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Net profit refers to your net income
or net earnings. And, because it’s
usually found on the last line of a
company’s income statement, it’s
often also called the bottom line.
Net profit is one of the closest
followed numbers when it comes to
business. Understanding your net
profit is an essential part of business
finances.

Business expenses are any cost that
is “ordinary and necessary” to run
your business. These expenses are
the costs your company incurs each
month in order to operate, and
include things like rent, utilities, legal
costs, employee salaries, contractor
pay, and marketing and advertising
costs.
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Assets are classified as anything of
value or a resource of value that can
be converted into cash.
Mainly, items or inventory that you
and your business own to its name.
We can have personal assets such
as cash, properties, investments or
mutual funds.

Operating assets are required for
your business to complete its day-today operations. In other words, these
are things that a company uses to
produce its products or services.
Operating assets as items such as
bank balances, inventory, cash, and
operating machinery.

Your business will have costs
required to operate your business
and costs that are not essential to
running your business.
Non-operating assets are things
such as branding, trademarks and
patents.

Tangible assets refers to anything
you can see and touch. These can
be both current and fixed assets.
Cash, land, machinery, products,
and furniture are all examples of
tangible assets.

Operating assets are required for
your business to complete its day-today operations. In other words, these
are things that a company uses to
produce its products or services.
Operating assets as items such as
bank balances, inventory, cash, and
operating machinery.

Fixed assets are the opposite of
current assets. These are long term
things that are no easily converted
into cash. These items can require a
complex procedure and a large
amount of time before you could
acquire the cash equivalent.
Examples of fixed assets are things
like land, real estate, equipment,
machinery and furniture.

Current Assets, or liquid assets,
means anything in your business
that can be converted to cash. That
would include stocks, inventory,
short-term investments, bank
balances and any prepaid expenses.

When you own a business, your
company becomes responsible for
liabilities. These can include debts
and financial obligations.

This type of liability refers to
immediate debts that must be repaid
within one year. For example, money
owed to suppliers or vendors would
be a current liability.
It's important to ensure you have a
good process for keeping track of
your current liabilities, so you don't
fall behind on any payments.

This can also be referred to as longterm liabilities. These are things that
would be considered debts or
obligations that your company must
repay but over a longer period of
time. Non-current liabilities include
business loans, deferred tax
liabilities, mortgages and leases.

Cash flow refers to the overall movement
of funds through your business each
month, including income and expenses.
For instance, cash flows into your
business from clients and customers
who purchase your goods or services
directly, or through the collection of
debts in the form of accounts receivable.
On the other hand, cash flows out of
your business to pay expenses like rent,
utilities, taxes, and accounts payable.

Businesses track general cash flow
in a cash flow statement to
determine long-term solvency, or
their ability to pay their bills. A cash
flow statement shows the money that
entered and exited a business during
a specific period of time and helps
determine whether a company is
solvent or insolvent — meaning
whether it can pay its bills or not.

As a business owner, it's essential
we understand how to read and
analyze our income statements. An
income statement outlines your
businesses profits and losses.

A business must regularly generate
more revenue from the sale of its
product or service than it costs to make
that product or service. Say it costs a
company $2 to make a T-shirt, but that
company sells the T-shirt for $10. In this
case, the company’s profit is $8. On the
other hand, a loss is money that a
company, well, loses. For instance, if a
T-shirt is stolen or destroyed and can no
longer be sold, it would be counted as a
loss.

This document subtracts your
company’s total liabilities from its
total assets in order to arrive at your
company’s net worth.

Accounts receivable or A/R is an
amount owing to a business. The
business will notify clients via an
invoice of the amount of money
owed.

