[image: BOLC_Logo]                                                                  
 (
   
Assignment Cover Sheet
)



	Student Name:
	Dinah Maekopo

	Student Number:
	1274

	Course:
	Diploma In Accounting And Finance

	Assignment NO:
	5



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

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

Returns and allowances-are a reduction in the firm’s gross sales. The firm should ensure that it minimizes the occurrence of returned sales.

Net Sales-are determined by subtracting returns and allowances from gross sales.Net sales reflect the total volume of a business during an accounting period and are key in figuring out the profit and loss.

Gross Profit- Subtracting the total cost of goods sold from net sales gives the gross profit figure of a firm. Showing what the business has earned or lost in a given period of time, usually monthly, quarterly or annually after both cost of goods sold and operating expenses have been taken into account.

Revenues-is the total earned from ordinary business operations. Revenue includes sales of goods and services, interest received, dividends, rebates and rent received.

Expenses-are costs incurred for the purpose of earning income. They include items such as wages, rent, accounting and legal fees, electricity..etc

Cost of Goods sold-is the total cost incurred for manufactured goods that are sold by the firm.
Interest- is the money that a firm pays over and above borrowed amount.

Depreciation-is a systematic process of allocating a tangible fixed asset’s cost over its useful life. it is charged to assets like plant, equipment and machinery and others.

Income tax- is calculated after the operating profit, determines the taxable income. Profit after tax is the net profit calculated after subtracting income tax from operating profit.


2. Explain the following equation in detail
Assets = liabilities + Capital 
Since every business transaction affects at least two of a company s accounts, the accounting equation will always be in balance’ meaning the left side should always be equal the right side. Thus, the accounting formula essentially shows that what the firm owns/its assets is purchased by either what it owes/its liabilities or by what its owners invest(its shareholders equity or capital).
The formula can be rewritten:
Assets –Liabilities = (Shareholder’s or Owner’s Equity
Now it shows owners' interest is equal to assets minus liabilities . Since in a corporation owners are called shareholders owner's interest is called the shareholder s equity. Every transaction in accounting affects at least one element of the equation, but always balances. Simplest transactions also include:
This equation is part of the transaction analysis model
Owners equity = Contributed Capital + Retained Earnings
Retained Earnings = Net Income − Dividends
and
Net Income = Income − Expenses
The equation resulting from making these substitutions in the accounting equation may be referred to as the expanded accounting equation, 
Double Entry
The accounting equation plays a significant role as the foundation of the double entry bookkeeping system. This accounting system ensures that a company’s accounts are always balanced and that all financial transactions are documented in detail. The primary aim of the double entry system is to keep track of credits and debits and ensure that the sum of these always matches up to the company assets, a calculation carried out by the accounting equation.
Income and Retained Earnings
Use of the accounting equation is also an essential component in computing, understanding, and analyzing a firm’s income statement. This statement reflects profit and losses that are themselves determined by the calculations that make up the basic accounting equation. In other words, this equation allows businesses to determine’ the revenue as well as prepare a statement of retained earnings. This then allows them to predict future profit trends and adjust business practices accordingly. Thus, the accounting equation is an essential step in determining company profitability.
Company Worth
Since the balance sheet is founded on the principles of the accounting equation, this equation can also be said to be responsible for estimating the net worth of an entire company. The fundamental components of the accounting equation include the calculation of both company holdings and company debts; thus, it allows owners to gauge the total value of a firm’s assets.
Investments
Due to its role in determining a firm’s net worth, the accounting equation is an important tool for investors looking to measure a company’s holdings and debts at any particular time, and frequent calculations can indicate how steady or erratic a business’s financial dealings might be. 


It can further be elaborated as:
Assets = Liabilities + Capital + Revenue – Expenses
          Or 
A = L + C + R –E

In the equation above, the effect of dividends and withdrawals has been ignored. If withdrawals or dividends are taken into consideration then the amount of assets will be reduced by the amount  of withdrawals or dividend. This is shown in the equation below:-
A=L+C+R-(E+D)

Where D = drawing or Dividend or we can re-write the equation in the following form:-
A+E+D=L+C+R

This is the fundamental accounting Equation. All items on the left hand side are called Debit(Dr) and the items on the right hand side are called Credit(Cr)



3.Discuss the following concepts

Realization Concept
This concept relates to the recognition of revenue. Revenue is recognized or considered to be ‘earned’ when goods are delivered or services are rendered. The recognition of revenue has nothing to do with receipt of cash. The customer can pay cash or promise to pay later, but revenue is earned once the goods are delivered or services rendered. It basically means that accounts recognizes transactions, they do not just recognize the transactions when cash exchanges hands, but also when the transaction occurs at the point if sale, and this is when the transaction becomes legal as it does not just become legal when the money is transferred. The payment may not occur for days, weeks, or even months but it is legal once an agreement has been made and a contract has been signed.
The following are some exceptions to this rule:-
-Revenue is recognized before completion of the job, based on partial or proportionate completion in case of long term contractual work.
-When it is doubtful whether the debtor will pay or not, revenue is recognized when cash is paid.

Matching Concept
It helps us in better understanding of handling profit and loss account of firms. Under this concept, the revenues calculated in the accounting period are required to be matched with their corresponding expenses made in that accounting period. Expenses are usually made to generate revenues and can be easily matched with their corresponding revenues under this concept. The expenses that cannot be linked with the generated revenue include few like salaries and others.
And they are charged to period expenses.
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