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  
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.

Working Capital
2019						2020
1099/658 x 100				1907/789 x 100
= 167						= 241

Quick Ratio
2019						2020
1099 – 600/658 x 100				1907 – 880/789 x 100
= 75						= 130

Debtor Days
2019						2020
459 x 365/9000				990 x 365/8500
=18.615					= 42




Creditor Days
2019						2020
560 x 365/7300				690 x 365/7000
= 28						= 35.97

Stock Days
2019						2020
600 x 365/7700				880 x 365/7110
= 28						= 45

Operating Cash Cycle
2019
Average Inventories Holding Period
(1000 + 600)/2 x 365 days				=	37.92
7700

PLUS: Average Settlement Period for Receivables

459 x 365						=	18.62
9000

LESS: Average Settlement Period for Payables

560 x 365						=	28.00
7300

[bookmark: _Hlk86229752]The Operating Cash Cycle for 2019 			=	28.54





2020
Average Inventories Holding Period
(990 + 880)/2 x 365 days				=	48.00
7110

PLUS Average Settlement Period for Receivables

990 x 365						=	42.51
8500

LESS: Average Settlement Period for Payables

690 x 365						=	35.97
7000

The Operating Cash Cycle for 2020 			=	54.54

