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1. Executive Summary

 Analysis of the Gatsby Grange Boutique Hotel was conducted using four (4) families of ratios including profitability, efficiency, liquidity and capital structure. The analysis was done over a two year period (2019, 2018) and studied the sustainability and performance of the hotel. The efficiency of fixed asset turnover and inventory days were assessed and compared to the revenue generated, forecasting the year 2020. Liquidity position was examined to determine how quickly and efficiently the hotel could turn over assets with the ability to sustain its current liabilities.

The results showed that although no non-current assets were sold, the hotel was turning over nearly half of its inventory compared to the previous year, thus increasing revenue. Conversely, although revenue had increased, cost of sales (COS) had rocketed, resulting in the return on capital employed (ROCE) performance spiralling downwards, affecting the gross and net operating profits. 

Cash owed to creditors was being retained for less time compared to the previous year, which can be an indication of poor cash flow management. The liquidity of the hotel needs to be looked at with caution as the acid test is much lower than the current ratio, indicating that the company is struggling to turn assets into cash to sustain its current liabilities. There is also a possibility that the company is heavily dependent on stocks, as an analysis of capital structure revealed the ability to leverage is not been utilised.















2. Main Body
(Ia). Table of Results
	Ratios Table of Results
	2019
	2018
	Absolute Difference
	Relative Performance

	Profitability ratios
	 
	 
	 
	 

	ROCE
	70.8
	71.9
	-1.1
	-1.1

	Asset turnover
	1.04
	0.99
	0.06
	5.7

	Gross profit 
	85.8
	91.8
	-6.0
	-6.0

	Net operating profit 
	67.9
	72.9
	-5.0
	-5.0

	 
	 
	 
	 
	 

	Efficiency
	 
	 
	 
	 

	Non-current asset turnover
	1.29
	1.22
	0.1
	5.6

	Inventory turnover (days)
	386.5
	648.9
	-262.4
	-40.4

	 
	 
	 
	 
	 

	Liquidity
	 
	 
	 
	 

	Current ratio
	1.7
	0.12
	-0.07
	-6.7

	Acid test
	1.1
	1.2
	-0.1
	-6.6

	Creditor days
	373.6
	648.9
	-275.3
	-42.4

	Debtors days
	109.5
	106.2
	3.3
	3.1

	 
	 
	 
	 
	 

	Capital Structure
	 
	 
	 
	 

	Debt to equity (leverage)
	2.4
	9.0
	-6.6
	-73.7

	Debt to capital
	2.3
	2.4
	-0.1
	-4.1







(Ib). Summary of Table

Table 1a shows the four groups of ratios used calculating the absolute difference (AD) and relative difference (RD), summarising the financial analysis for Gatsby Grange over a two (2) year period between 2018 and 2019. 



(IIa). Analysis
(IIa). Discussion of Ratio Families
[image: Corporate Finance Ratios Summary]
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(IIb). Analysis of Each Family
Profitability
Businesses invest with the sole purpose to gain an adequate return on capital (Atrill and McLaney, 2009).  In ensuring profitability, ROCE ratio is used as part of the analysation. Using (AD) of 2019 and 2018, which is the first stage of the analysation, it has identified that ROCE has gone down by -1.1% with the RD doing the same. 

In analysing the possible cause for the fall in ROCE, components of ROCE have been broken down into the following, calculating the relative difference.
(a) Operating Profits (OP)
(b) Capital Employed (CE) consists of total assets minus current liabilities. 

Completing RD analysis calculations revealed an overall -1.1% fall in ROCE had contributed a combination of a 1.6% rise in the OP combined with a 3.2% rise in the CE. With the CE increasing more than the OP, the overall ROCE will be increased.

Another level analysis identified an increase in OP had been affected by the rise in the cost of sales (COS). Although revenue has gone up by £500 (9.1%), COS has risen by £400 (88.9%) resulting in a small overall increase, as OP improved by only 1.6% over the period.  
With COS increasing more than revenue, this has slowed down the OP affecting the ROCE. Reducing COS could improve the ROCE performance amongst other strategies described below (Hayes and Miller, 2011).
Analysing the increase in COS by 88.9% and the increase in operating expenses (OE) by 3.4% reveals a clear indication that COS is causing a more significant problem.

With OE increasing by 3.4% the 88.9% increase in COS is responsible for the increase in sales, harming the overall profit margin. 
The rise in CE by 3.2% is an indication that the company has acquired more assets, a second look revealed that is not the situation but instead a depreciation of non-current assets.

 Additionally, the hotel could improve on the total asset by selling outdated non-current assets which have depreciated and seldomly use, having little significant value to the company. This would allow for more capital to be employed for the same amount of production, as depreciation is reflecting a 10% increase. Additionally, improving total assets could improve ROCE performance (Drury, 2018).

The management of inventory can also improve the ROCE, with inventory increased from the previous year. Managing borrowing can create lower interest rates by using suitable debentures, which is of value to ROCE. In 2018, the ROCE was 71.9pence for every pound [£] of capital employed followed by 2019 resulting in 70.8pence. The trend in ROCE has fallen from 2018-2019 with the increase in COS negatively affecting the increase in CE. However, expectations are CE will generate future sales.

Additionally, sales can also be increased and strategised, ensuring sales are transacted with appropriate pricing plans.  Moreover, a rise in sales could still affect the ROCE if sales margins are low. More excellent efficiency plan could be introduced to reduce OE caused by light and heat. The hotel has an increase of 12.5% on debt capital with bank overdrafts up by 66.7%, which needs to be managed more effectively.


The Asset turnover is an indication of the number of times the total investment has resulted in sales; this measured the value of revenue showing an increase in monetary value from 2018-2019 (Holmes, Sugden and Gee, 2005).  The AD reflects a 0.06pence increase with the performance difference, reflecting a 5.7% increase. This indicates the efficiency within which the hotel in using assets to generate sales as the capital employed has risen. The asset turnover reflects how much revenue the hotel is making from each £1.00 of sales in the asset. 
The increase in asset turnover has resulted in the 9.1 pence rise in revenue and the 3.2% rise in the capital employed. Revenue has been affected by the -10% fall in loan interest over the period. The increase in asset turnover could be a trend with the increase in sales over the two years. Conversely, a five to ten-year financial statement would give more accurate information regarding the trends as figures do change (Hayes and Miller, 2011).


The gross profit margin (GPM) reflects the income generated from sales that is available after the cost of goods sold (COGS). The 2019 2018 period AD reflects a decline in the GPM by -6.0%. The RD also reflects a -6.0% decline. The decline in GPM was a combination of the 9.1% increase in sales and a 9.1% increase in gross profit with a 0.3% rise in operating cost. 

The higher level of analysis reveals that the decline in gross profit can be a possibility of the rise in the operation cost. Net operating profit analysed reflected -5.0% fall in AD and an additional -5.0% fall in RD. The 1.6% rise in operating profit, combined with a 9.1% rise in revenue, has been affected by a 3.4% rise in the operating cost as shown in figure 1.1 below.



Figure I.I






Efficiency Ratios
Evaluating non-current asset turnover indicates how efficiently assets are performing. The AD indicates a 0.07pence increase and the RD reflected a 5.6% increase up from last year. The overall 5.6% increase was a combination of the 9.1% rise in revenue and the 3.3% rise in non-current assets. Probable cause for the assets performing well could be due to the increase in sales.
 
With non-current assets depreciating over time, selling unwanted assets can improve the revenue per pound (£). A high turnover shows that the company is efficiently utilising assets to generate sales. Conversely, a low asset turnover would indicate the company is failing to use assets to generate sales.

Inventory turnover interlinks with the efficiency of maintaining inventory and the liquidity it generates. This reflects the number of days the company is taking to turn over stock, resulting in sales. There has been a massive improvement between the two years with 2018 taking nearly two (2) years to turn over stock and 2019 turning over stock in just over a year.  There has therefore been a significant improvement in the hotel’s performance in almost halving its inventory turnover as shown in figure 1.2 below.


Figure 1.2





Liquidity

The ability of the hotel paying its debt and the ability of the debtors paying the hotel is of extreme importance, which places the hotel in a liquid position (Holmes, Sugden and Gee, 2005). The current ratio reflects the working capital used to pay short term debts and manage the daily running of the hotel.  With the AD slipping by -0.1times and the RD dropping by -6.7%, the third level of analysis looks at the possible cause.  

Current assets have gone up by 12.6%, and current liabilities have gone up by 20.7%, giving the overall -6.7% in current ratio.  Marr (2012) concludes that in measuring the hotel’s short term lability to liquidise assets, the hotel’s current liabilities have to be taken into account.

The -6.7 times drop in the current ratio as shown in table 1a, demonstrates that the cash position is weaker than the previous year. This indicates that there may be a cash problem, and there is the need to secure other financing. However, all aspects and ratios must be studied to get a clear picture and an in-depth view. 


The acid test has been used as another liquidity ratio giving a more in-depth look into the hotel’s financing structure; it ignores inventory assets which might be difficult turning into cash.  The first analysis indicates a fall in the AD by -0.08times with the RD showing a -6.6% fall, meaning that for every pound [£] owed 0.08pence is paid back. The 12.5% increase in stocks, 6.6% increase in total assets in addition to the 20.7% increase in current liability, is a combination of the overall -6.6% fall in the acid test (appendix 1).  

However, if the accounts receivable [debtors] take longer than usual to settle, the acid test will not reflect an accurate result (Walsh, 2008). In addition, if the hotel’s accounts payable are due to be paid, but the accounts receivable are scheduled to be received later, this will negatively affect the acid test.  Bank overdrafts which are placed in the current liabilities have a specific time, agreed to be paid, which is generally upheld by the bank (Holmes, Sugden and Gee 2005). 

The acid test is indicating that the business should be cautious regarding its ability to satisfy its current liabilities. With the acid test much lower than the current ratio, an additional indication is that the hotel is heavily dependent on its stock (Marr, 2012). Woods and Sangster (2008) concluded that business, in spite of profitability, will fail if not adequately liquid.


The creditor days ratio reflects the amount of time the hotel takes to pay its creditors. Taking longer to pay, maximises the hotel’s cash flow, if it is done legally and morally. In the two (2) year period creditor days figure has nearly halved from the previous year as indicated in figure 1.3 below. The third level of analysis shows that creditor days are positive, which is a good position. Nevertheless, the position is that creditor days failed to improve. Improvements were showed in working capital, which was a result of creditors days falling and debtor days increasing. 



	
	2019 (days)
	2018 (days)
	AD (days)
	RD (%)
	Outcome

	Creditor days
	373.6
	648.9
	-275.3
	-42.4
	Adverse

	Debtors
	109.5
	106.2
	3.3
	3.1
	Favourable

	Days holding money
	264.1
	542.7
	-278.6
	-45.5
	Adverse


Figure 1.3

The debtor days ratio indicates how long money owing to the business is taking to be paid. Analysis indicates an AD of 3.3 days and an RD of 3.1%. With sales increasing by 9.1% and debtors 12.5% the overall 3.3 days for the payment to be made to the hotels is reflected as shown in figure 1.4 below. 

Figure 1.4



Capital Structure  

The hotel can sometimes finance assets with debts, which can be risky. Studying capital structure ratios highlights the hotel’s financing ability, showing the risk the hotel has taken on its assets (Walsh, 2008). The debt to equity [leverage] analysis indicated a -6.6% fall in the AD, with the RD indicating a -73.7% fall. With debt capital down by -3.3% and total equity indicating a 0.9% raise, the overall -73.7% is reflected. This could be a sign that the hotel is not utilising financial leveraging, which could increase total equity

Comparing the hotel’s total debt to the total capital, the debt to capital ratio analysis showed an AD of 0.1% in the first analysis and an indication of -4.1% fall in AD. The -0.6% fall in capital and 1.6% in operating profit is a combination of the -3.3% in debt capital accumulating to the overall -4.1% in debt capital. The hotel is not highly leveraged, which reduces the risk of insolvency, taking advantage of financial leverage could increase profitability.

Conversely, with bank overdrafts omitted from the gearing ratios and solely kept as current liabilities, it is imperative to use interest cover ratio to identify the hotel's ability in meeting its interest payments. The first level of the analysis identifies 25.9 times interest in the AD and 12.9% in RD. 

The 1.6% rise in the OP and the -10.0% in the finance charge is a combination of the overall 12.9% in interest cover. This indicates that the hotel's financial health is being able to sustain its interest obligations from operating revenue. Conversely, this could again be an indication that the hotel is missing out or reluctant to take up leveraging opportunities that could potentially increase revenue. 


Figure 1.5

(IIc). Round-Up of Analysis

The overall performance analysis indicated that the business has improved. The assets are turning over much quicker, generating revenue. The long-term liabilities have decreased, but the business has borrowed more in trade payables and increased its overdraft for the short term. The results of this analysis indicates the overall improvement forecast for the 2020 financial year, would be to consider more long term borrowing, and invest in assets as they are turning over. More time should also be negotiated with suppliers, allowing the hotel to retain creditors cash for prolonged periods, maximising cashflow. Although there is improvement in asset turnover, the gross profit margin is trending downwards, which can be an indication of increased competition within the hospitality industry. This suppreses profits margins, as does the huge increase in COS. An understanding of ratios and their fluctuations is essential for hotel management. Globalisation can affect credit-deposit ratios in relation to net-liabilities and the accessing of loans (Das and Das 2019). However, the limitations involved in the study of ratios is that they do not provide a cause to the situation affecting the business and would not be understood except by a financial expert.



3. Conclusion

In concluding, this analysis of the income and financial statements has identified areas of strengths and weaknesses. The appropriate ratio calculations made a high contrast in identifying areas in the report to demonstrated areas for caution and improvement. The appropriate use of ratios showed how they interlinked; one specific ratio is not a true reflection, as seen in the acid tests’ ratio calculations. It is important that management understands the importance and use of these ratios clearly. Additionally, it is clear that without the use of these ratios, the analysation reflecting the performance of the hotel would be compromised. 

 Recommendations 
The hotel needs to source goods from other manufactures in bulk which can reduce the cost of goods sold. Non-current assets need to be sold for capital employed to be more effective. Areas within expenses should be addressed regarding the conservation and use of green energy (lighting and heating).
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Profitability Indications

ROCE	2019	2018	Difference	Performance	70.785540493569684	71.879483500717356	-1.0939430071476721	-1.0939430071476721	Asset turnover	2019	2018	Difference	Performance	1.0427528675703859	0.98637015781922521	5.6382709751160665E-2	5.7161816285903981	Gross profit 	2019	2018	Difference	Performance	85.833333333333329	91.818181818181813	-5.9848484848484844	-5.9848484848484844	Net operating profit 	2019	2018	Difference	Performance	67.88333333333334	72.872727272727275	-4.9893939393939348	-4.9893939393939348	Profitability ratios	2019	2018	Difference	Performance	



Efficiency Indication

Non-current asset turnover	1.2903225806451613	1.2222222222222223	6.8100358422938934E-2	5.5718475073313671	Inventory turnover (days)	386.47058823529414	648.88888888888891	-262.41830065359477	-40.441176470588239	Efficiency	



Liquidity Indication

Current ratio	1.6831683168316831	1.8035847647498133	-0.12041644791813022	-6.6765061599327682	Acid test	1.1262376237623761	1.2061239731142643	-7.9886349351888208E-2	-6.6233945375961802	Creditor days	373.58823529411762	648.88888888888891	-275.30065359477129	-42.426470588235297	Debtors days	109.5	106.18181818181819	3.318181818181813	3.1249999999999951	Liquidity	



Capital Structure Indication

Debt to equity (leverage)	2.3658019252732907	9.0108624094799215	-6.6450604842066312	-73.745000003725096	Debt to capital	2.311125278928913	2.4092515258592999	-9.8126246930386962E-2	-4.0728934225905951	Interest Cover	226.27777777777777	200.4	25.877777777777766	12.913062763362158	Capital Structure	
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Liquidity

Assesses a business’ ability to remain liquid
(i.e be able to meet its short term liabilities)

Measures the amount of “cash cushion”
that a business has in each accounting
period

Useful for evaluating cash management
strategy

Profitability

Assesses a business’ ability to generate
profits given the investments made in
assets or equity

Measures how well the company’s
management has used funds to develop a
profitable operational model

Useful for evaluating profitability

Efficiency

Assesses the overall level of efficiency that
a business is able to achieve through its
operations

Measures business performance in terms
of multiples of themselves (i.e turnover)
Useful for identifying areas of
improvement
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2019 2018 Difference Performance 2019 2018 Difference Performance
Sales revenue 6,000 5,500 500 9.1 Non-current assets 4,650 4,500 150 3.3



Current assets:
Less Cost of goods sold: Stocks 900 800 100 12.5
Opening stock 900 750 150 20.0 Debtors 1,800 1,600 200 12.5
Purchases 850 500 350 70.0 Cash at Bank 15 10 5 50.0



1,750 1,250 500 40.0 Cash in Hand 5 5 0 0.0
Less: Closing stock 900 800 100 12.5 Total current assests 2,720 2,415 305 12.6
Cost of sales 850 450 400 88.9 Total assets 7,370 6,915 455 6.6
Gross Profit 5,150 5,050 100 2.0
Less Operating Cost: Current liabilities:
Rent 225 200 25 12.5 Trade Creditors 870 800 70 8.8
Rates 80 80 0 0.0 Accruals 246 239 7 2.9
Motor Expenses 90 90 0 0.0 Bank Overdraft 500 300 200 66.7
Advertising 88 75 13 17.3 Total current liabilities 1,616 1,339 277 20.7
Light and Heat 98 72 26 36.1 0
Depreciation 110 100 10 10.0 Net Current Assets 1,104 1,076 28 2.6
Insurance 65 65 0 0.0 Capital Employed 5,754 5,576 178 3.2
Repairs 90 160 -70 -43.8 0
Bad Debts 78 40 38 95.0 Long-Term Liabilities: 0
Salaries 135 140 -5 -3.6 Bank Loans 145 150 -5 -3.3
Loan Interest 18 20 -2 -10.0 Net assets 5,609 5,426 183 3.4



1,077 1,042 35 3.4 0
0



Net Profit for the year 4,073 4,008 65 1.6 Financed by: 0
Capital 2,056 2,068 -12 -0.6
Operating profit 4,073 4,008 65 1.6
Total Equity 6,129 6,076 53 0.9



Ratios 2019 2018 Difference Performance
Profitability ratios
ROCE 70.8 71.9 -1.1 -1.1 NB: Balance sheet Differs 520 650
Asset turnover 1.04 0.99 0.06 5.7
Gross profit 85.8 91.8 -6.0 -6.0
Net operating profit 67.9 72.9 -5.0 -5.0



Efficiency
Non-current asset turnover 1.29 1.22 0.07 5.6
Inventory turnover (days) 386.5 648.9 -262.4 -40.4



Liquidity
Current ratio 1.7 1.8 -0.12 -6.7
Acid test 1.1 1.2 -0.08 -6.6
Creditor days 373.6 648.9 -275.3 -42.4
Debtors days 109.5 106.2 3.3 3.1



Capital Structure
Debt to equity (leverage) 2.4 9.0 -6.6 -73.7
Debt to capital 2.3 2.4 -0.1 -4.1
Interest Cover 226.3 200.4 25.9 12.9



Summarised Income Statement
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2019 2018 DifferencePerformance 2019 2018 DifferencePerformance

Sales revenue  6,000 5,500 500 9.1 Non-current assets 4,650 4,500 150 3.3

Current assets:

Less Cost of goods sold: Stocks 900 800 100 12.5

Opening stock 900 750 150 20.0 Debtors 1,800 1,600 200 12.5

Purchases 850 500 350 70.0 Cash at Bank 15 10 5 50.0

1,750 1,250 500 40.0 Cash in Hand 5 5 0 0.0

Less: Closing stock 900 800 100 12.5 Total current assests 2,720 2,415 305 12.6

Cost of sales 850 450 400 88.9 Total assets 7,370 6,915 455 6.6

Gross Profit 5,150 5,050 100 2.0

Less Operating Cost: Current liabilities:

Rent 225 200 25 12.5 Trade Creditors 870 800 70 8.8

Rates 80 80 0 0.0 Accruals 246 239 7 2.9

Motor Expenses 90 90 0 0.0 Bank Overdraft 500 300 200 66.7

Advertising 88 75 13 17.3 Total current liabilities 1,616 1,339 277 20.7

Light and Heat 98 72 26 36.1 0

Depreciation 110 100 10 10.0 Net Current Assets 1,104 1,076 28 2.6

Insurance 65 65 0 0.0 Capital Employed 5,754 5,576 178 3.2

Repairs 90 160 -70 -43.8 0

Bad Debts 78 40 38 95.0 Long-Term Liabilities: 0

Salaries 135 140 -5 -3.6 Bank Loans 145 150 -5 -3.3

Loan Interest 18 20 -2 -10.0 Net assets 5,609 5,426 183 3.4

1,077

1,042 35 3.4 0

0

Net Profit for the year 4,073 4,008 65 1.6 Financed by: 0

Capital 2,056 2,068 -12 -0.6

Operating profit 4,073 4,008 65 1.6

Total Equity 6,129 6,076 53 0.9

Ratios 2019 2018DifferencePerformance

Profitability ratios

ROCE 70.8 71.9 -1.1 -1.1

NB: Balance sheet Differs

520 650

Asset turnover 1.04 0.99 0.06 5.7

Gross profit  85.8 91.8 -6.0 -6.0

Net operating profit  67.9 72.9 -5.0 -5.0

Efficiency

Non-current asset turnover 1.29 1.22 0.07 5.6

Inventory turnover (days) 386.5 648.9 -262.4 -40.4

Liquidity

Current ratio 1.7 1.8 -0.12 -6.7

Acid test 1.1 1.2 -0.08 -6.6

Creditor days 373.6 648.9 -275.3 -42.4

Debtors days 109.5 106.2 3.3 3.1

Capital Structure

Debt to equity (leverage) 2.4 9.0 -6.6 -73.7

Debt to capital 2.3 2.4 -0.1 -4.1

Interest Cover 226.3 200.4 25.9 12.9

Summarised Income Statement
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Microsoft_Excel_Worksheet.xlsx
Sheet1

		Analysis of Financial Statement Gatsby Grange

		Summarised Income Statement												Summarised Statement of Financial Position

				2019		2018		Difference		Performance						2019		2018		Difference		Performance

		Sales revenue 		6,000		5,500		500		9.1				Non-current assets		4,650		4,500		150		3.3

														Current assets:

		Less Cost of goods sold:												Stocks		900		800		100		12.5

		Opening stock		900		750		150		20.0				Debtors		1,800		1,600		200		12.5

		Purchases		850		500		350		70.0				Cash at Bank		15		10		5		50.0

				1,750		1,250		500		40.0				Cash in Hand		5		5		0		0.0

		Less: Closing stock		900		800		100		12.5				Total current assests		2,720		2,415		305		12.6

		Cost of sales		850		450		400		88.9				Total assets		7,370		6,915		455		6.6

		Gross Profit		5,150		5,050		100		2.0

		Less Operating Cost:												Current liabilities:

		Rent		225		200		25		12.5				Trade Creditors		870		800		70		8.8

		Rates		80		80		0		0.0				Accruals		246		239		7		2.9

		Motor Expenses		90		90		0		0.0				Bank Overdraft		500		300		200		66.7

		Advertising		88		75		13		17.3				Total current liabilities		1,616		1,339		277		20.7

		Light and Heat		98		72		26		36.1										0

		Depreciation		110		100		10		10.0				Net Current Assets		1,104		1,076		28		2.6

		Insurance		65		65		0		0.0				Capital Employed		5,754		5,576		178		3.2

		Repairs		90		160		-70		-43.8										0

		Bad Debts		78		40		38		95.0				Long-Term Liabilities:						0

		Salaries		135		140		-5		-3.6				Bank Loans		145		150		-5		-3.3

		Loan Interest		18		20		-2		-10.0				Net assets		5,609		5,426		183		3.4

				1,077		1,042		35		3.4										0

																				0

		Net Profit for the year		4,073		4,008		65		1.6				Financed by:						0

														Capital		2,056		2,068		-12		-0.6

														Operating profit		4,073		4,008		65		1.6

														Total Equity		6,129		6,076		53		0.9

		Ratios		2019		2018		Difference		Performance

		Profitability ratios

		ROCE		70.8		71.9		-1.1		-1.1				NB: Balance sheet Differs		520		650

		Asset turnover		1.04		0.99		0.06		5.7

		Gross profit 		85.8		91.8		-6.0		-6.0

		Net operating profit 		67.9		72.9		-5.0		-5.0



		Efficiency

		Non-current asset turnover		1.29		1.22		0.07		5.6

		Inventory turnover (days)		386.5		648.9		-262.4		-40.4



		Liquidity

		Current ratio		1.7		1.8		-0.12		-6.7

		Acid test		1.1		1.2		-0.08		-6.6

		Creditor days		373.6		648.9		-275.3		-42.4

		Debtors days		109.5		106.2		3.3		3.1



		Capital Structure

		Debt to equity (leverage)		2.4		9.0		-6.6		-73.7

		Debt to capital		2.3		2.4		-0.1		-4.1

		Interest Cover		226.3		200.4		25.9		12.9



















Sheet2

		Analysis of Financial Statement Workbook

		Summarised Income Statement												Summarised Statement of Financial Position

				2019		2018		Difference		Performance						2019		2018		Difference		Performance

		Sales revenue 		6,000		5,500		500		9.1				Non-current assets		4,650		4,500		150		3.3

														Current assets:

		Less Cost of goods sold:												Stocks		1,420		1,450		-30		-2.1

		Opening stock		900		750		150		20.0				Debtors		1,800		1,600		200		12.5

		Purchases		850		500		350		70.0				Cash at Bank		15		10		5		50.0

		Less: Closing stock		-900		-800		-100		12.5				Cash in Hand		5		5				0.0

				850		450		400		88.9						3,240		3,065		175		5.7

								0						Total assets		7,890		7,715		175		2.3

		Gross Profit		5,150		5,050		100		2.0										0

		Less Expenses:												Current liabilities:						0

		Rent		225		200		25		12.5				Trade Creditors		870		800		70		8.8

		Rates		80		80		0		0.0				Accruals		246		239		7		2.9

		Motor Expenses		90		90		0		0.0				Bank Overdraft		500		300		200		66.7

		Advertising		88		75		13		17.3						1,616		1,339		277		20.7

		Light and Heat		98		72		26		36.1

		Depreciation		110		100		10		10.0				Net Current Assets		1,624		1,726		-102		-5.9

		Insurance		65		65		0		0.0				Capital Employed		6,274		6,226		48		0.8

		Repairs		90		160		-70		-43.8

		Bad Debts		78		40		38		95.0				Long-Term Liabilities

		Salaries		135		140		-5		-3.6				Bank Loans		145		150		-5		-3.3

		Loan Interest		18		20		-2		-10.0				Total liabilities		6,129		6,076		53		0.9

				1,077		1,042		35		3.4

								0

		Net/Operating Profit for the year		4,073		4,008		65		1.6				Represented by:

														Capital		2,056		2,068		-12		-0.6

		Ratios		2019		2018		Difference		Performance				Profit for the year		4,073		4,008		65		1.6

		Profitability ratios														6,129		6,076		53		0.9

		ROCE		64.9		64.4		0.5		1

		Asset turnover		1.0		0.9		0.1		8.3

		Gross profit 		85.83		91.82		-6.0		-6.0

		Net operating profit 		67.9		72.9		-5.0		-5.0



		Efficiency

		Non-current asset turnover		1.3		1.2		0.1		5.6

		Inventory turnover (days)



		Liquidity

		Current ratio		2.0		2.3		-0.3		-12.4

		Acid test		1		1.2		-0.1		-6.6

		Creditor days		373.6		648.9		-275.3		-42.4

		Debtors days		109.5		106.2		3.3		3.1



		Gearing

		Debt to equity (leverage)

		Debt to capital





image1.png







image2.png








