
Identify the method of 
accounting used for the 

accounting records .

Does the company buy and 
sell or manufacture 

products?

No

Accrual

No

Yes

Yes

No

Start here 
Flow chart for method of accounting 

Stop, Use the accrual method 
of accounting

Cash
Is the entity a:
1. C-corporation,
2. Partnership with a C-

corp partner, or
3. A tax shelter?

Is the business:
1. Farming,
2. A personal service 

corporation, or
3. A small business 

corp?
4. But not a tax 

shelter?

Is it a small 
business?

Stop, Maintain inventory 
accounts under the accrual 

method. 

Yes

Stop, Inventory can be 
treated as non-incidental 
materials and supplies.

Are the accounting records 
cash or accrual?

What method had been 
previously used on the tax 
returns?

Cash

Accrual

Stop, the cash method of 
accounting is allowed.

Yes

No


