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B.COM. PART 1 

CORE CONCEPT OF FINANCIAL ACCOUNTING 

Limitation of Accounting 

i) Accounting is historical in nature: It does not reflect the current financial position or worth of a business. 

 

ii) Transactions of non-monetary mature do not find place in accounting. Accounting is limited to monetary 

transactions only. It excludes qualitative elements like management, reputation, employee morale, labour strike etc. 

 

iii) Facts recorded in financial statements are greatly influenced by accounting conventions and personal judgements 

of the Accountant or Management. Valuation of inventory, provision for doubtful debts and assumption about useful 

life of an asset may, therefore, differ from one business house to another. 

 

iv) Accounting principles are not static or unchanging-alternative accounting procedures are often equally acceptable. 

Therefore, accounting statements do not always present comparable data 

 

v) Cost concept is found in accounting. Price changes are not considered. Money value is bound to change often from 

time to time. This is a strong limitation of accounting.  

 

vi) Accounting statements do not show the impact of inflation. 

 

vii) The accounting statements do not reflect those increase in net asset values that are not considered realized. 

Users of Accounting 

 

i) Owners: The owners provide funds or capital for the organization. A business is done with the objective of making 

profit. Its profitability and financial soundness are therefore, matters of prime importance to the owner who have 

invested their money in the business they only want to know the profit and loss and also want to expend their business  
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ii) Management: The management of the business is greatly interested in knowing the position of the firm. The 

accounts are the basis, the management can study the merits and demerits of the business activity. Thus, the 

management is interested in financial accounting to find whether the business carried on is profitable or not. The 

financial accounting is the “eyes and ears of management and facilitates in drawing future course of action, further 

expansion etc.” 

 

iv)Employees: Payment of bonus depends upon the size of profit earned by the firm. The more important point is that 

the workers expect regular income for the bread. The demand for wage rise, bonus, better working conditions etc. 

depend upon the profitability of the firm and in turn depends upon financial position. For these reasons, this group is 

interested in accounting. 

 

iii) Creditors: Creditors are the persons who supply goods on credit, or bankers or lenders of money. It is usual that 

these groups are interested to know the financial soundness before granting credit. The progress and prosperity of the 

firm, two which credits are extended, are largely watched by creditors from the point of view of security and further 

credit.  

 

v) Investors: The prospective investors, who want to invest their money in a firm, of course wish to see the progress 

and prosperity of the firm, before investing their amount, by going through the financial statements of the firm. This is 

to safeguard the investment.  

 

vi) Government: Government keeps a close watch on the firms which yield good amount of profits. The state and 

central Governments are interested in the financial statements to know the earnings for the purpose of taxation.  

 

vii) Consumers: These groups are interested in getting the goods at reduced price. Therefore, they wish to know the 

establishment of a proper accounting control, which in turn will reduce to cost of production, in turn less price to be 

paid by the consumers.  

 

viii) Research Scholars: Accounting information, being a mirror of the financial performance of a business 

organization the researcher use the financial information for analysis and interpreting the financial statement of the 

concern  


