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Executive Summary
This report aims to outline the financial performance of Ffion Limited, a Hospitality company that manages a Portfolio of Hotels in the United Kingdom and Northern Ireland. 
Upon provision of the financial statements (P&L and Balance Sheet) for 2017 and 2018, the company performance will be evaluated using Profitability, Liquidity and Gearing Ratios.
The ratio Analysis will be undertaken comparing the two financial years, outlining the trends and how any change will affect the future of the company to draw a clearer picture of the business performance for both managers and investors.
According to the Profitability ratios results, the profits of the company have seen an important reduction. However, the company is not in financial trouble. As stated by the Liquidity ratios, the company is able to cover debt and interests using both financial resource and assets. In spite of that, Gearing Ratios highlight financial uncertainty, therefore further analysis must be conducted to analyse more financial years and different businesses.
In addition, the company may wish to assess the performance considering also macro-environmental factors related to the PESTEL analysis applied to every hotel within the Portfolio.
Also, Non-Performance KPI’s, employee’s happiness metrics and customer experience feedbacks will be outlined in order to be integrated in a wider analysis.
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Introduction
Ratio analysis is an important technique of financial statement analysis aiming to determine a company’s performance and financial situation. (Goel, 2016)
The financial analysis selects, evaluates and identifies financial data and related important information to assess the operating performance and financial condition of a company or an industry. (Peterson and Fabozzi, 1999)
Ratios can be utilised to evaluate and compare the financial data over 2 or more financial years in order to establish trends and highlight possible changes in the near future and to establish competitive advantage over other organisations. 
It is stated that comparing only two financial years is it not sufficient to highlight evident changes, however, it helps decision to be taken and operations to be executed in the near future.
Thus, to assess a company performance a ratio analysis must also be undertaken comparing the data of another company within the same industry. While ratios offer an overview of the financial statement and trends of a company, within the hospitality industry, it is important to evaluate and consider also other types of non-financial performance management tools (such as Key Performance Indicators and Balanced Scorecards).
Effective Performance Management ensures that employees: understand organisation’s requirements, motivate them to perform, understand how they are performing, deliver the required performance and assures rewards upon performance satisfaction. (Ashdown, 2018) 
The most common employee’s performance measurement metrics are related to:  
Turnover (Employee Turnover Rate -ETR-, high metrics can be addressed to the company culture or the work environment or employee benefits),
 Response to position (Percentage of Response to open positions identifies the exposure of the job position, the number of qualified candidates that apply, interviews and successful applicants) 
Happiness within the workplace (Employee Satisfaction, happy employees are more efficient).
Also, management can measure customer’s satisfaction and experience.
Customer satisfaction must be analysed in order to grow revenues and profit, thus, establish customer loyalty is vital for the future of a company. (Marr, 2012)
Moreover, four key tools are:
Customer Satisfaction Score -CSAT- (it is the most popular metric used to measure customer satisfaction as directly your product or service will be rated)
Net Promoter Score -NPS- (it measures the level of recommendation of the company)
Customer Satisfaction and Retention -CSR- (new customers are expensive to acquire; thus, companies are looking for loyalty)
Customer Lifetime Value -CLV- (it looks at the values the organisation receives from loyal customers)








Financial Analysis
Ratio	2017	2018
Gross Profit	2100/9000*100=23.3	1850/9500*100=19.47
Net Profit Margin	623/9000*100=6.92	307/9500*100=3.23
ROCE	(623+10)/2684*100=23.58	(307+9)/3014*100=10.48
Total Asset 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=2.42
Quick Ratio	(1839-700)/855=1.33	(2152-750)/888=1.58
Debtor Days 	649*365/9000=26.32	870*365/9500=33.43
Creditor Days 	660*365/6500=37.06	690*365/7700=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
Profitability
Managers must be able to use accounting concepts and methods of financial analysis to conduct daily operations; thus, the success of a company is measured through customer satisfaction, employee satisfaction, profitability and cash flow. (Hales, 2005)
Financial analysis is used to evaluate trends, set financial policies, build and direct long-term plans and also, to develop new strategies in order to establish competitive advantage. (Investopedia, 2019)
Profitability ratios indicate the profit earning capacity of a business. (Rao, 2006)
According to the data gained from the ratios analysed above, it is possible to establish that the Gross Profit Margin for Ffion Limited has suffered a profitable decrease compared to the prior year. This could be related to excessive competition; to the labour price gone up or to purchase prices for goods gone up without related further adjustments in the sale price. Thus, a further analysis must be undertaken in order to establish if the reason is internal or external. For instance, political factors (e.g. Brexit) or a new hotels opening’s in proximity of Ffion Limited proprieties could have had an impact in the gross profit margin.
However, within the hospitality business, investor’s expectation of Gross Profit Margin is 30 to 40% as mainly services are sold which means that the COGS do not apply to services, thus it is included in the Revenue.
Net Profit Margin is indicative of management ability to operate the business with sufficient success in order to leave a margin of reasonable compensation to shareholders. (Khan and Jain, 2008)
It is stated that the Net Profit Margin is strictly related to Gross Profit Margin. 
As a matter of fact, if the Gross Profit Margin decreases, eventually, the Net Profit Margin will be subject to a decrease. Unfortunately, Ffion’s Net profit Margin is consistently dropped as well from 6.92% to 3.23%.
This important decrease however, could be maximised improving or controlling the expenses (lower expenses on the same figure of net sales will result in a higher margin). (Investopedia, 2019)
The Return on Capital Employed (ROCE) indicates how efficiently a company uses the capital invested. A minimum result of 20% is expected as a sign of good management. Although, while in 2017 expectations were met, in 2018 unfortunately they were not. This result could be related to inefficient use of company assets such as not enough rooms or events sold. However, a further ROCE analysis of another company could identify if Ffion Limited meets the average scores for the industry. 
Total Assets Turnover indicates how efficiently Ffion Limited has used its assets.
In 2018, the company has been less efficient than the prior year with a turnover of 3.15 compared of 3.35 of 2017, meaning for every pound invested the company has made respectively 3.15 and 3.35 £ (e.g. every room in 2017 was sold 3.35 times while in 2018 3.15 times).
The Working Capital Turnover ratio indicates how efficiently Ffion Limited uses its assets to generate revenue. (AccountingCoach.com, 2019)
In 2018, the Working Capital Turnover, has seen a slight decrease compared to the prior year. Thus, this could be related to room partially out of service for maintenance or Hotel’s refurbishments.  
 


Liquidity
Liquidity ratios are used to determine how easily a company can repay its debt (liquidity covers current liabilities).
The Current Ratio is most used Liquidity Ratio and indicates the ability to meet short term obligations. (Stickney, 2010)
According to the author, investors expect to see a ratio of around 1 (1:1). However, Ffion Limited over the two financial year analysed has a very high Current Ratio respectively of 2.15 and 2.43. However, the current ratio, represents the company in a specific financial moment, accordingly, it is not a clear description of a company liquidity as a lot of expenses could be due soon and that proportion decrease.
The Quick Ratio differs from Current Ratio as it considers only possessions that can be converted into cash within 90 days (instead of one year in accordance to current assets), nevertheless, Ffion Limited can have different internal criteria in terms of liquidity. Furthermore, both Current and Quick ratio are higher compared to the prior year and the liquidity covers the current liabilities. 
Debtor days, went up by more than 7 days. In spite of being an asset and still within the limit timeframe (30-36 days), Ffion limited should consider to reduce them. 
Creditor Days, indicates the number of days a company needs in order to repay suppliers, the lower the number of days, the more efficient the business manages its debts. However, it is not advisable to have creditor days too low as the cashflow could not be used to invest and opportunities missed.  
Gearing
Gearing Ratios analyse the debts of the company and its capability to repay them.  It evaluates the amount of assets founded with debts; therefore, the remaining amount is related to the owner’s investment. 
Considering higher total assets of the company (compared with the previous year), the foreshorten Debt Ratio for Ffion Limited is promising as it indicates a slow reduction of the financial risk. Thus, companies with low debt ratio are most likely to get loans as an important value of equity demonstrates low risks of bankruptcy. 
Therefore, even if the Interests Cover dropped substantially, the company is still able to repay its debts. Moreover, considering lower profits and collapsing Interest rates the company must be alarmed and management should start to consider a strategy to avoid financial difficulties. 


Knowledge from Ratio Analysis
A good understanding of ratios is essential for the management to identify any issue the company faces or to evaluate how well a company is going. However, despite the result of the financial analysis, companies may evaluate internal performance management tools to either increase results of maintain standards.
Ffion Limited’s Human Resources department must consider a wide development of non-financial Key Performance Indicators to analyse the performance of the departments and evaluate a possible internal cause such as “not performing departments”, employee happiness, guest happiness and the resulting recommendations or dated technologies. 
For these reasons, it is important to consider not only internal factors – as above mentioned – but also external ones; as a wide range of those could affect the business (attraction developed in other areas, economy slightly fluctuating, weather conditions, transportation etc).



Benefits and Limitations of Ratio Analysis
It is stated that the main advantage of the Ratio Analysis is related to the evaluation of trends emerged from the comparison of different financial years. Moreover, a comparison with other companies within the same field is advisable to establish the accuracy of such trends.
Also, such a procedure clarifies the numbers: a company making good profits, can experience difficulties in specific areas and miss opportunities as a result. Companies experiencing negatives must undertake further analysis to discover the cause. 
Furthermore, using ratios, management easily evaluates the overall health of the company and to analyse two or more different financial years, supports the on-going operations and related adjustments, budgeting and implementation.
Despite the clear benefits, the Ratio Analysis has a multitude of “limitations”.
Data Supplied must be accurate in order to draw appropriate conclusions; if not, it may lead the company in the wrong direction.
“Accurate Data” is easy to manipulate in order to have better looking conclusions. For instance, delaying a payment to a new financial year, results in higher creditor days and higher cash balance.
It is stated that the ratio compares historical data, however, it does not consider external incidents such as recurring updates of the National Living Wage and the inflation (or fluctuation) over the different years, of market prices for buying goods. 
In order to enable decision making, historical data must be provided for at least five years as fluctuation is a valuable impression to consider. 
Different companies operating within the same sectors must be considered to draw appropriate conclusion, thus, location and environmental conditions must be the same (e.g. it has no sense to compare an hotel in central London to another in Swansea, or compare the figures of a five star with a four star, even within the same company).









Recommendations 
It is stated that the comparison of the two financial years, has seen decreasing trends for 2018 in most of the areas covered with the Ratio Analysis. 
Thus, Ffion’s management must identify what caused the change of trends with more detailed analysis considering both internal and external analysis.
Furthermore, Ffion Limited should evaluate non-financial Key Performance Indicators, Balanced Scorecards and Personnel Development Plans, to evaluate employee’s performance and make adjustments if necessary.  Moreover, Ffion Limited should consider either to introduce or strengthen customer satisfaction metrics. 
It is advisable to endorse a PESTLE analysis for each and every hotel within the company (as external factors can affect negatively hotel’s operations and sales), in order to evaluate outer circumstances influencing the Portfolio. 
Moreover, Ffion limited should consider to endorse a comparison with another company as financial statements are publicly required by law, according data is available.



















Bibliography

AccountingCoach.com. (2019). What is the working capital turnover ratio? | AccountingCoach. [online] Available at: https://www.accountingcoach.com/blog/working-capital-turnover-ratio [Accessed 17 Nov. 2019].
Ashdown, L. (2018). Performance management. 2nd ed. London: Kogan Page.
Goel, S. (2016). Financial ratios. New York: Business Express Press.
Hales, J. (2005). Accounting and financial analysis in the hospitality industry. London: Elsevier Butterworth Heinemann.
Investopedia. (2019). Financial Analysis Definition. [online] Available at: https://www.investopedia.com/terms/f/financial-analysis.asp [Accessed 15 Nov. 2019].
Investopedia. (2019). Is This Company Making Money? Understanding Profit Margin. [online] Available at: https://www.investopedia.com/terms/p/profitmargin.asp [Accessed 17 Nov. 2019].
Khan, M. and Jain, P. (2008). Financial management. 5th ed. New Delhi: Tata McGraw-Hill.
Marr, B. (2012). Key performance indicators. Harlow, England: Pearson Education.
Peterson, P. and Fabozzi, F. (1999). Analysis of financial statements. New Hope: Frank J. Fabozzi Associates.
Rao, T. (2006). Management accounting. New Delhi: New age international Publishers.
Stickney, C. (2010). Financial accounting. Mason, OH: South-Western Cengage Learning.
