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The financial analysis reflects the approach in which organisation financial statement is identified and analysis that assist in taking strategic decision for the successful running of operations(Ramanathan, et al., 2016). In this context, the external and internal stakeholders are involved in the analysis of financial statement analysis that assists in building up the financial flow. The internal stakeholders by using this tool ensure that essential finance is gained by taking the strategic decision on company behalf within operating industry(Vogel, 2016). On the other hand, external stakeholders are responsible for measure financial health of the enterprise that influences in the managerial decision for accomplishing business objectives. The conducting study would emphasize on the financial record of Gatsby Grange for a span of two years to effectively reflect the financial management within the hotel industry. Gatsby Grange is based in the UK and Northern Ireland, which is a boutique chain offering a wide range of hospitality services to customers. The report would also throw light on the financial performance trend within the hotel chain and its effectiveness in terms of taking strategic decision by forecasting financial flow within the organisation. 
[bookmark: _Toc44839904][bookmark: _Toc44858243]Analyze the financial information included in the financial statements
[bookmark: _Toc44839905][bookmark: _Toc44858244]Calculation of suitable ratios
Accounting ratio has been classified into three segments which include gearing or leverage ratio, profitability ratio and liquidity ratio(Köseoglu, et al., 2020). In this context, it is significant for the organisation to determine the accounting ratio as it assists in analysing financial aspects of the business through an enhanced detailed financial statement. In this context, the financial statement for the year of 2018 and 2019 for Gatsby Grange has been presented below:
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Figure 1: Financial analysis of Gatsby Grange for the year 2018 to 2019
Source: Author
From the above table, it is reflected that the quick ratio and a current ratio of the selected hotel chain shows a decline in the financial year of 2019, which is 1.13:1 and 2:1. In this context, the previous year quick ratio and current ratio show 1.21:1 and 2.29:1. By this data, it is forecasted that the business often faces issues in terms of managing the debts related to short term goals for asset liquidating. From the above table, it is also shown that net-working capital ratio has also been minimised by 2% in the financial statement data that reflect the company is more liable for asset investment on their fixed business assets. 
Gearing or leverage ratio illustrates the equity and debt proportional margin, which is essential for successful managing of the financial performance of business along with enhancement of capital margin(Guay, et al., 2016). From the financial statement record of Gatsby Grange, it is found that significant downfall of debt margin has occurred from the previous financial year within the hotel industry. The asset and equity have been reduced to 2.31 % from 2.41% and 7.05% from 7.25 within the financial year of 2018 to 2019. Moreover, it is also estimated a decrement of equity to assets margin to 32.77% based on the business asset availability within the operating hotel industry. 
The profitability ratio aspects reflect the business earning over the investment that is done on the successful running of business operations(Pando, et al., 2019). In this context, Gatsby Grange reflects a decrement of almost 5 % and 6% Net Profit ratio and GrossProfit ratio. On the other hand, almost 1 % Return over Capital Employed has been increased from the financial statement of the company. This reflects that Gatsby Grange has gained enormous profit on the investment of assets which they have done in the financial year of 2018 and 2019. 
[bookmark: _Toc44839906][bookmark: _Toc44858245]Discussing ratio analysistrends
The change in the financial performance of companies over a period of time of two or more years is termed as the ratio analysis trend(Baraja & Yosya, 2019). The Gatsby Grange liquidity analysis shows that current liability of business has been increased significantly with a high margin. In 2019, the current asset margin of the business had been reduced from a margin of 2.29:1 to 2.005:1. This reflects the trend related to ratio analysis within the hotel industry that causes an insignificant rise of current liabilities for the business within operating industry. The quick ratio trend analysis also illustrated that there was a decline of 1.13:1 in the quick ratio in the year 2019. The financial data trend thus show that the hotel chain has invested an enormous amount of money on inventories and marketable securities in the year 2019 for gaining competitive advantage. The net-working capital ratio trend, on the other hand, reflects a 2% decrement in the same year as a quick ratio which showcases that the company is more liable to invest in fixed assets rather than liquid assets. 
The Gatsby Grange gearing ratio emphasises on the debt margin, which is essential to manage for the company within the hotel industry in terms of successful gaining financial profit over a period of time. In this context, within comparison to the previous year in 2019, Gatsby Grange faces a reduced of ₤2,056,000 in the contribution of equity. The relevant trend related to assets ratio and debts to equity is followed in both the years,which is significantly 2.31%, 2.41%. and 7.05%, 7.25% respectively. From the financial data of the company, it can be said that Gatsby Grange is no longer required to pay focus on the high debt margin in terms of managing its finance within the operating hotel industry. The decrement of 32.77% from 33.22% equity to assets ratio reflects the trend of business finance with relation to equity within the industry. 
Gatsby Grange profitability ratio showcases the increment of return on capital employed by 1 % within the hotel in the financial year of 2019. The trend favours that the company gain enhanced profit in the recent year of 2019 with comparison to the previous year. Moreover, the generated profit is also estimated to be higher from the value of the assets of the hotel chain. From the financial data record of the company, it is found that the Gross Profit ratio margin faces a decline of 6% in 2019 which showcase the trend that goods are sold at the high-cost margin in the same year. On the other hand, a 5% decline has been estimated in the net profit margin with comparison to the previous year, which illustrates that is done due to a decrease in expense margin in 2019. 
[bookmark: _Toc44839907][bookmark: _Toc44858246]Explaining about Profitability, Gearing and Liquidity of the hotel chain
According to the Gatsby Grange, it has been proofed that the company faces a lot of challenges in reducing the short term debt, which is focused on the liquidity ratio in 2019. The reason why the company faces challenges in reducing short term debit is that it was not liquidating its assets in the previous year 2018. If the company wants to increase the investment in marketable securities, it cannot do it because of less investment in the current assets(Afrino & Erni, 2019). The current position showed that the hotel mainly focused on investing in fixed assets, which does not improve the condition of the business. 
There is a downfall in the margin and gross profit ratio, which is shown in the profitability ratio in the Gatsby Grange, which is due to less income in the year 2019.  The main reason behind this crisis is that high expense in the operation of the business and fewer returns. The return over the capital might increase because of the high margin of investment from the business towards fixed assets.
In the hotel chain, it has been observed that the company does not take long term debts to manage finance issues(Amalina, et al., 2019). In that reference, we can see that the equity margin manages the required finance in areas such as the UK along with Northern Ireland. Therefore it can be seen that it requires a lot of strategies to manage the business and arranging and empowering finance through equities.
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	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

	
	
	
	
	6076
	
	6129



[bookmark: _Toc44839908][bookmark: _Toc44858247]Identify whether ratios and its fluctuations is essential within Hotel management
The ratio, along with fluctuation, is essential for analyzing the significant change in business financial performance over a period of time(Guay, et al., 2016). As per the financial statement and profit margin, the organisation is liable for taking strategic long term decision making approach by associating each line of cost or expenses. Gatsby Grange case scenario reflects the fluctuation in the financial statement of two years, and a comparison of both years are made to define the ratio trend within the hotel industry. By following this, the hotel industry takes a decision on investment by analysing the trend related to ratio analysis along with alternation in financial records of enterprises. Gatsby Grange liquidity analysis from the financial statement reflects that the company has invested an enormous amount of money on fixed assets rather than focusing on liquidity assets within the hotel industry. The calculated ratio is beneficial for the company to analyse the effectiveness of investment in a liquid asset that will enhance the hotel chain financial aspects in future along with gaining a competitive position. It will also minimise the risk associated with debts to business within the hotel industry. 
From the profitability ratio change trend as per the financial statement of Gatsby Grange, it can be said that the company is more favourable in terms of doing expenses in operations or production department at a higher margin. In this context, from the growth of return over the capital by 1%, it can be reflected its effectiveness in terms of gaining high return margin by using business assets. Moreover, change related to asset ratio emphasises on the relevance of adding equity margin for enhancing capital investment in the business. 
[bookmark: _Toc44858248][bookmark: _Toc44839909]Discussing the limitations along with the benefits of using ratio analysis
Benefits 
Ratio analysis is beneficial for summarizing organisation financial records by reflecting its competitive figures of related years in order to take a strategic decision(Ryu, et al., 2019). By taking insight information about business financial records, the managers are liable for taking relevant investment decision by having knowledge about the firm financial condition within the operating industry. In the context of Gatsby Grange ratio analysis, it is illustrated that equity sources are the major sources for gaining or collecting finance so that business can gain a high return on its initiated investment. Moreover, the benefit of ratio analysis is that it assists in minimising the risk of business long term debt so that high revenue margin can be gained in future within the hotel chain industry. 
In the business organisation, the major issue that arises is due to the high expense margin along with minimum return on investment(Jiang, et al., 2018). In this context, the Hotel and Tourism Industry faces issue due to high investment margin and overflow of cash related to product or service development in terms of meeting the expected demand of customers. In the case scenario of Gatsby Grange, it is illustrated that operating cost is higher for the firm as they focus on offering value-added services to its potential customer base within the hotel industry. In this situation, the importance of ratio analysis is analysed as it will assist the management of hotel chain in takinga strategic decision on cash flow by focusing on changing trends within the industry to gain sustainable business growth. 
Limitations     
One of the most important limitations seen in the accounting ratio is that it ignores the qualitative aspect and only consider the quantitative aspect while measuring the financial preparations of any firm(Yanti & Dwirandra, 2019).  Ratio analysis does not clarify the reason behind any decision making in the business. It only focuses on the quantitative study; no reasoning is done. As per the hotel and tourism industry is concerned, the ratio analysis is not appropriate as it does not signifies the changes or any operations or services. We can here take an example of Gatsby Grange who invested more in fixed assets as compared to liquid assets. In the main aspect, ratio analysis focuses on historical data, rather focusing on the current financial situation of the business. It also shows that how ratio analysis fails to take any decision in the business and no justification is done behind any decision.
[bookmark: _Toc44839910][bookmark: _Toc44858249]Conclusion
From the above analysis, it is illustrated that the hotel chain has emphasized more on fixed assets rather than liquid assets in terms of empowering their financial position to offer value-added services to customers. The ratio analysis is beneficial for gaining in-depth information about company financial statement over a period of time so that strategic decision could be taken to minimize the risk of cash flow or high expense margin within operating industry. 









References
Afrino, J. & Erni, M., 2019. Effect of Profitability Ratio, Solvency, Market Ratio, Andrisk Ratio on Stock Return. In Third Padang International Conference On Economics Education, Economics, Business and Management, Accounting and Entrepreneurship, 8(7), p. 458.
Amalina, N., Amelia, F. & Alfatah, W., 2019. Analysis Effect of Profitability Ratio, Leverage Ratio, Audit Committee and Public Accounting Firm Size on Audit Delay. Indonesian Management and Accounting Research, 17(1), pp. 36-52.
Baraja, L. & Yosya, E., 2019. Analysis the Impact of Liquidity, Profitability, Activity and Solvency Ratio on Change in Earnings. Indonesian Management and Accounting Research, 17(1), pp. 1-17.
Guay, W., Samuels, D. & Taylor, D., 2016. Guiding through the fog: Financial statement complexity and voluntary disclosure. Journal of Accounting and Economics, 62(2-3), pp. 234-269,DOI-10.1016/j.jacceco.2016.09.001.
Jiang, L., Li, Y. & Cai, L., 2018. Evaluation of enterprise economic performance based on principal component analysis. Journal of Interdisciplinary Mathematics, 21(5), pp. 1309-1314,DOI-10.1080/09720502.2018.1498004.
Köseoglu, M., Altin, M., Chan, E. & Aladag, O., 2020. What are the key success factors for strategy formulation and implementation? Perspectives of managers in the hotel industry. International Journal of Hospitality Management, 89(2), p. 102574.
Pando, V., San-José, L. & Sicilia, J., 2019. Profitability ratio maximization in an inventory model with stock-dependent demand rate and non-linear holding cost. Applied Mathematical Modelling, 66(1), pp. 643-661.
Ramanathan, R., Ramanathan, U. & Zhang, Y., 2016. Linking operations, marketing and environmental capabilities and diversification to hotel performance: A data envelopment analysis approach. International Journal of Production Economics, 176(1), pp. 111-122.
Ryu, J., Kim, K., Oh, M. & Shin, J., 2019. Why environmental and social benefits should be included in cost-benefit analysis of infrastructure`. Environmental Science and Pollution Research, 26(21), pp. 21693-21703,DOI-10.1007/s11356-019-05475-6.
Vogel, H., 2016. Travel industry economics: A guide for financial analysis. 2nd ed. London : Springer.
Yanti, N. & Dwirandra, A., 2019. The effect of profitability in income smoothing practice with good corporate governance and dividend of payout ratio as a moderation variable. International research journal of management, IT and social sciences, 6(2), pp. 12-21.










6

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%




