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Finance 10. Financial Glossary of Terms

	Accounting period
	The period of time (usually a month or a year) for which a set of accounts are produced showing the trading results for that period and the changes in the balance sheet values for the business.

	Balance sheet
	A statement at a particular point of time showing the assets of the business less its liabilities which net asset figure represents the shareholders funds in the business at that time.

	Breakeven point
	A calculation of the time when it is expected that the gross profit of a business will equal its overhead costs.

	Capital Gearing Ratio
	The total borrowings of the business expressed as a percentage of the capital employed in the business.

	Cash flow
	The movement of cash in and out of the business. 

	Contribution
	Another word for Gross profit in the sense of the amount contributed by the trading account towards the overheads of the business.

	Cost of sales
	The direct costs of producing the goods or delivering the service supplied by the business to its customers. 

	Credit terms
	The period of time allowed to the business by its suppliers or by the business to its customers before they are expected to pay invoices. 

	Depreciation
	An amount charged to profit and loss account in relation to fixed assets to allocate a fair charge to each accounting period for the cost of that asset relevant to that accounting period based on writing down to zero the cost of that asset over the period of its anticipated useful life. 

	Direct costs
	The costs relating to the production or distribution of the goods or services sold by the business

	Factoring
	Providing to a business for a fee, an advance of funds, secured on the trade debts of the business, until those debts are paid by the customers of the business.

	Fixed assets
	Assets used in the business which have an anticipated life longer than one accounting period and which are therefore depreciated over their anticipated useful life. 

	Fixed costs
	Normally overhead costs (eg. Rent) which are of a set regular amount and which do not vary in proportion to the volume of sales income. 

	Gross Profit
	The sales income of the business less the cost of sales. 

	Liquid Capital Ratio
	The Debtors plus Cash (ie. Net Current Assets less Stock) divided by the Current Liabilities

	Management accounts
	Accounts prepared (usually on a monthly basis) for the benefit of the managers of the business rather than waiting for information from the annual accounts to be prepared after the year end of the business.

	Net Operating Return
	The profit for a period calculated as a percentage of the capital employed (the net assets in the balance sheet) in the business at the start of that period

	Overhead costs
	The general costs of operating the business and which are unlikely to vary in proportion to the volume of sales income

	Over-trading
	When a business requires increasing amounts of working capital despite increasing sales income. This can be the result of credit terms to customers being more generous than credit terms given to the business by suppliers.

	Profit and loss account
	The account showing the gross Profit less the overhead costs of the business which provides the calculation of the Net Profit of the business. 

	Sensitivity analysis
	Calculations to show the effect on the financial results of the business of certain changes in assumptions for the financial plan.

	Trade creditors
	The total amount owed by the business at any point in time to its suppliers where the amounts have been invoiced but not yet paid.

	Trade debtors
	The total amount owed to the business at any point in time by its customers where the amounts have been invoiced but not yet paid.

	Trading account  
	The first part of the Trading and Profit and Loss Account showing the calculation of Gross Profit or Contribution from the trading activity of the business. 

	Variable costs
	Those costs in the business which vary in proportion to the volume of sales.  

	Working capital
	Is represented by the balance sheet figures of Current Assets less Current Liabilities.

	Working Capital Ratio
	The Current Assets divided by the Current Liabilities. 
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