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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
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1.Contents of statement of Profit or loss

Gross sale-Total selling price of all goods and services sold by the firm during an accounting period

Revenue- Is the amount of money received from the sales of goods and services. A firm may earn revenue from sources other than sales such as interest, securities and dividends

Cost of Goods sold-It is the total cost incurred for manufactured goods that are sold by the firm including cost of raw materials and labour overheads

Expenses-These are the cost of earning revenue or of carrying out business operations. Expenses come as a result of an increase in liabilities and decrease in assets in order to produce revenue

Selling and distribution expenses-These expenses include salaries of employees involved in in selling and distributing goods, cost of packaging and advertising and commissions
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Repairs and renewals- These expenses relate to the repair, maintenance and renewal of the firm’s existing assets such as plant and machinery, building and equipment etc

Operating Expenses-It is the profit that is calculated after deducting all expenses from gross profit  and before deducting tax

Net sales- Net sales of a firm are determined by subtracting returns and allowances from gross sales

Income tax- Income tax is calculated after operating profit determines the taxable income

Returns and allowances- Sometimes the buyer returns some of the goods due to various reasons. The returned goods are a deduction in the firm’s gross sales

2. Assets= Liabilities + Capital
The accounting equation is the basis of accounting. It shows the relationship between assets, liabilities and Capital. Any change in one of the components brings change in the other component. The accounting equation shows the relationship between Assets, Liabilities and Capital

Assets- These are resources a company owns or possesses. A business may own buildings, machinery, motor vehicles, equipment, furniture and fittings, stock, cash at bank or in hand. From the accounting equation, the amount of assets must be equal to the amount of liabilities combined with capital

Liabilities – These are the company’s obligations, amounts of money the company owes for goods and services supplied to the firm and expenses. Also loans made to the firm are included as liabilities

Capital- Often called the owner’s equity. These are all the resources supplied to the business by the owner.

In every business the equation must hold true

All resources owned by a business = Resources supplied by people other than the owner + Resources supplied by the owner 

and the equation can be written as ASSETS=LIABILITIES + CAPITAL             
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 3. REALISATION CONCEPT
According to this concept, revenue is recognized and recorded as soon as the sale is completed. One should not wait for the receipt of money from the sales. In other words, the recognition of revenue has nothing to do with receipt of cash. The customer can pay in cash or promise to pay later, but revenue is earned once the goods are delivered or services rendered. For example a firm, which delivers goods to a customer in April and, the customer pays for the goods in May. Revenue will be realized in April when the ownership of goods was transferred to the customer.


MATCHING CONCEPT
The matching concept helps us better understand about the handling of profit and loss Accounts of firms. Under this concept, the revenue calculated in one accounting period is required to be matched with their corresponding expenses made in that accounting period. Expenses are usually made to generate revenue and can be easily matched with their corresponding revenue under this concept. The matching concept is recognized in the Generally Accepted Accounting Principles
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