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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:
Question 1
A profit and loss account may consist of two parts.  The first part known as the trading account which consists of taking sales less purchases to word out the gross profit.  This part may also consist of items such as sales returns or sales in as debtors are returning these to you this decreases sales and could also include purchase returns. 

The net profit is worked out by taking expenditure from the gross profit.   This could include items such as light, rates and heating etc. 

The net profit figure is used in the balance sheet when working out the position of an organisation for a set period of time which is usually a year.   

Question 2 

In relation to the question regarding the accounting equation.  This simply allows us to find out what the companies financial situation is like. 

It can be also be referred to as: 

Assets = Equities (total claims)  - 1 

Or 

Assets = Liabilities and Owners Equity 

Assets - Liabilities = Owners Equity      2

We may define owners equity as

Owner's equity = Contributed Capital + Retained Earnings 

In the owners do not withdraw anything from the business then the following will happen. 

Retained Earnings = Revenue - Expenses  3

Elaborating the meaning of owner's equity in (1) we get: Assets = Liabilities + Contributed Capital + Retained Earnings     4

So we can take 

Again, we can take from  (3): Assets = Liabilities + Contributed Capital + Revenue - Expenses (5) 

Profit = Revenue - Expenses (6) 

Question 3

Realisation Concept: This concept relates to the recognition of revenue. Revenue is recognized or considered to be ‘earned’ when goods are delivered or services are initiated. Which simply means that 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 initiated.  For example a company which delivers goods to a customer in August and the customer pays for the goods in November. Revenue will be realized in August when the ownership of the goods was transferred from the firm to the customer. The following are some exceptions to this rule:

Revenue is recognised before the completion of 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 recognised when cash has been paid; and 

Revenue is recognised based on the proportion of instalment over price in hire purchase situations. 

Accrual Concept: Evaluation of transactions and examining their effects on owner’s equity are covered under the principle known as Accrual Concept. The changes in owner’s equity are studied in a period which is usually a year and the profits are identified from the difference between the values at the start and at the end of an accounting period. If there has been an increase in equity value then it is registered as revenue and if there has been a decrease it is recorded as an expense. Income is generated when revenues are greater than expenses, and loss is considered when expenses are greater than revenue. 

Matching Concept: The Matching Concept gives us a better understanding of how to deal with Profit and Loss Accounts of businesses. With this concept, the revenues calculated in one accounting period are required to be matched with their corresponding expenses made in that accounting period. Expenses are usually made to produce 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 items like salaries etc. and they are charged to period expenses.

Accounting Period: In order to determine the profitability of business and financial situations periodically, time is divided into various segments called “accounting periods which is usually a year Income and expenses are matched for each period and profits or losses are determined for that specific accounting period. 
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