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Lccording to Freeman, “A . . _ L )
ietorshin of h balance sheet is an item wise list of assets, liabilities
d proprictorship of a business at a certain date”

Lecording to Americ ; \

Ce(: - Ei{isl ¥ bal::c&::l: ‘lnsltltute of Certified Public Accountants, “Balance
R of usesitt sadl b'll‘? the assets and liability accounts. This list depicts the

0S1 1abilities of a specific business at a specific point of time”.

§.4.2. Importance of Balance Sheet

; e i:}]porta.mlcc;anfi _Objects of balance sheets preparation are as follows:
B F;nlz:n?a l(t)s‘ltlﬁn: ‘Balance sheet helps in assessment of financial position
of the firm. It is the list of assets and liabilities of the firm on a specific date.

Knowledge of Proprietary Ratio: It tells funds and capital employed by the
proprietor proprietary ratio shows the relationship between proprietors fund
and total assets.

Protection against Uncertainty: It tells about current assets and current
liabilities. If the current assets are less than double of the current liabilities,
i.e., the ratio is less than 2 : 1 then it is said to be unhealthy. It also helps to
calculate working capital which in excess of current assets over current

liabilities.

4.3. Limitations of Balance Sheet

e limitations of balance sheet are as follows:
A balance sheet is prepared on the basis of historical cost and, as such, does

not exhibit the current values. Thus, it fails to convey the true picture about
the financial position desired by an analyst. ‘

A balance sheet is prepared at the end of a particular period as per the
requirements of the management when it shows a very favpmblgfgo@i_'_ﬁo;j.
This is particularly applicable in the case of seasonal firms.

' Sometimes the historical cost of balance sheet does not convey any t
' rs accounting ~in£a§if@n;f’fh&j,;l

information to some of USers,
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