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LearningObjectives:
1.Definetheterm balancesheet
2.Classificationofbalancesheetitems
3.Mentiontheimportanceofbalancesheet

WhatIsaBalanceSheet?
Abalancesheetisafinancialstatementthatreportsacompany'sassets,liabilities,andCapital.
Thebalancesheetisoneofthethreecorefinancialstatementsthatareusedtoevaluatea
business.
ASSETS:thisareitemsacquiredforuseinthebusinessratherthanforresaletocustomers.
Theyaredividedintotwo,currentassetsandfixedassets.
Currentassets:theyarecalledfloatingorcirculatingassetsbecausetheyarelesspermanentin
nature,examplesareCashinhand,stock,debtorsandbankbalances.
Fixedassetsarepermanentinnaturewhichareusedinbusinessproduction,examplesareland,
machinery,equipment,buildings,andotherdurable,generallycapital-intensiveassets.
Intangibleassetsincludenon-physical(butstillvaluable)assetssuchasintellectualpropertyand
goodwill.
A liabilityisanymoneythatacompanyowestooutsideparties,from billsithastopayto
supplierstointerestonbondsissuedtocreditorstorent,utilitiesandsalaries.Currentliabilities
areduewithinoneyearandarelistedinorderoftheirduedate.Long-term liabilities,ontheother
hand,aredueatanypointafteroneyear.
Capitalistheamounttheownerhasinvestedinthebusiness.Profitmadebelongstotheowner
andincreasescapital.Netprofitwhichisthetotalbalanceafterallexpensesareremovedis
addedtocapitalinbalancesheet.
ImportanceofaBalanceSheet
Regardlessofthesizeofacompanyorindustryinwhichitoperates,therearemanybenefitsofa
balancesheet,
1.Balancesheetsdeterminerisk.Thisfinancialstatementlistseverythingacompanyownsand
allofitsdebt.
2.Balancesheetsarealsousedtosecurecapital.Acompanyusuallymustprovideabalance
sheettoalenderinordertosecureabusinessloan.
3.Managerscanopttousefinancialratiostomeasuretheliquidity,profitability,solvency,and
turnoverofacompany.
4.balancesheetscanlureandretaintalent.Employeesusuallypreferknowingtheirjobsare
secureandthatthecompanytheyareworkingforisingoodhealth.
5.Thebalancesheetisanessentialtoolusedbyexecutives,investors,analysts,andregulatorsto
understandthecurrentfinancialhealthofabusiness.
6.Thebalancesheetcanhelpusersanswerquestionssuchaswhetherthecompanyhasa
positivenetworth,whetherithasenoughcashandshort-term assetstocoveritsobligations,and
whetherthecompanyishighlyindebtedrelativetoitspeers.

BalanceSheetFormula?

Abalancesheetiscalculatedbybalancingacompany'sassetswithitsliabilitiesandequityor

capital.Theformulais:totalassets=totalliabilities+totalequityorcapital.


