
When it comes to understanding the �nancial health of a

business, EBITDA is a term you'll often come across. But

what exactly is EBITDA? EBITDA stands for Earnings

Before Interest, Tax, Depreciation, and Amortization.

It's a measure of a company's pro�tability after all the real

operating expenses have been paid.

Think of EBITDA as the pulse of your business's �nancial

performance. It's the money that your business

generates from its core operations, without considering

how it's �nanced or taxed. It's like looking at your

business as a stripped-down engine that's focused on

generating revenue and pro�t.

Start with a rough estimate. To determine your EBITDA,

you can use your tax returns, your yearly cash �ow

statement, or even a simple educated guess. Remember,

EBITDA doesn't include owner expenses, interest, taxes,

or depreciation and amortization. These are all factors

that relate to how you �nance and operate your business,

not how pro�table it is.

In conclusion, EBITDA is a valuable tool for understanding

the pro�tability of your business. It's a measure of the

'cash engine' of your company, providing a clear view of

your operating performance. And remember, it's okay to

start with an estimate. As you become more familiar with 

EBITDA, you're view of your business will more accurately

re�ect the reality of its pro�tability. 
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Think of EBITDA as the pulse of your 

business's financial performance... It's

like looking at your business as a

stripped-down engine that's focused

on generating revenue and pro�t.

Calculating EBITDA

Why EBITDA Matters

EBITDA is important because it gives you a clear picture

of your operating pro�t. It helps you understand how

much cash your business could potentially generate for a

new owner, without the distractions of how the business

was �nanced or taxed.

A Simple Thought Experiment

Here's a simple way to think about it: Imagine you're

buying a car. You're interested in how well the car runs,

not how the previous owner paid for it or their history of

car maintenance. In the same way, EBITDA shows

potential buyers or investors the 'engine' of your business,

without the in�uence of past �nancial decisions
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