[bookmark: _Hlk111990058]4. Finance
Worksheet 1: Common terms used in financial reporting documents (tutor)
[bookmark: _Hlk100741107]1. State the three main financial reporting documents used by business organisations.

· Income statement (or profit and loss account)
· Balance sheet
· Cash flow statement

[bookmark: _Hlk100741292]2.  Describe what is meant by the term ‘accounting period’.
It is a set timeframe for a set of accounts showing the activities of the business.

Accept any reasonable, developed response that demonstrates knowledge and understanding the meaning of the term accounting period.

3.  Give an alternative term for sales turnover used in financial reporting.
Sales income or revenues 

Accept any reasonable, response that demonstrates knowledge of alternatives to the term sales turnover.

[bookmark: _Hlk100741670]4.  Explain what is meant by the term ‘variable costs’.
Variable costs are the expenses that change when the units of production change, such as having to buy more raw materials when orders go up.

Accept any reasonable, developed response that demonstrates knowledge and understanding the meaning of the term variable costs.

[bookmark: _Hlk100741992]5.  Explain the term used when all the variable costs are allocated to production operations.
Total variable costs become the cost of goods sold because they are directly allocated to producing goods to sell.

Accept any reasonable, developed response that demonstrates knowledge and understanding the meaning of cost of goods sold.

6. Describe what is meant by gross profit.
Gross profit is the amount of profit left from sales after the cost of goods sold has been deducted.
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Accept any reasonable, developed response that demonstrates knowledge and understanding of the meaning of gross profit.

7. Explain the difference between gross profit and net profit.
Gross profit just takes production costs into account, Net profit takes all expenses including taxes and dividends paid into account, so is the final amount of profit left in the business. 

Accept any reasonable, developed response that demonstrates knowledge and understanding of the difference between gross and net profit.

8. Describe a cash flow statement.
The cash flow statement shows all the flows of money into and out of the business bank account.

Accept any reasonable, developed response that demonstrates knowledge and understanding of a cash flow statement.

[bookmark: _Hlk100742866]9. Identify the three main sections of a balance sheet.
· Assets
· Liabilities
· Shareholders’/owners’ equity (also accept financed by)

[bookmark: _Hlk100743050]10. Explain what is meant by the term ‘current assets’.
Current assets are the ones that are expected to be turned into cash within one year and support the operations of the business.

Accept any reasonable, developed response that demonstrates knowledge and understanding of current assets.

11. Explain what ‘trade creditors’ are on a balance sheet.
Trade creditors are a current liability because the business has received products or services such as raw materials from them but has not yet paid the invoices, so it still owes them money.
 
Accept any reasonable, developed response that demonstrates knowledge and understanding of trade creditors.

12. Explain why a business owner might retain profits instead of taking them out as drawings. 
The business owner might want to invest the profits to help the business grow by buying more equipment to speed up production and earn even more profits.

Accept any reasonable, developed response that demonstrates knowledge and understanding of retain profit.
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