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Effective accounting practices demand a litany of skills and knowledge, 
and fiscal acuity is especially critical for time and resource-challenged 
small- to medium-sized organizations.

Every buck counts and organizing and reporting on them within a cogent 
General Ledger not only provides insight and discipline but results in 
improved processes that impact practical outcomes such as regulatory 
compliance. 

Enter the Chart of Accounts, aka COA, for our current consideration, as a 
key metric of financial health.

https://floqast.com
https://floqast.com/schedule-a-demo/
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What is a Chart of Accounts?
A COA is a listing of all the financial accounts in a company’s 
general ledger (GL). They are grouped into categories that 
correspond to the structure of an organization’s financial 
statements. These GL accounts are used to categorize 
every financial transaction a company makes and offer 
even an outsider a holistic view of an organization’s assets, 
expenditures, and income, all in a single place.

The chart itself consists of a list of numbered accounts, utilizing a name and a short 
description of what is included in that specific account. Per Unifybooks.com/, these 
top-level descriptors can be simply viewed as follows:

There is a generally accepted numbering structure for the accounts, so everyone’s 
accounts appear in roughly the same order and with similar numbering. Account 
numbers can be appended with three- or four-digit indicators to include added 
data to signify divisions, parts, products, etc. These are created depending on 
business composition (large, small, complex, simple) or how detailed its transaction 
descriptions may need to be.

Account Type
Each account is assigned a “type” 
that identifies how a transaction 
is to be coded, indicating where 
it should appear in the financial 
statement. Most software 
applications offer a multitude of 
options and categories for the 
account type and having these 
set up accurately is critical to 
financial statement accuracy.

Account Detail
This represents a more specific 
drill-down of the Account Type, 
for a supplementary and highly 
detailed view of the entry across 
a broader category, such as Fixed 
Assets. In this case, it identifies 
the exact type of Fixed Asset 
being referenced.

Account Number
Not always employed, this 
designation is used to control 
the order of accounts as 
they appear in the financial 
statements and can be 
beneficial in making them 
generally simpler to decipher 
and more actionable.

https://floqast.com
https://floqast.com/schedule-a-demo/
https://floqast.com
https://www.levelset.com/blog/construction-business-general-ledger-guide/
https://www.freshbooks.com/hub/accounting/make-chart-of-accounts
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Why is Chart of Accounts 
Important? 
A COA is designed to provide a view of an organization’s financial situation and 
health, using a delineated means to separate assets, liabilities, revenue, and 
expenditures. It assists with management reporting and is critical for meeting the 
demands of regulatory compliance. It is also crucial for business decision making 
and course correction, especially when structured to accurately portray differentials 
such as product sales vs. product returns, or salaries vs. overall productivity. 

The goal, again, is an accurate representation of overall financial health.

Types of Chart of Accounts and Chart of Accounts Best Practices
While flexible in its codification, most organizations choose to utilize a common 
numerical identification scheme. This can include multiple facets based on specific 
business needs. Here is a sample list of account numbers to show the de facto 
standard setup and numbering:

The accounts in the list provide the basic structure for an organization’s financial 
statements and GL. They are customized to provide the information required for 
needed visibility, reporting, and compliance. The common best practice categories 
(usually five) follow. Frequent changes to the numbering structure are not generally 
encouraged as they can cause confusion, especially if not executed on a regular 
schedule, such as on an annual basis only.

These “buckets” correspond to different reporting statements, which are generally split 
to include the balance sheets, income statements, and any work in progress reports. 
Here the links show examples using a construction company as the business example.

1000

1999
Assets

5000

5999
Job Costs/
Cost of 
Goods Sold

2000

2999
Liabilities

6000

6999
Overhead 
Costs or 
Expenses

3000

3999
Equity

7000

7999
Other 
Income

4000

4999
Income or 
Revenue

8000

8999
Other 
Expense

https://floqast.com
https://floqast.com/schedule-a-demo/
https://floqast.com
https://quickbooks-training.net/standard-chart-accounts-account-types/
https://www.levelset.com/blog/balance-sheet/
https://www.levelset.com/blog/what-is-work-in-progress-construction/
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Basic Chart of Account 
Categories
While every COA will differ, there are some basic categories 
that most organizations will want to include, or at least 
consider, tailored to the specific nature of your business.

Assets are comprised of a list of different components showing the 
value of monies on hand and owed to you, as well as property owned

Liabilities are just that, monies owed or due for payment by 
your organization

Bank accounts, typically checking and savings accounts.

Accounts receivable are the amounts owed to you for products provided or services 
performed.

Retention receivables are the amounts customers are holding until work is completed.

Assets your organization owns (usually physical, but not always- think patents, 
trademarks, and software) such as equipment and real estate that assist in creating 
your product or service.

Underbillings are entries made when you have billed for less than you have 
completed (otherwise referred to as percent complete income recognition)

Inventory such as pre-paid materials, supplies, and parts kept on hand.

Customer deposits and down payments including any interim payments (such as 
using a payment on completion of agreement method).

Accounts payable are the typical amounts you owe to vendors for raw materials or 
parts, needed equipment, and any subcontractor-related services.

Retention payables are the amounts you owe to vendors held until work is completed.

Loans, including any company or project notes that are outstanding current liabilities.

Shareholders’ equity (this may be negative or positive).

Overbillings are amounts owed when you have billed for more product/service than you 
have completed (aka percent complete income recognition).

Retained earnings are company profits or losses from the previous fiscal year.

Amounts owed via employee expense accounts.

https://floqast.com
https://floqast.com/schedule-a-demo/
https://floqast.com
https://www.levelset.com/blog/construction-accounting-what-is-overbilling/
https://www.levelset.com/blog/retained-earnings/
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Expenses are divided into two categories, direct and indirect.

Income or Revenue represents the gains amassed from 
multiples sources

Direct expenses can include Indirect expenses can include

Cost of Goods Sold (COGS) is the additional expenses needed to 
successfully deliver a product or service

Sales, including income derived from the delivery of a product or service.

Interest income such as earned interest on bank accounts or other investments.

Over and under billing adjustments.

Administrative costs including labor 
and necessary operational software.

Office expenses that cover building 
rent, office supplies, and other 
operational needs.

Taxes, such as business income tax 
and sales tax.

Insurance of all types such as liability, 
workers comp, and vehicle.

Vehicle costs including expenses 
related to maintenance and fuel.

Mobile phones and the cost for both 
equipment and associated service 
contracts.

Labor costs may include such items as salaries, employee benefits, and any employer-
responsible taxes.

Material costs such as raw materials or parts needed to complete the finished 
deliverable.

Subcontractor or non-employee expenses required.

Equipment costs covering both rental and/or the operation of owned equipment.

https://floqast.com
https://floqast.com/schedule-a-demo/
https://floqast.com
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How to Set Up a Chart 
of Accounts 
Sample Chart of Accounts are readily available for 
download, or you can establish your own using standard 
default numbers and customized sub-designations for 
account types. Download your template here.
See the list earlier in this document for the specific macro-designations. 

That means, in most cases, all your asset accounts will use the number 1, followed 

by four numbers (1-XXXX), while your liability accounts would start with the number 

2 (2-XXXX), and so on through the numeric list.

This is a practical structure for businesses that manufacture or sell products and is 
a good fit for those looking for added specificity in their chart of accounts structure. 
Again, using the multiple three- or four-digit sub-account designations will provide 
more in-depth transaction tracking and overall fiscal transparency.

A Chart of Accounts Tailored to Your Needs
While the chart of accounts can be similar across like businesses, every COA should 
be unique to your business. Questions to ask include:

• What do I want to track in my business?
• How do I want to organize information to best see my results and refine my strategy?

Example of Chart 
of Accounts 

Acct # Acct Type StatementDescription

Liability

Asset

Equity

Revenue

Expense

1001

1002

1003

1004

1005

2001

2002

2003

2004

3001

3002

4001

4002

5001

5002

5003

5004

5005

5006

Balance Sheet

Balance Sheet

Balance Sheet

Balance Sheet

Balance Sheet

Balance Sheet

Balance Sheet

Balance Sheet

Balance Sheet

Balance Sheet

Balance Sheet

Income Statement

Income Statement

Income Statement

Income Statement

Income Statement

Income Statement

Income Statement

Income Statement

Asset

Asset

Asset

Asset

Asset

Liability

Liability

Liability

Liability

Equity

Equity

Revenue

Revenue

Expense

Expense

Expense

Expense

Expense

Expense

Cash

Accounts Receivable

Inventory

Fixed Assets

Prepaid Expenses

Accounts Payable

Taxes Payable

Wages Payable

Accrued Liabilities

Common Stock

Retained Earnings

Sales Revenue

Sales Returns and Allowances

Cost of Goods Sold

Rent Expense

Wages Expense

Advertising Expense

Depreciation Expense

Bank Fees

https://floqast.com
https://floqast.com/schedule-a-demo/
https://floqast.com
https://f.hubspotusercontent40.net/hubfs/7800846/Assets/Sample%20Chart%20of%20Accounts.xlsx
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Feeding a Trio of  
Financial Statements
The COA is intricately linked to an organization’s financial statements, as it provides the 
aggregate data necessary to create them. Each one of the accounts in your COA will 
show up in your financial statements, and the COA directs where they should appear, 
i.e., whether they should be in the balance sheet or income statement. If not set up 
properly, subsequent financial statements will be rife with errors and misinformation.

But what exactly do these statements comprise, and what purpose do they serve? 

Financial statements consist of the written records that reflect the state of the 
business, its fiscal activities, and its overall financial performance. These statements 
provide the basis for fiscal review by multiple entities, including internal and external 
accountants and auditors, existing and potential investors, as well as governmental 
overseers and affiliated regulatory agencies, such as the SEC. These audits and 
examinations are performed to validate the accuracy and viability of overall financial 
operations, and the results are used for multiple purposes, such as tax calculations 
and investment evaluation due diligence. 

The three financial statements include:

The Balance 
Sheet

The Income 
Statement

The Cash Flow 
Statement

As defined by Investopedia, “a balance sheet is a financial statement that 
reports a company’s assets, liabilities and shareholders’ equity at a specific point 
in time.” It articulates both what an organization owns and what it owes and is 
used for conducting business ratio analysis and overall corporate evaluation.

Next, is the income statement, more often referred to as the “P&L” or profit 
and loss statement. Again, focused on a specific period, it reflects an 
organization’s situation as relates to revenue and expenses. Its goal is to 
deliver a view into overall operations, including management efficiency, a 
highlight of areas needing improvement, and a synopsis of relative corporate 
operational performance compared to competitors and peers.

Supplying the combined data from operations, investments, and financing, 
the cash flow statement includes both incoming cash streams, from sources 
such as sales and investments, as well as the cash outflows needed for 
business operations. Reconciled, these are referred to as net cash flow. Net 
cash flow is most often employed for business assessment, including stock 
valuation and the determination of the overall worth of the organization.

https://floqast.com
https://floqast.com/schedule-a-demo/
https://floqast.com
https://www.investopedia.com
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A Summary of  
Financial Statements

An organization’s financial statements are those 
records that convey all its related business transactions, 
wellbeing and status, and the overall financial 
performance of the entity.

The balance sheet provides an overview of assets, 
liabilities, and stockholders’ equity at a specific point  
in time.

The income statement (P&L statement) focuses primarily 
on a company’s revenues and expenses, focused on 
a specific time interval. Here expenses are subtracted 
from revenues, and the resulting statement represents 
an entity’s overall profit figure which is referred to as 
“net income.”

The cash flow statement (CFS) measures how well a 
company generates cash to fund its debt obligations, 
cover its operating expenses, and fund additional 
outside investments.

https://floqast.com
https://floqast.com/schedule-a-demo/
https://floqast.com
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COA and Accounting 
Software Systems 
Assisting the Small and Medium Business

Need more help? Independent web resources such as the Capterra Small Business 
Software Site offer great options for completing research and analysis on available 
solutions, some even offering complementary assistance and matchmaking services 
to pair your needs with a wide range of offerings. Most providers deliver accounting 
system products that range from the basics required by a sole proprietor to the 
sophisticated demands of complex businesses, many with increased scalability 
and growth in mind. Some include project management capabilities, collaboration 
functionality, and workflow, so a good first step is to understand all your fiscal, 
operational, and process essentials- now and looking forward.

For reference, and in alphabetical order, some accounting software solution vendors 
and their products include but are not limited to:

AccountEdge Pro

Oracle NetSuite

QuickBooks Online

Sage Intacct

AccountEdge Pro is well-suited for small and growing businesses, offering a 
wide variety of features including a customizable chart of accounts, along with 
sales, time and billing, inventory, and payroll modules. AccountEdge Pro offers 
the option to upload your own chart of accounts.

From emerging businesses and start-ups to established organizations, 
NetSuite empowers fast-growing companies, both public and private, to 
unlock their potential. These cloud-based solutions streamline critical 
business processes, reduce IT costs, and scale as business needs grow.

Based on per-user pricing, QuickBooks Online Essentials is easy to set up, 
learn, and use. Its solution is delivered via download and enables users 
to manage cash flow and bill management and reduce data errors with 
automatic download of bank and credit card transactions.

Sage Intacct is designed to help users focus on high-value analysis, 
financial insights, and cash flow management. It offers real-time business 
visibility via easy to create and use dashboards and reports and delivers 
efficient paperless workflow to accelerate routine accounting and reporting 
tasks.

https://floqast.com
https://floqast.com/schedule-a-demo/
https://floqast.com
https://www.capterra.com/sem-compare/business-management-software?gclid=Cj0KCQjwi7yCBhDJARIsAMWFScPT6vVetse2iQWpCNN31t0Zequozq32alxk3pCKtPfHqOklRs1Ifw4aAgOkEALw_wcB
https://www.capterra.com/sem-compare/business-management-software?gclid=Cj0KCQjwi7yCBhDJARIsAMWFScPT6vVetse2iQWpCNN31t0Zequozq32alxk3pCKtPfHqOklRs1Ifw4aAgOkEALw_wcB
https://www.fool.com/the-blueprint/accountedge-pro-review/
https://www.netsuite.com/portal/home.shtml
https://quickbooks.intuit.com/oa/get-quickbooks/?cid=ppc_YB_e_US_.QB_US_BNG_Brand_Top-Terms_Exact_Search_Mobile._quickbooks_txt&&msclkid=6353dcc46bf3122eff34bc8b9dc3947c&gclid=6353dcc46bf3122eff34bc8b9dc3947c&gclsrc=3p.ds
https://online.sageintacct.com/2021-buyers-guide-wp-google-reg.html?msclkid=9ca3dd52a16a1bef1fd6bd1d57d61008&utm_source=bing&utm_medium=cpc&utm_campaign=SI_B_Brand_Core_Exact&utm_term=sage%20intacct&utm_content=Brand-Core
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SAP Business One

Striven

SAP Business One is built with scalability in mind. It delivers enhanced 
application performance and provides real-time data analysis. By combining 
financials, sales, CRM, inventory, operations, and more in a single solution, 
SAP Business One enables SMBs to make more effective and informed fiscal 
decisions.

Striven offers the most accurate and timely financial information available, 
from simplified billing and invoices to purchasing and collections. It 
generates robust financial reports in seconds, helps to easily reconcile 
business and bank financial information, and offers enhanced decision-
making via graphical dashboards.

Note: These company/product descriptions have been extracted from individual 
vendor websites. They do not imply endorsement or preference.

https://floqast.com
https://floqast.com/schedule-a-demo/
https://floqast.com
https://www.sap.com/products/business-one.html
https://www.striven.com


FloQast.com    |    Schedule a Demo 12

Chart of Accounts FAQ

How is a COA grouped for reporting 
purposes?
There are four groupings for reporting: cash, 
liabilities and shareholder equity, revenue, 
and expenses.

What does a COA normally include?
Typically included, per the previous reporting 
list, are assets, liabilities, equity, revenue, 
and expenses. Each of these is broken down 
into sub-categories to further articulate more 
granular characteristics. 

What comprises primary financial 
statements?
These include the balance sheet, income 
statement, and statement of cash flow. Read 
more about each of these earlier in this 
document.

How do you differentiate and 
categorize asset and liability 
accounts?
These are divided on a positive/negative 
scale- assets include bank accounts, real 
estate, prepaid expenses, and accounts 
receivables. Liabilities include obligations 
such as accounts payable, loans, credit card 
debt, and other due outbound expenses. 
Liabilities may often have a “payable” 
descriptor (i.e., AP) attached to them.

How can a COA help drive my 
business decisions?
The point of tracking account data is to provide 
a basis for fiscal comparison over time. This is 
the best way to ensure accurate information is 
used in making business decisions that drive 
overall growth.

What is the difference between a COA 
and General Ledger?
The COA is a listing of all existing accounts 
including a description of the specific use of 
the account. The GL contains the financial 
records of the organization, including the 
COA, and maintains the debit/credit balance 
information. 

What is the best software to assist in 
establishing and leveraging a COA?
Access the previously referenced link to a 
list of representative solutions for small and 
medium businesses. Accounting software 
will provide a spectrum of capabilities and 
functionality, designed for a better view of fixed 
assets and liabilities.

https://floqast.com
https://floqast.com/schedule-a-demo/
https://floqast.com
https://www.capterra.com/sem-compare/business-management-software?gclid=Cj0KCQjwi7yCBhDJARIsAMWFScPT6vVetse2iQWpCNN31t0Zequozq32alxk3pCKtPfHqOklRs1Ifw4aAgOkEALw_wcB
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It’s a Wrap
A well-organized and descriptive COA can assist bookkeepers, accountants, and financial 
management of all types to be confident in their business decisions relying on accurate, 
timely, and relevant information. While with most business processes, here one size does 
not fit all, and the COA will and should evolve, enabling a greater and more customized 
view into the true revenue and expense realities of your organization. It also provides 
external parties with a snapshot view of an organization’s fiscal health for prudent 
investment, purchase, or approval of credit. 

Related Financial Terms Glossary
Courtesy of Investopedia with author additions:

Accounts Payable (AP)

Accounts payable is an account within the general ledger 
representing a company’s obligation to pay off a short-term 
debt to its creditors or suppliers. It can be viewed simply as 
an IOU to another supplier or vendor.

Accounts Receivable (AR)

Accounts receivable, aka AR, represents the balance of 
money due to a firm for delivered but unpaid goods or 
services delivered to the customer. They appear as assets on 
the balance sheet.

Asset Ledger

The asset ledger is the portion of a company’s accounting 
records that detail the journal entries relating only to 
the asset section of the balance sheet. Assets represent 
resources with economic value anticipated to deliver future 
value to the organization.

Balance Sheet and Balance Sheet Accounts

A balance sheet is a financial statement that reports a 
company’s assets, liabilities, and shareholders’ equity 
at a specific point in time. It provides a snapshot of an 
organization’s financial health and worth.

Cost of Goods Sold

Cost of Goods Sold, or COGS, represents the total expense 
to produce a product or service. It normally includes direct 
costs such as parts, materials, and labor, but does not take 
into consideration indirect costs such as distribution.

Financial Statement Analysis

Financial statement analysis, logically, is the process of 
analyzing a company’s financial statements for decision-
making purposes, given overall performance, adaptability to 
business trends, and the ability of management to execute 
on strategy.

General Ledger (GL)

A general ledger represents the record-keeping system for 
a company’s financial data with debit and credit account 
records validated by a trial balance. This information is 
used to create financial reports and to rate corporate fiscal 
performance over time.

Liability Accounts

These represent the situation when money is owed to another 
party. Obligations can be filled through the transfer of funds or 
the provisioning of goods or services to cover the debt. Both 
short-term (typically less than a year) and longer-term liability 
accounts exist.

Net Income

Usually the final line (aka the “bottom line”) of any income 
statement, Net Income is comprised by subtracting all 
business expenses and operating costs from total revenue. 
It is most often used to assess enterprise health and is a 
determinator of business loan eligibility.

Shareholder Equity (SE) 

Shareholder equity (SE) is the owner’s claim after subtracting 
total liabilities from total assets; it represents the net worth of 
the business. It articulates how much owners have invested, 
and on the balance sheet is divided by common shares, 
preferred shares, and retained earnings.
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