ALPHABETICAL FINANCIAL GLOSSARY
Here you’ll find nearly all the words & terms used in the finance sector

Instructions

Either scroll down alphabetically or, if you know what you’re looking for key ‘Ctrl F’ and type in the word or phrase
Accumulation Unit
Type of unit in a unit trust where the income is reinvested automatically, thereby increasing the price of the unit.

Active Management
An active fund manager is one who tries to outperform stock market indices by skilfully selecting winning stocks.

Additional Voluntary Contributions (AVC's)
AVC’s are a top-up payments made by people into their pension schemes to boost their eventual retirement income.

There are two types of AVC.

1. Additional voluntary contributions (AVC’s). This type of top-up policy is run by employers, and contributions are normally taken from the employees pay.

2. Free-Standing AVC (FSAVC). A top-up pension policy that is taken out with an investment firm, and is separate to an employer's pension scheme.

AVC’s tend to be cheaper to make because the administration cost are lower as the employee will already be in the pension scheme. An FSAVC may be slightly more expensive due to an another company making the investment to make your money grow.

Advisory Stockbroker
A broker who gives personalised advice on what shares or other investments to buy.

Annual Management Charge (AMC)
This is a charge paid to a company for managing your investments. (This could be a fund manager, stockbroker or financial adviser).The Annual management charge can vary from 0.5 per cent to around 1.5 per cent, and is dependent upon the type of investment and the degree of advice received.

Alternative Investment Market (AIM)
Aim is designed as a separate market for the shares of smaller growing companies that are not yet ready for a full listing on the London Stock Exchange. It allows them access to investment capital without the cost and regulatory burdens of a full listing on the main market. 
Amortisation
Amortisation is (1) the gradual writing-off in value of an asset over time - allowance for depreciation, (2) Repayment of a loan by instalments.

Annual General Meeting (AGM)
This is the annual shareholder meeting. All companies apart from the very small are required to have an annual general meeting by law. The background to the company's annual accounts are normally covered in the AGM as well voting for new directors.

Annual Percentage Rate (APR)
The APR is the interest rate figure that indicates the total cost of borrowing, including any charges. When you borrow money, every lender is required by law to quote this rate. The APR is the best way of comparing like with like. It was introduced as part of the Consumer Credit Act of 1974 and is mostly used for credit cards, personal loans and mortgages.

Annual report and accounts
All companies that trade on the London Stock Exchange have to provide shareholders with an annual report and accounts. The annual report and accounts show all the financial facts and figures for the year, including profits and losses, and the directors' salaries and pay increases.

Annuity
An annuity is essentially a regular income for life and is usually purchased with your pension fund when you retire. The rate of income you receive from the annuity will depend on your age and the amount of capital you invest. For example, if you are 65 years old, you will receive less as opposed to 75 years old because you are expected to have a longer life than a 75 year old. It is best to shop around rather than just accept the annuity quote given to you by your pension fund provider because there are several different options available.

Annuity Share
This is essentially another term for an income share within a split capital investment trust. It is not usually worth much at the end of the trust term because the capital value is distributed as income to the investor.

Approved Investment Trust Company
This is an investment trust company that doesn't have to pay capital gains tax on profits, that it makes from the sale of investments within its portfolio.

Arbitrage
This is the process of buying securities at a low price in one market and simultaneously selling them in another market at a higher price to make a profit.

In share trading, Investors called risk arbitrageurs attempt to make profits from an expected rise in the price of a takeover target's shares and a drop in the price of the bidding company's shares. These traders simultaneously buy stock in the target company while selling those of the bidding company. They will also invest in the target company if they think, the bidder will 
Ask price
The lowest price at which an investment can be sold at a given moment.

Association of Investment Trust Companies (AITC)
The AITC is the main trade body representing over 300 investment trusts. The industry has often laboured in the shadow of unit trusts, even though investment trusts are generally cheaper and can offer better returns over the long term.

Association of Unit Trusts and Investment Funds (AUTIF)
Autif is the main trade association for the retail fund management industry. It promotes investment in mutual funds, such as unit trusts and open-ended investment companies (OEIC’s), including individual savings accounts (ISAs) and personal equity plans (PEP’s). It also lobbies government and liaises with the regulators on behalf of its members, which manage around £255 billion of assets.

B Share
B shares receive shares as a form of income, instead of dividends and are therefore attractive to investors who have to pay a high rate of income tax.

Balance sheet
The balance sheet forms part of a company's annual report and accounts. It is a summary of the company's assets, liabilities and shareholders funds.

Bank base rate
The bank base rate is set by the Bank of England and determines the cost of borrowing money. This base rate is used by commercial banks as a reference point when setting their own base rates. An increase in the base rate will increase the rates for mortgages and loans. However, savers will receive higher interest rates on their savings.

Bargain
Term used for a share transaction.

Basis point
A hundredth of one per cent (0.01 per cent).

Bear market
This is when there is a widespread decline in security prices. Bears believe that share prices will fall. They sell securities which they do not at present own, in the hope that they can buy them at a lower price later once the price has fallen

Beta
This is a measure of market risk. It determines how volatile a share price is (i.e. how much a share tends to rise and fall over a period). The beta measures the distance between the high points and the low points, so the higher a share's beta, the more volatile it is. If you're investing for the long term, volatility doesn't matter much. However, if you're a short-term speculator, a highly volatile share can offer big rewards but also big potential losses if your timing is off.

Bid/Offer spread
The offer price is what you pay if you want to buy an investment and the bid price is what you get when you want to sell. The difference between the offer price and the bid price is known as the spread. The size of the spread depends on the sales, management and marketing costs of the investment, and the amount of profit margin built in by the market maker.

Big Bang
The deregulation of the London Stock Market that took place in October 1986, when the London Stock Exchange went fully electronic.

Blue chip
Large and creditworthy company.

Bond
A bond is a long term debt. This a loan to a company or government in return for a fixed level of income (coupon) and a guaranteed return of the investment at the end of the bond's life (known as 'the maturity date'). There is a range of different bond types available, offering different dates to maturity. The advantage of bonds over shares is that bondholders are ahead of shareholders in receiving payment if the underlying company goes bust. Although the maturity price ( redemption price) and income level is fixed, the market prices of bonds can rise and fall just like shares. Prices of the bond are determined greatly by interest rates and inflation forecasts. For example if inflation is likely to increase, the fixed income will be worth much less as time goes by therefore, the price paid for the bonds in the open market will be less to compensate for this. Overall, the long-term return on bonds is lower than that achieved by shares but, bonds are useful for boosting income in retirement.

Bonus issue
A free issue of extra shares to shareholders by a company. This is often done when the share price has risen so high that they become too expensive to buy for the smaller investors. This is also known as a 'scrip' or 'capitalisation' issue.

Book value
This is an accounting term. The book value of a company is determined by adding up all of the company's assets and then deducting all of its debt and liabilities. The Book value of a company's assets or securities may have little relationship to the market value of the company.

Bridging loan
A short term loan to provide temporary financing until more permanent financing is arranged. It is often used by purchasers of a property who need funds for a limited period of time e.g. until they sell their existing home.

Broker
Short for stockbroker, but can refer to any intermediary selling financial products.

Bull market
Widespread rise in security prices. A 'bull' investor believes that share prices will rise. They buy securities in the hope that they will be able to sell them at a profit later once the price has risen

Buy-back
A company may buy back its own shares in order to reduce the overall number of shares available on the market. This will usually have the effect of increasing the share price.

Buy-out
This is when a company's management team buys all the company's shares and thereby takes complete control of the company. This is called a management buy-out (MBO).There are several variants of a MBO.

· Leverage buyout -These occur where the purchase price is beyond the financial resources of the managers and the bulk of the acquisition is financed by loan capital provided by other investors.

· Employee buyout - Similar to the above but all employees are offered a stake in the new business.

C Shares
A class of share issued by investment trusts that carries an ongoing fee.

Cac 40 index
The main index of the French stock market made up of the 40 largest companies by market capitalisation.

Call option
An option that gives the holder the right to buy shares at a specified price on a specified date in the future. It is an option to buy that doesn't have to be exercised.

Capital
The money that is invested in company.

Capital expenditure
Expenditure on the company's long term asset.

Capital growth
The increase in value of assets and investments.

Capital gains tax (CGT)
Tax paid on the profits or gains made from the sale of fixed assets.

CAT mark
A benchmark against which products can be compared against. CAT is an acronym for 'Charges, Access, Terms' and the mark is a government seal of approval on an individual savings account (ISA) - the replacement for the personal equity plan. Requirements under each of the headings ensure that the product is flexible and of good value.

Charting
Chartists believe that investment opportunities can be spotted by analysing changes in share price trends.

Churning
Term used to describe the excessive trading of a client's account by a broker in order to increase their commissions.

Commission
The charge made by a stockbroker or the fee a financial adviser makes from a company whose products have been sold, generally based on the value of the sale.

Commodities
Term used to describe goods that have been mined, produced or harvested, like gold, coffee beans, etc. These are bought and sold in dedicated commodities markets.

Company Share Option scheme
A scheme offered by companies to employees to encourage better performance. Participants are given the right to buy shares in the company in the future, usually at a discount.

Compound Interest
Interest is earned on the principal amount and the accumulated interest of prior periods.

Contract Note
The confirmation of your share purchase transaction.

Convertible Bonds or Loan Stock
Bonds/loan stock that give the holder the right to convert to shares at a future date. The terms of the conversion are set at the time of issue. The aim is to give investors a regular income whilst also giving them the chance to share in the capital growth of the company at a later date.

Corporate Bond
Bonds issued by a public company paying a stated interest rate.

Corporation Tax
Tax chargeable on the profits of a UK company.

Correction
A reverse movement in the value of shares or securities, usually a sharp downturn in the value.

Coupon
The interest rate on a fixed-interest security.

Crest
The electronic system for settling share transactions, introduced in July 1997 by the London Stock Exchange, under which paper share certificates are no longer needed.

Critical Illness cover
An insurance policy which will pay out a lump sum if you are diagnosed with or suffer from any of the listed life-threatening conditions such as, cancer, heart attack, or stroke.

Cum Dividend
The Latin word for 'with'. If a dividend is just about to be paid on a share then an investor buying a cum dividend share will be entitled to receive the dividend. If the share is ex-dividend, it means the dividend has already been paid out.

DAX 30 Index
The main real-time German share index containing 30 of the biggest companies listed on the Frankfurt Stock Exchange. The DAX is a 'total return' index in that it measures the returns from dividends as well as share price performance.

Day Trading
The trade of buying and selling stocks by individuals known as day traders during a trading day. The aim is to make a profit on the day and not hold stocks at the close of the trading session.

Debenture Stock
A form of loan stock legally defined as the written acknowledgement of a debt incurred by a company, normally containing provisions about the payment of interest and the eventual repayment of capital. They may be secured by a floating charge on the company's assets or they may be tied to specific, named assets. This means that if the company goes into liquidation then debenture holders are more likely to get payment because the company's assets will be sold and the proceeds will be distributed to them first before other stock and share holders.

Deflation
The rate at which the general level of prices for goods and services is decreasing - the opposite of inflation.

Deferred Shares
Shares that do not receive income either for a set period or until share income reaches a certain level.

Dematerialisation
The increase in electronic technology and the introduction of systems, such as, Crest in the Stock Exchange has meant that paper share certificates are no longer needed. Instead ownership of shares can be logged electronically in a Crest account and contract notes, confirmation of share transactions, can be sent electronically.

Demutualisation
The process of changing the legal structure of a company from a mutual form of ownership to a stock form of ownership: recently very common with building societies and insurance companies.

Depositary Receipt
A certificate which gives the holder, ownership of a specified number of shares in a company that have been deposited with a financial institution

Depreciation
Accounting procedure that spreads the cost of an asset over the life time of the asset.

Derivatives
An investment contract, such as futures and options, which involves the right to buy or sell the underlying instrument at an agreed price. The value of a derivative instrument depends on (i.e. derived from) the value of another asset. Derivatives can be used to hedge any sort of risk such as foreign exchange or future. For example a company planning to invest money on deposit in the future can buy a derivative to protect against the risk of interest rates falling, i.e., hedging against the interest rate risk.

Discount rate
Rate used to calculate the present value of future cash flows.

Discounted Rate Mortgage
A mortgage which guarantees that the interest rate charged will be lower than the lender's standard variable rate. The lower rate offered is usually set for a specified period of time and reverts to the standard rate after that period.

Discretionary Management
A broker who has authority to execute all decisions regarding stocks and shares on behalf of his client without getting prior approval.

Distribution
The payment of dividends to shareholders from the company's profits.

Dividend
The distribution of part of the company's profits to the shareholders. Dividends are paid twice a year, the mid-year payment is known as the interim dividend, and the end-of-year payment is called the final dividend.

Dividend Yield
The dividend yield is the return that you are getting for investing in a company. It is calculated by dividing the dividend by the current share price, expressed as a percentage. The gross dividend yield is used in preference to the net dividend yield, so that investors can make a direct comparison with (gross) interest yields from loanstocks and gilts.

Dow Jones Industrial Average
'The Dow' is one of the main USA share indices which monitors the performance of 30 industrial companies traded on the New York Stock Exchange.

Early-Redemption Penalty
A financial penalty that is levied by mortgage lenders for switching to another lender. This is payable on certain types of loans, such as, discount and fixed-interest rate loans upon early redemption or part redemption during the specified early redemption period.

Earnings Per Share (EPS)
The EPS is calculated by dividing the earnings (pre-tax profits) by the number of shares in issue. This is one of the key ratios that is used in the valuation of shares as it expresses the amount of profit a company manages to make per share.

Emerging Markets
The Stock Markets based in developing countries that have a low income per head compared with the developed world. These are attractive markets for speculative investors in the western countries because there is potential for rapid economic growth but at a higher economic and political risk.

Endowment Policy
A policy which combines investment with insurance and runs for a specific period. It builds up a cash value, generally on either a with-profit or with unit-linked basis and is paid out at the end of the policy term or when you die (whichever is the earliest).

Enhanced Scrip Dividend
A dividend that is in the form of shares rather than cash. To encourage shareholders to take the scrip dividend the value of the shares is usually greater than the cash dividend.

Equity capital
Another term for ordinary share capital - the owners of the equity capital are collectively the owners of the company. They are the risk bearing shareholders as they benefit from capital growth if the share price rises but bear the highest risk if the company is wound up, as they will be last to receive payment.

Ethical Investments
Investments that are made in companies that make a positive contribution to the world and are kind to the environment. Most ethical investments are made through a managed investment fund such as a unit trust or pension fund, as it is difficult for an individual investor to judge whether a particular company is ethical or not.

Euro
The Euro is Europe's new unit of currency that was officially launched in January 1999 in eleven countries in the European Union. All of the national notes and coins in the relevant countries will ceased to be legal tender by the end of February 2002, however, banks will continue to accept them until 2004. Britain has not yet signed up to the referendum to adopt the Euro and therefore still keeps the pound.

Eurosterling Bond
A corporate bond issued by a UK company that wants to raise money in the international markets instead of its home market.

Exceptional Items
Items listed in a company's profit and loss account that are associated with the normal activity of the company but are exceptional in their size.

Ex-Dividend
A share sold without the right to the next declared dividend payment.

Execution Only
A type of share dealing service where the customer make his or her own investment decision and the stockbroker just carries out the transaction.

Exercise Price
The specific price paid for shares if an investor exercises a warrant or option to buy.

Exit Charge
Payment that has to be made by an investor selling an investment.

Exposure
The vulnerability that is attached with an investment. There are different types of exposures that an investment may have, such as, currency exposure or economic exposure. For example, currency exposure is the proportion of your share portfolio that is at risk to exchange rate fluctuations.

Extraordinary General Meeting (EGM)
A meeting called either by the Board of Directors or shareholders of a company to discuss special business. This would include matters, such as, a proposed takeover or merger, or a substantial change in the way the business is to be run. (If the meeting is called by shareholders then they must hold at least 10% of the voting rights of the company's shares).

Face Value
The term used to describe value of a bond when it matures, also known as the 'nominal' or 'par' value.

Fee-Based adviser
An independent financial adviser who earns a living by charging a fee for advice rather than earning commission from financial companies for selling their products.

Final Dividend
The final dividend is paid after the annual accounts for the year have been published and after the proposed dividend has been agreed by the shareholders at the annual general meeting.

Final Salary Scheme
The calculation of your pension on retirement is based on a fraction of your pensionable earnings for each year you've been a member of the pension scheme. The most common fraction used is 1/6th and if you had been a member of the scheme from the age of 25 to 65 ,this would give you the maximum pension of 40/60 or 2/3 of your final salary. The fewer years that you are in the scheme means a smaller pension. It is usual for the pension to get regular increases and a provision is usually made for a pension for your spouse if you die first, or if you die before the retirement payment of the one-off payment.

Financial Services Act 1986
The Financial Services Act 1986 has established regulations for firms in the investment service industry, including buying and selling of stocks. It has now been overtaken by the Financial Services and Markets Act 2000 which, amongst other things, has centralised regulatory power in the hands of the Financial Services Authority.

Financial Services Authority (FSA)
The single statutory financial regulator in the UK. In order to do business in the UK most financial service firms must get permission from the FSA.

The FSA regulates banks, building societies, credit unions, insurance and investment firms and independent financial advisers. The FSA is also responsible for Lloyd’s Insurance Market and in 2004 its powers will be extended to cover general insurance advice and mortgage lending. However, the FSA does not cover loans, credit, occupational pension schemes and their administration

Financial Times Stock Exchange 100 Index (FTSE 100)
The FTSE 100 index is a share price index for 100 different shares quoted on the London Stock Exchange, The share are intended to be of a sufficiently broad cross section, so that movements in the index of share prices would be typical of movements in the value of the portfolio of shares of an average investor.

Financial Times Stock Exchange 250 Index (FTSE 250)
The UK stock Market index that measures the performance of the 250 companies below the FTSE 100 companies.

Financial Times Stock Exchange Actuaries All-Share Index (FTSE-A-All-Share)
The 'All Share', measures the performance of over 900 publicly quoted companies and is the broadest based of the UK stock market indices.

Financial Times Stock Exchange Small Cap Index
This is the index for the 'All-Share' market minus the top 350 companies.

Fixed Interest Security
A fixed interest security is an investment which has a return consisting of income in the form of interest payments and either a redemption value of the security when it eventually matures or the market value of the security if the investor sells it before maturity.

Fixed-Rate Mortgage
A mortgage where the rate of interest is fixed for a set period of time. The advantage of this type of mortgage is that the investor can budget accurately. Even if interest rates rise or fall and lenders alter their mortgage rates in line, your monthly payments will stay the same. You usually have to pay a premium on the lender's standard variable rate for such certainty, but many borrowers think it's worth it for the peace of mind it brings. They can also prove to be good value if interest rates rise more sharply than expected. Bear in mind that if you switch lenders before the fixed-rate period is up, you'll have to pay a redemption penalty.

Flexible Mortgage
A new type of mortgage that is becoming more popular, especially among the self-employed and other people who may experience uneven cash flow. It allows you to vary your monthly payments without any penalty, and even to take a payment holiday for a while. You can also borrow, or 'draw down', from the loan when you need to. The ability to overpay can save you a lot of interest over the term of the loan. Flexible mortgages often incorporate a current account, too, encouraging the idea that borrowings and savings can be run more efficiently in one pot.

Flotation or Floatation
Flotation is the process of making a company's shares available to the general public by obtaining a quotation on the Stock Exchange. Also referred to as "going public" or "obtaining a Stock Exchange listing".

Free-Standing Additional Voluntary Contributions (FSAVC’s)
See Additional Voluntary Contributions.

Front-End loading
The initial sales charges that you have to pay when you invest in a mutual fund, such as, a unit trust. This charge is mainly for the cost of the adviser.

Future
A form of forward contract to buy or sell a set quantity of shares or commodities in the future at a pre-agreed price.

Gearing
Gearing is the ratio of a company's debt to its assets and measures the financial risk of a company's capital structure. Due to the financial risk associated with gearing, higher gearing will increase the rate of return required by investors. Gearing is called leverage in the U.S.

Goodwill
Goodwill is an intangible asset which appears on the balance sheet of newly purchased companies. It is the difference between the amount that a company pays for an investment and its book value. Goodwill payments may be due to the business being in a favourable location, its reputation in the community, or the quality of its employer and employees. The evidence that goodwill exists is the proven ability to earn excess profits.

Gilts
Secure bonds issued by the UK government also known as 'gilt edged securities' or 'fixed interest securities'. Gilts are bought at their par value or at face value. Most gilts are 'dated' which means that at a fixed date in the future, the par value will be repaid to the investor. The categories or time frames for gilts tend to be:

· Short dated gilts ('shorts') - these have a life of up to 5 years
· Medium dated ('mediums') - these have a life of 5 - 15 years and
· Long dated ('longs') - have a life of 15 years or more.

Gross
The gross amount is the amount before the deduction of tax.

Grossing Up
The process of calculating the before tax value of an interest or dividend payment (figures that are required when completing your self assessment forms).

Gross Redemption Yield
The return on a fixed interest security expressed as an annual percentage. The redemption yield consists of the capital and income return on the investment.

Gross Yield
The gross yield on an investment is the annual gross dividend or income received expressed as a percentage. The gross yield is used in preference to the net yield, because investors can make a direct comparison with (gross) interest yields from other loan stocks and gilts.

Guaranteed Income Bond
A single premium insurance bond which pays out a fixed amount of annual income and returns the original sum invested at maturity.

Hedging
Buying one security and selling another in order to reduce risk. A perfect hedge produces a riskless portfolio.

Illiquidity
The difficulty of changing your investment back into cash.

Income Share
Class of share within a split capital investment trust that receives a high dividend yield.

Indemnity Insurance
An Insurance which is designed to protect a mortgage lender against the risk of you defaulting or not being able to repay the mortgage. The policy is usually imposed upon by the lender at the start of the loan and the premium payable is determined by the level of perceived risk to the home lender of you defaulting on the loan.

Independent Financial Advisor (IFA)
An investment adviser who must consider to survey the whole financial services market for a product that best suits your particular circumstances. They are bound by their profession's rules to give independent advice.

Index-linked investment
An investment that increases in value each year by the rate of inflation or by a fixed percentage above inflation. Index-linking is mostly associated with income-producing investments, such as, government issued gilts.

Individual Savings Account (ISA)
The new tax-exempt savings scheme launched in April 1999 as a replacement for the personal equity plan (PEP) and tax-efficient special savings scheme (TESSA). ISAs can be used to invest in a very wide range of investments and consist of three components: cash (bank and building society accounts and National Savings), insurances (investment-type insurance plans) and stocks and shares ( Unit Trusts, OEICS, investment trusts, direct investment in shares, corporate bonds and gilts). In 2009 the annual investment limit is £3,600 for Mini (Cash) ISA’s and £7,200 for Maxi (Stocks & Shares) ISA’s.  
Inflation
The general increase in prices over time. It has the effect of reducing the buying power of money. The most common measure of inflation is the retail prices index (RPI).

Inheritance tax (IHT)
This is a tax that is levied on the value of your estate (all the assets you own) when you die. You only pay inheritance tax (at a rate of 40%) once your estate value exceeds a certain limit - for the tax year 2001-2002 the limit is £242,000

Initial Public Offering (IPO)
The term used in America for a new share issue by a company coming to the stock market for the first time.

Insider Dealing or Insider Trading
This refers to the illegal use of privileged information which, if made public, would significantly affect the share price. For example, if someone knows that a company is about to make an announcement which will affect the price of its shares; it would be an insider dealing if he/she uses that information to buys or sells shares in advance of the announcement to make a profit.

Institutions
These are organisations which are in the business of holding assets, such as, pension funds, unit trusts and insurance companies.

Intangible Asset
An intangible asset is an asset that you cannot touch but appears on the balance sheet, such as, brand name, patent or copyright.

Interest Cover
The number of times the interest payments on debt can be covered by the company's profits.

Intestacy
Refers to dying without making a will. A situation where a set procedure is used to distribute your assets rather than how you wanted to.

Investment Club
A group of individual investors who club together to buy shares on a collective basis and then share the profits made. This has the advantages of reduced transaction costs, shared knowledge and diversification.

Investment Trust
Investment trusts are companies whose business is to investment in the securities of a wide range of other companies. Like unit trusts, they pool together the money of many investors in order to invest it in a portfolio of companies which will be more varied than what small investors could achieve on their own.

Investment trusts are closed ended, which means that they have a fixed amount of capital which is divided into shares and then purchased by investors. They pay dividends to shareholders from profits which arise from their investment income.

Jobbers
The term previously used for a market makers.

Joint life Annuity
An annuity that continues after the death of the first partner and ends after the death of the second partner.

Junior Market
The Alternative Investment Market.

Junk Bond
Bonds that are considered to be very risky.

Kill
When a share order is allowed to lapse because the price the investor wanted to buy or sell at couldn't be achieved at the time of the order.

Leverage
Term for gearing in the U.S., the ratio of a company's debts to its assets.

Leveraged Buyout
Purchase of a company by an institution using a high proportion of debt. A type of Management Buy-Out (MBO).

Liabilities
The accounting term for what a company owes (all claims against a company).

Limit Order
An order of instructions that an investor gives to his broker, which sets out the limits that he/she is prepared to pay for investments.

Limited-Life Trust
A trust which has been set up for a limited period, after which it will be wound up.

Liquidation
The process of ending the existence of a company. A company will go into liquidation if it is unable to pay its debts. In this situation the company's assets will be sold in order to pay off its debts.

Liquidity
Liquidity describes the ease with which an asset can be converted into cash immediately. A liquid market is one where there are many buyers and seller and it is easy to sell your investments. For example, the shares on the FTSE 100 index are very liquid while shares on the Alternative Investment Market are not.

Listed Company
A listed company is one whose shares are included in the Official List of Securities and are dealt with by members of the Stock Exchange.

Loan Stock
Long-term debt issued by a company in order to raise capital for which interest is paid.

London Interbank Offer Rate (Libor)
The London Inter-Bank Offer Rate is the rate of interest which applies to the wholesale money markets lending between London banks.

London International Financial Futures and Options Exchange (Liffe)
LIFFE allows investors and business enterprises to use financial futures to speculate or to hedge against risks of movements in gilt prices, interest rates, foreign currency exchange rates, shares prices and bond prices.

Low-Start Mortgage
A mortgage that offers a low interest rate initially which then rises to the lender's standard variable rate after a set date agreed at the start of the mortgage.

Loan To Value (LTV)
This is the ratio between the size of the loan you are seeking and the mortgage lenders valuation of the property.

London Stock Exchange (LSE)
The London Stock Exchange is a primary capital market in which companies and other institutions can raise funds by issuing shares or loan stock. However, it is more important as a secondary market for buying and selling existing securities. The Stock Exchange is also the market for dealings in government securities (gilts).

Margin
Using short-term borrowing within a brokerage account to buy securities.

Market Capitalisation
The market value of a company which is calculated by multiplying the number of shares in issue by the current price of the shares.

Market Maker
Dealers on the Stockmarket who buy and sell stocks and shares on their own behalf to make a profit.

Maturity
Term used to describe the period when an investment comes to end, and, in the case of bonds, loanstock, or debentures, when the nominal capital is repaid to the holder. Also known as redemption.

Monetary Policy Committee (MPC)
The Monetary Policy Committee was set up in May 1997 by Gordon Brown the Chancellor of the Exchequer to decide the level of interest rates. The MPC is made up of nine members, the Governor of the Bank of England, the Deputy Governor and second Deputy Governor and six other members; two are from the Bank with responsibility for monetary policy and market operations. The remaining four members are "recognized experts" from outside the bank. The MPC meets every month to discuss and vote on whether to increase interest rates or not. The committee replaces the monthly meetings between the Chancellor and the Bank Governor that previously took place to decide the level of interest rates.

Mortgage Indemnity Guarantee (MIG)
An insurance which is designed to protect a mortgage lender against the risk of you defaulting or not being able to repay the mortgage. The policy is usually imposed upon by the lender at the start of the loan and the premium payable is determined by the level of perceived risk to the home lender of you defaulting on the loan.

Mortgage Protection Policy
A life insurance policy that pays off your mortgage if you were to die during the mortgage term.

Mutual Funds
Pooled funds from investors for investment by an investment company in shares of other companies, in accordance with a stated set of objectives. Unlike investment trusts mutual funds are open-end funds where the investor may redeem his/her shares at any time at the prevailing market price.

Mutuality
Term used to describe an organisation owned by its members for their own benefit, e.g., Building societies and Insurance companies.

Names (Lloyds)
Names are wealthy individuals (with at least £250,000 of liquid assets) who have traditionally supported the Lloyds of London insurance market. Names agree to put their entire wealth on the line should it be necessary to meet claims, in return for substantial commissions.

National Association of Securities Dealers Automated Quotations system (NASDAQ)
NASDAQ is the second largest equity market in the USA and lists thousands of US and foreign companies. In recent years it has attracted a lot of high technology companies. The Stock Exchange Market offers electronic trading using computers and a vast telecommunications network.

National Savings Certificates
A range of tax-free investments from the government that pay a guaranteed return. An attractive investment for taxpayers, especially those paying at the higher level.

National Savings Stock Register (NSSR)
The facility to buy gilts over the Post Office Counter.

Net Asset Value (NAV)
The Net Asset Value of a company is the total value of all its assets less its liabilities.

Negative Equity
Negative equity refers to a situation when the value of your property falls below the figure of the mortgage/loan taken out to buy it.

Net Yield
The annual return on an investment after tax.

New Issue
Shares that are offered to the general public on the Stock Exchange for the first time.

New York Stock Exchange (NYSE)
The largest and oldest Stock Exchange in the US, located on Wall Street in New York.

Nominal Value
The value of the security when it is first issued, also known as the par value.

Nominee Account
Nominee accounts are set up by stockbrokers and are used for the purpose of administering assets held on behalf of their clients. Nominee accounts have become widespread since the introduction of the CREST system for share settlement.

Offer Price
The price at which you buy shares or units.

Open-Ended
Investment fund which has no set limit either in time or money.

Open-Ended Investment Company (Oeic)
An investment company fund set to replace unit trusts. The main differences are that they quote a single price rather than a bid/offer spread and have a company structure like investment trusts.

Operating Profit
The profit that a company makes before the deduction of interest and tax.

Option
A contract which allows you to speculate about future share (or assets) price movements by giving you the option to buy or sell the shares at a set price on or before a set date. It is an option and not an obligation to buy or sell, therefore if you don't exercise the right within the agreed period, the option lapses. The right to buy is called a 'call option' and the right to sell is called a 'put' option.

These are the most common and largest type of shares issued by a company.

Orphan assets
These are the surplus assets which a life insurance company has once it has met all its liabilities to its policyholders and shareholders.

Par Value
The value of the security when it is first issued, also known as nominal value.

Passive Management
Management strategy to buy a well diversified portfolio to represent a broad-based market index without attempting to search out mispriced securities

Penny Shares
Shares that sells for just a few pence and are considered to be at a high risk and extremely volatile by most investors.

Personal Equity Plan (PEP)
Tax-efficient scheme for investing in shares , unit trusts, investment trusts, and corporate bonds. Since April 1999, PEP's have been replaced by the Individual Savings Account (ISA), which is a similar tax-free investment account.

Personal Investment Authority (PIA)
Self-Regulating Organisation which was responsible for authorising and policing independent financial advisers and other firms marketing financial products and services. It has now been absorbed into the Financial Services Authority under the Financial Services and Markets Bill.

Personal Pension Plan (PPP)
Private pension scheme run by insurance companies, unit trusts, building societies and banks. It aims to provide you with a pension at retirement plus other benefits. Unlike an occupational pension scheme, a personal pension plan need not be connected with a specific job.

Placing
An arrangement whereby a new issue of shares are not offered to the general public, but instead are sold to a small number of investors, usually, institutions investors such as pension funds.

Pooled Funds
Collective or mutual funds.

Portfolio
A portfolio is a collection of different investments that make up your total investment holding.

Preference Share
A type of share that pays a fixed percentage dividend. Preference shareholders come before the ordinary shareholder when it comes to payment of dividends and if a company is wound up. However, as with Ordinary shares a dividend is only distributed if the company has sufficient distributable profits available.

Preliminary Results
The results reported by a company for a full financial year before the publication of the company's annual report of accounts.

Premium
A measure of how far the share price of an investment trust is above its net asset value, expressed as a percentage of the net asset value per share.

Pre-Tax Profits
A company's profits before the deduction of corporation tax.

Price-Earnings Ratio (PE)
The P/E ratio is the most important yardstick for assessing the relative worth of a share. It reflects the markets appraisal of the shares future prospects. A high P/E ratio suggests a company has good prospects of achieving above-average growth in the future. The P/E ratio of a company is calculated by dividing its share price by its earnings per share.

Profit and Loss Account
The profit and loss account is an important part of a company's annual accounts and gives the details of the company's trading performance for the previous financial year.

Prospectus
A document which has to be published by a company wanting to issue shares to the public in compliance with the rules and regulations of the Stock Exchange. It provides information on the company's business, its history, financial structure and future prospects.

Public Limited Company (plc)
A company which is registered as a public limited company, has an unlimited number of ordinary shareholders and can offer its shares to the public.

Purchased Life Annuity
An annuity which you choose to buy that gives you a guaranteed income for life.

Quote
The highest bid price and the lowest offer price for a security at any particular time.

Quoted Company
A company which is listed on the Stock Exchange.

Rally
A sudden rise in the value of a share or market performance after a long fall.

Reaction
A reversal of a trend in the movement of share prices. For example, there will be a fall in the price of shares following a rally as everyone quickly tries to makes profits. Also known as a correction.

Redemption
The date a security, such as, a bond, preferred stock or mutual fund shares becomes repayable. This is also called the maturity date.

Redemption Yield
The total return from a security, such as, a bond, if it is held to its maturity date. It reflects both the income and capital gain/loss that it will make when it matures.

Registrar
An organisation that maintains a register of the share owners and the number of shares held for a company. It also makes sure that the number of shares issued are not more than the number of shares authorised. This role is usually carried out by a bank.

Reinvestment of Dividends
Refers to reinvesting dividends to buy more shares.

Repayment mortgage
A mortgage where you pay off both the capital and interest each month until you've completely repaid the loan at the end of the pre-agreed term.

Retail Prices Index (RPI)
An inflationary indicator that measures the prices of a representative sample of household goods and services. It is a general indicator which is used to measure the rise or fall in the cost of living.

Retained Profits
The proportion of profits after tax that is not distributed as dividends but is reinvested in the company.

Return
The annual return on an investment expressed as a percentage of the total amount invested.

Rights Issue
An offer to sell a new issue of shares by a company to its existing shareholders, usually at a price which is lower than the market price.

Scrip Dividend
Where a company distributes dividends in the form of shares.

Scrip Issue
A free issue of extra shares to shareholders by a company. This is often done when the share price has risen so high that they become too expensive to buy for the smaller investors. This is also known as a 'bonus' or 'capitalisation' issue.

Secondary Market
The secondary market is a place where an investor can buy or sell existing securities. Shares will be traded in the secondary market once they have been issued in the primary market.

Securities
Term used to cover all stocks and shares.

Securities & Exchange Commission (SEC)
The primary regulator for all the securities industry in the US. Its responsibility is to promote full disclosure and to protect investors against fraudulent and manipulative practices in the securities markets.

Securities and Futures Authority (SFA)
The self-regulating organisation (SRO) which has responsibility for regulating all firms engaged in the Securities and Futures sector of the financial services market. However, since December 2001 all regulatory functions of the SFA has been absorbed into the Financial Services Authority.

Self-Invested Pension Plan (SIPP)
A personal pension where the person saving for their retirement is given the flexibility to make their own investment decisions

Self-Select Individual Savings Account
Self-select Individual Savings Account is a type of ISA which gives the investor the freedom to choose the investments that go in it. They are not restricted to the stocks and shares of one particular ISA manager.

Self -Regulating Organisation (SRO)
Organisations that were set up under the Financial Services Act 1986 to be directly responsible for policing investment businesses.

Selling Short
The practice of selling securities which are not at present owned, in the hope that they can be bought at a lower price, once the price has fallen to settle the contract.

Settlement
The payment for the securities and the delivery of the securities in return for the payment.

Share
Shares represent a slice in the ownership of a company.

Shareholder
The owner of shares in a company. Shareholders supply what is known as the risk capital and share in the success of the company. If the company is a success and makes a profit, shareholders receive the rewards of increasing dividend income and capital gains on the price of their shares. If the company is a failure, shareholders stand to lose the whole of their investment.

Share Certificate
This is the legal proof of ownership of shares in a company. However, with the increase of electronic trading and settlement systems such as Crest, share certificates are gradually being phased out. If an investor insists on having a share certificate then he/she will have to pay more for their share deals.

Share Exchange
A facility that is offered by investment trusts to take your shares and convert them into shares in the investment trust cheaply and easily.

Split-Capital Trust
An investment trust that offers different types of share: high income shares that provide no capital growth, for example, or pure capital growth shares that provide no income. This type of investment gives the private investor the opportunity to choose the type of investment needed. Investors who just want income can choose to invest in income shares, while investors who want growth can opt for capital shares.

Stamp Duty
Stamp duty is a tax levied on share dealings and house purchases. The current rate levied on share dealings is 0.5%.

State Earnings-Related Pension Scheme (SERPS)
A top-up pension scheme to boost the state basic pension. Employees can build up an entitlement to SERPs by paying National Insurance Contributions on part of their earnings.

SERPS was replaced by the State Second Pension (SP2) in April 2002, which is designed to provide a better pension than SERPs for people on a low income. People on moderate to high incomes will be encouraged to contract out of the SP2 scheme.

Standard & Poor's Stock Index (S&P500)
US performance index of a basket of 500 stocks that are considered to be widely held.

Stepped Preference Shares
Stepped preference shares are preference shares whose fixed percentage dividend will rise annually at a pre-set rate.

Stockbroker
A stockbroker is a member of the London Stock Exchange who buys and sells shares on your behalf for a brokerage fee.

Stock Exchange
A main place of trading for stocks, shares and other securities.

Stock Exchange Automated Quotations (SEAQ)
THE SEAQ is a computerised price display and recording system for prices of gilts and of shares. SEAQ requires all competing market makers to quote buying and selling prices along with the number of shares they are prepared to deal with at that price. These quotes can also be viewed on screens in brokers' offices.

Stock Exchange Electronic Trading Service (SETS)
An automated trading system that was introduced in 1997 in the London Stock Exchange. It matches the orders of buyers and sellers automatically, thus cutting out the need for a market maker.

Subsidiary Company
A company that has the majority of its voting shares owned by a holding company.

Surrender Value
The cash amount received if an insurance policy is cancelled before its maturity date.

Tax Credit
Dividends payments are received in net because companies are required to deduct tax when paying out a dividend. If your rate of tax is lower than the rate paid by the company, then you are allowed to receive the difference as tax credit.

Tax Avoidance
An attempt to minimise the tax payable by legal means.

Tax-Efficient Investments
Investments that have less of a tax consequence than other investments

Tax Evasion
An attempt to minimise the tax payable by illegal means, e.g., by reporting inaccurately.

Tax Year
The tax year begins on April 6 and ends on April 5 the following year.

Tender Offer
Method of raising capital by inviting investors to make bids for the price they are willing to pay for the shares.

Term Insurance
A life insurance policy set up for a specified number of years. If you survive the term of the policy then you do not receive anything. This type of policy is often used to cover long term loans or mortgages. It is the simplest and cheapest form of life insurance.

Tied Agent
A tied agent is a financial salesman who can only offer to sell the products of one company, rather than looking at the whole market for products that best suit you.

Total Return
The total return on an investment is the combination of both the income return and any capital gain or loss.

Tracker Fund
Investment funds that invest in a share portfolio weighted according to the market capitalisation of the various shares in that index, e.g., the FTSE 100. They buy and sell shares according to changes in relative market capitalisation of the companies. These tracker funds thus try to "track" the market rather than beat it.

Transfer Value
The value of the pension benefits that you are allowed to take if you decide to leave an occupational pension scheme. The precise value of these benefits will be calculated by an actuary who works for the pension scheme administrator.

Trustee
An individual or organisation who/that looks after assets for the benefit of another.

Underperformance
An investment that does not grow as fast as other similar investments.

Underwriter
An investor or institution who/that agrees to take up the unsubscribed shares should there prove to be little demand by investors, when a new issue of shares or securities takes place. Underwriters will receive a handsome fee for taking on this risk.

Unit Trust
A unit trust is a mutual fund or collective investment that pools investors' cash and invests it on their behalf. It is the role of the unit trust manager to make sure that the money is invested properly and delivers the best return for the investors.

Unlisted Investments
These are investments in companies which are not quoted on any Stock Exchange. Also known as unquoted investments.

Valuation
To determine the value of an asset or company.

Venture Capital (VC)
Funds that are made available to small young companies who have high growth potential. Managerial and technical advisors may also provide their services in this type of investment.

Volatility
The relative rate at which the price of a security rises and falls over time. This is found by calculating the annualised standard deviation of daily changes in price.

Volume
The number of bonds, shares and securities that are traded on the Stock Exchange for a given period.

Voting Right
Ownership of shares usually gives the shareholder the right to vote in election for directors of the company and other corporate policy matters. One share means one vote.

Wall Street
The name of the famous street on which the New York Stock Exchange and other major financial institutions are located.

Warrants
Warrants are risky investments which give the holder the right to buy a given number of shares in a company at a fixed price at some future date, this date is usually several years ahead. A warrant is a right and not an obligation to buy. Warrants are often issued with a new share issue.

Whole-Of-Life Insurance
An insurance policy that covers you for your entire life. It is not like term insurance, which only lasts for a set period.

Winding-Up
The end of a company by selling off its assets to pay off creditors and distributing the remaining funds to its shareholders. Also called Liquidation.

With-Profits Policies
Investment-based insurance policies are investments whose return are in the form of bonuses which depend on profits made by insurers. There are many factors which influence the level of bonuses, including the return the insurer gets on investing premiums, cost levels, claims experience, whether there are shareholders who receive part of the profits, and the extent to which the company tries to smooth bonus levels from one year to the next.

XD
Short for ex dividend. Reflects a share price where the most recent dividend has been paid out. Anyone buying the share will not get this benefit.

Yield
The yield on an investment is the annual dividend or income received expressed as a percentage.

Zero Coupon Bond
Bonds issued at a deep discount which do not receive any income until they mature.

Zero Dividend Preference Share ('zeros')
Zeros are capital shares in a split-capital investment trust. They do not receive any dividend income but get part of the capital growth of the assets held by the trust when the trust is wound up. Zeros are preference shares and are amongst the lower risk type of shares that can be invested in.

 

