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	Assignment 5




Answer the following questions:

1. Explain the contents of the statement of Profit or Loss. 
· Analysing the profit and loss account is the first and essential part of creating the profit and loss account.
·  They both represents the profits earned or losses incurred in an accounting period by matching and comparing revenues and expenses which can help in gaining a knowledge about the success of the business. 
·  Every expense is recorded on the debit side of the Profit and Loss Account. 
· All the revenues and profits earned on the credit side of the Profit or Loss Account. 
· Gross Profit or Gross Loss is calculated from the difference between direct incomes and direct expenses.
· Net Profit or Net Loss is calculated from the difference between indirect revenues and indirect expenses.
· Profit or Loss Account gives us a summary and full understanding of whether the business transaction is succeeding and resulting in increasing of the profit or if the expenditure exceeded the profits and resulted in business loss.

2. Explain the following equation in detail: 
Assets = Liabilities + Capital
Assets: Things that are resources owned by a company and which have future economic value that can be measured.
Liabilities: is an obligation needs to be paid ‘borrowed money’.
Capital: funds raised to support a particular business or project or accumulated wealth of a business.
So the equation illustrates that assets are financed by borrowing money and funds raised to support the business. OR paying with the money of the company's shareholders.


 

3. Discuss the following concepts: 
Realization concept
  This suggests that revenue is considered to be earned when goods are delivered or services are rendered. So revenue does not occur only with cash receive. The customer can pay in immediately or promise to pay later, but revenue is considered acquired once the goods or services are delivered.
However if there is a doubt about where the customer will pay or not in this case revenue is only recognized when the cash is actually received. Or in case of the instalment revenue is only considered based on the proportion of instalment.
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