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Accrued Interest: Interest that has been earned but not yet paid. 

Amortization: The process of reducing debt through regular installment payments of 
principal and interest that will result in the payoff of a loan at its maturity. 

Annual Percentage Rate (APR): The cost of credit on a yearly basis, expressed as a 
percentage.  

Asset-Based Lending: Lending based on the pledging of accounts receivable and 
inventory as loan collateral. 

Automated Clearing House System (ACH): A domestic payment system providing an 
electronic parallel to the Federal Reserve check clearing system. An ACH transfer can 
contain more information than a check and is generally more reliable and cost efficient. 

Automated Line of Credit: A revolving line of credit that automatically credits your 
checking account with the exact amount needed to cover check presentments. 

Availability Date: Bank's policy as to when funds deposited into an account will be 
available for withdrawal.  

Available Balance: The balance of an account less any hold, uncollected funds, and 
restrictions against the account. 

Available Credit: The difference between the credit limit assigned to a cardholder account 
and the present balance of the account.  

Balloon Payment: The majority of the principal balance is due in the final years of the 
loan term. 

Bank Statement: Periodically the bank provides a statement of a customer's deposit 
account. It shows all deposits made, all checks paid, and other debits posted during the 
period (usually one month), as well as the current balance. 

Bankruptcy: The legal proceedings by which the affairs of a bankrupt person are turned 
over to a trustee or receiver for administration under the bankruptcy laws. There are two 
types of bankruptcy:  

● Involuntary bankruptcy - one or more creditors of an insolvent debtor file a petition 
having the debtor declared bankrupt. 

● Voluntary bankruptcy - the debtor files a petition claiming inability to meet financial 
obligations and willingness to be declared bankrupt. 

Basis Point: The minimum price change in interest rates is one basis point (0.01%). 
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Blended Payment: A loan payment, consisting of principal and interest, that is the same 
each month. Because the total payment amount remains fixed, the amount applied against 
principal each month varies. An example is a mortgage payment.  

Certificate of Deposit: A negotiable instrument issued by a bank in exchange for funds, 
usually bearing interest, deposited with the bank.  

Certified Check: A personal check drawn by an individual that is certified (guaranteed) to 
be good. The face of the check bears the words "certified" or "accepted," and is signed by 
an official of the bank or thrift institution issuing the check. The signature signifies that the 
signature of the drawer is authentic and that sufficient funds are available and reserved for 
payment of the check. 

Charge-off: The balance on a credit obligation that a lender no longer expects to be 
repaid and writes off as a bad debt.  

Closing Costs: The costs of closing may include attorneys' fees, loan fees, insurance, 
recording fees, and the credit report charge.  

Co-signer: An individual who signs the note of another person as support for the credit of 
the primary signer and who becomes responsible for the obligation.  

Credit Bureau: An agency that collects individual credit information and sells it for a fee to 
creditors so they can make a decision on granting loans. Typical clients include banks, 
mortgage lenders, credit card companies, and other financing companies. Also commonly 
referred to as a consumer reporting agency or a credit reporting agency.  

Credit Disability Insurance: A type of insurance, also known as accident and health 
insurance, that makes payments on the loan if you become ill or injured and cannot work. 

Credit Life Insurance: A type of life insurance that helps repay a loan if you should die 
before the loan is fully repaid. This is optional coverage.  

Credit Limit: The maximum amount of credit that is available on a credit card or other line 
of credit account.  

Credit Report: A detailed report of an individual's credit history prepared by a credit 
bureau and used by a lender in determining a loan applicant's creditworthiness.  

Credit Score: A number, roughly between 300 and 800, that measures an individual's 
credit worthiness. The most well-known type of credit score is the FICO® score. This 
score represents the answer from a mathematical formula that assigns numerical values to 
various pieces of information in your credit report. Banks use a credit score to help 
determine whether you qualify for a particular credit card, loan, or service. 

Current Assets: Cash, accounts receivable, inventory, all term deposits and prepaid 
expenses or any other asset which will be converted to cash within one year.  

Current Liabilities: These include all operating loans, accounts payable and accrued 
charges, including outstanding checks, wages, long-term debt payments and taxes that are 
due within a year.  
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Current Ratio: This ratio tells you of how easily your business can meet its debts. To 
calculate the Current Ratio for your business, simply divide your current assets by your 
current liabilities (the higher the ratio, the better for your business!).  

Debt/Equity Ratio: A measure of how much debt your business has in relation to the 
amount of equity invested in it. A high level of debt to equity can be of concern. To support 
your company, you can raise money either by borrowing it (incurring a debt) or by selling 
ownership in the company (equity). To calculate, divide total Liabilities by Equity.  

Deferred Payment: A payment postponed until a future date. 

Disclosures: Certain information that Federal and State laws require creditors to give to 
borrowers relative to the terms of the credit extended. 

Fair and Accurate Credit Transactions Act of 2003 (FACT Act or FACTA): The 
purpose of this Act is to help consumers protect their credit identities and recover from 
identity theft. One of the key provisions of this Act is that consumers can request and 
obtain a free credit report once every 12 months from each of the three nationwide 
consumer credit reporting companies (Equifax, Experian, and TransUnion). 
AnnualCreditReport.com provides consumers with the secure means to request their free 
credit report. 

Fixed Rate Loan: A type of loan in which the interest rate does not change during the term 
of the loan.  

Guarantor: A party who agrees to be responsible for the payment of another party's debts 
should that party default. 

Late Charge: The fee charged for delinquent payment on an installment loan, usually 
expressed as a percentage of the loan balance or payment. Also, a penalty imposed by a 
card issuer against a cardholder's account for failing to make minimum payments. 

Letter of Credit: This is a guarantee of payment by a financial institution to a third party. 
Certain conditions have to be met first and expert advice is required when using these 
instruments.  

Leverage: This describes the amount of debt in your business, in relation to your equity. 
The more you use debt to finance your company, the more leveraged you are (borrowing 
other people's money to make money).  

Line of Credit: A pre-approved loan authorization with a specific borrowing limit based on 
creditworthiness. A line of credit allows borrowers to obtain a number of loans without 
reapplying each time as long as the total of borrowed funds does not exceed the credit limit.  

Loan-to-Value Ratio (LTV): The ratio of the loan principal (amount borrowed) to the 
appraised value (selling price). For example, on a $100,000 home, with a mortgage loan 
principal of $80,000, the loan-to-value ratio is 80 percent. The LTV will affect programs 
available to the borrower; generally, the lower the LTV, the more favorable the program 
terms offered by lenders. 
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Loan Proceeds: The net amount of funds that a lending institution disburses under the 
terms of a loan, and which the borrower then owes. 

London Inter-Bank Offer Rate (LIBOR): The interest rate that the banks charge each 
other for loans (usually in Eurodollars). This rate is applicable to the short-term international 
interbank market, and applies to very large loans borrowed for anywhere from one day to 
five years. LIBOR is the Eurodollar equivalent of the federal funds rate. This market allows 
banks with liquidity requirements to borrow quickly from other banks with surpluses, 
enabling banks to avoid holding excessively large amounts of their asset base as liquid 
assets. The LIBOR is officially fixed once a day by a small group of large London banks, but 
the rate changes throughout the day. 

Minimum Balance: The amount of money required to be on deposit in an account to qualify 
the depositor for special services or to waive a service charge.  

Minimum Payment: The minimum dollar amount that must be paid each month on a loan, 
line of credit, or other debt. 

Money Market Deposit Account: A savings account that offers a higher rate of interest in 
exchange for larger than normal deposits. Insured by the FDIC, these accounts have limits 
on the number of transactions allowed and may require higher balances to receive the 
higher rate of interest. 

Offset, Right of: Banks' legal right to seize funds that a guarantor or debtor may have on 
deposit to cover a loan in default. It is also known as right of setoff. 

Open-End Credit: A credit agreement (typically a credit card or line of credit) that allows a 
customer to borrow against a preapproved credit line when purchasing goods and services. 
The borrower is only billed for the amount that is actually borrowed plus any interest due. 
(Also called a charge account or revolving credit.) 

Operating Loan (or Revolving Loan): Short-term financing to supply cash flow support or 
cover day-to-day operating expenses - including, but not limited to, accounts receivable and 
inventory.  

Payoff: The complete repayment of a loan, including principal, interest, and any other 
amounts due. Payoff occurs either over the full term of the loan or through prepayments. 

Payoff Statement: A formal statement prepared when a loan payoff is contemplated. It 
shows the current status of the loan account, all sums due, and the daily rate of interest. 

Personal Guarantee: A guarantee to the lender that you will take personal responsibility for 
repaying the loan or any other debt obligation.  

Power of Attorney: A written instrument which authorizes one person to act as another's 
agent or attorney. The power of attorney may be for a definite, specific act, or it may be 
general in nature. The terms of the written power of attorney may specify when it will expire. 
If not, the power of attorney usually expires when the person granting it dies. Some 
institutions require that you use the bank's power of attorney forms. (The bank may refer to 
this as a Durable Power of Attorney: The principal grants specific rights to the agent). 
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Prepayment Penalty: A penalty imposed on a borrower for repaying the loan before its due 
date. (In the case of a mortgage, this applies when there is not a prepayment clause in the 
mortgage note to offset the penalty).  

Principal Balance: The outstanding balance on a loan, excluding interest and fees.  

Refinancing: A way of obtaining a better interest rate, lower monthly payments, or borrow 
cash on the equity in a property that has built up on a loan. A second loan is taken out to 
pay off the first, higher-rate loan.  

Renewal: A form of extending an unpaid loan in which the borrower's remaining unpaid 
loan balance is carried over (renewed) into a new loan at the beginning of the next financing 
period.  

Revolving Credit: A credit agreement that allows a customer to borrow against a 
preapproved credit line when purchasing goods and services. The borrower is only billed for 
the amount that is actually borrowed plus any interest due. (Also called a charge account or 
open-end credit.) 

Security (often called Collateral Security): Asset(s) belonging to the business or to you 
personally, which are pledged to a lender in support of a loan.  

Service Charge: A charge assessed by a depository institution for processing transactions 
and maintaining accounts.  

Term Loan: A loan you obtain for a specified length of time (the term is usually not greater 
than the useful life of the asset being financed) to purchase fixed assets like machinery, 
equipment and buildings, or to renovate premises.  

Terms: The period of time and the interest rate arranged between creditor and debtor to 
repay a loan.  

Truth in Lending Act (TILA): The Truth in Lending Act is a Federal law that requires 
lenders to provide standardized information so that borrowers can compare loan terms. In 
general, lenders must provide information on 

● what credit will cost the borrowers, 

● when charges will be imposed, and 

● what the borrower's rights are as a consumer. 

Usury Rates: The maximum rate of interest lenders may charge borrowers. The usury rate is 
generally set by State law.  

Variable Rate: Any interest rate or dividend that changes on a periodic basis. 

 

 


