
Financial terms 
you need to know

Managing your finances can seem complicated because almost 
everything you read is packed with jargon. But once you know 
what the different terms mean, it’s relatively straightforward.  
Here are some common phrases you might encounter and why 
they’re essential.

AER
AER (Annual Equivalent Rate) is the interest you would receive 
if you left a chunk of money in a bank and didn’t touch it for a 
year. So, if you put in £100 in a bank at 1% AER, you would get back 
£101 at the end of the year as 1% of £100 is £1. AER makes it easy 
to compare different banks as the rate can vary depending on 
when they calculate their interest payments.

APR
APR (Annual Percentage Rate) shows the cost of a debt over a year.  
It includes any interest charges and expenses that are 
automatically added to the balance, such as an annual fee. So, if 
you borrowed £100 at 20% APR, you would have to pay back £120 
after a year. APR is used to quickly compare how expensive debt is.

Bank Rate
This is the interest rate that the Bank of England sets to control  
inflation. High street banks generally use it to set their interest rates.   
If the Bank Rate is high, it will be more expensive to borrow, and it 
might be better to save your money; a lower Bank Rate means it’s 
cheaper to borrow, but you won’t get as good a deal on your savings.

Buy Now, Pay Later
Buy Now Pay Later (BNPL) is a form of borrowing that lets you buy 
something on credit and pay for it later, usually in instalments.  
For example, if you buy a TV for £300 using BNPL, you could take 
it home now – the first bill for £100 might come a month later, 
followed by two others until you’ve paid it off in full. But be careful 
as if you miss a payment, it could affect your credit score.

CHAPS
CHAPS, or Clearing House Automated Payment System, is used 
to transfer large sums of money between UK banks where the 
funds need to arrive on the same day. It’s usually used for buying a 
house, where you need to transfer a large lump sum in one go. The 
fee for this, which is generally a set rate, varies from bank to bank.

Credit Report
This summarises your financial situation and history using 
information such as debts and any overdrafts on your current 
account. Lenders often use it to decide whether you can afford a 
loan, credit card or mortgage. They can also use it to check how 
financially responsible you are and to verify your identity.

Critical Illness Cover
This insurance policy pays out a tax-free lump sum if you become 
ill. You can use the money however you like, whether to cover the 
cost of your treatments or lost income. Only a specific list of serious 
ailments is covered, such as cancer, heart attacks and strokes.

FSCS
FSCS stands for the Financial Services Compensation Scheme. All UK 
authorised banks, building societies and credit unions are covered 
under the scheme. If any of these go bust, you’ll get all of your money 
back. However, it only covers up to £85,000 per person per institution 
– so if you hold £85,001 with a bank that fails, you’ll lose the extra £1.

Income Protection Insurance
This insurance pays out a set amount of money regularly if you  
can’t work because of an illness or disability. It’s usually only up to 
two-thirds of your insured salary. Still, the payment will continue  
until you can return to work or retire.

Inflation
Simply put, inflation is the increase in prices over time. Governments 
measure it by tracking the prices of things that people typically buy, 
like a loaf of bread. If inflation is too high, it means the cost of living 
is growing faster than salaries. So, you can’t buy as much with the 
same amount of money.

LISA
LISA, or Lifetime ISA (Individual Savings Account), is exclusively for 
those over 18 and under 40. Save up to £4,000 every year tax-free 
until you’re 50, and you get a 25% bonus from the government.  
The money can be withdrawn any time, but there’s a penalty 
unless you use it for your first home, are over 60, or are terminally ill.

LTV
LTV, or Loan to Value, is a term used in mortgages to show the 
ratio between the value of the home and how much you want to 
borrow. So, if you wanted to buy a £400,000 house and needed 
to borrow £300,000, the LTV of your mortgage would be 75%. The 
lower your LTV, the better your interest rate will be, so it’s worth 
saving for a bigger deposit.

Section 75
This piece of legislation under the Consumer Credit Act makes 
your credit card provider and the seller jointly responsible for any 
issues with your purchase. For example, if you bought a TV online, 
but it never arrives, you should get your money back in full as long 
as the purchase is between £100 and £30,000.

Stamp Duty
Short for Stamp Duty Land Tax, this is the tax you pay when you 
buy property or land over a specific price in England and Northern 
Ireland. The amount depends on whether the land or property is 
residential or commercial and the sale value.

Section 75
SWIFT, or Society for Worldwide Interbank Financial 
Telecommnication, let’s you transfer money internationally. You 
can use it to pay a friend overseas or receive payment from an 
employer abroad. There’s usually a fee, which is calculated as a  
percentage of the money you transfer.

5

4

3

2

1

6

7

8

9

10

11

12

13

14

15

Speak with the team at Validium
for more information and support 
on money and debt issues.

Contact us


