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Assessment 5 – Diploma in Accounting and Finance.
Q1: Explain the contents of statement of Profit or Loss.
The profit & loss statement which is also known as the income statement, shows all revenue and expenses relating to a specific period i.e. one year.  The profit & loss statement represents the outcome of the specific period, determining if the business made either a profit or loss.  The profit & loss statement will tell how a business has performed over the specific period for which it is related.
The profit & loss statement is also useful to determine how the business has performed in comparison to other accounting periods.  It can also aid the plans for reduction in expenditure depending on the business requirements or as a comparison of expenditures or gains against other accounting periods.  A profit & loss statement can be produced at different timeframes to suit business needs.  For external purposes it is usually done on a yearly basis; however for internal purposes it is can be produced either monthly or quarterly. 
So with this in mind, the following is an example of the contents required to produce a profit & loss statement.
The gross sales which are the amount of total sales of the business’ products or services during the related period in question, and the revenues received i.e. interest received, dividends payable, rent receivable etc. are both entered on the credit side of the profit & loss statement.  It is also important to note that credit sales and cash sales are separate.  Any returns/allowances are entered on the debit side and when deducted from the gross sales they give the net sales.  The net sales show the total sales of the business during the period in question.  The net sales are an important factor as to how the profit & loss is worked out.  
When the net sales have been calculated the cost of the goods sold is then deducted to give the gross profit – i.e. the cost of goods sold are defined by the cost of materials, labour, overheads etc. all of which are deducted from the net sales to give the gross profit.
When the gross profit has been calculated, operating expenses such as salaries, depreciation, administration expenses, rent, advertising, repair to existing assets such as machinery or the renewal of assets such as computers, machinery, plant or equipment, cost of samples, packaging, commissions, insurance etc. are then recorded on the debit side.  This amount is then deducted from the gross profit to give the operating profit.  Finally income tax is entered on the debit side and deducted from the operating profit to give the net profit or loss.

Q2: Explain the following equation in detail 
· Assets = Liabilities + Capital
Assets = Liabilities + Capital is the simple accounting equation which means that the business’ assets are equal to the liabilities plus owners’ equity.  Firstly we need to understand each part of the equation – Assets are something a business owns e.g. stock, machinery, premises, equipment, debtors, bank & cash.  So anything that is owned by the business must be equal to the liabilities which could be loans, bank overdrafts or trade creditors.  The capital is what is owed to the owners of a business.  The capital part of the equation can also be broken down as owners’ equity = contributed capital + retained earnings.  So the basic accounting equation could then be assets – liabilities + contributed capital + retained earnings.
However if the owner did not withdraw anything from the business the equation would change to Assets = liabilities + contributed capital + revenue – expenses as the retained earnings are equal to revenue – expenses.  So by using the equation Assets = liabilities + contributed capital + revenue – expenses the profit of the business would be equal to revenue – expenses.  
So the original equation Assets = liabilities + capital used in double entry rules means that if we do one thing to an asset we do the opposite to a liability  and visa versa e.g. to increase assets we debit assets and credit liabilities and credit capital.  If we decrease (credit) assets then we will debit liabilities and debit capital.
Q3: Discuss the following concepts 
· Realization concept
· Matching concept
When discussing the measurement of income using the realisation concept, it is what is known as the revenue recognition principle.  The realisation concept means that revenue is recognised by the seller when it is earned whether or not payment has been received.  An example of this could be a business sells a car in June and the car is collected, however payment is not received until September – the realisation concept would mean that the revenue would be recognised in June regardless if the payment had been received either in June or received in September.   Therefore the realisation concept means that the revenue is recognised when it has been earned i.e. when the goods or services have been delivered or rendered.
[bookmark: _GoBack]Another example could be a customer makes an advance payment for a car i.e. payment is made in January, however the car is not collected/delivered until March – using the realisation concept the revenue will not be recognised until March when the goods were delivered.  Also like many things there are also some exceptions to the rule when using the realisation concept.  If the company is unsure as to whether the debtor will pay then the revenue will be recognised when the cash is paid/received.  Another exception could be a company enters into a contract to sell an alarm system to a customer; however as part of the contract they will also provide training and also included in the contract is the monthly maintenance of the alarm system.  So in this case the realisation concept would recognise the revenue of the delivery of the alarm but the revenue portion of the sale from the training and monthly maintenance would not be recognised until the training had actually taken place and the monthly maintenance would be recognised each month when the maintenance was carried out.
Auditors can be wary of the realisation concept as they need to ensure that the revenues are valid and no fraudulent activity has occurred.
The Matching Concept – The matching concept is based on the accrual accounting system.  Expenses that have been incurred to generate the revenue must be recognised in the same accounting period as the revenue.  An example of the matching concept could be revenue from one off sales of perfume sold in June is €15,000. However advertising of the perfume in May cost €5,000.  Therefore the advertising cost of €5,000 would need to be matched with the corresponding revenue of perfume sales in June and be recorded in the same accounting period as the revenue.
Another example of the matching concept could be car sales of €100,000 in February; however commission paid to the sales reps of €10,000 would not be paid until March.  So in this case, the matching concept requires that the commission of €10,000 paid to the sales reps would be reported in February as that is the same accounting period that the sales were recognised.
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