Text 4.

Balance Sheet
Текст взят из Barker, R. Short Introduction to Accounting / R. Barker. – Cambridge : Cambridge Univ. Press, 2011. – 215 p.
As described earlier, Albert started his business with some of his own money, while also borrowing from the bank. He invested in the purchase of equipment. From the outset, therefore, Albert had both assets and liabilities. Specifically, as shown in Table 3 (Albert’s balance sheet on his first day of business), he had assets in the form of equipment and cash, and he had a liability in the form of an outstanding bank loan.

	                                                      $k

	Fixed assets Equipment                30

	Current assets Cash                        5

	Total assets                                   35

	Long-term liabilities Bank loan   15

	Total liabilities                             15

	Equity                                            20


Table 3. – Albert’s balance sheet on his first day of business

The basic structure of the balance sheet is that it comprises assets, liabilities and equity. Assets are items of value that belong to the business. Liabilities are obligations of the business to make payments to third parties. The excess of the assets in the business over its liabilities is called equity. This is the owners’ stake in the business. It is sometimes referred to as shareholders’ funds. This can be summarised as follows:

equity = assets – liabilities (or, more concisely: equity = net assets).

As the balance sheet records the value of the assets and liabilities in a business, it is a statement of financial position. It can be viewed as a summary of the wealth that is tied up in the business. In contrast with the income statement, which records the amount of profit earned during a period of time, the balance sheet exists at a point in time, and it records the financial position at that point. The balance sheet is analogous to the amount held in your bank account at any point in time, while the income statement is analagous to the interest that is earned on your account during a period of time.

A balance sheet is always prepared for both the start and the end of the reporting period covered by an income statement; these are referred to as the opening and closing balance sheets, respectively.

In Albert’s case, the closing balance sheet in Table 4 (Albert’s balance sheet at the end of the financial year) states his financial position at the end of the period covered by the cash flow and income statements in Tables 1 and 2.

	                                                            $k

	Fixed assets Equipment                     27

	Current assets Inventory                     4

	Accounts receivable                            6

	Cash                                                   15

	Total assets                                        52

	Long-term liabilities Bank loan        15

	Current liabilities Tax payable           3

	Accounts payable                                7

	Total liabilities                                  25

	Equity                                                27


Table 4. – Albert’s balance sheet at the end of the financial year

The assets on a balance sheet are split into two categories: fixed and current. Fixed assets are those that represent the infrastructure of the business. They are held for the long term. They are employed in the business to generate revenue over several reporting periods. In Albert’s case, his equipment is a fixed asset. If he owned the workshop, rather than renting it, then that would also be a fixed asset, as would a delivery van or a sales office.

Current assets, in contrast, are held for the short term, which is typically defined to be less than one year. Current assets can be viewed as part of the organisation’s trading cycle. Albert’s inventory is a good example. Raw materials are purchased, converted into finished goods, and then sold, to be replaced by a new acquisition of raw materials. Raw materials and finished goods are both acquired and disposed of as part of the organisation’s trading cycle, which is typically very much shorter than one year, and inventory is therefore a current asset.

Another current asset is accounts receivable (otherwise known as trade debtors). These are amounts owed by customers to whom Albert has made a sale, but from whom cash has yet to be received.

There is also a one-year distinction made for liabilities on the balance sheet. If the liability is expected to be paid more than a year after the balance sheet date, then it is classified differently from amounts payable within the year. Albert’s bank loan, which is not short-term, is therefore classified separately from his tax payable and his accounts payable, both of which will be settled within the year. Accounts payable are, in effect, the opposite of accounts receivable. They are amounts owed to suppliers. In Albert’s case, he may have received delivery of raw materials but he has not paid for them (for further information see Text 5). 

