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Balance Sheet and Balance Sheet Analysis
Balance Sheet

The balance sheet shows the current
financial position of the firm, at a
given single point in time. It is also
called the statement of financial
position. The structure of the

balance sheet is laid out such that
on one side assets of the firm are
listed, while on the other side
liabilities and shareholders' equity is
shown.
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The main items on the balance sheet are explained below:

Assets Liabilities and Shareholders' equity
Current assets are cash and Current liabilities of the firm are obligations
Current |cash equivalents (assets that can | cyrrent | that are due in less than one year. These
Assets |be easily converted into cash | Liapilities | include accounts payable, deferred expenses
within one year). Current assets and also notes payable.
include marketable securities,
inventory  and  accounts
receivable.
Long-term assets are also Long-term liabilities of the firm are financial
Long-term called non-current assets Long-term payments or obligations due after one year.
Assets | @nd include fixed assets Liabilities These include loans that the firm has to repay
like plant, equipment and in more than a year, and also capital leases
machinery, and property, which the firm has to pay for in exchange for
etc. using a fixed asset.
Shareholders Shareholders eqylty is also known a§ the
Eauity book value of equity or net worth of the firm. It
is the difference between total assets owned
by a firm and total liabilities outstanding.
Balance Sheet Analysis
Matrices Formula Details

Current Ratio

Current Assets /
Current Liabilities

The current ratio is a commonly used liquidity ratio that
measures a company's ability to pay its current liabilities
with its current assets.

Debt-Equity
Ratio

Total Debt / Total
Equity

The debt-equity ratio is also called a leverage ratio. It is
calculated to assess the leverage, or gearing, of a firm to
show how much it relies on debt to finance its activities.

Market Value -
to-Book Value
Ratio

Market Value of
Equity / Book
Value of Equity

The market value-to-book value ratio is used to reflect any
changes in a firm's characteristics. The variations in this
ratio also show any value added by the management and
its growth prospects.

Enterprise Value

Market Value of
Equity + Debt -
Cash

The enterprise value of a firm shows the underlying value
of the business. It reflects the true value of the firm's
assets, not including any cash or cash equivalents, while
unencumbered by the debt the firm carries.
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