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TASK 1.
a) Journal entries for Danny Ltd.
i. Record the value of inventory at 31st December 2019
	Account
	Debit (£)
	Credit (£)

	Closing Inventory a/c
	10,200
	

	Cost of Goods Sold a/c
	
	10,200

	Total 
	10,200
	10,200


 
ii. Depreciation of motor vehicle at 20%
51200 – 9200 * 0.2 = 8400  
Cost – Accumulated depreciation * Rate = Book value
	Account
	Debit (£)
	Credit (£)

	Depreciation a/c
	8,400
	

	Accumulated depr.- Motor vehicle a/c
	
	8,400

	Total 
	8,400
	8,400



Depreciation of computer equipment at 10% on cost 10000 * 0.1 = 1000
	Account
	Debit (£)
	Credit (£)

	Depreciation a/c
	1,000
	

	Accumulated depr.- Computer Equip a/c
	
	1,000

	Total 
	1,000
	1,000



iii. Accrued electricity bill 
	Account
	Debit (£)
	Credit (£)

	Electricity a/c
	1,000
	

	Electricity payable a/c
	
	1,000

	Total 
	1,000
	1,000



iv. Prepaid insurance
	Account
	Debit (£)
	Credit (£)

	Prepaid insurance a/c
	500
	

	Insurance a/c
	
	500

	Total 
	500
	500



v. Unpaid taxes 
	Account
	Debit (£)
	Credit (£)

	Taxes a/c
	1,920
	

	 Taxes payable a/c
	
	1,920

	Total 
	1,920
	1,920



b) Updated Trial Balance for Danny Ltd
TRIAL BALANCE – DANNY LTD 
31 December 2019
	 Account
	Debit (£)
	Credit (£)

	Accounts payable
	
	16,120

	Accounts receivable
	16,480
	

	Carriage inwards
	2,440
	

	Computer equipment at cost
	10,000
	

	Depreciation – computer equipment
	1,000
	

	Carriage outwards
	4,000
	

	Drawings 
	6,500
	

	Electricity 
	8,000
	

	Electricity Payable
	
	1,000

	Loan interest
	480
	

	Provisions for doubtful debt
	
	1,000

	Insurance 
	1,000
	

	Prepaid Insurance
	500
	

	Motor vehicles at cost
	51,200
	

	Depreciation – motor vehicle
	8,400
	

	Capital 
	
	84,760

	Opening inventory 
	3,600
	

	Closing inventory
	10,200
	

	Accumulated depreciation – motor vehicles
	
	17,600

	Accumulated depreciation – computer equipment
	
	1,000

	Petty cash
	40
	

	Bank 
	59,120
	

	Purchases 
	26,400
	

	Rent 
	5,600
	

	Taxes 
	1,920
	

	Taxes payable
	
	1,920

	Sales 
	
	60,600

	Cost of Goods Sold
	
	10,200

	Telephone 
	4,320
	

	Long-term Loan
	
	27,000

	TOTAL
	221,200
	221,200



c) Financial Statements
	Danny Ltd
	
	

	Statement of profit or loss 
	
	

	for the year ending 31 December 2019
	
	

	
	
	

	Sales (Less return outward)
	
	£60,600.00

	Less cost of Sales:
	
	

	             Opening inventory 
	£3,600.00
	

	     +   Purchases (+ carriage inwards - returns outward)
	£28,840.00
	

	     -    Closing inventory
	£10,200.00
	

	
	
	£22,240.00

	
	
	

	Gross Profit
	
	£38,360.00

	
	
	

	Total Income
	
	£38,360.00

	
	
	

	Expenses
	
	

	Depreciation - computer equipment
	£1,000.00
	

	Electricity
	£8,000.00
	

	Loan Interest
	£480.00
	

	Insurance
	£1,000.00
	

	Depreciation - motor vehicle
	£8,400.00
	

	Rent
	£5,600.00
	

	Telephone
	£4,320.00
	

	Taxes
	£1,920.00
	

	Total Expenses
	
	£30,720.00

	
	
	

	
	
	

	Net Profit / (Loss)
	
	£7,640.00



	Statement of Financial Position as at 31st December 2019
	

	
	

	
	£

	Assets
	

	Non-current assets:
	

	Motor Vehicle
	51,200

	Accumulated depreciation on motor vehicle
	(17,600)

	Computer equipment
	10,000

	Accumulated depreciation on computer equipment
	(1,000)

	
	

	
	

	Current assets:
	

	Inventory
	10,200

	Accounts receivable less provision for doubtful debt
	15,480

	Bank
	59,120

	Prepaid insurance
	500

	Petty cash
	40

	Total assets
	127,940

	
	

	Capital & Liabilities 
	

	Capital
	84,760

	Profit for the period
	5,560

	Drawings
	(6,500)

	
	83,820

	Non-current liabilities:
	

	Long-term loan
	27,000

	
	

	Current liabilities:
	

	Accounts payable
	16,120

	Electricity and tax payable
	[bookmark: _GoBack]2,900

	Total capital and liabilities
	127,940




2. THE RELEVANCE OF FINANCIAL LITERACY TO MANAGERS

As a definition to Financial literacy as a concept to understand financial information as reports, statements, balance, cost and profits and have the ability and skills to acknowledge and use this information to manage a business, reduce risks and create opportunities to further develop and increase productivity.               
According to Remund (2010) financial education is the extent to what an individual recognizes significant financial principles and has the ability and trust to make decisions regarding private accounts. The lack of expertise, skills, attitude and competence to handle and manage budgets in a stable, open and professional manner is the major barrier to the progression of success and development of the business.
Each manager is familiar with the decision-maker process related to resource acquisition, allocation and utilisation. Such proceeding has, by implication, financial implication. In order to function effectively it is considered that any manager must be financially literate. As a manager is critical to know the financial statements of the business before making any important decisions and reduce inappropriate risks that can affect organization but also team members. Understanding of finance can help productivity of the business, for example if a new software is required, the manager will be able to assess the cost, anticipate the investment based on how much efficiently this software would increase teamwork. 
Bartlett and Chandler (1997, p259) indicate that financial statements are not always read by company owners. Knowledge of finance is connected to advocacy. Many who deal more often are more financially conscious. Most read the summary sections of the papers, but it is not clear if it is related to lack financial skills or simply because descriptive portions of reports are known. Another reason is that they can read the phrases, but they are not familiar with the principles behind the phrases.
Training courses can have a major impact on the success and growth of SMEs for managers in general via strategic orientation on the attitude of the SME business owner-manager and basic business management skills, capacity-building component, leadership development as well as networking through relationship marketing and financial literacy management. In today's commercial world, financial literacy is therefore critical.

TASK 3.
d) Journal entries for Amber’s Ledger
i) Record the value for inventory at 31st December 2017
Inventory = Closing Inventory- Opening Inventory			
         31,500 – 22,500 = 9,000
Opening Inventory			  22,500	
Add: Purchases 			120,000
Less: Closing Inventory 		  31,500
= Cost of Goods Sales			111,000 

	Account
	Debit (£)
	Credit (£)

	 Inventory a/c
	9,000
	

	Cost of Goods Sales a/c
	111,000
	

	Purchases a/c
	
	120,000

	Total 
	120,000
	120,000



ii) Depreciation of fittings and buildings
Depreciation of fittings = book value – accumulated depreciation * 12%
(10950-3750) *0.12 = 864
	Account
	Debit (£)
	Credit (£)

	Depreciation of Fittings a/c
	864
	

	Accumulated depreciation of Fttings a/c
	
	864

	Total 
	864
	864



Depreciation of buildings = book value/life cycle 
45000/40 = 1125
	Account
	Debit (£)
	Credit (£)

	Depreciation of Buildings a/c
	1,125
	

	Accumulated depreciation of Buildings a/c
	
	1,125

	Total 
	1,125
	1,125



iii. Rates of £540
	Account
	Debit (£)
	Credit (£)

	Prepaid Rates a/c
	540
	

	Rates a/c
	
	540

	Total 
	540
	540



iv. Bad debt of £850 with additional allowance of 5%
15000 – 850 = 14150     	 Balance
14150 * 0.05 = 707.25	 Allowance required
1200 – 850 = 350		 Allowance balance existing
707 – 350 = 357		 Expenditure on bad debt
	Account
	Debit (£)
	Credit (£)

	Allowance for Doubtful Debt a/c
	850
	

	Accounts receivable a/c
	
	850

	Total 
	850
	850



v. Personal use of £450
	Account
	Debit (£)
	Credit (£)

	Drawing a/c
	450
	

	Bank a/c
	
	450

	Total 
	450
	450



e) Updated Trial Balance
TRIAL BALANCE – AMBER’S LEDGER
31st December 2017
	Account
	Debit (£)
	Credit (£)

	Fittings 
	10,950
	

	Depreciation on fittings
	
	4,614

	Accumulated depreciation on fittings
	864
	

	Buildings 
	45,000
	

	Depreciation on buildings
	1,125
	

	Accumulated depreciation on buildings
	
	10,125

	Inventory 
	31,500
	

	Trade receivables
	14,150
	

	Trade payables
	
	27,000

	Doubtful debt allowance
	
	707

	Cash in hand
	75
	

	Cash at bank
	1,425
	

	Capital 
	
	28,575

	Drawings 
	7,575
	

	Bank charges
	2,700
	

	Revenue 
	
	180,000

	Expenditure on bad debt
	357
	

	Wages 
	18,000
	

	Advertising 
	300
	

	Rates 
	5,460
	

	Prepaid rates
	540
	

	COGS
	111,000
	

	TOTAL
	251,021
	251,021



f) FINANCIAL STATEMENTS
	AMBER'S LEDGER
	
	

	Statement of profit or loss 
	
	

	for the year ending 31 December 2017
	
	

	
	
	

	Revenue
	
	£180,000.00

	Less cost of Sales:
	
	

	             Opening inventory 
	£22,500.00
	

	        +   Purchases (+ carriage inwards - returns outward)
	£120,000.00
	

	        -    Closing inventory
	£31,500.00
	

	
	
	£111,000.00

	
	
	

	Gross Profit
	
	£69,000.00

	
	
	

	Total Income
	
	£69,000.00

	
	
	

	Expenses
	
	

	
	
	

	Bad debts
	£375.00
	

	Advertising
	£300.00
	

	Wages 
	£18,000.00
	

	Bank charges
	£2,700.00
	

	Rates
	£5,460.00
	

	Fittings depreciation
	£862.00
	

	Building depreciation
	£1,125.00
	

	Total Expenses
	
	£28,822.00

	
	
	

	
	
	

	Net Profit / (Loss)
	
	£40,178.00



	
	

	Statement of Financial Position as at 31st December 2017
	

	
	

	
	£

	Assets
	

	Non-current assets
	

	Buildings
	45,000

	Accumulated depreciation - buildings
	(10,125)

	Fittings
	10,950

	Accumulated depreciation - fittings
	(4,614)

	
	

	Current assets:
	

	Inventories
	31,500

	Trade receivables
	14,150

	Prepaid rates
	540

	Bank
	1,425

	Cash and cash equivalents
	75

	Total assets
	223,901

	
	

	Capital & Liabilities 
	

	Capital
	28,575

	Profit for the period
	40,178

	Drawings
	(7,575)

	
	61,178

	Non-current liabilities:
	

	Bank charges
	2,700

	
	

	Current liabilities:
	

	Doubtful debt allowance
	(707)

	Trade payables
	27,000

	Total capital and liabilities
	90,171



TASK 4

The appraisal tool for a company is profitability ratios. Profit is the prime objective of each corporation and these equations help assess the organisation’s profit output. There are two different types of profit margin and return rate ratios, for example. Gross profit margin and net profit margin are included in the profit margin ratios and profitability is measured at various levels. Return rate ratios include return on equity, return on assets, power to gain, return on capital used.
For Danny Ltd we have a low net profit margin of 12%, and gross profit margin of 63%, while for Amber’ Ledger is 22% net profit margin and 38% gross profit margin at the end of year. We may say it’s a competition between the two as Amber’s company could just lower their price by 10% giving them a profit margin of 12% (still profitable) and making Danny Ltd –12% which will drive them to bankruptcy. If Danny’s Ltd profit margin will be shrinking as they’re growing, they might become less efficient.
Return on Assets (ROA) gives an idea of how much money you're making, given the size of the company. The easiest way of figuring this out is by dividing net income by the total assets of the company. If your Return on Assets is less than the interest rate, you'd be better off selling all your stuff and putting the cash in the bank, unless you felt it was going to improve significantly, soon. For Danny Ltd we have a 30% ROA meanwhile for Amber’s Ledger is 31% ROA, both firms are on the same level.
Return on Equity gives an idea of how much the firm is making per pound invested in it by shareholders. The easiest way of calculating it is by dividing net income by total equity. For Danny Ltd we have 46% and 1% for Amber  meaning shareholders can make a higher return on equity elsewhere, you may be in trouble: They may decide that some other company is a better investment for them and pull out their funds.
Liquidity levels are used from day to day, to assess the capacity of the company to pay its bills. We get a clear understanding of the basic functionality of the firm by measuring these ratios. Two of the most used liquidity ratios are the "Current Ratio" and the "Quick Ratio." 
The Current Ratio is calculated by dividing current assets by current liabilities, we have the following numbers for our analysed firms as followed, Danny’s Ltd current assets are 5 times the current liability and Amber’s current assets are nearly two times the current liabilities, we can confirm that Danny’s firm is doing way better but both companies can cover their debts as they can pay back the money they owe.
The second liquidity ratio is the Quick Ratio. It's just liked the current ratio, but inventory stores aren't counted as a current asset. Sometimes, inventories build up on statements and are worthless or very hard to get rid of in real life. Danny Ltd has a quick ratio of 4 and Amber’s quick ratio of 0.6 considering that second company are just barely covering their current liabilities.
Low values for the current or quick ratios indicate that Amber’s firm may have difficulty meeting current obligations, however it doesn't indicate a critical problem. If an organization has good long-term prospects, it may be able to borrow against those prospects to meet current obligations.
A firm may improve its liquidity ratios by raising the value of its current assets, reducing the value of current liabilities, or negotiating delayed or lower payments to creditors.
[image: ]
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