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Executive Summary
The purpose of this report is to analyse ratio analysis of a company. It is important to understand that financial analysis is necessary to understand and analyse several factors. It helps to comprehend financial statement of a company, this in turn helps to assess liquidity, market position, operating efficiency and so on. It enables a hotel to understand overall performance. Understanding liquidity ratios would help to understand the stability to achieve financial obligations for short-term. It is necessary for the hotel company to have high work capital, along with it, the company possess various obligations. The report also presents benefits and shortcomings of ratio analysis.
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Introduction
Ratio analysis is necessary for a company. It helps to develop financial statements, helps to calculate different aspects of company finance which in turn helps to understand company performance and financial condition. The presented report would demonstrate and discuss ratio analysis of a hotel chain company. It would discuss use of ratio analysis knowledge along with its advantages and limitations
Financial Analysis
Ratios	Formulae	2017	2018
Gross Profit Margin (%)	(Gross profit/ Sales) * 100	(2100/9000) * 100 	= 23.33%	(1850/9500) * 100 	= 19.47%
Net Profit Margin (%)	(Net profit/ Sales) * 100	(623/9000) * 100 	= 6.92%	(307/9000) * 100 	= 3.41%
Return on Capital Employed (%)	(Operating profit/ Capital Employed) * 100	(623/ 2684) * 100 	= 23.21%	(307/3014) * 100 	= 10.18%
Current ratio 	Current Assets/ Current Liabilities 	1839/855 	= 2.15	2152/888 	= 2.42
Quick Ratio	Current assets – inventory/ Current liabilities 	(1839 – 700)/ 855	 = 1.33	(2152 – 750) / 888	= 1.58
Debt to Equity Ratio		Total Debt/ Shareholders’ Equity 	150/2534	= 0.06	150/2864 	= 0.05


Financial Analysis Trends
Profitability
The financial analysis shows that Ffion Ltd company has low gross margin in 2018 compared to 2017. It shows that the ratio percentage is below the average industry norms. In other words, it would be difficult for the company to net profit and fulfil operations. Rate of sales price is low and insufficient considering the COGS or cost of sales goods. In 2017 the gross profit margin was better. The company needs to improve the gross margin, for the purpose, the company needs to make effort to increase the revenue. The sales unit of the hotel chain needs to consider ways to increase consumer demand. On the other hand, the company could consider COGS. Compared to the net profit of 2017, the 2018 net profit margin has decreased. It suggests that the hotel chain needs to consider ways to improve net profit. Increased sales along with reduced cost of service would be helpful to improve the net profit margin. The financial analysis help to understand that the profitability rate has decreased in 2018 compared to what it was in 2017. It analysis show low return of capital employed in 2018, it is 10.18%, less than that of 2017. It shows that the company needs to make effort to improve ROCE, high rate of ROCE would suggest that the company has the ability to employ a large part of profit for company development. The analysis shows that the hotel chain needs to make the effort to increase the ROCE rate for further development and profit. 
Liquidity
It is important to understand that quick ratio and current helps in understanding the organisation’s liquidity. It helps to comprehend whether the company would possess sufficient cash for paying off the debts. Taking into account the factor of current ratio and quick ratio, it is reasonable to assess that the company has the ability to pay short-term liabilities. Comparison of the two years’ financial condition demonstrate that the company’s ability of achieving liability has improved. Considering the current ratio, it shows that current assets have increased in 2018 from 2017. On the other hand, current liability is nearly similar, in 2017 it was 855, in 2018 it was 888. 2018 demonstrates high amount of current assets compared to current liabilities, this in turn implies that the company has manageable liability. However, the analysis also shows that the company has to consider improvement to show better performance in coming years. Considering the factor of debt to ratio, it can be stated that it has remained same in the two years. Hence, the company do not possess much risk. 
Gearing
In 2017, it was 0.06 and in 2018 it was 0.05. The analysis shows that the company is risk free. In terms of gearing ratio, it can be stated that the company has gearing ratio has remained same. The analysis report demonstrates that the hotel chain has succeeded in maintaining its leverage to some extent.  However, the company needs to consider ways to improve the situation in upcoming years as it helps to determine financial leverage of the company.
Knowledge from Ratio Analysis
It is important to understand that financial analysis is necessary to understand and analyse several factors. It helps to comprehend financial statement of a company, this in turn helps to assess liquidity, market position, operating efficiency and so on. It enables a hotel to understand overall performance. Hotel companies possess several functions and operations. It needs to stress on different services. Understanding ratio analysis is crucial as it helps to analyse a company’s financial condition despite operations. It is essential to understand that hotel companies such Ffion possess various tangible as well as fixed assets. Hence, financial ratios help in analysis company’s financial condition and performance which in turn helps in assessing company performance (AREAS, 2018). 
Understanding financial ratios help is necessary for stakeholders. It helps comparing and assessing profits, loss, potential risks and opportunities. It helps in estimation of balance sheets, income sheets in future. For instance, equity shareholders of the Ffion hotels would consider dividend pay-out ratio. On the other hand, creditors would consider gross margin, debt to equity ratio and so on. It would help in understanding efficiency of the hotel chain (Shaikh, 2020). For instance, it would enable Ffion Ltd company to comprehend the ability of generating profit over assets, equity investment. On the other aspect ratios of operating and gross margins would be helpful to understand the company’s ability for generating profit through sales. It would help in understanding the company operation efficiency. For instance, it would be helpful to analyse sales, profit from sales and so on.
Understanding financial ratios along with fluctuations help to consider forecasting and planning for future business prospects. For instance, the hotel company has experienced low profit in 2018 compared to 2017. It helps to understand that the company needs to strive to increase the profit rate. Gross profit has decreased in 2018. The net profit margin has lessened considerably. The company needs to think of ways to improve gross profit and net profit in future for the purpose.   
Understanding liquidity ratios would help to understand the stability to achieve financial obligations for short-term. It is necessary for the hotel company to have high work capital, along with it, the company possess various obligations. Liquidity ratio is crucial to conduct hotel management analysis. Current ratio helps in measuring liquidity. Short-term assets refer to inventory and so on (Sainaghi et al. 2018). The hotel company needs to have detailed knowledge about current ratio that includes current assets and liabilities. A major reason is, hotel possess various current liabilities such as wage or salary, leasing expense of equipment along with miscellaneous liabilities. A proper current asset is necessary, it helps to determine whether a hotel possess the ability to cover all current liabilities even during economic downturn. In other words, it helps to understand whether a hotel company has strong financial condition. A positive report shows that the company is risk-free, poor current asset demonstrates that the company has poor ability which suggests that the company is in financial risk. It helps to consider change in budgeting, financial planning, possible company risks and so on. Financial ratios help in understanding risks and measures would be taken for improvement. It is worth stating that a company need to have detailed insight concerning financial risks and scopes. Leverage ratios assist in conducting sensitivity analysis (Choi et al., 2018). For instance, it helps to identify cost, sales, debt and so on. On the other hand, debt coverage and coverage ratios help to understand the extent a company such Ffion Ltd hotel is reliant on company external sources of capital. It also helps to assess an organisation’s ability for debt repayment. 
Financial ratios enable a company to conduct peer comparison. Every company conduct SWOT for internal assessment to understand company’s market position, stability and so on. Ratio analysis enables a company to perform SWOT analysis. For instance, it would enable the Ffion company to understand whether it has the scope to experience growth over a time period taking into view existing financials. It helps to understand trend line that states whether a company would be able to perform over a certain time frame. Ratio analysis is necessary for Ffion Ltd company to conduct financial analysis as it is not possible without the former.
Benefits and Limitations of Ratio Analysis
Advantages
1. Financial planning and forecasting- Ratio analysis helps to understand various financial aspects such as gross profit, net profit, current ratio and so on which in turn helps a hotel to plan and forecast future budgets, expenses. 

2. Budgeting- It helps to have clear monetary information. Accounting ratios would enable a hotel to make budgets. For instance, past sales budget determines the need of future budget allocation to enhance sales’ efficiency.
3. Operating efficiency- It helps to understand level of efficiency. For instance, it portrays hotel management’s competence to use assets. Varied activity ratios help in determining operational efficiency (Robinson, 2020).
4. Communication- Ratios are considered communication means. It helps in collecting financial position along with business performance of a company. It helps to understand areas a hotel needs to consider for improvement.
5. Comparison between peer firms- It helps to conduct SWOT analysis which further helps a hotel to assess internal strengths and weaknesses. It also helps to understand areas of improvement.
7. Identification of liquidity position- It helps to understand a hotel’s liquidity position, for instance ability to resolve short-term debts. It determines credit analysis as well and fulfil loans of suppliers.
8. Profitability- It helps to understand overall profitability of the company. For instance, it explains whether a hotel has succeeded in fulfilling both short and long-term goals (Toppr-guides. 2020).
19. Financial statement- It gives a clear and informative financial statement. It helps to understand connection between different items which in turn helps to comprehend financial statements.
Limitations 
1.Hisotrical information- Ratio analysis rely chiefly on historical or existing financial information. It overlooks the current conditions. Hence, it restricts assessment of future financial conditions (Robinson, 2020). 
2. Shortcomings in financial statements- It considers financial records, however there are different factors that might impact such as government decision, change in social factors which do not reflect in ratio analysis.
4. Quantitative analysis- Ratio analysis focus on quantitative data however it do not consider qualitative data. For instance, good current ratio would not guarantee proper liquid position of inventory is stocked with unnecessary goods (Rakićević et al., 2016).
5. Ratios present one variable picture- Ratios usually present one variable, it fails  to consider multiple variables, for instance economic conditions, resource availability, government policy and so on. Ratios need to consider the variables.

















Conclusion 
In conclusion it can be stated that hotel and tourism companies need to give importance to financial ratio analysis. It helps to understand whether a company is performing well or not. It enables a company to identify and comprehend financial aspects that determine overall financial conditions. The assignment demonstrates that comparison of financial statements of Ffion limited hotel chain company has helped in identifying and assessing gross profit, net profit, capital use and its return. The statements shows that the company needs to strive to improve current and quick ratio, although the company do not have risks. It demonstrates that the company has the ability to handle its liability. Considering the gearing aspect, it can be said that the company has the potential to use its leverage and improve the financial condition of the company. It is reasonable to state that ratio analysis knowledge is useful for hotel management. Hotel management has various functions and operations, its expense and expenditures along with profit and loss can be difficult to analyse fluctuating financial condition. Ratio analysis helps to understand various financial aspects which in turn helps to comprehend budget, necessary financial investment and planning. Ratio analysis possess certain benefits as well as limitations. It helps to plan and forecast future expense and expenditures, helps in budgeting, helps in performance management, assess profitability. However, it tends to rely on historical information and overlook various factors that impact a company’s finance. For a hotel company, the statement holds much true. It overlooks the qualitative aspects which is equally important to ensure business sustainability. It is reasonable to mention that the Ffion hotel company needs to consider many aspects to produce a quality financial report. However, despite the shortcomings, ratio analysis is important to identify monetary performance, profit and leverage to determine future performance ability. Conclusively stating, without ratio analysis it is not possible to conduct a company’s financial analysis. 
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