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UNIT 5 – UNDERSTANTING PROFIT AND LOSS STATEMENT.

Q.1) Explain the contents of statement of profit and loss.

A) One of the most important accounting statements the profit and loss statement summarizes the results of a company’s business operating in an accounting period.
A profit and loss statement is the same as an income statement. 
The profit and loss statement starts with any cash inflows you have. Reduce from the amount of sales the costs towards those of sales end you end up with your net profit for the year. 
The relationship between income, revenues and expenses is given by the income statement equation “income=revenue-expenses”. 
Profit and loss statements are organized the same way, regardless of industry.

Q.2) Explain the following equation in detail.  “Assets=Liabilities +Capital”.

A). Assets are the things that companies own and sometimes referred to the resources of the company. 
The properties used in the operation or investment activities of a business. 
Assets can be defined as objects or entities whether tangible or intangible, that the company owns that have economic value.

Liabilities are obligations of the company; they are amounts the business owns to others as of the balance sheet to date. 
Examples of liabilities include notes or loans payable, accounts payable, salaries and wages payable, interest payable, and income taxes payable (if the company is a regular corporation). Suppliers are usually the business biggest liabilities.
Capital represents the owners’ rights to the property (assets) of the business, is the monetary value of the business which belongs to the proprietor, what the business owes to the owner. 
Is the amount left for the owner after all liabilities have been paid (equity).

Q.3) Discuss the following concepts:

Realization concept relates to the recognition of revenue.  
Revenue is recognized to be earned when goods are delivered or services are rendered.
In case of sales of goods, revenue must be recognized when the seller transfers the risks and rewards associated with ownership of the goods to the buyer. 
In case the rendering service, revenue is recognized in the basis of the stage of completion of the service specified on the contract. 
Excess or shortage revenue is recognized in accordance with the stage of completion are accounted for as prepaid income or accrued income as appropriate.
Application of realization concept ensure that the reported performance of an entity, as evidenced from the income statement, reflects the true extent of revenue earned  during a period, rather than the cash inflows generated during a period which can otherwise be gauged from  the cash flow statement.

Matching concept. The matching principal states that all expenses must be matched on the same account period as the revenue they helped to earn. 
[bookmark: _GoBack]In principal matching is a combination of accrual accounting and the revenue recognition principle.
Matching concept help us in better understanding of handling profit and loss account of firms, thus helps avoid misstating earning for a period.
Reporting earnings for a period without reporting all the expenses that brought them could result in overstate or understand profit.          
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