
Accounts payable

The amounts owed by a business 

to its suppliers or vendors 

for goods and services 

purchased on credit
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Accounts Receivable
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The amounts 
owed to an 

entity 

from its 
customers 

for goods and 
services 

provided on 
credit



Accrued Liabilities
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The amounts 
owed by an entity 

That relate to the 
current period 

•To its suppliers or

•Employees

•but for which it 
has not yet been 
invoiced.



Accumulated Depreciation 

The total amount of depreciation taken on a capital 
asset to date over its life time.

The net of the original cost and the accumulated 
depreciation is known as the net book value of the 
capital asset.
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Bad Debts 
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The estimated 
amount of 
credit sales 

that have 
become 

questionable 

as to 
collectability 

in the current 
period.



Balance Sheet

One of the three major financial statements of a 
business

The balance sheet displays everything of a 
measurable financial value that owned and owed by 
the company
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Book Value 
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The value of 

recorded on the balance sheet of a 
business. 

Book value may differ [ sometimes 
substantially ] from replacement 

cost or market value. 

• assets , 

• liabilities and 

• equity 



Capital Assets

8



Cash flow 
statement 

9

Also known as the statement of changes in 
financial position  

One of the three major financial statements 
of a business.

The cash flow statement –in its most  general 
terms---shows why there is an increase or 

decrease in cash during the year 

These increases and decreases are 
summarized into 

• Operating activities

• Financing  activitires

• Investing activities



Cost of goods sold

The purchase or manufacturing costs 
of the goods that were sold during a 

particular period. 

The costs related to the goods not yet 
sold are accounted for in closing 
inventory on the balance sheet. 
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Creditors

A person or other 
business that has loaned 

money or extended 
credit to a company 
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Current Assets

A category of assets on the balance sheet 

That represents cash and assets 

that are expected to be converted into cash 

within one year
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Current Liabilities

A category of liabilities on the balance sheet 

that represents financial obligations 

that are expected to be settled 

within one year
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Debt 

The amounts owed by a 
business to outside persons or 

businesses.

It is sometimes more narrowly 
defined as to exclude accounts 
payable and include only loans 
that have fixed interest rates 

and repayable schedules  
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Drawing Power—How it is calculated ?

• Stock                             2000

• Plus Debtors                5000

• Gross Total                   7000

• Less Creditors              3000

• Net Total                       4000

• Less Margin 25%         1000 [ contribution--25% ]

• Drawing Power            3000      

Example
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Financial 
statements

The main summary 
financial reports 

produced by a business’s 
accounting and book 

keeping system.

• Balance sheet

• Income statement 

• Cash flow statement 

The three major financial 
statements are
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Fixed Assets
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The tangible operating assets of a business. 

These assets generally provide the business with 
operating capacity as opposed to being held for resale.

They have a relatively long life. 



Gross Working 
Capital 

Gross working capital is a measure of a 
company's total financial resources. 

Gross working capital is calculated by totalling a 
company's current assets such as 

Liabilities are not taken into account when 
determining a company's gross working capital, 

and in this regard, gross working capital only 
offers a limited picture of a company's financial 

standing.

•cash, 

•short-term investments, 

•accounts receivable, 

• inventory, and 

•marketable securities. 
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Gross Margin

Represents 
revenues 
minus the 

cost of goods 
sold in the 

period
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Inventory

Goods held for resale that remain unsold at the end of an operating period.

In a manufactur-ing environment, inventory includes

• Raw materials

• Goods in the process of being made

• Finished goods

In certain services industries, inventory include

• Time spent on customer activities but not yet billed out 

21



Usually, long term 
investments in other 

companies, 

As opposed to the 
short term re-

investment of excess 
operating funds

Investments
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Liability

Something that is owed by the 
business to outside parties.

Liabilities can be current or long 
term, depending on when the 

obligation is to be settled. 
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Liquidity

The ability of an asset to 
convert into cash, or its 
ability to be easily sold.
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Long Term 
Liability

An obligation that is not expected to be settled 
within one year

The current portion of these liabilities [ i.e. 
present value of payments due within one year ] 

is shown in the current liability section of the 
balance sheet 
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Net Book Value

The difference between the original cost of 
a capital asset 

and 

its accumulated depreciation
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Net Income---Net Loss

Net Income

The income left in an accounting period after all expenses have been deducted 
from revenues.

The term net income is used only if the revenues exceed the expenses.

Net Loss

The deficit for an accounting period that occurs when the expenses for that period 
exceed the revenues. 
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Net Working Capital
Net working capital provides a 

much more thorough, 
comprehensive picture of a 
company's financial health. 

Net working capital is calculated 
by taking a company's total 

current assets and subtracting 
any current liabilities. 

• accounts payable, 

• short-term debt, taxes, and employee salaries. 
Current liabilities include 
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Operating Cycle

The period of time it takes for a business to complete a full round of its operating 
activity.

It is the time it takes to convert 

cash back into cash 

which includes 

buying inventory , selling inventory, and collecting the receivables. 
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Prepaid expenses

Expenses that have 
been paid in the current 
period but which relate 

to future periods.

Prepaid expenses 
appear as current asset 
on the balance sheet.  
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