




		                    Task 1		                                    Danny Ltd			
Journal Entries for the year ending 31st December 2019
				
				
				
	Description		Debit	Credit
			£	£
1	Dr. Depreciation expense a/c	 	                          8,400 	 
 	          Cr. Accumulated depreciation - motor vehicles a/c	 	 	                     8,400 
 			 	 
2	Dr. Depreciation expense a/c	 	                          1,000 	 
 	          Cr. Accumulated depreciation - computer equipment a/c	 	 	                     1,000 
 		 	 	 
3	Dr. Electricity expense a/c	 	                          1,000 	 
 	          Cr. Accrued Expense a/c	 	 	                     1,000 
 		 	 	 
4	Dr. Prepaid Insurance a/c		                             500 	 
 	          Cr. Insurance a/c		 	                        500 
 			 	 
5	Dr. Tax Charge a/c		                          1,920 	 
 	           Cr. Taxes Payable a/c		 			                     1,920	       
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	Trial Balance for the year ended 31st December 2020





	[bookmark: _Hlk54107853]Description
	Debit
	Credit

	
	£
	£

	Account payable
	
	16,120

	Accounts receivable
	              16,480 
	 

	Provisions for doubtful debt  
	                1,000 
	 

	Computer equipment at cost
	              10,000 
	
	 
	             16,120 

	Accumulated depreciation – Computer equipment
	 
	               1,000 

	Carriage outwards
	                4,000 
	 

	Carriage inwards
	                2,440 
	 

	Drawings
	                6,500 
	 

	Electricity
	                8,000 
	 

	Loan interest
	                   480 
	 

	Insurance
	                1,000 
	 

	Prepaid Insurance
	                   500 
	 

	Motor vehicles at cost
	              51,200 
	 

	Accumulated depreciation – motor vehicles  
	 
	             17,600 

	Capital  
	 
	             84,760 

	Inventory
	              10,200 
	 

	Petty cash 
	                     40 
	 

	Bank  
	              59,120 
	 

	Cost of Goods sold 
	              22,440 
	 

	Rent
	                5,600 
	 

	Sales
	 
	             60,600 

	Telephone
	                4,320 
	 

	Long-term Loan   
	 
	             27,000 

	Accrued Expenses
	 
	               1,000 

	Tax Charge
	                1,920 
	 

	Taxes Payable
	 
	               1,920 

	Depreciation expense
	                9,400 
	 

	Retained earnings
	 
	               4,640 

	TOTAL
	            214,640 
	           214,640 


	Danny Ltd


	Statement of Profit or Loss for the year ended 31st December 2020
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	£
	£

	 
	Sales 
	
	            60,600 

	Cost of Sales 
	
	 

	 
	Opening Inventory
	             3,600 
	 

	 
	Purchases 
	           26,400 
	 

	 
	Good available for sale
	           30,000 
	 

	 
	Less Closing stock
	          (10,200)
	            19,800 

	 
	
	
	 

	 
	Gross Profit
	
	            40,800 

	 
	
	
	 

	Operating costs
	
	 

	 
	Electricity
	             8,000 
	 

	 
	Insurance
	             1,000 
	 

	 
	Loan Interest
	                480 
	 

	 
	Depreciation expense
	             9,400 
	 

	 
	Rent
	             5,600 
	 

	 
	Telephone
	             4,320 
	 

	 
	Carriage outwards
	             4,000 
	 

	 
	Carriage inwards
	             2,440 
	 

	 
	Provision for doubtful debts
	             1,000 
	            36,240 

	 
	
	
	 

	 
	Profit Before Tax
	
	              4,560 

	 
	Tax payable
	
	             (1,920)

	Net Profit after tax
	
	              2,640 
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Danny Ltd

	Statement of financial position as at 31st December 2020



	
	

	 
	£

	Non-Current Assets
	 

	Motor Vehicles
	             33,600 

	Computer Equipment
	               9,000 

	Total non-current assets
	             42,600 

	 
	 

	Current Assets
	 

	Accounts Receivables
	             16,480 

	Prepaid Insurance
	                  500 

	Inventory
	             10,200 

	Petty Cash
	                    40 

	Bank
	             59,120 

	Drawings
	               6,500 

	Total Current Assets 
	             92,840 

	
	

	TOTAL ASSETS
	           135,440 

	
	

	Capital and Liabilities
	 

	 
	 

	Current Liabilities
	 

	Accrued Expenses
	               1,000 

	Accounts Payable
	             16,120 

	Taxes payable
	               1,920 

	Total Current Liabilities
	             19,040 

	 
	 

	Non-Current Liabilities
	 

	Long-term loan
	             27,000 

	 
	 

	Capital 
	             84,760 

	Retained earnings
	               4,640 

	 
	 

	TOTAL CAPITAL AND LIABILITIES
	           135,440 

	 
	 


 

TASK 2
The Relevance of Financial Literacy to Business Managers
            Managers who do not work in a finance role may assume that financial reporting is not a core concern. However, financial reporting plays a core role in communicating a business (Eniola and Entebang, 2016). Without financial reporting, businesses would not have a clear basis for evaluating their performance or even making crucial decisions. Financial literacy is defined as a set of skills required to understand financial information and effectively manage financial resources. According to Joo and Grable (2000) the reasons people in the business make ineffective financial decisions are the lack of financial knowledge. Lack of time and difficulties in financial transactions are among the main reasons for making inappropriate decisions in the financial statements. Manager’s decisions often have financial repercussions for the company, making it necessary for them to develop their financial skills. With financial literacy, managers can understand financial terminology, statements, concepts, and interpret such information. (Eniola and Entebang, 2016).
Finance forms a core element in an organization because effective financial management contributes to it is long-term sustainability. Therefore, financial literacy helps managers understand their actions (Tuffour, Amoako, and Amartey, 2020). With financial literacy, managers can understand how various courses of action impacts the profitability of a company. As a result, their decision making becomes much enhanced. Managers are thus able to align their actions with the financial goals of the organization. For instance, a manager may decide to purchase a more expensive product with a longer useful life than a cheaper one with a shorter lifespan (Tuffour, Amoako, and Amartey, 2020). With such an action, the company would benefit by acquiring a more durable and cost-effective product in the long-run. Therefore, financial literacy is essential for managers to understand the long-term strategy of the organization. 
Financial managers require to be equipped with financial literacy to drive the organization's performance effectively. Financial literacy helps financial managers better understand critical financial aspects such as financial budgeting, capital budgeting, and financial reporting (Eniola and Entebang, 2016). Such knowledge helps them optimize equity and debt to ensure efficient operations at an optimal cost of capital. For instance, taking on too much debt may reduce the organization's profitability by resulting in higher interest costs. Also, high loan repayments may strain the company's cash flows, resulting in operational challenges (Lusardi and Mitchell, 2014). Therefore, maintaining the right mix between equity and debt ensures smooth operations by ensuring that capital is optimally utilized and at a lower cost.
Managers are also able to make informed decisions in situations where there are competing alternatives. At different times, managers may face competing decisions that have to be made as short-term or long-term strategies. Financial appraisal tools are highly relevant in gauging the appropriateness (Lusardi and Mitchell, 2014). The financial appraisal tools are thus suitable because they allow the use of informed judgment supported by evidence. Financial literacy is also important in knowing when to divest in some areas whose continued operations result in more losses than the associated benefits (Tuffour, Amoako, and Amartey, 2020). Understanding concepts such as contribution margin may help managers understand the performance of the business’s distinctive divisions or parts. 
Financial literacy is also vital for managers in negotiating for their departmental budgets. Budgeting involves a process of careful planning, which is often constrained by scarce resources (Lusardi and Mitchell, 2014). Therefore, every item in the budget requires to be justified before the budget is approved. At times, managers may be required to demonstrate the rationale for some expenditure, which is done through financial appraisal tools such as return on investment or the internal rate of return. Also, managers can make a stronger case for their proposed investments by pointing out how such actions impact the firm's overall productivity. Financial knowledge is also highly crucial in enhancing managers' negotiation skills. Making arguments based on the organization’s overall financial impacts may significantly influence opinion towards one's favor. Therefore, financial literacy is essential to ensure that the departments headed by the various managers operate optimally (Lusardi and Mitchell, 2014).
Managers with financial knowledge can also identify and understand performance trends, which is important for planning and decision-making. The trends are vital in communicating whether the company is headed in the right direction or otherwise (Eniola and Entebang, 2016). The departmental performance trends may identify favorable performance or an underlying problem in situations where there is a low-performance trend. For instance, poorly performing assets such as old vehicles that negatively impact the organization through high maintenance costs may be disposed to avoid exposing the company to additional losses (Eniola and Entebang, 2016). Therefore, financial literacy helps financial managers identify such red flags early enough to prevent them from getting bigger and weighing down the entire organization.
Finance managers may also better negotiate for and represent the company to external stakeholders such as lenders or potential clients when they are equipped with financial literacy. Financial literacy demonstrates that the managers have an in-depth understanding of the business and can confidently evaluate important factors such as the business's liquidity and going concerned (Tuffour, Amoako, and Amartey, 2020). Therefore, financial knowledge helps managers better to represent the interests of the company towards external stakeholders. 
From the above discussion, several compelling reasons are identified that make a strong case for managers requiring financial literacy. Financial literacy is a major necessity for financial managers in making decisions, such as the company's capital structure. Maintaining the right balance between debt and equity is vital to ensure optimal performance while minimizing its capital cost. For other managers, financial literacy helps them justify their budget proposals, understand performance trends, understand the financial repercussions of their actions, make better decisions, and gain a better perspective of the company's long-term strategy. Therefore, financial literacy is crucial for both financial managers and non-financial managers. Finally, financial literacy helps managers to understand the value of money. It helps secure the future of the next generation. It encounters moments of emergency wherein needs cash or a massive amount of money to survive. Last but not least, financial literacy helps boost the country's economy. Its means help build a more progressive nation.
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	Amber’s Ltd Journal Entries Transaction during the year 2017

	
	
	
	
	

	
	
	
	
	

	 
	Description
	 
	Debit
	Credit

	 
	 
	 
	£
	£

	1
	Dr. Depreciation expence a/c 
	 
	864                        
	 

	 
	        Cr. Accumulated depreciation – fittings a/c
	
	 
	864                   

	 
	
	 
	 
	 

	2
	Dr. Depreciation exprence a/c
	 
	1,125
	 

	 
	          Cr. Accumulated depreciation – buildings a/c
	 
	 
	1,125                     

	 
	
	
	 
	 

	3
	Dr. Prepayment a/c 
	 
	540
	 

	 
	          Cr. Rates a/c 
	 
	 
	540                      

	 
	
	 
	 
	 

	4
	Dr. Bad debts a/c 
	 
	850
	 

	 
	          Cr. Receivable a/c
	 
	 
	850                     

	 
	
	 
	 
	 

	5
	Dr. Bad debts a/c 
	
	707,50
	 

	 
	          Cr. Provision for bad debts
	
	 
	707,50                        

	 
	
	
	 
	 

	6
	Dr. Drawings a/c
	
	450
	

	
	          Cr. Bank a/c
	
	
	450

	
	
	
	
	

	
	
	
	
	








Amber’s Ltd Trial Balance for the year ended 31st December 2017

	Description
	Debit
	Credit


	
	£
	£

	Fittings at cost
	         10,950     
	 

	Accumulated depreciation on fittings
	                
	 3,750

	Building at cost
	              45,000
	
	 
	             16,120 

	Accumulated depreciation on building
	 
	9,000

	Inventory as at 01/01/2017
	               22,500
	 

	Trade receivables
	        15,000        
	 

	Provision for bad debts
	                
	 1,200

	Cash in hand
	75
	 

	Cash at bank 
	           1,875     
	 

	Trade payables 
	                
	 27,000

	Capital 
	                   
	 28,575

	Drawings
	7,125
	 

	Purchases
	 120,000
	          

	Ravenue 
	 
	             180,000

	Wages
	              18,000
	 

	Advertising 
	                    300
	 

	 Rates
	              6,000
	 

	Bank charges 
	              2,700
	 

	TOTAL
	249,525
	249,525




	









         Amber Ltd Statement of Profit or Loss for the year ending 31st December 2017









	
	
	
	

	
	
	£
	£

	
	Ravenue
	
	180,000

	Cost of Sales
	
	

	
	Opening Stock
	22,500
	

	
	Purchases
	120,000
	

	
	Less: Closing stock
	31,500
	111,000

	
	
	
	

	
	
	
	

	
	Gross Profit
	
	69,000

	
	
	
	

	Less: Expences
	
	

	
	Depreciation on fittings
	
	864,00

	
	Depreciation on buildings
	
	1,125

	
	Bad debts
	
	480

	
	Depreciation expense
	
	850,00

	
	Wages
	
	18,000

	
	Advertising
	
	300,00

	
	Rates
	
	5,460

	
	Bank charges
	
	2,700

	
	Provision for bad debts
	
	707,50

	
	
	
	

	
	
	
	

	
	
	
	

	Net Profit
	
	38,993,50

	
	
	
	

















	


	
	
	
	
	

	
	
	
	




	
Amber Ltd

	Statement of financial position as at 31st December 2017



	
	

	 
	£

	Non-Current Assets
	 

	Fittings
	             10,950 

	Buildings
	             45,000 

	Total non-current assets
	             55,950 

	 
	 

	Current Assets
	 

	Inventory
	             31,500 

	Prepaid rates
	                  540 

	Net debtors
	        12,242,50

	Cash at bank
	               1,425        

	Cash at hand
	                    75

	
	               

	Total Current Assets 
	        45,782,50 

	Current liabilities
	

	Trade payable                                            27,000
	              

	
	               

	Net current assets
	        18,782,50

	Net assets
	        59,993,50

	
	             

	Financed by 
	             28,575 

	Capital
	               7,575

	Net Drawing
	        38,993,50 

	Net Profit
	        59,993,50


 








Task 4
Analysis financial statements using the profitability and liquidity ratios.

Profitability ratios
The profitability ratios include the Gross profit margin ratio and the Net profit margin ratio. 
Gross profit margin 
Gross profit margin=Gross profit/Total Ravenues*100%
Gross profit margin for Danny Ltd = 40,800/60,600*100=67,32%
Gross profit margin for Amber Ltd = 69,000/180,000*100=38,33%
The gross profit margin ratio for Amber Ltd is 38.33% while that for Danny Ltd is 67,32%. Based on the gross profit margin ratio, it is evident that Danny Ltd is more profitable compared to Amber Ltd. The organizational leadership for Amber Ltd needs to identify strategies that can be implemented for bolstering its profitability. 

Net profit margin

Net profit margin=Net profit/Total Ravenues*100%

Net profit margin for Danny Ltd = 36,240/60,600*100=59,80%

Net profit margin for Amber Ltd = 38,993,50/180,000*100=21,66%

The net profit margin for Amber Ltd is given by 21,66% while that for Danny Ltd is given by 59,80%. Based on the above calculations, Danny Ltd has a higher net profit compared to Amber Ltd, and an indication of its higher profitability. Amber Ltd, in the quest for improving its profits, needs to focus on cutting down its expenses and at the same time increase its sales. Danny Ltd can improve its profits by ensuring that it keeps up with the changes in technologies. 
Liquidity ratios

The liquidity ratios to be analysed include the current and quick ratios.

Current ratio

Current ratio=Current Assets/Current Liabilities

Current ratio for Danny Ltd = 92,840/19,040=4,87

Current ratio for Amber Ltd = 45,783/27,000=1,69

The current ratio for Danny Ltd is given by 4,87 while that for Amber Ltd 1,69. Based on the provided results, it is evident that Danny Ltd has a higher liquidity ratio compared to Amber Ltd. The ability of Danny Ltd to clear its financial obligations is far much better than that for Amber Ltd. 

Quick ratio

Quick ratio=Current Assets-Inventory/Current Liabilities

Quick ratio for Danny Ltd = 92,840-10,200/19,040=4,34

Quick ratio for Amber Ltd = 45,783-31,500/27,000=0,52

The quick ratio for Danny Ltd is given as 4,34 while that for Amber Ltd is given by 0,52. Based on these results, it is evident that Danny Ltd has higher liquidity compared to that of Amber Ltd. The ability of Danny Ltd to clear its short-term financial obligations is far much better than Amber Ltd. 
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