
WHAT TO KNOW: 
BUSINESS FINANCIAL TERMS

Understanding business financial terms will allow you, as an owner, to 
better understand your taxes, communicate with your accountant and 
bookkeeper, and make better business decisions based on financial data.

COMMON TERMS

EIN

Employer Identification Number. This is the Federal identification number used to 

identify your business. (Please note, some sole proprietorships do not file an EIN 

number and may use their social security number instead.) Think of an EIN as a 

business SSN.

LEGAL BUSINESS 

NAME

This is the registered corporate business name (often a corporation or LLC) as shown 

on your tax returns and other official documents.

DOING BUSINESS AS 

‘DBA’

This is the commonly used name for your business. For example, you could have a 

business with the legal name 'Philadelphia Tacos LLC' but to the public you are 'Pete's 

Taco Shop'. In this scenario your DBA would be 'Pete's Taco Shop.' DBAs are generally 

filed through a state agency.

REVENUE / TOTAL 

SALES / GROSS 

SALES

This dollar amount is the total money brought in from the sales of your product and 

services. (Ex. If a taco shop sells $240,000 of product this year, their yearly revenue is 

$240,000.)

GROSS PROFIT

Your gross profit is your Revenue - Cost of Goods Sold. This is your total sales - the 

direct costs associated with producing the goods and services you sell. 

Manufacturing, retail, and food businesses often live or die by their gross profit 

margin.

COST OF GOODS 

SOLD ‘COGS’

Direct costs are the expenses associated with making a business's product or 

service. Anything the business purchases and then re-sells or directly uses to 

produce their product is part of their COGS. (Ex. If a taco shop sells $240000 of 

product this year, and spent $80000 on ingredients and packaging -food, wrappers, 

napkins, paperbags, etc. - then their direct costs or COGS for that year are $80000.)



INDIRECT COSTS / 

OPERATING COSTS

Indirect costs are the expenses associated with operating a business, but not the 

direct costs of producing the product or service. (Ex. If a taco shop sells $240,000 of 

food this year, and spent $130,000 on rent, marketing, insurance, utilities and other 

costs NOT directly related to the product or service, then their indirect costs or 

operating costs for that month are $130,000.

PROFIT AND LOSS 

STATEMENT (P&L) / 

INCOME STATEMENT

A profit and loss statement, also known as a P&L or income statement, is one of the 

three major financial documents that show the health of a business. Simply put, a 

profit and loss statement summarizes the revenues, costs, and expenses incurred 

during a specified period, usually a month or fiscal year. This is a critical document for 

understanding the strengths and weaknesses of your business.

BALANCE SHEET

A balance sheet is a financial statement that contains details of a business’s assets or 

liabilities at a specific point in time. It is one of the three core financial statements 

(P&L statement and cash flow statement being the other two) used for evaluating the 

performance and health of a business. This will show the cash and items of value like 

major equipment your business owns, the debts your business owes, and the owner 

investments or withdrawals input or taken from the business. 

WORKING CAPITAL

Working capital is a term to describe money that is used to cover short-term, day to 

day expenses. For example, if a business received a loan and used that money to pay 

rent, utility bills, and purchase some ingredients/inventory, they would be using that 

money as working capital. In an ideal world businesses have two to three months 

worth of working capital accessible.

MARGINS

Profit margins refer to the % of money the business is keep after certain expenses. 

For example, a net profit margin refers to the % of every dollar kept as profit from a 

sale. Net Profit / Revenue x 100 = Net Profit Margin. Gross Profit / Revenue x 100 = 

Gross Profit Margin. Understanding your margins, especially compared to industry 

averages, allows for you to identify inefficiencies or pain points in your business. 

While financials may feel stressful, at their core, they are simple and the same 
across all business sectors. By understanding these core principals, you will be 

able to better communicate with accountants, lenders, government officials, 
and mentors, as well as make better business decisions.
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