
Key financial terms 
you need to know  
Financial literacy begins with understanding  
some essential terms that will become familiar 
companions as you manage your business’s 
finances. These building blocks lay the 
groundwork for your understanding of more 
complex financial concepts down the road.



The total sales of goods or services generated by a 
business through its normal operations. It represents 
the top line of the profit and loss statement before 
deducting any expenses. 

Direct expenses a business incurs to sell or produce 
products and services for sale to customers. It includes 
direct labor, materials and product purchases, and 
overhead cost allocations. 

The difference between revenue and the cost of goods 
sold. It reflects a business’s earnings after deducting the 
direct costs associated with producing or purchasing the 
goods sold.

Expenses, other than cost of goods sold, that a business 
incurs in running the business. Examples include 
administrative salaries and marketing costs.

A business’s profit after deducting all expenses from 
revenue. You’ll find it at the bottom of the profit and loss 
statement.  

A business’ ability to generate earnings from operations. 
Key measures include profit margin, gross profit margin, 
and earnings before interest, taxes, depreciation, and 
amortization (EBITDA).

Economic resources a business owns to generate 
revenue such as cash, accounts receivable, inventory, 
and equipment. They are reported on the balance sheet, 
typically at their original cost, and may be adjusted if 
their market value exceeds this cost.
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Here’s a handy reference whenever you need a refresher on key financial terms:

Assets



Obligations or debts a business owes to external parties, 
including accounts payable, accrued expenses, and 
loans. They are reported on the balance sheet in the 
order in which they need to be paid.

The difference between a business’s assets and liabilities 
as reported on the balance sheet. The market value of 
an owner’s interest in the business is usually higher than 
the amount reported.

Assets, such as accounts receivable and inventory, that 
are expected to be turned into cash over the next year.

Liabilities that must be paid over the next year. Examples 
include accounts payable, accrued expenses, and current 
portions of long-term debt.

The difference between current assets and current 
liabilities. It’s used to gauge liquidity. A business needs to 
have enough current assets on hand to meet its current 
obligations. If not, it may have cash shortages.

The movement of money into and out of a business over 
a specific period. EBITDA is often used to approximate 
cash flow from normal business operations.

A roadmap for allocating resources and achieving 
financial goals over a specific period, detailing expected 
income, expenses, asset purchases, financing, and 
working capital needs.

A document outlining a business’s goals, strategies, 
and operations. Typically, it includes market analysis, 
financial projections, and organizational structure.
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Get your free 
financial 
literacy 
whitepaper to 
learn more.

Click here to download 
the whitepaper.

https://www.padgettadvisors.com/join/financial-literacy-for-small-business-owners/
https://www.padgettadvisors.com/join/financial-literacy-for-small-business-owners/


All content posted in this document or distributed by SmallBizPros, Inc. DBA Padgett Business Services® 
is intended for informational purposes only. To determine whether these concepts are appropriate for 
your business, you should seek advice from a Padgett representative or an independent advisor before 

implementation. Each office is independently owned and operated.


