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UNDERSTANDING
THE ACCRUAL TO
CASH CONVERSION
WORKSHEET: A
COMPLETE GUIDE

For  many  business
owners,  accountants,
and  financial
professionals,  the
difference  between
accrual accounting and
cash  basis  accounting
can  be  a  source  of
c o n f u s i o n .  Y e t ,
understanding  how  to
move from one method
to the other is essential
for  accurate  financial

r e p o r t i n g ,  t a x
p repara t i on ,  and
internal  decis ion-
m a k i n g .  T h i s  i s
precisely  where  the
Accrual  To  Cash
C o n v e r s i o n
Worksheet  becomes
an  indispensable  tool.
W h e t h e r  y o u  a r e
preparing  financial
statements for a small
business,  converting
r e c o r d s  f o r  t a x
purposes,  or  simply
trying to get a clearer
picture  of  your  actual
cash  flow,  mastering
this  worksheet  wil l
save  you  t ime  and
reduce  errors.  In  this
article, we will explore
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what this worksheet is,
why it matters, how to
build one, and how to
use  it  effectively  in
real-world  scenarios.

What Is
the
Accrual
to Cash
Conversio
n
Workshee
t?
The Accrual To Cash
C o n v e r s i o n
W o r k s h e e t  i s  a
structured  template
used  to  t ransform
financial  data  from the
a c c r u a l  b a s i s  o f
accounting to the cash

b a s i s .  U n d e r  t h e
a c c r u a l  m e t h o d ,
r e v e n u e s  a n d
expenses are recorded
when they are earned
or incurred, regardless
of  when cash actually
c h a n g e s  h a n d s .
Conversely,  the  cash
m e t h o d  r e c o r d s
transactions only when
cash  is  received  or
paid.  The  worksheet
serves  as  a  br idge
between  these  two
perspectives,  allowing
you to adjust for items
such  as  accounts
receivable,  accounts
payab le ,  p repa id
e x p e n s e s ,  a n d
unearned  revenue.
This  tool  is  especially
valuable for businesses
that  maintain  their
books  on  an  accrual
bas i s  bu t  need  to
report on a cash basis
for  tax  filings  or
internal  cash  flow
analysis.  It  provides a
systematic approach to
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e n s u r i n g  t h a t  n o
a d j u s t m e n t s  a r e
overlooked  and  that
the  final  cash  basis
figures  are  accurate
and  defensible.

Why You
Need an
Accrual
to Cash
Conversio
n
Workshee
t
There  are  severa l
compelling  reasons  to
u s e  a  d e d i c a t e d
worksheet  for  this
conversion.  First  and
foremost,  accuracy  is
paramount.  Manually

adjusting  dozens  or
even  hundreds  o f
transactions  without  a
structured  framework
invites  mistakes.  The
worksheet  forces  you
to  account  for  every
relevant  adjustment
category, reducing the
risk of omission.
Second, the worksheet
saves  time.  Once  you
have  established  a
template  that  fits  your
bus iness,  you  can
reuse  it  month  after
month  or  year  after
y e a r .  I n s t e a d  o f
reinventing the process
each time, you simply
p l u g  i n  t h e  n e w
period's  data.
Third,  the  worksheet
enhances transparency
and auditability.  When
you  or  an  external
auditor  reviews  the
c o n v e r s i o n ,  t h e
worksheet  provides  a
clear  trail  from  the
accrual  starting  point
t o  t he  cash  bas i s
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ending  point.  Each
a d j u s t m e n t  i s
d o c u m e n t e d ,
e x p l a i n e d ,  a n d
quantifiable.
F i n a l l y ,  u s i n g  a
conversion  worksheet
helps  you  understand
your  business  better.
By breaking down the
differences  between
accrual  income  and
cash  flow,  you  gain
insight  into  how  your
billing cycles, payment
terms,  and  expense
timing  affect  your
liquidity.

Key
Adjustme
nts in the
Accrual

to Cash
Conversio
n
To  build  an  effective
Accrual  To  Cash
C o n v e r s i o n
Worksheet,  you need
to understand the core
ad jus tments  that
differentiate  accrual
and  cash  accounting.
Below  are  the  most
common  categories
you  will  encounter.

ACCOUNTS
RECEIVABLE

Under  the  accrual
method,  revenue  is
recorded  when  a  sale
is  made,  even  if  the
customer  has  not  yet
paid.  To  convert  to
cash  basis,  you  must
subtract  the  increase
in accounts  receivable
during the period from
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acc rua l  revenue .
Conversely, if accounts
receivable  decreased,
you add the decrease.
T h i s  a d j u s t m e n t
effectively  removes
sales that have not yet
been collected in cash.

ACCOUNTS PAYABLE

Similarly, expenses are
recorded under accrual
w h e n  t h e y  a r e
incurred,  not  when
they  a re  pa id .  To
convert  to cash basis,
y o u  s u b t r a c t  t h e
increase  in  accounts
payable  during  the
period  from  accrual
expenses.  A  decrease
in accounts payable is
added  back .  Th i s
ensures  that  on ly
expenses actually paid
in cash are reflected.

PREPAID EXPENSES

Prepaid  expenses  are
payments  made  in
advance  for  goods  or

services  that  will  be
consumed  in  a  future
period.  Under  accrual,
these are recorded as
assets  and  expensed
over time. Under cash
b a s i s ,  t h e  e n t i r e
payment is an expense
a t  t h e  t i m e  o f
payment.  Therefore,
y o u  n e e d  t o  a d d
prepaid  expenses that
were  paid  during  the
per iod  but  not  yet
e x p e n s e d  u n d e r
accrual.

UNEARNED
REVENUE

Unearned  revenue
r e p r e s e n t s  c a s h
received  before  the
r e l a t e d  g o o d s  o r
services are delivered.
Under  accrual,  this  is
recorded as a liability.
Under cash basis, it is
r e v e n u e  w h e n
received.  To  convert,
y o u  s u b t r a c t  t h e
increase  in  unearned
revenue  from  accrual



6

6 Accrual To Cash Conversion
Worksheet

2022-07-13

revenue,  because that
cash  was  a l ready
counted  as  revenue
under  cash basis  in  a
prior period.

DEPRECIATION AND
AMORTIZATION

T h e s e  n o n - c a s h
expenses are recorded
u n d e r  a c c r u a l
accounting but do not
affect  cash  flow.  When
converting  to  cash
basis,  you  must  add
back  depreciation  and
amortization  to  net
income, as they reduce
accrual income without
any cash outlay.

INVENTORY
ADJUSTMENTS

If your business carries
inventory,  adjustments
may be needed. Under
accrual,  the  cost  of
goods sold is matched
with  revenue.  Under
cash  basis,  you  may
need  to  adjust  for

changes  in  inventory
levels  and  accounts
payable  related  to
inventory purchases.

How to
Build an
Accrual
to Cash
Conversio
n
Workshee
t
Creating  your  own
Accrual  To  Cash
C o n v e r s i o n
Worksheet  does  not
h a v e  t o  b e
complicated.  Follow
these steps to design a
template that works for
your business.
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STEP 1: START
WITH ACCRUAL
BASIS NET INCOME

Begin  your  worksheet
by  recording  the  net
income  as  reported
under  the  accrua l
method.  This  is  your
start ing  point .  A l l
adjustments  will  be
applied to this figure to
arrive at cash basis net
income.

STEP 2: LIST
ADJUSTMENT
CATEGORIES

Create  rows  for  each
adjustment  category
r e l e v a n t  t o  y o u r
b u s i n e s s .  A t  a
minimum,  inc lude
accounts  receivable,
accounts  payable,
prepaid  expenses,
unearned revenue, and
depreciation.  You  can
add  others  such  as
accrued  in terest ,
accrued  taxes ,  o r

warranty  liabilities  as
needed.

STEP 3: ENTER
BEGINNING AND
ENDING BALANCES

For  each  adjustment
category, you will need
the  beginning  and
ending balances for the
period.  The  worksheet
should  have  columns
for  these  balances  so
that you can calculate
the net change during
the period.

STEP 4: DETERMINE
THE ADJUSTMENT
AMOUNT

The  adjustment  for
each  category  is  the
change in the balance
from the beginning to
the end of the period.
F o r  e x a m p l e ,  i f
accounts  receivable
was  $10,000  at  the
start  and  $15,000  at
the end, the increase is
$5,000. This amount is
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s u b t r a c t e d  f r o m
accrual  net  income
because  revenues
were recorded but not
collected.

STEP 5: APPLY THE
ADJUSTMENTS

A d d  a  c o l u m n  f o r
adding  or  subtracting
each  ad justment .
Clearly  label  whether
each item increases or
decreases  cash  basis
income.  A  common
convention  is  to  use
pos i t ive  s igns  for
additions  to  income
and negative signs for
subtractions.

STEP 6: CALCULATE
CASH BASIS NET
INCOME

S u m  a l l  t h e
adjustments  and  add
them to the accrual net
income.  The  result  is
your  cash  basis  net
income for the period.
This  figure  represents

the net cash generated
f rom  ope ra t i ons ,
excluding  non-cash
i t ems  and  t im ing
differences.

Practical
Example
of the
Conversio
n
Workshee
t
Let us walk through a
simplified  example  to
see  how  the  Accrual
To  Cash  Conversion
Worksheet  works  in
practice.  Assume  a
small  consulting  firm
has the following data
for the year:
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Accrual net
income: $50,000
Accounts
receivable,
beginning:
$8,000, ending:
$12,000
Accounts
payable,
beginning:
$5,000, ending:
$7,000
Prepaid
expenses,
beginning:
$2,000, ending:
$3,000
Unearned
revenue,
beginning:
$1,000, ending:
$500
Depreciation
expense: $4,000

Using  the  worksheet,
you would compute the
adjustments as follows:

Accounts
receivable
increased by
$4,000: subtract

$4,000
Accounts
payable
increased by
$2,000: subtract
$2,000
Prepaid
expenses
increased by
$1,000: add
$1,000 (because
cash was paid
but not
expensed)
Unearned
revenue
decreased by
$500: add $500
(because cash
was received in a
prior period but
recognized as
revenue now)
Depreciation:
add $4,000 (non-
cash expense)

Total  adjustments:
-4,000 - 2,000 + 1,000
+  500  +  4 ,000  =  -
$500.  Cash  basis  net
income  is  $50,000  -
$500 = $49,500.  This
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te l l s  you  that  the
business  generated
$49,500  in  net  cash
from operations, which
is slightly less than the
accrual net income due
t o  t h e  t i m i n g  o f
r e c e i v a b l e s  a n d
payables.

Common
Mistakes
to Avoid
When
Using the
Workshee
t
Even  w i th  a  we l l -
designed  Accrual  To
Cash  Conversion
Worksheet, errors can
creep in.  Being aware
of common pitfalls will

help  you  maintain
accuracy.

DOUBLE COUNTING
ADJUSTMENTS

O n e  o f  t h e  m o s t
frequent  mistakes  is
double  counting  an
a d j u s t m e n t .  F o r
example, if  you adjust
for accounts receivable
and  also  adjust  for
specific  revenue
transactions,  you  risk
counting  the  same
timing difference twice.
Always  rely  on  the
b a l a n c e  s h e e t
approach  and  avoid
mixing  in  detai led
t r a n s a c t i o n a l
adjustments  unless
absolutely  necessary.

FORGETTING NON-
CASH ITEMS

D e p r e c i a t i o n ,
amortization,  stock-
based  compensation,
and  other  non-cash
charges  are  easy  to
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overlook.  Make  sure
y o u r  w o r k s h e e t
includes a line for each
non-cash  item  that
a p p e a r s  o n  y o u r
a c c r u a l  i n c o m e
statement.

IGNORING CHANGES
IN INVENTORY

For  product-based
businesses,  inventory
changes  can  have  a
major  impact  on  cash
flow.  An  increase  in
inventory  means  cash
was used without being
reflected  in  cost  of
goods  so ld  under
a c c r u a l .  Y o u r
w o r k s h e e t  m u s t
account  for  this.

MIXING PERSONAL
AND BUSINESS
TRANSACTIONS

If  you  are  converting
for a small business or
sole proprietorship,  be
careful  not  to  include
personal  cash  flows.

The  worksheet  should
strictly  reflect  business
activities.

USING INCORRECT
PERIODS

E n s u r e  t h a t  t h e
beginning  and  ending
balance  sheet  dates
align  with  the  income
statement  period  you
a r e  c o n v e r t i n g .
Mismatched  periods
w i l l  p r o d u c e
meaningless results.

Benefits
of a Well-
Designed
Conversio
n
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Workshee
t
I nves t ing  t ime  in
c reat ing  a  robust
Accrual  To  Cash
C o n v e r s i o n
Worksheet  yields
multiple  benefits
beyond  just  accurate
conversion. It improves
financial  literacy within
your  organization,  as
team  members  come
to  understand  the
relationship  between
the  income  statement
and  cash  flow.  It  also
streamlines the work of
external  accountants
and auditors, who can
quickly  verify  your
numbers.  Moreover,  it
supports  better  cash
m a n a g e m e n t  b y
revealing  how  much
cash  your  operations
are  truly  generating.
B u s i n e s s e s  t h a t
regularly  perform  this

convers ion  o f ten
discover  patterns  in
their  cash  flow  that
were not obvious from
accrual  statements
alone.  For  example,
rapid  growth  in  sales
m a y  a c t u a l l y  b e
consuming  cash  i f
accounts  receivable
are growing faster than
n e t  i n c o m e .  T h e
worksheet brings these
dynamics  to  l ight,
e n a b l i n g  m o r e
informed  strategic
decisions.

When to
Use the
Accrual
to Cash
Conversio
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n
Workshee

t
There  are  specific
scenarios  where  the
w o r k s h e e t  i s
particularly useful. Tax
p r e p a r a t i o n  i s  a
common trigger. Many
small  businesses  are
allowed  to  use  cash
basis for tax purposes
e v e n  i f  t h e y  u s e
accrual  for  internal
report ing.  In  such
cases, the worksheet is
essential  for preparing
accurate tax returns.
Another  scenario  is
when  a  business  is
considering  a  change
in accounting methods.
The  worksheet  helps
quantify the impact of
switching from accrual
to cash or vice versa.
Lenders  and  investors

may also request cash
basis  statements  to
assess the liquidity of a
bus iness ,  and  the
worksheet  ensures
those  statements  are
reliable.
F i n a l l y ,  i n t e r n a l
b u d g e t i n g  a n d
forecasting  benefit
g r e a t l y  f r o m  t h e
c o n v e r s i o n .  B y
understanding  the
timing  differences
between accrual profits
and  cash  flows,
management can build
more  realistic  cash
forecasts  and  avoid
liquidity  surprises.

Tools and
Technolo
gy for
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Conversio
n
W h i l e  a  m a n u a l
w o r k s h e e t  i n  a
s p r e a d s h e e t  i s
perfectly  adequate,
many  account ing
software packages now
include  conversion
tools  or  reports  that
simplify  the  process.
P r o g r a m s  l i k e
QuickBooks,  Xero,  and
FreshBooks  allow  you
to generate cash basis
reports  from  accrual
data with a few clicks.
However,  even  with
t h e s e  t o o l s ,
understanding  the
underlying  worksheet
logic  is  valuable.  It
helps  you  verify  the
accuracy of automated
repor ts  and  make

manual  adjustments
when the software falls
short.
For  larger  or  more
complex  businesses,
enterprise  resource
planning (ERP) systems
often  have  built- in
conversion  modules.
But  regardless  of  the
technology,  the  core
principles  remain  the
same:  identify  timing
differences,  quantify
them, and apply them
systematically.

CONCLUSION

The Accrual To Cash
C o n v e r s i o n
Worksheet is far more
t h a n  a  s i m p l e
sp readshee t  o r  a
compliance exercise. It
is a powerful analytical
tool  that  bridges  two
fundamentally different
views of your


