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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. 
	Answer the following questions: 
1. Explain the contents of the statement of Profit or Loss.

Statement of profit and loss summarizes the outcome of companies operations in an accounting period.

 It lists:

a) Revenues - Earnings from sales of goods and services to customers
b) Expenses - Cash outflows from paying for services rendered to the organization. Like salaries, wages, bank charges, rent etc.
The net value arrived at against this two represents either profit or loss
Profits arise when revenues are more than expenses and vice versa.

2. Explain the following equation in detail: (10)

 Assets = Liabilities + Capital
During inception of a business the proprietor invests a sum of money to the organization.
This initial amount is called capital.
The accounting made to record capital will be Debit the Cash Account and Credit Owners Equity account.
The money which will then be used to purchase requirements like machinery, buy land to construct a plant etc.
This purchases will be termed as assets.
Then the plant might start to operate and the owner might purchase stock on credit basis this will then be a liability since its obligations owned to others.
That leads to the equation.  Assets=capital + Liabilities 
When there are earnings to the business and the business makes profit the income generated belongs to the proprietor hence it’s added to the capital account of the owner 
If a loss is made the same is subtracted from owner equity 
If the earnings are not paid to the owner it’s called retained earnings 



Discuss the following concepts: (10) 
 Realization concept 
Realization concept states that income is recognized when services have been rendered or when goods change ownership from the seller to the buyer. It’s not recorded when the cash have been received nor when an order is requested by customer

 Matching concept
Matching concept states that revenue and expenses should be matched to the period they were earned and incurred 
For instance salaries for the month of June 2017 which were paid on the 1st week of July -2017 should be recognized in books of June and not July when the payment was made
The same applies to revenue.  
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