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Executive Summary






The purpose of this report is to analyse the financial performance of the Hotel Company Ffion. Analyzing the profitability, liquidity and gear of the company will establish measures to be taken to maintain and improve the financial performance.
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Introduction

Ffion Ltd is a hospitality company that manages a portfolio of hotels within the United Kingdom and Northern Ireland.
Ratio analysis gives companies the opportunity to set their finances and operational performance. This analysis consists of calculating the financial performance of a company, using the five basic types of ratio: profitability, liquidity, debt, activity and market (Collin, 2010).
This report will analyze the achievements, performance and trends for two years, 2017-2018, for the Ffion hotel chain.
Many companies choose to set up internal comparative analyzes, as well as compare them with those of other companies or those of the industry profile. Hotels should not only analyze financial performance but also the non-financial key performance indicator (KPI).
This includes employee performance, staff retention, job acceptance rate or employee satisfaction. Recent research has shown that if employees are satisfied with their work place, the higher their degree of satisfaction, the higher the financial performance of the company. Also, specific to hotels, they must measure performance through the perspective of the customers. Customer loyalty and guest satisfaction are two elements that need to be considered to see which are the parts where the business is going well and which are the ones where there are problems and which could cause financial problems.




Financial Analysis

Ratio	2017	2018
Gross Profit	2100/9000*100=23.3	1850/9500*100=19.47
Net Profit	623/9000*100=6.92	307/9500*100=3.23
ROCE	623+10/2684*100=23.58	307+9/3014*100=10.48
Total Assets 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=2.43
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
Profitability ratios are a class of financial metric that is used to evaluate a company's ability to generate earnings, based on revenues, operating costs, balance sheet assets and capital, using data from a certain point in time (Collin, 2010). 
A higher ratio or value of profitability means that the activity has good performance, generates revenues, profits and cash flows. The reports should be examined in comparison with similar companies (Huebsch, 2019).
The most used profitability ratios are:
- Gross Profit Margin
- Operating Profit Margin
- Net Profit Margin
- Cash Flow Margin
- Return on Assets
- Return on Equity
- Return on Invested Capital 
Ffion Company has set its internal reference values. There is a decline in Gross Profit, which may suggest that profitability is declining. This is not relevant here because evaluations are usually done over five years and there is not enough data to say this. This reduction could be because the company has lowered its prices.
According to some authors, such as A Saleem and N Al-Juboori, a several internal or external factors can influence the occupancy of a hotel and also reduce or increase profit. These factors include: the facilities offered by the hotel, the technology and, last but not least, the cleaning. All factors affecting Gross Profit Margin will also affect Net Profit Margin.
In this case, the Net Profit for Ffion Limited decreased significantly in 2018, possibly due to the increasing operational costs (Saleem and Al-Juboori, 2019).
Return on Capital Employed, abbreviated ROCE, is used to determine how efficiently the company's money is invested to generate money. At this hotel there is a reduction in this ratio which suggests that the net profit earned by the company was not efficiently invested.
Assets Turnover is the ratio between total sales or revenues and average assets. This report helps investors understand how efficient a company is (Investopedia, 2019). The higher this ratio, the more efficient a company is. In 2018, this indicator decreased very little at Ffion Limited. This is due to the fact that there were interruptions in the occupancy of the rooms, possibly for maintenance, general cleaning or different problems at the installations that had to be repaired. To improve this score, Ffion Company needs to reduce the time when rooms are not occupied, to organize maintenance or cleaning work more efficiently, possibly by hiring another team and also to limit purchases that are not on inventory and they are not urgent.
It is noticeable that Ffion Limited is also declining at Working Capital Turnover for 2018. In this regard, the company also went worse because it did not use working capital efficiently (AccountingCoach.com, 2019). 

Liquidity
Liquidity reports represent the ability of a company to quickly generate cash to pay off debts. The Current Ratio is a liquidity report that measures the ability of a company to pay short-term obligations or those to be paid up to a year. The analyzed company has a slightly increased current ratio compared to 2017, which is positive for this company. The current report highlights a figure of 2.43 for the year 2018, up from the previous year and well over 1.5 what is the acceptable result for this ratio. There should be no problems in this chapter for the company.
At Quick Ratio, as well Ffion Company has a slight increase, from 1.33 in 2017 to 1.58 in 2018, which means that the liquidities have increased slightly and the company can pay the short-term obligations. 
The Debtor Days number is the number of days in which the debtors make the payments. The increase in these days can be a sign that the quality of the debtors is decreasing, that the payments are made slower and not within the stipulated term. In 2018 that indicator is higher and this presents the risk for the Ffion Company that the payments will no longer be made at all and a capital contribution will be required. There has been an increase in the number of days since the company receives payment from the debtors, from 26.32 to 33.43. Although this figure is within normal parameters, a range of 30-36 days is considered acceptable, however this area should be monitored closely. In general, the smaller number of days the borrowers are, the better. (Moneyterms.co.uk, 2019).
The Creditor Days ratio shows what the average number of days does the company pays providers. It is calculated by dividing the creditors by the average daily purchases (Double Entry Bookkeeping, 2019). Ffion Limited Company has reduced the number of days it takes to pay suppliers. This could be because they re-negotiated the payments or because they pay on time due to very professional staff.
Gearing
Gearing ratios are financial reports that compare a company's debt to different financial values, such as total equity. Investors sometimes use these types of ratios to see how the company is structured and what amount of risk this structure presents.
Companies can finance their activities either through investments from shareholders, through their funds, or loans. If a company has more debt than equity, it means it has been aggressive in financing the business with loans. The Debt Ratio for Ffion Company is within acceptable limits and registered a decrease compared to 2017 with 1%.
If a company has debts it is not a bad thing. With the help of loans, companies can reach much greater profits than if they would only use shareholders' capital. Companies must ensure that, in addition to the loaned amount, they must also repay interest, even if their income is low. Ffion Company registered a decrease of the Interest Cover rate by almost half compared to last year but this is not a concern since the company has an interest rate coverage of 35.1 in 2018, much more than the rate considered safe, that is over 2.



Knowledge from Ratio Analysis

The term rational analysis is the relationship between two variables. Ratio analysis is a comparison between the financial results of a company regarding liquidity, efficiency of operations and profitability. Due to these trends, the direction of the performance of the future report can be estimated (Google.ro, 2019). Robert Anthony:” Ratio as simple one number expressed in terms of another”.
Ratio analysis is a very useful tool for hotel managers because it helps them to understand the financial results and trends over time, they can highlight the strengths and weaknesses of a company and thus they can establish various strategies for improvement (Dergipark.org.tr, 2019).
The financial analysis in the hotel industry deals with the following aspects:
- it measures the capacity of the hotel to establish its obligations;
- measures the profitability of the tourist unit;
- measures the liquidity of the hotel;
- prepares forecasts and trends;
- evaluates the competence of the hotel management;
- displays the success of the unit.

Benefits and Limitations of Ratio Analysis

Benefits of Ratio Analysis:
- Solvency test. The use of the report is useful for testing the company's solvency position.
- Help in making decisions for managers. The main objective of the analysis is to inform what is the financial position of the company so that a decision can be made by its management.
- Provides help in forecasting and planning. It works like a real guide.
- Useful in knowing the profitability, by comparison with previous years or with other companies in the hotel field (Play Accounting, 2019).
- Position of liquidity in the company. With the help of this analysis, a significant conclusion regarding the liquidity of the company is reached.
- It helps know the efficiency of operation.
- Knowledge of the business trend.
- Help in knowing the costs.
- Analysis of the financial health of the company.

Limitations of Ratio Analysis:
- Detailed knowledge is needed as interpretation of the report is quite difficult.
- Lack of reliable data. The report may fail if the analyst does not know the reality and the correctness of the figures.
- Different calculation bases because there are different methods of valuing closed stock.
- There are different accounting policies.
- The price level changes.
- There are biased opinions. Thus, profit has different meanings from one company to another.
- Poor comparison level between the hotels.
- Evaluation. There are different tools for analyzing the report and it depends on the analyst's ability, training and experience to know which tool to use.




















Conclusion

There is a decrease in the profitability of Ffion Limited Company for the year 2018 compared to the year 2017. An in-depth analysis has to be done to determine whether it is a decrease in sales or an increase in expenses.
In the case of the liquidity report, it is observed that, although the profit is decreasing, the company can insure its debt payments.
The gearing analysis is also contradictory and indicates some issues to be studied by hotel managers.
Ratio analysis is very important for managers, they must understand it and use it for the benefit of the hotel unit, although this has certain limitations.
However, the ratio analysis is very useful but requires training and skills from the hotel management if they want to be competitive on the hotel industry market and bring value to the tourism unit they run.
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