The management of Hinterland Ltd have asked you to report on the financial statements of the business for the years ending April 2019 and April 2020  
PROFIT AND LOSS ACCOUNT
					2019				2020
					£000	£000			£000	£000
Sales						9000				8500
Less: 	cost of goods sold	  					  
	Opening Inventories		1000				  990
	Purchases			7300				7000
Less:	Closing Stock			(600)			                (880)
						7700				7110				       
Gross Profit					1300				1390
Less:	Expenses				1225				1359					
Net Profit for the Year				  75				  31


Balance Sheet at 30th April
						2019			2020
					£000	£000		£000	£000
Fixed Assets (at net book value)			600			 650
	
Current Assets
	Inventories			600			  880
	Trade Receivables		 459			  990
	Cash at Bank			     30			    27
	Cash in Hand			     10			    10	
					1099			1907
Current Liabilities
	Trade Payables			560			  690
	Accruals			  	  48			    49
	Bank Overdraft			  50			    50
					658			  789

Net Current Assets				   441			1118
Total Assets Less Current Liabilities			1041			1768
Long - Term Liabilities
	Bank Loans				   100			   100
					                   941			1668
Represented by:
Capital						 866			1637
Profit for the Year				   75			    31
						 941			1668

REQUIREMENT:
(a) Calculate suitable ratios for both financial years to aid the analysis of the financial information available.  You should discuss the trends seen in these ratios in detail, and draw appropriate conclusions about the liquidity and working capital cycle.

(b) Discuss why an understanding of ratios and their fluctuations is essential for organisations in analysing the information seen in their financial statements.

