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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:


1. 
The contents of the profit and loss statement summarise the results of business activity, both positive and negative, in a specific accounting period.  The statement is a snapshot and summarises the financial position, the contents of the profit and loss statement include:

Gross Sales			Represents the total goods and services sold by the business.
Returns & Allowances  	Records any goods returned to the business and will be deducted from gross sales.
Net Sales			The net sales are the total of gross sales less returns and allowances.
Gross Profit	The total net sales less the total cost of goods provides the gross profit figure for the business.
Revenues	The total amount of revenue, excluding from, earned by the business, this can be from interest, securities and dividends, commonly referred to as non-operating income.
Expenses	The cost of earning revenue and carrying out business operations, expenses are a result of an increase in liability which decreases assets in order to produce revenue.  There are expired costs and unexpired costs.  Expired costs are an expense and are recorded on the profit and loss statement, unexpired costs are an asset and are also recorded on the statement of financial position.  There are three principles that recognise expense.  The principle of cause and effect, costs that recognised in a specific accounting period where costs are directly linked to a specific supply of goods.  The principle of systematic and rational allocation, this relates to costs that generate income but cannot be allocated to a specific order.  The principle of immediate recognition, these are costs that cannot produce future revenue and should be recorded immediately.		
Cost of Goods Sold	The total cost of goods including raw materials and salaries for the production of goods.
Interest	This is a non-operating cost and relates to interest that the business pays for monies borrowed on behalf of the business, calculated on the closing date of the accounting period.
Repairs & Renewals	Any expenses incurred as a result of repairs and renewals of business assets such as buildings, plant and machinery and equipment.
Depreciation	Applied to different tangible assets of the business such as machinery, which has a ‘useful’ life, depreciation is accounted for and calculated to give an accurate profit during an accounting period.  There are guidelines to follow whilst applying the calculation for depreciation.
Selling & Distribution Expenses	The total expenses associated with selling and distribution, will include salaries of those employed in this area of the business, as well as marketing materials, advertising, commission, samples, promotion materials.  
Insurance	The total cost of insurance premiums that the business pays in order to insurance and comply with trading regulations.  If the insurance policies do not follow the accounting period, the costs would be pro-rata.
Operating Income	The operating income is the total following the deduction of all expenses from gross profit before deducting the tax.
Income Tax	Calculated once the operating income determines the taxable income.  The profit after tax is the net profit by subtracting income tax from the operating income.


2.  Explain the following equation in detail    Assets = Liabilities + Capital
The accounting equation Assets = Liabilities + Capital means that the assets of a business are calculated by deducting liabilities and capital and the sum that is left is the value of the assets.  The liabilities and capital will be calculated by the profit and loss report which takes into cash in the bank, debtors due to pay, assets deemed liquid, liabilities due within the financial period, and any other debt as well as account net sales, revenues and expenses, cost of goods, interest, repairs and renewals, depreciation, distribution expenses, operating income and income tax.  The equation calculates the businesses ‘value’ and is summarised on the balance sheet.

3. 
Realization concept

The realization concept is based on the recognition of revenue.  When goods or services are provided, in terms of the profit and loss statement they are considered as earned within the period that they were fully provided, regardless of whether the debtor has paid for the goods or services.  An example of this will be goods were supplied in January but the client pays for the goods in March, the realisation is that the business earned the income during January.  There are some exceptions to this rule, if the services provided/sale/hire is in progress and not yet fully completed or if there is doubt as to whether the debtor will pay for the goods or services supplied.



Matching concept

The matching concept is based on allocating sales and purchase transactions associated with a specific order to the period that they are matched to.  An example of this would be goods were supplied to a customer in January, the sales generated are allocated to January and any purchases made to fulfil the order are allocated to January.  There are some exceptions to this, expenses that are difficult to split into a specific period, such as wages as it’s not practical, and they would be allocated to period expenses.
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