ®  
Preferences.)   
 
You will notice that 
on the left side of the 
Preferences window 
there is a scroll bar 
of the different areas 
of the program that 
you can set prefer-
ences for.  In the 
middle part of the 
box there are two 
tabs that you can select, one for My Preferences, which allows individual users of the program to 
change the way the program behaves on their machine.  (Remember, up to five users can access 
a file at the same time when using the Pro version of QuickBooks.)  There is also a tab for Com-
pany Preferences, which affect more general option that are the same for all of the users.   
 
Check boxes �  mean that these preferences may be turned on or off.  “Radio buttons”  �  mean 
that only one of the options in the group can be chosen at a time.  (Just like your car radio, you 
can only opt for one of the choices; that is, you can only listen to one station at a time.)  If the 
name of the area is in bold italics, it is probably of great importance given the way a Habitat af-
filiate uses QuickBooks.  If it is in parentheses, it is probably of little, if any, importance to you. 
 

� Although these preferences are sort of “ tucked away” in the edit menu, they can be very im-
portant to you.  If you find that you are getting  strange results, or the program just isn’ t behaving 
the way you think it should, check the preferences.  It may be that there is a single radio button 
that is selected incorrectly.  I once poured over some reports and entries for three hours; for some 
reason I was getting an unexpected balance on a balance sheet.  It turned out that under “Reports 
and Graphs, Summary Report Basis,”  the Cash button was selected when I was trying to get an 
accrual-based report.  Checking my preferences would have saved me hours.  
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The following table shows what preferences can be altered through the preference window, and 
where to find them.  If you are unsure what a preference means, click on the Help button on the 
right side of the Preferences Dialogue Box.  
 
Area User Preferences      Company Preferences    
Accounting None � � Use Account Numbers 
  � � Show lowest subaccount only 
  � � Require accounts 
� � � � Use Class Tracking 

� � � � Use Audit Trail 
�  Automatically assign journal entry  

Numbers to journal entries 
� � Date through which books are 

closed and password for this fea-
ture  

 
 
Checking Set Default Bank Accounts for: � � Print Account Name on Voucher 
      � � Write Checks � � Change Check Date  
      � � Pay Bills  when Check is printed 
      � � Pay Sales Tax � � Start with payee field on Check 
      � � Make Deposits � � Warn about duplicate check #s 
  � � Autofill payee account  

   number in check memo 
  � � Set Default Bank Accounts for 
   Paychecks 
   Payroll Liabilities 

 
 
Desktop View �  One Window None 
 �  Multiple Windows 
  �  Show Navigator window when  
      opening Company 
 �  Save Desktop when closing 
 �  Don’ t Save the Desktop 
 �  Save Current Desktop 
 �  Keep prev. saved Desktop 
  
 … Various Windows Settings 
 
 
(Finance Charges) None � � Annual interest rate 
  � � Minimum finance charge 
  � � Grace Period 
  � � Finance charge account 
  � � Assess finance charges  
   on overdue finance charges 
  Calculate charges from 
   �  Due date 

�  Invoice/billed date 
� � Mark Finance Charge Invoices “To 

Be Paid”   
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General � � Pressing enter moves Show portion of hour as  
         between fields   � � Decimal (10.20) 
 � � Beep when recording a transaction   � � Minutes (10:12) 
 � � Automatically place decimal point  � � Always show years as 4 digits 
 � � Warn when editing a transaction  � � Never update information 
 � � Warn when deleting a transaction   when saving transactions 
         or unused list item 
 � � Bring back all one time messages 
 � � Automatically recall last transaction 
         for this name 
 
 
(Integrated Applications) None  (A series of routines for tie-in applica-

tions.  Beyond our scope.  For now….) 
 
 
(Jobs & Estimates) None Pending  ____________ 
  Awarded ____________ 
  In Progress ____________ 
  Closed  ____________ 
  Not Awarded____________ 
  Do you create estimates? 
   � � Yes 
   �  No 
  Do you do progress invoicing? 
   � � Yes 
   �  No 
   � � Warn about duplicate  
    invoice numbers 
   � � Don’ t print items that have a  
    zero amount       
 
 
Payroll &  Employees None QuickBooks Payroll 
   � � Full payroll features 
   � � Payroll reports only 
   � � No payroll 
  Display Employee List by: 
   � � First 
   � � Last  
  � � Mark new employees as sales reps 
  � � Print employee address on check 
  � � Print company address on check  
  � � Print sick information on check  
   � � Print vacation info on check 
   � � Print pay period in memo 
� � � � � Hide Pay rate on Select  
    Employees to Pay window 
� � � � � Recall quantity fields on paychecks 
� � � � � Print Employee List one per page 
� � � � � Report all payroll taxes by Job, … 
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Purchases & Vendors None � � Inventory and Purchase  
    orders are active 

�  Warn if not enough  
 inventory to sell 
� � Warn about duplicate purchase 
 order numbers 
Bills are due ___ days after receipt 

� � � � � Warn about duplicate bill numbers 
    from same vendor 
   � � Automatically use discounts and 
    credits        
 
 
Reminders � � Show reminders list when Options for what QuickBooks can remind  
        opening a company file you to do are located on this tab.    
 
Reports & Graphs When a report or graph needs  Summary report basis 
 to be refreshed…  �  Cash 
  �  Prompt me to refresh  �  Accrual 
  �  Refresh automatically Aging Reports 
  �  Don’ t refresh  �  Age from date due 
 � � Display modify report   �  Age from transaction date 
  window automatically Reports – Show accounts by 
 � � Draw graphs in 2D  �  Name 
 � � Use patterns for graphs  �  Description 
    �  Name and Description 
   Formats… 
    Allows you to set report default  
    formats, such as fonts, headers and 
    footers, etc. 
   Classify Cash… 
    Allows you to assign accounts to 
    different sections of the cash  
    flow report        
 
 
(Sales & Customers) None Usual Shipping Method 
  Default Markup percentage 
  Usual FOB 
  � � Track reimbursed expenses as income 
  � � Automatically apply payments 

  � � Warn about duplicate invoice numbers 
� � Use Price Levels 

�  Round Sale price up to next whole 
dollar 

             
 
(Sales Tax) None Do you charge sales tax? 
  � � Yes 
  � � No 
   
  Other sales-tax-related items… 
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  � You may be liable for some sales tax if 
you sell items like T-shirts.  Even so, it is 
probably not worth using the sales tax fea-
ture since the amounts are probably so small 
that they are only paid annually.  I recom-
mend calculating by hand (by which I mean 
a spreadsheet) rather than setting up this fea-
ture. 

             
(Send Forms) None Set mailing preferences for Invoices, Esti-

mates, and Statements: Greetings, Subject 
line, default text, etc. 

 
Service Connections None � � Connect without password 
  � � Ask for password 

 � � Allow background downloading of ser-
vice messages 

 
Spelling � � Always check spelling before printing,     None 
 saving , or sending, supported forms 
 Ignore words with. 
  � � Internet addresses 
  � � Numbers 
  � � Capitalized first letters 
  � � All Uppercase 
  � � Mixed Case 
 
Tax: 1099 None Do you file 1099-Misc forms? 
  � � Yes 
  � � No 
  Options for setting default accounts for vari-

ous Form 1099 payments…    
      

 
(Time Tracking) None Do you track time? 
  � � Yes 
  � � No 
 
  First Day of the Week ______ 
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Li st s 
 

Types of  Li st s 
 
A list is the way that QuickBooks keeps track of information that is used repetitively.  Under-
standing your lists and having good lists is crucial if you want to make good use of QuickBooks.  
There are eight major lists that you need to use in QuickBooks: 
 
 • Chart of Accounts 
 • Item List 
 • Payroll Item List 
 • Class List 
 • Customer:Job List 
 • Vendor List 
 • Employee List 
 • Other name list 
  
There are also some other 
less-important lists we will deal with later.  You are already familiar with the most important of 
all of the lists, namely, the Chart of Accounts.  In the second part of the training you will see 
how to use Items, Payroll Items, and Classes.  Right now we are going to concentrate on the last 
four types of lists, which are the types of “people”  that you will deal with in your affiliate. 
 
 
Deal i ng wi t h  People i n  Qui ck Book s 
 
In QuickBooks there are four types of “people”  that you deal with: Customer: Homeowner, Cus-
tomer: Donor, Vendors, and Employees.  I’m using the word “people”  loosely: “people”  are the 
economic entities that you have transactions with.  They can be real people, like your construc-
tion manager, who is an employee, or it can be a giant corporation like AT&T, who is a vendor.  
(Its just easier to talk about “people”  than it is to talk about “economic entities.” ) 
 

� � If Habitat affiliates use these lists in the same way, we will save a lot of confusion as we 
exchange information.  Each person that you deal with is one of the four types: 
 
• Customer: Homeowner  =  Homeowners 
• Customer: Donor   =  Donors 
• Vendors     = Vendors 
• Employees    = Employees 
 
If you aren’ t quite sure what someone is, you can enter them as an “Other”  for the time being. 
 
Always set up your lists according to these guidelines.   If you get a new homeowner, set them 
up as a Customer.  If a church sends in a $100 contribution, set them up as a Customer: Donor. 
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� � Be careful when you are setting up your lists.  Once you have entered a person as a Cus-
tomer, Employee, or Vendor, you cannot change their type.  You can change a person from 
Other to one of the other types, but once you do, you cannot change them back again. 
 
 
Edi t i ng Li st s 
 
To set up a person in QuickBooks, determine what type they will be: Customer, Vendor, or Em-
ployee.  Select Lists from the drop-down menu bar, and select the list to which you want to add 
this person. 
 
For example, suppose Joe Smith sends you $100 as a contribution.  Joe’s heard about Habitat, 
and decided that he needs to get involved; this is the first of many contributions that he plans to 
make.  The first thing you’ ll need to do is get Joe set up in QuickBooks.  Select Lists ®  Cus-
tomer: Job List.  On the Customer: Job List window, select Customer: Job ®  New.  A dialogue 
box will pop up, allowing you to fill in the needed information about Joe.    
 

� � Enter his name, last name first.  This will avoid confusion later.  You don’ t want Joe to be 
in your system as Joe Smith and as Smith, Joe.  (Note: Later versions of QB correct this problem.  
They automatically assume that Joe Smith and Smith, Joe are the same.)  Also, put his name in 
as it appears on his check.  If it has his first name as Joseph, enter it as Joseph, even if you have 
called him Joe since first grade.  (Joe Smith and Joseph Smith will be different entries no matter 
what version of QuickBooks you are using.) 
 
Be as complete as possible when entering his information.  You can get away with only putting 
in his name; QuickBooks will still be able to keep track of Joe.  However, since you are sitting 
there with his check in your hand, go ahead and fill in his address, phone number, and any other 
information that you have in front of you; it will be easier than trying to find it again later.  
 
After filling in his address, click on the Additional Info tab.  In the Type field, select Donor.  (If 
this is not listed as an option, then simply select <Add New> and add Donor as a Customer 
type.) 
 
 
Hom eowners as Cust om ers 
 
In addition to entering donors as Customers, you will want to enter all of your affiliate’s home 
owners as customers as well.  Do this as soon as you begin using QuickBooks.  Follow the pro-
cedure outlined above.  In the Type field on the Additional Info tab, select Homeowner. 
 
For homeowners, you can also select the Job Info tab, and fill in additional information, such as 
the status of their house (closed or in progress), the start date, the end date, and the type of job 
(such as new construction, remodel, moved house, etc.). 
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You can add any person to QuickBooks in this manner.  Select the list that they need to be added 
to, and then fill in the information.  Always use the last name first for individuals.   

 
 

Changing Li st  Types 
 
Suppose that you later find out that Joe Smith is in business for himself.  He is a sole proprietor 
who sells promotional items such as pens and bumper stickers.  The publicity committee decides 
that these are great items, and wants to buy some from Joe.   
 
If you want to purchase items from him, then you need to set him up as a Vendor as well as as a 
Customer:Donor.  Essentially he will exist twice in QuickBooks.   
 
Lists ®   Vendor Lists ®  Vendor ®  New 
 
You will not be able to enter his name as “Smith, Joe”  on the Vendor list since it already appears 
this way on the Customer list.  Therefore, call him “Smith, Joe – v.”   Appending the “v”  to his 
name will let you know that this is his Vendor list entry.  (Actually, you only need to enter him 
as a vendor if you are using the bill paying features of QuickBooks.  If you simply pay him by 
writing a check, then he won’ t need to be reentered.  In any case, it is fairly rare that someone 
needs to be on two different lists.  See below on bill paying.) 
  

� Note that you can add names to lists as you work with the program – you don’ t need to do 
them all at once.  However, it is a good idea if you set up all of your homeowners as Customers 
as soon as possible.  You will need to do this before you start writing checks for construction 
items, or before you receive mortgage payments.  When entering homeowner names begin their 
name with their house number.  For example, if the Larson family lives in the fourth house your 
affiliate built, enter their name as “#004 Larson, Daniel and Diane”  on the Customer list.  Begin 
with the # sign, and use a 3-digit number (#004 for 4, #009 for 9, #010 for 10, etc.).  This will 
make data entry and reporting easier later. 
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Bank ing 
 
Wri t i ng Check s 
 
Once you have created a chart of accounts and have names entered into your lists, you are ready 
to begin to put the program to work.  (Imagine, we’ve put in all this work and we still haven’ t 
paid any vendors or made any deposits yet!  Don’ t worry, this up-front work will pay off later.)   
 
Writing checks is one of the easi-
est tasks in QuickBooks.  On the 
navigator bar simply click on 
“Write Checks”  or Ctrl+W.  A 
blank check will pop up.  Simply 
fill in the fields for the date, the 
payee, and the amount.  Then, 
move to the “Expenses”  tab (we’ ll 
address the “ Items” tab later), and 
fill in the proper account and a 

memo.  � � If the expense is be-
ing charged to a specific house, 
fill in the homeowner’s name in 
the Customer field!  (See below, 
Job Costing).   
 
If you filled in the payee’s address 
when you set them up, then their 
address pops  
up automatically.  If you have 
checks that your computer prints, check the To Be Printed box, and QuickBooks will assign the 
check the proper number automatically.  If you hand write your checks, then leave this check box 
empty and fill in the check number yourself. 
 
The more difficult part of writing checks is deciding which account to assign an expenditure to.  

� If you are writing a check for a construction item, such as lumber or concrete, then you must 
use the Construction in Progress asset account.  As noted above, older versions of the HFHI ac-
counting manual stated that you should treat these as construction expenditures at the time of the 

purchase.  This is incorrect.  � Construction expenditures affect the Construction in Progress 
account!  Your checking account is credited and Construction in Progress is debited.  Only once 
the house is totally completed are the various construction items expensed.  This can be done 
with a single journal entry.  (More about this later.) 
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J ob Cost i ng 
 

� � As noted above, when you are spending money for a particular house, you must put in the 
homeowner’s name in the Customer field!  This is the only way that you will be able to know 
which expenditures were for which homeowners.  This is why it is so important to set up each of 
your homeowners as a Customer and to fill in the Customer field every time you spend money 
for a particular home. 
 
Most affiliates use the total of the construction expenditures to set the price of a homes, so it is 
crucial to know what money was spend on which project.  Moreover, by knowing what individ-
ual houses cost, you will be able to control construction costs, find more cost-effective methods 
for construction, and build more simple, decent housing. 
 

 
Pr i n t i ng Check s v. Handwr i t i ng 

 
Many QuickBooks users wonder weather they should write their checks by hand, or order checks 
that can be printed on their computer.  It really boils down to a question of volume.  For small 
affiliates building a house or two a year, they may find that they don’ t have to pay too many 
bills, and that it is not too difficult to write checks by hand.  Wallet checks, the kind that you use 
for your personal checking account are less expensive than computer-ready checks. 
 
As affiliates grow, however, they will probably find that they are wasting a great deal of time 
writing checks by hand when their checks could be printed for them with the click of a mouse.  
At that point they will probably want to order computer-ready checks and let the computer do the 
work. 
 
Another advantage of having computer-printed checks is that you can print duplicate check 
stubs.  The check and one of the stubs can be sent to your vendors, while the duplicate can be 
stapled to the bill and filed for future reference. 
 
If you are writing checks by hand, fill in the appropriate check number as you create the check 
with QuickBooks. 
 
If you are using computer-printed checks, then simply check the “To be printed”  box as you cre-
ate the check.  When you open your checking account register, you will see that the checks have 
been recorded, and in the check number field, “To Print”  appears, notifying you that the printing 
of the check is pending. 
 
 
Pr i n t i ng Check s 
 
To print checks marked as “To Print,”  simply select the File drop-down menu, then Print Forms, 
and Checks.  A dialogue box will appear.  In the upper left corner, select the bank account that 
you want to print the checks from.  A list of the pending checks from that account is displayed.   
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� � Many users panic when the checks that they are trying to print don’ t appear on the list of 
checks to be printed.  This is usually because they have accidentally selected their savings ac-
count, for example, in the account box.  Make sure you have selected your checking account. 
 
Place a check-mark next to the checks that you want to print.  Place your blank checks into your 
printer.  In the “First Check Number”  field, fill in the number of the first blank check in the 
printer.  Select “OK.”   A final dialogue box appears, giving you several printing options.  The 
most important of these is the Check Style option.  Make sure that you select the type of check 
that you have loaded into your printer.   
 
I recommend that you use Voucher style checks.  Each check is the size of an 8 ½” x 11”  sheet, 
and is perforated into three sections.  The top section is the check itself.  The middle section 
shows the name of the vendor, the date, the amount, what the check is paying for, etc.  Leave this 
section attached to your check when your remit payments to vendors.  The bottom section is ex-
actly like the middle section.  Tear this off, staple it to your copy of the bill, and file it for later 
reference.
 
 
Mak ing Deposi t s 

 
It always seems that there are 
more checks to write than de-
posits to make.  Let’s just 
hope that the total amount of 
the deposits is greater than the 
amount of the checks. 
 
To make deposits, select 
Make Deposits from the 
Banking section of the naviga-
tor bar or from the Banking 
drop-down menu.  Select the 
bank account that 
you are making the deposit to 
in the Deposit To field.  Select 
the date of the deposit and add 
a memo. 
 

� � Some users simply fill in the total amount of the deposit, and then list the income as “Con-
tribution Income.”   Do not do this!  It saves you a little bit of time in filling out the deposit form, 
but in so doing you are loosing tremendous amounts of valuable information, and are making 
more work for yourself in the end.  Take the time to list each check individually.   
 
In this example we are depositing two checks, #2345 from American Heritage National Bank for 
$2,000 from account 4020 - $Contributions Businesses, and #1234 from Good News Assembly 



 

  

32 

of God for $5,000 from account 4030 - $Contributions Churches.  If we had another check to 
deposit at this time we would simply make another entry on the next line of the deposit form. 
 
Now, if we want to get a report on how much was contributed by churches during the year, or by 
individuals, we will be able to.  But if we simply made one entry for “Contribution Income” for 
$7,000, we would have no idea what types of contributions these were.  Putting in more informa-
tion up front allows us to get more information later.
 
 
 
Transfers 
 
To make transfers between bank ac-
counts, select the Banking drop-down 
menu, and then select Transfer Funds.  
(Or Alt+B,T.)   
 
Fill in the date, the account that is 
money is coming from, the account 
that the money is going to, and the 
amount.  
 
 

 
 
 

 
Voids 
 
Once in a while you will need to void a check.  Select the check in the account register, and se-
lect Void Check from the Edit menu.   
 
This example would 
void check number 
1001, which was writ-
ten to Simonson Lum-
ber.  Once it is voided, 
the amount of the 
check is set to $0.00, 
and the check is 
marked as cleared.   
 
When you void a 
check, make sure that 
you save the physical check that you voided.  Voided checks are one of the most common 
sources of fraud.  (Someone can write himself a check, cash it, and then void it in the system.  
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Small amounts can go unnoticed for quite some time.)  So if you save the voided checks you 
have a good history proving they are legitimate. 
 

 
Reconci l i ng Your  Account s 
 
At the end of each month you need to reconcile each of your bank accounts with the bank’s re-
cords.  QuickBooks makes this process very easy.  When you get your bank statement, choose 
Reconcile from the Banking drop-down menu.  The reconciliation window will appear.   
 
Fill in the ending balance that appears on your bank statement.  Fill in the amount of the bank’s 
service charge, the date of the charge, and the expense account that is affected by the charge.  
Fill in the interest that the account earned, the date, and the income account affected by the inter-
est earnings. 
 
Check off the deposits and other credits that appear on the bank statement.  Check off the checks 
and payments that appear on your bank statement.  If you have checks or deposits that had not 
cleared the bank by the time of the statement’s closing date, leave these unchecked. 
 
If everything is in agreement, the difference will be $0.00.  Hit the Reconcile Now button, and 
print a reconciliation report if you wish. 
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Troubleshoot i ng Account  Reconci l i at i ons 
 
“ If everything is in agreement, the difference will be $0.00.”   Famous last words.  What if every-
thing is not in agreement?  How can you fix the problem?  Here are some possible problems and 
possible solutions. 
 
There is a difference between the ending balance and the cleared balance… 
 
If you and the bank agree on the opening balance, then there are two reasons that there will be a 
difference between the ending balance on the statement and the balance that you clear.   
 

First, you forgot to enter a transaction in QuickBooks.  � The tip off that this is the problem is 
that you and the bank won’ t agree on the number of transactions.  Bank reconciliation reports 
always tell you the number of credits and debits that you had during the month.  So does the 
QuickBooks reconciliation window – right there under the Mark All button.  If these don’ t agree, 
you forgot a transaction.   
 
For example, perhaps a church youth group donated $86 that they raised at a car wash.  You said 
to yourself, “Well, I don’ t want the cash just lying around the office.  I’ ll put it in the bank on the 
way home and record the transaction tomorrow.”   You put it in the bank, but then forgot to re-
cord the deposit.  Now you need to record the transaction so that you can square with the bank.   
 
To fix the problem, simply minimize the Reconciliation window, make a deposit the way you 
normally would (Alt, B, D), and then return to the Reconciliation window.  Shazam!  The deposit 
now appears, waiting to be checked off.  Check it off, and if everything else is in order, the dif-
ference will be zero. 
 
But perhaps all of the transactions have been entered.  The other reason that the ending balance 
and the cleared balance will not agree is that a transaction has been entered improperly.  
 
Look very closely at the dollar amounts that are on your checks and deposits, and those reported 
by the bank.  Do all of the numbers match?  Perhaps you and the bank do not agree on a check 
amount.  (This is more likely if you hand-write your checks.)  Perhaps you entered $123.48 in 

QuickBooks, but wrote $132.48 on the check.  � The tip-off that transposed numbers are the 
culprit is that the difference is divisible by 9. 
  
To fix this, you can edit the QuickBooks entry right from the Reconciliation window.  Highlight 
the check that you want to edit and press the Go To button.  The check will pop up, waiting for 
you to edit it.  Fix it, hit Save and Close, and return to the Reconciliation window. 
 
 
The opening balance from QuickBooks doesn’ t match my bank’s… 
 
There are two reasons that this can happen.  The first reason is that this is the first time you are 
reconciling your account.  The odds are that you did not begin using QuickBooks on the day 
your affiliate was born.  Hence, you had to start your bank account with an opening balance; 
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perhaps it was your account’s balance on the day you started using the program.  What you need 
to do is adjust the opening balance so that the figures match. 
 
The Opening Balance that the Reconciliation window gives cannot be edited from that window.  
However, you can edit this number directly in the account register.  Minimize the Reconciliation 
window and open the account register.  Edit the opening balance, which is probably the first en-
try in the register.  Then return to the Reconciliation window.  The opening balance will now 

match the bank’s.  � Make a note of what you did so that later you can explain it to your ac-
countant, the finance committee, the board, and various law-enforcement officials (as well as 
reminding yourself once you’ve forgotten  what you did). 
 
If the amounts do not match and this is not the first time you have reconciled the account, then 
don’ t even think of using the old “adjust the opening balance trick.”   You get to play that card 
one time and one time only during your life. 
 
The other reason that these figures might not match is that you inadvertently changed the amount 
of a transaction that had already been cleared.  If this is the case, then you have my deepest con-
dolences.  Finding errors like this can be tedious to say the least. 
 
There are a few ways that you might be able to track down the problem quickly using Quick-
Book’s Find engine.  Hit Ctrl+F to bring up the Find window.  Select the amount filter, select 
� =, and enter the amount of the difference.  Similarly, you should also try searching for twice 
the difference and half the difference.  Hopefully this will direct you to your answer. 
 
 
Take a break 
 
If you just can’ t stand it any longer, take a break.  Hit the Leave button.  The next time you open 
the Reconciliation widow you will be able to pick up where you left off. 
 
The ugly fix… 
 
When all else fails, go for the ugly fix.  It doesn’ t make sense to waste three days looking for a 
$2 discrepancy.  If the difference is small (like under $5), make an adjusting entry for the differ-
ence, chalk it up to a miscellaneous administrative expense, and burry it deep in some report that 
no one will ever read.  (But you didn’ t hear that from me.) 
 
The fix not to use… 
 
QuickBooks will allow you to make an automatic adjustment to your account to adjust the dif-
ference.  However, QuickBooks will make the adjustment from your Opening Balance Equity.  
In my opinion, this is a much worse than the one I offer above, since it affects your Balance 
Sheet using an account that really shouldn’ t have any activity at all after the first year of using 
the program (and wouldn’ t even exist at all if you started using QuickBooks the day you opened 
for business.)  Using a miscellaneous administrative expense account will make a small differ-
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ence to your P&L during the current year.  So, although the program gives you the option to 
make an automatic adjustment, don’ t take the option. 
 
 

Repor t i ng 
 

The Basi c Fi nancial  St at em ent s: Prof i t  and Loss and t he Balance Sheet  
 
I’ ve been stressing that when writing checks, making deposits, and in using the program in gen-
eral, you want to be as complete and accurate as possible when entering information: customer 
fields are filled in each time, memo lines are used to further explain transactions, and deposits 
are itemized, not aggregated.  The reason that we put a great deal of information into the pro-
gram up front is so that we can get a great deal of information out of it later.  All of this work 
will pay off when you create reports for your affiliate. 
 
The two most basic and most important reports that you will generate and use are the Profit and 
Loss (P&L), and the Balance Sheet.  (In true nonprofit terminology these would be called the 
Statement of Income and Expense an the Statement of Financial Position.  But QuickBooks uses 
for-profit language, so we will continue with the practice here.) 
 
The P&L shows the financial activity of your affiliate over a given period of time: a month, a 
quarter, a year, etc.  It shows the sources of income (the sale of homes; donations from individu-
als, churches, businesses; fundraising events; grants; etc.), the cost of goods sold (the cost of 
building the houses and other program expenditures), and the expenses (administrative costs). 
 
  Income 
 - Cost of Goods Sold  
 = Gross Profit 
 - Expenses     
 = Net Income 
 
The balance sheet, on the other hand, does not cover a period of time, but gives a picture of your 
affiliate’s financial standing at a particular point in time.  It shows all of your affiliate’s assets 
(such as cash in bank accounts, mortgages held, tools and equipment owned, etc.), all of your 
affiliate’s liabilities (escrow accounts, payroll taxes due, etc.), your affiliate’s equity (the sum of 
all of the net income from previous years), and the Net Income for the current year, which is the 
bottom line on the P&L.  Like an equation, the balance sheet balances: Assets = Liabilities + Eq-
uity + Net Income. 
 
To generate these reports, select Reports ®  Company & Financial ®  Profit & Loss Standard, or 
Balance Sheet Standard.  
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Work i ng Wi t h  Repor t s 
 
QuickBooks’s reporting functions are among its most powerful features.  In addition to being 
able to aggregate information in order to create reports quickly, QuickBooks’s reports also allow 
you to find specific information quickly. 
 
In this section we will learn how to use the Zoom and Find features, how to generate QuickRe-
ports, how to filter reports so that we can look at information that is of specific interest to us, 
how to customize reports, and how to memorize reports so that we can generate them quickly in 
the future. 
 
 
Zoom  
 
The zoom feature is extremely helpful.  When you have generated a report, you can easily find 
the various components that make up a specific number.  For example, generate a profit and loss 
statement.  Move your mouse around the screen.  You will notice that the mouse pointer looks 
like a little magnifying glass with a Z in it when it is over a number.  This means that you can 
“zoom in”  on the number by double-clicking it.  A report will appear showing the various trans-
actions that comprise a figure on the profit and loss.  Double click on one of these transactions 
and you will be taken to the specific entry, whether it is a deposit, a check, a journal entry, or 
what have you. 
 
This zoom feature can help you quickly identify transactions and will help you provide answers 
to board members and others who ask – “What does this number mean?”. 
 
 
Fi nd 
 
The find feature is another way of tracking down information.  It works pretty much the way that 
the find feature works on a word processor.  To use it, hit Ctrl+F at any time, or Edit ®  Find. 
 
The filter box in the upper left-hand corner 
allows you to control the information that 
you are looking for.  For example, suppose 
you want to find individual contributions dur-
ing Sept. of 2002.  Select the account filter, 
and select account 4010 - $Contributions In-
dividuals.  Select the date filter and set it to 
the desired date range.  Then hit the find but-
ton in the upper right-hand corner.  The out-
put screen in the lower half of the find dia-
logue box displays all of the transactions that 
meet the criteria that you established. 



 

  

38 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
You see that there were three transactions meeting our criteria.  If you hit the Report button, a 
report is generated listing these transactions.  From that report you will be able to zoom in on any 
of them. 
 
 
Qui ck Repor t s 
 
QuickReports allow you to generate “quick reports”  (catchy name, eh) on accounts or people.  If 
you are on the chart of accounts, select an account and press Ctrl+Q.  A QuickReport for that ac-
count pops up, displaying all of the transactions within that account.   
 
Similarly, if you are working with lists of people – either Customers, Vendors, Employees, or 
Other Names – you can generate a QuickReport for a person on that list.  Simply highlight a 
name on the list and press Ctrl+Q.  All of the transactions associated with that person will be re-
ported. 
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Modi fy i ng Repor t s 
 
Any type of report that you generate with QuickBooks, whether a Find Report, a QuickReport, a 
standard financial report, or any other type – can be modified to suit your needs.  At the top of 
each report is a Modify button.  Clicking it will open a dialogue box with four tabs 
 
There are four main ways to modify a report  You can modify the Display options, set the Filters, 
change the Header and Footer options, and set options for Fonts and Numbers.  The filter option 
worg as described above.  The other options are fairly self-explanatory.  
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Mem or i zi ng Repor t s 
 
Getting a report set up just the way you want it can be time consuming.  Moreover, there are cer-
tain reports that you will want to run many times, on a monthly basis, for example.  To avoid 
having to set up your reports each time want to run them, simply memorize the report. 
 



 

  

41 

Once you have all of the report’s settings to your liking, simply hit the Memorize button at the 
top of the screen, or Ctrl+M.  You will be able to name the report, and all of the settings will be 
held in memory. 
 
When you want to run the report again, go to your list of memorized reports: Reports ®  Memo-
rized Reports.  Double click the report title, or click the Generate Report button.  The report will 
appear.   
 

� Note that if you set up the report using absolute dates, such as 3/1/00 to 3/31/00, then this 
report will always give you the information for March of 2000.  But, if you used relative dates, 
such as “Last Month” , the report will be based on whatever last month was.  This is very useful 
if you have a set package of reports that you want to produce for the finance committee or the 
board of directors every month. 
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Habi t at  for  Hum an i t y  Speci f i cs 
 
Habitat affiliates have many accounting needs that are not addressed by QuickBooks reference 
manuals.  This section will help you deal with many of the common challenges that affiliates 
face.  Part II of this course will have even more Habitat-specific material included. 
 
 
In -K ind Donat i ons 
 
In-kind contributions can be a substantial portion of an affiliate’s budget.  However, many affili-
ates do not account for their in-kind contributions; they simply ignore them.  This is a bad prac-
tice for several reasons.  First, tax reports will not be accurate; the IRS requires us to report in-
kind income.  Second, since most in-kind contributions are construction-related, ignoring them 
understates program expenditures (our true impact on the community), and falsely inflates ad-
ministrative costs.  Third, it fails to reflect the true cost of the house when it comes time to sell it 
to the homeowner.  Fourth, it has the potential of falsely diminishing the affiliate’s equity, a dis-
advantage if the affiliate were to ever need a loan from a financial institution.  Finally, it in-
creases the potential that an in-kind donor will be overlooked when thanks are being given. 
 
For all of these reasons, it is important that affiliates track their in-kind donations.  Fortunately, 
this can be done with QuickBooks.  Unfortunately, many people get confused.  Hence, we’ ll 
walk through it step by step.  Please note that the recommended method for handling in-kind 
goods and services has changed somewhat from earlier versions of this manual. 
 
The first thing you will want to do is to create a Bank Account “ Inventory Accounts.”   Yes, you 
heard me right, a Bank Account.  There’s a reason for this that I’ ll explain in a moment.  I’ve 
done this in the example Chart of Accounts.  I’ve assigned it the account number 1050.  Then 
create several sub accounts of this account:  

1055 - Building Materials Inventory, 
1060 – Land Inventory, 
1065 - Professional Services Inventory. 

 
You will also need to have some accounts to track in-kind income.  Create a new Income account 
4100 – Donation Materials, and several sub accounts for 4100:  

4110 - Individuals,  
4115 - Businesses, 
4120 – Government,  
4125 – Churches,  
4130 – HFHI,  
4135 – HFH MN.    

 
Then Create 4150 – Donations – Services & Rentals and the necessary sub-accounts. 

4160 - Individuals,  
4165 - Businesses, 
4170 – Government,  
4175 – Churches,  
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4180 – HFHI,  
4185 – HFH MN.    

 
 
 
Underst anding t he Concept  
 
It is useful to think of in-kind donations just as if they were cash contributions.  If a donor gives 
you a dollar, this is clearly income.  You put this little green piece of paper that is worth $1 into 
an asset account called “Checking Account.”   Your asset account called “Checking Account”  
has gone up by $1.   
 
When you spend this dollar, you take it out of your checking account.  Your asset called “Check-
ing Account”  decreases by a dollar.  You buy $1 worth of wood for a house, and your asset 
called “Construction in Progress”  increases by $1. 
 
In-kind contributions work in exactly the same way: after all, a dollar bill is merely a piece of 
paper that is worth $1.  It works the same way if someone gives us a piece of land worth $1, or a 
piece of wood worth $1, or a piece of their time worth $1. 
 
For example, a donor gives you a piece of wood worth $1.  He gave you something, so this is 
clearly income.  You put this valuable thing into an asset account called “1055 – Building Mate-
rials Inventory,”  and the value of this asset account increases by $1.  This asset account is just 
like your bank account – it is a place where you are holding something of value for the time be-
ing. 
 
When you want to use this piece of wood, you take it out of your inventory, just as if you were 
taking money out of the bank.  Your asset called 1055 – Building Materials Inventory decreases 
by a dollar.  You put this piece of wood into a house, and your asset called “Construction in Pro-
gress”  increases by $1. 
 
 
Mechan i cs 
 
• To receive an in-kind contribution, open up the inventory sub account that you want to use.  

The most common type of contribution is something that will be used for construction.  These 
will go into the “1055- Building Material Inventory”  account.  Donated services, such as legal 
work, accounting services, the work of a licensed electrician, etc., will go into the “1065 - Pro-
fessional Services Donated”  account.  Donated land can be placed in “1060 – Land Inventory.”   
If someone gives you something that is for administrative use, such as a copy machine or a file 
cabinet, you can use the “1065 – Professional Services”  account. (The particular asset account 
you put it into matters less than the Income and Expense accounts you use.) 

 
•  Make an entry showing the income.  Use the in-kind income account associated with the gift.  

If the donor is a business, then debit the inventory account for the value of the gift and credit 
“4115 - Business”  income account. 
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•  Make an entry showing the expenditure of the good.  If you use up the good that is in your in-

ventory, you have to show where it went.  Most likely it has gone to Construction in Progress.  
Credit the inventory and debit Construction in Progress.  (See the example below for more spe-
cifics.) 

 
• Clear the transaction.  Once the item has been taken out of the inventory account, use your 

mouse to place a check mark in the cleared box of both the income entry and the expenditure 
entry. 

 
 
For  Exam ple… 
 
An individual, Michael Boyle, gives you $500 worth of framing lumber.  This lumber is used on 
house #005. 
 
Show the income: 
 
1) Open account “1055 – Building Materials Inventory.”    
 
2) List “Boyle, Michael”  as the Payee. 
 
3) Debit the account (i.e., deposit) for $500 and credit “4110 – Individuals”  for $500. 
 
4) Use the memo line to show that this is for lumber. 
 
5) Use Ctrl+S to fill in Split information.  In the Class field select the appropriate In-Kind class.  

(Classes will be in detail below.) 
 
6) Hit enter to record the transaction.  (By the way, you could also accomplish this using the de-
posit subroutine, just as if you were depositing cash into the bank.) 
 
Show the expense: 
 
6) Hit Ctrl-W to bring up a check.  That’s right, a check.  You’ ll actually be “spending”  your in-
ventory just as if it was cash in a bank account.  In the Pay To Begin a new transaction in this 
register.  Again, show “Boyle, Michael”  as the payee. 
 
7) Make the check out for the value of the items that you are taking out of inventory.  In this 
case, the $500 worth of lumber that you received from Mr. Boyle. 
  
8) Use the memo line to show that it is for lumber. 
 
9) Here’s the important part.  On the check form, you’ ll be using the Items tab rather than the 
Expenses tab. 
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10) In the Item field select “06.1 – Rough Carpentry.”   In the Amount field enter $500.  This is 
the whole reason we set up the inventory as a bank account rather than as some other type of as-
set – we can use items.  Regular asset accounts won’ t let you assign items the way bank accounts 
will.  (And bank accounts are still asset accounts, after all.)  This will give you some very useful 
information down the road. 
  
10) Not optional – very very important.  In the Customer: Job field, enter the house that this is 
being used in.  In this case, #005. 
 
11) Hit enter to record to transaction. 
 
12) Use the mouse to clear both of the transactions that you just made to indicate that the goods 
are no longer in the inventory. 
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Sel l i ng Houses 

 
Closi ng A Work  i n  Progress 
 
When a job is finished, you need to cost out all of the entries that have been made to the Con-
struction in Progress Account for that Job.  This can be done with a single entry.  Simply credit 
the Construction in Progress (#1300) account for the total amount of the house and debit Cost of 
Construction (#5102). 
 

 
 
Hint: To determine the total cost of the home, run a QuickReport on the Construction in Pro-
gress account, and set the Name filter to the house you want to find the value of.  These reports 
can be saved so you can always quickly determine the cost of expenditures for a given house. 
 
Set t i ng Up Mor t gages and Escrow Account s 
 
Now that the house is closed as a work in progress, you need to set up the mortgage and the es-
crow account. 
 
Mortgage Accounts 
 
Mortgages are actually tracked through three accounts.   
 
The first is an other asset account called 1610 – Mortgages Receivable.  Each house has its own 
subaccount.  This account shows the total outstanding balance of the mortgage, less what is owed 
during the current fiscal year. 
 
The second is an other current asset account called 1230 – Current Portion of Mortgages.  Each 
house has its own subaccount.  This account shows what is owed on the mortgage during the cur-
rent fiscal year, less what is owed for the current month.  On July 1st of each year we debit this 
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account and credit the corresponding subaccount of 1610 – Mortgages Receivable for the amount 
that will be due during the fiscal year. 
 
The third is an accounts receivable account called 1100 – Homeowner Payments Due.  This 
shows what is currently owed to the affiliate by homeowners during the current month.  In this 
case there are not separate sub accounts for each homeowner.  (However, we will still know what 
portion of the total is attributable to each homeowner because they are tracked as Customers.) 
 
Additionally, we need to use an Other Current liability account called 2210 – Homeowner Es-
crow Deposits to track escrow payments from homeowners.  Each homeowner will have their 
own subaccount. 
  
When creating subaccounts for homeowners, we should use a standard convention  for naming 
and numbering them.  For example, to create subaccounts for 1610, name and number the ac-
counts such that: 1610001 – House #001; 1610002 – House #002, etc. 
 
Because we will be creating Invoices to track what is currently owed by homeowners, we will 
also create two Items for each homeowner, one for his or her principal payment, and the other for 
the escrow payment.  We’ ll return to this in a moment. 
 
Here are examples of how you can set up your chart of accounts: 
 
1610 – Mortgages Receivable Other Asset 
 1610001 – House #001 Other Asset 
 1610002 – House #002 Other Asset 
 1610003 – House #003 Other Asset 
 etc. … Other Asset 
 1620 – Unamortized Mortgage Discounts Other Asset 
 
1230 – Current Portion of Mortgages Other Current Asset 
 1230001 – House #001 Other Current Asset 
 1230002 – House #002 Other Current Asset 
 1230003 – House #003 Other Current Asset 
 etc. … 
 
1100 – Homeowner Payments Due Accounts Receivable 
 
2210 – Homeowner Escrow Deposits Other Current Liability 
 2210001 – House #001 Escrow Liability Other Current Liability 
 2210002 – House #002 Escrow Liability Other Current Liability 
 2210003 – House #003 Escrow Liability Other Current Liability 
 
 
The following examples should help clarify the transactions described above. 
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The first transaction in this ledger shows that the house #001 was sold on Sept. 28, 2002.  The 
sale was recorded by debiting the homeowner’s mortgage receivable account (1610001 accord-
ing to our numbering convention) and crediting 4200 – Sale to Homeowners for $50,000.  We’ ll 
assume this is a 20 year mortgage. 
 
At this point it is worth noting that the figure for the sale price can be the same as the total cost 
of constructing the home, but it doesn’ t have to be out of necessity.  Many, if not most affiliates 
do try to sell the house for the value of the cash and in-kind goods and services that went into it.  
However, some depart from this practice.  The point is, there is no mathematical reason that the 
price you sell the house for must equal the cost of the house.  The numbers are not directly linked 
to one another.  This is a matter of board policy, not mathematics. 
 
The second transaction in the ledger above records the portion that will be due during the current 
fiscal year.  The monthly principal payment will be $208.33.  (That is, $50,000 divided by 240 
payments = $208.33.)  There are 9 months left in the year (October through June), so $1,874.97 
will be due this year.  We credit 1610001 for this amount and debit 1230001.   
 
The third, fourth and fifth transactions show what becomes current during subsequent years.  On 
July 1st of each subsequent year we credit the account for $2,500 (12 payments) and debit 
1230001.  You can see that there are several future years recorded here.  Future events are shown 
below the bright blue line in the ledger.  When that date comes, the blue line moves down and 
the transactions begin to affect your financial statements.  You can make entries every year or 
make all of the future entries for a house at one time.  I prefer the second method because then 
you cannot forget to make the entries when the new year starts. 
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Here we see the ledger for 1230001.  The first transaction shows that $1,874.97 is current during 
year.  The fourth, fifth, and sixth transactions show $2,500 coming due in future fiscal years. 
 
The second and third transactions are the result of creating invoices for monthly homeowner 
payments.  By creating the Invoices the Current Portion of the mortgage is credited by the 
amount of the monthly principal payment that is due.  Account 1100 – Mortgage Payments Re-
ceivable is debited for this amount.   
 
Invoices are created for each homeowner each month for their house payment.  This is not as la-
borious as it sounds because the transactions can be created once and memorized, and set to re-
peat automatically.  Moreover, you don’ t actually have to send out the invoices to the home-
owner.  We simply create them in order to record changes in their escrow account and their Cur-
rent Portion of Mortgage. 
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This is Invoice #2 shown in the ledger above.  By creating it we accomplish 2 things.  First, we 
debit 1100 – Homeowner Payments Due (an accounts receivable account) for the principal due 
(i.e., $208.33), and credit 1230001.  We also debit 1100 and credit 2210001 – House #001 Es-
crow Liability for $100. 
 
This occurs because of the Items that appear on the Invoice, namely 99-001p and 99-001e.  We 
will discuss items more below, but briefly, Items are descriptors that point to an account.  In 
other words, 99-001p is an item that describes the principal payment from house #001, and it 
points to account 1100.  Item 99-002p would describe the principal payment due from house 
#002, and it would also point to 1100. 
 
Each homeowner needs to have two Items associated with them.  One is for their principal due, 
and the other is for their escrow payment.  Items are kept in a List.  To create or edit them select 
Lists ®   Item List. 
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The following show how the items are set up. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The principal amount will remain constant for the life of the loan.  The escrow item will need to 
have its amount adjusted each year as tax and insurance charges vary.  However, you won’ t need 
to change the memorized invoice – it will continue to be created automatically using the adjusted 
escrow amount. 
 
Receiving Payments from Homeowners 
 
Because we are creating invoices to track homeowner payments, we must use the receive Pay-
ments function to accept payments from the homeowner.  This tells QuickBooks to apply the 
payment to the outstanding invoice.  Select Customers ®  Receive Payments. 
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This routine receives the payment from the homeowner and applies the payment to the out-
standing invoice.  You can deposit this directly to your bank account, but if you have other pay-
ments that you will be depositing at the same time, select “Group with other undeposited funds.”   
When you go to make the deposit for the bank (Banking ®  Make Deposits) you will be able to 
bundle all to the customer payments into one bank deposit. 
 
 
 
 
 
 
 
 
 
 
 
 
Why Invoice? 
 
You may be asking yourself  why we are going to all of the trouble of setting up invoices and the 
associated items for each homeowner, and going through the receive payment routine.  If you 
have been using the program to handle homeowner payments, odds are that you have simply got-
ten the check from the homeowner, deposited it in the bank, and applied the check to their mort-
gage and escrow accounts.  You had one account to track each mortgage.  You never worried 
about the Current Portion Due, and never bothered with the accounts receivable or the invoicing. 
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This is ok to, and certainly works.  But I think that the method that has been presented here has a 
major advantage.  Namely, you can run a report on your receivables and quickly see who is cur-
rent, or 30, 60, and 90 days past due.  On your balance sheet the homeowner mortgages will al-
ways show the balance that should be due according to the mortgage documents.  If a home-
owner is behind on their payments they owe to Accounts Receivable, not their mortgage account, 
so to speak. 
 
Suppose it is now November 6th and homeowner #001 did not make the payment for Oct. 1st or 
November 1st.  Select Reports ®  Customers & Receivables ®  A/R Aging Detail to generate this 
report: 
 

 
This shows us that Homeowner #001 is 5 days past due on Invoice #2, and 36 days past due on 
Invoice #1.  This is an excellent report to give to a Board or a Finance committee to show them 
where homeowners stand on mortgage payments.  You will always know exactly where home-
owners stand. 
 
To compute the total amount that a homeowner has left to pay on his or her home, add the bal-
ance of their 1610 subaccount, their 1230 subaccount, and their portion of accounts receivable. 
 
Late Notices 
 
QuickBooks Pro is integrated with Microsoft Word.  If you have the Pro version of QuickBooks 
and use Word, then you can easily create letters to send to customers who are behind in their 
payments.  Select Company ®  Write Letters, and choose the Prepare a Collection Letter option.  
Follow along with the wizard, and select the delinquent homeowners that you want to send a let-
ter to.  Choose the type of letter that you want to write from the list, enter the name and title of 
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the person who will sign off on the letter, and hit Create Letters.  QuickBooks opens up Word, 
sends data to it regarding the customer and the amount that they are behind by, and prepares the 
letter.  Print it, sign it, and mail it.  (You can save the letter too, just like any Word document.)  
Easy. 
 
You can customize the letters that you send out as well.  The first way, good for making minor 
changes to a letter, is to prepare it, and then edit the actual document before you print it.  The 
second way, better for making extensive changes that you want to appear each time, is to create a 
new document template.  Choose Company ®  Write Letters and select the third option, Design 
QuickBooks Letters.  Follow the wizard and set up your letter as you like.  You can vary the tone 
from gentle reminder to strike-the-fear-of-God-into delinquent payers.   
 
 
2nd Mortgages 
 
According to the HFHI Financial Policy Manual, we should not book the value of our 2nd mort-
gages.  The mortgages should be created and recorded with your county, but not recorded.  This 
is because we never expect to collect the money.  If the homeowner sells the house or we other-
wise need to exercise our rights under the 2nd Mortgage agreement, we should book the income 
at that time. 
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Par t  I I  

 
 
 

Classes 
 
What  Are Classes? 
 
Have you ever been in a situation where you wanted another way to classify a transaction? The 
accounts and sub-accounts used in a transaction give us a lot of information about where money 
is coming from and where it is going, but not always enough.  “Classes”  are a QuickBooks fea-
ture that allow us to attach more information to a transaction.  It’s like putting a little flag on a 
transaction that says “ this transaction belongs in group ‘A’  while that transaction belongs in 
group ‘B’ .”  
 
Think for a moment about a for-profit situation.  Suppose a company makes its income from sell-
ing widgets.  When sales money goes into the bank, they use the income account “ Income from 
sale of widgets”  on the deposit line.  This is great, as far as it goes.  But suppose they have dif-
ferent sales representatives in different regions.  When they take in income they want to know 
more than the fact that it was income from widget sales.  They also want to know what sales re-
gion it came from, and what sales representative made the sale. 
 
Using QuickBooks classes allows us to keep track of this information.  On the deposit form we 
use the income account “ Income from sale of widgets,”  in the account field; we can then use the 
Class field to show that the money came from the Western sales region, and the sale was made 
by our sales representative, Pat Jackson. 
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 Similarly, you can track expenditures using classes as well. 
 

 
 
 

� Note, the first thing that you need to do to use Classes is to make sure that the Class tracking 
feature is turned on!  Edit ®  Preferences ®  Accounting ®  Company Preferences ®  � Use Class 
Tracking 
 

The account 
field: “ Income 
from sale of 
widgets”  

The class 
field: “West: 
Jackson, Pat”  

The account 
field 

The class 
field 

Customer’s 
Name 
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Why do HFH Aff i l i at es need classes? 
 
I strongly recommend that you turn on and use the class tracking feature of your software.  A 
great deal of information and reporting power can be gained by using classes in a proper and 
consistent manner. 
 

� The most important use of classes will be to track the difference between in-kind and cash 
transactions.  Review the section on in-kind donations and expenditures, pages 42-45.  Recall 
that every in-kind transaction should be recorded, just like a cash transaction.   
 
When we receive an in-kind donation, it is fairly clear that it is the donation of a good or service, 
not a cash contribution; we use the appropriate in-kind income account, after all. 
 
 
 
 
 
 
 
 
 
 
However, it is more difficult to tell that an in-kind expenditure is for a good or a service rather 
than for cash.  That is, unless we use classes.  Consider the figure on page 45.  A journal entry is 
being made which takes $500 worth of lumber out of inventory, puts it into Construction in Pro-
gress, and charges it to House #005.  We then wrote a check in order to “spend” this contribution 
on House #005.  Notice that the class field was filled in telling us that this was an in-kind expen-
diture.  Adding this additional “ flag”  to the transaction will be a big help later on when we are 
generating reports. 
 
In addition to tracking the difference between in-kind and cash transactions, classes can be used 
to track geographical regions as well.  Just like the widget-selling company used in the example 
above, many affiliates are concerned with geographical divisions.   
 
Once upon a time, Habitat for Humanity International measured its success by the number of af-
filiates that formed.  The philosophy was, if a town wants to have Habitat, great!  Form an affili-
ate.  It has become clear, however, that the proliferation of affiliates is not always efficient.   
It often makes more sense to have a central affiliate office that covers one or more counties, and 
to have towns within those counties served by local chapters.  Local chapters do not have the 
legal standing of affiliates: they cannot be sued, they cannot hold assets, and they cannot sign 
checks, and they do not file tax returns.  These are all functions of the affiliate.  Nevertheless, 
chapters are useful bureaucratic divisions, and serve to connect people in the smallest of towns 
directly to the affiliate.  Therefore, it is becoming more and more common for a central affiliate 
to be made up of several chapters. 
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For Example… 
 

 
 

The Central Minnesota Affiliate and the 
Chapters into which it has divided itself: 
(One affiliate with 6 chapters, cover ing 

 four  counties &  about 50 zip codes) 
 
 
It is readily apparent that this affiliate will want to classify its transactions by geographic region 
as well, just as the for-profit widget seller wanted to.  By creating sub-classes of the cash and in-
kind classes, this is easily done. 
 
Classes, like names and accounts, are created in a list.  Select Lists ®  Class List.  You can create 
new classes and sub-classes just as you create new accounts and subaccounts.  (Remember that 
you can use the mouse to change the order of accounts, and to make one class a sub-class of an-
other.)  Below is an example of how you might want to set up your class structure. 
 
 

�
� Be careful as you create your 
hierarchy of classes.  The most im-
portant class distinction is between 
cash and in-kind.  Therefore, these 
are at the top of the hierarchy, or, as 
you see it here, they occupy the left-
most position on the list. 
 
 
The geographic classes are sub-
classes of cash and in-kind.  (The 
Affiliate Cash and Affiliate In-Kind 
classes exist to classify transactions 
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that pertain to the affiliate in general, but not to any specific geographic area.) 
 
Classes can also be used to track the expenditure of other income streams as well.  For example, 
suppose the affiliate got a grant from a local bank, and the terms of the grant stated that it was to 
be used for buying tools that were to be used in their town, which happens to be within Chapter 
B.  A sub-class of Cash:Chapter B would be created called “Tool Grant.”   When money was 
spent on tools, this sub-class would be used.  A report on the class Cash: Chapter B: Tool Grant 
could be created to show all of the activity pertinent to that grant. 
 
 
Repor t s on  Classes 
 
Of course, the great advantage to using class tracking becomes apparent when it comes time to 
create reports.  QuickBooks has a standard report called Profit & Loss by Class.  To generate it, 
select Reports ®  Company and Financial ®  Profit & Loss by Class.  You quickly will see the 
additional information that class tracking provides. 
 
Additionally, you can use classes when creating your own custom reports.  (See pages 38 – 43 on 
working with reports.)  By modifying the report you can choose to display a column showing 
classes.  Moreover, you can also set report filters so that only one or several classes from the list 
are included in a report. 
 
Try this: Create a quick report on “Construction in Progress.”   This will show you all of the en-
tries for that account.  Now use the name filter to see the transactions that pertain to one cus-
tomer.  This will give you the total expenditures for a given project.  Now add an additional fil-
ter, filtering by class.  Choose the cash class and all of its sub-classes.  The resulting report will 
show you the total of all of the cash spent on the house.  The difference between the first total 
(which did not use the class filter), and the second total (which filtered for cash transactions), 
will be the value of in-kind goods used for the project.  To confirm this, switch the class filter 
from cash to in-kind. 
 
 
A word t o t he wi se… 

�
�  Be careful as you use classes.  They should be used on every transaction.  Imagine the situa-
tion described above if classes had not been used consistently: the sum of the cash expenditures 
and the in-kind expenditures would have been less than the total expenditures because unclassi-
fied transactions would have been left out of the picture.   
 
Check yourself from time to time: run the Profit & Loss by class report to see if there are trans-
actions showing up in the Unclassified column.  If there are, zoom in on them and correctly clas-
sify the transactions. 
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I t em s 
 
I t em s: Thei r  Usefulness 
 
“ Items” are perhaps one of the most powerful features in QuickBooks.  Items have been dis-
cussed to some extent as we discussed mortgages, so if you have worked through that section 
you should have a good feel for the way items work.  Items are created in lists, just as accounts 
and classes are.  To see the item list, select Lists ®  Item List.  But what exactly is an item?  An 
item is a descriptor that is used to point to an account. 
 
OK, so what exactly does that mean?  An illustration will clarify. 
 
Suppose you spend $100 for lumber.  You write a check to the lumberyard, crediting your check-
ing account for $100 and debiting an asset called “Construction in Progress”  for $100.  Then you 
spend $100 for concrete.  Again, you credit your checking account for $100 and debit Construc-
tion in Progress for $100.   This is all fine, as far as it goes.  You know that you spent $200 on 
your Construction in Progress, and the money came from your checking account. 
 
But really, that’s all you know.  In a week, a month, or a year, are you going to easily remember 
that $100 was for lumber and $100 was for concrete?  How do you know it wasn’ t all for lumber, 
or for shingles, or for windows, or for whatever?  And at the end of the project, how will you 
know the total amount that you spent for lumber, windows, sheetrock, or whatever?  In short, 
you won’ t, at least not without going back and searching through the transactions line by line.  
Ugh! 
 
A much better way to record this transaction is to use items.  When writing the check you don’ t 
record that you spent $100 on Construction in Progress.  Instead, you record that you spent $100 
on an item called lumber.  That item is set up so that it points to the Construction in Progress ac-
count.  Then you spend $100 on an item called concrete.  This item also points to Construction in 
Progress.  Now you have credited your checking account by $200, and debited Construction in 
Progress by $200 (same as before), but you now have a good record that $100 was for lumber 
and $100 was for concrete. 
 
 
Usi ng I t em s 
 
I won’ t lie to you: using items does take time.  However, you will learn a great deal about what 
you are spending money on. 
 
To use items, open up the check window (Ctrl+W).  Did you ever notice that next to the expense 
tab, where you enter the accounts to be affected by the check, there was a tab for items?  If you 
never used it, you probably never had a reason to notice it.  But there it was all along.  Go ahead 
and click on it.   
 
It looks a great deal like the expense tab does, with a few notable exceptions.  First, instead of 
entering an account that is to be affected, you enter an item.  (The item, of course, points to an 
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account and affects the account for you automatically.)  There are also columns for the quantity 
and the cost of items.  For example, suppose you bought 1,000 wingnuts at 2.35 cents each.  You 
can enter 1,000 in the quantity column and .0235 in the cost column.  The amount, $23.50, will 
be calculated for you.  Or, you can simply enter $23.50 in the amount column and forego speci-
fying the quantity and cost.  Habitat affiliates just aren’ t the kind of business that buys mass 
quantities of small things.  
 

 
 
 
Item   Memo   Quantity Cost Amount Customer    Class 

(Homeowner) 
 
 
 
The I t em  Li st  
 
The items available in the drop-down list come from the item list.  The item list works like any 
other list in QuickBooks.  You can create, add, delete, or otherwise modify items on the item list.  
HFHI has created an item list that you can import and use for your affiliate.  It breaks up the con-
struction process into phases and does a good job at tracking the things you need to build a 
house.  Note that your homeowner payment items that we created above are stored on this list 
too. 
 

�  The most important things to note about these construction items are that they are all listed 
as “other charges,”  and they all affect the Construction in Progress account.  If you want to cre-

Expense tab 

Item tab 
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ate other items to track construction expenditures, make sure that you set they type to “other 
charge”  and be absolutely sure that the item is tied to Construction in Progress. 
 

 
 

The I tem L ist 
 
 
Repor t s on  i t em s 
 
Once you are using items, you are able to pinpoint exactly what you are spending your money 
on.  Because this item list is organized around the phases of construction, you will know exactly 
how much each phase costs, and will be able to find ways to operate more efficiently. 
 
For example, to get an item-by-item breakdown of what a house cost, select: 
 
Reports ®  Sales ®  Sales by Item Summary, & then filter the resulting report by name. (In the 
example below I filter for customer #002 – Stanley, Helen & Bob). 
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You can also use items in filtering any other custom report you run.  For example, run a quick 
report on Construction in Progress, and filter by Item:06.1 Rough Carpentry, and Date: 01/01/01 
– 12/31/01.  This will report what the affiliate spend on framing materials during 2001. 
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Pay ing Bi l l s 
 
Vendors Redux 
 
Recall that Vendors are one of the four “people”  that you deal with in QuickBooks.  They are, of 
course, the people that you pay for goods and services.  The vendors are held in the vendor list.  
To see this list select Lists ®  Vendor Lists, or Vendors ®  Vendor List.  This list works like any 
of the other name lists described in Part I. 
 
There are two important features that you should be aware of when dealing with the Vendor list.  
Open the vendor list, select a vendor, and edit their entry with Ctrl+e or by double clicking them.  
Select the Additional Info tab. 
 

 
 
Note two important fields located on this screen.  The first is the Terms field.  You can enter the 
terms that you get from the vendor, such as Net 10 Days, or 2%  10th, Net 30, etc.  This will be 
important when we address the bill paying function of QuickBooks below.  You can select the 
terms from the drop down list.  If your vendor’s terms do not match any of the choices, you can 
create a new term on, yes, you’ve guessed it, the terms list.  (Select Lists ®  Customer & Vendor 
Profile Lists ®  Terms List.) 
 
The second important feature is the check box “Vendor eligible for 1099.”   If this vendor should 
get an IRS Form 1099 from you at the end of the year, then check this box.  If you aren’ t sure, 
check with your accountant.  Briefly, someone should get a 1099 if they are being paid for per-
forming labor for you (more than $600 during a calendar year), but they are not on your payroll, 
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and they are not incorporated.  An example would be a plumber who is a sole proprietor to 
whom you paid $800 for labor in 2000. 
 
 
A Qui ck  Word on  Term inology  
 
In QuickBooks lingo, a bill that you get from a vendor is always called a bill, even if it says “ In-
voice”  across the top.  You are never invoiced by a vendor; you are billed by a vendor.  If you 
need to pay it, it’s a bill.   
 
An invoice, on the other hand, is a document that you create to send to one of your customers 
telling them what they owe you.  You never bill a customer – you invoice them. 
 
 
 
En t er i ng Bi l l s v. Wr i t i ng check s 
 
Now that you understand items and vendor terms, you are ready to use the bill paying feature of 
QuickBooks.  Perhaps you’ve always paid your bills by simply writing a check to the vendor.  
There is nothing wrong with this, and if you choose to continue to do this, no problem. 
 
However, using the bill-paying feature has five main advantages.  First, you can enter the bills as 
they come in, perhaps on a daily basis.  This way you can enter a few each day; you won’ t be 
faced with an overwhelming mountain of paper every week or two.   
 
Second, you will always have an accurate picture of your accounts payable.  Suppose you pay 
your bills by writing checks.  Let’s say a few bills come in and you plan to pay them at the end 
of the week.  Before that time you need to run a Balance Sheet for the upcoming board meeting.  
This balance sheet will not reflect the bills that are sitting on your desk.  If you use the bill pay-
ing feature, they will be reflected in the accounts payable account (which is, in effect, a current 
liability), even though you have not yet cut a check for them. 
 
Third, you won’ t have to make adjustments to accounts payable at the end of your year.  Assume 
a July 1st fiscal new year.  Suppose you receive a bill from a vendor on June 28th, and write a 
check to pay that bill on July 2nd.  Your accountant will want you to make an adjusting entry to 
reflect the fact that the July 2nd check was actually paying for an expense incurred in the previous 
fiscal year.  By using the bill paying feature you eliminate the need for most adjusting entries. 
 
Fourth, QuickBooks Pro can be configured for multiple users.  You can allow certain users to 
have access to some parts of the program, but not to others.  Hence, you could set up a user that 
has the authority to enter bills, but would not have access to the checkbook itself.  (Actually, ac-
countants would prefer this division of labor).  This is especially useful for moderate and large 
affiliates that have too many financial tasks to leave to a single person. 
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Fifth, by using the bill paying feature, you establish a better paper trail.  If a vendor calls you and 
asks if you received their bill, you can now trace it by their bill number.  (You can do this with 
the find function.) 
 
 
En t er i ng Bi l l s 
 
When you receive a bill in the mail, you need to enter it.  You may not plan to cut the check to 
pay for it for a few days.  That’s fine.  But still, its best if you can enter it as soon as possible. 
 
To enter a bill, select Vendors ®  Enter Bills.  
 
Simply fill in the informa-
tion.  On the vendor line you 
can select anyone on the 
vendor list.  Fill in the date, 
the reference number (which 
is the number on the bill 
from the vendor), the 
amount due, and the date 
due.  If you have entered 
terms for the vendor, these 
will appear automatically on 
the terms line.  If not, you 
can fill them in, and Quick-
Books will offer to use those 
terms the next time you pay 
a bill to that vendor.  Or, 
you can simply leave the 
terms field blank. 
 
On the lower half of the 
form, fill in what you are 
paying for.  You can enter expenses on the Expenses tab, and items on the item tab.  Expenses 
are most useful for administrative costs, such as office supplies.  Items, in our case, are used for 
construction goods that will be added to the Construction in Progress account.  Note that if you 
are buying construction items that are not being charged to a house, put these on the Expenses 
tab.  Also note that a single bill can have entries on both the expenses and the items tab. 
 
 
Credi t  Mem os 
 
From time to time you will probably get a credit memo from a vendor, most likely for goods that 
were purchased and then returned.  A credit memo is nothing more than a positive bill.  Simply 
click on the credit memo radio button, and fill in the information as usual.   
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For example, suppose five windows each costing $200 were bought for House #006.  You were 
billed $1,000.  One of these windows was then returned.  You receive a credit memo for $200.   
 

� Make sure that when you enter the credit memo you assign House #006 to the Customer line 
so that that project receives the proper credit. 
 
Once you have entered your bills, notice what has happened to your balance sheet.  The Ac-
counts Payable account reflects the bills that have been entered but have not yet been paid. 
 
 
Wr i t i ng t he check s t o m ak e your  bi l l  paym ent s 
 
To pay the bills, that is to write the checks to the vendors, select Vendors ®  Pay Bills. 
 
 
The bills that you have entered 
will appear in the payment win-
dow.  You have several options 
for displaying them.  You can 
show all of them, or show the bills 
that are due on or before a certain 
date.  You can also sort them by 
the date due, the amount due, the 
discount date, or alphabetically by 
vendor.  Simply check off the 
bills that you wish to pay at this 
time.   
 
 
 
 

 
 
Notice the entry for Simonson Lumber.  It 
shows a discount date in the future (as de-
termined by the terms set when the bill was 
entered.)  Therefore, the program lets you 
know that you are eligible for a discount.   
 

�   Watch out though!  This is perhaps 
the strangest quirk in all of QuickBooks: 
you have to let it know that you want to 
take the discount!  Duh!  To do so, hit the 
Set Discount button. 
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You can adjust the amount of the discount that you will take, and you can set the account to use 
for the discount.  Hit OK when you are satisfied, and you will be returned to the Pay Bills win-
dow.   At that point the Amount Due amount will be adjusted downward by the amount of the 
discount. 
 
By the way, if you have any open credit memos, these will show up on the Credits tab.  Check 
off the credit memo and the credit will be applied to the balance of that vendor. 
 
Once you have checked off the bills that you wish to pay, credits you wish to use, and have set 
the discounts, make sure that you are going to pay the bills from the proper bank account.  Set it 
to the account that you will be writing the checks from.  (I’m assuming that no affiliates are pay-
ing by credit card.)  If you forget to set this to the right account and end writing the checks from 
the wrong account, then you’ ll need to go to that account, delete all of the checks, and go 
through the bill paying process again.  Believe me, this is a pain; make sure you set this to the 
right account.  Fortunately with QB 2002 you can set default accounts to use in the Preferences, 
so you can set it once and it will come up to you operating account every time. 
 
 
Finally, hit the Pay & Close button.  The checks will be written to the vendors.  Note that if there 
are several bills from the same vendor, QuickBooks will automatically consolidate this into a 
single check for you. 
 
Now select the checking 
account that you wrote 
checks from.  Print the 
checks as you normally 
would.  Note that in the 
register window in the 
transaction type space, 
the checks are listed as 
being bill payments. 
 
 
 
 
The Hi st ory  of  a Bi l l  
 
In addition to the find function, there is another great way to do accounting detective work.  Us-
ing Ctrl+H will bring up the history of a transaction.  From the check register window, highlight 
the check to Simonson lumber and hit Ctrl+H. 
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The history shows that the check was written to pay Simonson lumber’s bill #1234.  It also 
shows the date of the bill, the payment amount, the outstanding balance, and the account that was 
used to pay the bill.   
 
Ctrl+H is a very useful trick throughout the program.  Within any given transaction it will bring 
up the list of transactions that are related to it. 
 
 
 
 
 

Payrol l  
 
If your affiliate has employees, then QuickBooks has everything you’ ll need to run payroll.  You 
will also need an internet connection so that you can tap into Intuit’s payroll services.  There are 
several levels of service available, each at a different price.  I’ ve always though that the fees 
were extremely reasonable given what you get.  (More about this below.) 
 
This section on payroll is not meant to be an exhaustive discussion of payroll.  While Habitat Af-
filiates often have some strange accounting requirements, payroll is generally not among them.  
In fact, our payroll is usually quite a bit simpler than that of the average business.  Therefore, I’ ll 
leave the bulk of the payroll details to an off-the-shelf manual on QuickBooks, or to the manual 
that comes with the program.  Nevertheless, there are a few things worth mentioning….  
 
 
Set t i ng up Em ployees 
 
The first part of payroll is setting up the em-
ployee on the employee list.  Select Em-
ployee ®  Employee List.  This brings up the 
Employee List, in the same format as the 
other lists for Vendors, and Customers.  Se-
lect New to create a new employee.  You will 
then be walked through the process of setting 
up the employee.  
 
Fill in their personal information on the Ad-
dress Info tab.  Be sure to have their address 
and Social Security number correct to avoid 
problems with tax reporting.  There is proba-
bly nothing that you need to fill in on the 
Additional Info tab, so move to the Payroll 
Info tab.  
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 Here you will enter 
the employee’s pay 
rate.  Don’ t worry 
about figuring how 
you should enter the 
rate.  If you pay some-
one an hourly wage, 
put in their hourly rate.  
If you pay them an an-
nual salary, put in that 
amount.  QuickBooks 
knows that a figure 
like $12 must be an 
hourly rate, while 
$25,000 must be an annual rate.  (If you want to pay someone $25,000 an hour, hire me at that 
rate and I will show you how.)   
 
On this page you also set up any non-tax additions and deductions, such as an addition for a 
company contribution to a retirement plan, a deduction for a health plan, or a mileage reim-
bursement.  Each addition or deduction is a “payroll item.”   Payroll items work like the items 
we’ve used previously when paying bills and writing checks: they are pointers that affect other 
accounts.  More about payroll items below. 
 
Notice the three buttons to the right of the addition and deduction fields.  While I won’ t discuss it 
here, you can set up sick and vacation time here, and enter information about direct deposit of 
paychecks.  These are optional features.  I’ve never seen an affiliate that used them, but this is 
not to say that you couldn’ t. 
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What is not optional (along with death) is the Taxes button.  You need to set up the taxes for the 
employee.  
 
There are three tabs to choose from, one each for Federal, State, and Other taxes.  Make sure that 
the information entered here matches the W-4 form that is filled out by the employee.   
 

Also be sure that in the “Subject to”  
box that all of the taxes that you 
and the employee are liable for are 
checked, but only the taxes that you 
and the employee are liable for are 
checked.  Note that as a 501(c)(3) 
you are exempt from the Federal 
Unemployment Tax.  Move to the 
State and Other tabs and fill in the 
proper information.   
 

� � Be very careful that you have 
all of the payroll tax information 
correct.  If you do not withhold 
enough and do not pay the govern-
ment enough, you will be fined.  
They don’ t care that you are a volunteer treasurer, or that you didn’ t know, or that shucks, we’ re 
Habitat, and we’re such a nice bunch of folks, and couldn’ t you cut us some slack.  They won’ t.  
Get it right.  Check with an accountant. 
 
 
The Payrol l  Servi ces 
 
As I noted above, you need to have an internet connection to use the payroll features.  Quick-
Books goes online to make sure that all of your tax rate information is correct.  You are charged 
a monthly fee for this.   
 
The way payroll taxes work with QuickBooks 2000 and 2002 is quite a bit different than with 
QuickBooks 99 or earlier.  With version 99 and earlier, you subscribed to the Tax Table service 
to keep your tables up to date, or you could enter tax rates by hand, and the program would cal-
culate the proper deductions for each paycheck generated.   
 
With version 2000 you cannot enter the amounts by hand any longer – you must have the Payroll 
service.  Well, technically, you can enter the amounts to deduct from each and every paycheck.  
When you go to pay your employees you would have to adjust every line on every check every 
time.  But there is no way to enter a general rate that calculates each check’s deductions as it is 
generated.  This method has too much potential for error.  Subscribe to the Basic service at least. 
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There are two levels of service that you can subscribe to.  The Basic Payroll Service makes sure 
that the rates used to calculate your checks are up to date.  Each time you run payroll, Quick-
Books goes online and checks to see if Intuit has updated the tax information.  If it has, it 
downloads this information to your computer.  Once your rates are updated, then the subroutine 
in the computer that actually does the payroll calculation is made available, and your payroll is 
processed. 
 
The Deluxe Payroll Service includes all of the functions of the Basic service, plus some very 
nice additional features: 
 •  Automatic electronic payment of State and Federal withholdings and liabilities 
 •  Electronic filing of State and Federal quarterly and yearly reports 
 •  Preparation of W-2 and W-3 forms 
 
The last time I checked, the payroll service was $32 a month, which is a deal when you consider 
how much time it takes to file all of those reports.  I would strongly consider this option.  To find 
out more about the payroll options and to get current prices, check out 
http://www.intuit.com/quickbooks/products/payroll/index.shtml, or connect directly from 
QuickBooks by selecting Employees ®  Set Up Payroll Services. 
 
 
Usi ng Payrol l  I t em s 
 
We saw above that items were pointers that affect accounts.  Payroll items work in the same 
way.  Any line on a paycheck is a payroll item.  You set up each payroll item so that it points to 
the correct expense or liability account.  Monies that are withheld from employees are liabilities; 
the entities that eventually receive these monies (e.g., the IRS) are Vendors. 
 
Most, if not all, of the payroll items that you will need are included with the program and the 
payroll service, so you don’ t have to worry too much about setting up your own.  All that you 
need to do is make sure that the items are affecting the proper expense and liability accounts, and 
that the items are associated with the proper Vendors. 
 
To edit a payroll item, select Lists ®  Payroll Item List.  Double click on the item that you want 
to edit.  A wizard will walk you through the setup of the item, and you can make any adjustments 
that you need. 
 
Before you run payroll for the first time it is a good idea to make sure that all of the items that 
you will be using are set up properly. 
 
 
En t er i ng Year  t o Dat e In form at i on  
 
If possible, begin using the payroll features at the beginning of a calendar year.  If you are close 
to the end of the year, continue using your old system until the end if at all possible.  If you must 
begin using the payroll feature in the middle of a calendar year, then you will need to enter ad-
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justments so that the Year To Date (YTD) information that appears on paystubs and W-2s is cor-
rect. 
 
One solution – my preference in fact – is to recreate the old paychecks manually.  Before we go 
any further, please note that in QuickBooks a paycheck is not the same as a check.  A paycheck 
is treated as a different kind of document by the program.  Yes, it appears in the check register, 
and is printed on the same piece of paper as any regular check, but it is different. 
 
Recall that in Part I of this book I said that if you begin to use the program in the middle of the 
year you should go back and enter the data for that whole year.  If you have taken my advice, 
then it is not difficult to recreate the paychecks.   
 
What you need to do is find every place that a check was written to pay an employee, and replace 
this with a paycheck for the same amount.  Simply create a paycheck (as described below) for the 
proper amount on the proper date.  Then delete the regular check that had been used to pay the 
employee.  Working forward to the present will cause the employee’s YTD amounts to be cor-
rect.  Then, go back and replace all of the checks that you had used to pay tax authorities with 
liability checks (also described below).  This will correct your payroll tax liabilities on your bal-
ance sheet. 
 
Back up your data before you go in and start messing around with this stuff!  If you screw it up, 
then just restore your backup. 
 
Another way to adjust the YTD amounts is to use the built-in QuickBooks wizard.  Select  
Employees ®  Enter YTD Amounts.  This will walk you through the process of adjusting YTD 
amounts. 
 
 
Runn ing Payrol l  
 
Once you have all of your items set up the way you want them, and all of the YTD amounts cor-
rected, you are ready to run payroll. 
 
Select Employees ®  Pay Employees.  Place check marks next to the employees that you want to 
pay.  Make sure that you have entered the “Check Date”  and “Pay Period Ends”  information the 
way that you want it, and be sure that you are creating the paychecks in the proper bank account. 
 
     Bank Account   Check Date  Pay Period Ends 
 
You are also able to se-
lect whether or not you 
want to previews the 
checks before you create 
them. 
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The second option says “Create check without preview using hours below and last quantities.”   
What it should say is “Yes, I’d love to create paychecks without even knowing what is on them.  
I’m hoping to cause many accounting headaches down the road, and I’m looking forward to dis-
putes with employees and tax authorities.”  
 
Once you have selected the first option, you can then hit Create.  This will give you a preview of 
the paycheck that you are about to create.  You can edit any of the amounts if this is necessary.  
When you are satisfied, hit the Create button.  The paycheck will be created in the bank account 
you selected.  To print it, select File ®  Print Forms ®  Paychecks 
 
 
Wr i t i ng Paycheck s by  Hand, and Ot her  Useful  Tr i ck s 
 
If you write your checks by hand, you will still want to create paychecks using the payroll fea-
ture.  Just write the check by hand instead of printing it.  However, you can still give your em-
ployees a paystub that will be printed on regular paper.  Select File ®  Print Forms ®  Paystubs.  
This will produce a paystub for your employee.  But it actually contains more information than 
you would have gotten had you printed the paycheck.  So even if you print your paychecks, you 
may want to create paystubs (or at 
least take a look at them) to see the 
information that they give you. 
 
 
Pay ing Payrol l  Li abi l i t i es 
 
When you create a paycheck, the 
money that is withheld from em-
ployees and the employer portions of 
payroll taxes are debited to your pay-
roll liability accounts.  When it is 
time to pay the taxes, you must cre-
ate a payroll liability check.  The 
payroll liability check (which, like a 
paycheck, is different from a regular 
check) credits your checking account 
and debits your payroll liability ac-
counts.  The payroll liability check knows which accounts to affect and which vendors to pay 
because you determined this when you set up the payroll items. 
 
To pay your payroll liabilities, select Employees ®  Pay Payroll Liabilities.  Check off the items 
that you want to pay, review the checks, create them, and print them. 
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Creat i ng t he Payrol l  Repor t s 
 
Every quarter you must submit a 941 to the IRS.  This form reports the Gross wages paid, the 
Federal tax withheld, and FICA and Medicare amounts withheld from employees and matched 
by employers. 
 
QuickBooks will create this form for you very easily.  All you need to do is use the right paper, 
and QuickBooks will create the entire form for you, ready to send to Uncle Sam. 
 
 • 8 ½” x 11”  paper, white or cream colored 
 • paper must be 18 lb. or heavier. 
 • use black ink 
 
Select Employees ®  Process Payroll Forms.  Select the 941, and choose to create it.  Quick-
Books walks you through the process of filling out the 941. 
 
In the same manner, you can produce the 940, W-2s, and your W-3 (although the W-2 and W-
will require you to print on a special form, available at most office stores or from the IRS). 
 
 
A Word t o t he Wise 
 

� � Although they are not too difficult, the payroll functions are the most complex in Quick-
Books, and payroll is, in general, a real pain to deal with.  Always double check your work, and 
be sure to make all of your payments on time.  If you have questions, check with an accountant.  
This is one area that you don’ t want to mess up. 
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Budget ing 
 
In contrast to Payroll, the topic of the last section, Budgeting is perhaps one of the easiest to use 
in QuickBooks.  The user interface is straightforward and intuitive. 
 
 
Set t i ng Up Budget s 
 
To create a budget in QuickBooks, select Company ®  Set Up Budgets. 
 
From here you can set 
the budget year in ques-
tion.  QuickBooks, by 
the way, will remember 
budgets from past 
years, and you can set 
up budgets for future 
years in advance. 
 
In the account drop- 
down list you simply 
select an account from 
the Chart of Accounts.  
(In theory you could 
budget by Customer or 
Class as well, but this is 
probably not realistic.) 
 
In the Budget Amount 
field you insert the 
amount that you would like to allocate to each account for each month.  To be honest, it is very 
difficult in this business to budget on a month-by-month basis.  Therefore, you have three op-
tions.  First, take your best guess.  Your best guess will get better as the years go by.  When you 
don’ t have much historical data to look back at, your best guess may not be worth much.   
 
Second, you can assign one-twelfth of the total to each 
month.  If you choose this option, the fill down button 
makes your job much easier.  Put in the monthly amount 
in the July field, and hit fill down.  QuickBooks asks you 
the percent increase you would like to have each month.  
If you want the same amount for each month, then leave 
this field set to 0.0%. 
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Third, you can simply assign the entire year’s allocation to July.  If your budget reports show 
that you are at about 50% of the budget at the end of December (i.e., halfway through the year), 
then you know you are on track. 
 
 
Helpfu l  Hin t s i n  Creat i ng Budget s 
 
Before you set out to create a budget, remember these useful tips: 
 

•  Make sure that whoever is creating the budget is using the chart of accounts as the tem-
plate for the budget.  If a committee comes up with a budget that is not based on the same 
categories that are set up in the chart of accounts, then you will have to translate their 
categories into those that you can actually use with the budget.  Give the budget commit-
tee the chart first so that everyone is on the same page. 

 
•  One way to help in creating the budget is to export the Chart of Accounts to a spread-

sheet.  You can then easily make revisions to your draft budget, and quickly make com-
putations to be sure that it is in balance. 

 
• Once the budget has been drafted and approved, enter it into QuickBooks, and you will 

be able to generate reports that show you haw you are doing relative to your budget pro-
jections. 

 
 
Budget  Repor t s 
  
Once your budget has been entered, you can generate 
many useful reports.  Start by using the reports that are 
standard to QuickBooks, and then customize them as you 
like.  Select Reports ®  Budget, and you will be able to 
choose from the list at the right.  
 
 
 
 
Cash  Flow Project i ons 
 
Cash is the greatest of your financial assets, and knowing when you’ ll have it makes all the dif-
ference in the world.  QuickBooks has a mechanism for projecting cash flows.  However, it is 
almost impossible to imagine making it work for a non-profit organization.  The program just 
isn’ t built around a business model where people give you money out of the goodness of their 
heart; its built on selling goods and services, billing customers, and being paid in a timely fash-
ion.  Life rarely looks like this at an affiliate.  If you need to project your cash flows, break out 
the spreadsheets, ’cause you’ re pretty much on your own.   
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Having said this, you really should think about your cash flow situation.  Consider when your 
money will be coming in and when it will be going out.  For affiliates in northern climates espe-
cially, expect to see most of your cash expenditures between May and September.  Most of your 
income is likely to come between November and January.  Planning a great budget that has you 
in the black at the end of the year will do you no good if you can’ t meet payroll in September. 
 
To facilitate your cash flow budgeting process I’ ve created the Affiliate Cash Flow Budget Aid.  
It is just an Excel Workbook, albeit a very complex one.  It will allow you to plan where you will 
stand in terms of cash throughout the year.  I’ ve included it on the utility CD. 
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Discoun t i ng Mor t gages 
 
The Theory  of  Di scoun t i ng 
 
One of the most confusing pieces of an affiliate’s financial puzzle is that of mortgage discount-
ing.  What is it?  Why do we need to do it?  Or do we need to do it?  And if so, what are the me-
chanics of doing it? 
  
In truth, discounting mortgages is not that difficult.  There are various methods that a person 
could follow in discounting mortgages.  The most important thing to keep in mind is that mort-
gage discounting isn’ t the kind of thing that has to be spot-on accurate from day to day.  It just 
needs to be right at the end of the year.  The best thing to do is to let your auditor make the ad-
justing entries at the end of the year.   
 
Still, we should understand the concept.  Why discount?  Discounting takes into account the fact 
that a dollar won’ t be worth as much tomorrow as it is today.  If someone owes you $50,000 for 
a house, its better to get the $50,000 today than it is to spread those payments out over twenty or 
thirty years.  That’s why banks charge interest: spreading house payments out over a few decades 
isn’ t free, after all. 
 
Of course, Habitat for Humanity does not charge interest on its loans. 
 
However, the IRS and the Generally Accepted Accounting Principles (GAAP) don’ t play by our 
rules.  According to GAAP, there is no such thing as an interest-free loan.  In fact, if someone 
were to give you an interest-free loan (a family member, for example), the IRS would insist that 
part of the payments were for interest.  That is, they would impute interest. 
 
When Habitat affiliates produce a balance sheet that shows that they hold mortgages that are 
spread out over a twenty or thirty year period, we must take into account that we are not charging 
interest on those loans.  We may have a mortgage with a face value of $40,000, but if we won’ t 
get this money for twenty years, then our balance sheet must reflect the fact that a dollar isn’ t 
worth as much tomorrow as it is today.  Hence, our mortgages must be discounted.  We must es-
tablish their present value, their true value given that the affiliate won’ t receive all that is owed 
to it for many years to come. 
 
How do we find the present value of a mortgage?  There is a tedious mathematical formula to 
find the present value of an investment.  However, financial calculators and spreadsheets are now 
able to do the arithmetic for us.  I’ve also included a set of Excel spreadsheets on the utility CD 
called, cleverly enough, “Mortgage Manager.”   This will create amortization schedules for your 
homeowners, and calculate mortgage discounts and imputed interest.  Plug in the discount rate 
that you are using (which is set by HFHI every year and which is usually around 8% depending 
on the current market), and the computer cranks out the rest for you.   
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Is discounting a big deal?  Well, here are some examples of how discounting affects mortgages: 
 
         A       B     C  
Face Value of Mortgage:      $50,000       $40,000  $45,000 
Discount Rate:       8%       9%   10% 
Number of Payments:    240    300    360 
Present Value of Mort.:      $24,907       $15,888  $14,243 
 
“Wait a minute!”  you say.  “Are you telling me that a mortgage worth $50,000 is really only 
worth $24,907 if we spread it out over 20 years?”   Yup.  That’s exactly what I’m telling you.  
Imagine the situation in reverse.  If you bought a house for $24,907 on a 20 year, 8% fixed rate 
conventional mortgage, what would be the total of the principle and interest payments over 20 
years?  The answer: $50,000.  Now we see why not charging interest really is “God’s formula for 
letting people catch up,”  as Millard Fuller would say. 
 
“Wait another minute!”  you say.  “ If we discount the mortgage in order to reflect its present 
value, it still doesn’ t change the fact that the homeowners are still going to pay us back the full 
face value of the mortgage.  Now we have a mortgage that we say is worth only $24,907.  But 
the homeowner is still going to pay us $50,000.  Where does that extra money go?”  
 
Good question.  That “extra”  money has to show up as income on the P & L.  And this, my 
friends, is one of the chief reasons that so many people have been so confused by the Financial 
Policy Manual.  The income account used to track this “extra”  income is called “4505 - Mort-
gage Discount Amortization Income.”   What the heck is that?  In short, its interest income.  But 
no one in Americus will utter the “ i”  word.  (In fact, I may be burned at the stake for saying this 
much.  Cover for me.)   
 
After properly discounting a mortgage, our financial statements tell a very un-Habitat story.  We 
are not selling someone a $50,000 house with no interest.  We are selling them a house for 
$24,907 at an 8% interest rate.  Over 20 years this adds up to $50,000.  Gasp! 
 
That’s the whole ugly story.  But that’s GAAP.  Does it mean that we are lying when we say that 
we sell houses with no profit and no interest?  No.  Its just a paper trick to make bean counters 
sleep better at night.  Don’ t worry about it. 
 
 
Di scoun t i ng Mechan i cs 
 
To discount your mortgages within QuickBooks you first need to know what the present value of 
your mortgage.  You can find this with a financial calculator, or with a spreadsheet.  In Excel the 
formula is 
 

= - (rate, nper,  pmt) 
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where  
rate = the imputed interest rate,  
nper = the number of payments in the loan, and  
pmt = the amount of the payment. 
 

Suppose we are selling a home for $50,000 over 20 years and the discount rate is 8.25% per year.  
The Excel formula would be 
 
= - (pv(.0825/12 , 240 , 50000/240)) 
 
The result is the present value, $24,450.39.  To find the discount amount we simply subtract the 
present value from the face value: 
 
50,000 – 24,450.39 = 25,549.61. 
 
You can also obtain these results from using the mortgage manager.  The following is a portion 
of an amortization schedule taken from the Mortgage Manager. 
 

Basic Information Value Payment

Scheduled 
Payment 
Date Discount Rate

Present Value 
of Mortgage

Discount Face 
Value By Interest Portion

Imputed Interest 
Income for Year

Current 
During FY

Name of Family Engle 1 10/01/02 8.25% 24,410.15$         25,381.52$         168.10$                      1,875.00        
House Number #001 2 11/01/02 8.25% 24,369.63           25,213.70           167.82                        
Date of Sale 09/28/2002 3 12/01/02 8.25% 24,328.84           25,046.16           167.54                        
First Payment Due 10/01/2002 4 01/01/03 8.25% 24,287.77           24,878.90           167.26                        
Principal 50,000.00$          5 02/01/03 8.25% 24,246.42           24,711.92           166.98                        
Payments 240 6 03/01/03 8.25% 24,204.78           24,545.22           166.69                        
Payment 208.33$              7 04/01/03 8.25% 24,162.85           24,378.82           166.41                        
Original Discount Rate 8.25% 8 05/01/03 8.25% 24,120.64           24,212.70           166.12                        
Original Discounted Value @ 8.25% 24,450.39$          9 06/01/03 8.25% 24,078.13           24,046.87           165.83                        1,502.75               
Opening Escrow Balance -                      10 07/01/03 8.25% 24,035.34           23,881.33           165.54                        2,500.00        

11 08/01/03 8.25% 23,992.25           23,716.09           165.24                        
12 09/01/03 8.25% 23,948.86           23,551.14           164.95                        
13 10/01/03 8.25% 23,905.17           23,386.49           164.65                        
14 11/01/03 8.25% 23,861.19           23,222.14           164.35                        
15 12/01/03 8.25% 23,816.90           23,058.10           164.05                        
16 01/01/04 8.25% 23,772.31           22,894.36           163.74                        
17 02/01/04 8.25% 23,727.41           22,730.92           163.43                        
18 03/01/04 8.25% 23,682.20           22,567.80           163.13                        
19 04/01/04 8.25% 23,636.69           22,404.98           162.82                        
20 05/01/04 8.25% 23,590.85           22,242.48           162.50                        
21 06/01/04 8.25% 23,544.71           22,080.29           162.19                        1,966.58               
22 07/01/04 8.25% 23,498.24           21,918.42           161.87                        2,500.00        
23 08/01/04 8.25% 23,451.46           21,756.87           161.55                        
24 09/01/04 8.25% 23,404.36           21,595.64           161.23                        
25 10/01/04 8.25% 23,356.93           21,434.74           160.90                        
26 11/01/04 8.25% 23,309.17           21,274.16           160.58                        
27 12/01/04 8.25% 23,261.09           21,113.91           160.25                        
28 01/01/05 8.25% 23,212.68           20,953.99           159.92                        
29 02/01/05 8.25% 23,163.93           20,794.40           159.59                        
30 03/01/05 8.25% 23,114.85           20,635.15           159.25                        
31 04/01/05 8.25% 23,065.43           20,476.23           158.91                        
32 05/01/05 8.25% 23,015.67           20,317.66           158.57                        
33 06/01/05 8.25% 22,965.57           20,159.43           158.23                        1,920.86               
34 07/01/05 8.25% 22,915.13           20,001.54           157.89                        2,500.00        
35 08/01/05 8.25% 22,864.34           19,844.00           157.54                         

 
 

Now that you have the discount amount, you need to enter this into QuickBooks.  Account 1620 
– Unamortized Mortgage Discount is a subaccount of 1610 – Mortgages Receivable.  Create a 
subaccount of 1620 for each homeowner following the naming convention described above.  
That is, House #001 would have an Unamortized Mortgage Discount Account called 1620001 – 
House #001 Mort. Disc. 
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The first entry should be recorded as of the day of the sale of the home.  We credit 1620 and 
debit 5202  ́Mortgage Discount Expense.  The second entry shows the amount that we will re-
cord as interest income (i.e., 4505  ́Mortgage Discount Amortization) for the remaining 9 
months of the year.  Subsequent entries show the income for subsequent years.   
 
I have chosen to calculate interest as if this were a conventional mortgage where the proportion 
of interest to principal decreases over the life of the loan.  However, HFHI states that it is also 
acceptable to use a straight line method.  Simply divide the discount amount by the number of 
payments in the loan and multiply by 12.  Use that amount for every full year in the life of the 
loan.  Partial years, like our first year with 9 months remaining, should have the proper propor-
tion attributed to them. 
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Invoi ces 
 

Recall that Bills are what you pay to your vendors, and Invoices are what you issue to customers 
in order to be paid.  Recall also that we have two kinds of customers: homeowners and donors. 
 
We saw above how to create invoices for your monthly payments from homeowners, and we said 
that you’d never have to actually mail them out.  Is there any reason to invoice our other kind of 
customer, our donors?  The concept of sending an invoice to a donor telling them that they owe 
you a donation seems, well, odd at best. 
 
However, there are some pretty cool things we can do by using invoices and items, by exploiting 
the fact that QuickBooks Pro is integrated with Microsoft Word, and by playing some mathe-
matical tricks on the computer.  This is the icing on the QuickBooks cake, so to speak. 
 
First we’ ll review the concept of using invoices in general, and then we’ ll turn to the invoices we 
can use for our two customer types. 
 
 
Creat i ng Invoi ces 
 
To create invoices, select Customers ®  Create Invoices, or Ctrl+I. 
 

 
 

 

 
 
 
 

 
 
 

 
 
 
 

 
 
 
 
 
 

Address tied to 
customer name 

Customer Name Class Invoice Template 

Item List 
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An invoice is more that a pretty piece of paper letting your customers know what they owe you.  
When you create it, you affect your financial standing.  That is, if you issue an invoice for $100, 
then your Accounts Receivable (a current asset) increases by $100.  As soon as you issue the in-
voice you have earned the income.  You haven’ t gotten the cash yet, but, under the rules of ac-
crual accounting, you have earned income. 
 
Note that you must include an item from the item list.  You can invoice customers for any item 
on the list.  You can also set terms for your customers, just as your vendors set terms for you.  
Finally, note that you can choose from several invoice templates.  That is, you can change the 
appearance of the invoice depending on what information you want to convey to your customers. 
 
 
 
 
 
Work i ng wi t h  Invoi ces 
 
Working with invoices is like working with other documents in QuickBooks, such as checks or 
bills.  You can search them (Ctrl+F), get a history on them (Ctrl+H), and print them out (File ®  
Print Forms ®  Invoices…) 
 
As noted above, once you create an invoice, you have a receivable.  That is, Accounts Receiv-
able (A/R) increases by the amount of the invoice.  When a customer pays that invoice, you must 
receive the payment. 
 

� � When you receive money for an invoice you issued, you cannot simply put the money in 
the bank.  You have to let QuickBooks know that this money is a payment for an outstanding 
invoice.  (Think of the in-
verse situation: When you 
enter a bill to pay to a ven-
dor, your Accounts Payable 
is affected.  To pay that bill 
you don’ t just write a 
check; you use the bill pay-
ing routine to let Quick-
Books know that you are 
making a payment on an 
outstanding bill, and that 
your Accounts Payable 
should be adjusted.) 
 
To receive a payment, se-
lect Customers ®  Receive 
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Payments.  Enter a customer name in the Customer:Job field.  A list of that customer’s open in-
voices appears.  Place a check next to the invoices that they are paying. 
 
You have two options as to how to handle the money.  If you want it to go directly to the bank, 
select the “Deposit To”  option and fill in the bank account into which you will deposit the 
money.  QuickBooks fills out the deposit slip for you and records the deposit. 
 
However, if you have a big pile of invoice payments coming in, you wouldn’ t want to deposit 
each of them individually in the bank.  Suppose you had ten payments of $100 to put in the bank.  
You don’ t want your bank account to show ten entries for $100; you want it to show one entry 
for $1,000.  Therefore, select the “Group with other undeposited funds”  option.  The payment 
will be put into a current asset account called “Undeposited Funds.”   (QuickBooks creates this 
account automatically when you set up the program.)  Once you have entered all of the payments 
that you have received, make a deposit to your bank account, taking the money out of Unde-
posited Funds.  (This is not really as complicated as it sounds.) 
 
OK, so that’s how you use invoices.  But how can they help an affiliate with donors? 
 
 
 
Donor  Invoi ces 
 
Just as we created invoices for our homeowners, we can create invoices for our other type of cus-
tomer, the Donors.  Be aware that this is a pretty strange way of using the invoicing feature on 
the program.  In fact, we are performing a little technical slight of hand to make the computer 
cooperate.  So why would you want to do this?  Because of the letter-writing feature described 
above.  You can trick QuickBooks into thinking that donors are actually delinquent customers, 
and then prepare collection letters.  But instead of writing a nasty collection letter, however, you 
customize it so that it is a gracious thank you. 
 
Note that if you don’ t plan to use QuickBooks to write your thank you notes (maybe you want to 
send out hand-written notes), then there is really no point in creating Donor invoices.  If you 
want to stick with your old system, that’s fine. 
 
Here’s a summary of what we are going to do: 
 • Set up a “Donation Received”  term on the terms list.  (You’ ll only have to do this once.) 
 • Get a check from a donor in the mail 

• Create an invoice for that donor in the amount of that check.  (We’re actually pretending 
that they owe us that money for some service rendered.  Provision of warm fuzzy feelings?) 

• Write a “collection letter”  letter to them that thanks them for the contribution 
• Receive the payment for the invoice we created (with the check they sent in already) 
• Deposit the money in the bank 
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The first thing you need to do is set up 
a Donation Received term on the terms 
list.  This is where the trick is.  Select 
Lists ®  Customer & Vendor Profile 
Lists ®  Terms List.  Select Ctrl+N to 
create a new term. 
 
Call the term Donation Received.  Se-
lect the Standard option, and set Net 
due in x days to –1.  What you are do-
ing is creating a term that says as soon 
as the invoice is created, the money 
was due yesterday. 
 
 
 
Now suppose you get a contribution 
for $100 from Steve & Nancy Sandeen.  When you receive the check, create an invoice for them 
(Ctrl+I) being sure to put their name in the Customer:Job field.  Select the Donation invoice 
template.  (If you need to create one, follow the steps outlined above when we created the 
Homeowner Payment template.)   
 
In the item field, select Individual Donation.  (The donation items are included in the Prairie 
Lakes file.  If you need to add donation items to your file, follow the steps outlined above for 
creating new items.  Use “Other Charge”  for the type, and be sure that the item points to the 
proper income account.)  In the amount field enter the amount of the check they sent you, $100 
in this case. 
 
Pay attention because this is important: select Donation Received in the Terms field. 
 
Hit Save & Close to record the invoice. 
 
Now open up the letter writing function: select Company ®  Write Letters, and choose the Pre-
pare a Collection Letter option.  Because the Donation Received term specifies that payment was 
due –1 days from the issue of the invoice, the donor is showing up as having an overdue pay-
ment, and so you can select them to receive a collection letter.  Select the “Thanks for Donation”  
letter.  (If you need to set one up, then follow the instructions above for creating a custom letter.)  
Follow along with the program and a thank you letter will be generated for the donor. 
 
If you like, you can also print out their invoice and include this with the letter so that they will 
have it for tax purposes. 
 
Tip: Set up several thank you letters so that regular donors don’ t always get the same letter from 
you.  Customize the letters to reflect the season or exciting happenings at your affiliate such as a 
blitz build or a dedication. 
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Finally, once you have printed the letter, you need to receive the payment to close out the open 
invoice.  Follow the steps outlined above. 
 

� � Note that once you receive the payment, the invoice will no longer show up as overdue, so 
you won’ t be able to select the customer in order to send them a “collection”  letter.  Therefore, 
make sure you generate your thank you letters before you receive the payments. 
 
 

 
 

Im por t i ng and Expor t i ng Dat a 
 
To close, I’ ll mention some of the ways that QuickBooks can communicate with itself and with 
other programs.   
 
 
Tab Del im i t ed Text  Fi les 
 
The most common way is to ex-
port data using an * .iif file, which 
is just a tab-delimited text file.  Iif 
stands for Intuit Information File.  
You can export one or more 
QuickBooks lists to a tab-
delimited text file that can be 
opened in a spreadsheet or a word 
processor.  Similarly, you can im-
port an * .iif file to QuickBooks.   
 
There are several uses for this fea-
ture.  Exporting the Chart of Ac-
counts and Budgets is helpful 
when creating budgets.   
 
Also, if you wanted to start a new company using the chart of accounts or any other list from an-
other company file, but did not want to have all of the transaction data tied to it, you could check 
off all of the boxes, export the information, and then import it in a new file.  You would have the 
“shell”  of the original file, but not all of the contents. 
 
You may also want to import some or all of the files from the Prairie Lakes example and use 
them for yourself.  This is quite easy.  Select File ®  Utilities ®  Import, and select the * .iif file 
you want to import. 
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People often want to import a list of donors from some other program to use as the basis of their 
customer list.  If you are comfortable at working with spreadsheets, and if all the planets are 
aligned, then you can do this.  Begin by exporting a customer list.  If you don’ t have any custom-
ers on a list, make one dummy entry and export that.  Open up the file you exported in Excel, or 
some other spreadsheet.  You will see the various headers lines that QuickBooks puts into the 
file in order to read it.  Leave these header lines as they are, and insert the data that you want to 
import.  Make sure that all of the columns line up right, save the file as a tab-delimited text file, 
and then import that back into QuickBooks. 
 
Please, always make backups of your QuickBooks files before you go importing new data into 
them. 
 
 
ACT! and Outlook Sync 
 
If you use ACT! or Outlook to keep track of addresses, you can sync your software with Quick-
Books so that each program has the same names, addresses, and other contact information.  Se-
lect Company ®  Synchronize Contacts and follow the wizard. 
 
 
Excel Spreadsheets 
 
One of the best features of QuickBooks 2000 Pro is that it is very easy to export any of your re-
ports to Excel.  At the top of the report screen simply hit the Excel button and the report will be 
exported to Excel.  Not only is the text exported, but formulas are created in Excel.   
 
By exporting your reports to Excel you can perform many more manipulations on the data.  Also, 
it makes the reports very easy to save as regular files, and to e-mail those files as attachments.  In 
fact, you could produce the entire board report electronically and e-mail the report to board 
members every month, saving postage and printing costs. 
 
 
The Future 
 
Technologies are starting to come into existence to link QuickBooks transaction data to other 
software programs in real time.  I’ve begun working on a program that will tie QuickBooks data 
to a database system that will track all of the information that your affiliate needs – donor data, 
volunteers, building schedules, etc.  I’m very excited about this project, and will keep you 
posted.   
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Conclusion  
 
Well, that’s pretty much it.  Take your time, make back ups of your files, get the information 
right the first time.  The nice thing about the program is that you don’ t have to use all of the fea-
tures to make it work.  If you have a good chart of accounts, can write checks, and make depos-
its, then you know already 100% of what you really need to know, and about 75% of what is 
really useful.  Implement new features one at a time so that you really understand the effects that 
they are having on your financial records.  Don’ t be afraid to poke around inside the program.  
You may discover techniques that no one has thought of yet.  If you do, let the rest of us know. 
 
And really, make backups. 
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Keyboard Shor t cut s 
 
Ctrl+A Open Chart of Accounts 
Ctrl+C Copy Text 
Ctrl+D Delete Transaction 
Ctrl+E Edit 
Ctrl+F Find 
Ctrl+G Go to Register Entry 
Ctrl+H Transaction History 
Ctrl+I Create an Invoice 
Ctrl+J Customer (Job) List 
Ctrl+M Memorize a transaction 
Ctrl+N New 
Ctrl+P Print 
Ctrl+Q Generate a Quick Report 
Ctrl+R Use Register 
Ctrl+S Split Transaction 
Ctrl+T Open the Memorized Transaction List 
Ctrl+V Paste Text 
Ctrl+W Write a Check 
Ctrl+X Cut Text 
Ctrl+Y View the Transaction Journal 
Ctrl+Z Undo Typing 
 
 
 

Dat e Fi eld Shor t cut s: Use i n  any  Qui ck Book s Dat e Fi eld 
 

+ (actually =, but you don’ t need to use shift) Move up a Day 
- Move Back a Day 
W Move back a week 
K Move up a week 
M Move back a month 
H Move up a month 
Y Move back a year 
R Move up a year 
T Today’s Date 

Quick Date Typing Formats (you don’ t need slashes) 
 

     010101 =  January 1st, 2001 
     070698 =  July 6th, 1998 
     0501= May 1st of current year 
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