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Analysis of the Financial Statements
[bookmark: _Toc24206172]Summary
The objective of this paper is to evaluate the monetary performance of Ffion limited. The organization manages the portfolio of hotels in Northern Ireland and the UK.  The paper will cover the financial ratio relevant to the institution within the past two years and draw an appropriate conclusion about the profitability. The essay will present the limitation and benefits of using ratios in the problem-solving process. 
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Analysis of the Financial Statements Ffion ltd
[bookmark: _Toc24206174]Introduction
Ratio analysis is a technique of utilising monetary information to help in commercial and investment decision making. Ratio analysis allows decision-makers to efficiently analyse and locate monetary issues within an institution. The ratio assessment enables an institution to evaluate its operation and financial performance. Numerous ratios can be utilised by the organisation when making a financial analysis. Hence, a comparison should be made between those ratios before a conclusion is made. 
 One of the goals of ratio analysis is to identify the issues that affect an institution ((Anning, 2018, p.26). By identifying the problems, early managers can adjust in processes to have the issues resolved. The external parties such as creditors are also interested in identifying the problems of institutions.  Ratios are generated to add meaning to the accounting and financial information of an organisation. However, while the ratios can be critical in deciding on an institution, they can also lead to information overload. For instance, it can be estimated that more than 50 ratios can be drawn from the financial statement. 
[bookmark: _Hlk25050568]The ratios are derived from the data sourced from the financial statement and their usefulness or efficacy depends on the numbers from which they are calculated. Therefore, if the figures of the financial statements are incorrect the ratios might fail to give a true view of a company (Moore, 2019, 6).  The financial ratios offer summarised information on the financial performance of a company as well as future projection. They are indicators of weakness, position soundness, or strength of a firm. A conclusion can draw about the performance of an institution by solely relying on the ratios. 
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Financial Analysis
[bookmark: _Toc24206176]Profitability Ratios
	Profitability Ratio
	2018
	2017

	Working Capital Turnover
	9500/1264=7.52
	9000/984=9.15

	Total Asset Turnover
	9500/3014=3.15 times
	9000/2684=3.35 times

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

	Net Profit
	307/9500*100=3.23
	623/9000*100=6.92

	Gross profit
	1850/9500*100=19.47
	2100/9000*100=23.3


Liquidity Ratios
	
	2018
	2017

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

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



Gearing Ratio
	 
	2018
	2017

	Interest Cover
	307+9/9=35.1
	623+10/10=63.3

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

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

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



[bookmark: _Toc24206177]
Trend Analysis
[bookmark: _Toc24206178]Profitability
[bookmark: _Hlk25056197]There was a general decline in all the profitability ratios of Ffion ltd. The gross profit margin ratio dropped from 23.3 in 2017 to 19.47 in 2018.  The ratio indicates a drop in the gross margin on all the products sold by Ffion limited. It also indicates the margin available to cover the non-operating and operating costs. The declining trend signals unfavourable sales and purchasing polices (Banerjee, 2019, p.214). Besides, the ratio can signal that Ffion limited had a higher cost of sales. 
The net profit margin ratio also declined to 3.23 in 2018.  The ratio equates the profit margin of an institution to the revenue from operations and indicates the profitability of an institution. It is a major variable when estimating the return on investment. The declining ratio indicates that there is inefficiency in the company’s ability to turn the sales into revenue (Belonogov, 2016, p.80).  The decline can be attributed to the rising operational costs.  
The ROCE dropped from 23.58 in 2018 to 10.48 in 2017, which is a negative trend. The ratio indicates the overall utilisation of funds within an institution. The capital employs indicate that long-term funds are invested in an organisation and they include long-term loans, debentures, and owners' equity. The declining ROCE indicates that Ffion limited is inefficient in the use of funds to maximise owners' wealth. Besides, Ffion Company is earning a lower return on the capital employed when compared to the interest paid.
The net asset turnover ratio declined from 3.35 times in 2017 to 3.15 times in 2018. The ratio indicates the relationship between the sales from the capital employed (net assets) and the revenue from operations. Ffion's limited profitability ratio declined over the last two years, which is an indicator of weaker profitability and activity. The drop is also a sign of underutilisation or resources. The lower turnover in 2018 indicates a weaker use of business resources, which contributed to fewer sales.  
The working capital turnover ratio declined from 9.15 in 2017 to 7.52 in 2018.  The ratio indicates how an institution is efficient in its use of working capital to generate sales. A declining ratio can be, linked to lower efficiency. Generally, the declining ratio can limit the smooth operations of an institution and it increases the need for extra funding. 
[bookmark: _Toc24206179]Liquidity Ratio
[bookmark: _Hlk25056976][bookmark: _Hlk25057007]The current ratio (CR) of Ffion Limited rose to 2.43 in 2018.  The current assets entail cash, trade receivables, stock, and short-term investments while the current liabilities entail creditors and short-term loans. The ratio measures a degree to which the current liabilities in Ffion Company are covered by the assets. The rising ratio offers a greater safety margin which guarantees lenders that the business will settle its debts.  However, the CR should be reasonable.  A low ratio might endanger an institution and increase risks. A very high ratio is also a sign of inefficiency because it shows the business resources are being underutilised. However, from the Ffion ltd liquidity ratio, it can be concluded that the firm is operating within the margin of safety and the organisation can afford to service its current debts. 
[bookmark: _Hlk25057042]The quick ratio of Ffion limited rose from 1.33 in 2017 to 1.58 in 2018.  The trend indicates that the organisation has adequate quick assets to settle all the short liabilities. Besides, the rise signals to strengthen the liquidity position of the organisation.
[bookmark: _Toc24206180]Gearing Ratio
The debt days of the organisation rose from 26.32 in 2017 to 33.43 in 2018. The rise is a negative sign because it shows that Ffion ltd is inefficient in its debt collection procedures. Based on the trend, the organisation might not have enough funds for daily operations because of the increasing debtors.  The rise is also an indicator that the quality of debtors is declining.  This could indicate increased chances of default. It can also indicate that Ffion will require additional working capital, or the cash flow is likely to weaken.  
The creditor’s days declined from 37.06 in 2017 to 32.71 in 2018, which is a positive sign.  Creditor’s days is the duration that a company takes to settle all the funds it owes suppliers. The ratio can indicate that the liquidity position of an institution. The trend indicates that more creditors will have confidence in the institution. 
The debt to equity ratio evaluates an institution's degree of advantage. The ratio compares the amount of liability that an institution owes outsiders to the equity funds held. An increasing debt ratio is perceived to be undesirable because it signals that the organisation is financing its operations with debt (Das, 2019, p.20). The debt ratio of Ffion Limited declined from 0.28 to 0.27 percent, which is a positive trend. This shows that the organisation slightly reduced the amount of debt funds over the last two years. 
The interest cover ratio of Ffion limited declined from 63.1 in 2017 to 35.1 in 2018.  The ratio deals with the servicing of the interest on the loans held by an organisation.  It expresses the relationship between the amount of interest payable and the profits that are available to pay the interest. Significantly, the ratio reveals the number of times that the interest on the loans is shielded by profits that the organisation generates (Sekar and Saranya, 2018, p.5). The drop in the interest cover ratio is an undesirable sign because it shows that the safety of interest on the debts held by Ffion declined.
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Knowledge from Ratio Analysis
The ratio analyses the profits of an institution in relation to the revenues from other funds or operations employed in the business. The ratio also shows the proficiency of an organisation to use the resources it holds (such as machinery) to raise income to the owners. The greater profitability growth ratio is considered desirable. The ratio is calculated to estimate the earning capacity of an institution, which is the outcome of the utilisation of all the resources employed in the organisation.
To meet pay its commitment, Ffion limited needs liquid funds. The ability of an institution to settle the entire amount due on the obligation is referred to as liquidity.  However, the ratio only shows the short-term solvency of a company. The ratios are evaluated by looking at the amount of the current liabilities and assets in the statement of financial position.  The stakeholders who extend credit to an organisation are particularly concerned about the liquidity ratio. It is possible for an institution to show a profit in the financial statements but still have insufficient funds to pay its short-term debts (Iatridis, 2016, p.16). The current liabilities are those obligations that an institution is supposed to service within a year.  The current assets are the resources that a firm holds that can be changed into cash in the shortest period (not more than one year).
The quick ratio is a test of liability in an organisation. The ratio also establishes the relationship between the current liabilities and the quick resources that are held by an organisation.  This is the ability of an institution to service its obligations efficiently. For calculating this ratio, the prepaid costs and the debtors are not taken into consideration because they might not be transformed into cash within the shortest period possible. Hence, the ratio indicates the extent to which an organisation can have the liquid resources necessary to repay its debts. A standard ratio of 1:1 is taken to be appropriate.  
The companies or individuals that advance money to institutions on a long-term basis are interested in the safety of their funds. The gearing ratios are calculated to measure an institution's ability to service the long-term debts as agreed.
[bookmark: _Toc24206182]
Limitations and Benefit of Ratio Analysis
Benefits of Ratio Analysis
The financial analysis enhances the user’s understanding of the efficiency in which the company is being conducted. The numerical summary indicates numerous latent aspects of an organisation. The ratios provide information on the changes that take place within an institution. The information obtained can aid managers in understanding the current opportunities and threats. In addition, the ratios can aid in comparison with various benchmarks to assess whether an institution is performing optimally.
The financial ratios can be calculated for multiple years, which can help in a great deal in exploring the trend visibility of an institution (Laitinen, 2018, p.189). The knowledge of the trend is vital in making projections about an organisation, which is vital in future decision-making. 
The ratio enables institutions to establish a relationship between the simplified figures. The ratios aid in assessing the managerial efficacy as well as summarising the financial information accurately (Moore, 2019, p.28).  Based on the evaluation, an institution can determine whether a company has taken the right kind of operating, investing, and financing activities.  The ratio can show how the management has helped to enhance the performance. 
The goal of ratio analysis is to identify the problems that an institution faces. By locating the issues, managers have increased the chances of correcting the situation to improve performance.  In addition, the ratios can aid parties to examine the risks that institutions face. 






Limitations of Ratio Analysis
The ratios are derived from the financial statement, which indicates that any weakness in the statements will make the ratios irrelevant.  The accuracy of the financial ratios depends on the integrity and competence of the individuals who are mandated to prepare the financial statements. Thus, the financial statement might not give a true picture of the performance of a firm (Riyanti and Darto, 2019, p.46). Besides, the financial ratios ignore the non-monetary and qualitative aspects of an organisation. The ratio indicates only the monetary aspects. The factors such as inflation are never considered.
Relying on past data to make future projections is never feasible. All the ratios are derived from historical information.  A proper prediction of the company’s performance requires a company to consider the not-financial factor and the financial information at hand. 
The financial accounting figures presented by a company might be affected by assumptions and estimates which means that ratios can fail to give a clear view of a firm's performance. When using ratios to compare different businesses that operate under different regulations, the ratios can be misleading. 
[bookmark: _Toc24206183]
Conclusion
The ratio analysis is the basic financial analysis and it is a crucial tool in a business planning process because the strength, weaknesses, and threats can be identified. The ratio analysis itself is a crucial part of the entire business's strategic planning process. Based on Ffion's limited financial analysis it can be concluded that the company is a profitable venture, however, adjustments must be made in the profitability ratios to ensure the organisation maximises shareholder's equity. The company can employ various techniques in maximising sales to make the business profitable and improve the chances of growth. The techniques include increasing turnover or reducing business expenses, efficiency, or productivity. In addition, the organisation could enter new markets to develop new services or products and increase income. The net income or profit is the sum of money the company remains with after deducting the expenses or overheads. The ability of Ffion to raise enough revenue to can enhance the chances of growth. However, the successful evaluation of the firm's bottom line should go beyond merely looking at the funds held by the firm.  The management should be aware of the organization's ability to make money and not how much money is held in financial institutions such as banks.
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