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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 

	Answer the following questions:

1. What is Balance Sheet? Identify and explain any two purposes of a 'Balance Sheet'. (10)

The Balance Sheet is the snapshot of the financial condition of the business, on a particular time or date. The Balance Sheet, in comparison with the Profit and Loss account for example, shows the financial position of the business, only for a specific time or date! The Profit and Loss shows the expenses and revenues of the business for the entire accounting period. That is one of the main differences between the Balance Sheet and the Profit and Loss account.
The Balance Sheet information, is very useful for the managers of the business, because, based on that information, a business manager, can make future financial decision about his business. 

The Balance Sheet information, can be used when applying for a loan from a creditor. The creditors, would usually like to see, what is the financial position of a business, before they decide to give a loan to that business or not. 
2. Distinguish between fixed and current assets and describe current ratio. (10)
The current assets are those who lasts less than a year in the business. If there are assets, which will last longer than a year in the business, they are considerate, to be fixed assets. 

An example of fixed assets can be; van, properly, equipment, furniture, etc... 

An example of current assets can be cash, bank, debtors, account receivable, etc..

The fixed and current assets are recorded in order on the Balance Sheet, according, to their liquidity. That means, how quickly an asset, can be turned into cash.
The ratios in accounting, are mainly used for measuring the profitability and the performance of the business. For example, a ratio can be used to compare the performance of the business, with the performance and profitability of other businesses.

Also, the ratios can be used to find out the Working Capital of the business. 

Current Ratio = Total Current Assets+Total Current Liabilities

The Current Ratio, shows if there are enough current assets in the business, so that the business can deal properly with its own liabilities. 

If the Current Ratio is very high, it means that the business, is not utilizing its own assets properly. If the Current Ratio is low, it means that there is risk for the business paying of debts, and meeting the liabilities obligations.

The Current Ratio of 2 is the recommended. 

There should be enough current assets in the  business, which can come from the investment in the business from the owner of the business, or from loans, and a high enough net profit. 
3. What do you understand from the following equation? (10)
Assets = Liabilities + Net Worth
This is the basis of accounting. Assets must always be equal to liabilities plus capital. If this equation is not correct, that means there are errors somewhere in the ledgers and the accounts of the business. That is why the correction of errors by using the suspense account and the general journal are used, before the posting of the amounts to the Income Statement and Balance sheet.
If all the transactions in the daybooks and the ledgers are recorded and posted correctly, there would not be the need, of using the suspense account and the journal, to correct errors. That means the double entry, will fulfill its job, to make sure, that assets always equal liabilities plus capital. 
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