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[bookmark: _Toc25113533]Summary
Financial ratio analysis a quantitative method to observe the operational efficiency, liquidity, and profitability of the organization. The present is based on the analysis of financial ratios for Ffion Ltd a hospitality organization that provides management services to the hotels within the United Kingdom. There is a need to evaluate the financial ratios within the hotel industry by evaluating key performance indicators. Non-financial key performance indicators investigation provides a deep understanding of future financial performance.
Financial ratios are further categorized into Market value ratios, Profitability ratios, efficiency ratios, liquidity ratios and leverage ratios. Current report analyses the financial ratios concerned with liquidity, profitability and gearing for Ffion Ltd. This study provides a deep analysis of the importance of these ratios to the company and explains what improvements need to do to maintain positive financial performance. The profitability analysis of the financial ratios shows a decrease in the profits during the period from 2017 to 2018, liquidity analysis of the financial ratios suggest that the organization is able to cover its interest and debts. The analysis of gearing ratios is unable to provide clear data regarding the stability of the organization. This study also analyses the importance of ratio analysis to the mangers of the organization. The study provides information that allows managers to prevent and plan different financial conditions. Ratio analysis has certain limitations and benefits that are also discussed in the study.    


[bookmark: _Toc25113534]Introduction
[bookmark: _Toc25113535]	To access the operating and financial performance of an organization, ratio analysis is conducted by the organization. It is observed that for a clear analysis and measurement of financial trends, data from five to ten years is analysed but in the current case, we took the data of two years from 2017 to 2018. To access the performance of hotels, we cannot just rely on the financial key performance indicators, non-financial key performance indicators also need to investigate. Non-financial KPI’s include employee satisfaction rate, employee retention, and staff performance (Arvanitis & Estevez, 2018). Performance can also be measured in terms of guest satisfaction and customer loyalty. This analysis provides a detail that which part of the business is providing the best services and which specific areas potentially can cause financial issues
Financial Analysis
The following table calculates the financial ratios of Ffion Ltd. 
	
	2017
	2018

	Gross margin ratio
	2100/9000*100 = 23.3%
	1850/9500*100 = 19.47%

	Net profit
	623/9000*100=6.92%
	307/9500*100 = 3.23%

	Return on assets ratio
	9000/2684 = 3.35 times
	9500/3014 = 3.15 times

	Working capital turnover
	9000/984 = 9.15
	9500/1264 = 7.52

	ROCE
	623+10/2684*100 = 23.58
	307+9/3014*100 = 10.48

	Quick Ratio
	1839-700/855 = 1.33
	2152-750/888 = 1.58

	Current Ratio
	1839/855 = 2.15
	2152/888 = 2.43

	Creditor Days 
	660*365/6500 = 37.06
	690*365/7700 = 32.71

	Debtor Days
	649*365/9000 = 26.32
	870*365/9500 = 33.43

	Debt Ratio
	855+150/1839+1700 = 0.28
	888+150/2152+1750 = 0.27

	Interest Cover
	623+10/10 = 63.3
	307+9/9 = 35.1
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[bookmark: _Toc25113537]Profitability
	The purpose of analysing profitability ratios is to assess the amount of profit generated by an organization (Arvanitis & Estevez, 2018). Different ratios are used to analyse the profitability including return on capital, net profit margin, gross profit margin and many others. while analysing profit margins of a hotel it is common for gross profit margin to fluctuate around 30 percent (Gemar, Soler & Guzman-Parra, 2019). It is observed that the profit margin of Ffion Limited decreased over time. But the data is just available for two years which cannot set a trend. The profit margins of Ffion Limited may be decreased due to an increase in production cost or a decrease in product prices. There are many external and internal key factors involve in hotel business that can affect profitability. Some important factors include; political and economic status of the country, availability of services, cleanliness, and behaviour of staff in the hotel (Gemar, Soler & Guzman-Parra, 2019). Problems can be identified by comparing the data with other hotels located in the same area. Net profit margin is directly related to gross profit margin and the same factors affect both, the purpose of the net profit margin is to identify the income that the organization got after deducting expenses. The net profit for Ffion Limited decreased significantly. A decrease in the net profit margin is an indication that the overhead cost and operating expenses of the organization have increased (Gemar, Soler & Guzman-Parra, 2019). It is necessary for the services and hospitality industry to make the processes more efficient because of little profit margins available in the hospitality industry as compared to others (Gemar, Soler & Guzman-Parra, 2019). 
	ROCE is an abbreviation for Return on Capital Employed, it is calculated to identify that how efficiently an organization use its assets and money to get the profit. ROCE of Ffion Limited reduced significantly during the two years. The reduction in ROCE advocates that the earned profit is not been used effectively to promote the business. For a reasonable effective use of capital, the ROCE must be twice the current interest rates (Jinadu, Oluwafemi, Soyinka & Akanfe, 2017). Organizations with ROCE more than 20 percent have a competitive advantage. It is required to evaluate the prices of products and expenses of Ffion Ltd., to improve the current situation of the company. The company should evaluate the non-profitable assets and need to sell them in order to improve the ROCE (Jinadu et al., 2017). 
	The total asset turnover ratio is important to analyse how effectively the assets of the company are used to generate revenue (Jinadu et al., 2017). By analysing the financial ratios, it is observed that the Ffion has a small reduction in the total asset turnover (Jinadu et al., 2017). This reduction in asset usage maybe because of the rooms that are under maintenance or of no use. To improve total asset turnover, it is suggested to utilize more rooms for customers and utilize maximum assets to promote the business of Ffion. Working capital turnover ratio is an indication of the usage of capital to generate revenue (Jinadu et al., 2017). It is observed that the Ffion limited reduced the efficiency to use the working capital of the business and the generated revenue is reduced during the giving time period.         
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	Liquidity accounts for the efficiency of a company to pay his debt; management policy is responsible for the effecting payment of debt. The present ratio analysis expresses a proportion that shows the past record of short-term credit commitment. The ratios should be 1:1 and that will allow the business to flourish in a secure manner (Poldrugovac, Tekavcic & Jankovic, 2016). The financial analysis shows that the hotel has a high proportion current ratio that will allow it to pay debt in a confined period of time. both years of analysis show that the hotel has high liquidity rate that is in favor of business sustainability and payments of debt on time. moreover, high rates of liquidity also show that the hotel has a high level of stocks and the management is unable to use its liquidity stocks in an efficient manner (Poldrugovac, Tekavcic & Jankovic, 2016). The hotel management should consider the liquidity ratio and stock management. it is also suggested that the liquidity ratio should be 1:1, but the hotel management may have their own standards (Poldrugovac, Tekavcic & Jankovic, 2016). Current liabilities are covered in Ffion Limited liquid assets. 
	Debtor days is an important indicator that reflects the time period taken by the company to pay his debt. Each hotel management standardizes their debtor time based on their debt leverages (Poldrugovac, Tekavcic & Jankovic, 2016). Higher debt leverages are not favorable for the sustainable business and it may expose the stakeholders to greater risk position. The debtor period of Ffion Limited increased overtime period considered. The company may consider new short period contracts that will allow them to impose penalties on each late payment made by the hotel (Poldrugovac, Tekavcic & Jankovic, 2016). The financial companies also monitor the financial liquidity of the debtor and further contracts are made accordingly (Poldrugovac, Tekavcic & Jankovic, 2016). 
	Creditor days ratio is analyzed by financial managers to analyze how efficiently a company can manage to pay his short-term debt (Poldrugovac, Tekavcic & Jankovic, 2016). Ffion Limited has reduced days of creditor ratio that lead them to a trusted partner in the financial market. The ease of payments and low creditor days ratio may base on renegotiated payments terms or the hotel management may set a financial reminder to make payments on time (Poldrugovac, Tekavcic & Jankovic, 2016). 
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	Gearing is the amount borrowed by the company compared with its equity level (Wen & Zhu, 2019). Borrowing helps to engage the business owners that will result into better equality level. The financial risk of the Ffion Limited is falling and it will result in high profitability and low risk. Ffion Limited has balanced his debt and equity in a well manner compared to other businesses in the market. the financial analysis of the company shows that the company is in a good profitability trend that is elevating with each upcoming financial session. High equity level and low debt suggest high market acceptability of the Ffion Limited for loans grant, as the company has minimal chance of bankruptcy. The interest cover of the Ffion Limited shows that the hotel is in low profitability right now, with time the profitability may further decrease but the interest rate may remain the same. A significant decrease in profitability may be a financial trouble for hotel management and may lead to increase debt (Wen & Zhu, 2019). 
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	Ratio analysis will help the hotel management to assess their economic and financial position in the industry (Wen & Zhu, 2019). Ratio analysis will help managers to assess the effects of fluctuations within ratios and their possible impact on business profitability, debt, and equity (Wen & Zhu, 2019). The estimations from ratio analysis will help managers to develop the plan of action to increase sales, protect assets and control expenditures (Wen & Zhu, 2019). Ratio analysis does not let the managers know about weakness, so it is advisable to further investigate the issue before making any decision (Wen & Zhu, 2019). 
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	Ratio analysis is the financial data analysis of the company, it will allow managers to forecast the future demands and challenges that may encounter (Williams & Dobelman, 2017). Ratio analysis makes assumptions for future directions; it will allow managers to analyze the financial trend of the company, so they may take steps to control financial parameters to direct the business in the right way. Negative financial trends shown in the ratio analysis suggest the time period after which the company may encounter bankruptcy and measures that may help to redirect financial parameters in a positive direction (Williams & Dobelman, 2017). Limited companies are bound to show their financial statement at the end of each fiscal year that will allow competitors to compare the leading hotels with their hotel management (Williams & Dobelman, 2017). 
	Financial ratios should not be considered perfect and may not be relied heavily without analysis of parameters and data used. Ratios are based on historical data and the current condition of the company may be different from the historical trend (Williams & Dobelman, 2017). Assets are mostly not considered validated because of the changing inflation rate. Creative accounting is a different task that allows managers to analyze the current situation of the business with distortion. Financial ratios may be different from the company’s current financial positioning in the market (Williams & Dobelman, 2017). 
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	The profitability ratio of the years 2017-18 shows a negative trend that means profit ability is reduced. The liquidity ratio is high, and the hotel may have high stocks with the least productivity; less productivity may be the cause of less profitability. Ffion Limited may also encounter low sales and high expense figures in recent past years. The debt is paid on time and the company has a good equity ratio that will favor the hotel managers to gain more loans with the least interest for further expansion of the business. The gearing ratio shows the contradiction in the financial ratios and suggests further investigations. One financial trend shows stability in the business and other shows a declining trend of business profitability that may lead to crisis. Ratio analysis is important for the managers of the hotel to estimate the business trend and its credibility in the financial market. Managers can plan for future directions of business and most of the ratios are important to understand by the managers to estimate the business profitability and expansion strategies. 
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