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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. 
	Please insert your completed assignment ( in word format)  here:

1. Explain the contents of statement of Profit or Loss.

The statement of Profit and Loss (P & L Statement or an income statement) presents the outcome of a business’s activities and operations in an accounting period. Revenues and expenses are recorded and their net difference determines if the company earned a profit or incurred a loss. It also shows changes in accounts over time.
The statement begins with an entry for revenue – top line and subtracts the costs of doing business and interest expense.
The bottom line is the net income – profit/earnings.


2. Explain the following equation in detail:
Assets = Liabilities + Capital

The above equation shows that the firm owns (assets) is purchased by either what it owes (liabilities) or by what its owners invested (shareholders’ equity or capital). In other words, for each transaction, the total debits equal the total credits.
It’s called balance sheet equation or a basic accounting equation and it’s a foundation for the double entry bookkeeping system.
It may also be presented as:
Assets = Liabilities + Owner’s equity or
Assets – Owner’s equity = Liabilities or
Owner’s equity = Contributed Capital + Retained Earnings

If the owners don’t withdraw anything from the business:
Retained Earnings = Revenue - Expenses
Below you can see an example of transactions showing Assets, Liabilities and Equity.


	Transaction
Number
	Assets
	Liabilities
	Shareholder's
Equity
	Explanation

	1
	+
	6,000
	
	
	+
	6,000
	Issuing stocks for cash or other assets

	2
	+
	10,000
	+
	10,000
	
	
	Buying assets by borrowing money (taking a loan from a bank or simply buying on credit)

	3
	−
	900
	−
	900
	
	
	Selling assets for cash to pay off liabilities: both assets and liabilities are reduced

	4
	+
	1,000
	+
	400
	+
	600
	Buying assets by paying cash by shareholder's money (600) and by borrowing money (400)





3. Discuss the following concepts:
· Realization concept
· Matching concept

Realization concept is the concept that revenue can only by recognized once the underlying goods associated with the revenue have been delivered or rendered, respectively. It is also known as revenue recognition principle. The revenue is recognized by the seller when it is earned irrespective of whether cash from the transaction has been received or not. In advance payments (let’s use £100 as an example), the seller doesn’t realize the £100 of revenue until the work on the product is complete. So the £100 is initially recorded as a liability and after the shipment of the product it is shifted to revenue. Similar situation occurs with advance payments for services. In regards to delayed payments (£100 as an example), the seller is considering the £100 charge as a revenue after the shipment of goods since there are no additional earnings to complete.
This rule is most often violated when a company wants to accelerate the recognition of revenue.

Matching concept helps to give a better understanding of profit and loss accounts. The revenues calculated are required to be matched with their corresponding expenses in the same accounting period. So the period’s revenues are reported with the expenses that brought them. The main purpose of this concept is to avoid misstating earnings for a period. Reporting revenues for a period without reporting all the expenses that brought them could result in overstated or understated profits. Applying the concept requires accrual accounting, the practice of recognizing revenues when they are earned and expenses when they are incurred—not necessarily when cash actually flows in those transactions.
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