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Users of Accounting 
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What is The Balance Sheet? 

 

 
 
 
 
 
 
 
 
 
 
 

 

Balance Sheet Components 

 

Non-Current (Fixed) Assets 

 
1- Tangible Assets 
 
They are physical assets and have to be listed in  the balance sheets under fixed 
assets or non current assets. They are illiquid assets. An illiquid asset is the asset 
which is the most difficult to turn into cash in a short period of time without the loss 
of its value. For example lands and buildings are considered to be illiquid assets. If 
you need to turn them into cash in a short period of time you have to lower their 
value.  The most illiquid assets are usually highly specialised machinery. This is an 
asset that proves difficult to be sold. 
 
Liquid assets can easily be turned into cash within a short period of time without 
losing its value. For example raw materials. 
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2- Intangible Assets 
i - GoodWil 
 
Over the years the business develops good customer relationships, superior management, 
manufacturing efficiency, a weak competition, and a favourable reputation. All of these 
constitute GoodWill.  
 
How is GoodWill registered in the balance sheet? 
It is registered as the excess by which the purchase price/ market price of the business 
exceeds the audited value (Value on the financial statement- balance sheet - after the 
liabilities have been deducted) of the business. If the audited value of the business is 
$200,000 after deducting liabilities and a buyer is willing to pay $250,000  to purchase this 
business, then the GoodWill is $50,000. 
 
How much is an investor willing to pay for GoodWill? 
It is a matter of subjectivity and personal opinion but there are still certain ways of 
calculating it. One method is the above average earning method. It is equal to the 
amount by which the expected annual earnings (the above average earnings) will exceed 
annual normal earnings multiplied by a certain number of years. The number of years the 
investor believes that these above average earnings will continue after he acquires the 
business. If he believes it will continue for 5 years the multiplied factor is 5. 
 
Example:  
For example, In a specific industry the average normal earnings/returns of a business is 
$200,000 per year. If an investor decides to purchase a particular firm, and he believes that  
this firm will make  above average returns, for example $250,000 a year over  a period of 4 
years, the GoodWill will be 50,000 x 4 = $200,000.  
 
A goodwill also depreciates but it is said that its value is written off or amortised over the 
period of its useful life. The useful life is the period where the Goodwill  will be helping the 
business generating revenue.  
 
The useful life of the GoodWill  in the US should not exceed 40 years. In the UK if it is not 
generated internally it is not included in the balance sheet.  
 
Note: amortisation is also applied to all other intangible assets, based on their useful life of 
generating revenue. 
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Current assets 

 
1- Cash at Bank & Petty Cash 

 
​  

2-Debtors 
Debtors/ notes receivable or account receivableIs are the amount of money owed by 
the customers to the business. The business considers them as  assets because they 
are simply the business's money that is still with the customer. Note receivables and 
account receivable are both debtors. Notre receivables are with interest and account 
receivables are  without interest.  
Usually debtors are received within 30, 60, 90 days.  

 
 
​ 3- Stocks  

Stocks are mainly finished goods. They are called current assets because they are 
expected to be sold within a year.  Stocks could also be  semi-finished goods or work 
in progress meaning they need more processing to be finished goods, they are called 
current assets because they are expected to be finished and sold within a year. Raw 
materials are also current assets. 

 
 

Current Liabilities 

 
 

 
Examples: 
Bank Overdrafts, Trade Creditors, and Other short term loans  
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Non-Current Liabilities 

 
Non-current liabilities (also known as long-term liabilities) are debts that are due to 
be repaid after twelve months of the balance sheet date. Hence, they are the 
firm's sources of long-term borrowing. Examples include mortgages, bank loans, 
debentures and any other type of long-term borrowing. 
 
Examples: 
Mortgages, Bank loans, and Debentures. 
 

Net Liabilities 

 
A liability is a legal obligation of a business to repay its lenders or suppliers at a later 
date. Hence, liabilities are the amount of money owed by the business. 
 
The value of a firm’s net assets is therefore the value of all its assets minus all its 
liabilities. 
The value of net assets must be equal to (balance with) the firm’s equity as 
recorded on the balance sheet. 
 
Net assets are calculated by using the formula: 
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Equity 

 

 
 
 
 
 

 
From a balance sheet, we can see that: 
 

 
 
This means that the owners own the value of the assets of the business aster 
deductions have been made for all its debts. 
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Balance Sheet Format 

 

 
 
 

9 



 

 
 
 
 

10 



 

Comparison Between The Balance Sheets of Different Types of Firms 

 
The balance sheets of sole traders, partnerships and non-profit entities (which are 
not owned by shareholders) differ slightly to those produced by limited liability 
companies. For example: 
 

-​ Sources of finance will differ. Limited companies can raise finance through 
the sale of shares as well as debentures (recorded under long-term liabilities, 
as outlined in Chapter 15), whereas this would not appear on the balance 
sheet of unincorporated businesses. 
 

-​ Technically, any funds invested by the owners of sole traders and partnerships 
are recorded as owners' equity or owners' capital (rather than share capital), 
as unincorporated firms do not have shareholders. 
 

-​ Since there are no shareholders in a partnership or sole proprietorship, 
dividends will not appear under their current liabilities. Instead, the sole trader 
or partners might take out funds from the business for their personal use 
(known as drawings to accountants). 

 

Difficulty of Evaluating Intangible Assets 
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Limitations of Balance Sheets 

 
 

 
 
 
 
 
 
 

 

The Principles And Ethics of The Accounting Practice 
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Case Studies 

 
Case 1 
Statement of Financial Position For  IKNS Restaurant Ltd as at  31, 2023 
 

  Dollars ‘000 

 Cash  250 

 Share Capital  1000 

 Property plant and equipment 2200 

 Debtors 30 

 Bank overdraft 15 

 Long term borrowing  500 

 Retained earnings 660 

 Accumulated depreciation  200 

 Trade creditors  250 

 Stock 200 

 Other short term loans 55 

​  
 
Construct a Balance sheet  
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Case 2  
Statement of Financial Position For  Khoury Homes Ltd as  at October 31, 2023 
 

 Dollars ‘000 

Stocks 900 

Trade creditors  500 

Mortgage 550 

Retained Profit 700 

Premises  1300 

Accumulated depreciation  100 

Debtors  200 

Bank overdraft  200 

Debentures  550 

Other short term loans  150 

Fixtures and fittings 1100 

Share Capital  2000 

Bank Loan  200 

Equipment  900 

Cash  550  

 
 
Construct a Balance sheet 
 
 
 
 
 
 
 
 
 
 
 
 
Case 3  

14 



 
Statement of Financial Position For Pranali  Ltd as at September 30, 2023 
 
 

  

Bank loan 5000 

Premises and equipment  60,000 

Stock  11,000 

Debtors  8,000 

Share capital 30,000 

Retained earning ? 

Bank Overdraft  1500 

Total liabilities  15, 500 

Trade creditors  ? 

Accumulated depreciation  ? 

Total non current assets  40,000 

Long term borrowing  7000 

Cash  2000 

 
Construct a Balance sheet  
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Typical IB Question: 
 
In 1988 the value of brand names was a focus of attention following the acquisition 
of the York based chocolate manufacturer, Rowntree, by the Swiss company, 
Nestlé. The true value of Rowntree's attractive brand names, Polo, Kit Kat and Aero, 
became apparent when the share price of Rowntree increased rapidly from 447p 
to 1075p. The share price soared as Nestlé and another confectioner, Suchard, 
engaged in a bidding war. It was believed that £1.9 billion of the £2.3 billion paid by 
Nestlé for Rowntree was for the value of their brand names. The chairman of Grand 
Metropolitan, the hotels and drinks giant, whose main brand names include Ski, 
Ruddles and Smirnoff, has since argued that the true worth of a company should 
be shown to the shareholders by including these brand names in the balance 
sheet. According to standard accountancy convention, if a particular business 
asset can be 'stripped', identified, and sold separately then it may be valued as 
such. Some accountants believe that, on acquisition, brand names can be listed 
on the balance sheet. However, it must be remembered that brand names do not 
have an infinite life. 
 
(a) What are the advantages and disadvantages of including brand names on a 
company balance sheet? 
 
(b) What difficulties would be encountered if a company decided to write off a 
brand. 
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