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Critically Assess the Relevance of Financial Literacy to Business Managers
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Question 1
1st Working 
Closing stock = 10,200 
2nd Working
Reducing cost method 
m.v%  (Net book value N.B.V  -  Scrap value)
N.B.V = Cost – Accrued expense
                    51200 – 9200
                  =42000
                   
	= 8400
3rd Working 
A 	Electricity A/C 				Insurance A/C
	Bank         7000

Bal c/d      1000

     8000


Income    8000		  Bank       1500                  Income             1000
								Statement 
                                                            

                8000                                                        Bal c/d             500

	 

	


                     	Trial balance Danny limited 
	Details 	dr	cr
Computer	9000
Motor vehicle	4200
Stock	10200
Account receivable	15120
Bank 	59120
Petty cash	40
Capital	80860
Accounts payable 	16120
Accrued electricity	1000
Prepaid insurance	500

Total 	135980	97980













C. Income statement for period ended 31st December 2019
	
Sales
Net sales
Cost of sales
Opening stock                                                 
Purchases                                                           
Add Carriage inwards
Net purchases
Less Closing stock
Cost of sales
Gross profit 

Incomes 
Expenses
Electricity  w3
Insurance w3
 Carriage outwards
 Provision for doubtful Debt
Loan interest
Motor vehicle depreciation 
Computer depreciation 
Rent
Telephone 
Total expenses 
Net profit 
Less taxes 

 

	



3600
26400
2440
32440     .
10200




8000
1000
4000
1000
480
8400
100
5600
4320



	
60,600
60,600






22240
38360











33800
4560
1920
2640





C. Financial position as at 31st December 2019
	
 Fixed Assets 
Computer 
Motor vehicle 


  Current assets 
Prepaid insurance 
Stock
A/C receivables
Bank
Petty cash
Total 
Total assets  

Capital 
Less drawings 
Add net profit
Net capital 

Non-current liabilities 
Loan 
A/C payable 
Accrued electricity 


Suspense account
	

900
42800



500
10200
15120
59120
40



84720
6500
2640



27000
16120
1000

17120
	



51800







84980
136780




80860





124980
118000
136700




Question 2
Financial literacy has become a major interest among financial researchers; According to Atkinson & Messy (2005), financial literacy covers the investors of a business understand the financial concepts and products and how they influence financial risks and opportunities: therefore helping them make informed choices, know where they can get help, how to take effective actions resulting to the improvement of their financial well-being.. Financial literacy theory is based on the notion that an individual who poses the knowledge and skills in the matter have the capability of making sound, informed and better financial decisions. Therefore, the aim of financial literacy is to increase an individual’s capability of running a business in a mature and profitable manner. Every action undertaken by a manger has a financial consequence in the business; financial literacy helps managers have the skill in making better financial decisions. Thus financial literacy helps is relevant to business managers as it helps them; understand the impact of their actions, make more informed decisions, advocate for the teams budget, hone their negotiation skills, and also become financially efficient (Cote Catherine, 2020)
Financial literacy helps managers understand the impact of their actions. The role of a manager in a workplace is the most significant as their every decision and move has an impact on the organizational performance (Tovmasyan, 2017). A manger knowing the impact of their actions may have on the organizations financial health helps them keep the big picture, thee goal of the business organization, in mind. It is with utmost importance that a manger understands the business financial statements; the financial statements are records conveying activities in the business and the resultant financial performance. Through knowledge and understanding of the financial statements the managers can track specific items that impact the business bottom line (Bakhit & Alamin, 2016). When this is applied to the daily managers’ responsibilities, insights to the business financial accounting can be a motivating factor for the manger as well as their teams. 
Financial literacy helps managers make more informed decisions. Managers are involved in making of decisions impacting the company finances regarding matters such as labour, growth and cost cutting (Tovmasyan, 2017). Financial literacy helps managers approach a business problem with a new toolkit (Bakhit & Alamin, 2016); when faced with a difficult business decision, they are able to consider the financial implications of the options therefore making the best fit choice for the business in all aspects. Labour is among the most important costs in a business and managers are involved in the hiring process; ensure that there is a return investment on every hire they make. Businesses strive to grow to increase their revenues margins and profits and this can be achieved when the managers understand the financial position of the business and how it can be improved. Sometimes a business undergoes periods whereby finances are tight and it is often the mangers role to make cut costs that will ensure the business viability and preservation of the profit margins. 
Financial literacy helps managers advocate for their teams’ budget. A study conducted by MSW research and Dale Carnegie Training, the relationship between a team member and their immediate supervisor or manager; leader, is one of the three key drive of employee engagement. The leaders i.e. managers should therefore learn how to be consistent and be effective advocates for their subordinates therefore cultivating a quality relationship that increases their engagement and as a result their performance levels. When a team is in need of finances for a project or product, it is the managers’ financial literacy that helps them in building a strong case to present to the directors; financial literacy will help the manager calculate the anticipated investment return that the business will acquire on making the financial decision. 
Financial literacy helps the manager hone their negotiation skills. By having knowledge and understanding financial literacy, a manager is able to thrive at the negotiation table (Cote Catherine l, 2020). As stated earlier, a manager may have to present to the business directors a certain financial idea such as funding for a project, increasing the employees’ benefits wages etc. Although negotiation skills are very much required in these situations, financial literacy will boost up the negotiations as it makes the manager serve them with a bigger financial picture.  Financial literacy therefore helps in implying how the matter the manager presents benefits the company and could therefore sway the negotiation in the managers’ favour. 
[bookmark: _gjdgxs]Financial literacy helps the managers to become financially efficient. As stated earlier; it is crucial for any manager in a business to get to know and understand the financial statements of the business. This enables them to understand how their teams/ departments expenses/ activities play into the liabilities of the business’ balance sheet; this in turn allows them to assess how to be more financially efficient as they are able to look into how the decisions, they made for their team affects the finances.  By being aware of how each expense impacts the balance sheet, it becomes easier for them to identify ways that they can be more cost effective. 
In today's world, the subject regarding finance keeps on changing becoming more and more complex; it is upto the business managers with the help of the directors to become knowledgeable on this topic and adapt to the frequent changes that keep on occurring. From the discussion above it is evident that business managers should be equipped with financial literacy knowledge as it influences on their day to day responsibilities. 


Question three  	
D.
	Working 1
Closing stock      31500
Working 2
Fittings 
  = % (cost – Accrued depreciation)
            = 0.1 (10950 – 37500)
=  864
Working 3̲͟
Buildings cost    =   
= 1125
Working 4
              Rates A/C
Bank   6000          income 
                             Statement      5640
                             Bal c/d           540
        6000	   6000

Working 5
          Trade receivable A/C 
Bank         15000     bad debts       850
                             Allowances      707.5
                                Bal c/d         13442.5
	   15000	   15000
	
Working 6
        Allowance for doubtful debts  A/C
Bal b/d        1200          income 
                              Statement        492.5
                                  Bal c/d        707.5

	   1200	1200






E 



  	Trial balance for Amber
	
fittings
buildings
stock
cash at bank
cash at hand
wages
rates
advertisements
bank charges
buildings depreciation
fittings depreciation
bad debts
trade receivables
capital
trade payables
revenue
allowance for doubtful debts
	dr
6336
34875
31500
1875
75
18000
5460
300
2700
1125
864
850
13442.5




	cr













61193.5
27000
180000
492.5


	117327.5	268 686
F                                        Income statement for the 
             Period ended at 31st December 2017
	Details
Revenues
 sales
Purchases
Cost of goods available for sale
Less closing stock
Cost of sales
Gross profit

Incomes 
Allowance for doubtful debt
Expenses 
Wages
Advertisement
Rates
Bank charges
Dep. For buildings
Dep. For fittings
Bad debts
Net profit


	sh

22500
120000
142500
31500 






18000
300
5460
2700
1125
864
850



	sh
180000




111000
69000


492.5








29299    ,

40193.5


                                   Financial statement
	For the year ended 31st December 2017
	Details
Fixed assets
Fittings
Buildings
Current assets
Stock
Cash in bank
Cash at hand
Trade receivables
Prepaid rates

Total assets

Financed by;
Capital
Net profit
Drawings
Net capital
Current liabilities
Trade payables


	

6336
34875

31500
1875
13442.5
75
540




28575
40193.5
7575





	


41211






             47432.5
88643.5





61193.5

27000

88193.5






Question 4          
Profitability ratios include; 
a) Return on capital employed 
                                              = 100
	Capita employed = total assets – current liabilities
In question 1:
                  Capital employed = 136780 – 0
	=136780
                Return on capital employed = 

	= 1.4037%
b) Return on assets = 

                                                 =
	= 1.4037%
	Therefore, profitability ratios are given as;    1.4037: 1.1037
	= 1: 1

In question 3:

a) Return on capital employed =    100
     Capita employed = total assets – current liabilities
                                           = 88643.5 – 27000
                                         = 61643.5
	100
                               = 65.2031%
b) Return on assets
                    = 
               
                                  = 
	= 45.34%
	65.2031 : 45.34
When the profitability ratios of the two businesses are compared, Amber’s business in (3) gives ratios of high values which show that the business is performing well by having revenue and profits generation.
	




References 
Atkinson, A. & Messy, F. (2005). “ Assessing financial literacy in 12 countries an OECD Pilot Exercise”. Paris: OECD Financial Affairs Division.
Bakhit, G. R., & Alamin, M. A. (2016). The Role of Financial Management in the Decision-making ofa Business. IOSR Journal of Business and Management, [Online] 18(6), 111-116. Retrieved from DOI: 10.9790/487X-180601111116. Available from ISOR. [Accessed on 25 October] 
Cote Catherine. (2020,). The importance of financial literacy in business [Online] Available from https://online.hbs.edu/blog/post/importance-of-financial-literacy. [Accessed on 25 October] 
Tovmasyan, Gayane. (2017). The Role of Managers in Organizations: Psychological Aspects. Business Ethics and Leadership [Online] 1. 20-26. 10.21272/bel.1(3).20-26.2017. . [Accessed on 25 October] 

