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Assessment Task
Interpreting a statement of net worth (Pair activity) (LO3 AS5)

Study the statement of net worth below. Discuss the questions that follow with your partner and write down your answers in your workbook. 
Statement of net worth of Sundowns Retailers on 30 April 2011

	Fixed assets
	
	
	Owner’s capital
	250 000
	

	Buildings
	R375 000
	
	Profit
	49 500
	

	Vehicle
	R85 000
	
	Total owner’s equity
	
	299 500

	
	
	
	
	
	

	Total fixed assets
	
	460 000
	Total liabilities
	
	172 800

	Current assets
	
	12 300
	Long-term liabilities
	150 000
	

	Accounts receivable
	3 200
	
	
	
	

	Stock
	6 800
	
	Short-term liabilities:
	
	

	Cash in bank
	2 300
	
	Accounts payable
	22 800
	

	
	
	
	Total owner’s equity + 
	
	

	Total assets
	
	472 300
	total liabilities
	
	472 300


a) What is the current ratio of Sundowns Retailers on 30 April 2011?


[2 marks]

b) Would you say that Sundowns Retailers is liquid? Give a reason for your answer.
[2 marks]

c) Explain the terms ‘Accounts receivable’ and ‘Accounts payable’.



[2 marks]

d) Why is ‘Accounts receivable’ written under current assets and ‘Accounts payable’ under short-term liabilities?









[2 marks]
e) What is owner’s capital?








[1 mark]

f) Why does the profit form part of owner’s equity?





[1 mark]












[Total: 10 marks]

Suggested Solutions (LO3 AS5)

	Question number
	Possible marks
	Solution


	1
	10
	a) Current ratio
= R12 300/R22 800 (


  [2 marks]




= 0.54 (
b) No, Sundowns Retailers is not liquid. Their current assets are about half of their short-term liabilities. They will not be able to cover their debt from their current assets if their debt suddenly becomes due. [2 marks]

c) ‘Accounts receivable’ refers to the debtors that owe the business money. ‘Accounts payable’ refers to the creditors to whom the business owes money.



 

 

 
    [2 marks]

d) The business should pay off its debts in a period shorter than a year, which makes ‘accounts payable’ a short-term liability. The business should be able to recover the money owed to it in a period shorter than a year (probably in less than three months), which makes it a current asset.







 
    [2 marks]

e) Owner’s capital is the amount of money the owner invests in the business. 


 

 

    [1 mark]

f) The profit increases the owner’s share in the business, because the profit is due to the owner. This is why it forms part of the owner’s equity.




 

 

    [1 mark]































