	
	2022
	2021

	·         Gross profit margin 
	62.50
	42.86

	·         Operating profit margin 
	35.00
	12.86

	·         Interest cover 
	4.67
	18.00

	·         Stock turnover 
	85.17
	36.50

	·         Gearing 
	0.71
	0.29



b) 
· Distribution costs appear to be understated. 
· It is usual for there to be a positive correlation between movement in revenue and distribution costs. However, revenue has decreased and distribution costs have increased.  
· This is odd and the reason must be discovered during the audit e.g. obtain breakdown of distribution costs and agree to invoices for occurrence. 
· GP% increase not in line with expectations 
· Scenario says “pressure on margins”, but GP% has actually increased in figures. 
· The reason for the increase in GP% should be investigated in the audit. It could be due to an increase in selling price, but it could indicate overstatement of sales, overstatement of closing inventory or misclassification of purchases. 
· Interest cover down significantly 
· Due to new loan in year – Is in line with expectations – but possible effect on cash flow / going concern 
· Auditor to obtain a copy of the loan agreement and review any loan covenants. It will be necessary to determine the repayment terms and ensure proper classification of current and non-current balance. 
· Directors just met bonus targets  
· Potential for window dressing 
· Check subjective provisions 
· Inventory is very high 
· Potentially overstated 
· Perform existence and valuation tests on inventory balance 
· Cash / liquidity problems 
· No cash in bank and cash this year 
· Perform a review of liquidity situation – emphasis on going concern 
