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 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.
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1. A Balance sheet is a statement that shows assets, liabilities and capital of a business on a specific date, usually at the end of the year, detailing the balance of income and expenditure over the preceding period. It is the statement of financial position.

The purpose of the Balance sheet is to show how much assets the business owns, how much it owes to third parties who are known as liabilities and how much belongs to the owner which is known as the Owner’s equity or Capital.

The balance sheet gives users an idea of the company’s financial position and gives a brief idea of a company’s accounts at a given point by summarizing a company’s assets and liabilities as well as the overall financial well-being of the company.
It represents the accounting equation. The total of assets should be equal to the owner’s equity plus liabilities
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2.           DISTINGUISH BETWEEN FIXED AND CURRENT ASSET

FIXED ASSETS – These are assets that produce revenue. These are different from Current assets because they are not for the purpose of resale and their life exceeds the short-term. Fixed assets vary with the type of business whether it is a manufacturing or service type of business. These assets are listed starting with those the business will keep the longest, down to those which will not be kept so long.
Examples of fixed assets include Land, buildings, fixtures and fittings, machinery, motor vehicles, equipment, furniture.

CURRENT ASSETS – Current assets are those assets that can be converted into cash quickly. They are assets that are consumed or used within a short period as they change form fairly quickly as they have a short life. 

Current assets can change their form for example, cash in hand or at the bank may turn into stock after buying the goods and the stock may change into debtors if the goods are sold on credit. Their value change constantly unlike fixed assets

These are listed starting with the asset furthest away from being turned into cash, finishing with cash itself for example stock of goods, debtors, cash at the bank and cash in hand


CURRENT RATIO – Also known as liquidity ratio, measures the number of times that the business’s current assets exceed its current liabilities. It indicates a business financial strength and solvency.

Current Ratio=Total Current Assets ÷ Total Current Liabilities
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3. ASSETS = LIABILTIES + NET WORTH

This is the basic formula to understand how Balance sheets are prepared. Assets are recorded first, followed by Liabilities and finally the Net worth. The above formula can be rearranged as NET WORTH = ASSETS – LIABILITIES

NET WORTH or Capital is also called owner’s equity. The owner’s equity is the owner’s investment in the business and is derived from subtracting liabilities from the assets

ASSETS= Items that are owned by the business and have value. For the firm to start up it needs resources. Assets consist of  property of all kinds like buildings, machinery, stock of goods and motor vehicles


LIABILITIES= Are the claims that can be made by the creditors against assets of the business. These are debts of the business. Also loans made to the business are included as liabilities
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