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In the following question, the list of balances is recorded, highlighting the financial condition of Danny ltd and its business operations accordingly. As per the additional information, it can be stated that much additional information has occurred in the business in the year 2019. The preparation of journal entries in the books is as follows: 
a) JOURNAL ENTRY 
Books of Danny ltd as on 31st December 2019
	ENTRIES
	JOURNALS 
	Dr. (£)
	Cr. (£)

	31.12.2019
	Closing stock a/c     dr.

    To COGS           a/c     

(being inventory in hand recoded)
	10200
	

10200

	31.12.2019
	Depreciation a/c      dr.

     To   motor vehicles       a/c    

(being depreciation charged on motor vehicle @20% on reducing method)
	10240
	

10240

	31.12.2019
	Depreciation a/c      dr.

    To  computer equipment        a/c       

(being depreciation calculated and charged on computer equipment @10% on cost)
	1000
	

1000

	31.12.2019
	Electricity bill a/c       dr.

     To   cash         a/c       

(being electricity bill recorded in the books)
	1000
	

1000

	31.12.2019
	Prepaid insurance a/c      dr.
 
   To insurance         a/c      

(being praised insurance recorded for the year 2017)
	500
	

5000

	31.12.2019
	Tax a/c    dr.

     To the payment of tax         

(being  payment of tax recorded)
	1920
	

1920



Working notes: 
Depreciation on Motor vehicle on reducing method:
= £ 51200*20/100
= £ 10240
Depreciation on computer equipment on cost:
= £ 10000*10/100
= £ 1000
b) TRIAL BALANCE
Trial balance as on 31.12.2019
	SERIAL NO.
	NAME OF ACCOUNTS 
	L/F
	AMOUNT (DR.)
	AMOUNT (CR.)

	
	Motor vehicle 
	
	51200
	

	
	Depreciation on motor vehicle 
	
	
	10240

	
	Accumulated depreciation of motor vehicle 
	
	
	9200

	
	Depreciation on computer equipment 
	
	
	1000

	
	 Computer equipment 
	
	10000
	

	
	Carriage inward 
	
	2440
	

	
	Carriage outward 
	
	
	4000

	
	Inventory 
	
	6600
	

	
	Accounts  receivables 
	
	16480
	

	
	Electricity 
	
	6000
	

	
	Provision for doubtful debt 
	
	1000
	

	
	Petty cash 
	
	40
	

	
	Cash at bank
	
	59120
	

	
	Accounts  payables
	
	
	16120

	
	Capital 
	
	
	84760

	
	Drawings 
	
	6500
	

	
	Loan interest  
	
	
	4800

	
	Purchase 
	
	26400
	

	
	Rent 
	
	5600
	

	
	COGS
	
	19800
	

	
	Sales 
	
	
	60600

	
	Telephone  
	
	4320
	

	
	Long term loan 
	
	
	27000

	
	Insurance 
	
	1000
	

	
	TOTAL (rounded off)
	
	231500
	231500


Table 1: trial balance 
(Source: calculated by author)
The prime purpose of preparing the trial balance is to acknowledge the changes in the amount of the proportions due to the factor of depreciation and outstanding payment of bills. The principal significance of the trial balance statements is that it enlightens the accountant and highlights any accounting errors and establishes necessary adjustments in order to promote accuracy in the reports (Adam et al. 2017). 
c)       
PROFIT AND LOSS ACCOUNT 

	 
	 
	Particulars 
	 
	Amount

	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	SALES  
	 
	60600

	 
	 
	less: COGS
	 
	19800

	 
	 
	Gross profit 
	 
	40800

	 
	 
	less: electricity  
	 
	6000

	 
	 
	bad debts 
	 
	1000

	 
	 
	rent 
	 
	5600

	 
	 
	telephone  
	 
	4320

	 
	 
	bank charges 
	 
	2700

	 
	 
	insurance 
	 
	1000

	 
	 
	 
	 
	 
	 
	20620

	 
	 
	profit before depreciation 
	20180

	less: computer equipment depreciation 
	1000

	 
	 
	less: motor vehicle  depreciation 
	10240

	 
	 
	 
	 
	 
	 
	11240

	 
	 
	net profit 
	 
	8940


Table 2: profit and loss account  
(Source: calculated by author)
The main reason to calculate the profit and loss account of the firm is to identify the net accountable profit of the firm generated during the fiscal years. The same is acknowledged after the computation of gross profit, and the deduction of operating expenses is made in order to compute the exact profitable income by the firm (Ameliawati and Setiyani, 2018). However, after the deduction of operating expenses such as electricity bills, bad debts and other related charges. The net profit of the firm is $8940
Preparation of balance sheet for Danny Ltd. as on 31.12.2019
BALANCE SHEET 

	 
	Particulars 
	amount 
	amount 

	 
	 
	 
	 
	 
	 
	 
	 

	 
	Assets 
	 
	 
	 
	 

	 
	petty cash 
	 
	 
	40

	 
	cash at bank 
	 
	 
	59120

	 
	inventory 
	 
	 
	10200

	 
	accounts receivables 
	16480
	 
	 

	less:  provision for doubtful debt 
	1000
	15480

	 
	prepaid insurance 
	 
	 
	500

	 
	computer equipment   
	10000
	 
	 

	 
	less: accumulated depreciation 
	1000
	9000

	 
	motor vehicle   
	51200
	 
	 

	 
	less: accumulated depreciation 
	19840
	31360

	 
	 
	 
	 
	 
	 
	 
	 

	 
	total assets
	 
	 
	125700

	 
	 
	 
	 
	 
	 
	 
	 

	 
	Liabilities and Owner's Equity
	 
	 
	 
	 

	 
	liabilities 
	 
	 
	 
	 

	 
	trade payable
	 
	 
	16120

	 
	total liabilities 
	 
	 
	16120

	 
	suspense account 
	 
	 
	19880

	 
	Owners Equity 
	 
	 
	 
	 

	 
	capital 
	84760
	 
	 

	 
	less: drawings 
	4000
	 
	 

	 
	add: profits 
	8940
	89700

	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	 
	total Liabilities and Owner's Equity
	 
	125700



Table 3: balance sheet
(Source: calculated by author)
[bookmark: _Toc53076372]Question 2 
Financial literacy is acknowledged as the aptitude to understand and evaluate the proper usage of financial skills in order to hence the productivity of the overall business. The same included the key sections of budgeting,  investing and financial management. On the other hand, Financial reporting plays an implacable role in addressing the key implications to the business manager and keeping them updated regarding conditions and changes in the financial position of the firm. The prime significance of financial literacy is to critically evaluate the foremost transactions and entries of the firm (Apan and İslamoğlu, 2018). The role of financial literacy is to understand and assess the value of the money and allows the managers to procure decisive actions in order to seek better demarcation of finances and highlight the key aesthetics of budgeting and savings. The indulgence of financial literacy is crucial in leveraging the quality thinking tributes of the business managers. It helps in lowering the value of the debt, enhances the credentials of asset accumulation and fosters the decision-making capabilities of the managers accordingly. 
Adequacy in the financial statements allows the managers to adopt sustainable changes in the business environment as per the current scenarios (Herijanto and Rahadi, 2020).  One of the main traits of financial literacy is that it nurtures the overall knowledge of the managers regarding the economic apparatus of the firm and entertains the same through fruitful measures and actions. Through such attributes, the business manager seeks a better demarcation of resources available and hence can procure suitable activities accordingly. Henceforth, it can be concluded that the role of financial literacy is highly significant as it boosts and appreciates the mind-set of the business manager in context to fiscal requirements and determinants used in the preparation and evaluation of financial statements (Apan and İslamoğlu, 2018). 
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In the following question, the list of balances is recorded, highlighting the financial condition of Amber's and its business operations accordingly. As per the additional information, it can be stated that much additional information has occurred in the business in the year 2017. The preparations of journal entries in the books are as follows: 
a) JOURNAL ENTRIES
Books of Amber’s as on 31st December 2019
	ENTRIES
	JOURNALS 
	Dr. (£)
	Cr. (£)

	31.12.2017
	Inventory a/c      dr.

  COGS       a/c      dr. 

     To   purchases      a/c 

(Cogs of the inventory recorded )

	9000

111000
	



120000

	31.12.2017
	Depreciation on fittings a/c      dr.

Depreciation on buildings a/c     dr.    

    To accumulated depn. Fittings      a/c 
     
      To accumulated depn. Building        a/c  

(depreciation recorded on the assets)  
	864

1125
	



864

1125

	31.12.2017
	Prepaid rates a/c     dr.

      To rates       a/c      

(payment of rates recorded)
	540
	

540

	31.12.2017
	Doubtful debt allowance a/c    dr.  

     To accounts receivable a/c     dr.  

(bad debts and expenses being recorded)

	850
	

850

	31.12.2017
	Drawings a/c       dr.

     To    cash at bank         a/c    

(drawings recorded for personal use from the bank)   
	450
	

450



Working notes: 
Inventory equation= opening stock + purchase = closing stock +COGS
Inventory = 31500-22500 = 9000
COGS = 22500+120000-31500
	= 111000
Depreciation of fittings = book value - accumulated depreciation * 12% 
			   = (10950-3750) *12/100
			   = 864
Depreciation of buildings = book value/ life cycle
     = 45000/40 
     = 1125
Calculation of bad debt expense:
Accounts receivable = 		15000
Less: debt allowance uncovered = 	(850)
Total balance			    =   14150
Allowance required  		    = 14150 *5% = 707.5
Allowance balance existing 	    = 1200-850 = 350
Expenditure on bad debt 	    = 707.5-350 = 357.5
The journal entries are cited as the foundation statement in the accounting reports. The main purpose of the journal entries is to accommodate general and quality information to the auditors and provide a clear picture regarding the value of the balances (Husain and Sunardi, 2020). However the same is also identified to play significant role in addressing the key implications in the method of accounting 

b)    
Trial balance as on 31.12.2017
	SERIAL NO.
	NAME OF ACCOUNTS 
	L/F
	AMOUNT (DR.)
	AMOUNT (CR.)

	1
	Fittings 
	
	10950
	

	2
	Depreciation on fittings 
	
	
	4614

	3
	 Accumulated depreciation on fittings 
	
	864
	

	4
	Depreciation on buildings 
	
	1125
	

	5
	 Buildings 
	
	45000
	

	6
	Accumulated depreciation on buildings 
	
	
	10125

	7
	Inventory 
	
	31500
	

	8
	Trade receivables 
	
	14150
	

	9
	Doubtful debt allowance
	
	
	707.5

	10
	Cash in hand 
	
	75
	

	11
	Cash at bank
	
	1425
	

	12
	Trade  payables
	
	
	27000

	13
	Capital 
	
	
	28575

	14
	Drawings 
	
	7575
	

	15
	Bank charges 
	
	2700
	

	16
	Revenue 
	
	
	180000

	17
	Expenditure on bad debt
	
	357.5
	

	18
	Wages 
	
	18000
	

	19
	Advertising 
	
	300
	

	20
	Prepaid rates
	
	540
	

	21
	COGS
	
	111000
	

	22
	Rates 
	
	5460
	

	
	TOTAL (rounded off)
	
	251022
	251022


Table 4: trial balance 
(Source: calculated by author)

c) PROFIT AND LOSS ACCOUNT 

	Particulars 
	 
	Amount

	 
	 
	 
	 
	 
	 

	revenue 
	 
	180000

	less: COGS
	 
	111000

	Gross profit 
	 
	69000

	less: operating expenditure
	 
	 
	 

	bad debts 
	 
	375.5

	advertising
	 
	300

	wages
	 
	18000

	bank charges 
	 
	2700

	rates 
	 
	5460

	 
	 
	 
	 
	26835.5

	profit before depreciation 
	42164.5

	less: fittings depreciation 
	 
	864

	less: building depreciation 
	 
	1125

	 
	 
	 
	 
	1989

	net profit 
	 
	40175.5

	 
	 
	 
	 
	 
	 


Table 5: profit and loss account
(Source: calculated by author)

Preparation of balance sheet for Amber as on 31.12.2017
BALANCE SHEET 

	Particulars 
	amount 
	amount 

	 
	 
	 
	 
	 
	 
	 

	Assets 
	 
	 
	 
	 

	cash in hand 
	 
	 
	75

	cash at bank 
	 
	 
	1425

	inventory 
	 
	 
	31500

	trade receivables 
	14150
	 
	 

	less: doubtful debt allowance
	707.5
	13442.5

	prepaid rates
	 
	 
	540

	fittings  
	10950
	 
	 

	less: accumulated depreciation 
	4614
	6336

	buildings  
	45000
	 
	 

	less: accumulated depreciation 
	10125
	34875

	 
	 
	 
	 
	 
	 
	 

	total assets
	 
	 
	88193.5

	 
	 
	 
	 
	 
	 
	 

	Liabilities and Owner's Equity
	 
	 
	 
	 

	liabilities 
	 
	 
	 
	 

	trade payable
	 
	 
	27000

	total liabilities 
	 
	 
	27000

	 
	 
	 
	 
	 
	 
	 

	Owners Equity 
	 
	 
	 
	 

	capital 
	28575
	 
	 

	less: drawings 
	7575
	 
	 

	add: profits 
	40193.5
	61193.5

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	total Liabilities and Owner's Equity
	 
	88193.5


Table 6: balance sheet 
(Source: calculated by author)
The prime purpose of calculating a balance sheet is to illustrate the overall performance of the firm in one statement. The prominent role of the balance sheet is to provide a clear and transparent overview of the operations and implementation of the firm in fiscal terms and highlight its significance.  However, the balance sheet is also prone to display the current year's balance of various accounts and analyse the same in order to depict a better understanding regarding the nature of the transaction. It provided a better description of the sales and the profitable revenues generated by the firm during the financial year (Muda, 2017). On the other hand, it also plays an implacable role in capturing the interests of the investors. The investors are entitled to analyse the balance sheet of the firm in order to facilitate their decisions to invest in their particular choices. The same provided them to implement an in-depth analysis regarding the functioning of the firm and make them compare the fiscal figures in cumulative years to procure a better understanding of the performance of the firm. Henceforth it has been acknowledged as one of the most decisive and meaningful financial statements in the accounting standards  
[bookmark: _Toc53076374]Question 4 
Profitability and liquidity ratios are identified as the key credentials in estimating the financial reliance of the firm. The prime role of the profitability ratio is to calculate the firm's ability to generate adequate profit margins in order to grab the investors’ attention adequately. The same is highly reliable as it addresses the earning capability of the firm concerning the operating costs, sales revenues and other related transactions. On the other hand, the liquidity ratio is communicated as one of the crucial rates as it helps in determining the entries capability to write off its current debts without the inference of working capital cash (Zuhroh, 2019). The same is highly significant as it illustrates the competency of the firm to repay the debts and enacted accordingly. 
The profitability and liquidity ratio of both the firms suggested mixed feelings as per their business requirements and net earnings for the year.
PROFITABILITY RATIO 
The nature of profitability ratio of the firm has been analysed through the adaptation of two significant ratios, such as profit margin ratio and return on assets ratio. Both the ratios are highly substantial and illustrate a better demarcation of the overall performance of the firm. The primary purpose of the profit margin ratio is to acknowledge the profitable margins gained by the firm in a fiscal year. As per the calculation, the profit margins ratio cited by Amber is 22.3%. On the other hand, the profit margins ration acknowledged by Danny Ltd is 14.7%. Henceforth it can be clearly depicted that the margins are high for Amber ltd the same is due to proper management and growth in the revenue structure of the firm.  

Figure 1: profitability ratio
(Source: created by author)
However, the firm has also utilised its resources in an optimised ease and also reduced their debt without the interference of capital amounts. It would be suggested to Danny ltd to focus more on revenues generation. As per the P&L accounts, it can be showcased that the net profits of the firm are very low as compared to Amber (Apan and İslamoğlu, 2018). On the other hand, as per the return on assets ratio, it can be identified that Danny ltd has gained a better position than Amber ltd in such a situation. The return on assets ratio of Denny ltd is 0.7%. However, the return on assets ratio of Amber ltd is 0.4%. It has been analysed that Danny Ltd has better hold of net assets as compared to Amber ltd. The same may be due to the proper maintenance and fruitful investment attributes of the firm. 
LIQUIDITY RATIO
According to the calculation of the liquidity ratio of both the firms, it can be cited that Danny ltd has a better hand in overall aspects. The liquidity nature of both the firm has been captivated through current ratio analysis and working capital ratio. The current balance illustrates the firm’s capability to write off short term debts and obligations through proper utilisation of assets and other related operations. The current ratio of Danny ltd is 6.5% in comparison to the current ratio of Amber ltd is 1.7%. Although the performance of Amber ltd is better than Danny ltd but the short term obligation paying capability of the firm is prominently low as compared to the other firm. The same can be acknowledged because of more short term obligations in a fiscal year (Adam et al. 2017). On the other hand, the working capital ratio highlights the firm's capacity to maintain and cope with the daily requirements of the firm. This instigates the resilience of the firm to render the daily expenditures without the indulgence of capital balances.

Figure 2: liquidity ratio
(Source: created by author)
 The working capital ratio of Danny Ltd is 69220. However, the proportion of Amber Ltd is 19982. The same depicts that the operational capital requirements of Danny Ltd are written off qualitatively in comparison to Amber ltd. The prime reason behind the decreased liabilities value in Danny Ltd as compared to Amber ltd. 
Henceforth as per the above understandings, it can be computed that the overall performance of Danny Ltd has been quite adaptive in contrast to the overall productivity of Amber. However, such is has been analysed that the profit margins ratio of Amber Ltd is higher than Danny ltd by a significant margin. Such indicates the sales and other operational parameters of the firm are quite adequate and are capable of seeking better results through proper administration in the future. 
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