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I. [bookmark: _Toc25089529]Introduction 

The aim of this assignment is to show how an analysis of financial statements and report for the Chief Executive should be performed as for the purpose an example of company named ‘Ffion Ltd’ is used. The organisation is functioning in the hospitality sector and maintain a portfolio of hotels based in United Kingdom and Northern Ireland. The report will include the following:
Ratio calculations for the years 2018 and 2017, trends seen in the ratio analysis and conclusion concerning the liquidity, which suggest that the organisation is in condition to cover its interests and debts, the gearing, showing that the information is unclear regarding the financial strength of the company, and profitability of the hotel chain where analysis shows a reduction in profits for the period of years 2017-2018
Later on, a discussion of the essentialness of ratios and their fluctuations in the hotel management can be seen and how the data collected through analysis could prevent different financial situations. The limitations and benefits of ratio analysis within the hospitality industry will be observed and discussed, and how the recognition of this give the chance to the organisation to use them for their benefit. 
[bookmark: _Toc25089530]



II. Analysis of the Financial Statement
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III. [bookmark: _Toc25089531]Financial analysis trends

To make successful management decisions in the management of an organization, in today's dynamic economic environment, one of the most important tools is financial and economic analysis. It allows to determine the financial status of the organization at the present and past moment. Therefore, a number of stakeholders - shareholders, creditors, regulators, etc., are users of the results of the financial statement analysis. The periodic preparation of analyses and the correct interpretation of the indicators form a complete picture of the financial health of the company and on that basis the preparation and justification of effective management decisions in the field of corporate finance and investments are supported. The rare the numerical values of the ratios. For example, if the analysis of financial position uses three ratios for two consecutive years, then for each year the numerical value of the ratio (coefficient) will have a different value, but the ratio itself will not change either in its economic content or in the way construction.
[bookmark: _Toc25089532] Profitability Ratios - Or the profit margin is a major ratio that will not be valued by a company, comparing to previous years, which also competes with the customers shown in the industry. (Rich, Jones and Mowen, 2009) The higher value of the coefficient means that the company manages to make higher profits than its revenues. But of course, different industries and sectors of the economy operate at different levels of ratio - heavy industries at lower values, technological and financial fields at higher ones. There are varieties of this metric that do not take net profit but operating or gross. (Hales, 2005) Profitability ratios can also be calculated on the basis of assets, equity and attracted capital. Some analysts claim that it is common that the gross profit margin vary within a hotel, even though it should be normally approximately 30% for the industry. Profit margins are of particular importance to operational managers, as it demonstrates to them the adequacy and productivity of selected valuation strategies and their ability to control operating costs. The size of the profit margin varies greatly in different sectors of the economy and depends on the type of products (quality of the product mix) and the company's competitive strategy.
When buying shares in any company, the investor always worries about the question of how much the company will earn in the future and what its profitability will be. (Hughes, 2005) Moreover, very often, the higher the profitability of an enterprise in the past, the more its stocks are valued by the market. To evaluate the profitability of an enterprise, there is a group of profitability factors, one of the main in this group is ROCE or return on capital employed. To understand better the significance of this indicator, we need to look more closely at the concept of equity. The fact is that the organization is formed at the expense of the founders with the respective shares. But in the future, the company begins to attract loans for its development and to acquire various assets at their own expense. But the fact is that you have to pay for extra money, which further reduces your net profit. Therefore, it is advisable to find out how much capital a company is not burdened with liabilities that can generate profit. An entity is considered satisfactory from the point of view of the analysed indicator when its value is higher than the average yield on government bonds, otherwise it is more advantageous for shareholders to switch to risk-free assets. However, ROCE does not reflect the current value of the shares, as highly profitable assets may already have very high market value and it may not be advisable to buy them at current prices. The coefficient of ROE is extremely important in analysing the profitability of an enterprise as it characterizes the risks of the company and the ability to generate profit with equity. According to (Holmes, Sugden and Gee, 2005) the ROCE, companies in the sector should be compared by tracking the dynamics of the indicator over several periods (3-5 years) and only in relation to the other sets characterizing the company's capital. ROCE is used to analyse the investment attractiveness of a company and to compare profitability between competitors. This indicator is also important for evaluating the interest rate on loans that is possible for an enterprise. And while there are no standards, investors and banks prefer companies with ROCEs that are growing year by year. Analysing the capital turnover of Ffion Ltd a reduction can be seen, which suggest that the company’s efficiency has decreased including the capital working usage.


[bookmark: _Toc25089533]liquidity ratios - are the ability of an organization to cover its current operations. (current services without credit resources, reports for 1 year). Short-term assets up to 1 year and over 1 year are separated in the balance sheets. More secure overall liquidity ratio is for a company to pay its current debts. (Pizam, 2010) The desire for high liquidity should not be absolutized. Too high a level of overall liquidity may be a consequence of mismanagement of funds, delayed payment to customers or delayed inventory turnover. The International Standards for the implementation of this financial parameter stipulates that total liquidity is normal in the range of 1:1 while the business is allowed to run securely. The overall liquidity ratio has one major drawback. Typically, a significant portion of working capital is engaged in inventories that may not always qualify as fast liquid. This requires that a second indicator should be used in the analysis to supplement the information on the level of liquidity and increase its credibility.
[bookmark: _Toc25089534]Gearing Ratios – 
[bookmark: _GoBack]The term 'gearing' indicates the connection between ordinary share capital and fixed interest capital such as preference shares and debentures. An organisation which has a big amount of fixed interest capital in relation to nary share capital (equity capital) is said to be 'highly geared. Where t so, small changes in net profit will have a substantial effect on the p available to ordinary shareholders. When a new business is being planned is essential to ensure that the proportions of fixed interest and equity c are right, as too high a proportion of preference shares and other fixed interests capital may result in undue fluctuations in the profits available to or shareholders. The debt ratio for the Ffion Ltd company that the financial risk has been reduced. The reduced risk of bankruptcy and taking into account that the organisation is more able to receive loans from banks hint that the organisation has lower debt ratios. (Kotas, 1999)

The long-term financial solvency ratios indicated here are based on company balance sheets, which calls for additional estimates. The ability of the company to cope with its debt financing and servicing it depends mainly on the cash flow that the company has available for debt servicing, not so much on the ratio between assets, debt and equity taken from the balance sheet of the company. Therefore, when analysing a company's ability to handle debt financing, we are primarily interested in the cash flow available to make debt payments. Several financial ratios come to the rescue, the purpose of which is to compare the firm's income to debt service with the amount of maturing annual debt payments.


IV. [bookmark: _Toc25089535]Knowledge from ratio analysis 
  
According to (James Harris and Mongiello, 2006) The ratios in the hotel industry, which simplify the benchmarking, are the main measures used in the industry so as to keep track and supervise operations. In order to point out where the issues or the progress are, the information is putted in comparison against goals. (Schmidgall, 2013) claims that in order to maintain accurate judgement of the efficacy and performance of the operations, the managers should track a selected ratio set, for example the three main used measures are: ‘percentage of the monthly occupancy, the labour cost percent, and sold food cost amount’, although the groups of different customers can change the value of the ratios.


V. [bookmark: _Toc463944607][bookmark: _Toc25089536]Benefits and Limitations of Ratio Analysis

This kind of analysis is a leader in financial and economic theory, which is considered to be a reliable and accessible method of assessing the status of a project or company, which can result in the desired result or the necessary restructuring, depending on the objectives for which he is made. It is a practical technique for analysing public projects and events.
· The main benefits of ratio analysis for the interpretation of financial information and assistance of users in the process of making decisions the ratios analysis is considered beneficial. Existing patterns are highlighted on the balance sheet. It gives the chance to the organisations to keep track on their trends. The balance sheet is related to an exact day and it could be n of one-year position. The underlaying figures must be taken as context considering that the ratios are used as relative measure, and the calculation are based on historical data. (Johal, Bickerstaff and McAuliffe, 2014) 
· Risk problem - return on equity capital does not reflect in itself the levels of risk that the company handles, however it reflects only the return. As an indicator, it does not tell us between the companies that have the same return, which is a better investment because it does not reflect the risk they manage.
· The Value Problem - Return on equity uses figures from the financial statements of the company and therefore works with accounting values. The market values ​​of the company's assets, liabilities and equity may be (and often are) very different. This is an important feature that should be taken into account when calculating the return on equity.






VI. Conclusion

Under the assessment applied to the profitability ratios of the years 2018 and 2017 a reduction trend has been detected, whereby the decline of sales or the rising expenses could potentially be the reason, although for the identification of the exact reason a more thorough investigation should be conducted. Ffion Limited must apply key performance indicator which is non-financial
As applying key performance indicators which are non-financial, Ffion Limited could detect what is the reason for the sales reduction has appeared, in case of fault of the expenses, a more detailed investigation of the loss and profit accounts and the budgets of the departments should be performed. The liquidity ratios are suggesting that regardless the sales reduction, the organisation is increasing its capability to pay the amount of its debts. The reason could be the Ffion Ltd increasing assets financial value or the company. A suggestion of a financial problem has been found in one of the analysis as the reason could be potential continuous trend of increasing stability.  The proper understanding of the ratio analysis is of a big importance for the managers in the hotel industry allowing them to create plans for numerous different situations. The usage of the balance sheets and the profit and loss shows variations of limitations and benefits, nonetheless if this can be acknowledged from the management of the organisation, the ratio analysis can be beneficial.
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