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The statement of profit or loss is the summary of the business operations during the accounting period, the purpose of this statement is to show if the business made a profit or loss, there are a few reasons for the profit or loss statement, 
1. comparison, the business will want to compare the results with the previous year, as well as other benchmarks, such as the state of the economy, is the result relative to other business of the same discipline, is the results relative to the costs in the industry etc.
2. knowledge of the state of the company, the purpose of a business is to make a profit, a profit which is supposed to be more than the money the shareholders would get if the money was deposited into the bank, for example if the bank offers 5%, the business would hopefully make more than 5% or the shareholders might as well consider leaving the money in the bank.
3. Control, if they know what they are spending, if the have the results, they can set benchmarks and manager the expenses, sales, etc in order to try increase revenue, but more importantly, profit. Increased revenues don’t necessary mean better profit margins.
The profit or loss matches revenue and expenses, or in other words, the flow of the assets and liabilities over a period of time.
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The equation Assets = Liabilities + Capital

Firstly, lets define 
Assets- something of value, or can generate income from this, and can be converted into cash.
Liabilities – this is the money that a company owes, for stuff purchased on credit.
Capital – the money or wealth needed to create goods or services, in the most broader sense capital consists of debt and equity, ( equity is the outcome of the business value less what it owes )

Therefore looking at the equation, if I had to add the liabilities of the company to the capital of the company, it will always be equal to the Assets of the company. This is the balance sheet equation and represents the double entry book keeping system.

In simple terms, if person x has 
Capital of £500, and he wishes to buy a laptop for £ 800, he borrows £ 300 from the bank, he now has an
Asset of £800 and because he loaned the money he now has a 
Liability of £300.


The equation can be mixed and used to determine many aspects of the income, expense.
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Realisation concept-
This is the guideline to place money into the correct period, ie when cash is earned, that’s when it must be posted, irrespective of if its received, for example, contractor x installs a swimming pool for a customer, however they posted the invoice to the customer on the 14th December 2015, the client only received the invoice on the 20th January 2016 when they got back from holiday, and therefore only paid in the middle of February, however the business will account for the money on there books in December.

The exceptions could be:
Partial completion, ie the job could be worth £ 300 000, however, they will receive the money as the stages of the project come to completion. Therefore they cannot realise the £ 300 000 upon the first delivery of the project, there will still be testing stage and commissioning stage.
Defaulters, should the client go insolvent, you cannot realise the money until such a time that the money is paid, this could take a few months or years, therefore this money will be realised when it is actually paid or written off as bad debt.

Matching concepts-
This is sometime a difficult concept to grasp for some, basically it indicates that should a business incur an expense that can be costed out, they will post the revenue for that same period, we are not talking about salaries, wages and some other items, we are talking about specifics here, for example a business sells computer components in march, even if the revenue comes in april, it will be posted against the expense in march, Salaries are posted over specific periods and are not matches to expenses. ( although if you are selling a service like a technician, you would bill his hours to the client and when the client pays, you would match the revenue to the expense.)
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