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Understanding The
Concept

Earnings Before Interest,

Taxes, Depreciation, and
Amortization — 7
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EBITDA stands for Earnings Before Interest,
Taxes, Depreciation, and Amortization. It's a

measure used in finance to understand a

company's financial performance without —-—$
considering things like debt, tax obligations, or

the aging and cost of its assets.

Think of EBITDA as a way to see how much money
a company makes from its core operations before

any extra financial stuff is subtracted.
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EBITDA helps people see how a company’s core

business is doing, ighoring things that might make

the numbers look different from company to

company. For example, a company with a lot of

debt will have high interest expenses, which can

make its profits look lower than a company with —__ﬁ
no debt. By focusing on EBITDA, we can compare
companies more evenly, just based on their actual

business operations.
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The formula for EBITDA is straightforward:

EBITDA = Net Income + Interest + Taxes + Depreciation + Amortization
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e Shows Operational Efficiency: EBITDA gives a clearer
picture of how well a company runs its core business.

e Easier Comparison: It’s often used to compare
companies within the same industry because it
removes factors like debt, tax structures, and asset
values, which can vary widely.

e Investment Decisions: Investors and analysts use
EBITDA to assess a company’s ability to generate
cash flow, which is important for paying debts and
funding future growth.

By focusing on EBITDA, investors can focus on how
well a business performs in its core operations,
ignoring extra factors that might vary between

companies. °



