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This report looks into Merlin Entertainments and one of its largest UK subsidiaries, Alton Towers. The report begins with an introduction to Merlin Entertainments and discusses its locations, revenue and popularity. 
An environmental analysis is then undertaken, featuring an internal analysis (SWOT) and an external analysis (PESTEL). 
The 2015 and 2016 financial accounts for the company are also analysed, determining patterns between the two years and any reasons for this. The results of the financial audit, shows that Merlin Entertainments does have positive results, however these cannot be truly analysed as the internal benchmarks the organisation has set are unknown and a longer period of analysis would need to be undertaken, for example, five years for a better understanding.
Possible key performance indicators are also discussed and why they would be suitable for the organisation to use to determine success and SMART objectives are then created in line with these KPI’s.
The recruitment and selection is also discussed, with Merlin Entertainments’ recruitment process looked into as well as other how diverse the company is and the levels of equality. The gender pay gap in the company is discussed with internal examples, as well as other organisations in the leisure industry, such as Virgin Atlantic and Drayton Manor.
The performance management of the park is looked into and how staff are rewarded and motivated, such as the ‘Star’ rewards and ‘Spark an Idea’ initiative. 
Recommendations for the company are then discussed from the results of the three audits and a SWOT and PESTEL is included in the appendices. 
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[bookmark: _Toc7430904]Introduction
Merlin Entertainments is the second largest entertainment company in the world, second to only Disney (Proactiveinvestors UK, 2016).  It is part of the tertiary sector. Merlin Entertainments have subsidiaries in 25 countries, with 125 attractions in total (Merlin Entertainments Our Locations, 2019). They are defined as either theme parks, LEGOLAND attractions and midway attractions, such as ‘Dungeons’, ‘Sea Life’, ‘Madame Tussauds’ and many sight-seeing attractions such as ‘London Eye’. Many of their parks also have numerous hotels and other activities such as waterparks.  Merlin made £1,688m in revenue in 2018 (Merlin Annual Report, 2018). 
This report will be looking specifically into Alton Towers as well as Merlin Entertainments. Alton Towers is a theme park located in Staffordshire, England and is the flagship of the organisation. It has some of the most popular rollercoasters in the world, with many being ‘worlds firsts’, something which they market heavily.  








[bookmark: _Toc7430905]Environmental Analysis
It is important for an organisation to constantly undertake environmental analysis. It helps identify future and present problems for a business looking at the external factors as well as internal. 
[bookmark: _Toc5348065][bookmark: _Toc7430906]SWOT ANALYSIS
The SWOT analysis can be seen as appendix 1. 
· The key strengths of Alton Towers include it being part of the Merlin Entertainments group. Being the second largest entertainment group worldwide means that customers have built up a trust and familiarity with the brand. The park recovered quickly and professionally from The Smiler crash in 2015, admitting guilt and ensuring there is no repeat of the accident by re-training staff and changing ride computer systems. The park is always adding new attractions, from Wickerman in 2018 costing £16million (Haslam, 2018) as well as the new Alton Towers Dungeons which opened at the start of the 2019 season. 

· A weakness of the park is that customers perceive it to be too expensive. The on-the-gate price is £56 (Alton Towers: Price Table, 2019). This price can be lowered by guests booking in advance or using the half-price tickets which are given out on Cadburys, Kellogg’s and many other brands packaging. Another weakness is the planning permission problems the park incurs when applying to build new rides and host new events. The park cannot have rides that are visible above tree level and so have to dig down in order to build high rides. Nearby residents are also another weakness, with residents complaining about noise and light pollution meaning the park cannot host more than two fireworks events per season. 

· Opportunities of the business include a large expansion opportunity as it sits on a vast area of land. The threat of Brexit also brings the opportunities to the leisure industry that the weakness of the pound will mean an increase in staycations Coffey, H. (2017). This will increase visitor numbers as less people will be travelling abroad and will choose to visit UK attractions instead. 

· The threat of Brexit could also hinder operations at Alton Towers. The cost and time taken to order ride parts from outside the EU as well as merchandise the park sells will have a negative impact and ultimately drive prices higher which will then be passed on to customers. The threat of terrorism is also having a negative impact on the leisure industry. The Midway attractions in central London as well as the major theme parks owned by Merlin Entertainments struggled after the London and Manchester terror attacks with a decrease in visitor numbers (Walsh, 2017).
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The PESTEL Analysis can be seen as appendix 2. 
· There are political factors which can affect the organisation. These being the threat of Brexit and the importing cost and time of merchandise and ride parts. A large number of staff working at the London Midway attractions are from outside the UK, so there is worry that this could affect staffing for the UK attractions in the future. 

· A rise in minimum wage could have a negative impact on the organisation. With 27,000 employees and many of these on minimum wage, whenever there is an increase it effects the company’s outgoings when paying salaries. A way they offset this cost is to increase the prices of tickets, food and many other things in a way to try to not suffer financially from this. 

· Economic factors also can influence the success of Alton Towers. A change in tax rates can affect Alton Towers and increase expenditure for the business. VAT is currently at 20% from 4th January 2011 (GOV.UK,2011) It is not known if this figure will change due to Brexit. According to ONS.gov.uk (2019), the inflation rate as of March 2019 is 1.8% with this figure constantly changing it could provide an unknown economic threat to the organisation. 
Another economic factor which will affect the business is levels of disposable income linked to employment rates. The unemployment rate in Staffordshire is 3.8% (National Office Statistics, 2017). This rate is average; however, this does not portray whether there are high levels of disposable income. If locals are on low wages then the levels of disposable income they may have, could be not enough to visit attractions such as Alton Towers. With the on-the-gate price at £56, it is on the expensive scale of local days out. Another theme park, Drayton Manor, which is also in Staffordshire only charges £39 for an on-the-gate price (Drayton Manor Park, 2019). This means that Alton Towers do have competition with other companies within the same industry and location.  

· Social factors include media coverage which can discourage potential guests from attending the attraction. Since the Smiler accident in 2015, when any ride experiences difficulties at the park for more than a few minutes, newspapers such as The Sun and The Daily Mail start reporting and often highly exaggerate the situation and compare it to the previous accident to scaremonger its readers. This has had such an impact on the park that they have resorted to posting video updates by Francis Jackson, Director of Operations, whenever this occurs to discourage the media from spreading false information (Merlin Backstage, 2019). 

· There is also the need to stay at the forefront of technological advances. Competitor organisations, such as Disney, are constantly adapting and adding new rides, attractions and areas to keep up with trends and advanced in virtual and augmented reality. Merlin need to keep up with this trend too in order to remain the top of UK attractions. They have attempted this with the relaunch of ‘Galactica’ in 2016, featuring virtual reality on the ride. However, this was not very successful and at the beginning of the 2019 the ride reopened without the technology. The technology was not working properly a large amount of time, resulting in a lot of ride downtime and so it was decided to return the ride to its previous state to improve throughput and reliability. Disney has managed to have rides featuring VR for many years now, so it is a possibility Merlin did not invest as much money into the technology as they should have done as Disney did. 
The increase in internet use could also discourage guests from attending. An increasing number of young people now choose to stay home and use the internet for gaming, social media and streaming videos. This means they are less likely to go out for days with friends or family members. Three-quarters of UK children spend less time outside than prisoners’ due to parents fears and the lure of digital technology, according to a study published in The Guardian (Carrington. D, 2016). 
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Gross Profit Margin
(Gross profit/Sales x100)
(2015) 1,085,000,000/ 1,278,000,000 x 100 = 84.9%
(2016) 1,230,000,000/ 1,457,000,000 x 100 = 84.4% 

Net Profit Margin
(Net profit/sales x100)
(2015) 170,000,000/1,278,000,000 x 100 = 13.3%
(2016) 211,000,000/1,457,000,000 x 100 = 14.5%

ROCE
(Net profit ( +interest) / Total Assets less current liabilities x 100)
(2015) 174,600,000/2,478,000,000 x 100= 7.05
(2016) 215,600,000/2,959,000,000 x 100= 7.29 

Assets Turnover Ratio
Total Assests Turnover
(Sales/Total assets less current liabilities)
(2015) 1,278,000,000/2,478,000,000=0.52times
(2016) 1,457,000,000/2,959,000,000=0.49times

Fixed Assets Turnover
(Sales/ Fixed Assets)
(2015) 1,278,000,000/2,475,000,000=0.51 times
(2016) 1,457,000,000/2,958,000,000=0.49times

Working Capital Turnover
(Sales turnover/Net current assets)
(2015) 1,278,000,000/3,000,000=426
(2016) 1,457,000,000/1,000,000=1457


Liquidity 
Current Ratio
(Current Assets/ Current Liabilities) 
(2015) 260,000,000/257,000,000=1.01
(2016) 340,000,000/339,000,000=1.00

Quick Ratio
(Currents assets-stock/ Current Liabilities) 
(2015) 260,000,000-30,000,000/257,000,000=0.89
(2016) 340,000,000-36,000,000/339,000,000=0.89

Debtor Days
(Debtors x 365 /Sales)
(2015) 76,000,000x365/1,278,000,000=21.7days
(2016) 86,000,000x365/1,457,000,000=21.5days

Creditor Days
(Creditors x 365/ Purchases)
(2015) 41,000,000x365/189,000,000= 79.18days
(2016) 63,000,000x365/233,000,000=98.7days


Gearing- Debt Ratio
(Total Debt/ Total Assets)
(Total Debt = Current liabilities + any long-term liabilities
Total Assets = Fixed assets + Current assets total)

(2015) Debts – 257,000,000+1,320,000,000=1,577,000,000
Assets- 260,000,000+2,475,000,000=2,735,000,000
=1,577,000,000/2,735,000,000=0.58

(2016) Debts- 339,000,000+1,518,000,000=1,857,000,000
Assets- 340,000,000+2,958,000,000=3,298,000,000
=1,857,000,000/3,298,000,000=0.56
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Gross Profit Margin
Gross profit margin is a key measure of profitability. Merlin Entertainments is part of the tertiary sector, and therefore makes revenue from operations, and not through cost of goods sold, therefore the Gross Profit Margin is expected to be high.
A decrease in this ratio could be considered as a negative result, however each company sets its internal benchmarks so it may not be considered too much of a problem and the decrease has only been by 0.5%. Therefore, for every £1 Merlin generated in sales, they generated 84p in gross profit before other business expenses were paid out. This figure stayed reasonably constant, as is expected.
This change in gross profit margin, however, could have been caused by a number of things, including weather, threat of terrorism or even any accidents that have happened at the park. Alton Towers, one of Merlin Entertainments largest subsidiaries in the UK, had an accident in 2015 which resulted in a loss of visitors to the park, meaning the park’s profit margin was also lower than previous years (Monaghan, 2016).
An article in The Guardian explains how this loss in visitor numbers from the crash resulted in the loss of 70 jobs from Alton Towers (Farrell, 2016).  

Net Profit Margin
Although there has been a decrease in ‘Gross Profit Margin’, there has actually been an increase in over 1.1% for the company’s ‘Net Profit Margin’. This could be due better management or a reduction of outgoing costs. 
A reduction in any outgoings such as products the company buy, such as merchandise, on ride photos, food and drink. The company may be getting a reduction in cost for buying in these products if buying from the retailer in bulk, or for staying customers of the retailer for a certain number of years. An increase in visitor numbers may also be a reason why the net profit margin has increased. 



ROCE
The return of capital employed has stayed relatively similar in the two consecutive years, increasing by 0.24. It is usually considered that a result of 20% or higher is acceptable. The fact that the two figures have remained relatively similar and not decreased or changed dramatically is a positive sign as it shows the organisation to be consistent. It can be seen as a useful Key Performance Indicator, allowing the company to see if they are efficiently using their assets to generate an income. This could also be done by Merlin Entertainments looking at other companies in the leisure industry and comparing their results with competitors, however they will be largely different to Disney. 

Assets Turnover Ratio
Total Assests Turnover
The total assests turnover has decreased within a year. Although not a large decrease, it has still dropped within the two financial years. This result 
could indicate that the company is not getting back as much in sales from every asset invested as it did in the previous year and shows the profit has not been invested as efficiently as the previous year. Assets are not being utilised in as efficiently, and one example of this, could be rides being closed for the entire year.


Fixed Assets Turnover
A decline in the fixed assets turnover indicates that the business may be over-investing in its fixed assets. One example of this is the park not opening all of its shops, restaurants and rides either due to off peak days or rides needing maintenance. These attractions would have cost the parks a considerable amount of money, and would be generating nothing over the years they’ve been standing but not operating, meaning the park cannot generate sales from fast pass, photos and other merchandise. 

Working Capital Turnover
The ratio looks at how efficiently assests are being utilised. A high turnover shows that the company is being efficient in using its short-term assets and liabilities in supporting sales. The number has increased from 2015 to 2016 and this could have been the result of many things. In 2015, when the accident occurred, The Smiler rollercoaster was closed from the day of the accident which was early on in the season until March 2016. 2016 also saw the refurbishment of its rollercoaster ‘Air’ to a World’s first VR ride, ‘Galactica’. The fact that its newest ride was closed through most of 2015 would have meant a large asset was not being used. The following year, where the figure has increased could be down to the ride re-opening and another ride being refurbished and rebranded.

Liquidity 
Current Ratio
The current ratio shows how quickly cash can be obtained if the company needs to settle debts or pay expenses. Shareholders want a response of over one, whereas a current ratio of around 1.7 – 2.0 is considered encouraging for a business and 1.0-1.5 suggests it is not as easy for the company to obtain cash. The ways the company could obtain cash quickly would be buy selling stock or even current assets, such as company cars. 

Quick Ratio
The quick ratio figures have stayed exactly the same between the two years. The fact they are the same shows the business to be consistent. A result of 1.1 or higher is seen to be acceptable and shows that the company can meet its short-term obligations. As Merlin’s ratio for these two years is drastically lower than the usual acceptable figure, this could be cause for concern. These results show that the company would find it harder to obtain cash if they cannot sell their stock or receive money from their debtors. This means that Merlin Entertainments only has £0.89 of liquid assets available to cover each £1 of its current liabilities. 

Debtor Days
This figure has stayed relatively consistent over the two years for the number of days it takes to receive payment from debtors. 30-36 days is considered acceptable but Merlin Entertainments have a much lower ratio than this. Each company does set the term for its own debtor’s repayment itself. There has been a slight decrease in days, however this could be a sign of renegotiated payment terms. The fact that the number is relatively low is a positive result and should therefore be maintained.    

Creditor Days
There has been an increase in the number of days it takes for the company to pay creditors. The fact that the number of days has increased by almost 20 days does could be seen as a concerning issue. Although around 30 days is usually considered acceptable, the company could have negotiated this with the creditors. This renegotiation of payment could be due to the fact that Merlin Entertainments have been long standing customers of the creditors, for example, the company that provides its merchandise for a particular park or attraction. If they have been regular customers, the creditors may extend the creditor days figure to entice them to remain loyal customers as they know they are likely to pay. 

Gearing
Debt Ratio
Looking at the companies total of debts and assets enables the proportion of a company’s assets that are financed by debt to be evaluated. 
There has been a decrease from 2015 to 2016. Considering 0.35 or lower is considered good, Merlin’s result could be considered bad, depending on their internal benchmarks. The higher the figure, the higher the risks for the company and its shareholders. The fact that Merlin has a high debt ratio means that they have financed through borrowing money, rather than shareholder equity. This is not unusual for a company that owns such large resorts and attractions as Merlin Entertainments. Borrowing money enables them to build hotels and rides that they would not have been able to with just shareholder capital. Alton Towers added ‘Wickerman’, a wooden rollercoaster in 2018, costing £16million. An article in The Guardian states that the park had hopes that the new ride would end a challenging period for the park after the Smiler crash (Coldwell, 2018). 
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Organisations use a number of factors to monitor and indicate their performance levels. Key performance indicators are important as they can alert management to emerging issues. They have the ability to provide timely insights into abnormalities impacting day-to-day operations and strategic objectives (Kuhfahl et al., 2018).
The findings Merlin Entertainments could use to indicate performance levels could be the results from surveys completed by staff and customers. 
Another factor Merlin could use to monitor performance is the safety of their attractions. 
Staff turnover is another indicator of performance within a company. If the company has a high staff turnover, this could be down to bad HR. 

[bookmark: _Toc5348068][bookmark: _Toc7430911]SMART objectives 
The SMART method has been used to set objectives that Merlin could use to improve on their KPI results (Doran,1981).
These are as follows: 
· To reduce staff turnover for the period of 2020 by 5% from 2019. 
· To increase the percentage of four and five star reviews on TripAdvisor to 70% for the year 2020. 
· To ban the use of single use plastic within all its attractions by the end of 2019.
· To increase the numbers of staff employed in 2020 that are classed as having a disability by 5% from the number in 2019.
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Merlin Entertainments is classed as a large organisation with more than 250 employers (OECD, 2017). The management structure of Merlin Entertainments features a board of directors which is made up of four women and five men. There is also a board of twelve executives made up of nine men and only three women (Merlin Executive Profiles, 2019). During peak season, Merlin Entertainments employs over 27,000 staff including 17,000 in operations and 2,000 in attraction management and central administration (Merlin Annual Report, 2016). 

[bookmark: _Toc7430913]Recruitment and Selection
CIPD (2011) states that recruitment is ‘the process of having the right person in the right place at the right time’. Recruiting the right people is crucial to organisational performance. The interview process at Alton Towers consists of an online application form, where potential candidates are asked a series of questions about relevant experience, previous customer service they have delivered and to justify why they would be an ideal candidate as well as scenario questions that relate to the job role (Jobs at Merlin,2019). It is important to recruit the correct individual as there are high costs involved with replacing an employee, around 150% of their salary (LinkedIn, 2018). 

If candidates are successful in this first step of the process, they are then invited to a group assessment day. The assessment day consists of a team building activity which focuses on candidate’s communication and team work skills and is then followed by a one to one interview with a team leader for their potential department. (Glass Door, 2019). 

Looking at examples of recruitment from other leisure companies, there are many examples of positive practice in the Alton Towers interview process. These include; looking at skills and teamwork, and not just judging a candidate on a formal interview which may be an unfair representation to them. Another example is including scenario questions, to fully understand how the candidate feels they would deal with certain situations and if they can think on their feet and confidently identify solutions. 

A negative of the interview process could be seen as the interview was held on a one to one basis, meaning only the one interviewer was present. This could have led to an unfair decision.

No cases of unfair dismissal could be found linked to Merlin Entertainments or Alton Towers. However, other examples of unfair dismissal in the leisure industry include, at Bannatyne Fitness. A woman working at Bannatyne Fitness could not work weekends and this resulted in a disagreement with her employer over childcare arrangements, and her later being dismissed from her role. She took the company to an employment tribunal where she was awarded £18,000 for unfair dismissal and sex discrimination (Leisureopportunities.co.uk, 2016). 

Alton Towers recruits a large amount of 0 hour contracts. A lot of locals are employed on these zero hour contracts, which means that during the winter months a large amount of people are unemployed. It does not provide a high level of job security for locals meaning a lot of staff will also struggle with. A study, conducted by UCL Institute of Education, found 25 year olds employed on zero hour contracts were 41% less likely to have good physical health compared to those with secure contracts. They are also one and a half times more likely to have a mental health problem (The Guardian, 2017).  Merlin does say that the number of zero hour contracts has reduced significantly and only represent a small minority of roles and that they want to increase the number of employees on guaranteed hours contracts (Merlin Annual Report, 2016). 

Alton Towers recruits more than 2000 people each season (StokeSentinel, 2019). Looking at employment rates for Staffordshire (where Alton Towers is located), in 2017 there were 695,400 people of working age (16-64) living in the county. The employment rate of these were, 66% were employees, 9.6% self-employed and 3.8% unemployed which is slightly lower than the national average of 3.9% (Nomisweb.co.uk, 2019). 
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By looking into equality and diversity at the park, it is clear to see one issue involving gender equality. The board of executives is made up of 12 members. Out of these twelve leading roles in the company, only three are held by women (Merlin Executive Profiles, 2019). It also must be seen that it is better for a company to recruit individuals who are best placed for the job, regardless of gender. Therefore, it would also be unfair to only recruit someone to even out the gender imbalance, rather than for their skills and qualities. They request 50:50 shortlists to increase gender equality in recruitment (Merlin Annual Report, 2016).

Merlin run development events to support the progression of women in Merlin as part of the ‘Women at Merlin’ programme, which features a mentoring programme, webinars, recruiting ‘Diversity Ambassadors’ at each attraction (Merlin Annual Report, 2016). Merlin’s efforts to provide women in the hospitality sector with training to further their careers were noticed in the 2014 Women 1st “Shine Awards” as they were awarded “best large company’ (Big Hospitality, 2011). 

Looking at the gender pay gap with the board of directors, does highlight some inconsistencies. Nick Varney, CEO, has a salary of £583,000. Comparing this to the second highest member of the board of directors, Anne-Francoise Nesmes with a salary of £160,000 as Chief Financial Officer for Merlin (Attractions Management, 2016). Although this may not solely rely on gender pay gap, looking at the 2015 board of executive directors, Andrew Carr, who was previously was in Nesmes’s role was paid a salary of £352,000 (Merlin Annual Report, 2016). 
Although Merlin have announced plans to close the gender pay gap, it is reported that there is still a 1.1% pay gap in favour of men. This figure was higher in 2018, with a gap of 2.7%. There is a larger gender pay gap in other companies, showing that Merlin is leading the way in the leisure industry for closing the gap. Virgin Atlantic’s pay gap in favour of men is 31%, whereas the previous year the gap was 28.4%. Looking at another theme park group, Drayton Manor Park Limited as a gap of 4.2%, again in favour of men, a decrease from the previous year of 5.5% (BBC NEWS, 2019). 

Merlin have launched a diversity development strategy, ‘Managing Inclusively’ programme for all line managers.  This is to ensure the company recruits the best people for every role, regardless of the protected characteristics as they feel that ‘everyone should have the same access to every opportunity’ (Merlin Annual Report, 2016). Alton Towers are members of British Association of Leisure Parks, Piers and Attractions which welcomes guests with disabilities and ensures the park makes it accessible for guests where possible. 

[bookmark: _Toc7430915]Performance Management 
It is important for companies to manage and reward performance as it can act as a tool to communicate targets, set expectations and guidelines and motivate staff. It has strategic significance and can also help to determine an individual’s strengths and areas that need improvement. 

Merlin have a lot of initiatives to reward and motivate their staff. The first one is ‘Spark an Idea’. This is an initiative in which employees can share their ideas via an online tool which they feel will make a positive contribution to the business. This will then be looked at by managers in the company and reviewed as to whether the idea should go further. This gives employees a feeling of power and creativity (Merlincareers.com, 2018).
Merlin also have the ‘Star’ awards. A customer can give a star to an employee who they feel has gone out of their way in their job and either helped them or they have witnessed the employee giving exceptional customer service. This star then goes on record and the staff with the most stars every month are rewarded with prizes. This again helps motivate staff and provides them with an incentive (Merlincareers.com, 2018). 

[bookmark: _Toc5348070]Merlin Entertainments has won a lot of awards for its HR practises. They were in the top 20 ‘Best Big Companies to Work For’ for three years running in the Sunday Times list from 2015-2017, scoring 15th highest in the UK at one point (Merlin Entertainment Newsroom, 2017). 
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The recommendations are as follows;
· Reduce zero hour contracts. Merlin employ a lot of people on zero hour contracts. This causes a lot of problems with staff not returning and effects the unemployment rate in the local area. Alton Towers could save money on recruitment by increasing the number of staff on a permanent contract. They could do this by cross training staff, for example, during winter season they could be employed in the hotels, waterpark or with engineering and estates. This would result in a more skilled work force, a more reliable team and decrease unemployment rates and save the company money on recruitment. 

· The park is a predominantly family based attraction. This means that during school days the park tends to be quiet and visitor numbers at a low. Although the park has taken the decision to close certain mid-week days throughout the shoulder period, this number should be increased as it will save the park money and essential work on the park could be undertaken during these days.

· A recommendation is that Alton Towers give locals who live within a three-mile radius free passes to attend the park all season. The passes only cost £55 and as it is an area not heavily resided in, it would not cost the park a lot of money. It may help to decrease conflict and could even result in regular meetings between neighbours and management to discuss issues. 
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