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1. The balance sheet is a snapshot at a single point in time of the company's accounts – covering its assets, liabilities and shareholders' equity.
· The purpose of the balance sheet is to reveal the financial status of a business as of a specific point in time. The statement shows what an entity owns (assets) and how much it owes (liabilities), as well as the amount invested in the business (equity). This information is more valuable when the balance sheets for several consecutive periods are grouped together, so that trends in the different line items can be viewed. There are several subsets of information that can be used to gain an understanding of the short-term financial status of an organization. When the current assets subtotal is compared to the current liabilities subtotal, one can estimate whether a firm has access to sufficient funds in the short term to pay off its short-term obligations. 
· One can also compare the total amount of debt to the total amount of equity listed on the balance sheet, to see if the resulting debt/equity ratio indicates a dangerously high level of borrowing. This information is especially useful for lenders and creditors, who want to know if the extension of additional credit might result in a bad debt. 
· Investors like to examine the amount of cash on the balance sheet to see if there is enough available to pay them a dividend. However, this judgment may need to be adjusted based on the need to invest additional funds in the business. 
· A potential acquirer of a business examines a balance sheet to see if there are any assets that could potentially be stripped away without harming the underlying business. For example, the acquirer can compare the reported inventory balance to sales to derive an inventory turnover level, which can indicate the presence of excess inventory. The same comparison can be applied to accounts receivable. Or, the fixed asset total can be compared to sales to derive a fixed asset turnover measure, which is then compared to best-in-class companies in the same industry to see if the fixed asset investment is 
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too high. In short, the purpose of the balance sheet is basically to reveal the financial status of an organization, but users may focus on different information within the statement, depending on their own needs.

2. The difference between fixed and current assets are as follows:
· Also called long-term assets, fixed assets are held by a business with the intentions of continuing use and not to be resold in a short period of time. On the contrary, current assets are kept for resale, can be converted into cash or an equivalent in a short period of time.
· Fixed assets would usually last for more than a year or 1 complete accounting cycle of a business whilst Current assets are likely to be realized within a year or 1 complete accounting cycle of a business.
· Fixed assets are bought from long-term funds deployed within a business whilst current assets are bought out of short-term funds deployed within a business.
· Fixed assets are used to keep a business running and earn profits out of operations whilst current assets are assets which are converted to cash or exhausted during the regular accounting cycle of a business.
·  If and when required, fixed assets are not easy to convert into cash whilst Current assets are easy to liquidate as compared to fixed assets.
·  Examples of fixed assets include Machinery, Building, Furniture etc whilst Examples of current assets include Cash in hand, Cash at the bank, Stock, Debtors etc.
· The current ratio is a liquidity and efficiency ratio that measures a firm’s ability to pay off its short-term liabilities with its current assets. The current ratio is an important measure of liquidity because short-term liabilities are due within the next year. This means that a company has a limited amount of time in order to raise the funds to pay for these liabilities. Current assets like cash, cash equivalents, and marketable securities can easily be converted into cash in the short term. This means that 
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companies with larger amounts of current assets will more easily be able to pay off current liabilities when they become due without having to sell off long-term, revenue generating assets. The current ratio is calculated by dividing current assets by current liabilities. This ratio is stated in numeric format rather than in decimal format. Here is the calculation:
[image: Current Ratio]
The current ratio helps investors and creditors understand the liquidity of a company and how easily that company will be able to pay off its current liabilities. This ratio expresses a firm’s current debt in terms of current assets. So, a current ratio of 4 would mean that the company has 4 times more current assets than current liabilities. A higher current ratio is always more favourable than a lower current ratio because it shows the company can more easily make current debt payments. If a company has to sell of fixed assets to pay for its current liabilities, this usually means the company isn’t making enough from operations to support activities. In other words, the company is losing money. Sometimes this is the result of poor collections of accounts receivable. The current ratio also sheds light on the overall debt burden of the company. If a company is weighted down with a current debt, its cash flow will suffer.
3. 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 are obligations or items that are owed to others. Liabilities are the accounting opposite of assets. Liabilities would include 
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accounts payable, accrued interest and principle on bonds issued, accrued interest and principal on mortgages outstanding, etc.
Net Worth =  Assets – Liabilities : 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. The balance sheet follows one of the more basic accounting equations, which states that company assets equal liabilities plus owners' equity. The premise of this rule is that whatever value remains when total liabilities are subtracted from the value of total assets represents the net worth of the company. Net worth is expressed in the owners' equity section. In theory, this amount equals what the company would contribute to owners upon dissolution, following liquidation of all assets and payoff of all liabilities at their current values. The net worth of a business, as shown through equity on a balance sheet, is useful to company leaders, stock analysts, investors and creditors as they make decisions about the business. Balance sheet users want to know what the company's value is to them or to owners collectively. Investors and creditors often look at a number of ratios to determine the relative strength of equity.
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