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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. 
	Understanding Profit or Loss Statement

1. Explain the contents of the statement of Profit or Loss. (10) 

The P&L displays revenues and expenses over a set period of time, known as the accounting period. The P&L statement summarises the results of a business, in terms of total sales & total expenses, and shows if it has made a profit or a loss. 
A P&L may be done on a monthly quarterly or annual basis and could be prepared by an accountant or by someone in the business. It is becoming increasing popular to use accounting software that will automatically create a P&L report based on the information input into the software.
By comparing P&L’s from previous accounting periods you can look at growth & trends which may help make decisions around activities in the business & if anything needs to change. It is also easy to identify a change or rise in expenses as the costs of the business are categorized; for example Motor Expenses, Advertising and Repairs & Renewals. It should be easier to see a rise in costs in the Motor expense category & highlight that further analysis is required to understand why costs in this area are increasing & if there is a legitimate reason.
A basic P&L should be laid out in the following way: 
At the top of the P&L it will show total sales before tax.
After this; the any direct expenses such as direct labour and cost of goods sold expenses will be deducted from the sales to give an operating or gross profit or loss.
All other operating expenses can then be listed, these operating expenses by categories including; wages, cost of sales, travel costs.
Once these expenses have been deducted from the gross profit, it will give the overall profit or loss.
It may also be referred to as an Income Statement or a profit & loss statement.


2. Explain the following equation in detail: (10) Assets = Liabilities + Capital 

The basis accounting equation is the formula for double entry book keeping. 
Assets are things that a business own’s; that add value to a business or could be sold. Current assets could be cash or stick; fixed assets include land and machinery or they could be intangible such as goodwill or a patent.
Liabilities are things that a business owes money for. Current liabilities are expected to be paid within one year such as suppliers invoices, gas bills and VAT. Long term loans, leases on vehicles and mortgages are called long term liabilities are they are due to be paid back in longer than one year.
Capital can be the moneys put into, or withdrawn, from the business by the owners. The accounting equation can also be displayed as assets – liabilities = capital; as the value in the business can be worked out when you know everything that company owns less everything that the company owes out.

3. Discuss the following concepts: (10) 
 Realization concept 
This concept records revenue when the a product or service is delivered and not when the service or product is paid for. For example, window cleaning services are carried out but the customer only pays the bill 30 days later. With the realization concept; the value of the window cleaning work is recognized at the point that the cleaning work was done. 

 Matching concept
The concept is more familiar in manufacturing operations who purchase material and components that are directly linked to the final product. It matches expenses against revenue, in the accounting period that the revenue was created. The purpose is to not misrepresent profits for a certain period but it is not possible to match all expenses to exact revenues such as advertising spends and salaries.  
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