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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 sheet is one of the three most widely prepared financial statements. It is a summary of a company’s assets, liabilities, and the overall financial health of the business at a specific point in time, and is prepared according to basic accounting standards and concepts at the end of an accounting period. It is prepared in order to give a picture of the firm’s flexibility, liquidity and leverage, as well as a comparison between balance sheets from different periods allows for important decision-making.
One of the purposes of the balance sheet is to communicate a business’s financial position to the interest parties. This interested parties might include a bank who will used the statement to identify what the company owns and what owes to other parties in order to establish the company’s ability to pay for an additional loan, current investor who will compare statement from different time periods in order to determine how the business is evolving (if its growing or declining), and potential investors who will used the statements to determine the profitability of making a new investment in that company.
Another purpose is to provide information that will be used as a decision-making and management tool. By providing a correct assessment of the company’s financial position, the management can correctly determine the company’s performance in that period and how it relates to different periods. With this information, the management can decide what the best course of action for the future of the company is. For example, if a company had a good period and the business is growing, the management can decide if they have financial leverage to purchase a new factory in order to increase production numbers and if that would be a good decision. 

2 – The difference between fixed and current assets is their liquidity. A company’s assets are classified according to their life expectancy. In a business with an operating cycle of one year, the assets with the ability to be turned into cash within one year are classified as current assets, while assets with a life expectancy longer one year are classified as fixed assets. 
Current assets are assets that can be converted into cash (liquefied) or used within one year of the firm operating cycle. For example, accounts receivable are current assets because the company will collect them and convert them to cash within one year, and inventory is a current asset because the company expects to use them in operations within one year. They are important because they can be used to pay costs of the day-to-day operations. 
Fixed assets are assets that a firm owns and uses for production of its income and is not expected to be converted into cash sooner that a firm’s operating cycle. For example, a factory is a fixed asset because it is not purchase with the intent of being sold for profit but rather to be used for production of inventory, which will in turn be converted into revenue, and its life expectancy is longer than an operating cycle. This assets depend on the type of business, for example, in a transportation company, any vehicle would be considered a fixed assets because it is used to carry out operations and not to be sold for revenue, on the other hand, in a car dealership, the vehicles would be considered inventory, and therefore a current asset, because in this case they are not used for operations but they are indeed expected to be sold for revenue.   
Current ratio measures if a company has enough resources to settle their debts over the next operating cycle (one year). It takes the current assets of the company (assets than can be liquidated within one year) and matches them against the current liabilities (debts that need to be settled within one year). It measures the company’s financial strength and solvency. Generally a current ratio of 2 is signal of good financial strength, however, if the ratio is too high, it might indicate that there is money not being used that could be invested in the company in order to increase profitability.

3 – This equation summarizes a balance sheet, and it indicates the net worth of a company at a specific point in time. It represents the amount by which assets exceed liabilities and how much a company is worth. It is the value of the company if all assets were sold and liabilities were paid in full on a specific date. For example, a company’s balance sheet indicates that a company owns £50.000 in assets and it owes £20.000 in liabilities. If all assets were sold and liabilities paid, the company would have £30.000 left in cash. It is this £30.000 that the company is worth. 
However, a balance sheet is not created with the intent of selling the company and figuring out how much money would be left in the end, therefore, this value alone does not explicit indicates the performance of a company. It is only by comparing this results with previous results that can be determine how the company is performing and in which path the company is going. For example, an investor looking for a new business to invest might look into the previous company balance sheet and assuming that a net worth of £30.000 is a good value, but, when looking at previous balance sheets he might discover that the this actually the lowest value in the history in the company and that their net worth has been decreasing for the previous two years. Turning a good value into a bad one. A balance sheet and the net worth of a company must take into consideration their context in the overall business. 
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