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13. Business, commercial and financial awareness
Worksheet 10: Staying solvent (tutor)
A business must remain solvent to survive. Think back to what you learned about solvency, and the liabilities on a company that form part of its calculation (if a firm can’t pay its debts it becomes insolvent and may go out of business). Answer the following questions in your own words, then discuss with the tutor and the group.

1. What is financial liability? Can you give some examples?

Financial liability is money owed by one party to another. Examples are taxes, bills, mortgage payments, loan finance and other debts.






2. What defines a business as solvent?

A business is solvent if it is able to meet its short-term debts (financial liabilities), where ‘short-term’ is defined as one year.






3. How is ‘working capital’ defined?

Working capital = current assets – current liabilities






4. Staying solvent means meeting your liabilities, such as taxation. Name two business taxes payable in the UK and briefly explain them.

Corporation tax is a tax on the profits of all limited companies, charged at a rate of 11%.
Business rates are a form of tax on business premises, similar to council tax on domestic houses.
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