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1. What is Balance Sheet? Identify and explain any two purpose of a balance sheet.

Balance sheet summarize a company’s assets and liabilities, as well as the overall financial well being of the business. It is usually prepared at the end of an accounting period, which can be a month, every three months or once a year. However, new businesses are not advised to wait for and end of an operating cycle or the end of the year to prepare their balance sheets because they should keep themselves updated with their financial position more frequently. Balance sheets are considered to be very important decision-making and management tools. Balance sheets, along with other financial statements, contributes towards a very important and sophisticated financial analysis of the business. It only gives a picture of the firm’s flexibility, liquidity, and leverage, a comparison of balance sheets from different accounting periods also allows restructuring and important decision making.
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One of the main purposes of financial statements is to communicate a business’s financial position to the parties interested in this information. Balance sheet also know as the Statement of Financial Position is produced on a standard accounting format and records a business’s assets, liabilities and owner’s equity. 
  
2. Distinguish between fixed and current assets and describe current ratio.

Fixed Assets are the assets that produce revenue. They are different from current assets because they are not from the purpose of resale and their life exceeds the short term. Fixed assets vary with the type of business, size of the business and kind of market it is operating in. Examples of fixed assets include building, motor vehicles, machinery and equipment, land, furniture, fixtures, and any other items that are expected to last a long time in the ownership of the business.

Current Assets is cash and any other company assets that will turning into cash within 1 year from the date shown in the heading of the company’s balance sheet. Current assets are generally listed first on a company’s balance sheet and will be presented in the order of liquidity.

Current Ratio also known as the Liquidity ratio, measures the number of times that the business’s currents assets exceed its current liabilities. It indicates a business financial strength and solvency. The current ratio addresses the question of whether the business has enough assets to meets its current liabilities easily and with a margin of safety. Generally, a current ratio of two is considered to be strong. However, the strength of the current ratio can differ depending on the size of the business, its nature and the kind of current assets and liabilities that it possesses. The quality of the accounts receivable and the cash value of inventory can be doubtful whereas there is very little doubt concerning the amount if debts that are due.
A very high current ratio suggests that cash is lying idle with the business and it is not being utilized efficiently to give optimum returns, the business should buy equipment or invest in something profitable for the business with the unutilized cash.
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3. What do you understand from the following equation?
[bookmark: _GoBack]
Assets = Liabilities + Net Worth

This is the basic formula to understand how Balance Sheet is prepared.
If the balance sheet is prepared on a two-column format, all assets are recorded on the left, liabilities on the right, and the net worth of the company is recorded beneath the liabilities. If it is prepared on a one-column format, then assets are recorded first followed by liabilities and finally the net worth.

           Making a balance sheet using this equation you must;

1. Complete the Current Asset Section of the worksheet
2. Complete the Fixed Assets Section and other assets section and compute the total assets of your business
3. Complete the Liabilities Section of the worksheet. Compute total Liabilities
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