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3.4: Accounting Software-An Overview

1. Identify the uses of personal finance software.
2. List the common features of personal financial software.
3. Demonstrate how actual financial calculations may be accomplished using personal financial software.
4. Discuss how personal financial software can assist in your personal financial decisions.

Many software products are available to help you organize your financial information to be more useful in making financial
decisions. They are designed to make the record-keeping aspects of personal finance—the collection, classification, and sorting of
financial data—as easy as possible. The programs also are designed to produce summary reports (e.g., income statements, cash
flow statements, and balance sheets) as well as many calculations that may be useful for various aspects of financial planning. For
example, financial planning software exists for managing education and retirement savings, debt and mortgage repayment, and
income and expense budgeting.

Collecting the Data
Most programs have designed their data input to look like a checkbook, which is what most people use to keep personal financial
records. This type of user interface is intended to be recognizable and familiar, similar to the manual record keeping that you
already do.
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When you input your checkbook data into the program, the software does the bookkeeping—creating the journals, ledgers,
adjustments, and trial balances that generations of people have done, albeit more tediously, with parchment and quill or with ledger
paper and pencil. Most personal financial transactions happen as cash flows through a checking account, so the checkbook becomes
the primary source of data.

More and more, personal transactions are done by electronic transfer; that is, no paper changes hands, but cash still flows to and
from an account, usually a checking account.

Data for other transactions, such as income from investments or changes in investment value, are usually received from periodic
statements issued by investment managers, such as banks where you have savings accounts; brokers or mutual fund companies that
manage investments; or employers’ retirement account statements.
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Most versions of personal financial software allow you to download account information directly from the source—your bank,
broker, or employer—which saves you from manually entering the data into the program. Aside from providing convenience,
downloading directly should eliminate human error in transferring the data.

Reporting Results and Planning Ahead
All personal financial software produces the essential summary reports—the income statement, cash flow statement, and balance
sheet—that show the results of financial activity for the period. Most will also report more specific aspects of activities, such as
listing all transactions for a particular income or expense.

Most will provide separate reports on activities that have some tax consequence, since users always need to be aware of tax
obligations and the tax consequences of financial decisions. Some programs, especially those produced by companies that also sell
tax software, allow you to export data from your financial software to your tax program, which makes tax preparation—or at least
tax record keeping—easier. In some programs, you need to know which activities are taxable and flag them as such. Some
programs recognize that information already, while others may still prompt you for tax information.

All programs allow you to play “what if”: a marvelous feature of computing power and the virtual world in general and certainly
helpful when it comes to making financial decisions. All programs include a budgeting feature that allows you to foresee or project
possible scenarios and gauge your ability to live with them. This feature is particularly useful when budgeting for income and
living expenses. (Budgeting is discussed more thoroughly in Chapter 5.) Most programs have features that allow you to project the
results of savings plans for education or retirement. None can dictate the future, or allow you to, but they can certainly help you to
have a better view.

Security, Benefits, and Costs

All programs are designed to be installed on a personal computer or a handheld device such as a Personal Digital Assistant (PDA)
or smart phone, but some can also be run from a Web site and therefore do not require a download. Product and service providers
are very concerned with security.

As with all Internet transactions, you should be aware that the more your data is transferred, downloaded, or exported over the
Internet, the more exposed it is to theft. Personal financial data theft is a serious and growing problem worldwide, and security
systems are hard pressed to keep up with the ingenuity of hackers. The convenience gained by having your bank, brokerage, tax
preparer, and so on accessible to you (and your data accessible to them) or your data accessible to you wherever you are must be
weighed against the increased exposure to data theft. As always, the potential benefit should be considered against the costs.

Keeping digital records of your finances may be more secure than keeping them scattered in shoeboxes or files, exposed to risks
such as fire, flood, and theft. Digital records are often easily retrievable because the software organizes them systematically for
you. Space is not a practical issue with digital storage, so records may be kept longer. As with anything digital, however, you must
be diligent about backing up your data, although many programs will do that automatically or regularly prompt you to do so. Hard
copy records must be disposed of periodically, and judging how long to keep them is always difficult. Throwing them in the trash
may be risky because of “dumpster diving,” a well-known method of identity theft, so documents with financial information should
always be shredded before disposal.

Personal financial software is usually quite reasonably priced, with many programs selling for less than $50, and most for less than
$100. Buying the software usually costs less than buying an hour of accounting expertise from an accountant or financial planner.
While software cannot replace financial planning professionals who provide valuable judgment, it can allow you to hire them only
for their judgment and not have to pay them to collect, classify, sort, and report your financial data.

Software will not improve your financial situation, but it can improve the organization of your financial data monthly and yearly,
allowing you a much clearer view and almost certainly a much better understanding of your situation.

Software References

About.com offers general information

http://financialsoft.about.com/od/softwaretitle1/u/Get_Started_Financial_Software.htm

Helpful software reviews

http://financialsoft.about.com/od/reviewsfinancesoftware/2_Financial_Software_Reviews.htm
http://personal-finance-software-review.toptenreviews.com/
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http://blogs.zdnet.com/gadgetreviews/?p=432
linux.com/feature/49400
http://financialsoft.about.com/b/2008/04/09/updated-top-personal-finance-software-for-mac-os.htm

Personal financial software favorites priced under $50 include

(as listed on http://personal-finance-software-review.toptenreviews.com/)

Quicken
Moneydance
AceMoney
BankTree Personal
Rich Or Poor
Budget Express
Account Xpress
iCash
Homebookkeeping
3click Budget

Personal finance software provides convenience and skill for collecting, classifying, sorting, reporting, and securing
financial data to better assess you current situation.
To help you better evaluate your choices, personal finance software provides calculations for projecting information such as
the following:

Education savings
Retirement savings
Debt repayment
Mortgage repayment
Income and expense budgeting

EXERCISE

1. Explore free online resources for developing and comparing baseline personal financial statements. One good
resource is a blog from Money Musings called “It’s Your Money” (www.mdmproofing.com/iym/networth.shtml).
This site also explains how and where to find the figures you need for accurate and complete income statements and
balance sheets.

2. Compare and contrast the features of popular personal financial planning software at the following Web sites:
Mint.com, Quicken.intuit.com, Moneydance.com, and Microsoft.com/Money. In My Notes or your personal finance
journal, record your findings. Which software, if any, would be your first choice, and why? Share your experience and
views with others taking this course.

3. View these videos online and discuss with classmates your answers to the questions that follow.
1. “Three Principles of Personal Finance” by the founder of Mint: video.google.com/videoplay?do...rsonal+finance.

What are the three principles of personal finance described in this video? How is each principle relevant to you
and your personal financial situation? What will be the outcome of observing the three principles?

2. A financial planner explains what goes into a financial plan in “How to Create a Financial Plan”:
http://www.youtube.com/watch?v=Wmhif6hmPTQ. According to this video, what goes into a financial plan?
What aspects of financial planning do you already have in place? What aspects of financial planning should you
consider next?

3. Certified Financial Planner (CFP) Board’s Financial Planning Clinic, Washington, DC, October 2008:
http://www.youtube.com/watch?v=eJS5FMF_CFA. Each year the Certified Financial Planner Board conducts a
clinic in which people can get free advice about all areas of financial planning. This video is about the 2008
Financial Planning Clinic in Washington, DC. What reasons or benefits did people express about attending this
event?

 KEY TAKEAWAY
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