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Introduction
The purpose of this work is to provide financial information for making improvement decisions regarding the future and to demonstrate the ability to critically analyze the financial requirements of management, mostly in relations to decisions, involving revenues, expenses, net-income and other financial criteria. 

The assignment contains calculated ratios for 2018 and 2019 which helped to analyze financial Statement of a small chain of Boutique. The trends of the ratios are discussed in details and given conclusions about profitability, liquidity and gearing of the company. .

In the work is shown the process of monitoring and evaluation of financial performance of the hotel and demonstrated the understanding of ratios and their fluctuations as essential in the hotel management for making improved decisions regarding the future for maximization of the business profit (De Finkler, 2011).
  




                                                         A SUMMARY TABLE OF RESULTS

	
	2019
	2018
	Difference
	Performance

	Ratios
	
	
	
	

	Profitability
	
	
	
	

	ROCE
	64.9
	64.4
	0.5
	0.5

	Asset turnover
	1.0
	0.9
	0.1
	8.3

	Gross Profit Turnover
	85.8
	91.8
	-6.0
	-6.5

	Net Operating Profit Turnover
	67.9
	72.9
	-5.0
	-5.0

	
	
	
	
	

	Efficiency
	
	
	
	

	Non-curent asset turnover
	1.3
	1.2
	0.1
	5.6

	Inventory turnover days
	609.8
	1176.1
	-566.3
	-48.2

	
	
	
	
	

	Liguidity
	
	
	
	

	Current ratio
	2.0
	2.3
	-0.3
	-12.4

	Acid test
	1.1
	1.2
	-0.08
	-6.6

	Creditor days
	373.6
	648.9
	-275.3
	-42.4

	Debtors days
	136.9
	132.7
	4.2
	3.1

	
	
	
	
	

	Gearing
	
	
	
	

	Debt to equiry (leverage)
	2.4
	2.5
	-0.1
	-0.1

	Debt to capital
	2.3
	2.4
	-0.1
	-0.1

	Interest Cover
	226.3
	200.4
	25.9
	25.9

	 
A summary 
	
	
	
	



The first listed performance indicator is Return of Capital Employed Ratios that shows how effectively business generates profit (Atrill, 2009). Considering the following two returns on ROCE tells us that it has gone up and gives the positive result with difference of 0.5% and the same performance. The ROCE of 64.9% in 2019 means that for every £1 invested in the business the company would expect to receive 64p. Looking at the operating profit in the picture 1, was mentioned the tendency of increasing as well with the positive difference £65 and performance 1.6%. 

Comparison of Capital employed to Sales figures in the last two year gives the following results: The sales were mentioned the tendency of increasing with the positive difference £500 and positive relative performance of 9.1%. Analyzing Capital employed the figures show that it has gone up as well with £48 in the difference and relative performance has gone up a little for to give the positive result of 0.8%. So in result the Assets turnover in performance terms has gone up by 8.3%, and the very small difference only 0.1 pence. 

The main part

In comparison with managerial accountant that always look forward in the future, the financial account looks backward, as the main purpose of any business is to understand whether the company is performing in terms of its finance. Because the reason is, that the given information is usually used for making the right decisions concerning the future prosperity of the business (De Finkler, 2011).
Performance indicators will be discussed separately by breaking down in 2 types of analyses: horizontal and vertical, for better understanding of the components that allow investigating their influence one by one. The final goal is to unite all findings together for identifying some strength and weaknesses of the company.
Operating profit depends on gross profit that has increased as well with £100 in difference and 2% in relative performance. This fact is very important for the business, as the higher is gross profit the better is for the business strategy. Capital Employed has increased as well with £48 and relative performance of 0.8%.

Picture 1.  ROCE Turnover



Picture 2.  Asset Turnover
Comparison of Capital employed to Sales figures in the last two year has given the following results: In the figures of sales were mentioned the tendency of increasing with the positive difference £500 and positive relative performance 9.1%. Comparison of Capital employed to Sales figures in the last two year has given the following results: In the figures of sales were mentioned the tendency of increasing with the positive difference £500 and positive relative performance 9.1%. Analyzing Capital employed the figures show that it has gone up as well with £48 in the difference and relative performance has gone up a little for to give the positive result of 0.8%. So in result the Assets turnover in performance terms has gone up by 8.3%, and the very small difference only 0.1 pence. Capital Employed less current liabilities gives the figure of total assets.
 If compare total assets of 2019 with 2018, observed decreasing in performance of the total assets that might give negative affect of the performance of the company in future. The analyses showed that the figure of the current liabilities increased, because of trade receivables that gone up with £200 in comparison with 2018 figures. The figure of bad debts has gone up practically in twice from £40 in 2018 to £78 in 2019 that definitely could lead to troubles of the business after paying of all expenses there is nothing left for investment and future grows of the company. For improving the profitability performance of the business more, there are some solutions come out: The company should try to solve the problem with bad debts and trade receivables and should stop for a good period of time to invest in non-current assets as well (Bunker, 2019). Because the difference in figures of non-current assets, that was significantly increased with £150 from 2018 to 2019. 


Picture3. Gross Profit Turnover
Calculations of two ratios Turnover and Gross Profit haven’t given the following result. 
First of all, in terms of performance the Sales have gone up with £500 and positive, but very small relative performance of 0.1%. Analyze of Gross profit figures show that it has gone up as well with £100 in difference and relative performance has gone up a little for to give the positive result of 2.0%. So, because of these, the gross profit turnover has given negative difference -0.6% and negative relative performance difference of -6.5%.


Picture 4. Net Operating Profit Turnover
According to calculations, the ratios of operating profit has gone up, the ratios of Turnover has gone up as well. The analyses of the figures of Net Operational Profit Turnover showed the following positions: The difference has got down up with -5% and the same relative performance difference. 

Picture 5. Non-current Asset Turnover
Comparison of Turnover to Fix Asset figures in the last two year, has given the following results: In the figures of sales were mentioned the tendency of increasing with the positive difference £500 and positive relative performance 9.1%. Analyzing Non-current Assets the figures show that it has gone up as well with £150 in the difference and relative performance has gone up a little for to give the positive result of 3.3pence. The result is positive as it shows the capability to sell more goods.

	
	2019

	2018
	Difference
	Performance

	Inventory Turnover Days
	609,8
	1176,1
	-566,3
	-48,2

	Stocks/ Inventory
	1420
	1450
	-30
	-2,1

	Cost of Sales
	900
	800
	400
	88,9



If to look at the figures of the company in the Cost of Sales the difference is positive and gives 400 and the relative performance difference is 88.9%.The inventory of the company in performance terms has down to -2.1% and the difference was £-30.
So the Inventory turnover Days in performance terms has gone down to -2.1% and the difference is £400. This ratio shows how many times a company has sold and replaced inventory during the indicated period, so the higher the ratio the better. It shows how quick the business sells its products. The business is not very profitable in the case of our company.
	
	2019

	2018
	Difference
	Performance

	Current ratio/Working Capital
	2,0
	2,3
	--0,3
	-12,4

	Current Assets
	3240
	3065
	175
	5,7

	Current Liabilities
	1616
	1339
	277
	20,7



Current Ratio Asset of the company has negative working capital, because the ratio of current assets to liabilities is less than one, it is -0.3 pence and the relative Performance difference is -12.4%. It is well known, that the Working Capital is the measure of liquidity and operational efficiency. If the company has negative working capital it means that at the moment it doesn’t have the potential to grow and invest in its future performance (Choyal, 1986)

Comparison of Current Assets, Inventory and Current Liabilities will help to understand better the Acid Test of the business. In the figures of Current Assets were mentioned the tendency of increasing with the positive difference £175 and positive relative performance 5.7%. Analyzing Inventory stocks the figures show that it has gone down with £30 in the difference and relative performance has gone down as well for to give the negative result of -2.1%. Current liabilities have gone up with £277 in the difference and relative performance has gone up to 20.7%. Analyses of the Acid test has shown that it has dropped down to -6.6% and has negative result in the relative performance difference, and gone down in difference as well giving the result -0.1 times of pence. The figures are very useful in comparing a business most short term asset to its most short term liabilities to investigate the cash position. If the company has the figure less than one and in our case -6.6 it shows that the business doesn’t have enough liquid assets to pay their current liabilities. The business is very much dependent on inventory (Chue, 2015).
If to investigate the figures of the company in the Trade Payables the difference is positive and gives £70 and the relative performance difference is positive too and is 8.8%.The cost of sales of the company in performance terms has increased to 66.9% and the difference is positive as well £400. Creditor days figure in differences has gone down with -275,7 days and shows the relative figure performance difference -42%. A cash business should have much lower creditor days figure and should be the same as the term of days with suppliers.
For better understanding the figures of Debtor Days, should be checked Debtors’ figure and the credit sales of the business. In terms of performance the Debts have gone up to 3.1%, the difference in two years has gone up. What is with the credit sales of the company? In comparison with 2018 the figure has gone up with 400 and in term of performance the figure has gone up to 9.1%. What does it mean for the company? The increasing in Debtor Days means that the quality of the business’ debtors is decreasing that reduces significantly the efficiency of the hotel business. It even means a risk of defaults for the business (Drury, 2008). 
The next element that has been analysed is Gearing.1 or Leverage. It measures a company’s financial leverage or using borrowed capital for to get more profit, than the interest payable (Guilding,2013). First has been checked Debt capital. In comparison with 2018 the absolute difference has gone down with -5£. The Total equity increased with £53 and in terms of performance it has gone up as well and shown 0.9%. Gearing in terms of performance has gone down with 0.1%. The difference between two years has gone down too and  is 0.1%.
This British term means the measures of company’s financial leverage (Easton, 2004). A figure of 0.5 or less is the ideal, because normally not more than half of company assets should be financed by debt. And also it means that company most of all operates with its own money. 
So, the next element of the capital structure is Gearing 2 or Debt to capital. It is known from the analyses that the bank loan decreased in difference and is £-5 and in terms of performance it has gone down as well and is -3.3%. The Debt to Capital figure in absolute difference decreased and is -0.1%, as well as in terms of relative performance difference and is 0.1%. It is very good ratio that shows, that the business practically financially independent.
The last element of our analyses is Interest Cover that shows the ability of the company to pay their interest expenses. As known, the Interest Cover calculated by dividing of the business earnings before interest and taxes by the company’s interest expenses. The examination of the individual components of the ratio helps better understand the role of each element of the formula. The Operating profit has risen with £65 and up in turns of performance by 1.6%. Loan interest improved with £35 in difference and up by 3.4% in terms of performance. Interest cover performed positive and has risen with £25.9 times and up as well in terms of performance by 25.9 times. The result of our analyses shows that this business easily cover the currently interest payment that indicates the good financial health. 

	
	
	
	
	





Conclusion
Cash is the key point of any business and it should be used to produce more profit than the competitors and it indicates more efficient use of capital (Nissim, 2003). From the cash efficiency depends on the health of the company. In the report were evaluated some important types of the ratios separately for better understanding of the role of each of them in the business process. The more detailed investigations performed the easier could be found the decisions to turn the weak point of the business into strong. It is easy to conclude now that all different types of ratios are important and interconnected with each other and if any part functions negatively, it definitely will influence the performance of the business in total, as their fluctuation is essential for the hotel management in the decision making process.
The report established the strength of the chain of Boutique in every 5 ratios groups. In Liquidity group that is very important, as it is about cash our business is on the strong position of performance. The Efficiency group tells us how efficient the company uses its assets for accomplishing of its outputs. The company here is in relatively good position, but could be better. In the Capital structure that tells how much does the business borrow money? How much it saves? How much it pays out? And what dividends does it have? How does it perform with investment? And again the business is still on the relatively good position. The Profitability group tells about the maximization of their profit and advantage in order to keep itself successful and relevant in the competitive market. In result could be seen that all of 5 ratios groups are interrelated very close and depend on each other. And every group is equally important (Kraten, 2016). The conclusion is that to have a good amount of cash is not enough, the more important is to use it efficiently for to produce more profit.
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Summarised Income Statement
	
	
	
	

	
	
	2019
	2018
	Difference
	Performance

	
	Sales/Turnover
	6000
	5,500
	500
	9.1

	
	
	
	
	
	

	
	Less: cost of goods sold
	
	
	
	

	
	Opening stock
	900
	750
	150
	20

	
	Purchases
	850
	500
	350
	70

	
	Less:Closing Stock
	900
	800
	100
	12.5

	
	
	850
	450
	400
	88.9

	
	
	
	
	
	

	
	
	
	
	
	

	
	Gross Profit
	5,150
	5,050
	100
	2.0

	
	Less: Expenses
	
	
	
	

	
	Rent
	225
	200
	25
	12.5

	
	Rates
	80
	80
	0
	0.0

	
	Motor Expenses
	90
	90
	0
	0.0

	
	Advertising
	88
	75
	13
	17.3

	
	Light and Heat
	98
	72
	26
	36.1

	
	Depreciation
	110
	100
	10
	10.0

	
	Insurance
	65
	65
	0
	0.0

	
	Repairs
	90
	160
	-70
	-43.8

	
	Bad Debts
	78
	40
	38
	95.0

	
	Salaries
	135
	140
	-5
	-3.6

	
	Loan Interest
	18
	20
	-2
	-10.0

	
	
	1,077
	1,042
	35
	3.4

	
	
	
	
	
	

	
	
	
	
	
	

	
	Net profit for the Year
	4,073
	4,008
	65
	1.6

	
	
	
	
	
	

	
	
	2019
	2018
	Difference
	Performance

	
	Ratios
	
	
	
	

	
	Profitability
	
	
	
	

	
	ROCE
	64.9
	64.4
	0.5
	0.5

	
	Asset turnover
	1.0
	0.9
	0.1
	8.3

	
	Gross Profit Turnover
	85.8
	91.8
	-6.0
	-6.5

	
	Net Operating Profit Turnover
	67.9
	72.9
	-5.0
	-5.0

	
	
	
	
	
	

	
	Efficiency
	
	
	
	

	
	Non-curent asset turnover
	1.3
	1.2
	0.1
	5.6

	
	Inventory turnover days
	609.8
	1176.1
	-566.3
	-48.2

	
	
	
	
	
	

	
	Liguidity
	
	
	
	

	
	Current ratio
	2.0
	2.3
	-0.3
	-12.4

	
	Acid test
	1.1
	1.2
	-0.1
	-6.6

	
	Creditor days
	373.6
	648.9
	-275.3
	-42.4

	
	Debtors days
	136.9
	132.7
	4.2
	3.1

	
	
	
	
	
	

	
	Gearing
	
	
	
	

	
	Debt to equiry (leverage)
	2.4
	2.5
	-0.1
	-0.1

	
	Debt to capital
	2.3
	2.4
	-0.1
	-0.1

	
	Interest Cover
	226.3
	200.4
	25.9
	25.9

	
	
	
	
	
	



	Summarised Statement of Financial Position
	
	

	
	2019
	2018
	Difference
	Performance

	Fixed Assets(at net book Value)
	4650
	4500
	150
	3.33

	
	
	
	
	

	Current Assets
	
	
	
	

	Stoks
	1420
	1450
	-30
	-2.1

	Debtors
	1800
	1600
	200
	12.5

	Cash at Bank
	15
	10
	5
	50

	Cash in Hand
	5
	5
	0
	0

	
	3240
	3065
	175
	5.7

	
	
	
	
	

	Current Liabilities
	
	
	
	

	Trade Creditors
	870
	800
	70
	8.8

	Accruals
	246
	239
	7
	2.9

	Bank Overdraft
	500
	300
	200
	66.7

	
	1616
	1339
	277
	20.7

	
	
	
	
	

	
	
	
	
	

	Net Current Assets
	1624
	1726
	-102
	-5.9

	Capital Employed
	6,274
	6,226
	48
	0.8

	
	
	
	
	

	Long term Liabilities:
	
	
	
	

	Bank Loans
	145
	150
	-5
	-3.3

	
	6,129
	6,076
	53
	0.9

	
	
	
	
	

	
	
	
	
	

	Represented by:
	
	
	
	

	Capital
	2,056
	2,068
	-12.0
	-0.6

	Profit for thr Year
	4,073
	4,008
	65
	1.6

	
	6129
	6076
	53
	0.9



Sales/Turnover	2019	2018	Difference	Performance	6000	5500	500	9.0909090909090917	2019	2018	Difference	Performance	Fixed Assets(at net book Value)	2019	2018	Difference	Performance	4650	4500	150	3.3333333333333335	Non-curent asset turnover	2019	2018	Difference	Performance	1.2903225806451613	1.2222222222222223	6.8100358422938934E-2	5.5718475073313671	2019	2018	0	0	ROCE	64.918712145361809	64.37520077096049	0.54351137440131936	0.54351137440131936	Net profit for the Year	4073	4008	65	1.621756487025948	Capital Employed	6274	6226	48	0.77096048827497587	Sales/Turnover	2019	2018	Difference	Performance	6000	5500	500	9.0909090909090917	Capital Employed	2019	2018	Difference	Performance	6274	6226	48	0.77096048827497587	Asset turnover	2019	2018	Difference	Performance	0.95632770162575709	0.88339222614840984	7.2935475477347245E-2	8.2562958240357087	Sales/Turnover	2019	2018	Difference	Performance	6000	5500	500	9.0909090909090917	Gross Profit	2019	2018	Difference	Performance	5150	5050	100	1.9801980198019802	Gross Profit Turnover	2019	2018	Difference	Performance	85.833333333333329	91.818181818181827	-5.9848484848484986	-6.5181518151815334	Sales/Turnover	2019	2018	Difference	Performance	6000	5500	500	9.0909090909090917	Net profit for the Year	2019	2018	Difference	Performance	4073	4008	65	1.621756487025948	Net Operating Profit Turnover	2019	2018	Difference	Performance	67.883333333333326	72.872727272727275	-4.989393939393949	-4.989393939393949	