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Balance Sheet
1. A Balance Sheet can also be known as a Statement of Financial Position and conveys to interested parties a business’s financial position at a particular moment in time.  It states the assets, liabilities and owners’ equity at a particular point in time providing a snapshot of what a business owns (assets) and owes (liabilities) as well as shareholders’ investment (equity). It provides an insight into a company and its financial operations.  As financial statements are prepared using GAAP it means it is reliable and can be compared from one accounting period to the next which is important for decision making and restructuring.  

Information in the balance sheet can be used to make calculations in the form of ratios which help interpret the results giving a much better understanding of financial position. They help make comparisons between companies and establish financial trends.

By comparing the current assets against the current liabilities the Balance sheet can be used to determine the short term financial status of a business and whether it has sufficient funds to pay off its’ short term obligations. 
It is an important tool for investors or potential investors and bankers can evaluate the creditworthiness of the business based on its’ health and accuracy.


2. Assets are items of value a business owns, creates or benefits from.  On a Balance Sheet assets are split into current assets and fixed assets and are listed in order of their liquidity. Current assets are listed first and can be expected to be converted into cash within a period of one year from the balance sheet date.  Examples of current assets are cash, accounts receivables, stock, prepaid expenses and short term investments. 
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Fixed assets are assets that cannot be easily converted into cash and are expected to last a long time. Examples are land and buildings, plant and machinery, vehicles, office furniture and equipment. They will be recorded at their net book value which is their original or historic cost less a charge for depreciation. These are tangible fixed assets. Examples of intangible fixed assets are patents, goodwill, copyrights and trademarks, they are not physical in nature and can be hard to evaluate.

The formula for the current ratio is:
Current Ratio = Total Current Assets ÷ Total Current Liabilities
It is an indicator of a company’s liquidity i.e. whether it can cover all its liabilities by liquidising its current assets. A healthy business should have a ratio between 1.5% and 3% although this will vary dependant on the type of industry. It will be able to cover all its liabilities and still have some leftover. A company with a current ratio of 1 has an equal amount of assets to liabilities and is therefore just able to cover them. If the current ratio is higher than 2 then it may not be fully utilising its current assets efficiently.

3. The formula Assets = Liabilities + Net Worth is a summary of the balance sheet and represents the relationship between assets, liabilities and owners/shareholders equity. It forms the bases of the double entry book keeping system. The debit side will always equal the credit side.
In a balance sheet items are listed in the same order as the formula A = L + NW
Assets are listed first in order of liquidity so current assets followed by fixed assets.  Total Assets is then calculated.  Liabilities are then listed, short term followed by long term and the total Liabilities is calculated. Subtracting the total liabilities from the total assets gives the net worth of the company.  Net 
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Worth is also known as shareholders equity and is the value of assets left are paying all of its liabilities. Thus the formula can be rearranged as follows:
Net Worth = Assets – Liabilities.
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