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Danny LTD books 
[bookmark: __RefHeading__71144_244811824]1.a) Journal Entries 

#          Date         Accounts                                                             Debit                  Credit
I. 31.12.2019         Dr.  Depreciation motor vehicle a/c                   8400
                                    Cr. Accumulated depreciation a/c                                          8400
                             Ac.depr. 51200(-9200) x 0.20= 8400
II.  31.12.2019      Dr. Depreciation  comp.equipment a/c                1000
                                   Cr Accumulated depreciation comp. a/c                                  1000
                              Comp. depr.charge 10000 x 0.10 = 1000
III.  31.12.2019    Dr. Electricity expenses a/c                                  1000
                                    Cr. Account Payable   a/c                                                        1000
                            
IV.  31.12.2019     Dr .Prepaid insurance  a/c                                     500
                                  Cr. Insurance a/c                                                                         500
V.   31.12.2019     Dr. Income tax expenses  a/c                               1920
                                   Cr. Income Taxes Payable a/c                                                   1920
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 Danny LTD
 Updated Trial balance 
 31/12/2019
	Trial balance at 31st December 2019

	
	Debit 
	Credit 

	Accounts payable 
	
	17120

	Accounts receivable 
	16480
	

	Carriage inwards
	2440
	

	Computer equipment at cost 
	9000
	

	Carriage outwards 
	4000
	

	Drawings 
	6500
	

	Electricity 
	8000
	

	Loan interest 
	480
	

	Provision for doubtful debts 
	
	1000

	Insurance 
	1000
	

	Motor vehicle at cost 
	51200
	

	Capital 
	
	84760

	Opening inventory 
	3600
	

	Accumulated depreciation- Motor vehicle 
	
	17600

	Petty cash 
	40
	

	Bank 
	59120
	

	Purchases 
	26400
	

	Rent 
	5600
	

	Sales 
	
	60600

	Telephone 
	4320
	

	Long term loan 
	
	27000

	Income tax 
	1920
	

	Depreciation 
	9400
	

	Prepaid insurance 
	500
	

	Income tax payable 
	
	1920

	Total 
	210000
	210000
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Danny LTD
Financial Statements for year ending 31st December 
Profit or Loss Statements
	Profits and loss account for year ended 31st June 2019


	
	Details
	Amount 

	Sales 
	60600
	

	Less: carriage inward 
	2440
	

	Net sales 
	
	58160

	
	
	

	Opening stock 
	3600
	

	purchases 
	26400
	

	Closing stock  
	10200
	19800

	
	
	

	Gross profit 
	
	38360

	
	
	

	Operating expense 
	
	

	carriage outward
	4000
	

	Electricity expense 
	8000
	

	petty cash 
	40
	

	Depreciation Motor Vehicle
	8400
	

	Depreciation Computer equipment
	1000
	

	rent 
	5600
	

	Insurance 
	1000
	

	telephone 
	4320
	32360

	Operating profit 
	
	6000

	less: interest expense 
	
	480

	Profit before tax 
	
	5520

	Less: income tax 
	
	1920

	Net profit 
	
	3600



Balance Sheet
	Balance sheet at year ended 31st June 2019


	Particulars 
	Details 
	Amount 

	Owner's Equity
	
	

	Capital 
	84760
	

	add: profits 
	3600
	

	less: drawings 
	6500
	

	
	
	81860

	Liabilities
	
	

	Current liability
	
	

	Accounts payable 
	16120
	

	Outstanding electricity bill
	1000
	

	Income tax payable 
	1920
	

	Accumulated depreciation- Motor vehicle 
	17600
	

	
	
	36640

	Non-current liability 
	
	

	Long term loan 
	27000
	

	Provision for doubtful debts 
	1000
	28000

	
	
	

	Total Equity & Liabilities 
	
	146500

	
	
	

	Fixed assets:
	
	

	Computer equipment 
	9000
	

	Motor vehicle 
	51200
	60200

	
	
	

	Current assets:
	
	

	Accounts receivable 
	16480
	

	Prepaid insurance 
	500
	

	Closing stock 
	10200
	

	Bank 
	59120
	86300

	Total assets 
	
	146500



[bookmark: __RefHeading__71150_244811824]2 Relevance of financial literacy to the business managers
	Financial reporting refers to process of producing the statements that disclose financial health and position of the enterprise to the investors, management and government. It is also described as communication of the published financial statements and the related information from the business enterprise to the third parties. Objective of the financial reporting refers to providing information related to performance, position and changes in the financial position of enterprise which is useful to wide range of the user to make economic decisions. It also used for providing information to management of organisation that is used for analysing, planning, decision making and benchmarking (BOGHEAN16 and et.al.,2019). It provides information to the promoters, investors, creditors and borrowers that enables them to make prudent and rational decisions related to credit, regarding investment, etc.,
	Importance of the financial reporting could not be over emphasized. It is essential and needed every and each stakeholder for the multiple purposes and reasons. It helps the organisation in complying with various regulatory and statutory requirements. Companies listed over stock exchange have to file the financial statements over stock exchange. 
	There are mainly three financial statements used by the managers for reading and analysing financial situations. Balance sheet gives brief about the financial health for given period listing the liabilities, assets and equity so that the management could understand breakdown. Income statement gives overview of income and expenses during set period to understand the trends and expenditures that are essential or not. Cash flow statement provides details about inflows and outflows of the cash for specific period. It represents the ability of company to operate in short term and long term. These financial statements provide view of financial health to assess pitfalls and the successes for making future strategies. However, amongst internal users’ managers are the main users of financial statements. 
	Managers analyse the impact of strategies taken for improving the processes and methods. It ensures that actions have provided the desired results or not. Performance is measured using income statement and ensures that all the direct expenses are incurred related to specific period. On the basis of analysis managers determine the effectiveness of strategies and policies established. Further strategies and policies are developed that helps in achieving the goals and objectives. 
	They are also used planning and managing the budgets Due to financial landscape managers also use the financial statements for preparing the budgets. Budgets are very essential for operating and running the organisation. To make the allocation of resources they are required to assess the processes and areas which are more effective and will help company in increasing the profits and returns. Along with the financial statements they also analyse the other scenarios such as market conditions, economic situations etc. that have influence over the budget. 
	Managers use the financial statement to assess line by line expenses of income statement and cash flows and find areas that could highlight the areas where the cost cuts are possible. There are various areas that unproductive and consuming unnecessary cost of the organisation. As one of the important tasks of managers is to cut the costs to minimum for which the analysis of financial statements is very essential. Unproductive expenses and the assets having impact over net income are removed from the business operations. 
	From the position and health of organisation managers take the action that are essential for the long-term benefit and growth of the organisation. Financial statements allow the managers to understand the inflows and outflows of finances to take decisions keeping in mind the liquidity position of the entity. Managers are also required to plan and establish projects for the growth and expansion of the business. These business decisions are taken on the basis of financial health and ability of company to meet the costs and expenses of the projects (Abdullah, Ardiansah and Hamidah, 2017). Profitability and liquidity play a major role in making decisions for the future projects and expansion of business. 
	The financial statements are used by the managers for ensuring that the multiple departments are there on same page. The financial statements enable the managers to make decisions about various decisions about goals and objectives and to identify the departments that are performing well as compared with others so that the efforts are made for maintaining sustainability and new frameworks for increasing the productivity of other departments are also made. 
	The financial information is also used as an effective tool for motivating and engaging the team. Growing performance and profitability could encourage the employees to perform more better. Employees become more productive when they become part of organisation that is performing well and growing constantly with increased market expansion.  
	Managers have great need of financial statements. It enables the managers to meet all the statutory and regulatory requirements of the company. Managers makes sure the financial information as essential and required by the authorities have been provided by the company. Non-compliance could affect the image of company significantly. Financial statements are audited by the auditors to ensure that all the financial information to be reported to the outside parties. Managers ensure that the accounting information provided provides true and fair view of the financial position of the company. 
	Financial information are said to be the backbone in financial planning, benchmarking, analysis and for decision making. Managers ensure that the decisions taken are most beneficial for the growth and expansion of business. Using the financial statements managers analyse the capital structure of the firm to assess the sources of funds which will prove to be most beneficial. They ensure that the capital structure of company have lowest cost of capital (Mabula and Dongping,  2019). Financial risks of the company are reduced to the extent possible as it represents high risks and influence the decision of investors. Managers cannot step and actions for the business without analysing the financial statements of the business. 
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Amber’s balances
31 December 2017
 Journal Entries
 #     Date                    Accounts                                                    Debit              Credit
I.  31.12.2017       Dr. Depreciation a/c                                          864
                                  Cr. Accumulated depreciation                                              864
                                   fittings a/c 10950(-3750) =7200x0.12   
II.  31.12.2017      Dr. Depreciation a/c                                          1125
                                  Cr. Accumulated depreciation                                             1125
                                    Buildings 45000/40 years
III.  31.12.2017      Dr.  Prepaid rates a/c                                          540
                                  Cr. Rates                                                                                540
IV.   31.12.2017     Dr. Bad Debts     a/c                                           850
                                 Cr. Debtors      a/c                                                                   850
                             Dr. Provision for debtors    a/c                              850
                                  Cr. Profit or loss                                                                     850
                              Dr. Provision for debtors   a/c                              357.5
                                  Cr. Debtors                                                                           357.5
                              (15000-850) =14150x0.05=707.5 
                              (1200-850) =350,707.5 – 350=357.5
V. 31.12.2017       Dr. Drawings a/c                                                    450
                                  Cr. Cash a/c                                                                           450                                                             
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Amber
 Updated Trial balance
31/12/2017
	Trial Balance 

	Particulars 
	Debit
	Credit

	Fittings
	10950
	

	Accumulated depreciation – Fittings
	
	4614

	Buildings
	45000
	

	Accumulated depreciation – Buildings 
	
	10125

	Inventory
	22500
	

	Trade Receivables
	14150
	

	Allowance for doubtful debts
	
	707

	Cash in hand
	75
	

	Cash in bank
	1425
	

	Trade Payables
	
	27000

	Capital
	
	28575

	Drawings 
	7575
	

	Purchases
	120000
	

	Revenue
	
	180000

	Wages
	18000
	

	Advertising
	300
	

	Rates
	5460
	

	Prepaid Rates
	540
	

	Provision for doubtful debts expense
	357
	

	Depreciation 
	1989
	

	Bank charges
	2700
	

	Total 
	251021
	251021
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Amber
 Financial Statements for year ending 31st December 2017
Profit or Loss statement
	Income Statement

	Revenues 
	
	180000

	
	
	

	Expenses
	
	

	COGS
[22500 inventory 01.10.17+120000purchaces - (-31500) inventory 31/12/17] =111000
	111000
	

	Wages
	18000
	

	Advertising
	300
	

	Rates
	6000
	

	- Prepaid expense
	-540
	

	Depreciation 
	1989
	

	Bank charges
	2700
	

	Bad debts 
	850
	

	Provision for doubtful debts
	357
	140565

	
	
	

	Net Income 
	
	39344



Balance Sheet 
	Statement of Financial Position

	Assets
	
	

	Non-Current Assets 
	
	

	Fittings
	
	10950

	Buildings
	
	45000

	
	
	55950

	
	
	

	Current Assets 
	
	

	Trade Receivables
	14150
	

	Allowance for doubtful debts
	707
	13443

	Cash in hand
	
	75

	Cash in bank
	
	1875

	Inventory
	
	31500

	Prepaid Rates
	
	540

	
	
	47433

	
	
	

	Total Assets 
	
	102083

	
	
	

	Liabilities
	
	

	Non-current liabilities
	
	

	Borrowings 
	
	0

	
	
	

	Current Liabilities
	
	

	Trade Payables
	
	27000

	Accu deprn – Buildings 
	
	10125

	Accu deprn – fittings
	
	4614

	
	
	41739

	
	
	

	Owners’ Equity
	
	

	Capital 
	28575
	

	Drawings
	7575
	

	 Profits
	39344
	60344

	
	
	

	Total Equity and Liabilities
	
	102083
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4 Analysing the profitability and liquidity of the two businesses using ratio analysis 
	Ratio Analysis 

	Particulars
	Formula
	Amber (Q3) 
	
	Danny 
(Q1)

	Profitability Ratios
	
	
	
	

	Return on capital employed
	Net operating profit/Employed Capital 
	63.56%
	
	3.28%

	
	
	
	
	

	Employed Capital
	Total assets – Current liabilities
	62460
	
	109860

	
	
	
	
	

	Net Income
	
	39344
	
	3600

	
	
	
	
	

	
	
	
	
	

	Return on Equity
	Net Income / Shareholder's Equity
	65.40%
	
	4.40%

	Net Income
	
	39344
	
	3600

	Shareholder's Equity
	
	60701
	
	81860

	
	
	
	
	

	Gross profit margin
	Total sales - COGS
	38.33%
	
	67.33%

	COS
	
	111000
	
	19800

	Sales
	
	180000
	
	60600

	
	
	
	
	

	Net profit margin
	Operating Income/Net sales
	22.06%
	
	5.94%

	Net Income
	
	39344
	
	3600

	Revenues
	
	180000
	
	60600

	
	
	
	
	

	Assets Turnover 
	Sales/net asset
	296.54%
	
	74.03%

	Sales
	
	180000
	
	60600

	Net assets
	
	60701
	
	81860

	
	
	
	
	

	Liquidity Ratios
	
	
	
	

	Current assets 
	
	47433
	
	86300

	Current liabilities 
	
	41739
	
	36640

	Inventory 
	
	31500
	
	10200

	Quick assets
	
	15933
	
	76100

	
	
	
	
	

	Current ratio 
	Current assets / current liabilities 
	1.14
	
	2.36

	Quick ratio 
	Current assets - (stock + prepaid expenses)
	0.38
	
	2.08



Interpretation
	The financial statement of company do not provide the accurate image of the company's internal management efficiencies. Ratio analysis is a tool used by the organisations and analysts to analyse the actual financial health and performance. The above ratio analysis shows that financial analysis of Danny ltd and Amber Ltd. 
Profitability
Return on Capital Employed 
	It is the ratio used to assess the efficiency of management in generating return over capital employed. ROCE Amber is 63.56% where of Danny is 3.28% only. There is significant difference between the two businesses. Against the Capital employed returns are high of Amber which shows management is much efficient as compared Danny who is having higher capital employed (Goldmann, 2017). Danny is required to increase the returns using sales promotion and other strategies. 
Gross Profit Margin 
	It reflects the amount left with company after meeting the trading costs and operations. Gross profit margin of company Amber is 38.33% where of Danny is 67.33% The gross profit of Danny is higher which shows that the management is effectively meeting the cost of operations. Gross profit margin of Amber could be increased using cost efficient strategies. Gross profit margin is very essential for the business to meet the expenditures for running the business. 
Net profit margin 
	This ratio is used for assessing the profitability of company. It could be assessed from the above ratio that Amber is having profit margin of 22.06% and Danny is having profit margin of 5.94% which is very low. Lower net profit has negative impact over the business. It requires the management to carry out their costs and expenses in the most efficient manner for increasing the profits. Amber is having higher net profit despite of lower gross profit. 
Return on Equity
	It could be analysed that ROE of Amber is high from Danny. Higher return reflects that business has been running efficiently and generating adequate returns from the business (Durrah and et.al., 2016). The ratio is used by investors to make the investment decisions. 
Liquidity 
Current Ratio
	Ratio is used by the management and investors to assess the ability of company in meeting the short-term obligations. Current ratio is used for analysing the liquidity position of the company. Current ratio of Amber is 1.14 and of Danny is 2.36. It could be seen that the current ratio of Danny is adequate as per standards of 2:1. On the other Amber is having weak liquidity position. Business is required to take measures and steps that are essential for increasing the liquidity position. 
Quick Ratio
	It is a ratio used for assessing liquidity excluding the inventories from current assets. There are various analysts and experts that do not consider inventories as current assets as the business could not sell them immediately (Janjua and et.al., 2016). Quick ratio of Amber is 0.38 and of Danny is 2.08. It could be evaluated that Amber is having very low liquidity and is not having enough current assets for meeting the short-term liabilities and obligations. 
	From the financial analysis it could be evaluated that in terms of profitability Amber is adequate and liquidity of Danny is strong. On overall basis investors will choose to invest in Amber with high profitability as the liquidity position of the company could be strengthened but it is hard to increase the profitability to the level of Amber. 
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