
FINANCIAL MANAGEMENT FOR THE HOTEL INDUSTRY                              


Executive Summary
Financial statement analysis is part of a business’s decision-making process and using this approach finance professionals along with top management make several strategic decisions. This report presents the financial statement analysis for the year 2019 and 2020 for Jurys Inn. Using the financial statements from these two years, profitability, liquidity, and gearing ratios are calculated in the first section of the report. Then it has shown how ratio analysis can assist into getting insights of the business. Trend analysis is also useful for the management of a hotel as discussed in this report. Use of ratio analysis however requires critical consideration as can be seen in the benefits and limitations discussion as a final discussion of the report.   
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Introduction
Financial decisions shape the overall success of a business and help management plan appropriate set of strategies required for sustainable development of the business. (Subramanyam, 2019). In the hospitality, understanding the financial figures of the whole business helps the management determine a hotel’s overall success. Financial statement analysis works as a gateway for management of a hotel quantify the hotel’s performance (Gibson, and Boyer, 2017). Therefore, using ratio analysis Jurys Inn which is British Hotel having multiple hotels at various locations can understand the business better and define a set of strategies that might help it take corrective and preventive measures for short and long run. 
Financial Analysis
Ratio Calculation
Profitability Ratios
1) Gross Profit Margin: The percentage of gross profit in comparison to sales it determined by this ratio. It shows how much gross profit has been generated by a business after paying the cost of goods sold (Fridson, and Alvarez, 2020). If the ratio is high, then it indicates that the firm has been able to use minimum resources to purchase its products or services. However, in a hotel business gross profit margin is generally high by nature of the business.  
Gross Profit Margin	= (Gross Profit/ Sales) x 100 	Result
2019:	(5050/5500) x 100	91.82%
2020:	(5150/6000) x 100	85.83%


In this table, it can be seen how gross profit margin is calculated and we can comment that the margin is quite high for Jurys Inn. The acceptable range is 40% and above. 



2) Net Profit Margin: Net profit is the amount that we get after deducting all the costs of the business including interests and tax from sales revenue (Stickney, Brown, and Press, 2015). This is a much better representation of the profitability and performance of the business as opposed to gross profit margin.   
Net Profit Margin	= (Net Profit/ Sales) x 100	Result
2019:	(4008/5500) x 100	72.87%
2020:	(4073/6000) x 100	67.88%


Jurys Inn has been able to generate a high margin of net profit in 2019 and 2020. This is well above the acceptable range and indicates that the hotel was able to control its operational costs. 
3) Return On Capital Employed (ROCE): Capital employed in the total amount of asset that a business holds. ROCE is found by dividing profit before interest by total assets (Robinson, 2020). The acceptable ratio for this measure is 20% or better. Jurys Inn was able to gain a high result in this ratio indicating the consistency of the hotel’s good financial result. 
Return On Capital Employed	= (Profit Before Interest/ Total Assets less current liabilities) x 100	Result
2019:	(4008+18)/ 6226 x 100	64.66%
2020:	(4073+20)/ 6274 x 100	65.24%


4) Asset Turnover ratios: Organizations generally use two types of asset turnover ratio- Total asset turnover and Working capital turnover. 
Total assets turnover	= Sales Turnover/ Total assets less current liabilities	Result
2019:	5500/ 6226	0.88 times
2020:	6000/ 6274	0.96 times


The acceptable turnover ratio varies based on industry. For example: in retail industry, a ratio of 2.5 times is considered good, but in general if the ratio is in the range of 0.25 to 0.5 it is considered good (Nissim, and Penman, 2021). For a hotel, Jurys Inn was able to maintain a good ratio in the two years.  
Working Capital Turnover	= Sales Turnover/ Net current assets	Result
2019:	5500/1726	3.19 times
2020:	6000/1624	3.69 times


Working capital is found by deducting current assets from current liabilities. The ratio of working capital turnover shows the efficiency of a firm’s working capital. An acceptable range of the ratio is from 1.5 to 2 times (Horrigan, 2018). Jurys Inn had higher than the range.
Liquidity Ratios
1) Current Ratio: Current assets are those assets which can be liquidated within 1 year or less while current liabilities must be paid within one year. The current ratio tries to define a firm’s ability to pay its current liabilities with its current assets. The acceptable range varies from 1.5 to 3 (Ehiedu, 2016). Since, Jury Inn’s ratio falls in the range it can be said that it liquid condition is quite good.  
Current Ratio	= Current Assets/ Current Liabilities	Result
2019:	(3065/1339)	2.29:1
2020:	(3240/1616)	2.00:1


2) Quick Ratio: This is considered the second extreme to find out the liquid position of an organization. The different from the previous one in just one place. Here, stocks are deducted from current assets (Stickney, Brown, and Wahlen, 2017). Jurys Inn has a ratio of more than 1.1 which is generally considered good in any industry.  
Quick Ratio	= (Current Assets – Stock)/ Current Liabilities	Result
2019:	(3065-1450)/ 1339	1.21:1
2020:	(3240-1420)/ 1616	1.13:1


3) Cash Ratio: Cash ratio is the highest extreme to define and measure liquidity. It is based on cash at hand and bank and in marketable securities (Krishnan, 2019). The acceptable range is from 0.5 to 1. Considering Jurys Inn’s case, the hotel did not hold a great position in terms of this ratio indicating a big gap in cash.  
Cash Ratio	= (Cash + Marketable Securities) / Current Liabilities	Result
2019:	(15/1339)	0.011:1
2020:	(20/1616)	0.012:1


Financial Leverage
Leverage is the measure of a firm’s debt condition. An organization can fund its capital using debt capital as well which makes it a levered firm. For such firm a new risk is added which is called the default risk (Elias, 2017). However, this risk to certain extent is bearable and beneficial for the owners. Using gearing ratios such as Debt Ratio and Interest Coverage we can determine an organization’s ability to meet its debt paying ability. 
1) Debt Ratio: This shows the ratio of total asset that is funded by debt capital. Generally, there is no fixed ratio by which an organization can determine how much debt capital to use (Wang, and Wang, 2018). A ratio between 0.3 and 0.6 is considered less risky. Jurys Inn’s debt is quite low indicating that the hotel is less risky for the investors. But this might not be optimal. 
Debt Ratio	= Total debt/ total assets	Result
2019:	(1339+150)/ (6226+1339)	0.20:1
2020:	(1616+145)/ (6,274+1616)	0.22:1


2) Interest Coverage: Paying the interest to the debtholder on a timely basis is important for maintaining a good financial health of the business (Sillince, and Mueller, 2017). Therefore, Jurys Inn should be aware of its ability to cover interest. Based on the figures of 2019 and 2020, Jurys Inn had good amount of fund to pay its interests. 

   
Interest Coverage	= Profit before Interest and tax/ Periodic Interest Charges	Result
2019:	(4028/ 20)	201 times
2020:	(4091/ 18)	227 times




Financial Analysis Trends
Profitability
The following Table 1 shows the profitability ratios of Jurys Inn for 2019 and 2020. We can see the overall trend through the changes in the ratios. 

Table 1: Profitability ratios of Jurys Inn
Source: Self
The overall profitability condition of Jurys Inn quite good as we can see its high profit margins. In 2019 Gross Profit margin and Net Profit Margin both were high, however in 2020, it decreased slightly even though revenue increased. Here we can attribute the loss to increased cost of production and operation. However, we can see that there was a slight increase in ROCE from 2019 to 2020. As opposed to the previous ratios turnover ratios increase which is due to increased sales revenue in 2020. Both asset turnover and working capital turnover increased slightly in 2020. 
Liquidity
Trend in liquidity ratios show a firm’s ability to meet short term commitments. In Table 2 we can see the liquidity position of Jurys Inn. 

Table 2: Liquidity ratios of Jurys Inn
Source: Self
Based on the current ratio and quick ratio from 2019 to 2020, we can say that Jurys Inn failed to maintain its good liquid position. Though the ratios in 2020 are still in the acceptable range, a decrease in them is not a good indicator. 
Financial Leverage
We can see in Table 3 the gearing ratios of Jurys Inn.    

Table 3: Leverage ratios of Jurys Inn
Source: Self
The debt level of Jurys Inn increased in 2020 since in 2019 only 20% of Jurys Inn’s assets were funded by Debt while is increased by 2% in 2020. Interest coverage of the business increased indicating a higher ability to pay its periodic interest. 



Knowledge from Ratio Analysis
Jurys Inn hotel is running is business successfully and its financial condition is good as it seems in its financial statements (Penman, and Zhang, 2019). But in the financial statements the figures are given in absolute values and its is difficult to find any relationship just by looking at the financial figures. Ratio analysis can easily bring down the unknown insights for management’s analysis and understanding (Siegle, 2018). The ratios calculated for Jurys Inn show that a business can determine its real profitability and performance scenario with these simple tools of financial statement analysis. 
From the ratio analysis it has been possible to know the profit margin relative to sales revenue of the business. Its profitability ratio shows if the business was able to generate profit efficiently from the revenue and by controlling costs. On the other hand, the liquidity ratios were insightful regarding show the hotel’s overall ability to manage its working capital (Montaño*, Cardoso, and Joyce, 2019). Efficiently handling working capitals is crucial for smooth operations management. Furthermore, with the leverage ratios, it was visible how is the overall debt condition of the business is and its overall debt-taking ability. 
Finally, with the trends that we observed in the ratios, it was prominently visible that Jurys Inn is not moving to a better position relative to the year 2019. The profitability ratios indicate this possibility. 
Benefits and Limitations of Ratio Analysis
Ratio analysis is beneficial to a business on the following basis- 
Forecasting and Planning: Jurys Inn can determine the trends in its cost, revenue, and profits using ratio analysis which can be used for planning the hotel’s sales and costs for the following periods (Lucouw, 2019). 
Measuring efficiency: Using ratios Jurys Inn can measure the degree of efficiency of its management and utilisation of assets.  
Controlling cost and performance: Ratio analysis reveals cost and performance of individuals and departments of the organization which paves the way to set control measures (Guan, Kaminski, and Wetzel, 2017). 
Helping in decision-making: Decision-making requires several approaches of a business, and ratio can play a big role in this area. 
There are several limitations which must be considered for conducting ratio analysis. 
Different account policies: Organization can use different policies for inventory valuation, depreciation calculation, etc. which can make comparison of ratios impossible (Kenney, 2020).
Quantitative analysis: Ratio is determined only for quantitative part of a business, but for a business, qualitative aspects are also important. So, considering ratio to see how a business is running successfully is not a good way to make decisions.  
Use of only one variable: Ratio analysis is based on one variable from the financial statement, but there are issues such as government policy and economic conditions which are important for interpreting ratios.
Seasonal factors: A firm can make good profit in one season and make loss in another season which there are multiple seasonal factors involved in the business. Therefore, it is wise to know if ratios were impacted by any seasonal factors.   
Conclusion
Financial statement of a business provides wide range of data that are useful for several stakeholders of a business. It helps the investors make investment decision and management to make operational and strategic decisions. Throughout this report, it can be seen how the ratios of Jurys Inn have been calculated and the trends that has been found in those ratios. Using just few financial figures from income statement and balance sheet it was possible to understand multiple aspects of the hotel. However, these figures should be used carefully. There are certain inherent limitations in these ratios that might lead investors, management, and other parties to make wrong business decisions (Trigueiros, 2018). Here it is also seen how trends in ratio analysis can provide knowledge about a business’s ongoing pattern of development. Management of Jurys Inn can also use these ratios in order to take several strategic approaches to business development for the hotel. Ratio analysis as a whole can be beneficial since it is easy to calculate and use, but these ratios should not be used as an absolute method to evaluate firm performance. It is recommended that Jurys Inn consider qualitative measures of the business to make better decisions.     
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