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Understanding Important Key Business Terms

rlmportant Notice

i The contents of this document are limited and available as a complimentary resource.

As a Premium Customer of SA BIZ ONLINE, you qualify for exclusive access to:
I Comprehensive Business Training Modules
: Live Online Classes with Industry Experts
: Expert tips on financial management, marketing strategies, digital tools etc

: 4| And so much more — all at no extra cost!

i We provide you with access to the tools that your business needs to grow. Register your

| business with SA BIZ ONLINE today and start enjoying Premium Benefits that will
transform the way you do business. Your success story begins here!

Introduction

As a business owner, understanding basic financial and operational terms is essential
for managing and growing your business. These terms provide the foundation for making
informed decisions, whether you're planning for the future, seeking funding, or
assessing your business's performance. Knowing these terms allows you to track your
financial health, evaluate risks, and communicate effectively with stakeholders like
banks, investors, and suppliers.

For example, understanding cash flow helps you ensure you have enough money to
cover daily operations, while terms like gross profit and net profit show whether your
business is truly profitable. Key financial ratios, such as the current ratio and solvency
ratio, help assess your business's stability. Familiarising yourself with these concepts
empowers you to take control of your business and avoid common pitfalls.

This training module is designed to make these terms easy to understand and apply in
your daily operations. Let's dive in and explore these concepts one by one.
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1. Assets

Definition:
Assets are things your business owns that have value. Examples include cash,
inventory, equipment, and property.

Why It Matters:
Assets are the resources your business uses to operate and generate income. Keeping
track of them helps you understand your business's value and capacity to grow.

2. Liabilities

Definition:
Liabilities are debts or obligations your business owes, such as loans, bills, or salaries.

Why It Matters:
Knowing your liabilities ensures you can meet your financial commitments on time and
avoid penalties or damaged relationships.

3. Equity (Net Capital)

Definition:
Equity is the value of your business after you subtract liabilities from assets. It
represents what belongs to the owners of the business.

Why It Matters:
Equity shows the true financial worth of your business. It's a key figure investors and
lenders look at when assessing your business.

4. Gross Profit

Definition:
Gross profit is the money you make from sales after covering the cost of goods or
services sold.
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Why It Matters:
It helps you evaluate how efficiently you're producing and selling your products or
services.

5. Net Profit

Definition:
Net profit is the money left after all expenses (including taxes) are deducted from
revenue.

Why It Matters:
Net profit indicates whether your business is truly profitable. It's a critical measure of
overall success.

6. Receivables

Definition:
Receivables are money owed to your business by customers for goods or services
delivered but not yet paid for.

Why It Matters:
Efficiently managing receivables ensures steady cash flow and reduces the risk of bad
debts.

7. Credit Rating

Definition:
A credit rating shows how well you manage debt. A good rating helps you secure loans
and credit at better terms.

Why It Matters:
Maintaining a good credit rating makes it easier to access funding when your business
needs it.
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8. Cash Flow

Definition:
Cash flow is the movement of money into and out of your business. Positive cash flow
means more money is coming in than going out.

Why It Matters:
Healthy cash flow ensures your business can meet daily expenses and invest in growth.

9. Return on Assets (ROA)

Definition:
ROA measures how effectively your business uses its assets to generate income.

Why It Matters:
A high ROA indicates efficient use of resources, which leads to better profitability.

10. Return on Equity (ROE)

Definition:
ROE measures how much profit your business generates for every rand invested by the
owners.

Why It Matters:
It shows the return on investment for business owners and helps evaluate financial
performance.

11. Turnover Tax

Definition:
A simplified tax system for small businesses with annual income under R1 million. It
replaces income tax, VAT, and other taxes with a single lower rate.

Why It Matters:
Turnover tax reduces the administrative burden for small businesses, making
compliance simpler.
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12. VAT (Value Added Tax)

Definition:
VAT is a tax added to the sale of goods and services. Businesses earning over a certain
threshold must register for VAT.

Why It Matters:
Understanding VAT ensures your business complies with tax laws and avoids penalties.

13. Fixed Costs

Definition:
Fixed costs stay the same regardless of how much you sell (e.g., rent, salaries).

Why It Matters:
Knowing your fixed costs helps you set sales targets and price your products correctly.

14. Variable Costs

Definition:
Variable costs change depending on how much you produce or sell (e.g., raw materials,
commissions).

Why It Matters:
Managing variable costs ensures profitability as sales and production scale up.

15. Overdraft

Definition:
An overdraft is a loan facility that lets you spend more than the balance in your bank
account, up to a limit.

Why It Matters:
Overdrafts provide short-term cash flow support during financial gaps.
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16. Solvency Ratio

Definition:
The solvency ratio shows whether your business can meet its long-term debts.

Why It Matters:
It helps assess your business's financial health and ability to sustain operations.

17. Liquidity Ratios

Definition:

Liquidity ratios measure whether your business has enough short-term assets to pay its
short-term debts.

Why It Matters:
These ratios ensure you can handle immediate financial obligations and avoid cash
shortages.

18. Efficiency Ratios

Definition:
Efficiency ratios measure how well your business uses its assets to generate sales and
profits.

Why It Matters:
These ratios highlight areas where you can improve operations and reduce waste.

19. Financial Statements

Definition:
Reports that show your business’s financial performance, including the balance sheet,
income statement, and cash flow statement.

Why It Matters:
Financial statements are essential for decision-making, securing funding, and meeting
legal requirements.
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20. Current Ratio

Definition:
A liquidity ratio that measures your ability to pay off short-term debts with your current
assets.

Why It Matters:
A healthy current ratio ensures your business can meet its immediate financial needs.

Conclusion

Understanding these terms equips you to manage your business effectively. By
mastering these concepts, you'll be better prepared to make smart decisions, attract
funding, and drive growth. Use this guide as a reference whenever you're analysing your
business's performance or planning for the future.

Disclaimer: This training module provides general information only and does not
constitute professional advice.




