
Know your Numbers: Glossary of Terms 
 
Accountant 
An accountant is a person who reports on the financial performance of a business. 
Accountants work with the financial data provided to them, building upon the work done by 
bookkeepers to produce financial statements and reports. 
 
Small businesses hire accountants to support them at the end of the year with filing limited 
company accounts to Companies House and corporation tax returns to HMRC.  
 
Accountants should be properly qualified with an accounting body; some of the best well 
known are the Association of Chartered Certified Accountants (ACCA), the Chartered 
Institute of Management Accountants (CIMA) and the Institute of Certified Accountants in 
England and Wales (ICAEW).  
 
Accounts Payable 
This is the money your business owes to its suppliers. Accounts payable is sometimes 
known as trade creditors. 
 
Accounts Receivable 
This is the money that is owed to your business by your customers. Accounts receivable is 
sometimes known as trade debtors.  
 
Accrual 
A cost that relates to the current period but for which you haven’t yet received the invoice. 
Adjustments for accruals are usually made as part of the year end processes for businesses 
accounting under the accruals concept. Accruals are not relevant for sole traders using the 
cash basis. 
 
Accruals basis 
Most businesses do their accounting using the accruals basis. This is the traditional way of 
accounting. It means that transactions are recorded in the business’s accounts based on the 
date the transaction took place rather than the date cash moved in or out of the bank 
account. It’s important for giving an accurate picture of the true income and costs of a 
business over a financial period. Limited companies must report using the accruals concept; 
sole traders with a small turnover may use the cash basis if they prefer.  
 
Actuals 
Your actual financial figures, what really happened. Actuals can be compared to budgets to 
calculate variances.  
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Aged Payables report 
A report which shows balances due to suppliers. It’s usually set out as a table with a list of 
suppliers down the side with periods along the top indicating the amount due to each 
supplier and the time frame it’s due within.  
 
Aged Receivables report 
A report which shows balances due from customers. Similarly to the Aged Payables report, 
it’s set out as a table with a list of customers down the side with periods along the top. It will 
indicate amounts which are not yet due, usually listed as “current”, and then amounts which 
are 0-30 days overdue, 30-60 days overdue, 60-90 days overdue and then amounts 90+ 
days overdue.  
 
Asset 
An asset is an item owned by the business for use within the business (such as a machine), 
or something which can be easily turned into cash (such as stock or accounts receivable). 
Assets appear on the balance sheet of a business.  
 
Balance Sheet 
A business’s balance sheet is a financial statement which shows what the business owes, 
what it owns, and how it has been funded at a set point in time. A balance sheet is called a 
Balance Sheet because it’s driven by a formula which needs to balance:  

Assets - Liabilities = Equity 
 
If the values don’t balance, then a mistake has been made somewhere in the accounts. The 
balance sheet can be used to calculate a number of KPIs to measure how a business’s 
financial health is changing over time.  
 
Bookkeeper 
A bookkeeper is a person employed to record a business’s financial transactions in the 
business’s accounting system. The bookkeeper will usually be responsible for recording the 
sales, purchases, and payroll. They will make sure transactions from the bank account are 
properly recorded and can submit VAT returns where required. A bookkeeper should have a 
qualification from a bookkeeping body, such as the Institute of Certified Bookkeepers, but 
will not usually be an accountant.  
 
Budget 
A budget sets out how much income and expenditure you expect your business to earn in 
the coming months and years and therefore how much profit will be made. A budget is 
usually built for the 12 months ahead but could be built for any period. You can track your 
actual performance against your budget each month to see where you’re over or 
underspending so you can change course if necessary.  
 
Cash basis 
Sole traders below the VAT threshold are able to keep their accounting records using the 
cash basis if they wish to. This means that transactions are recorded at the date the cash 
goes through the bank account, rather than using invoice dates. This makes bookkeeping 
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more straightforward for very small businesses, but it’s not applicable to larger sole traders 
or Limited Companies as they must use the accruals basis.  
 
Cash flow forecast 
A cash flow forecast is a useful way of seeing how much money you’ll have in the bank at a 
point in the future. It can be built using a spreadsheet or specialist software and relies upon 
an existing estimation of what your income and expenditure will be in coming months. This 
information can be taken from your budget if you have one.  
 
Cost of sales 
This is the cost of expenditure directly linked to producing the goods or services that you 
sell. It includes costs of the product(s) you sell, manufacturing costs, and costs of hiring 
people to deliver your services. It does not include overheads.  
 
Creditor 
A creditor is somebody to whom you owe money. It includes trade creditors—your 
suppliers—and others you owe money to such as the bank if you have a loan or overdraft, 
and potentially HMRC if you owe taxes.  
 
Current assets 
These are assets of the business which will change in value or be used up within the space 
of a year. Current assets include cash, accounts receivable and stock. You’ll see the term 
‘Current Assets’ on your balance sheet.  
 
Current liabilities  
These are liabilities which will change in value or be paid off within the next year. Current 
liabilities include accounts payable and short-term debts such as overdrafts.  
 
Debtor 
A debtor is somebody who owes you money. This includes accounts receivable or 
customers but could also include HMRC if, for example, you’d made an overpayment.  
 
Debtor days 
The average number of days it takes your customers to pay you. Debtors days is calcuated 
as Debtors / Average Daily Sales 
 
 
Director’s loan 
When a director takes money out of his limited company without putting it through payroll 
and when it hasn’t been declared as a dividend, this money is a loan from the business to 
the director and is categorised as director’s loan.  
 
Dividend 
This is a distribution of a limited company’s profits to its shareholders.  
 
Drawings 
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When a sole trader takes money out of their business, this is classed as drawings. It is not a 
salary and therefore not an expense of the business, as a sole trader and their business are 
the same legal entity and so the business’s money belongs to them. The opposite of 
drawings, is capital or funds introduced.  
 
Equity 
Equity is the value of the owners’ investment in a business, or the difference between a 
business’s assets and liabilities.  
 
Financial Year 
This is the year for which a business reports it’s activity. Limited companies’ financial years 
are determined by when the company was first registered, although the year end date can 
be changed if necessary. Companies prepare their financial reports and tax returns for the 
business’s financial year. Sole traders may also choose to work to financial year dates of 
their choosing, but are bound to the dates of the UK’s tax year which runs from 6th April until 
5th April.  
 
Fixed Assets 
These are assets—things the business owns—which will be held in the business for a long 
time. Fixed assets include property, machinery and other equipment. Fixed assets appear on 
the balance sheet.  
 
Gross profit 
Gross profit is the profit made on your sales once you have deducted the costs directly 
involved in making those products or services available for sale. If you don’t make a very 
high gross profit or you make a loss, you will struggle to cover your overheads or make a net 
profit.  

Sales - Cost of Sales = Gross Profit 
 
Gross profit margin 
Gross profit margin is gross profit expressed as a percentage of sales. You can monitor your 
gross profit margin against a budgeted figure, against previous periods or against the gross 
profit margin of other products or services you sell.  

Gross Profit / Sales x 100% = Gross Profit Margin 
 
Income statement 
This is another term for the profit and loss report.  
 
Inventory 
This is another term for stock. 
 
Key performance indicator (KPI) 
This is a measure you can calculate and track to understand something about your 
business. 
 
Liability 
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A liability is a debt, person or bill which you need to repay. Liabilities appear on the balance 
sheet.  
 
Liquidity 
Liquidity refers to the health of your cash flow.  
 
Making Tax Digital 
Making Tax Digital (MTD) aims to reduce errors in tax returns filed to HMRC. HMRC want to 
move individuals and businesses from keeping manual records on paper and spreadsheets 
to software and to file returns closer to the end of the tax period. MTD came into force for 
VAT in April 2019.  
 
Net profit 
This is the profit made after deducting all the expenses incurred.  

Sales - Cost of Sales - Overheads = Net Profit 
 
Net profit margin 
This is net profit expressed as a percentage of sales. 

Net Profit / Sales x 100% = Net Profit Margin 
 
Open banking 
Open banking refers to financial technology which allows software to have access to bank 
account information.  
 
Overheads 
These are the costs of running the business which are not directly related to the product or 
service you sell. Generally, you need to pay them just to keep the business running and they 
include costs of rent, power, marketing and your website as well as other administrative 
costs and costs of management staff.  
 
Prepayment 
This is where you pay for a product or service in the period before you consume it. You need 
to identify and account for any prepayments if you use the accruals basis for accounting.  
 
Profit & Loss (P&L) Report 
This report shows you the business’s income, expenditure and profit. It can be run for any 
period to compare sales, costs and profits from month to month and year to year.  
 
Revenue  
Another word for sales or turnover. 
 
Self-assessment tax return 
A declaration made to HMRC every year for anybody with untaxed income such as sole 
traders. A return is completed and the amount of tax due to HMRC is calculated.  
 
Trade Payables 
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This is the specific group of creditors or payables whom the business owes money in respect 
of purchases of goods or stock which would come under the heading of Cost of Sales. Other 
payables for administrative costs and taxes would not fall under this heading.  
 
Trade Receivables 
This is the specific group of debtors or receivables who owe the business money due in 
respect of purchases made from the business.  
 
Share Capital 
When a limited company is set up, a number of shares are usually sold to shareholders in 
exchange for cash, which becomes the equity of the business. Shares appear on the 
balance sheet. 
 
Stock 
Any asset which is held for the purpose of being sold on to customers to make a profit. Stock 
in hand will show on the balance sheet.  
 
Turnover 
This is another word for sales or revenue.  
 
Variance 
In the context of budgeting, this is the difference between budgeted and actual figures. A 
favourable variance occurs when more income is generated than budgeted, or costs are 
lower than budgeted. An adverse variance occurs when less income is generated than 
budgeted, or costs are more than budgeted.  
 
Year end accounts 
A report setting out a business’s financial performance at the end of it’s accounting year. 
Limited companies are required to prepare and file year end accounts with Companies 
House.  
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