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Why is the balance sheet so important?

• Calculate ratios – financial stability of the 

business

• Current ratio=Current Assets/Current Liabilities

• Track net worth over time

• Used for year end financial analysis



Financial Measures

• Liquidity – ability to meet financial obligations as 

they come due

• Current Ratio=current assets/current liabilities 1-1.5

• Working Capital=current assets – current liabilities

• Working capital rule

• Working capital/Total expenses >50% vs <20%

• Cash Flow



Financial Measures

• Solvency – ability to meet long-term financial 

obligations

• Debt to Asset Ratio

• Equity to Asset Ratio

• Debt to Equity Ratio



Financial Ratios – from previous example 

Working Capital

Current Ratio

Debt to Asset Ratio

Equity to Asset Ratio

$71,197

1.31  1.0-1.5

0.28% 30-70%

0.72% 30-70%



Great articles - MSUE

• http://msue.anr.msu.edu/news/financial_ratios_p

art_1_of_21_the_current_ratio

http://msue.anr.msu.edu/news/financial_ratios_part_1_of_21_the_current_ratio




Importance and uses of Balance Sheets

• Evaluate current position of the business

• Compare year to year

• Change of Net Worth, Big changes in categories

• Identify reasons for change

• Expansion, selling of equipment, restructure loans

• Analyze ability to pay debt with ratios

• Calculate amount of debt you can safely add



New Year’s Resolution

• Try to go back to January 1, and Develop 

beginning year balance sheet

• Develop year end balance sheet

• Find expert help develop and analyze the 

balance sheet


