








Financial Management for the Hotel Industry
Analysis of the Financial Statements and Presentations
Name: Ionela Vlad
Module Code: 1905718


Table of Contents
Task 1	3
Introduction	3
Analyze the financial information included in the financial statements	3
Calculation of suitable ratios	3
Discuss about the trends seen in ratio analysis	5
Explain about Liquidity, Profitability, and Gearing of the hotel chain	5
Identify whether ratios and its fluctuations is essential within Hotel management	6
Discuss the benefits and limitations of using ratio analysis in terms of decision making within the Tourism and Hotel Industry	7
Conclusion	8
Reference	9




[bookmark: _Toc44776657]Task 1
[bookmark: _Toc44776658]Introduction 
Analysis of the financial statements refers to the process of examining the financial information of a firm in its financial statements in order to foster the decision making process (De Souza, et al., 2019). There are two types of users involved in businesses to use this tool, such as internal stakeholders and external stakeholders. Internal stakeholders used this tool to manage the finance of the firm by making a decision over selecting an appropriate source to arrange the finance (Mukhametzyanov & Nugaev, 2016). External stakeholders used this tool to measure the overall health of a firm which influence their decision for making an investment in that firm (Guay, et al., 2016). This report is about analyzing financial information of two years for Gatsby Grange, which is known as a small chain of Boutique in Northern Ireland and the United Kingdom. In order to analyze the financial statement, this report conduct ratio analysis over the financial information. This is followed by a presentation of the key trend in financial performance which aid in decision making for the hotel chain.                 
[bookmark: _Toc44776659]Analyze the financial information included in the financial statements 
[bookmark: _Toc44776660]Calculation of suitable ratios 
Accounting ratios deal with an easy way of evaluating the financial condition of the businesses by considering the information involved in financial statements (Kristanti & Herwany, 2017). Analysis of the financial information allows in identifying recent changes which foster the decision making process. The most common type accounting ratios are liquidity, profitability and leverage or gearing ratios (Guay, et al., 2016). Those ratios are also used in analyzing the financial information of Gatsby Grange for 2018 and 2019.        
[image: ]
Liquidity ratio shows the capability of an organization to pay out is debts and manage the business liquidity (Rashid, 2018). The current ratio and quick ratio of the hotel chain indicate some decline in 2019, such as 2:1 and 1.13:1 in 2019 in comparison to 2.29:1 and 1.21:1 in 2018. That reflects the challenge faced by the business while mitigating its short term debts through liquidating its assets. In addition, the net-working capital ratio is also decreased to 26% from 28%, which means the company invested more money on its fixed assets.       
Profitability ratio indicates the earnings of a business over its expenses (Nalurita, 2017). The profitability ratio of Gatsby Grange indicates 6% and 5% of decrease over Gross and Net Profit ratio. Whereas, Return over Capital Employed increased by 1%, which reflects a high margin of income over the business assets. 
Gearing ratio indicates the proportionate of debt and equity in managing business finance and empowering the capital margin (Jiang, et al., 2018). The debt margin of the business reduced to 7.05% and 2.31% over its Equity and Assets in 2019 from 7.25% and 2.41% in 2018. In addition, the Equity to assets margin is also reduced to 32.77% over the availability of Assets within the business.      
[bookmark: _Toc44776661]Discuss about the trends seen in ratio analysis 
Trends in ratio analysis indicate the changes that occurred in financial information or financial performance of companies in between two or more years (Siekelova, et al., 2017). From the liquidity ratio analysis for Gatsby Grange, it is observed a high margin of increase over business current liabilities. In that context, the current assets margin is being reduced 2.005:1 from the margin of 2.29:1 in 2019, which reflects the trend is increasing in current liabilities within the hotel chain. While observing the trend in quick ratio, it found a decline where the quick ratio down to 1.13:1 in 2019. This trend indicates that the hotel chain invested high margin of money towards marketable securities and inventories in 2019. Based on the trend of net-working capital ratio, it found a decline of 2% in 2019, which shows that the company invested its money towards fixed assets than liquid assets.  
Profitability ratio of Gatsby Grange indicates 1% increase over the return on capital employed for the hotel chain in 2019. This trend refers to the high margin of profit in 2019 in comparison to the profit margin in 2018, and the profit is also higher than the value of assets. The Gross Profit ratio margin of the hotel chain indicates a 6% decline in comparison to the margin of 92% in 2018. This trend refers to the high margin of the cost of goods sold in 2019, which is increased to ₤850,000 in that year. Whereas, the trend in net profit margin indicates 5% of the decline in comparison to the margin of 73% in 2018. This ratio is decreased due to the high margin of expenses in 2019, which is around ₤1,077,000.        
The gearing ratio of Gatsby Grange indicates the adequate margin of debt within the hotel chain while managing its finance. Whereas, the contribution of equity in the business capital slightly reduced in 2019, which is around ₤2,056,000 in comparison to the margin of ₤2,068,000 in 2018. This trend is being followed by the decline in debts to equity and assets ratio, which is around 7.05% and 2.31% in 2019 in comparison to 7.25% and 2.41%. This trend shows that the company does not require a high margin of debt to manage its finance. The equity to assets ratio is also reduced to 32.77% from 33.22%, which refers to the trend of managing business finance from the equity.              
[bookmark: _Toc44776662]Explain about Liquidity, Profitability, and Gearing of the hotel chain 
Based on the trend in liquidity ratio in Gatsby Grange, it is observed that the company faces the challenge in mitigating the short term debts in 2019. The main reason for facing that challenge is that it was not liquidating its assets in similar to the margin in 2018. In addition, looking to foster it’s liquidated position by investing in marketable securities, but it does not work because of lesser investment over other current assets. In addition, the working capital ratio indicates that the hotel chain focuses on investing in fixed assets, which does not improve the business liquidate a position. 
The profitability ratio of Gatsby Grange shows a decline in the margin of gross and net profit ratio, which means lesser income observed by the firm through sales in 2019. The main reason for that issue is the high margin of expenses occurred for the business while managing its operation. Whereas, the return over capital employed might increase due to the high margin of investment from the business towards fixed assets.   
The Gearing ratio refers that the company does not acquire a high margin of long-term debts to manage its finance. In that context, the equity margin manages the overall required finance for the business while operating its services in different areas such as Northern Ireland and the UK. This is followed by a greater strategy on empowering the leverage of the business by arranging its finance through equity margin.      
	PROFIT AND LOSS ACCOUNT

	
	
	
	
	
	
	

	
	
	
	2018
	2019

	
	
	
	£000
	£000
	£000
	£000

	
	Sales
	
	
	5500
	
	6000

	Less
	Cost of goods sold:
	
	
	
	

	
	Opening stock
	750
	
	900
	

	
	Purchases
	500
	
	850
	

	Less 
	Closing Stock
	800
	
	900
	

	
	
	
	 
	450
	 
	850

	
	Gross Profit
	
	5050
	
	5150

	Less 
	Expenses
	
	
	
	
	

	
	Rent
	
	200
	
	225
	

	
	Rates
	
	80
	
	80
	

	
	Motor Expenses
	90
	
	90
	

	
	Advertising
	75
	
	88
	

	
	Light and Heat
	72
	
	98
	

	
	Depreciation
	100
	
	110
	

	
	Insurance
	65
	
	65
	

	
	Repairs
	
	160
	
	90
	

	
	Bad Debts
	40
	
	78
	

	
	Salaries
	
	140
	
	135
	

	
	Loan Interest
	20
	
	18
	

	
	
	
	 
	1042
	 
	1077

	
	Net Profit for the Year
	4008
	
	4073


  
	Balance Sheet at 31st August

	
	
	
	
	
	
	

	
	
	
	2018
	2019

	
	
	
	£000
	£000
	£000
	£000

	Fixed Assets (at net book value) 
	
	4500
	
	4650

	Current Assets:
	
	
	
	
	

	
	Stocks
	
	1450
	
	1420
	

	
	Debtors
	
	1600
	
	1800
	

	
	Cash at Bank
	10
	
	15
	

	
	Cash in Hand
	5
	
	5
	

	
	
	
	 
	3065
	 
	3240

	Current Liabilities:
	
	
	
	
	

	
	Trade Creditors
	800
	
	870
	

	
	Accruals
	
	239
	
	246
	

	
	Bank Overdraft
	300
	
	500
	

	
	
	
	 
	1339
	 
	1616

	Net Current Assets(CA-CL)
	
	1726
	
	1624

	Total Assets Less Current Liabilities
	6226
	
	6274

	
	
	
	
	
	
	

	Long - Term Liabilities:
	
	
	
	

	
	Bank Loans
	
	150
	
	145

	
	
	
	
	6076
	
	6129

	Represented by:
	
	
	
	
	

	
	Capital
	
	
	2068
	
	2056

	
	Profit for the Year
	
	4008
	
	4073



[bookmark: _Toc44776663]Identify whether ratios and its fluctuations is essential within Hotel management 
Fluctuations of ratios help in identifying the changes that occurred in the financial statements of an organization (Groth & Madsen, 2016). In that context, the organization make the decision for making long term growth plan with considering the value of each line items involves in the business. In the case of Gatsby Grange, the overall ratios provide fluctuated margin in comparison to last year. It becomes essential for the hotel management for making a decision for future operating with considering the trend in ratio analysis and also the changes that occurred in the financial statement. From the liquidity ratio analysis of the business, it is observed that Gatsby Grange invested money over fixed assets. This ratio become important for the hotel chain to determine the importance of investing money upon liquid assets which will empower the liquidate position of the business in future. Investment upon liquid assets would be effective for the business to mitigate its obligations or debts in quick session. 
Changes in profitability ratio indicate that Gatsby Grange made a high margin of expenses in its production or operation centre. It becomes essential for the hotel chain to understand that it would have to restrict the overflow of cash while operating its services. That will assist in making a decision for the future about the way in which the business might reduce the operating expenses. Whereas, the return over capital employed grabs a growth of 1%, which shows the importance of utilizing business assets to earn a high margin of return. Fluctuation in gearing ratio indicates that the company manages to reduce its debt margin, which is effective in empowering business leverage condition. Changes in equity to assets ratio show the requirement of incorporating more margin of equity in the business to empower the business capital. That would be essential for the business to attract external stakeholders.                              
[bookmark: _Toc44776664]Discuss the benefits and limitations of using ratio analysis in terms of decision making within the Tourism and Hotel Industry 
Benefits 
Ratio analysis supports in disproving or validating the investment, operating and financing decision of the firms (Ryu, et al., 2019). Ratio analysis summarizes the financial information of the firms into comparative figures where account users compare the data or information of two or more years (Kristanti & Herwany, 2017). That supports them to justify the significance of their decisions by considering the financial position of the firm. In the Hotel and Tourism Industry, the financial leverage ratio plays an important role in identifying the long term solvency of the firms. That identifies the way in which organizations manages their business debts by arranging their required finance. For example, the ratio analysis upon Gatsby Grange indicates that the hotel chain arranges most of its finance from equity sources which become effective for the business to gain a high margin of return. The ratio analysis also shows the significance of avoiding long term debts in terms of getting a high margin of business revenue in future.  
Ratio analysis always supports in addressing the problem areas involved in a business which bring in attention amongst management to make necessary changes in that area (Kim & Im, 2017). The main problem area in business is occurred due to lesser investment, higher-margin of operating expenses and overflow of cash. In the Hotel and Tourism Industry, the most recognizable issues are occurred due to the overflow of cash and high margin operating expenses while serving the customers. The major cost in the hotel industry is being occurred due to advertisement, repairs, employee incentives, rents etc. In that context, the ratio analysis for Gatsby Grange indicates the higher-margin operating expenses occurred within the firm while providing its services towards the customers. That shows the benefits of using ratio analysis which would assist the management of Gatsby Grange to take necessary steps for managing the business expenses.       
Limitations     
Accounting ratios always ignores the qualitative aspects and measures the financial performance of the firms by considering the monetary or quantitative aspects (Velte & Stawinoga, 2017). In that context, ratio analysis does not indicate the reason for making a decision within the business. In the case of Hotel or Tourism Industry, the ratio analysis would not discuss the changes in service or operation in business because it deals with changes that occurred in financial information after introducing new operation or service. For example, Gatsby Grange invested more money towards fixed assets rather than investing in liquid assets. The main focus of the business would be to enhance the services or infrastructure in its hotel services, but the ratio analysis indicates its impact upon monetary performance. That shows the limitation of using ratio analysis which fails in justifying the reason for changes in businesses. In addition, ratio analysis based upon historical information which does not include a present financial situation in business after considering any major concept. In the case of Gatsby Grange, the ratio analysis indicates the monetary information upon increasing in margin over capital employed. It does not mention the reason for which Gatsby Grange invested its money over fixed assets to empower its services.                 
[bookmark: _Toc44776665]Conclusion 
Analysis of financial statement using ratio analysis is an important tool for the internal and external stakeholders of the business. That influence the decision of internal managers along with influencing the investors for making an investment towards the business. Based on the financial statement analysis of Gatsby Grange, it is observed that the company make a huge investment over the business fixed assets in order to empower its operation and services. The current trend in liquidity ratio of the hotel chain refers that the company invested its money towards marketable securities and inventories which provide decline in current and quick ratio to 2.005:1 and 1.13:1 in 2019. The profitability ratio reflects that high margin of operating expenses due to rent and advertising creates the problem for the business to manage its gross and net profit margin which is decreased to 86% and 685 in 2018. Whereas, the Gearing ratio indicates better leverage position of the business in terms of managing its finance through equity rather than long term debts.         
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image1.png
Liquidity Ratios 2018 2019
1 Current ratio (Current Assets/Current Liabilities) 229 200
2 QuickRatio (Current Assets-Inventory)/Current Liabilities 121 113
3 Networking capital ratio(Total Current Assets-Total Current Liabilities)/Total Assets 8% 26%

Profitability Ratios

4 Gross Profit ratio (Gross Profit/sales) *100 2% 8%
5 Net profit ratio (Net profit/sales) 100 % 6%
7 Return on capital employed  (EBIT/Capital Employed) % 8%

‘Gearing Ratios
8 Debt to Equity ratio (Total debt/Total Equity) 7.25%  7.05%

9 Debt to Assets ratio (Total debt/Total Assets) 241%  231%

10 Equity to Assets ratio (Total Equity/Total Assets) 33.22%  32.77%




