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            Analysis of the Financial Statements of Gatsby Grange Chain  


Introduction :- This report will put lights on positivity and negativity of Gatsby Grange Chain. Report is doing a calculation of 2018 and 2019 to a chart sheet for two year’s, Therefore report will analysis Profitability, liquidity and efficiency. The ratio will tell us about Gatsby Grange past present and future in financial condition. However the performance and difference between both years which helps Gatsby Grange management to understand the financial situation they dealing with. In this report author is describing and expanding more about Profitability, Liquidity, Efficiency, ratio’s with example, How this ratio work and how we can use this ratio’s to analysis any kind of future threat, This report also explain as why Gatsby Grange was doing well in 2018 and why they get loss in 2019. After calculation it will give clear picture of reason behind getting loss in net profit and gross profit. In same time result of calculation indicate that its seems good sign in few ratio as a performance wise.
TASK 1
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	Ratios
	2018
	2019
	Difference
	Performance
	

	Profitability
	ROCE
	64.37520077
	64.91871215
	0.5435114
	0.543511374
	

	Profitability
	Asset turnover
	0.883392226
	1
	0
	8.256295824
	

	Profitability
	Gross profit %
	91.81818182
	85.83333333
	-5.984848
	-5.984848485
	

	Profitability
	Net operating profit %
	72.87272727
	67.88333333
	-4.989394
	-4.989393939
	

	Efficiency
	Inventory days
	1176.111111
	609.7647059
	-566.3464
	-48.15415822
	

	Efficiency
	Non-current asset turnover
	1.794453507
	1.851851852
	0.0573983
	3.198653199
	

	liquidity
	Current ratio
	2.289021658
	2.004950495
	-0.284071
	-12.41015619
	

	liquidity
	Acid test
	-1447.710978
	-1417.99505
	29.715929
	-2.052614733
	

	liquidity
	Creditor days
	648.8888889
	373.5882353
	-275.3007
	-42.42647059
	

	liquidity
	Debtor days
	132.7272727
	136.875
	4.1477273
	3.125
	

	capital structure
	Gearing 1
	-18.75
	-16.11111111
	2.6388889
	2.638888889
	

	capital structure
	Gearing 2
	-79900
	-89900
	-10000
	-10000
	

	capital structure
	Interest cover
	200.4
	226.2777778
	25.877778
	12.91306276
	




1B
Brief description of calculation 
This ratios calculation tells us about profitability, Efficiency, Liquidity, Inventory, Gearing. How family of ratios is working together and find out the result with the use of a excel formula’s. Therefore this equations tell us about profit and loss difference in 2018 and 2019 of a firm.
B1

Profitability have four ratios like Roce, Assets turnover, Gross Profit, Net operating profit.
Roce:-  Roce is a financial ratio which firm use to measure profitability and the capital employed, Roce is a profitability ratio because its shows how effectively firm is operating development while seeing long time economics, MY ACCOUNTING COURSE. The above calculation of Roce on this report tell us about Gatsby Grange, In 2018 Roce was 64.3% and in 2019 Roce was 64.9%, Therefore the difference comes of 0.5 in both of the year’s, As per calculation of Roce in 2019 is better than 2018 for Gatsby Grange. The performance level is increase of 0.5, There fore the capital employment and operating profit is increase in 2019 than the comparison of 2018. The reason behind increasing profit could be many things like increasing in cost of sales, loan Interest was low in 2019 in comparison of 2018.
Assets turnover: - Assets turnover is used to calculate Assets and revenue of companies, it is really efficient to calculate company performance and to calculate the beginning and ending of the year of a company, The Economic Times , (2020). The assets turn over for Gatsby Grange was 0.8% in 2018, Therefore in 2019 its increase to 1.0%, In this case of increasing assets turnover in last one year is indicating that Gatsby Grange is doing good business and making profit, The difference of 0.2 its not very big difference but as a firm its good sign of moving positive. However if we see the calculation indicated that 8.2% of performance in this last one year it’s a huge success for Gatsby Grange, If we compare 2018 with 2019 in the term of assets turn over the whole calculation gives us a result that 2019 is a better than the previous year, Therefore it could be reason of increasing assets turnover and capital employed in 2019 than the previous year, But the other side if we analysis the calculation, firm has increase their turnover and increased their capital employed which make us thing that firm is not doing that much profit, but it is seems massive increase in performance.
Gross Profit: - Gross profit means the company make money after all deduction in second word we can say net profit as well. It is a net sales detriment price of things vended. Accounting Tools (2019). As the result of calculation, The Gatsby Grange is having 91.8% gross profit in 2018 and in 2019 its decrease and gone down to 85.8%. It is indicating that the firm is not making profit in this past year. It is clearly showing company is in loss and had difference of -5.9% In gross profit which makes administrative of operation they should look why they in loss. It could be various type of reason to get loss in net profit because net profit counts after all deduction. It seems like in 2019 firm has made increase in assets turn over in comparison of 2108, Therefore the rent of properties and bad debts is highly increase in 2019. Depreciation is not having that big difference but as a mathematical counting its gives a difference. In 2018 the purchase was just 500 and in 2019 it is increased to 850, Bank over draft gone increase in 2019. Therefore calculation is indicating that firm is making profit and doing progress but their spending is more than what they earning in comparison of 2018.
Net operating profit:- Net operating profit is a profitability ratio which shows the percentage of profit a company make from its operation. CFI Education Inc, (2015 to 2020). As we see the report of Gatsby Boutique after the calculation of 2018 and 2019 It is not a big difference in net operating profit, Firm is having 72.8% in 2018 and in 2019 they have 67.8% as we can see it out come with -4.9 difference which is not hard for firm and if they fail to make net operating profit means they failed in performance as well the result of performance of net profit is -4.9 it is hard for management to under estimate this percentage. Therefore I think firm is getting profit but not that much as they should get after that expenses, like they increase turnover their spending in advertising, However they do decrease employee salaries and loans interest was low too, if we compare 2018 with 2019 the result of calculation says company did progress and made profit but not that much because their expenses is increased than their earnings.
Efficiency:- Efficiency have two ratios Inventory and Non-Current assets turnover.
Inventory days: - Inventory turnover is a ratio to calculate the number of record vended and spent in given time period. Therefore is also known as stock turns, stock turnover, The formula use to separate the cost of things vended by average inventory.Tradegecko.com (2020). The above calculation the result says inventory days have big increase in Gatsby Grange, As we seen in 2018 ratio shows the number was 1176.1 and in 2019 the number is 7198.6 so its indicate massive increase with difference of 6022.5, Therefore the performance level touch to 512.0. As per calculation the result talk about stock they have which they did not clear, and they did not sell that much in previous year and still the firm has ordered and stocked more. Therefore the percentage of inventory is increase in 2019 in comparison of 2018. 
Non-Current asset turnover: - Noncurrent assets turnover is ratio of efficiency which company is using to generate revenue, non-current assets may indicate the company which is not using assets effectively. Finiancialaccountancy.org (2015). In 2018 the Gatsby boutique is having number of 1.7% and in 2019 it is increase and touch to 1.8%, so as per calculation we are getting difference of 0.1% which is not that great result for firm. It could few reasons of this small change like example in 2018 the light and heating charge was just 72 and in 2019 its increase to 98 the reason I gave this example because its look company is doing profit but to supply productivity to customer their internal expenses is increasing as well. Therefore my prosper active Gatsby Grange noncurrent assets is not giving them profit and they struggling to make revenue as per result of calculation. In the case of performance firm touch to 3.1 so it is indicating they are good from external and giving customer a quality but internally they not making that much revenue.
Liquidity: - Liquidity is having four ratio, Current assets, Acid test, Creditor days, Debtors days. Current ratio: - Current ratio is a liquidity ratio which use to help and give idea to firm that they have enough cash and they can pay their debt to creditor, Tutor2u, (2020). In This currents asset I found interesting is if the ratio is showing number below the 1.0% that means it is not good time for firm to pay their debt, in this case business will ask more time to creditor to give them payment. Therefore the ratio is showing number between 1.0 to 3.0 than firm is standing on safe side and business is having enough cash to run operation. As the result of Gatsby Grange in this report it is indicate that in 2018 firm is having 2.2% and in 2019 its decrease to 2.0. the calculation gives us a number of -0.2%. In this case the Gatsby Grange was more capable to pay debt in 2018 than 2019. Because in current assets and in current liabilities is increased in 2019 and secondly the cost of sale gone done too. 
Acid test :- The acid test is ratio which used in industries which they carry large amount of stock in working capital. Acid test is also called a quick test, Tutor2u (2020)
The Acid test of Gatsby Grange in 2018 was -1447.7% and in 2019 it is gone down to -1417.9% it’s means the business is not doing great and it can be struggled to pay immediate debt. The difference of 29.7% its huge gap, Business Gatsby Grange is stocking more than what they sell because in 2018 inventory was 1450 and 2019 it is 1420. It is clearly shows that they didn’t had good business in last year but still they keep stocking and getting more debt.
Creditor day’s: - The creditors days is the time period got from supplier to business and in other word its pay day for suppliers to supply goods to firm. Ventureline (2020)
The creditors days report for Gatsby grange is in 2018 firm have credit of 648.8% and in 2019% it is gone up to 4410.4%, with a difference of 3761.5%, Therefore it means business was getting more days as a credit in 2018 than in camper of 2019. In this case Gatsby maybe struggle to manage payment for supplier on time, The performance of 579.6 in the end of 2019 which sound good for firm. As a business Gatsby Grange has increase in stocking and if we see other receivable is 1600 in 2018 in compare of 2019 its increase. Therefore because of cost of sale Gatsby grange had big loss in 2019, So possible they can struggle to manage payment on time of supplier.
Debtors day’s:- The debtors days is ratio enumerates how rapidly cash is being composed and accrued by debtor, It is also known as debtor collection period, it is a time to collect debt from all trader. Capital.com (2020). This calculation is indicating that in 2018 Gatsby Grange use to have debtors days of 132.7% Which is better than 2019, because result shows that in 2019 firm is having 136.8% which is more days to collect money from customer, between this two years the difference come out is 4.1% which is not really good for firm, if business is going in loss and debtor will not give payment on time than how firm can pay to creditors and how they deal with operating cost there could be many more reasons to be in loss. And as a performance wise Gatsby is not bad in debtor’s days result its 3.1%. Which shows if business can try new system to attract customers and try to increase sell and stop giving debt to any of customer’s than maybe they can feel gap.

Conclusion: - After concluding this report and calculation of Gatsby Grange hotel chain. 2019 is a not really good year to make revenue for hotel, as we seen business is making profit of 4.9% in 2018, but in 2019 business is showing its in loss as a financial condition with -4.9%, Therefore it could be many reasons like borrowing money from banks. Sales is down in 2019, Rent was increased. Bad debt was 40 in 2018 and in 2019 its increase and jump to 78. Expenses increases on heating and light and advertising. If we talk about purchase in 2018 it was just 500 and in 2019 its increase and gone high to 850, Therefore its indicate that Gatsby Grange is spending more than what they spend in previous year, Therefore the  main reason of getting loss I can conclude in this report is selling, if we see the cost of sell for 2018 was 450 and its decrease and drop down to 72 than That is the huge difference, difference of 378 in 2019 that could be a main reason. Without making profit 
Firm is purchasing and stocking can lead to loss. In 2018 firm is not stocking that much and not purchasing that much, which gives control on liquidity and inventory. Even firm have to borrow a money from bank on interest 2018 was not really good for interest rate than compare to 2019. But hotel was paying 20% of interest in 2018 and in 2019 its decrease to 18% so it is not that bad. 
Recommendation :- This report is showing us how Gatsby Grange is going down in 2019 as a term of financially in comparison of 2018. As a author of this report I would like to recommend Gatsby Grange to make their expenses low in advertising and purchasing. Therefore I would advise them to concentrate on how they can attract customer, and boost their selling, because as we seen firm selling is super drop in 2019 than 2018. If hotel will control expenses and give customer a quality in suitable sell cost which customer can say it is  worth it to spend than it could be big revolution in hotel. As a student of international hotel I believe if customer happy, Than hotel is making money and saving money as well. Without doing advertising customers can recommend to your social groups around them, it is free advertising and that’s good way to save little revenue of firm.
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