[bookmark: _GoBack]1

Assignment title: 	Accounting Fundamentals Assessment 1
Programme: 		BA Business Management
Module code: 		LCBB4001



Student name: 		Bilyana Todorova
Student Number: 	2010307
Lecture Name:                Winifred Soribe


Declaration: In submitting this work, I affirm that my work adheres to the scholarly and intellectual standards of honesty and integrity. I affirm that this work is my work only and that in the preparation of this work I have not consulted any person. I affirm that I have not plagiarised or misrepresented the ideas or language of someone else as my own and that I have fully and accurately attributed any ideas or text of others to the sources and documented each source





Used literature and scientific materials: 
1/ McLaney and Atril, (2016) Financial accounting for decision makers, 10th edition, FT Prentice Hall
2/ Wood, F., (2015) Frank Wood’s Business Accounting, 13th edition, Pearson Education Limited
3/ Wikipedia
4/ www.investopedia.com
























QUESTION 1
The following balances relate to Eccles plc for the year ended 31st December 2018
	Balances for the year ended
	
	31.12.2018

	
	
	

	
	£
	£

	£1 ordinary shares
	
	310000

	10% £1 preference shares
	
	300000

	4% Debentures
	
	100000

	Plant and equipment
	632730
	

	Stock at 31st December 2018
	330600
	

	Sales
	
	826650

	Cost of sales
	578650
	

	Debtors
	170125
	

	Trade creditors
	
	171355

	Cash and bank
	12900
	

	Retained profits at 1st January 2018
	
	132000

	Ordinary dividend paid
	20000
	

	Preference dividend paid
	30000
	

	Administrative expenses
	30000
	

	Interest paid
	2000
	

	Directors remuneration
	5000
	

	Distribution costs
	28000
	

	
	
	

	
	1840005
	1840005




The following information is relevant: 
1. Corporation tax for the year is estimated at £68,000. 
2. Salesmen are owed commission of £3,000 in respect of December sales. It will be paid on 31st January 2019 and has not been recorded in the ledger accounts yet. 
3. Goods valued at £980 were sent to customers on 31st December 2018. Payment is due on 28 February 2019. This has not been recorded in the ledger accounts yet. 
4. The preference shares should be included within equity. 


Required: 
a) Prepare an income statement for the year ended 31st December 2018 for Eccles plc and a statement of financial position as at that date. [40 marks] 
b) Explain why the statement of financial position balances. [10 marks]







SOLUTION OF QUESTION 1
	INCOME STATEMENT for the period 01/01/2018-31/12/2018

	
	before
	after

	Revenue (amount of goods or services sold for the period)
	826650
	827630

	Cost of sales
	578650
	578650

	GROSS PROFIT
	248000
	248980

	Distribution costs
	28000
	31000

	Administration expenses
	85000
	85000

	Other income
	0
	0

	OPERATING PROFIT
	135000
	132980

	Income from investments
	0
	0

	Finance costs
	2000
	2000

	PROFIT BEFORE TAX
	133000
	130980

	Taxation
	68000
	68000

	PROFIT FOR THE PERIOD (Net profit)
	65000
	62980




	BALANCE SHEET AS AT 31/12/2018

	
	before
	after
	 
	before
	after

	ASSETS
	1146355
	1147335
	LIABILITIES & SHAREHOLDER'S EQUITY
	1146355
	1147335

	Non-current assets
	
	
	Current liabilities
	171355
	174355

	- Property, plants, equipment
	632730
	632730
	Non-current liabilities
	100000
	100000

	- Intangible assets
	0
	0
	 
	
	

	Total of Non-current assets
	632730
	632730
	LIABILITIES
	271355
	274355

	
	
	
	 
	
	

	Current assets
	
	
	Share capital
	310000
	310000

	- Invenoties
	330600
	330600
	Share premium
	300000
	300000

	- Trade receivables
	170125
	171105
	Other reserves
	0
	0

	- Cash
	12900
	12900
	Retained earnings
	132000
	132000

	
	
	
	PROFIT BEFORE TAX
	133000
	130980

	Total of Current assets
	513625
	514605
	EQUITY/CAPITAL
	875000
	872980



For the preparation of the task, the Income statement for the period from 01/01/2018 to 31/12/2018 was prepared as the additional information is reflected with before and after, respectively. The same was made during the preparation of the Balance sheet as at 31/12/2018.
INCOME STATEMENT for the period from 01/01/2018 – 31/12/2018
Revenue is the amount from Sales which is £826650. Goods valued of £980 were sent to customers on 31st of December. That is why I increase the amount of Revenue with £980. After the transaction the final amount for the Revenue is £827630 (=£826650+£980). As the amount of the sent goods is due by 28 February 2019 at the balance sheet the same amount is included as Trade receivables (£170125+£980=£171105).
Cost of sales for the amount of £578650 is shown at the Income statement. There is no change after the additional information given.
Gross profit is the profit a company makes after deducting the costs associated with making and selling its products, or the costs associated with providing its services. Gross profit will appear on a company's income statement and can be calculated by subtracting the cost of goods sold from revenue (sales). 
GROSS PROFIT = 		REVENUE (SALES) – COST OF SALES

Distribution costs are £28000. We have the information that salesmen are owed commission of £3000 in respect of December sales. It will be paid on 31st January 2019. The amount for distribution costs increase with £3000. At the Balance sheet the same amount is included in Current liabilities (the amount for Trade creditors + owed commission = £171355 + £3000 = £174355).
Administration expenses/ Operating expenses are represented as a sum of Ordinary dividend paid + Preference dividend paid + Administrative expenses + Directors remuneration (£20000+£30000+£30000+£5000=£85000). 
Operating profit or Earnings before Interest and Taxes (EBIT)
Operating profit is the profitability of the business, before taking into account interest and taxes. To determine operating profit, operating expenses are subtracted from gross profit. Operating profit is a key number for managers to watch as it reflects the revenue and expenses that they can control. 
Operating profit can be calculated using the following formula:

OPERATING PROFIT = 	REVENUE (SALES) – COST OF SALES – OPERATING EXPENSES (which are represented as a sum of distribution costs + administration costs) – DEPRECIATION – AMORTIZATION
Net profit is the measurement of a company's profit once operating costs, taxes, interest and depreciation have all been subtracted from its total revenues. The term is often referred to as a company's 'bottom line' and may also be described as 'net earnings' or 'net income'.
NET PROFIT = 	REVENUE (SALES) – COST OF SALES – OPERATING EXPENSES – INTEREST PAID – TAXATION

BALANCE SHEET as at 31/12/2018
Definition: A balance sheet is a financial statement that reports a company's assets, liabilities and shareholders' equity at a specific point in time, and provides a basis for computing rates of return and evaluating its capital structure. It is a financial statement that provides a snapshot of what a company owns and owes, as well as the amount invested by shareholders.
The balance sheet is used alongside other important financial statements such as the income statement and statement of cash flows in conducting fundamental analysis or calculating financial ratios.
The amount of ‘Plant and equipment’ is shown as Non-current assets in the Balance sheet.
Current assets is shown as a sum of Stock at 31st December 2018 (Inventory) + Trade creditors (Trade receivables) + Cash and bank (£330600 + £170125 + £12900 = £513625). 
After I reflect the receivables from customers for the good sold for the amount £980 the final amount of Current assets will be £514605 (= £330600 + £171105 + £12900)

The amount for the Ordinary (£310`000) and Preference shares (£300`000) are shown in the Balance sheet as a part of the Equity. 
I accept that the issued the Debentures from the Company are to be redeemed after one year. They are shown under Non-Current Liabilities in the Balance Sheet. 
The amount for Trade creditors is shown at the balance sheet as Current liabilities. There is a commission of £3000 owed to the salesmen in respect of December sales. It will be paid on 31st January 2019. That is why I increase the amount for Trade creditors from £171355 to £174355 (=£171355 + £3000)
Definition for Equity: The Equity typically referred to as shareholders' equity (or 'owners’ equity' for privately held companies), represents the amount of money that would be returned to a company’s shareholders if all of the assets were liquidated and all of the company's debt was paid off in the case of liquidation. In the case of acquisition, it is the value of company sale minus any liabilities owed by the company not transferred with the sale. In addition, shareholder equity can represent the book value of a company. It also represents the pro-rata ownership of a company's shares. ﻿Equity can be found on a company's balance sheet and is one of the most common pieces of data employed by analysts to assess the financial health of a company.
The Equity/Capital of a company represents the amount of shares (ordinary and preference), other reserves, and the retained earnings from previous years and current profit before taxation.
The Balance sheet is balanced after we calculate the Profit before taxation which amount should be included in the total amount of equity.



















QUESTION 2
Chocco plc is a long-established chocolate and confectionery manufacturer. All products are manufactured in the UK, but sales are made worldwide. It is a growing but competitive market. Given below are extracts from their financial statements.

	Income statement for the year ended 31st December
	2019
	2018

	
	£m
	£m

	Revenue
	6738
	6441

	Cost of sales
	(3235)
	(3096)

	Gross profit
	3503
	3345

	Distribution costs
	(437)
	(422)

	Marketing and selling costs
	(1324)
	(1274)

	Administrative expenses
	(937)
	(950)

	Operating profit
	805
	699

	Profit/loss on sale of fixed assets
	19
	(5)

	Investment income
	22
	26

	Interest payable
	(226)
	(181)

	Profit/(loss) before taxation
	620
	539

	Taxation
	(189)
	(173)

	Profit for the year
	431
	366



	Statement of Financial Position as at 31st December
	2019
	2018

	
	£m
	£m

	Non- Current assets
	
	

	Intangible assets
	5485
	5809

	Property, plant and equipment
	1613
	1605

	Investments
	335
	318

	Total Non-current assets
	7433
	7732

	
	
	

	Current assets
	
	

	Inventory
	708
	659

	Trade receivables
	1249
	1287

	Investments
	145
	232

	Cash
	201
	177

	Total current assets
	2303
	2355

	
	
	

	Total assets
	9736
	10087

	
	
	

	Current liabilities
	
	

	Trade payables
	(583)
	(655)

	Other creditors
	(1928)
	(2391)

	Total current liabilities
	(2511)
	(3046)

	
	
	

	Non current liabilities
	
	

	Loans and other borrowings
	(4137)
	(4129)

	Equity
	
	

	Ordinary share capital (50p shares)
	300
	300

	Share premium
	1071
	1071

	Retained profits
	1717
	1541

	Total equity
	3088
	2912

	
	
	

	Total liabilities & equity
	9736
	10087



Additional information: 
i. During 2019 a total dividend of £255m was paid (2018: £242m) 

ii. The average share price during 2019 was £5.12 (2018: £4.00). 

Required: 
a. Prepare a schedule of ratios for Chocco plc for 2019 and 2018. [40 marks] 

b. Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco plc. [10 marks]

SOLUTION OF QUESTION 2
I. INVESTMENT RATIO
1. Return on capital employed (ROCE)
Return on capital employed (ROCE) is a financial ratio that can be used in assessing a company's profitability and capital efficiency. In other words, the ratio can help to understand how well a company is generating profits from its capital. The ROCE ratio is one of several profitability ratios financial managers, stakeholders, and potential investors may use when analyzing a company for investment. The calculation of ROCE tells you the amount of profit a company is generating per £1 of capital employed. Obviously, the more profit per £1 a company can generate the better. Thus, a higher ROCE indicates stronger profitability across company comparisons.

ROCE = EBIT (Earnings before Interest and tax) / Capital employed
where Capital employed is = Total assets - Current liabilities

Calculations/Result
2018: = 699/(10087-3046) * 100 = 10%
2019: = 805/(9736-2511) * 100 = 11%

In 2018 for every £100 have been invested in the company, it get £10 in return. This pace continues in 2019 with a slightly increase with 1%

2. Return on equity (ROE)
Return on equity (ROE) is a measure of financial performance calculated by dividing net income by shareholders' equity. Because shareholders' equity is equal to a company’s assets minus its debt, ROE is considered the return on net assets. ROE is considered a measure of the profitability of a corporation in relation to stockholders’ equity. Net income is the amount of income, net of expense, and taxes that a company generates for a given period. Average shareholders' equity is calculated by adding equity at the beginning of the period. The beginning and end of the period should coincide with the period during which the net income is earned. Net income over the last full fiscal year, or trailing 12 months, is found on the income statement – a sum of financial activity over that period. Shareholders' equity comes from the balance sheet – a running balance of a company’s entire history of changes in assets and liabilities. It is considered best practice to calculate ROE based on average equity over a period because of the mismatch between the income statement and the balance sheet. A common shortcut for investors is to consider a return on equity near the long-term average of the S&P 500 (14%) as an acceptable ratio and anything less than 10% as poor.

ROE = Net Income / Average shareholders' equity

2018: = 366 / 2912 * 100 = 13%
2019: = 431 / 3088 * 100 = 14%

In 2018 for every £100 the shareholders get in return £13. This is acceptable and considered as a high rate in return on equity. In 2019 we can see an increase with 1%. The company has a good profitability in relation to equity


3. Earnings per share (EPS)
EPS indicates how much money a company makes for each share of its stock, and is a widely used metric to estimate corporate value. A higher EPS indicates greater value because investors will pay more for a company's shares if they think the company has higher profits relative to its share price.

EPS = Net profit (earnings) / Ordinary shares

2018: = 366/300 = 1.22
2019: = 431/300 = 1.44

In 2018 for every ordinary share held in the company, it earns £1,22 of net profit. EPS ratio increases in 2019. The company has a strong financial position and therefore reliable company to invest.

II. PROFITABILITY RATIOS
1. Gross profit margin (GPM)
Gross profit margin is a metric analysts use to assess a company's financial health by calculating the amount of money left over from product sales after subtracting the cost of goods sold (COGS). Sometimes referred to as the gross margin ratio, gross profit margin is frequently expressed as a percentage of sales. A company's gross profit margin percentage is calculated by first subtracting the cost of goods sold (COGS) from the net sales (gross revenues minus returns, allowances, and discounts). This figure is then divided by net sales, to calculate the gross profit margin in percentage terms.

Gross Profit Margin = (Net Sales − COGS) / Net Sales
where COGS = cost of goods sold

2018: = (6441-3096) / 6441 * 100 = 52%
2019: = (6738-3235)/6738 * 100 = 52%

The company works with a margin of 52% of the Gross profit. This means that the company will earn £52 on every £100 sales. The ratio doesn't fluctuates in last 2 years.



2. Net profit margin (NPM)
The net profit margin is equal to how much net income or profit is generated as a percentage of revenue. Net profit margin is the ratio of net profits to revenues for a company or business segment. Net profit margin is typically expressed as a percentage but can also be represented in decimal form. The net profit margin illustrates how much of each GBP in revenue collected by a company translates into profit.
Net income is also called the bottom line for a company or the net profit. Net profit margin is also called net margin. The term net profits is equivalent to net income on the income statement, and one can use the terms interchangeably.
Net profit margin is one of the most important indicators of a company's financial health. By tracking increases and decreases in its net profit margin, a company can assess whether current practices are working and forecast profits based on revenues. Because companies express net profit margin as a percentage rather than a amount, it is possible to compare the profitability of two or more businesses regardless of size.

Net Profit Margin = (R – COGS – E – I – T) / R * 100
Where:
R = Revenue
COGS = Cost Of Goods Sold
E = Operating and other expenses
I = Interest paid
T = Taxes paid

2018: = 366/6441 * 100 = 6%
2019: = 431 / 6738 * 100 = 6%

Net profit is to low comparing to the Gross profit. It is only 6% after operating costs, Interest paid and Taxation are divided. The largest part is occupied by marketing and selling costs. They account for nearly 50% of total operating costs both in 2018 and 2019

III. EFFICIENCY RATIOS
1. Asset turnover
The asset turnover ratio measures the value of a company's sales or revenues relative to the value of its assets. The asset turnover ratio can be used as an indicator of the efficiency with which a company is using its assets to generate revenue.
The higher the asset turnover ratio, the more efficient a company is at generating revenue from its assets. Conversely, if a company has a low asset turnover ratio, it indicates it is not efficiently using its assets to generate sales.
Asset turnover is the ratio of total sales or revenue to average assets.
This metric helps investors understand how effectively companies are using their assets to generate sales.
Investors use the asset turnover ratio to compare similar companies in the same sector or group.
A company's asset turnover ratio can be impacted by large asset sales as well as significant asset purchases in a given year. Typically, the asset turnover ratio is calculated on an annual basis. The higher the asset turnover ratio, the better the company is performing, since higher ratios imply that the company is generating more revenue per GBP of assets. The asset turnover ratio tends to be higher for companies in certain sectors than in others. Retail and consumer staples, for example, have relatively small asset bases but have high sales volume—thus, they have the highest average asset turnover ratio. Conversely, firms in sectors such as utilities and real estate have large asset bases and low asset turnover.
Since this ratio can vary widely from one industry to the next, comparing the asset turnover ratios of a retail company and a telecommunications company would not be very productive. Comparisons are only meaningful when they are made for different companies within the same sector.

Assets Turnover = Total turnover / Capital employed,
where Capital employed is = Total assets - Current liabilities

2018: = 6411 / (10087-3046) = 0.91
2019: = 6738 / (9736-2511) = 0.93

The asset turnover is with low result in both 2018 and 2019. It is under 1. This means that the company is not efficiently using assets to generate sales

2. Stock holding period / Inventory Turnover
Inventory turnover is a ratio showing how many times a company has sold and replaced inventory during a given period. A company can then divide the days in the period by the inventory turnover formula to calculate the days it takes to sell the inventory on hand. Calculating inventory turnover can help businesses make better decisions on pricing, manufacturing, marketing and purchasing new inventory.
Inventory turnover measures how fast a company sells inventory and how analysts compare it to industry averages. A low turnover implies weak sales and possibly excess inventory, also known as overstocking. It may indicate a problem with the goods being offered for sale or be a result of too little marketing.
A high ratio implies either strong sales or insufficient inventory. The former is desirable while the latter could lead to lost business. Sometimes a low inventory turnover rate is a good thing, such as when prices are expected to rise (inventory pre-positioned to meet fast-rising demand) or when shortages are anticipated.
The speed at which a company can sell inventory is a critical measure of business performance. Retailers that move inventory out faster tend to outperform. The longer an item is held, the higher its holding cost will be, and the fewer reasons consumers will have to return to the shop for new items.

Inventory Turnover = (Inventory / Cost Of Goods Sold) * 365

2018: = (659/3096) * 365 = 78 days
2019: = (708/3235) * 365 = 80 days

The inventory turnover is higher then a month (twice and more) and it increases in 2019 (it takes 80 days to turn inventory into sales). The company is manufacturer and the sales are made worldwide. In connection with this information, we can assume that this is a normal period, as the company must maintain stocks in order to have a smooth production.

3. Debtors collection period / Average Collection Period
The average collection period is the amount of time it takes for a business to receive payments owed by its clients in terms of accounts receivable (AR). Companies calculate the average collection period to make sure they have enough cash on hand to meet their financial obligations.
The average collection period is calculated by dividing the average balance of accounts receivable by total net credit sales for the period and multiplying the quotient by the number of days in the period.
Average collection periods are most important for companies that rely heavily on receivables for their cash flows.
The average collection period represents the average number of days between the date a credit sale is made and the date the purchaser pays for that sale. A company's average collection period is indicative of the effectiveness of its accounts receivable management practices. Businesses must be able to manage their average collection period in order to ensure they operate smoothly.
A lower average collection period is generally more favorable than a higher average collection period. A low average collection period indicates the organization collects payments faster. There is a downside to this, though, as it may indicate its credit terms are too strict. Customers may seek suppliers or service providers with more lenient payment terms.
The average balance of accounts receivable is calculated by adding the opening balance in accounts receivable (AR) and ending balance in accounts receivable and dividing that total by two. When calculating the average collection period for an entire year, 365 may be used as the number of days in one year for simplicity.

Debtors Collection Period = Trade receivables / Sales * 365

2018: = (1287/6441) * 365 = 73 days
2019: = (1249/6738) * 365 = 68 days

It takes at around 70 days for the company to collect its payments. The ratio varies slightly during 2018 and 2019 (decreases to 68 days comparing with 2018 - 73 days). In order to make our final decision whether this indicator is within acceptable norms, we need to know how the company negotiates payments with its customers. Given the fact that the company sells its products worldwide, this indicator can be considered as acceptable.

4. Creditors payment period / Days Payable Outstanding (DPO)
Days payable outstanding (DPO) is a financial ratio that indicates the average time (in days) that a company takes to pay its bills and invoices to its trade creditors, which may include suppliers, vendors, or financiers. The ratio is typically calculated on a quarterly or annual basis, and indicates how well the company’s cash outflows are being managed.
A company with a higher value of DPO takes longer to pay its bills, which means that it can retain available funds for a longer duration, allowing the company an opportunity to utilize those funds in a better way to maximize the benefits. A high DPO, however, may also be a red flag indicating an inability to pay its bills on time.
Days payable outstanding (DPO) computes the average number of days a company needs to pay its bills and obligations.
Companies that have a high DPO can delay making payments and use the available cash for short-term investments and to increase their working capital and free cash flow.
However, higher values of DPO, though desirable, may not always be a positive for the business as it may signal a cash shortfall and inability to pay.

Creditors payment period = Trade payables / Credit Purchases (or Cost of sales) * 365


2018: = (655/3096) * 365 = 77 days
2019: = (583/3235) * 365 = 66 days

It takes at around 70 days for the company to pay its bills to trade creditors, which may include suppliers, vendors, or financiers. The ratio varies slightly during 2018 and 2019 (decreases to  66 days comparing with 2018 - 77 days)

IV. LIQUIDITY RATIOS
1. Current ratio
The current ratio is a liquidity ratio that measures a company's ability to pay short-term obligations or those due within one year. It tells investors and analysts how a company can maximize the current assets on its balance sheet to satisfy its current debt and other payables.
The current ratio compares all of a company’s current assets to its current liabilities. These are usually defined as assets that are cash or will be turned into cash in a year or less, and liabilities that will be paid in a year or less.
The current ratio is sometimes referred to as the “working capital” ratio and helps investors understand more about a company’s ability to cover its short-term debt with its current assets.

Current Ratio =  Current assets / Current liabilities

2018: = 2355 / 3046 = 0.77
2019: = 2303 / 2511 = 0.92

The Current ratio is still under 1 in 2019. It slightly increase in 2019 comparing to 2018. The company's ability to pay short-term obligations due by a year is still low. A current ratio of 1 or more means that current assets are more than current liabilities and the company should not face any liquidity problem.

2. Quick asset ratio
The quick ratio is an indicator of a company’s short-term liquidity position and measures a company’s ability to meet its short-term obligations with its most liquid assets. Since it indicates the company’s ability to instantly use its near-cash assets (assets that can be converted quickly to cash) to pay down its current liabilities, it is also called the acid test ratio. An acid test is a quick test designed to produce instant results – hence, the name.
The quick ratio indicates a company's capacity to pay its current liabilities without needing to sell its inventory or get additional financing.
The quick ratio is considered a more conservative measure than the current ratio, which includes all current assets as coverage for current liabilities.
The higher the ratio result, the better a company's liquidity and financial health; the lower the ratio, the more likely the company will struggle with paying debts.

The quick ratio measures the GBP amount of liquid assets available against the GBP amount of current liabilities of a company. Liquid assets are the assets that can be quickly converted into cash with minimal impact on the price received in the open market, while current liabilities are a company's debts or obligations that are due to be paid to creditors within one year.
A result of 1 is considered to be the normal quick ratio. It indicates that the company is fully equipped with exactly enough assets to be instantly liquidated to pay off its current liabilities. A company that has a quick ratio of less than 1 may not be able to fully pay off its current liabilities in the short term, while a company having a quick ratio higher than 1 can instantly get rid of its current liabilities. 
While such numbers-based ratios offer insight into the viability and certain aspects of a business, they may not provide a complete picture of the overall health of the business. It is important to look at other associated measures to assess the true picture.

Quick Asset Ratio = (Current Asset – Inventory) / Current Liabilities

2018: = (2355-659) / 3046 = 0.56
2019: = (2303-708) / 2511 = 0.64

The Quick asset ratio is low in 2018 (0,56) and slightly increase in 2019 but still under 1 which means that the company is with a low quick liquidity and it will meet difficulties if has to pay its current obligations due by a year. The amount of other debtors is more than 70% comparing to all current liabilities. To make our final interpretation for this ratio we will need more information about other debtors

V. FINANCING RATIOS
1. Gearing ratio
The gearing ratio is a financial ratio that compares some form of owner's equity (or capital) to debt, or funds borrowed by the company. Gearing is a measurement of the entity’s financial leverage, which demonstrates the degree to which a firm's activities are funded by shareholders' funds versus creditor's funds.
The gearing ratio is a measure of financial leverage that demonstrates the degree to which a firm's operations are funded by equity capital versus debt financing.
Gearing ratios are a group of financial metrics that compare shareholders' equity to company debt in various ways to assess the company's amount of leverage and financial stability.
Gearing is a measure of how much of a company's operations are funded using debt versus the funding received from shareholders as equity.
Gearing ratios have more meaning when they are compared against the gearing ratios of other companies in the same industry.
A high gearing ratio typically indicates a high degree of leverage, although this does not always indicate a company is in poor financial condition. Instead, a company with a high gearing ratio has a riskier financing structure than a company with a lower gearing ratio.

Gearing Ratio = Debt / Total equity,
Where Total equity = Debt + shareholders’ equity

2018: = 4129 / (4129 + 2912) * 100 = 59%
2019: = 4137 / (4137+3088) * 100 = 57%

The threshold for the leverage of the company in both 2018 and 2019 is nearly 60%. This is slightly than the normal acceptable threshold. More than 50% of the funds of the company are from external sources (such as banks)

2. Interest cover
The interest coverage ratio is a debt ratio and profitability ratio used to determine how easily a company can pay interest on its outstanding debt. The interest coverage ratio may be calculated by dividing a company's earnings before interest and taxes (EBIT) by its interest expense during a given period by the company's interest payments due within the same period.
The Interest coverage ratio is also called “times interest earned.” Lenders, investors, and creditors often use this formula to determine a company's riskiness relative to its current debt or for future borrowing.
The interest coverage ratio is used to see how well a firm can pay the interest on outstanding debt.
Also called the times-interest-earned ratio, this ratio is used by creditors and prospective lenders to assess the risk of lending capital to a firm.
A higher coverage ratio is better, although the ideal ratio may vary by industry.
The interest coverage ratio measures how many times a company can cover its current interest payment with its available earnings. In other words, it measures the margin of safety a company has for paying interest on its debt during a given period. The interest coverage ratio is used to determine how easily a company can pay its interest expenses on outstanding debt.

Interest Coverage Ratio = EBIT / Interest Expense
where: EBIT = Earnings before interest and taxes

2018: = 699 / 181 = 3.9
2019: = 805 / 226 = 3.6

Interest cover Ratio is nearly 4 for both 2018 and 2019. The company is able to meet its current Interest payment.
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