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BUILDING THE
FINANCIAL
BACKBONE: A
COMPREHENSIVE
GUIDE TO A LIST
OF ACCOUNTS
USED BY A
BUSINESS

Every thriving
business, from a sole
proprietorship to a
multinational

corporation, relies on a
structured financial
system to track its
economic activities. At
the very heart of this
system lies a
fundamental tool: a list
of accounts used by a

business. This list,
formally known as a
Chart of Accounts
(COA), is more than
just a collection of
names; it is the
organizational

framework that
categorizes every
financial transaction a
company undertakes.
Without a clear and
logical list of accounts,
financial reporting
becomes chaotic, tax
preparation is a
nightmare, and gaining
a true understanding of
a company's financial
health is nearly
impossible. This article
serves as your
definitive  guide to
understanding,


https://www.everybodystreet.com/

building, and utilizing
this essential business
tool. We will explore
the core categories of
accounts, delve into
specific examples
within each category,
and explain how a well-
organized list of
accounts can provide
clarity and control over
your business finances.
Whether you are
launching a startup or
refining the
bookkeeping practices
of an established
enterprise, mastering
your chart of accounts
is a critical step toward
sustainable success.

WHAT IS A LIST OF
ACCOUNTS USED
BY A BUSINESS?

A list of accounts used
by a business is
essentially an indexed
catalog of all the

ledger. Each account
acts like a specific
folder or bin where
transactions of a
similar nature are
recorded. For example,
all transactions related
to cash are recorded in
a "Cash" account; all
transactions related to
sales are recorded in a
"Sales Revenue"
account. This
organized list provides
a standardized way to
collect, sort, and
summarize financial
data. The primary
purpose of this list is to
facilitate the
preparation of the
three core financial
statements: the
Balance Sheet, the
Income Statement
(Profit and Loss
Statement), and the
Cash Flow Statement.
By assigning a unique

financial accounts that |dent|fller. and a
appear in the descriptive name to
company's general €3¢h account,
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businesses can ensure
consistency in their
bookkeeping, making it
easier for accountants,
auditors, and business
owners to interpret
financial information.

The Five
Primary
Categorie
Sina
Standard
List of
Accounts

A typical chart of
accounts is divided into
five main categories.
These categories follow
the fundamental
accounting equation
and the structure of
the financial

statements. The order
is generally consistent
across most
businesses, though the
specific accounts
within each category
can vary widely based
on the nature of the
company. These five
categories are:

1. Assets (What
the business
owns)

2. Liabilities (What
the business
owes)

3. Equity (The
owner's stake in
the business)

. Revenue
(Income
generated from
operations)

5. Expenses (Costs
incurred to
generate
revenue)

N

Each of these
categories is then
further broken down
into subcategories and



specific accounts. Let's
explore each category
in detail, providing a
comprehensive look at
the accounts you might
find on a typical list.

ASSETS: THE
RESOURCES
CONTROLLED BY
THE BUSINESS

Assets are economic
resources that a
business owns or
controls with the
expectation that they
will provide future
benefit.  They are
typically listed in order
of liquidity, meaning
how quickly they can
be converted into cash.
The asset section of a
list of accounts used by
a business is crucial for

Current
Assets

Current assets are
those that are
expected to be
converted into cash,
sold, or consumed
within one year or the
operating cycle,
whichever is longer.
These accounts
provide a snapshot of
the company's short-
term financial health.

e Cash and Cash
Equivalents:
This account
includes physical
currency, bank
deposits, checks,
and money
market funds. It

understanding the is the most liquid
company's financial asset and the
strength ~and lifeblood of day-
operational capacity. to-day
operations.
e Accounts
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Receivable
(AR): This
represents
money owed to
the business by
customers for
goods or services
that have been
delivered but not
yet paid for. It is
often a
significant asset
for companies
that offer credit
terms.
Inventory: For
retailers,
manufacturers,
and wholesalers,
this account
records the cost
of goods held for
sale. It can be
further broken
down into raw
materials, work-
in-progress, and
finished goods.
Prepaid
Expenses:
These are
payments made

in advance for
goods or services
that will be
consumed in the
future. Common
examples include
prepaid
insurance
premiums, rent
paid for future
months, and
annual software
subscriptions.
Marketable
Securities: This
account holds
short-term
investments that
can be easily
sold on a public
exchange, such
as stocks or
bonds intended
to be held for
less than a year.
Notes
Receivable
(Short-Term):
This is a formal
written promise
from a borrower
to repay a



specific amount
of money within
a year, often with
interest.

Fixed
Assets
(Property,
Plant,

and
Equipme
nt)

Fixed assets are long-
term tangible assets
that a business uses in
its operations to
generate revenue.
They are not intended
for resale. These
accounts typically
appear after current
assets on the list of
accounts.

e Land: This

account records
the original
purchase price of
land owned by
the business.
Land is not
depreciated as it
has an indefinite
useful life.
Buildings: The
cost of
purchasing or
constructing
buildings used
for business
operations, such
as offices,
warehouses, or
retail stores.
Equipment: A
broad category
that includes
machinery,
computers,
vehicles,
furniture, and
other tools
necessary for
business
operations.

e Accumulated
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Depreciation:
This is a contra-
asset account. It
is not an
expense but
rather a running
total of the
depreciation
expense that has
been charged
against fixed
assets over their
useful lives. It
reduces the book
value of the
assets.
Leasehold
Improvements:
Costs incurred to
modify a leased
space to meet
the specific
needs of the
business. These
improvements
are amortized
over the life of
the lease or the
improvement's
useful life,
whichever is
shorter.

Intangible
Assets
and

Other
Long-
Term
Assets

These are non-physical
assets that provide
long-term value to the
business. They are
often more difficult to
value but can be
crucial for competitive
advantage.

e Goodwill: An
intangible asset
that arises when
one company
acquires another
for a price higher
than the fair



market value of
its net
identifiable
assets. It
represents the
value of the
acquired
company's
brand, customer
relationships,
and reputation.
Patents,
Trademarks,
and
Copyrights:
Accounts that
hold the cost of
acquiring or
developing
legally protected
intellectual
property. These
are typically
amortized over
their legal life.
Software
(Developed or
Purchased):
Costs associated
with developing
or purchasing
software for

internal use can
be capitalized
and amortized.

e Long-Term
Investments:
Investments in
other companies
or assets that the
business intends
to hold for more
than one year.
This could
include stocks of
other
corporations or
bonds maturing
beyond a year.

LIABILITIES: THE
OBLIGATIONS OF
THE BUSINESS

Liabilities represent
what the business
owes to others—debts
and obligations that
arise from past
transactions. Like
assets, they are
classified as current
(due within one year)
or long-term (due after
one year). A clear list
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of accounts in this These are
category is essential expenses that
for managing debt and have been
assessing solvency. incurred but not

yet paid or

Current
Liabilities
These are obligations
that are expected to be
settled using current
assets or by creating

other current liabilities
within one year.

e Accounts
Payable (AP):
This is the mirror
of accounts
receivable. It
represents the
money a
business owes to
its suppliers for
goods or services
purchased on
credit.

e Accrued
Expenses
(Accrued
Liabilities):

recorded in the
accounts payable
system. Common
examples include
accrued wages
for employees,
accrued interest
on loans, and
accrued taxes.
Short-Term
Notes Payable:
Formal written
promises to
repay borrowed
funds within a
year. This often
includes lines of
credit drawn
from a bank.
Current Portion
of Long-Term
Debt: This is the
principal portion
of a long-term
loan that is due
for repayment
within the next
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12 months. It is from customers
separated from on behalf of the
the long-term government,
portion to which must be
provide a clear remitted
picture of periodically.
immediate * Income Taxes
obligations. Payable:

e Unearned Estimated
Revenue income taxes
(Deferred owed to federal,
Revenue): This state, and local
account records governments for
payments the current
received from period.

customers for

goods or services _
that have not yet LO n g
been delivered or

performed. Until Te rm

the business

fulfills its Liabilities

obligation, this is

considered a These are obligations
liability. Common  that are due beyond
in subscription- the current operating
based and cycle or one year. They
service reflect the company's
industries. long-term  financing
 Sales Tax structure.

Payable: Sales
tax collected * Long-Term
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Notes Payable:
Loans from
banks or other
lenders with a
repayment term
of more than one
year. This
account records
the principal
balance that is
not due within
the next 12
months.

Bonds Payable:
Debt securities
issued by the
company to raise
capital from
investors. This
account records
the face value of
the outstanding
bonds.
Mortgage
Payable: A long-
term loan
secured by a
piece of real
property, such as
a building or
land.

Finance Lease

Obligations: For
capital leases (or
finance leases
under new
accounting
standards), this
account
represents the
present value of
the future lease
payments.

e Deferred Tax
Liabilities:
Taxes that are
owed but are not
payable until a
future period due
to temporary
differences
between
accounting
income and
taxable income.

EQUITY: THE
OWNER'S
FINANCIAL
INTEREST

Equity, also known as
owner's equity or
shareholders' equity,

11



represents the residual
interest in the assets of
the business after
deducting liabilities. It
is the owner's claim on
the company's assets.
A list of accounts used
by a business in the
equity section will look
different depending on
whether the business is
a sole proprietorship,
partnership, or
corporation.

For
Corporati
ons

e Common Stock:
This account
records the par
value or stated

12

Stock: Similar to
common stock
but with
preferential
rights, such as
priority in
dividend
payments and
asset liquidation.
Additional
Paid-In Capital
(APIC): This
account captures
the amount
investors paid for
shares above the
par value. It
represents the
excess capital
contributed by
shareholders.
Retained
Earnings: This is
a cumulative
account that
represents all net

value of the profits (or losses)
shares of a company has
common stock earned since its
issued to inception, minus
investors. any dividends
e Preferred paid out to
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shareholders. It
is the primary
source of internal
funding for
growth.
Treasury
Stock: A contra-
equity account
that records the
cost of shares
the company has
repurchased
from the open
market. It
reduces total
shareholders'
equity.
Accumulated
Other
Comprehensive
Income (AOCI):
This account
holds unrealized
gains and losses
on certain
investments and
foreign currency
translations that
are not included
in net income.

13

For Sole
Proprietor
ships and
Partnersh
Ips

e Owner's

Capital (or
Partner's
Capital): This is
the primary
equity account. It
reflects the
original
investment by
the owner, plus
any additional
investments and
accumulated
profits, minus
any withdrawals
or losses.
Owner's Draw
(or Partner's
Draw): This
account tracks
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withdrawals of
cash or other
assets by the
owner for
personal use. It is
a contra-equity
account that
reduces the
capital account.
Itis not an
expense for the
business.

REVENUE (OR
INCOME)

ACCOUNTS: THE
EARNINGS ENGINE

Revenue accounts
capture the income
generated from the
primary operations of
the business. A
detailed list of
accounts in this
category helps
management

understand which
products, services, or
channels are most
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