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DESCRIPTION
A balance sheet is a financial statement that shows the assets and 
liabilities of a corporation at a certain point in time. It is one of 
the three fundamental financial statements used to assess a 
company's performance. A balance sheet is a document that 
investors and other stakeholders use to obtain a sense of an 
organization's financial health. It enables them to evaluate the 
rate at which the company makes returns or compare current 
assets and liabilities to determine the business's liquidity. 
Comparing two or more balance sheets from various periods of 
time might reveal how a company has evolved.

Stakeholders can better grasp the company's future with this 
information. The line items that appear on a balance sheet will 
differ slightly depending on the type of organization and 
industry. Because they all deal with the same types of 
transactions, the line items utilized in the balance sheets of 
companies in the same industry are usually comparable. The line 
items are displayed in order of liquidity, which implies that the 
assets that are most easily convertible into cash are mentioned 
first, followed by the liabilities that are scheduled to be settled 
soonest.

Current assets are those that are projected to be liquidated 
within one year of the balance sheet date, whereas long-term 
assets are those that are expected to be liquidated over a longer 
period of time. All assets, with the exception of fixed assets, are 
categorized as current assets. All checking and savings accounts, 
as well as coins and bills kept on hand, certificates of deposit, 
and Treasury bills, are considered cash and cash equivalents. All 
investments in debt and equity securities that can be easily sold 
off in a liquid market are considered marketable securities. Any 
supplier invoices that have already been paid but for which the 
corresponding service has not yet been consumed are considered 
prepaid expenses.

Current liabilities are those that are expected to be settled within 
one year of the balance sheet date, and long-term liabilities are 
those that are expected to be settled over a longer period of time. 

This usually indicates that all liabilities are categorized as current 
liabilities, with the exception of long-term debt. Below is a list of 
the most frequent liability accounts, organized by liquidity. The 

sum paid into the firm by shareholders in exchange for shares in 
the business, as well as any earnings kept in the business, are 
included in the shareholders' equity portion. It also deducts any 
monies paid to shareholders to buy back their shares.

The par value of all shares sold to investors and not repurchased 
by the company is referred to as stock. This line item can be 
divided into two categories: ordinary stock and preferred stock. 
The excess amount that investors have paid over the par value of 
shares is referred to as additional paid-in capital. This figure is 
usually much higher than the sum in the stock line item. The 
net amount of all profits and losses made by the business since 
its foundation, minus any dividends paid to shareholders, is 
known as retained earnings.

Because it reflects the financial condition of the reporting 
business as of the balance sheet date, the balance sheet is often 
regarded as the second most essential of the financial statements 
(after the income statement). When evaluated with the other 
financial statements, it provides a clear picture of a company's 
financial status. The balance sheet can be used to look at four 
different sorts of metrics, which are shown below. When 
comparing these measures to the outcomes of other 
organisations for benchmarking reasons, it's vital to keep the 
analysis limited to businesses in the same industry, because 
financial structures differ significantly.

The balance sheet has a number of flaws that should be 
addressed. One source of worry is that some of the data in this 
report is presented at its historical cost (for example, fixed 
assets), while other data is supplied at its current cost (such as 
marketable securities). As a result, it displays a variety of cost 
types. A second issue is that some of the data in the study has 
been tampered with. The amount of accounts receivable, for 
example, will be determined by the offsetting balance in the 
allowance for doubtful accounts, which is a guesstimated 
number. Furthermore, accelerated depreciation can be utilised 
to fraudulently reduce the reported quantity of fixed assets, 
giving the impression that the fixed asset investment is lower 
than it actually is. A third point of concern is that the report's 
data is presented as of a specific point in time rather than for a 
reporting period, and thus may not be representative of typical 
account balances over time.
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