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1. The contents of the statement of Profit or Loss is
Profit or Loss account summaries the result of a company’s business operation in an accounting period. It lists all the income the business generate and all the expenses that have been incurred during the accounting period. This statement is an important indicator of a business’s financial health.

All incomes and expenses for the period are recorded in this statement and their net differences determines whether the business has earned a profit or incurred a loss 

The main objective of any business organization is to earn profit. Therefore Profit or Loss Statement determines if the business has been successful in fulfilling those objectives.

Reasons for preparing Profit and loss statement are:
a)  To know or determined the net profit or net loss a business has earned or suffered during a specific accounting period.
b) To compare with previous year’s profit. The efficiency and growth of a business can be determined by comparing the income statement of a particular accounting period with previous period.
c) To set control over expenses: comparing expenses incurred during a particular accounting period with previous period gives the business control over what they are spending.
d) To keep track on which business unit is generating more income while keeping in checks its expenses.
e) It helps to indentify whether the profit earned by the business is sustainable that is “profit quality”.
f) Allows the company to satisfy their legal requirements to report on the financial record of the business.
g) The profit or loss calculated in Income statement goes to balance sheet which further explains the current state of a company in terms of liquidity, and on going concern.

Profit or loss account summaries a firm’s revenues and expenses, is an important part of the statement of financial position. It can be called an expansion of one of the terms in the balance sheet.

      
2. The following equation Assets= Liabilities + Capital means:
According to simple accounting equation, a firm’s assets are equal to the sum of its liabilities. These liabilities include outsiders’ claims, as well as owner’s equity.
Assets are company’s resources; things the company owns. Example include cash account receivable, inventory, equipment, investment, land, building and goodwill. 
Assets= Equities (total claims)

Liabilities are company’s obligations- amounts the company owes. Example are loans payable, interest payable, salaries and wages payable and income tax payable
Liabilities= Assets – Owner’s equity

Capital or Owner’s equity is the amount left over after liabilities are deducted from assets.
Assets – Liabilities = Capital 
 
 Owner’s equity also reports the amounts invested into the company by the owners plus the cumulative net income of the company that has not been withdrawn or distributed to the owners
Owner’s equity = Contributed capital + Retained Profit

In case the owners do not withdraw anything from the business, then the following will occur:
Retained Earnings= Revenue – Expenses

Therefore

Assets = Liabilities + Contributed Capital + Revenue - Expenses 

Where
Profit = Revenue – Expenses


3. The Meaning of Realisation Concept and Matching Concept:

A.  Realisation Concept relates to the recognition of revenue. Revenue is recognized to be earned when goods are delivered or services are rendered. Therefore, the recognition of revenue has nothing to do with receipt of cash. A customer can pay in cash or promise to pay later, but revenue is earned once the goods or services are delivered or rendered respectively. Example a goods is manufactured in January, delivered in February and paid for in March. The revenue will be recognized in February when it was delivered.

The following are some exceptions to the rule:
a. Revenue is recognized based on the proportion of installment over price in hire purchase transactions.
b. Revenue is recognized before the completion of job, based on partial or proportionate completion in case of long-term contractual work
c. When in doubtful whether the debtor will pay or not, revenue is recognized when cash is paid. 


B. Matching Concept: This concept states that revenue and the expenses of a transaction should be included in the same accounting period. So to determine the income of a period all the revenue and expenses (whether paid or not) must be included. This concept helps us better understand about the handling of profit and loss accounts of firms.
Under this concept expenses are usually made to generate revenues and can be easily matched with their corresponding revenue. The expenses that cannot be linked with the generated revenue are charged to period expenses. In general, there are two types of costs,’’ Product cost’’ and ‘’period cost’’.
Product costs can be tied directly to products and in turn revenues
Period Costs do not have corresponding revenues example salaries and are recorded in the current period. 

The matching concept principle also states that expenses should be recoginsed in a ‘’rational and systematic’’ manner. This is the key concept behind depreciation where an asset’s cost is recognised over many periods.
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