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Accounting Fundamentals
Introduction
Companies rely on the financial statements such as income statements and balance sheets for recording their financial information within a given period. Financial reporting keeps the users of financial statements informed about the financial performance for an organization over a specified period. By relying on financial statements such as journal entries, statement of financial position and income statement, companies are able to track their financial performance over a given period and at the same time identify areas that require improvements. Moreover, financial reporting improves the transparency for an organization, and by extension the relationship that an organization has with the public. Companies, when developing financial reports, ensures that they put into consideration the accounting rules and standards that are in place. Other than financial reporting, financial literacy is important in any given business. Financial literacy is termed to as the ability to comprehend and effectively rely on financial skills for making critical financial decisions within an organization. Business managers may also rely on the financial literacy for the implementation of suitable strategies that can help in the mitigation of accounting fraud or the difficulties by an organization to meet set financial goals. The focus of this paper is on the financial assessment of both the Danny and the Amber Ltd. Some of the financial statements that will be developed include the journal entries, trial balances and the statements of financial positions and the statements of profits or loss. Analysis of the relevance of financial literacy to the business managers will also be conducted in this paper. 
Question 1: Danny Ltd’s journal entries, updated trial balance and the financial statements
1. Completed journal entries for the organization
	Journal
	 
	Dr
	Cr

	31-Dec
	Purchases
	6600
	 

	 
	Payable
	 
	6600

	Being a recording of the purchase of inventory
	 
	 
	 

	31-Dec
	Depreciation of equipment
	10240
	 

	 
	Depreciation of computer
	1000
	 

	 
	Accumulated depreciation
	 
	11240

	Being a recording of the accumulated depreciation
	 
	 
	 

	31-Dec
	Electricity bill
	1000
	 

	 
	Electricity payables
	 
	1000

	Being a recording of the accumulated depreciation
	 
	 
	 

	31-Dec
	Payables
	500
	 

	 
	Insurance
	 
	500

	being a recording of the recording
	 
	 
	 

	31-Dec
	Tax expense
	1920
	 

	 
	Tax payables
	 
	1920

	Being a recording of the tax payables
	 
	 
	 

	 
	 
	21260
	21260


1. Updated Trial balance
	 
	Dr
	Cr

	Tax Payable
	 
	1920

	Account payable
	 
	23220

	account receivable
	16480
	 

	Carriage inwards
	2,440
	 

	Computer equipment
	9000
	 

	Carriage outwards
	4000
	 

	Drawings
	6500
	 

	Electricity
	8000
	 

	Loan interest
	480
	 

	Provision for doubtful debts
	 
	1000

	Insurance
	1000
	 

	Motor vehicle at cost
	40960
	 

	Capital
	 
	84760

	Opening inventory
	10200
	 

	Accumulated depreciation
	 
	9200

	Depreciation expense
	11240
	 

	Petty cash
	40
	 

	bank
	59120
	 

	Purchases
	26,400
	 

	Rent
	5600
	 

	Sales
	 
	60600

	Telephone
	4320
	 

	Taxes
	1920
	 

	Long-term loan
	 
	27000

	 
	207700
	207700


1. Financial statements for the organization
Income statement (Statement of Profit or Loss)
	Sales
	 
	60600

	Carriage outwards
	 
	4,000

	Total Revenue
	
	64,600

	Opening stock
	3600
	 

	Purchases
	6600
	 

	Carriage inwards
	2,440
	 

	Closing stock
	10,200
	2,440

	Gross profit
	 
	62,160

	Electricity
	8000
	 

	Loan interest
	480
	 

	Insurance
	1000
	 

	Depreciation expense
	11240
	 

	Rent
	5600
	 

	Telephone
	4320
	 

	Taxes
	1920
	32560

	Net profit
	 
	29,600


 Balance sheet (Statement of Financial Position)
	Balance sheet
	 

	Computer
	9000

	Motor vehicle
	40960

	Fixed assets
	49960

	Cash
	40

	Bank
	59120

	Account receivable
	16480

	Inventory
	10200

	Total current assets
	85840

	Total assets
	135800

	Long term loan
	27940

	Capital 
	84760

	less drawings
	-6500

	Profit
	29600

	 
	135800

	 
	 



Question 2: Financial literacy and its benefits to the business managers
Business managers are considered some of the main users of financial information in an organization. Financial literacy is termed as the understanding of financial terminologies and concepts and the use of this information for making the required financial impacts. Lusardi (2019), defines financial literacy as the education and the understanding of various financial concepts and financial statements. Business managers rely on financial literacy in various ways. Firstly, business managers take advantage of financial literacy for the assessment of financial statements. By analyzing the financial statements, the business managers are capable of understanding the financial trends for the business as well as the factors that may have a direct impact on the financial health of the business. Application of financial literacy when analyzing the financial reports allows for the business managers to be in a better position to come up with suggestions on the strategies to be implemented that will positively impact the financial health of the organization or business in the future. 
Financial literacy is relevant to business managers in that it helps them identify the obstacles to an improvement in the financial health of a given business. Moreover, business managers may take advantage of financial literacy for the identification of financial loopholes by analyzing financial reports. Armed with the information, the business managers can gather relevant information on the measures that will deal with obstacles and at the same time seal the financial loopholes. Consequently, this may positively impact the financial health of the business. The business managers can utilize financial literacy for identifying suitable strategies that will address any obstacles that limit an organization’s ability to meet the set financial goals. Torabi (2012), claims that business managers use financial knowledge for the eradication of obstacles such as high costs, weak financial policies, and errors in the recording of financial information when it comes to financial management. Such an organization may benefit from an improvement in its overall financial health. 
Financial planning is an integral component of any organization. The business managers work closely with the financial teams in coming up with a suitable financial plan for the organizations. Understanding of the financial concepts and information is important in that it provides the business managers with the necessary platform for the development of financial plans. The financial plans are important tools that the business managers can use for the assessment of the resources to be purchased in the future (Lusardi, 2019). Moreover, the financial plans may provide the business managers with ideas on the types of business strategies to embrace that will have positive financial effects. The business managers may also take advantage of financial literacy for the assessment of the budgets that are prepared by the financial team. During the evaluation of the budgets, the business managers can use financial knowledge for pinpointing any discrepancies in the financial budget. 
A financially literate business manager is likely to have full control of the business. The business manager can make informed decisions that can have a positive impact on the financial position of an organization. Moreover, financial literacy can produce an al-rounded business manager that is capable of making the right investment and cost decisions. When faced with difficult business and financial decisions, business managers can utilize financial literacy for coming up with the best solutions that can have a positive effect on the business. The business managers can also rely on financial literacy for knowing the impact that their actions have on the broader financial health of their organization. The full control that business managers have on a business can allow for them to effectively detect any cases of fraud. Moreover, financial literacy can provide the business managers a suitable platform that will use for dealing the financial-fraud-related issues at the business levels. 
Financial literacy significant in that it ensures that business managers become financially efficient. Most businesses fail because of the organizational leadership’s limited knowledge of matters pertaining to finances. The leadership team may lack the understanding of the operations that are considered as costly and the elements of the balance sheet that contribute to an increase in liabilities. Lusardi and Mitchell (2011), emphasize the need for organizational leadership to undergo training on matters pertaining to finance. A business where the business owners have high levels of financial literacy tend to experience financial growth compared to firms where the leadership team has limited financial knowledge. Application of financial literacy changes the business managers’ approach to how he or she deals with financial situations. A business manager that understands how the expenses factors into the balance sheet can identify the business strategies to embrace in ensuring that a business is cost-effective. 
Financial literacy enlightens business managers about the right investment decisions. The ability of a business manager to influence the decisions made by a business when it comes to investments may have a direct impact on the financial health of an organization. Financial literacy is relevant to business managers in that it helps them to make the right decisions when it comes to investments and business strategies (Lusardi and Mitchell, 2011). Other than the investments to be implemented by a business, financial literacy may also be embraced by the business managers in the implementation of business models that may have a positive impact on the financial performance of a business. Moreover, the business managers can utilize their financial knowledge for setting structures that will ensure that a balance is struck on the capital structure that is embraced by a business. The business managers can also take advantage of their financial knowledge for understanding when to seek external financial support to be directed to business.
Question 3: Amber Ltd’s journal entries, updated trial balance and financial statements
1. Journal entries for the organization 
	 
	Dr
	Cr

	Purchases
	9000
	 

	Payables
	 
	9000

	Being a recording of inventory purchases
	 
	 

	Depreciation on fittings
	1314
	 

	Depreciation on buildings
	1125
	 

	Accumulated depreciation
	 
	2439

	Being a recording of depreciation
	 
	 

	 
	 
	 

	Rate payment
	540
	 

	Payables
	 
	540

	Being a recording of rate payments
	 
	 

	Bad debts written off
	850
	 

	Debtors
	 
	850

	Being a recording of bad debts written off
	 
	 

	Allowance for doubtful debts
	750
	 

	Debtors
	 
	750

	Being a recording of increase in doubtful debts
	 
	 

	capital
	450
	 

	Drawings
	 
	450

	Being a recording of drawings
	 
	 

	 
	14029
	14029


1. Updated trial balance for the organization 
	 
	Dr
	Cr

	Fitting
	10950
	 

	Accumulated depreciation-fittings
	 
	3750

	Building
	45000
	 

	Accumulated depreciation-buildings
	 
	11439

	Inventory
	22500
	 

	Trade receivable
	13400
	 

	Allowance for doubtful
	 
	1350

	Cash in hand
	75
	 

	Cash at bank
	1875
	 

	trade payables
	 
	36540

	capital
	 
	28125

	Drawing
	7575
	 

	purchases
	129000
	 

	revenue
	 
	180000

	Wages
	18000
	 

	advertising
	300
	 

	Rates
	6540
	 

	bank charges
	2700
	 

	 
	 
	 

	Depreciation cost
	2439
	 

	Bad debts written off
	850
	 

	 
	261204
	261204


1. Income statement (Statement of Profit or Loss)
	Income statement
	 
	 

	Revenue
	 
	180000

	Opening stock
	22500
	 

	Purchases
	120000
	 

	Less closing stock
	31500
	111000

	Gross profit
	 
	69000

	advertising
	300
	 

	Rates
	6000
	 

	bank charges
	2700
	 

	Wages
	18000
	 

	Depreciation on fittings
	1314
	 

	Depreciation on buildings
	1125
	 

	Rate payment
	540
	 

	Bad debts written off
	850
	30829

	Net profit
	 
	38171

	
	
	


 Balance sheet (Statement of Financial Position)
	Balance sheet
	 

	Fittings
	9636

	Buildings
	43875

	Total fixed assets
	53511

	 
	 

	Inventory
	22500

	trade receivables
	15000

	Cash in hand
	75

	cash in bank
	1875

	Total current assets
	39450

	 Total Assets 
	92961

	 
	 

	 
	 

	Creditors
	27000

	Loan
	6340

	Total current liabilities
	33340

	 
	 

	Capital
	28575

	Drawing
	-7125

	profit 
	38171

	Total capital 
	59621

	Liabilities and capital
	92961



Question 4: Financial ratios
Profitability ratios 
The profitability ratios are used by organizations for the assessment of their ability to generate profits relative to their total revenues (Weetman, 2019). The profitability ratios that will be analysed in this section include the gross profit margin ratio and the net profit margin ratio. 
Gross profit margin
The gross profit margin ratio is used for the analysis of the gross profits for an organization relative to the total sales. The gross profit margin ratio makes comparison of the gross profits for an organization in a given period to the total revenues. 
=Gross profits/Total revenues*100%
Danny Ltd
62,160/64,600*100=96.223%
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 96.223%. Based on the gross profit margin ratio, it is evident that Danny Ltd is more profitable compared to Amber Ltd. The Danny Ltd generates more gross profits relative to the total revenues than the Amber Ltd. The organizational leadership for Amber Ltd needs to identify strategies that can be implemented for bolstering its profitability. Some of these strategies include reducing the costs associated with the sale of goods and relying on aggressive marketing for improving its total revenues. Danny Ltd can also further improve its gross profits by ensuring that it reduces its costs of goods sold. 
Net profit margin
Net profit margin refers to the percentage of the net profits that is generated by an organization relative to the total revenues. 
=Net profit/Total Revenues*100
Danny Ltd 
29,600/64,600*100=45.82%
Amber Ltd 
38,171/180,000*100=21.21%
The net profit margin for Amber Ltd is given by 21.21% while that for Danny Ltd is given by 45.82%. 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 and at the same time invest in innovative products. 
Liquidity ratio 
The liquidity ratios are used for the analysis of the liquidity position for an organization (Britton and Waterston, 2013). The liquidity ratios to be analysed in this section include the current and quick ratios. 
Current ratio 
The current ratio is used for the assessment of the ability of an organization to clarify its financial obligations. 
Current assets/ current liabilities 
Danny Ltd 
85,840/27940=3.072
Amber Ltd 
39,450/33,340=1.183
The current ratio for Danny Ltd is given by 3.072 while that for Amber Ltd 1.183. 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. One of the strategies that Amber can embrace for strengthening its current ratio include the reduction of its financial obligations (dependence on loans). 
Quick ratio 
The quick ratio is used by an organization for the assessment of its ability to clear its short-term financial obligations.
Quick ratio=Current Assets-Inventory/ Current liabilities
Danny ltd 
(85,840-10,200)/27940=2.707
Amber Ltd 
(39,450-22,500)/33,340=0.508
The quick ratio for Danny Ltd is given as 2.707 while that for Amber Ltd is given by 0.508. 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. Both businesses need to focus on reducing their dependence on loan financing because of the leverage risks associated with it.
Recommendations 
Based on the above liquidity and profitability ratios, it is evident that Danny Ltd is a better business compared to Amber Ltd. Danny Ltd is in better liquidity and profitability position compared to Amber Ltd. In the quest for strengthening its financial position, there are various measures that Amber Ltd can put in place. The business may focus on reducing high expenses as a strategy for improving its net profits. Amber Ltd may also diversify its production as a strategy for enhancing its financial health. Other than Amber Ltd, the organizational leadership for Danny Ltd needs to continue implementing business strategies that will further strengthen its financial health. Danny Ltd may also invest in aggressive marketing and advertisements for increasing its sales in the future. Both businesses need to reduce their increased reliance on debt financing and instead concentrate on alternative financing strategies such as retained earnings and shareholders’ equity.


Conclusion
The above paper focuses on various financial concepts and information that are significant to companies and business owners. Financial statements such as balance sheet, income statement, journal entries and the trial balances have been covered in the paper. Companies rely on financial statements for recording their financial information for a given period. Users of financial statements such as investors, creditors and the public as whole can utilize them for the assessment of the annual financial performance for an organization. Financial literacy has also been highlighted in the paper. Financial literacy is relevant to the business managers in that it allows for them to make informed decisions that have a positive impact on the businesses. Moreover, the business managers can also apply financial literacy in the identification of loopholes in the financial health for an organization. The business managers can then identify strategies to implement that will not only seal the loopholes but also bolster the financial performance for the business. Profitability and the liquidity ratios have been covered in the paper. The net profit margin and the gross profit margin ratios are used by financial analysts for the determination of the profitability position for an organization in a given period. The liquidity ratio, analyses the ability for a business to clear its financial obligations either in the short-run or in the long-run. Based on the ratios, it is evident that Danny Ltd is a better business compared to the Amber Ltd. 
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