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Accounts payable: Money that a business owes to suppliers for products and services purchased on credit.

Accruals: A term used in accounts to describe income that is due, or costs that are incurred, during an accounting period but not received or paid during that accounting period.

Added value: This is the value of improvement made to goods or services at any particular stage in their production.

Amortisation: An annual charge made in a business' profit and loss account to reduce the value of an intangible asset as shown in the business balance sheet.

Annual Percentage Rate (APR): Where interest on loans is expressed as something other than a yearly rate (1.5% per month, for example), APR is the equivalent rate over a year.

Assets: A business' goods, resources and property that have a monetary value.

Bad debts: Debts owed to a business that are unlikely to be repaid and should be written off.

Balance sheet: A statement providing a snapshot of everything a business owes and owns at a particular moment in time.

Bookkeeping: Recording the financial transactions of a business in its books and keeping those accounts in order, either for internal management purposes or an external inspection.

Book value: Value of an asset as shown in the accounting records. Book value usually means original value less accumulated depreciation, though in the case of premises it may mean the latest valuation.

Break-even point: Point at which income from sales exactly equals the total costs for the business.

Business angel: A private equity investor, usually with a business background, who is able to make a small-scale equity investment in a young business to help it grow. Business angels sometimes also supply hands-on expertise to help with the running of the business.

Business plan: A document detailing the future direction of a business, setting out its objectives and how they are to be achieved.

Capital: Money brought into a business by way of share capital and loan capital, as well as retained earnings.

Capital Gains Tax: A tax payable by individuals based on the chargeable gains made from selling or disposing of assets. This is likely to be an important consideration when selling shares or a business.

Cash: Money in hand or in a bank account.

Cash flow: The money coming into and going out of a business in a given period. Cash flow may be positive (if more comes in than goes out) or negative.

Cash flow forecast: A projection of what a business expects its cash income and cash payments to be over a given period of time in the future. Business plans should include a cash flow forecast to indicate how much working capital they will need to be made available if negative cash flow is expected at any stage.

Corporation tax: The tax on a company's trading profits, charged as a percentage of the profits made during its accounting period.

Cost of sales (also known as direct costs): The cost to a business of producing goods. In the case of a retail or distribution business, cost of sales is the cost of purchasing goods prior to their resale.

Credit: In banking terms, credit is either a receipt that is paid into a bank account or a facility that allows a business to borrow money. In bookkeeping terms, a credit is an accounting entry, which results in an increase in the business' liabilities or a decrease in its assets.

Creditors: People or businesses who are owed money. Suppliers who are owed money are described as 'trade creditors' to differentiate them from other creditors, such as banks. They are usually shown separately on the balance sheet.

Current assets: Assets in a cash or near cash state, such as stock and money owed by debtors.

Current liabilities: Debts owed by a business that have to be paid back in less than 12 months.

Debit: In banking terms, debit is a payment made from a bank account. In bookkeeping terms a debit is an accounting entry, which results in an increase in a business' assets or a decrease in its liabilities.

Debtors: Businesses or individuals who owe a business money, usually resulting from the purchase of goods or services.

Depreciation: The charge in a business' accounts that reflects the reduction in value of a tangible asset over time, as its useable life is exhausted (see Amortisation). Depreciation is charged before calculation of profit, on the grounds that the use of capital assets is one of the costs of being in business and one of the contributors to profit.

Direct costs: Sometimes known as cost of sales, these are the costs that can be directly attributed to the production of a particular product or service (for example, raw materials and direct labour).

Dividend: Payment made from net profits to the shareholders of a company.

Drawings: Money that self-employed people withdraw from their businesses to cover their monthly living costs. Drawings are regarded as an advance against the profits of a business, not as a business expense. This is unlike a salary paid to an employee, which is allowable as a company expense (although the salary attracts tax and National Insurance (NI) under the Pay as you Earn (PAYE) scheme).

Equity: The capital that shareholders own in a company.

Expenses: General term that can mean all the costs of a business, but is normally used to signify overhead expenses (as opposed to direct costs).

Financial year: The 12-month period that a business chooses for its accounting year.

Fixed assets: Assets with a life of longer than one year (such as buildings and machinery).

Fixed costs: Costs that are fixed for a business for a reasonable length of time, and not dependent on the number of units produced (such as rent, rates and salaries).

Goodwill: The value of a business to a purchaser over and above its net asset value. It reflects the value of intangible assets like reputation, brand name, good customer relations, high employee morale and other factors that improve the firm's performance.

Gross profit: The difference between turnover and the cost of making a product or providing a service, before taking into account overheads, indirect salaries and interest payments.

Gross profit margin: Gross profit divided by sales, usually expressed as a percentage.

Income tax: Tax on an individual's income.

Indirect costs: Business costs that cannot be attributed directly to the production of a particular product or service (such as bank charges or rent).

Intangible assets: Assets that are non-physical in form. Examples include patents, goodwill, trade marks and copyrights.

Inventory: Stock items or a list detailing them. In accounting, inventory is the sum of raw materials, components, work in progress and finished goods still not sold.

Invoice: A bill issued for products or services provided to a customer.

Lease: A contract in which the legal owner of property or another asset agrees to allow another person to use that property or asset in return for a regular specified payment (known as rent) over a set term. In addition to buildings, items such as cars and computers are often leased in order to avoid capital costs in the running of a business.

Liabilities: Combined debts owed by a business, whether short or long-term.

Liquid assets: Cash or items such as debtors and finished stock that can readily be converted into cash.

Loss: Where expenditure exceeds income in a given period.

Management accounts: Detailed financial accounts normally prepared monthly for internal use by a business.

Mark-up: The profit margin on goods or services, expressed as a percentage of the product's cost.

National Insurance (NI): NI is a contribution towards state benefits, such as pensions, unemployment and incapacity benefits. Contributions are paid by everyone who works, whether as an employee or on a self-employed basis, and by all employers.

Negative cash flow: Where more money is going out of a business than is coming in.

Net  profit: The gross profit of a business minus all expenses. In business accounts, the word 'net' is often dropped, so that you simply have 'Profit before tax' and 'Profit after tax'.

Net worth: Total assets less total liabilities.

Operating profit: Actual profit made by a business after the deduction of all expenses except interest. For self-employed people, drawings are not regarded as an expense; however, salaries and wages for company directors and staff are allowable as expenses.

Overheads: All operating costs that are not directly linked to a product and which, generally speaking, are fixed costs (such as rent, utilities and insurance).

PAYE (Pay As You Earn): Income tax on salaries and wages. All employers are required to deduct income tax from employees' pay. The system uses tax codes to adjust the level of deductions from each employee's wages.

Payroll: The financial record of employees' salaries, wages, bonuses, net pay and deductions.

Personal expenses: Expenses incurred by an individual while on business, and normally reclaimable as business expenses.

Petty cash: A small amount of cash kept on hand by a business for incidental expenses.

Profit: Level by which income exceeds expenditure in a given period.

Profit and loss account: A set of accounts, usually prepared annually or monthly, which show a business' trading performance. This is normally read in conjunction with the balance sheet and cash flow statement.



Profit margin: Ratio of profit to sales; calculated using either gross profit (gross profit margin) or profit before interest or tax (net profit margin). Often expressed as a percentage (100 x profit divided by sales), it shows how profitable a business is.

Return on investment: Amount of money generated by a capital investment in a given period of time expressed as a percentage of the total amount invested.

Revenue: Income generated by a business for a specific period.

Salary: The gross amount of money paid to an employee in return for their labour. It is usually paid monthly (unlike wages, which are usually paid weekly) and expressed as an annual sum. It is subject to PAYE and NI deductions by the employer, and the employer is also liable for additional NI contributions based on the employee's salary.

Sales ledger: Record of every invoice issued, the amount of cash received and the amount owed to a business by its customers.

Self-assessment for tax: The responsibility that individuals have for completing their own tax return (online or on paper) and reporting the details annually to HMRC.

Start-up costs: Costs specifically associated with setting up in business.

Tangible assets: Assets owned by a business that have a physical existence, for example stock and machinery.

Turnover: Total sales income. Net turnover is calculated by total sales income less returns. VAT is not included in turnover figures.

Value Added Tax (VAT): VAT is a tax on consumer expenditure, and is collected on business transactions. The VAT that businesses pay to HMRC is equal to their output tax minus their input tax.

Variable costs: Costs that vary with production levels (for example, direct costs such as raw materials). In some businesses, however, costs such as power consumption may also vary substantially depending on output; these would then be regarded as variable.

VAT registration: A business whose annual turnover exceeds a certain threshold (currently
£85k) must register with HMRC to become a VAT vendor. Businesses with a lower turnover than the threshold can still register voluntarily.

Wages: Regular money payments to an employee in return for their labour. They are usually paid weekly and based on an hourly wage rate. Wages are subject to PAYE and NI deductions.

Working capital: The difference between current assets and current liabilities. This capital is used to run the business.
