FINANCIAL MANAGEMENT SKILLS
Financial management is the management is the management of finances of a
business / organization in order to achieve objectives

Book keeping

This is careful recording of business transactions in monetary terms ie recording must
be made in monetary terms but not quantity

It involves the recording, posting and processing of business records, accounting
goes beyond and involves the analysis and interpretation of transactions recorded ie
book keeping is part of accounting

Importance of book keeping

v Book keeping helps the business in calculating the profits or losses made during
a given period

v' Book keeping helps to provide information on credit transactions. The business is
able to keep track and follow up all its debtors and also keep proper records of all
creditors for accurate payment

v' It acts as a control tool i.e allows a business to keep accurate data concerning all
its resources and also proper information on its expenses and income for proper
decision making

v' The book keeping information guides on tax assessment. The tax authorities are
able to calculate the exact amount of tax to be paid by an entrepreneur. This helps
to minimize over or under taxation

v' The records kept help in planning process. A business enterprise can formulate its
plans basing on the present and past accounting records

v The records are used by the owners to decide whether to apply for bank loan or
not. Banks usually look at the records of a business to determine whether to
provide a loan to the business or not

v The records help in determining the financial position of a business from the
records a business is able to prepare the profit and loss accounts and balance
sheet which shows the results of operation and financial position

v It helps the public or new investor who may want to invest in the business to get
information on the business and therefore take an appropriate decision whether
to buy shares in the business or not

v" Book keeping helps a business to keep track of its transactions and know what
transpired in the business operations

SOURCES OF FINANCES

The term finance is defined as the art and science of managing money.

Business finance is defined as the activity concerned with planning, raising,

controlling and administering of the funds used in the business.

Sources include;
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1. OWN SOURCE. This includes personal income savings that one can use to

v
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start a business.
Advantages
It allows an entrepreneur to make independent personal decisions on where to
invest the fund and what to do with the profits realized.
It has no extra cost e.g. no interest is paid for the use of funds.
The entrepreneur has complete control over the benefits arising from the
investment.
It is associated with self-discipline e.g. saving more and earn more
The source has no strings attached.
Disadvantages
It takes long period of time to realize substantial amount of money.
It can promote extravagance since the entrepreneur has on external control.
It’s difficult to distinguish personal income and business capital, this retard the
growth of business.

2. SUPPLY CREDIT. This is where the supplier offers goods on credit and collects
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cash later after selling.

Advantages
It ensures that the business is constantly supplied with raw materials
It promotes good relation between the company and the business receiving
credit.
The supplying company gets a lot of profits since goods sold on credit are always
highly priced.
It helps those entrepreneurs without capital to start business.
It promotes self-discipline since credit payment need hard work and honesty.
It increases market for supplying the company.

Disadvantages

It’s associated with high cost of recovering credit.

It may lead to bad relationship since incase the credit is not cleared.

In case of demand fall, the suppliers register great losses.

It limits consumer choice

It increases the cost of doing business

It leads to buying goods of low quality goods or services. This makes buyer to
make losses.

3. FAMILY SOURCE OF FINANCE. This include the use of family property,
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family savings used to start a business
Advantages
It has fewer strings attached
More amount of money is raised at once
It promotes accountability in the business.
The external supervision leads to efficiency in business operations.
Low cost of operation, since family members offer their expertise at almost no
cost.
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v' It mentors individual into the culture of saving and business operations.
Demerits

v Family conflicts are extended to the business, this affect its growth

Sometimes personal interest may affect the business profit making

v It may lead to bad relationship between the fund administer and the family
members

v Decision making and implementation is delayed and difficult as a number of
family members are to be consulted.

v' It breads Conflict of leadership of the family property.

4. SELLING PART OF THE BUSINESS OR PERSONAL PROPERTY. This is
where an entrepreneur converts some of the personal or business properties
into cash to either get starting capital or expand the existing business.
Advantages

It has no strings attached.

Large amount of money is raised within a short period of time.

It leads to quick investment decision making.

It promotes hard work, in order to make profits and replace the sold property.

5. RETAINED EARNINGS. Some parts of profits which belong to ordinary
shareholders may not be paid out as dividends in the period they are earned.
These profits are reinvested into the business or used to start a new business
or expend or improve on the existing one.

6. Commercial banks. These provide finances in form of loans. Loan is the
money borrowed from a financial institution like banks, cooperative credit
societies, etc

Classification of loans

They can be short term or long term

The short term loan is the money borrowed with repayment period of less than one

year. They include:

a) Bank overdraft, this is where a customer with a current account is allowed to
withdraw money over and above what is on his or her account.

b) Soft loans, this is the money that is advanced by commercial banks with fewer
conditions and for a short period of time.

c) Cash credit, this is an arrangement by which a bank allows its customers to
borrow money up to certain limit against the security pledged.
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LONG TERM SOURCES

a) Share capital, this consists of ordinary share CapitaLand preference share capital

b) Debenture or long term loans, is defined as a written as a written
acknowledgement of the debt incurred by a limited company. This takes about 20
and above years.

c) Mortgages, this raised by mortgaging assets

d) Institutional investors, these provide capital through the process of selling
shares
Advantages of using a loan as a source of business capital
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It provide extra capital to an entrepreneur, this is used to supplement on the
available capital.
More money is raised in short period of time, this facilitate easy investment
decision making.
It encourages hard work on the part of the borrower so as to repay the borrowed
fund.
It facilitate easy planning, this is because large amount of money is raised in a
single sum.
It's accompanied by external monitoring from the lender; this improves the
performance of the business.
It helps the entrepreneur to supplement on his or her savings.
Sometimes certain loans bear low interest rate, this leads to the growth of the
business capital.
For the case of insured loans any change in business performance caused by
natural factor, the entrepreneur assets is not affected.
A short term loan helps an entrepreneur to offset short-term deficit e.g paying
workers, accessing raw materials etc.

Disadvantages

One can 't access it within the short period of time, acquiring it is a process. This
delays investment decisions.

It is accompanied by external control; this affects the operation of the business.
Interest amount sometimes is high, this increases the business expenditures e.g.
paying workers’ salaries on time is affected.

In case of business failure, the lending institution may take over ownership of the
business.

Sometimes lending institutions take possession of the security pledged this affect
the growth of business.

It affect the capital growth of the business, this is because the entrepreneur pay
back more than the amount borrowed.

Procedure for borrowing
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Developing a financial plan

Carrying out market survey on the lending institutions

Making an inquiry on the identified financial institutions

Obtaining lending terms and conditions of the different financial institutions.
Comparing the terms and conditions

Selecting the financial institution to deal with

Applying for a loan

Filling the application loan form

Assessing the applicant to establish whether the business is capable of paying
back the loan.

Agree on the terms and conditions for investment and repayment of the loan.
Presenting the collateral security

Obtaining the loan

Start paying the loan

Circumstances under which an entrepreneur may go in for a loan

v

v

When he want to make an urgent profitable opportunity that require immediate
funding.
When there is a financial gap to be filled
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When the entrepreneur what to expand the business

In case the entrepreneur wants to meet the market demand.

In case the entrepreneur wants to supplement on the existing capital.

When there is need to increase on the working capital so as to serve the customer
better.

When an entrepreneur is faced with short term financial crisis e.g. fall in demand
resulting into a drop in the profit level.

ASRANENEN

<

LOAN MANAGEMENT

This refers to the various ways of how an entrepreneur is to effectively utilize the
procured fund profitably in order to make a profit and repay the funds at the
sometime maintaining a good relationship with the lender.

The following ways are used

LOAN REPAYMENT SCHEDULES
Is a document showing the time intervals and with a particular amount of money
borrowed is to be paid back as agreed between the lender and the lendee or between
customers and the business
There are basically two formats of writing a loan repayment schedule ie

v A fixed balance method

v" A reducing balance method

1. You have acquired a loan from Stanbic Bank Ltd worth 8,000,000 Ugandan
shillings; the principle repayment period is 4 years, calling for an annual interest
rate of 12%. You have been allowed to pay in 8 equal installments and all the due
have to be cleared in four years

Prepare a loan repayment schedule so as to ensure effective / proper loan

management

Solution

Principle amount - shs 8,000,000

Repayment period - 4 years

Interest rate - 12%

So interest per annum = % X 8,000,000 = shs 960,000

Annual principle amount payable = m = shs 2,000,000
So we were granted to pay in 8 equal installments in 4 years, we can pay twice in a
year ie principle amount per installment = 2000990 —shs 1,000,000

= shs 480,000

960,000

Interest amount payable per installment =
Therefore amount payable per installment
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MAJJOKI — CARPENTARY WORKSHOP

LOAN REPAYMENT SCHEDULE OF 8 MILLION FROM STANBIC BANK

Period Installment Principle Interest Total Outstanding

Payable Payable Payable Payment Balance
shs shs Shs shs

YEAR 1 1st 1,000,000 480,000 1,480,000 7,000,000
2nd 1,000,000 480,000 1,480,000 6,000,000

YEAR 2 3rd 1,000,000 480,000 1,480,000 5,000,000
4th 1,000,000 480,000 1,480,000 4,000,000

YEAR 3 5th 1,000,000 480,000 1,480,000 3,000,000
6t 1,000,000 480,000 1,480,000 2,000,000

YEAR 4 7t 1,000,000 480,000 1,480,000 1,000,000
gt 1,000,000 480,000 1,480,000 0

TOTAL 8,000,000 3,840,000 11,840,000 28,000,000

2. You have set aside Uganda shs 15 million to start a micro finance business in your
town. Using the fixed installment method design a loan repayment schedule for a
customer who borrowed shs 1,000,000 at an interest rate of 2% per month
payable in 5 equal monthly installment

Loan repayment schedule

> Title
» Frame
> Loan size: 1,000,000
> Name of the business, address and contact
> Interest rate: 2% on fixed installment method
> Item name: loan repayment schedule
Months | Installment | Principle Interest | Total Outstanding
Payable Payment Balance
(Shs) (Shs) (shs) (shs)
1 1 200,000 20,000 220,000 800,000
2 2 200,000 20,000 220,000 600,000
3 3 200,000 20,000 220,000 400,000
4 4 200,000 20,000 220,000 200,000
5 5 200,000 20,000 220,000 0
Total 1,000,000 100,000 1,100,000 | 2,000,000
Borrower’s details lenders details
Signature...... signature.....
Name .......... Name ..........
Tittle ........... Tittle ...........
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3. You have acquired a loan worth shs 60,000,000 for establishing a new
branch of your mental works project. The loan is payable in six equal
monthly installment at a monthly interest rate of 2% on reducing balance
method

a) Prepare a loan repayment schedule

MUTEMBI METAL WORKS

PO BOX 222, KAMPALA UGANDA
TEL. +2546666666666

For quality metal works
LOAN REPAYMENT SCHEDULE

Loan size: 60,000,000

Interest payable: 2% on reducing balance

Payable in six equal installments

Period | Installment Principle Interest Total Outstanding
Payable Payable Payable Payment Balance
Shs shs Shs shs

1st 1t 10,000,000 | 1,200,000 | 11,200,000 | 50,000,000
2nd 2nd 10,000,000 | 1,000,000 | 11,000,000 | 40,000,000
3 3rd 10,000,000 800,000 | 10,800,000 | 30,000,000
4th 4th 10,000,000 600,000 | 10,600,000 | 20,000,000
5th 5th 10,000,000 400,000 | 10,400,000 |10,000,000
6t 6t 10,000,000 200,000 | 10,200,000 0

Total 6 60,000,000 | 4,200,000 | 64,200,000 | 25,000,000

4. You have obtained a bank loan of 60 million shillings for expanding your
commuter tax business. The loan is payable in 8 equal monthly installments at

an interest rate of 4% per month on reducing balance method
MUTEBI COMMUTER TAX BUSINESS
PO BOX 222, KAMPALA UGANDA

TEL. +2546666666666
LOAN REPAYMENT SCHEDULE
Loan size: 60,000,000
Interest payable: 4% on reducing balance

Payable in 8 equal monthly installments

Period Installment | Principle Interest Total Outstanding
(months) Payable Payable Payable Payment Balance
shs shs Shs shs
1st 1st 7,500,000 2,400,000 9,900,000 | 52,500,000
2nd 2nd 7,500,000 2,100,000 9,600,000 | 45,000,000
3 3rd 7,500,000 1,800,000 9,300,000 | 37,500,000
4th 4th 7,500,000 1,500,000 9,000,000 | 30,000,000
5th 5th 7,500,000 1,200,000 8,700,000 | 22,500,000
6t 6t 7,500,000 800,000 8,400,000 | 15,000,000
7t 7t 7,500,000 500,000 8,100,000 7,500,000
gt gt 7,500,000 300,000 7,800,000 0
Total 60,000,000 | 10,700,000 | 70,800,000

7|Page by kimuli fred 0752818204




5. Mega enterprise borrowed shs 4,000,000 from Barclays Bank at an interest rate
of 5% per month and it’s paid in equal installment. Prepare a loan repayment
schedule using a fixed method and reducing balance method.

Solution
DEMAKOKO MICRO FINANCE LTD
P. 0. box 123 Mbale
Loan repayment schedule
Name of the client: mega enterprises account no: 12224353
Loan size shs: 4,000,000 .interest rate per month 5%
Loan period 5 years
Method of calculating interest: fixed installment method.
Period | Principal installment | Interest Total repayment Principal balance
year Shs amount shs shs
Shs
1 800,000 2,400,000 3,200,000 3,200,000
2 800,000 2,400,000 3,200,000 2,400,000
3 800,000 2,400,000 3,200,000 1,600,000
4 800,000 2,400,000 3,200,000 800,000
5 800,000 2,400,000 3,200,000 Nil
Total 4,000,000 12,000,000 16,000,000
Drafted by..... Approved by.......ccccevennen

Interest is calculated as 5x12 =60% per year (60/100x4000, 000) =shs 2,400,000
Principal installment =4000, 000/5= shs 800, 000 per year
Total repayment =interest amount +principal installment 800,000+2400, 000= shs
3, 200,000
Reducing balance method

Demakoko micro finance Itd

P o box 123 mbale

Loan repayment schedule
Name of the client: mega enterprises account no: 12224353
Loan size: shs 4,000,000.Interest rate per month 5%Loan period: 5 years

Method of calculating interest: reducing balancing method.

Branch: mbale

Period | Principal installment | Interest Total repayment Principal balance
year Shs amount Shs shs
Shs
1 800,000 2,400,000 3,200,000 3,200,000
2 800,000 1,920,000 2,720,000 2,400,000
3 800,000 1,340,000 2,140,000 1,600,000
4 800,000 960,000 1,760,000 800,000
5 800,000 480,000 1,280,000 Nil
Total | 4,000,000 7,100,000 1,1,100,000
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Note:

The interest is calculated basing on the outstanding principal loan balance for
example in year one, 60/100x4, 000,000 =shs 2,400, 000, paid loan principal
installment 800,000 and the balance being shs 3,200,000.

Year. 3, 200,000x60/100 =shs 1,920,000. Etc

GUIDELINES FOR PROPER LOAN MANAGEMENT

v" Loan shall be properly documented especially from the commencement date
Loan shall be used for intended purposes

Friendly and health relationship with banks or lenders shall be maintained
Proper management of the business to ensure its success for easy repayment
of the loan shall be ensured

Manageable loan size shall be got/ obtained

Loan repayments shall be made on due dates

Accurate information when applying for and using a loan shall be observed
Advice from lenders about proper loan management shall be sought

v" Workshops and training in financial management shall be attended to

SRR

ASRANENRN

CASH FLOW STATEMENT

This plan shows an entrepreneur the amount of cash that will flow in and out of the
business ie cash receipts and payments. The cash flow plan is prepared periodically
either on annual or monthly basis

Importance of cash flow statement

v

v

It provides a basis to assess the ability of the enterprise to generate cash and
cash equivalents and the needs of the enterprise to utilize those cash flows.

A cash flow statement provides information that enables users to evaluate the
changes in net assets of an enterprise, its financial structure (including its liquidity
and solvency)

Cash flow information is useful in assessing the ability of the enterprise to
generate cash and cash equivalents, which enables users to develop models to
assess and compare the present value of the future cash flows of different
enterprises.

It is useful in checking the accuracy of past assessments of future cash flows and
in examining the relationship between profitability and net cash flow and the
impact of changing prices.

Cash flow statement help in making financial decisions. E.g. buying capital
equipment using cash or pay workers.

It helps the financial managers to make a cash flow projection for immediate
future, e.g. basing on the past financial projections.

Cash Flow Statement is an important financial tool for the management to make
an estimate relating to cash for the near future.

It helps the internal management to determine the financial policy to be adopted
in future, since it supplies information relating to funds, e.g., taking decision about
the replacement of fixed assets or repayment of long- term liabilities etc
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It reveals the cash position for the business, as it shows the movement of cash in
the business i.e., whether there is any increase in cash or decrease in cash and
the reasons explaining so.

Cash flow statement helps to identify the main financial sources for the business
that is from where cash inflows have arisen within a particular period and also
shows the various activities where in the cash was utilized as Cash Flow Statement
does not always represent the real liquid position.

Cash flow statement is significant to management for proper cash planning and
maintaining a proper matching between cash inflows and outflows. As
Cash flow statement reports the amount of cash received during the period
through various financing activities, such as issue of shares, debentures and
raising long-term loan.

Cash flow statement helps in appraising of the various capital investment
programs to determine their profitability and viability.

Limitations of Cash Flow Statement:

Cash Flow Statement is, no doubt, is an important tool in financial management which
explains the movement of funds in various ways of a firm. It assists the management
to understand the amount of capital blocked up in a specific segment of a firm.
Although the Cash Flow Statement performs as an important financial tool, it is even
not free from limitations.

Some of them are given below:

1.

Cash Flow Statement fails to present the net income of a firm since it does not
consider non-cash item.

2. Itis neither a substitute of Funds Flow Statement nor an Income Statement. So,
the functions which are performed by the Funds Flow Statement or Income
Statement cannot be done by the Cash Flow Statement.

Terms

1. Cash, it comprises cash on hand and demand deposits with banks.

2. Cash equivalents, these are short term, highly liquid investments that are
readily convertible into known amounts of cash.

3. Cash flows, these are inflows and outflows of cash and cash equivalents.

4. Operating activities, these are the principal revenue-producing activities of the
enterprise and other activities that are not investing or financing activities.

5. Investing activities, these are the acquisition and disposal of long-term assets
and other investments not included in cash equivalents.

6. Financing activities, these are activities that result in changes in the size and
composition of the owners’ capital (including preference share capital in the case
of a company) and borrowings of the enterprise.

7. Cash inflow, these are Receipt of cash from a non-cash item.

8. Cash out flows; this is cash payment in respect to in terms such as, purchase of

machinery by paying cash.

CLASSIFICATION OF ACTIVITIES FOR THE PREPARATION OF CASH FLOW
There are activities of an enterprise result into cash flows (inflows or receipts and
outflows or payments). These activities are to be classified into three categories:

v
v
v

Operating,
Investing,
Financing activities
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OPERATING ACTIVITIES

Cash flows from operating activities are primarily derived from the main activities of
the enterprise. They generally result from the transactions and other events that
enter into the determination of net profit or loss.

Cash Inflows resulting from operating activities include,
e (Cash receipts from sale of goods and the rendering of services,
Cash receipts from royalties,
Fees,
Commissions
Loan acquisition
Sale of long term asset,
And any other income that businesses receive

Cash Outflows resulting from operating activities include;
Cash payments to suppliers for goods and services,

Cash payments to and on behalf of the employees,

Cash payments to an insurance enterprise for premiums,
Claims,

Payment for policy benefits,

Cash payments of income taxes,

Interest payments on acquired loans,

Payments for utilities

Purchase of fixed assets

INVESTING ACTIVITIES

Transactions related to long-term investment are (investing activities).

Separate disclosure of cash flows from investing activities is important because they
represent the extent to which expenditures have been made for resources intended
to generate future income and cash flows. Hence

Cash Inflows resulting from Investing Activities include;

e Cash receipt from disposal of fixed assets,

e Cash receipt from the repayment of advances or loans made to third parties
(except in case of financial enterprise).

e Cash receipt from disposal of shares, warrants or debt instruments of other
enterprises except those held for trading purposes.

e Interest received in cash from loans and advances.

e Dividend received from investments in other enterprises.

Cash Outflows from investing activities;

e Cash payments to acquire fixed assets,

e Cash payments to acquire shares, warrants or debt instruments of other
enterprises other than the instruments those held for trading purposes.

e Cash advances and loans made to third party (other than advances and loans
made by a financial enterprise wherein it is operating activities).
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FINANCING ACTIVITIES

Financing activities relate to long-term funds or capital of an enterprise, e.g., cash
proceeds from issue of equity shares, debentures, raising long-term bank loans,
repayment of bank loan, etc. here;

Cash Inflows from financing activities include;

Cash proceeds from issuing shares (equity or/and preference).
Cash proceeds from issuing debentures, loans, bonds and other short/
Long-term borrowings

Cash Outflows from financing activities include;

Cash repayments of amounts borrowed.
Interest paid on debentures and long-term loans and advances.
Dividends paid on equity and preference capital.

Components of Balance sheet
Balances

Total inflows

Total out flows

Net cash position

Components of a cash flow plan.

A cash flow plan has 4 major components

v

The cash inflows that shows the sources from where cash will flow into the
business

The cash outflows that shows where cash from the business will got to

The net cash position which shows the net effect of the business cash in and cash
out ie the difference between cash inflow and cash outflow

Balance brought forward ie this is the balance that remained in the previous period
and then forwarded to the following period e.g the remaining balance in January
will be brought forward in February

Sources of cash inflows

v

Cash at the start of the plan period. This is cash that was left in the business from
the previous plan period , it may be in the bank or in the business lockers/ safes
as the plan period begins

Cash from sales ie total cash realized by a business through the sale of goods or
services that it is dealing in.

Total sales = Number of units sold X price of the items

Share capital ie money that business receives from its owners by way of their
contribution towards its capital

Cash from debtors ie money received from customers or clients in settlement of
what they owe to the business. (cash payments from customers for credit sales
made to them)

Cash from loans ie cash received by the business from loans or credit facilities
granted by its partners. They normally comprises of obligations on part of the
recipient to pay back the principal and interest at a later date

Cash grants ie money that a business may receive through donations from its well
- wishers or partners
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v' Other cash in ie any other money received which does not fall into any of the
above categories e.g from the sale of fixed assets , dividends etc

v' Total cash. This involves adding up all expected cash receipts from all sources.
This helps in making a cash flow statement

Sources of cash outflow

v' Direct costs, these include purchase of raw materials or stock (for producing good
or acquire merchandise for sale, cash payment on wages and other labour related
expenses

v Cash payment on other labour related expenses. These will be in respect of
business workers who help in its productive and administrative processes. These
include welfare, transport, insurance, training etc

v' Cash payment for indirect or overhead costs, a business normally makes other
payments other than labour and raw materials, these can include rent,
depreciation, electricity, water, salaries of workers that do not directly produce
goods or services

v' Cash payments for equipment and other fixed assets ie expenses incurred when
buying machinery, equipment, furniture, buildings, motor vehicles and other fixed
assets

v' Cash payments to shareholders, this refers to cash a business pays to owners or
shareholders, normally a percentage of profits is allocated to them as a rate of
return on investment

v' Loan interest payment, the interest that the business will pay each month to an
individual or institutions that lent it money

Net cash position

This is the difference between the planned inflows and outflows. It portrays the
residual cash position of the business at a given period of time

The net cash position indicates whether a business has enough cash to cover the
expected cash payment or not

A negative balance for a "monthly” net cash position indicates a serious problem for
the business. It indicates that total cash inflow will not be enough to meet the
expected cash payments

In such situations, an entrepreneur will have to find a way of increasing cash inflows
or reduce the expected cash outflows

Note. non- cash inflow and outflow items are excluded because they don’t involve
actual movement of cash e.g depreciation, discounts, debtors, creditors etc.

1. The following information is for NALWOGA JOSEPHINE GENERAL
ENTERPRISES for the months of June and July 2014

DETAILS JUNE (shs) JULY (shs)
Purchase of equipments 4,000,000 5,000,000
Payment of salaries 180,000 2,000,000
Receipts from sales 2,000,000 3,000,000
Loan from Stanbic bank 6,000,000 4,000,000
Repayment of loan installment | 1,000,000 900,000
Payment of rent 120,000 140,000
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Purchase of raw materials 2,000,000 3,000,000
Sale of refreshment 5,300,000 6,000,000
Tax 200,000 240,000
Debtors 600,000 700,000
Creditors 320,000 300,000
Purchase of furniture 360,000 340,000
Donations from friends 400,000 280,000
Disco collections 8,000,000 9,000,000
Disposal of old furniture 240,000 200,000
Rates 300,000 320,000
Transport expenses 200,000 180,000
Installation of utilities 500,000 400,000
Video collections 320,000 400,000
Electricity bills 140,000 144,000
Required:

(a) Prepare NALWOGA JOSEPHINE GENERAL ENTERPRISES cash flow statement
for the two months
(b)State NALWOGA's cash position for the two months and give your comments

NALWOGO JOSEPHINE GENERAL ENTERPRISES
CASH FLOW STATEMENT
FOR THE MONTH OF JUNE AND JULY 2012

Transaction June ( shs) | July (shs)
Balance b/f - 13,260,000
Cash inflow

Receipts from sales 2,000,000 3,000,000
Loan from centenary bank 6,000,000 4,000,000
Sale of refreshments 5,300,000 6,000,000
Donations from friends 400,000 280,000
Disco dance collection 8,000,000 9,000,000
Disposal of old furniture 240,000 200,000
Video collections 320,000 400,000
Total cash inflows 22,260,000 | 22,880,000
Total cash available 22,260,000 | 36,140,000
Less cash outflow

Purchase of equipments 4,000,000 5,000,000
Payment of salaries 180,000 2,000,000
Repayment of loan installments 1,000,000 900,000
Payment of rent 120,000 140,000
Purchase of raw materials 2,000,000 3,000,000
Tax 120,000 240,000
Purchase of furniture 360,000 340,000
Rates 300,000 320,000
Transport expenses 200,000 180,000
Installation of utilities 500,000 400,000
Electricity bills 140,000 144,000
Total cash outflow 9,000,000 | 12,664,000
Net Cash Position 13,260,000 | 23,476,000
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b) In the month of June the business had net cash position of 13,260,000 where
inflows exceeded outflow

In the month of July the business had the net cash position of 23,476,000 where
the inflows exceeded outflows

However the business performed better in the month of July than June
2. The following show EKANYA ENTERPRISES' transactions for the months of June

and July, 2006

Transactions June July

Purchase of assets 2,000,000 2,500,000
Payment of wages 90,000 1,000,000
Receipts from sales 1,000,000 1,500,000
Loan 3,000,000 2,000,000
Repayment of loan installment 500,000 450,000
Payment of rent 60,000 70,000
Purchase of raw materials 1,000,000 1,500,000
Sale of refreshment 2,650,000 3,000,000
Tax 100,000 120,000
Debtors 300,000 350,000
Creditors 160,000 150,000
Acquisition of furniture 180,000 170,000
Grants from friends 200,000 140,000
Disco dance collections 4,000,000 4,500,000
Sale of old furniture receipts 120,000 100,000
Rates 150,000 160,000
Transport expenses 100,000 90,000
Installation of hew machinery 250,000 200,000
Cinema collections 160,000 200,000
Electricity bills 70,000 72,000

Required to:

a) Prepare EKANYA ENTERPRISES’ cash flow statement of the two months
b) State the cash position of EKANYA ENTERPRISES for the two months

EKANYA ENTERPRISES
CASH FLOW STATEMENT
FOR THE FEBRUARY AND MARCH 2006

Transactions February(shs) | March (shs)
Balance b/f - 6,630,000
Cash inflow

Receipts from sales 1,000,000 1,500,000
Loan 3,000,000 2,000,000
Sale of refreshments 2,650,000 3,000,000
Grants from friends 200,000 140,000
Disco dance collections 4,000,000 4,500,000
Sale of old furniture receipts 120,000 100,000
Cinema collections 160,000 200,000
Total cash inflow 11,130,000 11,440,000
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Total cash available 11,130,000 18,070,000
LESS cash outflow

Payment of assets 2,000,000 2,500,000

Payment of wages 90,000 1,000,000

Repayment of loan installment 500,000 450,000

Payment of rent 60,000 70,000

Purchase of raw materials 1,000,000 1,500,000

Tax 100,000 120,000

Acquisition of furniture 180,000 170,000

Rates 150,000 160,000

Transport expenses 100,000 90,000

Installation of new machinery 250,000 200,000

Electricity bills 70,000 72,000

Total cash inflow 4,500,000 6,332,000
Net cash position 6,630,000 11,738,000

b) In the month of February the business had a net cash position of 6,630,000
(surplus) where the inflow exceeded outflows

In the month of March, the business had a net cash position of 11,738,000 (surplus)
where the inflows exceeded outflows. The business performed better in March than
in February

3.

>
>

The following information relates to the business of MUSAAZI ENTERPISES for the
months of October, November and December 2012

Cash balance brought forward from the month of September shs 20,000,000
Monthly cash sales shs 9,000,000

Monthly credit sales were shs 4,000,000 but repayment would be made in the
following months

The business bought furniture in the month of November 2012 with shs 1,000,000
Monthly cash purchases were shs 500,000

The business acquired a loan shs 12,000,000 in October to be paid in two equal
installments in the following months

Monthly salary bill was shs 700,000

Business received cash donation of shs 750,000 during the month of November
The business bought machinery worth shs 8,000,000 and paid shs 3,000,000 in
the month of October and the remaining amount would be paid in two equal
installments in the following two months

Required

a) Work out MUSAAZI ENTERPRISES cash flow statement for the months of October,
November and December

b) Explain the cash position of the business
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MUSAAZI ENTERPRISES
CASH FLOW STATEMENT
FOR THE MONTH OF OCTOBER, NOVEMBER AND DECEMBER

Transaction October (shs) | November (shs) | December (shs)
Balance b/f 20,000,000 36,800,000 39,850,000
Cash inflow

Cash sales 9,000,000 9,000,000 9,000,000
Credit sales - 4,000,000 4,000,000
Loan 12,000,000 - -

Cash donation received | - 750,000 -

Total cash inflow 21,000,000 13,750,000 13,000,000
Total cash available 41,000,000 50,550,000 52,850,000
LESS cash outflow

Purchase of furniture - 1,000,000 -

Cash purchases 500,000 500,000 500,000
Loan payment - 6,000,000 6,000,000
Salary bill 700,000 700,000 700,000
Purchase of machinery | 3,000,000 2,500,000 2,500,000
Total cash outflow 4,200,000 10,700,000 9,700,000
Net cash position 36,800,000 39,850,000 43,150,000

b) During the month of October, the business had cash position surplus of shs
36,800,000 hence was able to meet its cash outflows

During November, the business had cash position surplus of shs 39,850,000 hence
able to meet its cash outflows

During December, the business had cash position of surplus shs 43,150,000 hence
able to meet cash outflows

However the business performed better in the month of December than October and

November

4. The table below relates to the expected sales of Malusa enterprises for the
months of January to April 2010

Months
Sales (shs) 60,000,000

Note
i.

January February

70,000,000

March April
50,000,000 90,000,000

The company receives 60% of sales in the month of sale and the balance
in the next month.

The company is to receive extra share capital in the months of January
and March of shs 20,000,000 respectively.

The company expects a loan in February of shs 18,000,000

There is a rent refund in February of shs 2,200,000

In the month of march it excepts a grant of shs 4,000,000

The company excepts to buy raw materials worth 30% sales per month
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vii. The company expects to pay salaries to workers to shs 12,200,000.

viii.

iX. The returns to URA per month is to be shs 3,600,000
x. Payment of water bills per month is to be shs 3,600,000
xi.  Loan repayment per month is expected to be shs 3,000,000 beginning
with the month that follows the acquisition of loan.
xii.  Cash balance as per 315t December 2009 was shs 20,540,000

Required

Electricity charges are projected at shs 1,320,000 per month.

a. Use the information above to prepare a cash flow statement for Malusa

Enterprises

b. Advise him on what he can do to save the situation in case of a given a
negative cash flow position
MALUSU ENTERPRISES

CASH FLOW STATEMENT

FOR THE MONTHS OF JANUARY - APRIL 2014

PARTICULARS JANUARY FEBRUARY MARCH APRIL

SHS SHS SHS SHS
Cash balance b/d 20,540,000 37,820,000 82,300,000 | 125,580,000
Cash inflows
Receipt from sales 36,000,000 42,000,000 30,000,000 54,000,000
Balance of sales 24,000,000 28,000,000 20,000,000
Share of capital 20,000,000 20,000,000
Loan 18,000,000
Rent refund 2,200,000
Grant 4,000,000
Total cash inflows 56,000,000 86,200,000 | 82,000,000 74,000,000
Total cash available | 76,540,000 | 124,020,000 | 164,300,000 | 199,580,000
Cash outflows
Purchase of raw
materials 18,000,000 2,100,000 15,000,000 27,000,000
Salaries 12,200,000 12,200,000 12,200,000 12,200,000
Electricity charge 1,320,000 1,320,000 1,320,000 1,320,000
Water bills
URA remittance 3,600,000 3,600,000 3,600,000 3,600,000
Loan repayment 3,000,000 3,000,000
Total cash outflow 38,720,000 | 41,720,000| 38,720,000 50,720,000
Net cash position 37,820,000 82,300,000 | 125,580,000 | 148,860,000
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The following were projections of john musoga traders for the months of March, April,

May and June 2017

i. The business had a net cash deficit of shs 60,000,000 at the end of February
2017

ii. Expected monthly cash sales are to amount to shs 20,000,000.the cash sales
are expected to decrease by 20% after the first two months. Credit sales were
projected at shs 8,000,000 monthly with 60% of payments expected in the
month of sale and the balance in the following months less 10% discount.

iii.  Monthly cash purchases are expected to be shs 12,000,000.this was expected
to increase by 12% monthly basing on projected demand.

iv.  Monthly credit purchases are expected to be 40% of total monthly sales whose
payments are to be made in the following month less 5% discount.

v. A monthly salary for 20 workers was expected to be shs 400,000 per worker.
Two workers are to be terminated at the end of the second month and no
replacement is expected to be made

vi. The business planned to get a loan of shs 16,000,000 in the first month with
a repayment grace period of one month after acquisition. Its payable is in two
equal installments with an interest rate of 10% payable on reducing balance
method.

vii.  The business planned to sell old machinery worth shs 4,000,000 in May and
receive initial payment of shs 1,800,000 and the balance in the following
month. The depreciation is at a rate of 5%per annum

viii.  Rent receivable was to increase by 10%monthly .rent received at the end of
February was shs 1,000,000

iX. A cooler worth shs 10,000,000 was to be bought in March on hire purchase
basis. Down payment of shs 4,000,000 was to be made and the balance to be
paid in the ratio of 2/4, 1/4 and 25% the coming month repetitively

X. Advertisements of shs 3,000,000 were to be paid for at the end of June 2017

xi.  Creative sales persons are to receive commission of 5% of the month’s cash
sales revenue
xii.  Any cash shortage is to be offset with debenture at the beginning of the next

month with an interest rate of 10% per month for 4months payable together
with the debenture after 4 months from the month of debenture acquisition
Required
a) Prepare the cash flow statement for the business for the period of March to June
2017
b) Comment on the trend of net cash position of the business
c) Advise the business on the measures to adopt to overcome any cash deficit
JOHN MUSOGA TRADERS
CASH FLOW STATEMENT
FOR THE MONTHS OF MARCH, APRIL, MAY AND JUNE 2017

DETAILS MARCH SHS | APRIL SHS | MAY SHS JUNE SHS
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Cash balance (60,000,000) | (43,100,000) (7,430,000) | (18,221,800)
Add cash inflows;

Cash sales 20,000,000 20,000,000 16,000,000 16,000,000
Receipts from debtors 4,800,000 8,000,000 8,000,000 8,000,000
Loan 16,000,000

Rent receivable 1,100,000 1,210,000 1,331,000 1,464,100
Sale of old machinery 1,800,000 2,200,000
Debenture 43,100,000 17,430,000 18,221,800
Total cash inflows 18,100,000 | 29,210,000 27,131,000 | 22,664,100
Less :cash out flows

Cash purchases 12,000,000 13,440,000 15,052,800 16,859,136
Payment to creditors 11,200,000 1,552,800 16,859,136
Workers’ salaries 8,000,000 8,000,000 7,200,000 7,200,000
Loan principal payment 8,000,000 8,000,000
Interest on loan 1,600,000 800,000
Purchase of cooler 4,000,000 3,000,000 1,500,000 1,500,000
Advertisements 3,000,000
Commission 1,000,000 1,000,000 800,000 800,000
Total cash out flows 25,000,000 36,640,000 45,352,800 47,759,136
Net cash position (43,100,000) | (7,430,000) (18,221,800) | (20,095,036)

NET CASH POSITION

John musoga had a deficit of shs 43,100,000 by the end of March 2017
It reduced to a deficit of shs 7,430,000 by the end of April 2017

The business also had a deficit of shs 18 221,800 by thee of May

The business performance for four month was not good

EXAMPLE FOUR

The following information relates to projections made by mbale venders™ association
for the months of January, February, march and April 2018

Projected cash and bank balances as at December shs 20,000,000

Sales will be both cash and credit. January cash sales will be 800 units at price of shs
10,000 each. Thereafter, cash sales will be increase at a rate of 5% per month. Credit
sales for each month are expected to be shs 5,500,000.debtors will be expected to
pay in the month of sale.

The business plans to buy 15 computers at shs 650,000 each in March. And import
duty of 5% on total cost will be paid in addition.

Monthly expected expenses and payments include salaries and wages shs 30, 000,
000, machine servicing shs 300, 000, depreciation shs 100,000.salaries for April will
be paid in the month of March.

The business is paying back a loan of shs 10,000,000 previously obtained. Monthly
installments amount to shs 2,000,000 per month starting in February. The loan
attracts interest of shs 100,000 per month also payable starting February

The business will buy 900 units of raw materials at shs 6,000 each in the month of
January. The quantity of raw materials is expected to increase by 10% every month.
Purchase of raw materials is strictly on cash basis.
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The business expects to receive shs 10,000,000 as a donation in April and plans to
sell off an old motor van at shs 9,000,000 in March.

Required; prepare Mbale vendors™ association's cash flow statement for the period
of January to April 2018

MBALE VENDORS ™ ASSOCIATION'S
Cash flow statement

For the period of January, February, March and April 2018

Details January February March April

Balances b/f 20,000,000 | (2,200,000) | (26,640,000) (75,851,000)
Add cash inflows

Cash sales 8,000,000 8,400,000 8,820,000 9,261,000
Receipt from debtors 5,500,000 5,500,000 5,500,000 5,500,000
Cash donations 10,000,000
Sale of old vehicle 9,000,000

Total cash outflows | 33,500,000 | 11,700,000 | (3,320,000) | (51,090,500)
Less cash outflows

Purchase of computer 9,750,000

Import duty 487,500

Salaries and wages 30,000,000 30,000,000 60,000,000

Machine servicing 300,000 300,000 300,000 300,000
Loan repayment 2,000,000 2,000,000 2,000,000
Loan interest payment 100,000 100,000 100,000
Purchase of raw 5,400,000 5,940,000 6,534,000 7,187,400
materials

Total cash outflows '35 700,000 | 38,340,000 79,171,500 | 6,677,900
Net cash position (2,200,000) | (26,640,000) | (75,851,000) | (57,768,400)

5. Nakawa Trading Co. which plans to start a business, has availed the
following projected details for the first six months of the year, 2016.

i. Cash at bank shs 4,000,000 as at 1t Jan 2016

ii. Cash sales for January 2016, shs 5,500,000. The sales are expected to

increase by shs 500,000 every month. All sales will be by cash.

iii. Capitalization loan to be acquired from Stanbic bank in February, 2016 shs

5,000,000.

iv. Purchase of start-up assets during the month of February 2016, shs

5,000,000.

v. Monthly payments starting with January 2016.

Salary and wages 1,500,000
Rent 500,000
Advertising 150,000

vi. Pre-operating expenses to be paid January 2016 shs 4,200,000.

vii.Monthly loan repayments shs 600,000 will begin June 2016.

viii. Purchases occur in the month of sale and are expected to be 75% of each
month’s project sales. Purchases will be paid for after one month of
purchase.

Required:
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(a)Prepare a cash Flow statement for Nakawa Trading Co. for the period

January to June 2016.

NAKAWA TRADING COMPANY’S CASHFLOW STATEMENT FOR THE MONTH

OF JANUARY, FENRUARY, MARCH APRIL MAY AND HUNE 2016

Jan Feb Mar Apr May June

Particulars shs shs shs shs shs | shs ‘000’
‘000’ ‘000’ ‘000’ ‘000’ ‘000’

Bal. b/f _ 3,150 7,000 7,225 7,575 8,050
Add cash inflows
Share capital 4,000
Cash sales 5,500 6,000 6,500 7,000 7,500 8,000
Capitalization loan 5,000
Total cash inflows | 9,500 | 14,150 | 13,500 | 14,225 | 15,075 16,050
Less cash outflows
Purchase of startup 5,000
assets
Salary and wages 1,500 1,500 1,500 1,500 1,500 1,500
Rent 500 500 500 500 500 500
Advertising 150 150 150 150 150 150
Pre operating exp 4,200
Loan repayment 600
Purchases 4,125 4,500 4,875 5,250
Total cashoutflows | 6,350 7,150 6,275 6,650 7,025 8,000
Net cash position 3,150 7,000 7,225 7,575 8,050 8,050

NB: 50% penalty applies where currency units are missing

6. The following information relates to projections made by Zanda for the

months of January, February, March and April 2017

i. Projected cash and bank balance as at December 315, 2016 shs 20,000,000
ii. Sales will be both cash and credit, January cash sales are expected to be
800 units at a price of shs 10,000 each. Thereafter, cash will increase at a
rate of 5% per month. Credit sales for each month are expected to be shs

5,500,000. Debtors will be expected to pay the month of sale.

iii. The business plans to buy 15 computers at shs 650,000 each in March. An

import duty of 5% on total cost will be paid in addition.
iv.  Monthly expected expenses and payments include

Shs
Salaries and wages 30,000,000
Machine servicing 300,000
Depreciation 100,000

Salaries for April will be paid in the month of March

v. Zanda is paying back a loan of shs 10,000,000 previously obtained. Monthly
installments amount to shs 2,000,000 starting February. The loan attracts

interest of shs 100,000 per month also payable starting February.
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vi. The business will buy 900 units of raw materials at shs 6,000 each in
January. The quantity of raw materials is expected to increase by 10%

every month. Purchase of raw materials is strictly on cash basis.

vii. Zanda expects to receive shs 10,000,000 as a donation in April and plans
to sell off an old vehicle at shs 9,000,000 in March.
Required
a) Prepare Zanda’s cash flow statement for the period of January to April
2017.
ZANA’S CASH FLOW STATEMENT
FOR THE MONTHS OF JAN, FEB, MARCH AND APRIL 2017
DETAILS JAN FEB MARCH APRIL
SHS SHS SHS SHS
Balance b/f 20,000,000 | (2,200,000) | (26,640,000) | (82,194,500)
Add. CASH INLFOWS
Cash sales 8,000,000 8,400,000 8,820,000 9,261,000
Receipts from debtors 5,500,000 5,500,000 5,500,000 5,500,000
Cash donations
Sale of old vehicle 9,000,000
Total cash inflows 33,500,000 11,700,000 | (3,320,000) | (57,433,500)
Less cash outflows;
Purchase of computers 9,750,000
Import duty 487,500
Salaries and wages 30,000,000 30,000,000 60,000,000
Machine servicing 300,000 300,000 300,000 300,000
Loan repayment 2,000,000 2,000,000 2,000,000
Loan interest 100,000 100,000 100,000
Purchase of raw 5,400,000 5,940,000 6,237,000 6,548,850
materials
Total cash outflows 35,700,000 38,340,000 78,874,500 89,488,50
net cash position (2,200,000) | (26,640,000) | (82,194,500) | (66,382,350)

NB. The penalty of 50% applies where the candidate does indicate currency

Exercise

1. Bibuuza trading company had the following transactions for year

ended 2011

i. The company expects to sell goods every month worth shs 100,000,000 and
receives only 80% in the month of sale and the balance to be received one
month after the month of sale for all sales

ii. Expected share capital from shareholders in June and July shs 6.000,000 and
8,000,000 respectively

iii. Expected cash from debtors in July shs 10,000,000

iv.  Sale of old van in June shs 6,000,000
v. Monthly credit sales shs 30,000,000 and payment is to be received from
Debtors after every one month of sale
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vi. Loan is expected in May for shs 12,600,000 and it will attract an interest of
10% per month

vii.  The grace period given to the business will be month and after one month it
will start payment of the interest
viii. The company expected to pay raw materials worth shs 5,000,000 in the first

month but this is to increase by 10% monthly
iXx. By the end of April 2011, the company had a cash balance of shs 4,000,000
X. The company expected to buy a juice blending machine in May for shs
2,000,000 and pay cash of shs 1,000,000. The remaining amount to be paid
in the ratio 4:2:2 respectively in the following month
xi.  Purchase of fruit from farmers is projected at shs 2,000,000 which is to
increases by 20% after the first 2 months
xii.  Tax of shs 200,000 will be paid to KCCA monthly starting with the month of
June
xiii.  The dividends will be paid every after one month at a rate of 10% of average
share capital for four months
xiv. The company is to make a commission payment of shs 12,000,000 monthly
which is to reduce 5% monthly after the first 2 months
You are required to prepare a cash flow plan for four months starting with May 2011

2. The following information relates to Umoja investments for the months of May,
June, July and August 2015

» Opening balances as at 1t May 2012 was shs 320,000

» Output of 800,900,700 and 100 units were sold at shs 500 each during the
months of May, June, July and August respectively

» Loans of shs 500,000 and shs 300,000 were obtained from inland bank Itd in
June and August

» Receipts from debtors of shs 100,000, shs 80,000 and shs 30,000 were
registered for the months of June, July and August respectively

> Purchases of 700, 800, 900 and 1,000 units of raw materials were made in the
months of May, June, July and August respectively at a cost of shs 200 per
unit

» Labour cost for the months of May, June July and August were shs 150,000,
shs 120,000, shs 100,000 and 140,000 respectively

» A machine was bought and paid for in July for shs 1,000,000

» Monthly fixed cost of shs 20,000 per month were paid

» Monthly rent receivable from a shoe-shiner shs 50,000

Required:

a) Prepare a statement showing cash inflows and cash outflows for the months of
May to August 2015

b) Comment on the cash position of Umoja Investments Itd. For the four months

c) suggest measures which should be under taken to avoid a deficit in the cash
flow
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3. GAGAMEL ENTERPRISES LIMITED located in Masindi wishes to operate a
restaurant in Kigumba town soon and below is summary of its cash projections
for the first three months of the year i.e. January to march 2014

» Cash sales shs 1,860,000 and shs 930,000 respectively

» Loan from Faulu Uganda Itd shs 1,450,000 in January

> Receipts from debtors shs 890,000 in February and shs 925,000 in march

» Cash purchases of shs 720,000, shs 480,000 and shs 240,000 respectively

» Monthly direct wages of shs 48,000

» Administrative expenses of shs 63,000 however expected to reduce by shs
2,000 after a month

» Electricity of shs 48,000 per month to be incurred and paid

» Selling expenses of shs 20,000 and shs 15,000 in January and march
respectively

» Corporation tax of shs 226,900 to be paid immediately after a month of
commencement of operation

» Cash purchase shs 250,000 in February, to be paid for the following month

» A cash deficit in a given month is to be offset by getting a loan in the following
month.

Required

a) Use the above information to prepare a cash flow statement for the given
period

b) Comment on the cash position of the business

c) Suggest measures that the business can undertake in case of a cash flow short
fall

4. Vivian is a student of S.6 and she plans to open up a restaurant in her S.6
vacation. Here is a summary of her cash plan for the first three months of the

ear

<> éash sales shs 1,860,000, shs 1,395,000 and shs 930,000 respectively

% Loan form youth Development fund shs 1,450,000 in January

% Receipts from debtors shs 890,000 in February and shs 9,250,000 in march

% Cash purchase of shs 720,000, shs 480,000 and shs 240,000 respectively

% Direct wages of shs 48,000 each month

% Administrative expenses shs 63,000, shs 61,000 and shs 61,000

% Electricity shs 30,000 per month

% Selling expenses shs 20,000, shs 150,000 in January and March respectively

% Taxes shs 226,000 to be paid in march

% Cash purchases of assets shs 2,900,000 in January

% Credit purchases shs 250,000 in February to be paid for the following month

% A cash deficit is offset by getting a loan in the following month

Required

a) Prepare a cash flow statement for the given period

b) Comment on the cash position of the business

c) Suggest measures that Vivian can take to avoid cash flow deficits
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Controls to manage the flow of funds in a business or measure under taken
to solve an anticipated cash deficit (cash flow short fall)

v

v

Looking for the possible ways of increasing cash sales, like through carrying out
sales promotions

Reducing the expenditure on some possible items, like salaries and wages bills so
long as it will not affect the business image and operations

Delaying some cash expenditures, for instance extending the payment for salaries
and wages for workers on conditions that it will not affect productivity
Acquisition or applying for a loan from possible financial institutions like Banks
and other recognized credit institutions

Carrying out strict monitoring and control cash inflows and outflows like
monitoring cash sales and cash spent on purchases and other avenues so as to
reduce / avoid cash mismanagement and misuse

Encouraging more of cash sales than credit sales so as to increase inflows like
offering cash discounts and other after sales services to prompt payers
Bargaining with the financiers for a lower interest rate paid on loans, this however
reduces cash spent on servicing the loan acquired

Bargaining for a longer repayment period for the loan principle and the associated
charges

Sourcing possible suppliers who can offer good on credit, this will reduce the
outright cash outflow on cash purchases, through extending payment at a later
date

Mobilizing more capital from owners (shareholders) or his own saving / sources if
it is personal business

Sourcing funds from friends and relatives in form of donations, grants etc. this
however increases the cash inflows in the business

5. The following projections were made by MONDO during the month of

January 2014.
On January 1, 2014, the business had a cash balance of Shs. 33,000,000.
The business expected to make credit sales of Shs. 12,000,000 monthly of which
payment of 80% was to be made in the month of sale and the balance paid in the
next month.
The business was to get a loan of Shs. 3,000,000 in January. The loan was to
attract an interest of 5% monthly after one month of grace period.
The business expected a donation of Shs. 2,000,000 in January. This was to
increase by 10% monthly.
Cash sales expected monthly amounted to Shs. 20,000,000.
The business had a policy of paying 2% commission on each sales.
The business was to sell the old vehicle at Shs. 8,000,000 and receive 60% of the
total price receive the balance in the ratio 3:2 in the following months.
The business was to buy office buy office desks in march each at a cost of Shs.
60,000.
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v' Monthly cash purchases expected at Shs. 17,000,000.

v Loan repayment was to be in two equal monthly principal installments.

v' Credit purchases were expected to increase by 5% every month. Credit purchases
made in January amounted to Shs. 18,000,000.

v' Labour cost was expected at Shs. 600,000 per employee for 20 employees.

v The VAT of 18% was to be separately paid in response to the purchase of office
desks.

Required:
a) Prepare MONDO’s monthly cash flow statement for four months.
b) Comment on the trend of the Net Cash position of MONDO’s business.

6. Amooti wholesalers plan to operate their business as follows, with projected

details for four months of the year 2016.

i.  Share capital of shs 600,000 as at 1t march 2016
ii. Cash sales for march 2016 shs 8,250,000 and sales to increase by shs
750,000
iii.  Monthly debts to be collected are shs 2,000,000, but expected to increase
by shs 200,000 per month.
iv.  Aloan worth shs 7,500,000 to be acquired from tropical bank in April 2016
v. Monthly credit sales of shs 4,000,000. But 60% will be paid in the month
of sale and balance to be paid in the following month.
vi.  Startup equipments worth shs 7,500,000 to be bought in April 2016.
vii.  Monthly expenses for servicing of refrigerators expected to be shs 200,000.
viii.  Monthly payments are salaries shs 2,250,000, security shs 750,000,
insurance shs 225,000.
iX.  Monthly utility bills shs 750,000 are paid.
X.  Startup expenses of shs 6,300,000 paid in March.
xi.  Monthly loan repayment shs 900,000 will start in May.
xii.  Purchases are expected to be shs 2,000,000 monthly.
Required to:

a) Prepare a cash flow statement for Amooti wholesalers for the period from March
to June 2016

b) Give any five importance of the cash flow statement to Amooti wholesalers

7. (a) Outline four main causes of cash flow problems in an enterprises
(b) KAPAPALA ENTERPRISES LTD has the following cash flow projections in
the 15t quarter of the year 2017

i) Cash shortfall brought down from last month of the last quarter 2014 was shs
5,890,000.

ii) Commission income for the first quarter shs 6,000,000. This is to be spread in
3 months of the first quarter of the year in ratios 3:2:1 respectively.
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iii) Donations (first month of 1t quarter) shs 8,000,000.

iv) Machine disposal (in 2" month of the 1%t quarter of the year) was projected to
be shs 4,000,000

v) A loan to be obtained in the 1t month of the 2" quarter of the year shs
10,000,000. This will attract a monthly interest of 5% starting with the 2"
month of the 2" quarter of the year.

vi) Cash to be received from trade debtors as follows;
15t month 3,040,000
2"4 month 5,360,000
39 month 7,280,000

vii)Debentures of shs 16,820,000 and shs 5,740,000 for the 1t month and 2"
month of the 15t quarter respectively were to be obtained.

viii) A cash refund of shs 900,000 is to be received from suppliers in the 1st
quarter. This is in respect of overpayment made on cash purchases made in
the last month of the previous quarter.

iX) Monthly cash purchases to amount to shs 3,900,000

x) Debenture repayment is to be effected in the last month of the 1%t quarter and
the 1t month of the 2" month of the year for the two debentures obtained
respectively.

xi) Credit purchases for the period are projected to be shs 21,000,000 in the last
month of the 1t quarter. However, no payments to credit supplier’'s will be
made until 2" month of the 2" quarter.

xii)Equipments are to be purchased during the 1%t month of the 1%t quarter at a
cost of shs 16,000,000

xiii) The enterprise projects monthly cash sales of shs 20,950,000. This will attract
a monthly sales tax of 15% per the cash sales made in that month.

xiv) Audit fees per month are to be shs 750,000. This will be paid once in the last
month of the 15t quarter.

xv) Wages and salary bills per month will total to shs 810,000.

xvi) Purchase of machinery in the 2" month of the 1%t quarter of the year is to
cost shs 5,000,000.

xvii) Repairs and Maintenance per month are to cost the enterprise shs 320,000.

xviii) Non - current assets to depreciate at a rate of 3% by the end of the 1%t
quarter.

xix) Rent income of shs 650,000 per month is projected in the 15t quarter of year
starting with the 15t month.

You are required to prepare Kapapala’s cash flow statement for the 1t quarter of the
year.

What measures can Kapapala enterprises Ltd put in place in order to avoid cash short
falls in the subsequent period?
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8. SMART BUSINESS CENTRE presented the following cash inflow and cash
outflows for the month of august 2017.

August 2017 amount (shs)
Balance c/d 8,400,000
Cash inflows

Cash sales 250,000,000
Cash collected from debtors 43,000,000
Loan from centenary bank 30,000,000
Penalties for delayed payments 1,500,000
Commission income 6,000,000
Interest on cash deposits 500,000
Donations and grants received 30,000,000
Total cash inflows 369,400,000
Cash outflows

Purchase of stock 110,000,000
Labour cost 60,000,000
Power and utilities 5,000,000
Administrative costs 1,500,000
Payments to creditors 50,000,000
Purchase of machinery 21,000,000
Total cash outflow 247,500,000

However the following projections are available for the months of September, October
and November 2017.

v

v

v

Cash sales revenue is expected to increase by 5% in September and October. It
will drop by shs 500,000 in the month of November.

Cash collections from debtors will increase by 10% in September and October. No
cash will be received from Debtors in the month of November

No further loans will be received until December 2017.

Commission income is expected to double in the month of September and reduce

by % of September’s commission income in the next two months.

SMART Business Centre will continue receiving interest on deposits equivalent to
what was received in August.

Donations and grants were received only in August and no further penalties on
delayed payments will be charged.

De-capitalization of Assets will be done in September and this will generate shs
13,000,000.

Cash purchase of stock will be maintained at the same level in September and
October. However it will drop by 10,000,000 in the month of November.

Labour costs for September, October and November will also be the same as that
of August.

Power and utilities will also be the same as they appear in August.

There will be an increase of shs 500,000 monthly in the administrative costs.
The business is expected to start paying corporation tax every month of shs
2,000,000. However, this will be paid as a single sum in November.

The loan acquired in August will be paid back in 6 installments starting in the
month of September.

SMART Business Centre will pay a monthly interest on the loan at a rate of 5% on
reducing balance starting in September.
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v" The will donate shs 1,000,000 to Good Samaritan children’s Centre in September.
This will increase by 4% every month.
v' The proprietor is expected to use shs 1,600,000 every month for his family needs
starting in October 2017.
Required
i. Prepare a cash flow statement for SMART BUSINESS CENTRE for the months
of September, October and November 2017.
ii. Interpret the Net cash position of the business.

9. Jabex limited a company dealing in general merchandise, expected opening
balance of shs 30 million in January 2014. The budgeted sales for the months were
as given below

Month shs (000)
November 2013 80,000
December 2013 90,000
January 2014 75,000
February 2014 75,000
March 2014 80,000

Analysis of records shows that customers settle their debts in their following pattern
e 60% within the month of sales
e 25% the following month
e 15% in the second month after sale.

Extracts from the purchase budgeted were as follows

(Shs 000)
December 60,000
January 55,000
February 45,000
March 55,000

e All purchases are collected on credit and past experience show that 90% are
settled in month of purchase and the balance in the following month.
e Wages of 15 million, transport (expenses) of shs 20 million including
depreciation of 5 million are settled monthly
e Tax of shs 8 million is to be paid in February and the company will receive
settlement of an insurance claim of shs 25 million in March.
Required
Prepare the statement of cash flow for the business for three months starting with
January 2014.

Interpret the net cash position of the business

10. The following projections relate to Kakira Enterprises during the months of
May, June, July and August 2017.
i. On May 1, 2017 the enterprise had a cash balance of Shs. 40,000,000 and
Bank balance of Shs. (8,000,000).
ii.  Outputs of 600 units, 650 units, 750 units and 950 units each at Shs. 1,200
were to be sold in the months of May, June, July and August on cash basis.
iii.  Monthly credit sales were projected to be 25% of cash sales but payment would
be received next month less 5% discount.
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iv.

Vi.

Vii.

Donations were projected as follows;

Month Shs

May 1,000,000
June 1,800,000
July 1,500,000
August 3,000,000

The business receives monthly rent income from its property. Rent received
on 30, June was Shs. 600,000 but this was expected to increase by 10% after
one month.

Inputs of 500 units, 800 units, 1100 units and 1400 units each at Shs. 950
were to be purchased on cash basis.

Monthly expenses were projected as follows;-

Expenses Shs

Utilities 250,000
VAT 180,000
Advertising 100,000

In July, no VAT was paid.

viii.  Credit purchases of Shs. 900,000 were made in June. The business has a policy
of paying for credit purchases in 2 equal installments after on month.
iXx. The business has a policy of paying a 5% sales commission on total monthly
sales. No commission was paid in the first 2 months.
You are required to;-
a) Prepare Kakira Enterprises’ cash flow statement for four months
b) Advise Kakira Enterprises on various ways of managing business cash
surpluses
11. The following information belongs to Kampala traders
particulars shs
Cash at hand on 01.04.2014 25,000,000
Monthly salaries and wages 10,000,000
Interest payable in 2014 5,000,000
Cash sales May 140,000,000
June 152,000,000
July 121,000,000
Credit sales April 100,000,000
May 80,000,000
June 140,000,000
July 120,000,000
Credit purchases April 160,000,000
May 170,000,000
June 240,000,000
July 180,000,000
Transport April 18,000,000
May 20,000,000
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June 22,000,000
July 21,000,000

Additional information

i
ii.
iii.
iv.
V.

Vi.

50% of credit sales are collected in the same month of sales and balance collected
in the following month.

Collection from credit sales are subjected to 5% cash discount of the payment
received in the same month of sale

Transport is payable in the same month of occurrence

An old van will be sold in July at shs 300,000

Monthly credit purchases amount to shs 150,000,000 paying 70% in the month
of purchase and the balance payable in the following months

These credit purchases attract a cash discount of 2% of the amount of money
payable that month

Required

a) Prepare a cash flow statement for May, June and July 2014
b) State the net cash position of Kampala traders Itd
¢) How can Kampala traders improve on their net cash position?

12. Opera enterprises operates a maize mill. The information below relates to the
maize mill for the year 2017.
i.  Opening cash balance as 1°t January 2017 shs 2,200,000

ii. Salesin Kg:
January 90,000
February 100,000
March 80,000
April 20,000

Each kg was sold at shs 500 on cash basis

iii. Obtained shs 10,000,000, 15% interest on loan from ADC bank in two
instalments; shs 6,000,000 in February and shs 4,000,000 in April.

iv.  Receipts from debtors were shs 2,000,000, shs 900,000 and shs 400,000
for the months of February, march and April respectively

v.  Production of raw materials in kg used were as follows

January 6,000
February 7,000
March 8,000
April 9,000

The above raw materials cost shs 2,000 per kg

vi. Labour costs for; January were shs 2,000,000, February shs 1,800,000,
March shs 1,700,000 and April shs 1,950,000.

vii.  Production expenses; January shs 500,000, February shs 300,000, March
shs 300,000 and April shs 450,000.

viii.  Monthly administrative and marketing expenses shs 300,000

iX. A generator was bought at shs 20,000,000 on credit in January. Half of the
cost was paid in March and the balance in April 2017, paid in two weeks’
time.

X. Thieves broke into the office and stole shs 70,000,000
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Required

a) Prepare Opira enterprises’ cash flow statement (cash budget) for the months
of January, February, March and April 2017
b) Propose ways of minimising cash deficits in the business

BUSINESS CALCULATIONS AND FINANCIAL ANALYSIS
Reasons for carrying out business calculations /book keeping information
e To enable the business owner to identify whether the business is making profits
or not.
To make it easy to identify the total sales made in a given period of time.
To enable the business owner to identify the performance of the business.
To enable the business owner to obtain a bank loan.
To enable the business owner to create a basis for future planning.
To help in tax assessment on business activities.
To provide information to potential investors who may wish to invest in the
business.
e To provide information to business advisors and consultancy firms.

COMMON TERMS USED IN BUSINESS CALCULATIONS.

> Purchases. These are goods bought in the business for the purpose of reselling
them to get profits.

> Sales / Turnover. Refers to the total amount of goods sold in the business for
the purpose of reselling them to get profits

> Return inwards. These are goods which are initially sold to customers but later
returned to the business premises. This may arise out of poor quality, damage,
expiry date, wrong colour and size etc. return inwards reduce the value of total
sales and they are therefore subtracted from the total sales of the business in
order to obtain the total Net sales.

> Return outwards. These are goods returned to the suppliers after initially
buying them from them. (From where they were purchased). Goods may be
returned to suppliers due to poor quality, damage, expiry dates, and wrong colour
or size etc. returns outwards reduce the value of purchases and are therefore,
subtracted from the total purchases in order to obtain the “Total Net purchases”

> Rate of stock turnover. This refers to the number of times business’ stock is
replaced. It measures the speed at which the stock of a business is cleared in a
year. It is arrived at by dividing the cost of sales by average stock

> Debtors. It refers to a person or firm that owes the business money I.e a person
or firm supposed to pay business money. e.g a person to whom the business has
supplied goods on credit.
Note: debtors are a current asset to the business

» Creditors. This is a person or firm to whom the business owes money. I.e a
person or firm that is supposed to be paid by the business. E.g a supplier of goods
to the business on credit.
Note: creditors are a current liability to the business

> Drawings. It refers to money or goods taken from the business by the owner for
personal or private use. Drawings are subtracted from capital because they reduce
the capital of the business. i.e capital - drawings

» Solvency. This is an economic state where the business has more assets than
liabilities and therefore capable of paying its debts from its own sources.
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>

>

>

Insolvency. This is an economic situation where the business has more liabilities
than it assets and the business is unable to meet its debts from its own sources.
This implies that the business cannot pay its debts even if it sells off its assets.
N.B insolvency is not same as bankruptcy. A business may be insolvent and may
still continue trading and may even be able to wipe off the deficiency. But once it
is declared bankrupt, it must cease functioning, sell off its assets and distribute
the proceeds among creditors in ratio of their debts

Bankruptcy. This is an economic situation where the business has excessive
liabilities or debts and it cannot even pay them.

Stock taking / stock counting. This is the physical counting of the goods in the
business after a given period of time.

OVER TRADING. It's a situation where a firm has more or too much stock
compared to other current assets

Criticism/ dangers of over trading / dangers of holding too much stock

>

e Storage facilities may be inadequate hence stock may be insecure, damaged
or stolen

e Price fluctuations or uncertainties in the market like unexpected decline in
demand causing losses

e If the stock is not sold quickly, the firm may run short of working capital to
meet the day to day activities

e Stock may become obsolete / outdated

Stock evaluation. This is the monetary value of the stock counted for a given

period of time.

Capital. This is the money or physical items such as machinery invested in the

business with the aim of making profits

Working capital. This is the amount of money needed for daily running of the

business

OR. Is the excess of current assets over current liabilities of a business (Net

Current Assets).It is given by

Working Capital = Current Assets - Current Liabilities

Note: when the current liabilities exceed current assets, the business is said to be
Deficient of working capital and this situation is called Deficiency

>

Liquid capital. It refers to current assets that can easily convert and quickly be
converted into cash. Ie Quick assets. They include cash at hand. Cash at bank and
debtors

Note. Closing stock is excluded because it takes a little bit of time to be sold on
credit first and later cash is collected after a given credit period
N.B. liquid funds means cash at hand and cash at bank only

>

>

YV V V

Capital employed. This refers to the total assets used in the business or
summation of fixed assets and working capital.

Borrowed capital. This is the amount of money borrowed by the business and
it's to be paid back after a long period e.g Bank loan , Debenture and Mortgage
Circulating capital. These are total current assets whose value keeps on
changing.

Margin. This is the ratio of Gross profit to Net sales expressed as a percentage.
Markup. This is the ratio of Gross Profit to Cost of sales express as a percentage
BALANCE SHEET. It's a financial statement prepared to show the financial
position of a business at a given date/ period of time
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OR
It is a financial statement that shows the value of assets, liabilities and capital of
a business as a particular date

Stock. This refers to the unsold goods of a business at a given period of time. It
is of two categories i.e

a) Opening stock. It refers to the unsold goods held by a business at the
beginning of a trading period is also called stock at start

b) Closing stock. It refers to the unsold goods held by the business at the
end of a trading period. It is also called stock at hand or stock at close
LIABILITIES. These are debts or financial obligations of a business to the
outsider, ie debts that must be paid by the business to the owner or outsiders.
Liabilities are of two categories

a) Long term liabilities. These are claims or debts of a business payable over a
long period of time ie over one year. E.g loans , debentures, capital, creditors

b) Current / short term liabilities. These are debts of a business payable
within a short period of time not exceeding one year. E.g creditors, bank
overdraft, accrued, unpaid expanses, incomes received in advance , Expenses
due, arrears

ASSETS. These are properties of value owned and used by a business to generate
income. They are categorized into two i.e current and fixed assets

a) Fixed assets (Non-current assets). These are properties of value acquired
by a business for use over a long period of time I.e more than one year and
are not for resale e.g buildings, machinery, furniture, motor vehicle, fixtures
and fittings, equipments, tools, textbooks, Good will etc

b) Current assets. These are properties of value uses by a business for a short
period of time i.e not exceeding one year. E.g not exceeding one year. E.g
closing stock, debtors, cash in hand, prepaid expenses, income earned but not
yet received etc some of them are used in the day to day running of the
business while others are for resale like stock

GROSS PROFIT. It's the excess of selling price over cost price or the excess of
net sales/turn over, over cost of sales i.e Gross profit = sales / turn over - Cost
of Sales

NET PROFIT. This is the actual profits of a business after subtracting all
expenses from the gross profits. i.e Net profit = Gross profit - Expenses

Note: net profit is added on to capital of the business in the balance sheet because
it increases capital

NET LOSS. It's where the business expenses exceed the gross profit. It's
subtracted from capital in the balance sheet. i.e Capital — Net Loss

Note: Gross and Net profit shall be discussed and calculated later in the chapter

>

Expenses. These are costs incurred to keep the business operating e.g Rent,
Electricity bills, transport, salaries and wages, insurance premiums, advertising
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costs, postage and stationery, bad debts, depreciation of fixed assets, carriage on
sales etc.

> UNDERTAKING. It is where a firm has less stock compared to other current
assets

> Capitalization. refers to how the business has financed its assets ie (private
finance or borrowed finance)

> UNDER CAPITALIZATION. this is where a business invests most of its capital
or money in fixed assets than current assets hence making it less profitable
Note. This means that the business will constantly borrow from outside to get
working capital
UNDER CAPITALIZATION. This is where the firm’s current assets are most than
its fixed assets
Bad debt. This refers to a debt that cannot be recovered by the business i.e it is
an irrecoverable debt.

COMMON FORMULAS
i) Turnover / sales = Sales - Sales Return (Return Inwards)
Or
Turn Over / sales = Gross Profit + Cost of sales
Or

G P it
Turnover / sales = £ Prorit

Margin
ii) Goods available for sale = Opening stock + Net purchases = Good available for
sale. This is the sum (total) of opening stock and Net purchases of the business

ili)Net purchase = Purchases - Purchases Returns / return Outwards + Additional
expenses on purchases (if any) e.g carriage Inwards (carriage on purchases),
Wages, Taxes on purchases, Customs duty, etc

iv) Cost Of sales. This refers to the price or value at which goods sold by the
business (sales) are purchased. It is also called Cost of Goods Sold or Sales at
Cost. Thus:

COST OF SALES = (opening Stock + Net Purchases) - Closing stock
OR

COST OF SALES = sales (turn over) - Gross profit

Other formulae which can also be used to calculate the cost of sales
Thus;

COST OF SALES = Average stock X Rate of stock Turn over

Or

COST OF SALES = “=S"92 X sales (Turn Over)

v) Gross Profit = Net sales - Cost Of Sales
Or
Gross Profit = Margin X Net sales
Or
Markup X Cost of Sales
Or
Gross profit = Net profit + expenses

vi) Closing stock = Opening Stock + Net Purchases - Cost of sales
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vii)Opening stock = cost of sales - Net Purchases
viii) Net Profit = Gross Profit - Expenses

iX) Net Loss = Expenses — Gross profit
DETERMINATION OF THE CAPITAL STRUCTURE OF THE BUSINESS
Capital. This refers to the amount of resources invested or injected in the
business. Or a claim by the owner against the business. Capital can be categorized
into the following.

x) Capital Owned / Owner’s Equity / Net worth

Two basic formulae for calculating owner’s equity
a) Capital Owned = Total Assets — Total liabilities
b) Capital Owned = capital at start + Net Profit - Drawings + Additional

capital (if any)
Note.

% Net worth of the business refers to the Net assets in the business. (ie Total
Assets — Total Liabilities)

% Owner’s equity represents the owner’s claim on the business which is Net
Worth of the business

xi) Fixed capital. This represents the value of resources invested in Fixed Assets
Fixed capital = total fixed assets

xii)Working capital / Net current Assets. This is the excess of current Assets Over
Current Liabilities
Working Capital = Current Assets — Current Liabilities
Note. When current Liabilities exceed Current Assets, the business is said to be
deficient of working capital and the situation is referred to as deficiency

xiii) Liquid capital. This refers to the Assets which can easily and quickly be
converted into cash ie quick assets. They cash at hand, cash at bank and debtors
Liquid funds = cash at hand and cash at bank

xiv) Capital employed
Capital employed is used in two different ways
a) Gross capital employed. This refers to total assets of the business
ie Fixed Assets + Current Assets
b) Net capital employed. This can be determined by the use of any of the
two formulas below
% Net Capital employed = Fixed Assets + Working Capital
% Net capital Employed = capital owned + Borrowed capital
Note. For examination purposes, the term capital Employed will imply Net
Capital Employed

xv) Borrowed capital / loan capital. This is the part of capital provided by long

term liabilities like debentures, commercial mortgages and other long term loans
from financial institutions
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Business sheet .this is the statement which shows the financial position of the
business after a given period of time

Income statement/ trading account .This is financial statement which is
prepared to ascertain the amount of gross profit or gross loss and net profit or
net loss made by the business after a given period of time.

OTHER CALCULATIONS FROM THE BALANCE SHEET

Determination of liquidity of a business

Liquidity of a business is the ability of a business to meet its current liabilities / debts
using its current assets (the ability of a business to manage its working capital) it's
determined by two major ratios below

i) Current ratio / working capital ratio. This is the ratio of current assets to
current liabilities
I.e current assets: Current liabilities

It measures the ability of a business to pay off / meet its current liabilities /
debts using its current assets

. C t t
Current ratio = ———on- 958%¢28

Current liabilities

Note. A ratio of 2:1 is preferred by the business
Using the example above:

Current assets = shs 65,000

Current liabilities = shs 35,000

65,000
=1.86:1
35,000

This means that the business current assets can cover its current liabilities
1.86 times without any problems ie it's able to pay its current liabilities using
its current assets with ease

ii) Quick ratio / liquidity ratio.
This shows or measures the ability of a business to pay its immediate debts /
liabilities using current assets that can easily be converted into cash

Therefore current ratio =

It's the ratio of quick assets to current liabilities

Note: quick assets exclude stock

current asset—closing stcok

Quick / acid test / liquid ratio =

current liabilities

Or = Quick assets/liquid assets

current liabilities

Using example one to substitute into the formula

65,000—15,000 _ 50,000

= =1.43:1
35,000 35,000

Quick ratio =

This implies that the firm has a capacity to pay its current debts 1.43 times
using it most realizable / liquid assets

38| Page by kimuli fred 0752818204



Example 1
The following information trial balance was extracted from the books of JAK stationery
shop as at 28 February 2017.

Details Dr Cr
Sale 128,000
Purchases 90,000
Returns 6,000 5,000
Carriage inwards 10,000
Opening stock 28,000
Rent 4,000
Advertising 8,000
Premises 122,000
Machinery 75,000
Debtors 18,000
Creditors 31,000
Bank loan 60,000
Cash at hand 14,000
Cash at bank 27,000
Drawing 10,000
Discount allowed 5,000
Discount received 6,000
Commission receivable 20,000
Capital 190,000
Carriage outwards 8,000
Wages and salaries 15,000

440,000 440,000

Required: prepare income statement for JAK stationery shop for the year ended 28
feb 2017 and balance sheet as at 28 February 207
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JAK STATIONERY SHOP'S
Income statement
For the year ended 28 February 2017

Particulars

Shs

Shs

Shs

Sale

Less: sales return

Less cost of sales

Opening stock

Add: purchases

Add : carriage

Purchases before returns

Less: purchase returns

NET PURCHASES

Goods available for sale

Less: closing stock

Cost of sales

GROSS PROFIT

Add: discount allowed
Commission receivable

Gross income

LESS: OPERATING

Rent

Advertising

Discount allowed

Carriage outward

Wages and salaries

Total operating expenses

NET PROFIT

90,000
10,000
100,000
5,000

128,000
6,000

28,000

95,000

123,000
48,000

6,000
20,000

122,000

75,000

4,000
8,000
5,000
8,000
15,000

47,000

26,000
73,000

40,000

33,000
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JAK STATIONERY SHOP'S
Balance sheet
As at 28 February 2017

DETAILS SHS SHS SHS

FIXED
Premises 122,000
Machinery 75,000 197,000
Current assets
Stock 48,000
Debtors 18,000
Cash at bank 27,000
Cash in hands 14,000 107,000
Less: current liabilities
Creditors 31,000
Working capital 76,000

CAPITAL EMPLOYED 273,000
FINANCED BY
Capital 190,000
Add::net profit 33,000

Less: drawings 10,000 227,000
Add :Bank loan 60,000

NET CAPITAL EMPLOYED 273,000

The following relates to the trial balance extracted from salt traders for the year
ended 31 December 2015.

Particulars Dr shs Cr shs
Cash in hand 42,000

Cash at bank 80,000

Stock 1.1.2015 100,000

Creditors 100,000
Returns inwards 15,000

Sales 560,000
Purchases 315,000

Salaries 40,000

Water bills 6,000

Postage 2,000

Drawings 89,000

Return outwards 10,000
Furniture 750,000

Motor van 350,000

Loan 300,000
Rent income 12,000
Carriage inwards 7,000

Carriage outward 10,000

Capital 824,000
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Closing stock

13,500

1,806,000

1,806,000

SALT TRADERS®
INCOME STATEMENT
For the year ended 31 December 2015.

PARTICULARS

SHS

SHS

SHS

Sales
Less: returns inwards
Net sales
Less cost of sales
Opening stock
Add: purchases
Add :carriage inwards
Purchases before returns
Less :returns outward
Net purchases
Goods available for sale
Less closing stock
COST OF SALE
Gross profit
Add: rent income
Gross income
LESS OPERATING COSTS
Salaries
Water bills
Postage
Carriage outwards
Total expenses
NET PROFITS

315,000
7,000
322,000
10,000

100,000

312,000

560,000
15,000

412,000
13,500

40,000
6,000
2,000
10,000

545,000

398,500

146,500
12,000

158,500

58,000
100,500

SALT TRADERS"
Balance sheet

As at 31 December 2015

Details

shs

Shs

shs

ASSETS

Fixed assets
Furniture

Motor van
Current assets
Cash in hands
Cash at bank
Closing stock

42,000
80,000
13,500

750,000
350,000
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LESS: CURRENT LIABILITIES 135,500
Creditors
Working capital 100,000 35,500
CAPITAL EMPLOYED 1,135,500
FINANCED BY:
Capital
Add: net profit 824,000
Capital before drawings 100,500 924,500
Less: drawings 89,000
Capital worth
Add long term liabilities 835,500
300,000
NET WORTH
1,135,500

FINANCIAL RATIOS AND ANALYSIS

A ratio is a mathematical expression of one figure to another. Ratios enable
comparison of one figure to another

Ratio Analysis. This is a technique used to come up with an opinion about the results
of a business as reflected in the final accounts i.e in the trading profit and loss account
(income statement) and the balance sheet

THE PURPOSE OF FINANCIAL RATIOS

< To compare business performance over several financial periods

@ To compare business performance with that of other businesses within the
same industry

« To guide management in formulating /making future financial or investment
plans and policies

IMPORTANCE OF FINANCIAL RATIOS

@ They help in comparison of a firm’s performance over time I.e current and past
accounting periods to tell whether the business is declining or doing well

= Ratios help to compare the growth and relative efficiency of a business with
competitors in the same industry

« They provide a basis for making future business policies and plans to achieve
the set goals

= Financial ratios also help investors in evaluating a business and its shares
especially those selling shares to the public through stock exchange

@ They are used by tax authorities to assess the amount of tax to be paid by
different businesses

« They can be used by businesses to access credit facilities from lenders or by
lenders to extend credits to clients or business

RATIOS AND RATIO ANALYSIS

There are several types of ratios and each is designed to satisfy a particular aim
