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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. A balance sheet reports a company's assets, liabilities and shareholders' equity at a specific point in time, and provides a basis for computing rates of return and evaluating its capital structure. It is a financial statement that provides a snapshot of what a company owns and owes, as well as the amount invested by shareholders.
The balance sheet adheres to the following equation, where assets on one side, and liabilities plus shareholders' equity on the other, balance out:
Assets = Liabilities + Shareholders' Equity
This is intuitive: a company has to pay for all the things it owns (assets) by either borrowing money (taking on liabilities) or taking it from investors (issuing shareholders' equity).
For example, if a company takes out a five-year, $4,000 loan from a bank, its assets – specifically the cash account – will increase by $4,000; its liabilities – specifically the long-term debt account – will also increase by $4,000, balancing the two sides of the equation. If the company takes $8,000 from investors, its assets will increase by that amount, as will its shareholders' equity. All revenues the company generates in excess of its liabilities will go into the shareholders' equity account, representing the net assets held by the owners. These revenues will be balanced on the assets side, appearing as cash, investments, inventory, or some other asset.
Assets, liabilities and shareholders' equity are each comprised of several smaller accounts that break down the specifics of a company's finances. These accounts vary widely by industry, and the same terms can have different implications depending on the nature of the business. Broadly, however, there are a few common components investors are likely to come across.
https://www.investopedia.com/terms/b/balancesheet.asp


Why the balance sheet is important; The data displayed on the balance sheet provides a business with a better idea of the financial state of the business in the given time period. Questions about liquidity and efficiency are two of the more common aspects of a business revealed in the balance sheet.
· Liquidity: liquidity is generally more thoroughly measured by applying one or more ratios to produce a percentage that can easily be compared against previous, future, and market percentages. The ratios most commonly used are the current ratio and the quick ratio.
· Efficiency: efficiency seems fairly straightforward as it involves how well a business is managing its assets including working capital. This provides a better idea of the financial efficiency on a day-to-day basis for the given time period.
The balance sheet can also provide insight into a business's leverage, which can illustrate the amount of risk being taken, as well as the returns, such as returns on investment (ROI).
https://debitoor.com/dictionary/balance-sheet
Purposes of a balance sheet 
 i) Know the Types of Assets
Current Assets
Current assets have a life span of one year or less, meaning they can be converted easily into cash. Such asset classes include cash and cash equivalents, accounts receivable, and inventory. Cash, the most fundamental of current assets, also includes non-restricted bank accounts and checks. Cash equivalents are very safe assets that can be readily converted into cash; U.S. Treasuries are one such example. Accounts receivables consist of the short-term obligations owed to the company by its clients. Companies often sell products or services to customers on credit; these obligations are held in the current assets account until they are paid off by the clients.
Lastly, inventory represents the raw materials, work-in-progress goods, and the company’s finished goods. Depending on the company, the exact makeup of the inventory account will differ. For example, a manufacturing firm will carry a large amount of raw materials, while a retail firm carries none. The make-up of a retailer’s inventory typically consists of goods purchased from manufacturers and wholesalers.

Non-Current Assets
Non-current assets are assets that are not turned into cash easily, are expected to be turned into cash within a year, and/or have a lifespan of more than a year. They can refer to tangible assets such as machinery, computers, buildings, and land. Non-current assets also can be intangible assets such as goodwill, patents or copyright. While these assets are not physical in nature, they are often the resources that can make or break a company – the value of a brand name, for instance, should not be underestimated.
Depreciation is calculated and deducted from most of these assets, which represents the economic cost of the asset over its useful life

ii) Learn the Different Liabilities
 On the other side of the balance sheet are the liabilities. These are the financial obligations a company owes to outside parties. Like assets, they can be both current and long-term. Long-term liabilities are debts and other non-debt financial obligations, which are due after a period of at least one year from the date of the balance sheet. Current liabilities are the company's liabilities that will come due, or must be paid, within one year. This includes both shorter-term borrowings, such as accounts payables, along with the current portion of longer-term borrowing, such as the latest interest payment on a 10-year loan.
https://www.investopedia.com/articles/04/031004.asp

2.  To begin with, Current assets and fixed assets are located on a company's balance sheet, which consists of the assets of a company whether they are financed by equity or debt. 

Current assets are short-term assets, and fixed assets are long-term assets.  
Current assets can be converted into cash is less than one year. Current assets are used for running the business and paying operational expenses. As a result, short-term assets like current assets are liquid meaning they can be easily converted into cash.
Current assets on a balance sheet may include the following:
· Cash and cash equivalents like certificates of deposit
· Marketable securities like equity or debt securities
· Accounts receivable, or money owed by customers to the company for sales that are typically paid in less than 90 days
· Inventory including finished goods and raw materials
· Prepaid expenses
Fixed assets are long-term assets used by a company in producing its goods and services. Fixed assets have a useful life greater than one year. Fixed assets are listed on the balance sheet as property, plant, and equipment (PP&E). Fixed assets are also called tangible assets, meaning they have physical properties or can be touched. 
Fixed assets can include the following: 
· Vehicles like company cars and trucks
· Office furniture
· Machinery
· Buildings
· Land
Current assets can be converted into cash quickly while fixed assets are long-term assets that a company purchases used to generate growth over many years. Fixed assets undergo depreciation, which expenses the cost over their useful lives. Depreciation helps a company avoid a major loss in the year they purchase the asset by spreading the cost out over several years. Current assets are not depreciated because of their short-term life.
https://www.investopedia.com/ask/answers/012815/what-difference-between-fixed-asset-and-current-asset.asp#ixzz5NxpLcLAF 

What is the Current Ratio; The current ratio is a liquidity ratio that measures a company's ability to pay short-term and long-term obligations. To gauge this ability, the current ratio considers the current total assets of a company (both liquid and illiquid) relative to that company’s current total liabilities. The formula for calculating a company’s current ratio is:
Current Ratio = Current Assets / Current Liabilities
The current ratio is called “current” because, unlike some other liquidity ratios, it incorporates all current assets and liabilities.
The current ratio is also known as the working capital ratio.
The current ratio is mainly used to give an idea of a company's ability to pay back its liabilities (debt and accounts payable) with its assets (cash, marketable securities, inventory, accounts receivable). As such, current ratio can be used to make a rough estimate of a company’s financial health. The current ratio can give a sense of the efficiency of a company's operating cycle or its ability to turn its product into cash. Companies that have trouble getting paid on their receivables or that have high inventory turnover can run into liquidity problems if they are unable to alleviate their obligations.
https://www.investopedia.com/terms/c/currentratio.asp#ixzz5NxqCeVp3 

3. Assets
Assets are items that are owned and have value. Assets would include cash, investments, money that is owed to the person or entity (accounts receivable), inventory of items for sale, supplies, pre-paid expenses, land, land improvements (buildings), equipment, etc.

Liabilities
Liabilities are obligations or items that are owed to others. Liabilities are the accounting opposite of assets. Liabilities would include accounts payable, accrued interest and principle on bonds issued, accrued interest and principal on mortgages outstanding, etc.

Net Worth Calculation
Assets – Liabilities = Net Worth
Net worth is the total assets minus total liabilities of an individual or entity. Net worth may also be referred to as book value or owner’s (stockholders) equity.  In other words, net worth is the accounting value of an individual or entity if all assets were sold and liabilities were paid in full on a specific date.

http://www.arborinvestmentplanner.com/explain-balance-sheet-define-assets-liabilities-and-net-worth-2/ 
Net worth is the amount by which assets exceed liabilities. Net worth is a concept applicable to individuals and businesses as a key measure of how much an entity is worth. A consistent increase in net worth indicates good financial health; conversely, net worth may be depleted by annual operating losses or a substantial decrease in asset values relative to liabilities.
In the business context, net worth is also known as book value or shareholders' equity. In fact, the balance sheet is also known as a net worth statement as the value of a company's equity equals the difference between the value of total assets and total liabilities. But the values on a company's balance sheet highlight historical costs or book values, not current market values.
Lending institutions scrutinize a business' net worth to determine if its financial health. If total liabilities exceed total assets, that is negative net worth, a creditor may not be too confident in a company's ability to repay its loans.
A company that is consistently profitable will have a rising net worth or book value, as long as these earnings are not fully distributed to shareholders as dividends but are retained in the business. For public companies, rising book values over time may be rewarded by an increase in the value of stocks trading in the markets.
For Example; An individual's net worth is simply the value that is left after s/he subtracts her debt from her assets. Examples of debt includes mortgages, credit card balances, student loans, car loans, etc. An individual's assets include checking and savings account balances, value of securities such as stocks or bonds, value of his or her home, market value of automobile, etc. In other words, whatever is left after selling all assets and paying off personal debt is the net worth. Note that the value of personal net worth includes the current market value of assets and the current debt costs.
https://www.investopedia.com/terms/n/networth.asp#ixzz5NxsTN64x 







References: 
·  https://www.investopedia.com/terms/b/balancesheet.asp
·   https://debitoor.com/dictionary/balance-sheet
· https://www.investopedia.com/articles/04/031004.asp
·  https://www.investopedia.com/ask/answers/012815/what-difference-between-fixed-asset-and-current-asset.asp#ixzz5NxpLcLAF
· https://www.investopedia.com/terms/c/currentratio.asp#ixzz5NxqCeVp3
· http://www.arborinvestmentplanner.com/explain-balance-sheet-define-assets-liabilities-and-net-worth-2/ 
· https://www.investopedia.com/terms/n/networth.asp#ixzz5NxsTN64x











  





















Student Statement:

By submitting this assignment, I confirm that this is my own work.



	Student Signature
	Weluzani Banda
	Date
	12.08.2018




For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	













image1.png
ﬁ
o R




