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Introduction

Financial Management is really important for any Company, and in this report is asking to talk about the analysis of the Financial Statement of this Company: Ffion Ltd (Hospitality Company) allocated in United Kingdom and Northern Ireland.
A ratio analysis is a comparison of line items in the financial statements in the business.
Is a relationship between two variables, one is the numerator and the other one is the denominator, and are utilized to add indications to the contents of the financial statements and accounting reports.
The two number are utilized for obtain indicators, about the establishment of the competence to follow the tasks and realize the profit.
The main of the report is to analyze financial ratios for understand the performance.
In Hospitality industry, there is a need to evaluate financial key performance by ratio analysis.
KPIs make the company understand how the companies are performing good for achieve goals.
They are important tools that managers use for understand if the business is going good or if is verifying something wrong.
Profit and cost are two of the financial metrics.
The report calculates ratio analysis regarding profitability, liquidity and gearing for the company, and what the company need to do improve the financial performance.
The important calculations are the results of the profitability, the liquidity and the gearing ratios.










Financial Analysis 
Below there is the graphic of the calculations of the ratio of the company in 2017 and in 2018.


	RATIO
	2017
	2018

	GROSS PROFIT
	2100/9000X100=23,3
	1850/9500X100=19.47

	NET PROFIT
	623/9000X100=6.92
	307/9500X100=3.23

	ROCE
	623+10/2684X100=23.58
	307+9/3014X100=10.48

	TOTAL ASSETS TURNOVER
	9000/2684=3.35 TIMES
	9500/3014=3.15 TIMES


	WORKING CAPITAL TURNOVER
	9000/984=9.15
	9500/1264=7.52

	CURRENT RATIO
	1839/855=2.15
	2152/888=2.43

	QUICK RATIO
	1839-700/855=1.33
	2152-750/888=1.58

	DEBTOR DAYS
	649X365/9000=26.32
	870X365/9500=33.43

	CREDITOR DAYS
	660X365/6500=37.06
	690X365/7700=32.71

	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



FINANCIAL ANALYSIS TRENDS
Before to analyze profitability, liquidity and gearing, the report will give some definitions about all this ratios calculated in the company.
Profitability Ratios
· Gross profit margin= gross profit /sales x100= %. Is giving to the company information about the portion of sales that results like profit.
· Net profit margin= net profit /sales x100 and is a key indicator of how well the company is going.
· ROCE= profit before interest/total assets less current liabilities x100, the ROCE is giving the company the measure of the efficient use of the capital. Is a very real indicator in how capable is a company to generate profits from the assets (equipment, buildings).
· Total assets turnover=sales turnover/total assets less current liabilities
· Working capital turnover=sales turnover/net current assets. This ratio is used for understand how well the assets are used
Liquidity
· Current ratio=current assets/current liabilities and it show how fast the cash can be obtained to pay expenses
· Quick ratio=current assets –stock/current liabilities show us the debts that need to be paid in 12 months
· Debtor days=debtor x 365/credit sales is the number of the days it takes for debtors to pay.
Gearing
· Debt ratio=total debt/total assets
· Interest cover =profit before interest and tax/periodic interest charges

1 Profitability 
Profitability ratios in financial analysis are the metrics most used for understand how much money a business is making.      
There are a lot of profitability ratios like gross profit margin, net profit margin, and others.
In Ffion Limited there was a decrease in gross profit and consequently also the profitability, but there are not available reliable data.
This decrease is because the company reduce the price of product or increase the cost of sales
External and internal factors like facilities, cleanliness and the political and economic status of the country, can influence the occupancy rate of a hotel and consequently increase or decrease gross profit.
All the factors that influence the gross profit margin influencing also the net profit margin because it evaluates the money earned after deducting expenses.
The net profit has reduced, this means that operational costs have increased.
Apart from the gross profit margin and the net profit margin, important is the ROCE (return on capital employed).
This ratio is used to measure the efficiency of the investments of the company for create money.
In this case this is decreased, that it means that the net profit earned is not used efficiently.
To improve the ROCE companies need to re-evaluate expenses or the price of product and they need to compare the score with others competitors.
About the total asset turnover, there is a reduction due the limit to use assets like rooms out of service, or lighting issues.
They can decrease the time of the rooms out of service for example employing a productive engineering team.
Also reduced is the working capital turnover.

2 Liquidity
They need these ratios for determine the efficiency of the company to pay debts.
This is measured in form of proportion and shows how many times the company can cover credit commitments.
This need to be around 1:1, the company has a high proportion, it means that can cover the expenses.
However high ratios can means that the company has high stock levels and it is not using the liquid assets adequately.
Current ratio (current assets and current liabilities)
Is a measure liquidity. Within this measure the company can understand how can collaborate the short-term liabilities with the short-term assets.

3 Gearing
This is the quantity of borrowing that a company does compared to its equity levels.
For Ffion Limited the debt ratio is low.
Interest cover shows if the company can pay all the interest they have.
Ffion Limited has low interest rates and decreased profits, it means that they can cover the interests.
They have to be careful at the profits if they continue to decrease.





Knowledge of Ratio analysis
Is very important for hotel management using the ratio analysis, as it will help to understand the financial and economical position of the company.
The hospitality is a very big industry and includes smaller sector like hotels and lodging, events, transportation, cruise line and others sectors of the tourism industry.
The hotel, for the British law, the hotel is that place commercial that provides food and hospitalization to the travelers.
Finance is vital for a company. The strength of a company is done by his financial performance.
Every industry prepare statements for understand the financial situation, called financial statements like the balance sheet.
All this financial statement give to the company the understanding of the financial and economic position.
These information are very important for the managers and especially in Hospitality, they can evaluate the strength of the hotel, its level of sales, costs and profitability.
However in financial statements there are some inaccuracies, this it means that it is not possible an accurate analysis, consequently for the study of the financial data the industry use the ratio analysis;
All the studies in hotels are done for at the end understand the progress of the Hotel.




Benefits and Limitations of Ratio Analysis
The benefit of the ratio analysis is the forecasting, that is making hypothesis based on historical data.
Ratio Analysis can help the company to simplify the financial statement and can with just few numbers show the information on critical profitability and financial position.
For example net profit margin show the net effect of a company’s revenues and the expenses.
Can give information to the company without check the income statement, for understand the profitability of the company.
Other advantage to use ratio analysis is the possibility to compare two different companies of different size. For example if the first company has a revenue twice the size of the second company, their net profit is not directly comparable, they need to standardize it by dividing it through the net revenue. The standardization is done by financial ratio.
Can also underline important information, in a simple way, the company can be judge from a user, just looking at some number, without read all the finance statements.
The financial ratio analysis is not useful when is done between two companies from different industries.
Many companies have many business and the financial statements can give the composite view of the company, and compare a company with industry average is not useful, because in the average is included also the poor performances of some companies.
 Other disadvantage is the ratio analysis shows the information about the past, however the users are interested on the information on the present and future.
The last limitation is that the calculation methodology of different ratios is not standardized. For example, some analysts calculate return on assets by dividing net income by average assets while others base on operating income and use closing total assets balance in the denominator
Conclusion
For the years 2017 and 2018 a decrease in profits it is visible in the calculation.
For understand if this was for the reduction in sales or increasing expenses would be done a more deeply investigation.
Ffion limited can use non-financial kpi’s to understand the decrease or a more complete investigation of the profit and loss account.
The liquidity ratios make them understand that Fion Limited can cover the costs of the debts.
The gearing ratios are contradictory.
As already mentioned financial ratios are produced from historical account information. Consequently accounting numbers show historical values and not actual costs.
Ratio are significant just when two related numbers are compared. Like for example, a comparison significant is the current ratio that is done by the comparison between the current assets and current liabilities.
However if the current assets are compared with for example with owner’s equity the comparison has not value, because there is not a direct relation between the numbers.
The report tried to report all the ratios that the hospitality industry need to use.
However, is not a must, not all the ratios need to be used by operators.
They need selectivity, the company need to use those that are done for take advantage from the goals that the company want to achieve.
In conclusion ratios can just show issues, but they can not solve problems. 
Just the management analysis of the issue can help to discover the causes that are provoking the issues and how settle them.
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