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[bookmark: _Toc53699556]1. Financial Analysis of Danny Ltd
[bookmark: _Toc53699557]1a) Journal Entries
Closing Stock, a/c Dr 10200
    To profit and loss a/c 10,200
ii) Depreciation Expense a/c Dr 8400
         To Accumulated Depreciation a/c 8400
Depreciation a/c Dr 1000
   To computer equipment a/c 1000
iii) Electricity expense a/c Dr       1000
       To outstanding expense, a/c             1000
(Being electricity expenses unpaid of amount £1,000 unpaid for three months yet to be reflected in the book of accounts)
iv) Prepaid Expense a/c Dr    500
           To Insurance expense a/c     500
(Being £ 500 as the prepaid insurance expense)
v) Taxes a/c Dr 1,920
      To unpaid taxes a/c 1,920
[bookmark: _Toc53699558]1b) Adjusted Trial balance

	
	
	
	
	Trial Balance

	Particulars
	
	Debit £
	Credit £
	

	Accounts Payable
	
	
	16,120
	

	Accounts receivable
	
	16,480
	
	

	Carriage inwards
	
	2,440
	
	

	Computer equipment
	8000
	
	

	Depreciation 
	
	1,000
	
	

	Carriage outwards
	
	4,000
	
	

	Drawings
	
	
	6,500
	
	

	Electricity
	
	
	8,000
	
	

	Loan interest
	
	480
	
	

	Provisions for doubtful debt
	
	1000
	

	Insurance 
	
	1,000
	
	

	Motor Vehicles 
	
	51,200
	
	

	Depreciation 
	
	8,400
	
	

	Accumulated Depreciation
	
	17600
	

	Capital
	
	
	
	84,760
	

	Opening inventory
	
	3,600
	
	

	Petty cash
	
	40
	
	

	Bank
	
	
	59,120
	
	

	Purchases
	
	
	26,400
	
	

	Rent
	
	
	5,600
	
	

	Sales
	
	
	
	60,600
	

	Telephone 
	
	4,320
	
	

	Long-term Loan
	
	
	27,000
	

	Unpaid taxes
	
	
	1,920
	

	Prepaid expense
	
	500
	
	

	Unpaid electricity
	
	
	1,000
	



[bookmark: _Toc53699559]1c) Profit and Loss Statement
In the Books of Danny Ltd
	
	Trading Account
	of Danny Ltd for the year ending 31.12.2019
	

	Dr
	
	
	
	
	
	Cr
	
	

	Particulars
	Amount
	Amount
	
	
	Particulars
	Amount

	To Opening Stock a/c
	3600
	
	
	
	BySales a/c
	60,600

	To Purchases a/c
	26,400
	
	
	
	By Closing 
	a/c
	10,200

	To carriage inwards
	2,440
	32440
	
	
	
	
	

	To Gross Profit a/c
	
	38360
	
	
	
	
	

	
	
	
	70,800
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	To Electricity a/c
	
	8,000
	
	
	By Gross Profit a/c
	

	To Loan interest a/c
	
	480
	
	
	
	
	

	To Provisions for doubtful debt
	1,000
	
	
	
	
	

	To Insurance a/c
	
	1,000
	
	
	
	
	

	To carriage outwrd a/c
	4,000
	
	
	
	
	

	To Depreciation a/c 
	
	9,400
	
	
	
	
	

	To Rent a/c
	
	5,600
	
	
	
	
	

	To telephone a/c
	
	4,320
	
	
	
	
	

	
	
	
	33,800
	
	
	
	
	

	To Net Profit c/d
	
	4,560
	
	
	
	
	

	
	
	
	38,360
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	Balance Sheet of Danny Ltd as on 31.12.2019
	
	

	Liabilities
	
	Amount
	Amount
	
	Assets
	
	Amount
	Amount

	Share Capital
	
	
	
	Fixed Assets:
	
	

	Capital
	
	84760
	
	
	Computer equipment
	9000
	

	Less: Drawing 
	6500
	78160
	
	Less: Depreciation
	1000
	8000

	Reserves and Surplus
	
	
	
	Motor Vehicles
	51,200
	

	Net Profit
	
	
	4,560
	
	Less: Accumulated 
	17,600
	33,600

	Unsecured Loans
	Loans +Int 27000
	27000
	27480
	
	Depreciation
	
	

	Current liabilities and
	
	
	Current Assets:
	
	

	provisions
	
	
	
	Tax Receivable 
	16,480
	

	Trade payables
	
	16,120
	
	closing Inventory
	10,200
	

	Unpaid taxes
	
	1920
	
	Bank
	
	59,120
	

	Accrued Expense
	
	1000
	
	Petty Cash
	40
	

	Provisions for 
	
	1000
	
	Prepaid Expense
	500
	86,340

	doubtful debts
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	130240
	
	
	
	
	130240



[bookmark: _Toc53699560]2) Relevance of Financial Literacy to business managers
Financial literacy denotes the comprehension of terminologies dealing with finance, statement and topics dwelling on finance and consequently, financial literacy refers to applying the information to make a financial effect. In the current age, it is critical for business management to be well versed with financial literacy and skilled to apply it in the business and link critical decisions with it (Business Insights – Blog, 2020).
It can be asserted that globalisation and the fast-evolving business scenes with the rich quantity of financial and sources of data pave the way for the requirement of data to be effectively processed, comprehended and evaluated by business managers who lack the ability to correlate between financial elements with the business aspects and the real business as a context (Fatoki, 2014). This has consequently led to a significant rise in the demand of developing financial literacy in the past few years and various businesses have embarked on the initiatives to establish the importance of financial knowledge amongst the business managers. It is seen that financial literacy has secured significant attention from diverse range of banking institutions, government organisations, third party groups. 
There are various reasons, which makes financial literacy a critical aspect of business and make it of paramount significance for the growth and smooth functioning of a business. Some of these are:
· Comprehending the effect of the actions taken by the business
It is important to note that once a business manager is able and skilled to comprehend and interpret the financial statement of the organisation, particular items that have a significant bearing on the company’s bottom line can be effectively tracked. Additionally, it has to be understood that have an in-depth analysis of the financial accounting of the firm tends to be the source of motivation for the business managers and the team (Business Insights – Blog, 2020). It is critical to know that having an idea about the effect of the actions of the management on the broader financial state of the company helps the management to keep in check. 
· Assists in reaching informed decisions for the business
It is very evident that business managers, having financial literacy are able to approach issues and problems in a systematic way with better options. In the time of crisis and difficulties, it provides confidence and vision to consider the implications of financial aspects on the company before making choice and consequently, it assists in making the best choices for the company and the sub teams within the organisations. Financial literacy is instrumental an effective manager who is able to assess various facets of any issue that might arise.
· Assessing and determining the budget of the team
Financial literacy and good understanding of finance would help a business manager to critically and strategically allocate budgets for significant projects and activities of a company. For instance, it can be seen that when the company needs funding for a particular project or critical activity, financial literacy helps in planning and developing strategic budgets for a company (Business Insights – Blog, 2020).
· Development of negotiation skills
Financial literacy assists a business manager at the time of negotiations. At a time of negotiations of remuneration, perks and budgets, it can be seen that having a thorough understanding of the major financial state helps in critical negotiations skill and this has a significant impact on the financial condition of the company.
Financial problems are basically the main reasons for the hindered functioning of Small and medium sized organisation. It has been observed that the lack of financial literacy tends to be one of the most important shortcomings amongst business managers of SMES. It is further noticed that majority of small scaled businesses tend to have lack of skill to assess the financial circumstance, which would provide the skill to determine the financial scenario so that effective decision for management of finances and monetary aspect despite such managers have the skills to comprehend and assess basic accounting ideas (Rahmandoustet al. 2011).
It should further be understood that the inability of an organisation to have financial literacy does not only bring forth economic issues to managers but also has considerable psychological damage. Additionally, it also results in major financial and operational issues and failed business managers and entrepreneurs have hampered and adverse ties with the team members and negative organisational culture. These highlight a few aspects of the issues that a business manager faces due to lack of financial literacy(Rahmandoustet al. 2011).
It is seen that in organisations, that greater financial literacy is directly linked with greater efficiency and high-scaled productivity and this consequently will result in assisting the workers to effectively comprehend the merits given by the company and thereby enhance their satisfaction. It has been propounded that financial knowledge tend to diminish the absences in the company and thereby retain key and important workers. It is also seen that high financial literacy tend to reduce the stress and anxiety in the company.
It is further suggested that the presence of financial literacy assists in enhancing the management of human resources and thereby encourage the work life of workers and thereby enhance the knowledge of workers in the financial sectors. It is also propounded that the greatest merit of financial literacy is eliminating the financial issues of the workers and motivating the financing the thereby enhance the efficiency of a company.
It is also advocated that financial literacy tend to have a strong connection and impact on the understanding of debt and planning of debt structure of a company. It has been shown that debt literacy is a product of financial literacy and this ranges from credit borrowings, to investment in stocks and financial instruments (Lusardi and Mitchell, 2014). It further highlights the fact that business managers have to take various financial decisions and these are majorly interrelated to the business activities. It is therefore, important to highlight that financial literacy tend to have an impact on the beyond the solitary financial variable related with decision making. For instance, accumulation of wealth and engagement in the stock market is critically linked with the success and growth of a business and is majorly dependent on financial literacy. Therefore, it is important to highlight that financial literacy brings about strong financial experiences, which can impact the ability of business managers to handle different activities of a company and thereby take critical decision of a company.
It is shown that there exists direct link between the perceived financial literacy and the degree of financial education and training. This signals that interaction with training and education enhances the rating of a business manager of the competency in a particular area, mainly the financial decision making. Studies have propounded the fact that small businesses in the world have taken rapid stride in terms of growth, especially in terms of financial and other strategic aspect with the exposure of greater financial literacy(Fatoki, 2014).
It is also advocated that the effect of financial literacy on financial decisions is profound. The inference highlights that the area of individual actions impacts the level of financial literacy and the business managers’ ability and efficiency in banking and investment actions, which is critically hinged on the financial literacy of the business managers. It is further said, the business managers with great financial literacy enjoy greater remuneration, skill and confidence. It is also further advocated, that greater financial literacy is linked with the ability to design retirement policies and plans and establishes the relationship with different demographic variables and enhances better comprehension of retirement plans and thereby understand the feasibility of such plans and its associated benefits (Taftet al. 2013).
Greater financial literacy also helps in better understanding of risk and rewards. Financial literacy enhanced knowledge of business managers, ability to take risk, enriched experiences of business managers and it further enhances the ability to give training and development to workers and design policies and plans. It plays a critical role in the savings and investment for the company in the long run(Lusardi and Mitchell, 2014).
The incorporation of financial literacy in the company and workers can lead to various benefits comprising of enhanced productivity and retention of employees. The enhanced financial literacy for business managers assists in:
· Assessing the performance of a business
It can be seen that accounting and financial records show the inferences of the business activities and consequently assess the performance of an entity. It helps the business managers help to establish a comparative analysis with current performance with budgeted performance to develop variance evaluation.
· Management and evaluation of cash flow
Financial literacy assists the business manager to evaluate and manage the working capital and cash inflow and outflow and assess the liquidity of the company.
· Development of reports
Financial literacy helps in the development of quantitative and qualitative reports that helps in the systematic functioning of the company.

[bookmark: _Toc53699561]3. Financial Analysis of Amber Ltd
[bookmark: _Toc53699562]3a) Journal Entries
Closing Stock, a/c Dr 31,500
    To profit and loss a/c 31,500
ii) Depreciation Expense a/c Dr 1125
         To Accumulated Depreciation a/c 1125
Depreciation Expense a/c Dr 864
         To Accumulated Depreciation a/c 864
iii) Prepaid rate expense a/c Dr 540
         To rate expense a/c                 540
iv) Bad debts a/c Dr 850
        To trade receivables a/c 850
Provision for doubtful debts a/c Dr 850
    To bad Debts a/c                                850
Provision for bad debts a/c Dr 708
    To trade receivables a/c          708
Profit and loss a/c Dr   358
    To provision for doubtful debts a/c 358
v) Capital a/c Dr 450
       To Drawings a/c 450
[bookmark: _Toc53699563]3b) Adjusted Trial Balance

	
	Trial Balance
	
	

	Particulars
	
	Debit £
	Credit £

	Trade receivables
	
	14,150
	

	Allowance for doubtful debts
	
	357.5

	Cash in hand
	
	75
	

	Cash at bank
	
	1875
	

	Trade payables
	
	
	27000

	Capital
	
	
	
	28125

	Drawings
	
	
	7625
	

	Purchases
	
	
	1,20,000
	

	Revenue
	
	
	
	180000

	Wages
	
	
	18,000
	

	Rates
	
	
	5,460
	

	Bank charges
	
	2,700
	

	Fittings
	
	
	10,950
	

	Depreciation
	
	1,989
	

	Accumulated Depreciation
	
	14739

	Buildings
	
	
	45,000
	

	Inventory
	
	
	22,500
	

	
	
	
	2,50,222
	250222



[bookmark: _Toc53699564]3c) Profit and Loss Statement
In the books of Amber

	
	Profit and Loss statement
	
	
	
	
	

	
	Trading /ac of Amber for the year ended 31/12/2017
	
	
	

	Dr
	
	
	
	
	
	
	
	Cr

	Particulars
	Amount £
	Amount £
	
	Particulars 
	Amount £
	Amount £

	To Opening Stock
	22,500
	
	
	By Sales a/c
	
	1,80,000

	Add: Purchases
	1,20,000
	
	
	By closing stock a/c
	
	31,500

	To Wages A/c 
	18,000
	
	
	
	
	
	

	To Gross Profit c/d
	51,000
	
	
	
	
	
	

	
	
	
	2,11,500
	
	
	
	
	2,11,500

	To Advertisement a/c
	300
	
	
	To Gross Profit B/f
	
	51000

	To Bad Debt
	850
	
	
	
	
	
	

	To Depreciation
	a/c
	1984
	
	
	
	
	
	

	to Bank charges
	a/c
	2700
	
	
	
	
	
	

	To Rates a/c
	5460
	
	
	
	
	
	

	To Provision for 
	358
	
	
	
	
	
	

	doubtful debts
	10502
	
	
	
	
	
	

	To Net Profit a/c
	39,348
	51000
	
	
	
	
	51000

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	Balance sheet
	as on 31.12.2017
	
	

	Liabilities
	
	Amount 
	Amount
	
	
	Assets
	Amount
	Amount

	Capital 
	
	28575
	
	
	
	Fittings
	10,950
	

	Less: Drawing 
	450
	28125
	
	
	Less: 
	
	

	Net Profit
	
	
	39,348
	
	
	Accumltd.
	4614
	6336

	
	
	
	
	
	
	Dep
	
	

	Trade Payables 
	
	27,000
	
	
	Building
	45000
	

	Provision for doubtful
	358
	
	
	less Acc.
	10,125
	34,875

	debts
	
	
	
	
	
	Dep
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	Debtors
	15,000
	

	
	
	
	
	
	
	Less:Bad
	
	

	
	
	
	
	
	
	Debt&Prov
	850
	13,792

	
	
	
	
	
	
	Closing
	
	31,500

	
	
	
	
	
	
	Inventory
	
	

	
	
	
	
	
	
	Cash in 
	
	75

	
	
	
	
	
	
	hand
	
	

	
	
	
	
	
	
	Cash at
	
	1875

	
	
	
	
	
	
	bank
	
	

	
	
	
	
	
	
	Prepaid
	
	540

	
	
	
	
	
	
	Rent
	
	

	
	
	
	94831
	
	
	
	
	94,831



[bookmark: _Toc53699565]4. Ratio Analysis
Profitability Ratios
	Ratio
	Danny Ltd
	Amber

	Gross Profit Ratio
	63.30%
	28.34%



It is seen that on carefully analysing the profitability aspect of the two companies, it is seen that Danny Ltd has a higher gross profit ratio compared to Amber. Danny Ltd has a gross profit ratio of 63.30% compared to 28.34 % in Amber. This denotes that the Danny Ltd has effective direct manufacturing management compared to Amber. It can be seen that Danny Ltd is able to enjoy a constant surging sale amount with controlled expenditure regarding to sales. It means that the cost of sales is effectively controlled and direct cost is effectively controlled for generating sales(Soaresand Pina, 2017). It is also seen that the management of Danny Ltd is very strategic in developing optimisation of cost and improving the general profitability of the firm, in comparison to Amber.
	Ratio
	Danny Ltd
	Amber

	Net Profit Ratio
	7.52%
	21.86%



The above-mentioned table depicts the net profitability of the two companies. The comparative analysis of this metric depicts the fact that the net profit ratio of Amber seems to be higher than Danny Ltd, as the latter has a net profit ratio of 21.86%, while the former has a net profit ratio of 7.52%. This highlights the fact that Amber is able to generate considerable profit from the turnover and the management has been very successful in curbing the operating expenses and thus, this effective control of the management does highlight that there are effective strategies formulated by the company, in comparison to Danny Ltd(Balogh, 2017). It is further concluded that the proportion to which sales is increasing is greater than the proportion to which the expenses increases and this aspect is higher in Amber in comparison to Danny ltd.
Conclusion: It can be seen that the overall profitability ratio is better in Amber since it has a higher net profit ratio and thereby the overall scale of profitability in comparison to the expenditure and sales generated is higher in Amber, which consequently depicts greater managerial efficiency in controlling overall expenditure and ensuring the general profitability scale is greater than expenditure.
Liquidity Ratios
	Ratio
	Danny Ltd
	Amber

	Current Ratio
	4.3
	1.74



	Ratio
	Danny Ltd
	Amber

	Quick Ratio
	3.8
	0.6



It is seen from the liquidity ratios, that Danny Ltd shows greater liquidity compared to Amber. The current ratio of Danny Ltd is 4.3 compared to 1.74 in Amber. Additionally, it can be seen that the quick ratio in Danny Ltd tends to 3.8 in comparison to 0.6 to Amber. This highlights there is inadequacy of working capital in Amber compared to Danny Ltd and the high working capital in Danny Ltd shows its ability to have high working capital to meet daily obligations of business and consequently ensure smooth functioning of the business. It shows that Danny Ltd has assets that can be easily converted in cash and has significant liquid assets, which helps the efficiency of management of Danny Ltd to convert assets into cash(Jalbert, 2017).
Conclusion: In terms of liquidity, Danny Ltd has better and more effective liquidity compared to Amber and has significant liquid assets, which assists the company in carrying out daily activities and enjoy adequate working capital.
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