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1. A Balance Sheet is a financial statement which is very important as it shows a company’s financial position in a given time period by outlining total assets and total liabilities.  The balance sheet is used by the business as a decision making tool where they can analyse the financial information illustrated.
The balance sheet shows if there is efficiency and liquidity in the business.  Liquidity is measured by using one of the ratios which gives a percentage.  This can then be compared to past balance sheets.  High ratios indicate that a business is financially strong.  If this ratio is very high businesses can see that the cash they have could be used to the benefit of the business and make the business more efficient.

The balance sheet also shows the level of leverage there is in a business.  The leverage ratio evaluates a business’s debt levels.  A business can identify from the balance sheet whether there is enough leverage to use to continue the growth of the business.

2. Current Assets are assets of a business which can be converted into cash generally within a year.  Examples are cash, accounts receivable and inventory and are used to the benefit of the business.
Fixed Assets are assets which a business will use for more than one financial year and they also produce revenue.  Examples are plants and machinery, land and furniture and fixtures.

Current Ratio shows a business’s ability to pay its debts due in a year and is calculated by dividing the total of current assets by the total of current liabilities, if this ration is less than 1 it’ highlights that the business may not be solvent enough to pay its debts.  A high ration indicates that the cash is not being used efficiently.

3. The accounting equation assets = liabilities + net worth shows that if all a business asset are sold and all liabilities are paid the remaining figure is the accounting value. 

The best outcome for a business is that the net worth is positive meaning their assets exceed their liabilities and that the business is in good financial health. The higher the net worth value indicates how valuable the business is.

This equation will also show if a business’s transaction are being correctly recorded in the accounts.
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