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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. 
	1. Balance Sheets or Statement of Financial position is one of the major financial statements used in business. It presents the financial situation of a company at the end of an accounting period. One purpose of the balance sheet is for creditors to know the current standing of the company in terms of its liabilities and its capacity to pay. Another purpose is for the management and decision makers to evaluate the company’s financial situation. This helps them make necessary changes for the company’s survival and growth.

2. Current Assets are highly liquid. This means that they easily convertible to cash within a business period. Cash, accounts receivable, inventory are some of the current assets in a company. Fixed Assets, on the other hand, are less liquid. They are intended for resale. They also aid in the production of revenue for the business. Some long term assets are equipment, furniture and fixtures. 
Current Ratio determines the ratio of total current assets over total current liabilities. It determines if the company has enough current assets to cover all current liabilities plus enough for its operations. A good ration would be dependent on the type and scale of business. However, a rate of 2:1 is a safe ratio since it indicates that you have 2 currents assets for every 1 current liability (in value). Current Ration can be computed with the following formula: Current Ratio = Total Current Assets / Total Current Liabilities

3. This means that the assets of the business must be equal to the amount is all its liabilities plus the owner’s equity less drawings. It also implies that on every financial transaction, there must be an equal effect on both sides of the equation, or offsetting effects on the same side of the equation. For instance, Company ABC buys an equipment for $1000 and pays using $500 in cash and the remaining $500 payable in 15 days. Now his assets are worth $1000, liabilities are $500, and equity $500.
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How to Prepare and Analyze a Balance Sheet
ESSMENT # 6	Total Marks: 30



Answer the following questions:

1.	What is Balance Sheet?  Identify and explain any two purposes of a 'Balance Sheet'.	(10)
Balance Sheets or Statement of Financial position is one of the major financial statements used in business. It presents the financial situation of a company at the end of an accounting period. One purpose of the balance sheet is for creditors to know the current standing of the company in terms of its liabilities and its capacity to pay. Another purpose is for the management and decision makers to evaluate the company’s financial situation. This helps them make necessary changes for the company’s survival and growth.

2.	Distinguish between fixed and current assets and describe current ratio.	(10)
Current Assets are highly liquid. This means that they easily convertible to cash within a business period. Cash, accounts receivable, inventory are some of the current assets in a company. Fixed Assets, on the other hand, are less liquid. They are intended for resale. They also aid in the production of revenue for the business. Some long term assets are equipment, furniture and fixtures. 
Current Ratio determines the ratio of total current assets over total current liabilities. It determines if the company has enough current assets to cover all current liabilities plus enough for its operations. A good ration would be dependent on the type and scale of business. However, a rate of 2:1 is a safe ratio since it indicates that you have 2 currents assets for every 1 current liability (in value). Current Ration can be computed with the following formula: Current Ratio = Total Current Assets / Total Current Liabilities
3.	What do you understand from the following equation?	(10)
	 Assets = Liabilities + Net Worth
This means that the assets of the business must be equal to the amount is all its liabilities plus the owner’s equity less drawings. It also implies that on every financial transaction, there must be an equal effect on both sides of the equation, or offsetting effects on the same side of the equation. For instance, Company ABC buys an equipment for $1000 and pays using $500 in cash and the remaining $500 payable in 15 days. Now his assets are worth $1000, liabilities are $500, and equity $500.
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