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                                             Report Gatsby Grange Hotel


	Ratios
	Year2019
	Year2018
	Difference
	Performance

	Return on capital employed (ROCE)
	 64.91
	64.37
	0.54%
	0.54%

	Asset turnover 
	95.63 pence
	88.33 pence
	7.3
	8.26

	Gross profit turnover
	67.88
	71.81
	-5.98
	-5.98

	Net operating profit turnover
	67.88
	72.87
	-4.98
	-4.98

	Current ratio
	       2
	2.28
	-0.28
	-12.2

	Acid test
	1.12
	1.20
	-0.08
	-6.66

	Inventory turnover
	187 days
	233 days
	-46
	-19.74%

	Creditor days
	181 days
	233 days
	-52
	-22%




                                                                                      







Introduction
In the following analysis, we will be focusing on the accountancy aspect of the company between the years 2018 and 2019. The following report is a critical analysis of the Gatsby Grange, a small chain of Boutique from Northern Ireland. Furthermore, I am aiming to evaluate the financial date for a critical understanding of the financial performance using the appropriate methods and criteria. A healthy financial analysis requires looking at the financial statements and not only. Through this analysis we can determine if a business is healthy and profitable. Analysing the trends resulting from the ratios, a conclusion will be drawn regarding the hotel chain.


ROCE: 
Regarding ROCE return on capital employed we can see a slight improvement in operating profit from 4008 in 2018 to 4073 in 2019. Also, we can see an improvement in capital employed from 6226 in 2018 to 6274 in 2019 which means ROCE was better in 2019, 64,91% comparing to 2018, 64.37%. When it comes to absolute difference and relative performance difference, there is a rising trend in 2019 having an extra 0.54% compared to 2018. Therefore, we can see that there is a rising of ROCE which is based on the slight rising of operating profit which is also based on the slight improvement of gross profit. The sales are also on a rising trend from 5500 in 2018 to 6000 in 2019. Moreover, we can observe a rising in opening stock, a decrease of salaries and a decrease of reparations. However, we can see a rising of bad debts from 40 in 2018 to 78 in 2019; also, the rent raised from 200 to 225. However, none of these affected operating profits, which as stated earlier is positive in 2019 comparing to 2018. 
Asset Turnover:
The next analysis will be based on asset turnover. Asset turnover refers to the capability of the company in using their assets to generate sales revenue or sales income. Similar to return on capital employed, we can see an increase of sales 5500 in 2018 to 6000 in 2019. Also, an increase of capital employed which comes from an increased number of debtors rising from 1600 in 2018 to 1800 in 2019 and an increase of bank overdraft from 300 in 2018 to 500 in 2019. This raise goes from 88.33 pence in 2018 to 95.63 pence in 2019 per every pound invested. We can see a slight decrease of stocks from 1450 in 2018 to 1420 in 2019, an increase of debtors in 1600 in 2018 to 1800 in 2019. Also, we can see an increase of cash in the bank from 10 in 2018 to 15 in 2019 and a raise of bank overdraft from 300 in 2018 to 500 in 2019. At asset turnover we have a positive difference of 7.3 pence in between the years 2018 and 2019. Furthermore, relative performance difference is +8.6, +8.26 in 2019 compared to 2018. 
Gross Profit Turnover:
When we analyse gross profit turnover, data changes compared to the analyses above. Although the sales have risen in 2019 to 6000 from 5500 in 2018 and also gross profit has risen from 5050 in 2018 to 5150 in 2019, the digits for 2019 of gross profit turnover show us a decrease from 71.81% in 2018 to 67.88% in 2019. This decrease is due to opening stock rising from 750 to 900 and purchases from 500 in 2018 to 850 in 2019. Moreover, closing stock raised from 800 in 2018 to 900 in 2019. For gross profit turnover, 2019 comes with a decrease regarding absolute difference of -5.98%; the same decrease can be seen in relative performance difference. We can observe that even if the digits in 2019 of sales and gross profit are higher than 2018, when we calculate gross profit turnover, gross profit turnover is in decrease due to the increase of opening stock and purchases. 
Net Operating Profit Turnover:
Furthermore, we will now be analysing net operating profit turnover. To begin with, after a company is paying for variable costs of production (such as salaries, raw materials) the net operating profit turnover is measuring the amount of profit an enterprise creates on a dollar pound. Similar to gross profit turnover, net operating profit turnover has a decreasing trend from 72.87% in 2018 to 67.88% in 2019. Although sales are positive from 5500 in 2018 to 6000 in 2019 similar to net profit from 4008 in 2018 to 4073 in 2019, after we calculate net operating profit turnover, we can see a decrease of -4.98% regarding absolute difference and relative performance difference. 

Inventory Turnover:
Next, we will be looking at inventory turnover and analysing its effects. To begin with, inventory turnover is a ratio which displays the number of times an enterprise has replaced and sold inventory within a given period of time. Using this, a company is able to calculate the amount of time it takes for the current inventory to sell using the inventory turnover formula If we take a look at inventory turnover, we can observe a decrease of the number of days from 233 in 2018 to 187 in 2019. Also, we can see a decrease of absolute difference of -46 and a decrease of relative performance difference of -19.74% so we can see an overall decrease. Lastly, we can use inventory turnover to compare company performance to industry averages in a highly precise manner (Chinh Ngyuen, 2018)
Current Ratio:
The next analysis I will be making is current ratio. There is a decrease here also to 2 from 2.28 in 2018. Furthermore, current asset has an increase from 2065 in 2018 to 3240 in 2019; this rise comes from the debtors especially, so this is not a real increase which can be seen in current ratio. Also, current liabilities have an increase of 1339 in 2018 to 1616 in 2019, however this raise is not real either coming from bank overdraft which has increased from 300 in 2018 to 500 in 2019. Also, we can see a negative in absolute difference of 0.28% and in relative performance difference of -12.2% which demonstrates to us that the raise of sales does not reflect in the current ratio. Keeping in mind that current liabilities have risen from 1339 in 2018 to 1616 in 2019 due to trade creditors which has risen from 800 in 2018 to 870 in 2019, the same as bank overdraft which has risen from 300 in 2018 to 500 in 2019. 
Acid Test:
After seeing differences from the other analyses, ROCE, asset turnover, gross profit turnover, net operating profit turnover and current ratio, at the next analysis, acid test, we can see a big year difference. For example, in 2018 current assets were 3065 which rises to 3240 in 2019, although, acid test decreases from 1.20 in 2018 to 1.12 in 2019. Here we can see that absolute difference decreases in 2019 with 0.08 and relative performance difference has -6.66. We could see the causes if we analyse in detail, what happened with the digits and mistakes in management. We can see that stock decrease and debtors rise from 1600 to 1800 in 2019. We can also see from the analysis that all debts rise from 2018 to 2019: trade creditors from 800 in 2018 to 870 in 2019, accruals from 239 in 2018 to 246 in 2019 as well as bank overdraft from 300 in 2018 to 500 in 2019 which is not a good factor. 

Conclusion:
In conclusion we can say that to be able to deliver a good service with a high quality and for it to be able to maintain a premium status and be ranked highly among competitors in the same industry, the management team of Gatsby Grange has to carefully look at these analyses which are made annually. To be capable to take action in areas of the company where there are problems or that are underperforming, the Gatsby Grange has to take in consideration every aspect of these analyses. Moreover, my recommendation regarding rent would be to try to renegotiate the contract in order to decrease the price whether that’s from making the building smaller to coming to an agreement with the renting company. Also, another idea on how to be able to pay the rent would be renting the halls or other public rooms of the hotel to different companies or special events. Furthermore, from the analysis above we can see that the costs of lighting and heat has risen significantly in 2019 compared to 2018; my recommendations would be to replace all lightbulbs in the hotel with more efficient lightbulbs which will last longer due to less energy being wasted. Moreover, I would also suggest that the hotel should use sensor-activated lightbulbs which means the lightbulbs would last longer due to them not being in use constantly, only when someone is walking within the area. Also, the hotel could make an investment in solar panels which would initially cost way more than lightbulbs and normal electricity, but in the long run they would be more profitable as they don’t need to be replaced and Gatsby Grange would no longer need to pay for electricity. Moving on to advertisement, we can clearly see in the analysis above that costs have increased in 2018 since 2019. Regarding this sector, I believe that costs should not be decreased due to advertising being a crucial part of keeping the hotel chain alive. Without advertising, the hotel would sell less and generate less revenue which would eventually lead to bankruptcy. In the contrary, I would advise Gatsby Grange to increase the amount of money that they pay to advertising agencies in order to gain more publicity and attract new customers to increase revenue. Also, my recommendation would be to invest more into advertising because it boosts brand recognition which would open new opportunities and collaborations with different corporations. On the other hand, we can see a positive trend in the analysis above; cost of maintenance has decreased in 2019 compared to 2018, which ultimately means the hotel had to spend less money on hotel reparations and more in other crucial areas such as advertising. Furthermore, lack of reparations meant that areas of the hotel did not need to be closed off which means clients would be able to use all parts of the hotel throughout most of the year (for example, the bar did not need reparations which meant it was used all year around). Moreover, a very critical problem within the hotel is the high number of bad debts. The number of bad debts within the company has nearly doubled between the years 2018 and 2019. This is incredibly negative for the company because it means that the company is at a high risk of losing revenue. If, for example, a company that the hotel is affiliated with goes bankrupt, this will directly reflect in the revenue of the company; the revenue would take a heavy hit and it would set the enterprise back in all areas. My recommendation in this situation would be for the hotel to stop making deals with risky companies and make thorough background checks of the companies they are about to deal with to avoid any future complications and avoid taking a big hit. Next, a very important issue that needs to be fixed by Gatsby Grange is the problems with the bank regarding the overdraft. The overdraft could be an issue for the hotel because it creates an illusional sense of having more money than they actually do, which could potentially lead to the enterprise making a mistake by investing too much something and if that something does not work out, they would eventually start making less and less money, and they will need to make more loans which could lead to even more bad debts which would eventually lead to the business end of the company. Lastly, after making a thorough analysis of the accountancy side of this company, I have managed to pick out and explore the different positives and negatives of the Gatsby Grange hotel change and I have made my recommendations towards the management team. I believe that if the management team scans this analysis and adopts it, they could reduce some of the factors that lead to a smaller revenue. 
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