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Financial Statement Vocabulary


Income Statement

Accrual Basis:  Financial transactions are recorded when revenue is earned or expenses are incurred.
Cash Basis: Financial transactions are recorded when revenue is received or expenses are paid.
Gross Profit: Net Sales (sales minus returned merchandise, discounts, or other allowances) minus the cost of goods sold.
Operating Expenses: Amounts paid to maintain and/or operate property, such as the cost of utilities, supplies, taxes, depreciation, and insurance.
Capital Expenses:  Purchases that are necessary to run the business, but will be utilized by the business for longer than 1 year.  These expenses are considered fixed assets and are depreciated.
Depreciation: A reduction in the value of fixed assets. The purpose of the bookkeeping charge for depreciation is to write off the original cost of an asset by equitably distributing charges against operation over its entire useful life.
EBITDA: Earnings before Interest Taxes Depreciation and Amortization 

Balance Sheet

Asset: The valuable resources, or properties and property rights, owned by an individual or business enterprise.  On the Balance Sheet total assets must equal total liabilities plus owner’s equity (A = L + OE).
Current Asset: Cash or other items that will normally be turned into cash within one year, and assets that will be used up in the operations of a firm within one year.

Fixed Asset: Assets owned by the business for longer than one year.
Liability: Resources a company owes to an individual or business enterprise.
Current Liability: Amounts owed that will ordinarily be paid off within one year.  Such items include accounts payable, wages payable, taxes payable, the current portion of long-term debt, and interest and dividends payable.
Long-term Liability: Liabilities which will not mature within the next year.
(Owner’s) Equity: The amount of money left over when liabilities are subtracted from assets.  It is the amount that may be considered the owner’s, rather than belonging to the business or to its creditors’.
Debit:  An increase in assets and expenses OR a decrease in liability, owner’s equity, and income. 
Credit: A decrease in assets and expenses OR an increase in liability, owner’s equity, and income.  Debits must equal credits (DR = CR), since for every financial transaction there is both a debit and a credit.
(Net) Working Capital:  Current assets minus current liabilities, which indicates how much cash a business will have within one year to pay short-term obligations or reinvest in the business.  (Net) Working capital cycles through your business in a variety of forms: inventory, receivables, payable, sales, cash, securities, or anything else that will turn into cash within one year.
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