
 

Glossary of Terms 

{ Small Business Accounting Edition } 

 

Cash vs. Accrual 

Cash accounting accounts for business transactions on financial statements 

when the cash flows in or out of the business. 

Accrual accounting recognizes revenue when it is earned and expenses when 

they are incurred, regardless of when the money flows in or out of the 

business. 

Income Statement 

Revenue: Any money earned by the business 

Sales: Any money earned by the business 

Cost of goods sold -  

Inventory COGS: Expenses related to the product of service 

Direct Labor: Labor involved in producing the product or providing the 

service 

Supplies & Materials: AKA cost of goods sold, supplies and materials 

are expenses that relate to the creation of the product or directly used 

to provide a service 

*Pro Tip: Do NOT use the term income and profit & loss 

interchangeably  

  



Income Statement Terms 

Gross Margin: A percentage calculated by gross profit divided by revenue. 

The gross profit is the profitability of the business after deducting the cost of 

goods sold from the gross revenue. 

Gross Profit: The gross profit is the gross margin in dollar form! 

Operating Expense: Any cost incurred by the business that goes towards the 

general operations of the business.  

Net Income: The net income of a business is calculated by taking the gross 

revenue less the cost of goods sold, all business-related expenses. 

Depreciation: Depreciation is an expense taken for the loss of value in an 

asset over time. In our case, depreciation is added once in a year-end journal 

entry. However, if provided by a CPA a monthly recurring entry can also be 

paid. This should be considered another expense as depreciation does NOT 

have a direct impact on the company's cash flow. 

Balance Sheet Terms 

Bank accounts (current assets): The first thing on the balance is the bank 

accounts and/or accounts like PayPal, Venmo, etc., that are used to track 

their income and expenses.  

Inventory (current asset): Inventory is a term used to classify the assets a 

company has purchased to sell to customers. If they are in the inventory 

account on the balance sheet, they are items that are available to sell. As 

items sell, they are removed from inventory and placed in cost of goods sold.  

Prepaid Expenses (current asset): Prepaid expenses are used in Accrual 

based accounting. When an expense is incurred, for example, insurance, and 

the insurance is paid for the full year of coverage up front, the total expense 

would be placed on the balance sheet in a prepaid insurance account and 

the monthly amount would be moved to the profit and loss/income 

statement monthly through a journal entry. 

Accounts Receivable (current asset): Accounts receivable, "AR", includes 

sales/income/revenue a company has provided but has not collected yet. 

  



Fixed Assets: Assets that are purchased for long-term use, such as land, 

buildings, equipment, and vehicles. *Please note, if a client purchases a 

vehicle for company use AND is financing that vehicle a journal entry will 

need to be entered to properly account for the vehicle and the loan. 

Payments made to the bank financing the Bronco would then be split in two 

and categorized as "Ford Bronco Loan" to pay down the principal and the 

interest portion each month will go to the profit and loss. At the end of the 

year, or monthly, the fixed asset, 2022 Ford Bronco Sport, would be 

depreciated. The depreciation would be expensed on the profit and loss and 

the offsetting entry would be accumulated depreciation on the balance 

sheet. 

Other assets: An example of another asset would be a security deposit on a 

building the client is renting.  

Accounts Payable (current liability): Accounts payable are considered 

outstanding bills payable to vendors, contractors, etc. 

Credit Cards (current liability): Credit cards are held on the balance sheet 

showing the debt balance owed from expenses accounted for on the profit 

and loss. As payments are made to the credit card accounts the balances 

decrease. 

Short-term bank loans, tips payable, payroll liabilities (other current 

liabilities): These accounts are liabilities on the balance sheet as they are 

expected to be paid back within 12 months or paid through payroll.  

Vehicle financing, long term loans like an SBA loan (long-term liabilities): 

Long term loans have financing terms of 12+ months 

Equity: Equity is the business's assets less the liabilities.  

Owner's Pay: Owner's Pay on the balance sheet is where all draws the owner 

takes in the form of checks, bank transfers, etc.  

Personal Expenses: Though not encouraged, personal expenses should be 

placed on the balance sheet, separate from owner's draws, tracking 

expenses that were paid for by the business though NOT expensed through 

the business. 

  



Tax Payments: Any income-related tax payments should be placed on the 

balance sheet and separated out from Owner's Pay. Though they could be 

considered draws it is important to show our clients which transfers are for 

their "pay" and which are to pay taxes. 

Retained Earnings: Retained earnings are an accumulation of a company's 

net income and net losses over all the years the business has been in 

operation. 

Cash Flow Statement 

Cash Flow: Describes the inflow and outflow of cash in a business. The net 

cash flow for a period is found by taking the beginning cash balance and 

subtracting the ending cash balance. A positive number shows that more 

cash flowed in than out while a negative number would show that the 

business spent more cash than what was received. 


