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[bookmark: _Toc25603472]Introduction
This report will look into the financial aspects of Ffion Ltd. This analysis will then help in analyzing the company’s profitability over the years and also determine if the company is managing its assets and liabilities well or not. 
Ratios are critical quantitative analysis tools in order to analyze and asses the financial situation of a company after the financial statements are prepared. It not only allows the financial stakeholders of the company to make better sense of the accounts and better understand the current fiscal scenario of the company but also helps the upper management in making important financial decisions to improve profitability and growth. 
As hospitality industry is a huge field inside the service business that incorporates smaller fields, for example, inns and lodging, and other different fields so it is an industry which is heavy in fixed and tangible assets, and in this manner requires a quite certain arrangement of money related proportions to precisely examine the industrial patterns and arrive at conclusions dependent on the performance of individual companies. The following are key financial ratios that would be required to analyze the profitability, liquidity and gearing of Ffion Ltd. 
1. [bookmark: _Toc25603473]Liquidity Ratios
[bookmark: _Hlk25563570]Liquidity ratios will provide the financial stakeholders with information regarding the Ffion Ltd.’s ability to meet its short-term financial obligations. 
Current ratio = (current assets / current liabilities)
(All values are in £000)
For year 2017:
Current ratio = 1839 / 855
Current ratio = 2.15
For year 2018:
Current ratio = 2152 / 888
Current ratio = 2.42
[bookmark: _Hlk25563678]The current ratio measures the liquidity of a company that shows how the company is able to meet all its short-term liabilities with the short-term assets.
[bookmark: _Hlk25563717]Financial stakeholders need to see a high present proportion over 1 to decide an organization inside the hospitality industry is solid. Current ratio of Ffion Ltd in year 2017 and 2018 are 2.15 and 2.42 respectively which means company has performed well in managing its assets and liabilities in these years. These numbers are somewhat equal to that of industrial average.
2. [bookmark: _Toc25603474]Financial Leverage Ratios
[bookmark: _Hlk25563745][bookmark: _GoBack]Financial leverage ratios give an understanding of the long-term solvency of the company which is operating in the hospitality industry. 
Debt ratio = (total debt / total assets)
(All values are in £000)
For year 2017:
Debt ratio = 150 / 3539
Debt ratio = 0.042
For year 2018:
Debt ratio = 150 / 3902 
Debt ratio = 0.038
Organizations inside hospitality business have a ton of long haul liabilities as debts, alongside current liabilities. These debts are utilized to back huge properties, for example, lodgings and enormous transport armadas etc. 
[bookmark: _Hlk25563833]The debt ratio of Ffion Ltd has decreased from 0.042 to 0.038 which means company is less leveraged in 2018 than 2017 which is a positive industrial trend.
3. [bookmark: _Toc25603475]Profitability Ratios
For a company in the hospitality industry, huge amount of money is generated, and many companies are long-established, resulting in generation of high profit margins at all levels. Profitability ratios of Ffion Ltd are as follows:
Gross profit margin = (sales - cost of goods sold) / (sales) * 100
(All values are in £000)
For year 2017:
Gross profit margin = (9000 - 6900) / 9000 * 100
Gross profit margin = 23.3%
For year 2018:
Gross profit margin = (9500-7650) / 9500 * 100
Gross profit margin = 19.4%

[bookmark: _Hlk25563950]The gross profit of Ffion Ltd in both the years is more than the industrial average of 17.5% which means that company has outperformed in generating gross profit from its sales.
Net profit margin = (net profit) / (total sales) * 100
(All values are in £000)
For year 2017:
Net profit margin = 623 / 9000 * 100
Net profit margin = 6.9%
For year 2018:
Net profit margin = 307 / 9500 * 100
Net profit margin = 3.2%
[bookmark: _Hlk25563983]The net profit margin of Ffion Ltd is relatively less than the industrial average in both the years. Industrial average of Net profit margin in hospitality industry is 10.99% which shows that the company was unable to meets the benchmark of revenues in these years. 
[bookmark: _Toc25603476]Importance of Understanding of Ratios and their Fluctuations:
Ratio analysis hence becomes a vital tool in concluding the profitability, liquidity and gearing of the company. In the above ratio analysis, we calculated the profitability, liquidity and debt ratios. The analysis depicts most ratios are within expectations, while few numbers flag potential problems that may attract the attention of the financial analysts. Hence, the ratio analysis for the year 2017 and 2018 respectively helps in comparing it to the same ratio calculated for a prior period, or that is based on an industry average, to see if the company is performing in accordance with expectations.
[bookmark: _Hlk25564117]One of the most significant capacity of understanding ratio analysis and their fluctuations in the hospitality business lies in their ability to act as lagging indicators in recognizing positive and negative financial patterns in the industry. Information provided by ratio analysis enables the organization to make and execute continuous money related plans and, when essential, make course revisions to momentary budgetary plans. 
The main objectives of understanding of ratios and their fluctuations in hospitality industry are as follows:
· Helps in Understanding the Profitability of the Company
Profitability ratios helps in determining how profitable a company is and how much return it  is able to generate on assets and equity in order to understand the ability of the firm to generate earnings. Significant profitability ratios concerning hospitality industry are gross revenues and net revenues. Because of changes in income and fluctuations in both variable and fixed costs, net revenue is a superior marker of benefit in lodging networks. 
· For Planning and Future Forecasting of the Firm
Investigators and analysts can discover a pattern by doing ratio analysis of more than 1 year and afterward utilize that pattern for future monetary estimating and can likewise be utilized for significant basic leadership by outside stakeholders like investors.
· To Compare the Performance of the Firms
Another significant function of having understanding of ratios and their fluctuations throughout the years is the ability of the firm to contrast the presentation of the organization and itself and with different organizations too. Consequently, strengths and shortcoming of each firm can be analyzed. The proportions can be likewise contrasted with the association's past proportion and will break down whether progress has been made by the organization or not.
· Overall Financial Strength
There are a few proportions that can help Ffion Ltd in deciding it's long-term solvency. Comprehension of these ratios will decide whether there is a strain on the assets of a firm or if the firm is over-utilized. Change in these proportions portrays that organization is deleveraging itself and continues constructing new resources, so organization is improving when contrasted with industrial trends. Thus, understanding of such ratios enables the organization to keep a correct balance of debt and equity.
[bookmark: _Toc25603477]Benefits of Ratio Analysis
[bookmark: _Hlk25564356]When ratio analysis is utilized accurately, it can illuminate numerous issues of the firm and furthermore features a few positives. Ratios are basically informants, they draw the administration's consideration towards issues requiring consideration. Few benefits of ratio analysis are as follows: 
· Ratio examination will help approve or invalidate the financing, venture and working choices of the firm. They outline the fiscal report into relative figures, hence helping the administration to think about and assess the money related situation of the firm and the consequences of their choices. 
· It converts complex financial proclamations and monetary information into simple ratios of liquidity, profitability, solvency and so forth.
· Ratio analysis also helps in recognizing issues and carry the consideration of the administration to those areas. A portion of the data is lost in the intricate financial statements so the ratio will help pinpoint such issues. 
· Ratio analysis also allows the organization to direct comparisons with different firms, industry measures, intra-firm examinations and so forth. This will enable the company to all the more likely comprehend its financial situation in the economy.
[bookmark: _Toc25603478]Limitations of Ratio Analysis
There are a number of limitations of ratio analysis along with its benefits that needs to be considered. They are:
· If the pace of inflation has changed in any of the periods under audit, this can imply that the numbers are not practically identical crosswise over periods. For instance, if the inflation rate was 100% in one year, sales would seem to have multiplied over the previous year, when in actuality sales didn't change by any stretch of the imagination. 
· Ratio investigation is led with regards to the general business condition. For instance, 60 days of sales remarkable for receivables may be viewed as poor in a time of quickly developing sales, however may be magnificent during a monetary constriction when clients are in serious money related condition and incapable to take care of their tabs. 
· Finally, it can be very hard to discover the explanation behind the results of the proportion. For instance, a present proportion of 2:1 may give off an impression of being superb, until you understand that the organization simply offered a lot of its stock to support its money position. 

[bookmark: _Toc25603479]Conclusion
This report looked into the fiscal position of Ffion Ltd. through ratio analysis and have discovered trends in its profitability, liquidity and leverage ratios. While comparing these ratios with the industry average, it is noticed that company has outperformed in everything except for managing its net profit margin over the years. Ffion Ltd was able to meet the financial expectations of the stakeholders. Moreover, report looked into the benefits for using ratio analysis as a financial tool along with its limitations. When used accurately, ratio analysis can illuminate numerous issues of the firm and furthermore features a few positives aspects of the company. While it may limit the correct financial analysis of the company due to few factors.
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