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	The average self employed person does not need the skill level of an accountant but you do need to understand enough to make a few basic decisions concerning your business and to give you enough confidence to ask the right questions of a third party. It is just as important to be able to answer questions that other people, such as the bank or HM Revenue and Customs may ask you regarding the business.  Some of the words and phrases you need to know:
Assets and Liabilities
For many people, when they start a business, assets and liabilities are very personal to them. The assets that you own may be your car, computer and tools that you are going to use in the business, while your liabilities could be any credit taken out or even personal credit or debts
Start Up Costs/Working Capital
There are likely to be certain essentials which you need to purchase before you can start a business.  These might include–essential equipment/marketing materials/insurances etc. Working Capital is the amount of money you will need/have, to support the trading of your business e.g. you may not be paid until a job is complete (or indeed 30/60 days afterwards) but you will need to finance the business in the meantime.

Costs (direct and fixed)
Direct costs [sometimes called variable costs] are attributable directly to sales. They will vary with the level of sales. For example, in retail, the cost of stock is likely to double if sales double. Fixed costs however, are more or less fixed for the business, no matter how much you sell, for example premises costs, insurance premiums etc.
Profit Gross and Net
Gross profit is sales less direct costs.  Net profit is sales less all costs (not including personal drawings from the business). Tax is calculated on net profit.
Depreciation
Depreciation is an estimate of the "wearing out". Each year an estimate needs to be made for the wearing out of fixed assets which has an effect on the value of those assets. The amount is known as depreciation and entered in the profit & loss account.
Break Even
Break Even is the calculation for the level of sales which needs to be achieved for the business to cover all costs, personal drawings, tax and loan capital repayments.
Cash Flow and Profit and Loss Forecasts
A cash flow forecast is, in its simplest terms, a projection of money coming into and going out of the business. The forecast will normally be for a 12 month period but it can be longer or shorter as required. The profit & loss account summarises income and expenditure for a given period to estimate profit or loss.
ACTIVITY

1. Calculate the start up costs of your business.  Are there likely to be working capital requirements for your business.
2. You may also need a business bank account.  Research/open a business account.

The anticipated time for this activity is between 5 and 10 hours.
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