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SIMPLE IS BETTER – ISSUE -9 – OUR LIFE AND INVESTMENT - 3
We have seen profit and loss statement in issue 8. Now, in the current issue, I am going to discuss on the balance
sheet. The balance sheet is another important financial statement which is essential for analysing the financial
strength of the person and of the company.
“A Balance Sheet is a statement of the financial position of a business which states the assets, liabilities, and
owners' equity at a particular point in time. In other words, the balance sheet illustrates your business's net
worth.” – The Balance
Basically, balance sheet having three broader parts 1) Equity, 2) Liabilities and 3) Assets
Format of balance sheet of an organization

Equity and liabilities are also known as a source of fund. And assets are known as an application of funds.
We collect fund from different sources and deploy it for purchasing some long-term assets or short-term assets.
Let me start with detail discussions on balance sheet and we try to understand the balance sheet of the company
with an example of the balance of an individual person.
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1) Sources of fund
The first part of the balance sheet is a source of capital. From where we can get the fund.
A) Shareholders' funds
Shareholders' fund having two parts 1) Share capital and 2) Reserves & surplus

Share capital
The share capital is the portion of a corporation's equity that has been obtained by the issue of shares in the
corporation to a shareholder.
This is as like the fund, which we get from our parents, family members as a gift fund which we can utilize for our
purpose.
Reserve and surplus
“Reserve means a provision for a specific purpose. There are lots of unknown expenditures which can occur in
current year or in future. To meet such type of expenses the business firm has to make the reserves.” - Learn
Accounts
“Surplus is the credit balance of the profit and loss account after providing for dividends, bonus, provision for
taxation and general reserves etc. Surplus profit may also be earmarked for special purposes such as reserves for
obsolescence of plant and machinery.” - Learn Accounts
Both reserve and surplus are created from the savings of the company. Means this created after meeting all
expenses and distribution of income to the partners of the company.
Similarly, with our life, after meeting all our expenses, we left with the net profit. And from that net profit, we
provide funds to our family members as a gift (like the dividends, bonus, etc.). And Remaining balance, we
transfer it to our saving account (means the surplus carried forward from the balance sheet).
From that surplus, we also kept few amounts of the fund as a reserve for meeting an upcoming uncertainty of
the life such as an emergency fund (for illness, accident, etc.), unforeseen expenses, upcoming future expenses,
etc.
Shareholder’s capital + Reserve and Surplus = Shareholder’s Fund
Shareholders fund is the owners own fund, which can be generated from the business or given by the partner of
the business. Like our lives, our savings from the salary and gifted us from our family members.
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B) Non-current liabilities

“Noncurrent liabilities are long-term financial obligations listed on a company’s balance sheet that are not due
within the present accounting year, such as long-term borrowing, bonds payable and long-term lease
obligations.” - Investopedia
Many a time, we take a loan which is not due within a year such as a home loan, car loan, student loan etc.
Similarly, the company also takes the loan for the plant & machinery, building construction, vehicle loan, etc.
which are not due within a particular financial year.
C) Current liabilities

“Current liabilities are a company's debts or obligations that are due within one year, appearing on the company's
balance sheet and include short term debt, accounts payable, accrued liabilities and other debts.” - Investopedia
Short term borrowings are due within a year such as 6-9 EMIs for mobile phone, laptop, electronic equipment,
home appliances, etc.
Similarly, the company takes a loan for the matching their working capital, meeting short term obligations, etc.
Trade payables are those from whom we have purchased a grain, vegetables, milk, etc. and we must make
payment to them within a year.
Similarly, the company also purchases a raw material, goods, services, etc. for which they need to make payment
within a year.
We have seen that which are the sources of funding available and we can able to collect funds from those sources.
Now, let me try to explain the application of the collected funds.
2) Application of fund
This is the second part of the balance sheet which indicates where company uses the collected fund.
Application of fund having a two broader categories – 1) Non-current Assets and 2) Current Assets
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A) Non-current Assets

“Noncurrent assets are company long-term investments where the full value will not be realized within the
accounting year. Examples of noncurrent assets include investments in other companies, intangible assets such
as goodwill, brand recognition and intellectual property, and property, plant and equipment.” - Investopedia
Fixed Assets
Fixed assets which are purchased for long-term use and are not likely to be converted quickly into cash, such as
land, buildings, and equipment.
We purchase assets which we use for the longest period, such as home, land, vehicles, etc.
And similarly, the company also purchases land, building, plant & machinery, vehicles, computers, etc which they
use for the more than a year.
Non-current investments
These investments are made for the longest period and not get released in the year.
We have made an investment in equity shares, mutual fund, bank FDs, corporate FDs, etc. for the longest period
and will not be going to realize into a year. And we get a dividend, interest, etc. as an income.
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Similarly, the company also makes a long-term investment in the group companies, equity shares of other
companies, mutual fund, bond, corporate FDs, etc. and which will not be going to realize into the year. And the
company also gets a dividend, interest, etc. as an income.
B) Current Assets

Current investments
These investments the company has made which is expected to be converted into cash within one year.
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We park our excess fund into the liquid fund, short term FD which we need to convert into the cash within a year.
Similarly, the company also park their short-term fund into the liquid fund, short term investment instruments,
etc.
Inventories
“Inventory is the raw materials, work-in-process products and finished goods that are the portion of a business's
assets that are ready or will be ready for sale.” – Investopedia
We purchase a grain, vegetables, milk, fruits, etc., which we use it as food. These are as similar as an inventory
of the company.

The company also has an inventory of raw material, finished goods, spare parts which can sell and keep business
continue. Food is an essential for our living and inventories are essential for the life of the business.
Trade receivables
“Trade receivables are amounts billed by a business to its customers when it delivers goods or services to them in
the ordinary course of business.” – Accounting tools
The fund, which is pending to receive in a year for the delivery of some services.
Similarly, the company has sold its products and services and payment from customers is still pending which is
known as a trade receivable.
Cash and bank balance
Surplus cash, which we kept in the savings account or cash comes from selling off any assets.
Similarly, the company has cash with their current accounts, or any investment/assets they sold off & cash
generated from that transaction.
Loan and advances
When a business firm gives any loan to its employees or to its sister concerns or to its directors then this loan is
shown on the asset side of the balance sheet because it is recoverable in future as per the terms of conditions of
loans given.
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“Advances are given for purposes against which either goods are to be received by company or services are to be
received in near future. For example, advance may be given to the supplier of goods or services.” – Learn Accounts
If we have given a loan to anyone, friends, relatives, etc. that is known as a loan and if we have made any advance
payment then that is known as an advance.
Similarly, the company has given a loan to relative parties, employees, etc. and make an advance payment is
known as a loan and advances.
If this loan and advances get settled within a year, then it will fall under the short-term loan and advances. And
if will not be going to settle within a year, then fall under long term loan and advances.
So that first we collect funds from the different sources and then we deploy that fund to the different assets. If
we carefully understand, then we are also experiencing every part of the balance sheet in our life which is as like
the balance sheet of the company.
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others, it might be wrong.
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