
      ANALYSIS OF FINANCIAL STATEMENTS
Jurys Inn


Executive Summary

This report offers an insight of Jurys Inn financial position by analysing the financial ratios. The three groups of financial ratios analysed are the profitability ratios, liquidity ratios and gearing. Within the profitability ratios the following will be interpreted: gross profit, net profit, total assets turnover, return on capital employed, d working capital turnover. The liquidity ratios that will be analysed are current ratio, quick ratio and also debtor and creditor days. Gearing ratios debt days and interest cover ratio will be considered within the report.
The analysis of financial ratios will help Jurys Inn management team to prepare the budget and forecast for the 2021 financial year, taking efficient decisions based on the trends unveiled by the financial ratios analysis.
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Introduction

Business as we know it is concerned with the financial activities. In order to establish the financial status of the business Jurys Inn prepares documents known as financial statements. The financial statements Jurys Inn prepares at the end of the year or at the end of a specific period of time are Balance sheet and Profit and Loss statement. The Profit and Loss is set up by the accounting team at Jurys Inn in order to know the profit earned and loss sustained during a specified period; the balance sheet is created on a specific date in order to assess Jurys Inn financial standing. 
Financial analysis is the process that measure the profitability, operational efficiency, solvency and the growth potential of the Jurys Inn as a business. The process helps shareholders, debenture-holders, potential investors, creditors, bankers, journalists, legislators, politicians, researchers, stock exchanges, taxations authorities and economists to know at any given time the profitability of Jurys Inn. Using financial analysis of the financial statements makes the financial figures easier to understand and interpret by all the parties involved in managing the business. Financial statements are split into simple steps that are easy to follow as different financial ratios are being calculated and grouped as to have whole picture of the profitability and liquidity of the company. 
For the purpose of this report Jurys Inn accounting department has prepared the balance sheet and the profit and loss statement; the figures that were considered were for 2019 and 2020.





Financial Analysis
Financial Analysis – Figure 1  

Formula  	Ratio  	2019	2020
Gross profits/sales x 100 	Gross profit  	5050/5500*100=91.82%	5150/6000*100=85.83%
Net profits of the year/sales x100 	Net profit  	4008/5500*100=72.87%	4073/6000*100=67.88%
Net profits of the year + loan interest / total assets less current liability x100 	ROCE 	(4008+20)/6226*100=64.70%	(4073+18)/6274*100=65.21%
Sales/total assets less current liability  	Total assets turnover 	5500/6226=0.88 	6000/6274=0.96
Sales/ net current assets  	Working capital turnover 	5500/1726=3.19	6000/1624=3.70
Current assets total/current liabilities total 	Current ratio  	3065/1339=2.29	3240/1616=2.01
Current assets total – stock / current liabilities total 	Quick ratio  	(3065-1450)/1339=1.21	(3240-1420)/1616=1.13
Debtors x 365 days of the year / sales  	Debtor days  	1600*365/5500=106.18 days	1800*365/6000=109.5 days
Trade creditors x 365 days /purchases 	Creditor days  	800*365/500=584 days	870*365/850=373.59 days
(Total current liabilities +bank loan )( total current assets + fixed assets ) answers divided by one another  	Debt days  	(1339+150)/(3065+4500)=0.20 days	(1616+145)/(3240+4650)=0.22 days
Net profit of the year + cash in hand / loan interest  	Interest cover  	(4008+5)/20=200.65	(4073+5)/18=226.55

 
 
 
Financial Analysis – Figure 2 

 

Financial Analysis – Figure 3  




Financial Analysis – Figure 4



Financial Analysis Trends

Profitability
Profitability ratios are financial records used by market analyst and shareholders to assess and estimate the ability of a company to generate income in relation to revenue, assets, operating costs, and working capital during a given period of time. The profitability ratios help show how efficient Jurys Inn uses its assets to produce profit and value to shareholders.
Gross profit margin
The gross profit margin shows how much profit Jurys Inn makes considering the costs of running the hotel. A high gross profit margin is what a Jurys Inn is looking for as it means it can cover all operating expenses, fixed costs, shares, amortization while providing interested parties with profit.
In the hospitality industry the gross profit margin should be high as most of the costs come from operating the business and not of goods sold.
Jurys Inn gross profit margin has decreased in 2020 compared to 2019 from 91.82% to 85.83% although sales have gone up Jurys Inn purchases cost were almost double in 2020. The management team should reconsider the extent of the purchases for the next year in order to have an increase on the gross profit margin.

Net profit margin
The net profit margin is the simplest profitability ratio which measures the percentage of net income of Jurys Inn to its net sales. It represents the ratio of sales that is left over after all the appropriate expenses have been deducted.
Net profit margin is not very high in the hospitality industry and its interpretation is correlated with the sector average.
Just as the gross profit margin, the net profit margin has seen a decrease from 2019 to 2020 and is due to increased expenses on rent, light and heat and bad debt. A slight decrease in salary expenses and loan interest were not enough to keep the net profit margin to the 2019 level. The management team should keep and eye on the bad debts and try to negotiate a better rate for rent.
Return on capital employed (ROCE)
The return on capital employed ratio offers an insight on how well Jurys Inn uses its capital to create profit. The ROCE ratio is often used by investors when deciding a business is suitable to invest in or not.
The ROCE ratio shows that in 2019 Jurys Inn created 65.70 pence operating income for every £1 invested in capital, while in 2020 with the same £1 of investment has generated 65.21 pence operating income therefore in 2020 Jurys Inn has been used its capital more efficiently.
The return on capital employed has seen a slight increase in 2020, just under 1% even if there was an increase in current liabilities it has been covered by the assets therefore keeping the ratio similar for 2020.
Total asset turnover
The total asset turnover ratio shows how efficient Jurys Inn utilises its assets in order to produce sales. The higher the result the more efficient the assets are used in order to generate sales. Jurys Inn total asset turnover for 2019 was 0.88 which is lower than 2020’s 0.96 level. The total asset turnovers comparison shows that Jurys Inn has been using its assets better in order to generate sales in 2020.
For 2019 and 2020, Jurys Inn total asset turnover has been higher that the sector average of 0.5 therefore the hotel is very efficient in using the assets to create a profitable business.
Working capital turnover
Working capital turnover ratio shows how efficient Jurys Inn is using its working capital to create sales. The operating capital that the hotel uses on a daily basis, after all obligations have been met is referred as working capital. The working capital can be used to have an insight on the overall efficiency of the operations and also of the business financial performance. 
The working capital turnover for Jurys Inn has increased in 2020 compared to 2019 from 3.19 to 3.70 which indicates that the overall operations of the business have been run more efficiently. As a comparison to the hospitality industry, Jurys Inn runs its operations with high efficiency as for both years the working capital turnover ratio has been higher than the sector average at 1.5 in 2020 and 1.3 in 2019.
The working capital turnover ratio increase in 2020 is mainly due to the increase in sales volume and a decrease in assets.

Liquidity
The liquidity ratios show if Jurys Inn is able to pay short terms debts and how much of it. The liquidity ratios can be used by Jurys Inn to apply for credit or to attract investors. The higher the liquidity ratios the better the company position, the most sought-after value is above 1. Anything under 1 the business is unlikely to meet all the short-term obligations on time.
Current ratio
The current ratio is the simplest of the liquidity ratios and show how much of the liabilities can be covered with the business assets if all would be transformed into cash. Jurys Inn current ratio value has decreased from 2019 to 2020 by 0.28 due to an increase in overdraft expenses, accruals and trade creditors. The total assets have not increased with the same rate in order to keep or improve the current ratio of 2019. Although a slight decrease in the current ratio, a value of around 2 for the current ratio is considered a good indicator of Jurys Inn liquidity. The management team should keep a close eye on the overdraft expenses and find solutions to decrease them for the next financial year.
Quick ratio
The quick ratio is similar to the current ratio but excludes inventory. As proven by the market inventory can be difficult and timely to transform into liquidity therefore the quick ratio is a more accurate liquidity metric. Just as the current ratio and due to the increase in liabilities not covered with the increase in assets Jurys Inn quick ratio has decreased from 2019 to 2020 by 0.07 but remains at a satisfactory level.
Debtor days
Debtor days ratio refers at the average time Jurys Inn receives payment from its customers. A high level of debtor days ratio means that Jurys Inn is not able to collect payments from its customers in a timely manner and misses on finance that can be used for investing in other parts of the business. In 2019 Jurys Inn collected payments from its customer on a average of 106 days which increased in 2020 to 109 days on average. The debtor days ratio needs to improve over the next period and the management team should create better payment options and have a debt collection team that will manage and collect obligations.
Creditor days
The creditor days ratio is the opposite of debtor days ratio. The creditor days ratio show how long it takes Jurys Inn to pay its creditors. If Jurys Inn strives to keep the debtor days ratio as low as possible, collecting debts as soon as available, with the creditor days Jurys Inn strategy is to have it as high as acceptable by the creditors. Jurys Inn will negotiate payments with its creditors over a longer period of time ion order to maximise its cash flow. 
In 2019 it took Jurys Inn an average of 584 days to pay its creditors, in 2020 it decreased to 373 days. The creditor days ratios high value is desirable, but it should be kept just as high as not to have a negative impact on the relationship between Jurys Inn and its creditors or its reputation on the market.

Gearing
Gearing ratios offer an insight on the level of Jurys Inn capital acquired from lenders to equity. A high level of debt to equity could show financial risk as a large amount of debt will not be easy to manage. 
Debt ratio
Jurys Inn debt ratio has increased from 0.20 in 2019 to 0.22 in 2020. The ratios value is under 1 which is considered that Jurys Inn debt are mostly paid from equity and not from loans. The slight increase is due to an important increase in bank overdraft expenses, which Jurys Inn management team needs to find solution to decrease.
Interest cover
The interest cover ratio show how well Jurys Inn can cover the interest for the loans taken. At a level of 200.65 in 2019, increasing to 226.55 in 2020 due to a decrease in interest paid and a increase in net profit, Jurys Inn is a very comfortable position as it can pay the interest owed 200 times with the profit made.
Knowledge from Ratio Analysis
The ratio analysis is  one of the best information to be used to in order to analyse Jurys Inn position on the market. Financial ratio analysis entails determining and understanding various ratios grouped into profitability ratios, liquidity ratios and gearing.  Financial statement uses the financial ratios to make the forecast and planning decisions easier and more efficient.
Financial ratios can be used to compare the business with the market average or other similar business in order to create profitable strategies. Figures on their own do not create an entire picture therefore financial ratios are relative figures revealing the relationship between linked variables. 
Financial ratios are a means to a better understanding of financial strengths and weaknesses of Jurys Inn business. Calculation of simple ratios does not help with understanding the financial position of Jurys Inn, but when profitability, liquidity and gearing ratios are all corelated it can clarify what areas of the business need improving and a closer approach from the management and which areas are strong therefore less time resource spent on them.

Benefits and Limitations of Ratio Analysis

There are various advantages of financial statement analysis. 
Financial ratios analysis helps Jurys Inn management team to create appropriate budget plans and plan business actions based on the trends observed during previous years.
Financial ratios are helpful in measuring Jurys Inn operational efficiency, it shows how well its assets are used to generate profit
The financial ratios are a useful communication tool, it makes it easy and efficient to present the financial position to shareholders and other third parties.
The financial ratio analysis is an indicator of Jurys Inn overall profitability, liquidity position (at which extent it can cover short term debts), solvability (the ability to cover long term debts) and helps the management team take appropriate decisions.

Limitations of financial statement analysis
Financial ratios are calculated based on the information from the financial statements which limitations are transferred, the information is historic and not current and might sometimes be outdated
Financial ratios only focus on the monetary or quantitative side of the business and does not offer an image of the quality side of the business. 
Price level change all through the financial year but are considered when calculating the financial ratios at the level at the time of the creation of the financial statement therefore the final value of the ratios might not be as accurate when used. 
Financial ratios do not consider other external factor that can influence the financial position of Jurys Inn. The government policies, taxation, environmental guidelines or resource availability can have an important impact on the business profitability but cannot be foreseen using financial ratios analysis.
Financial ratios analysis is about interpretation which can differ from one person to another and even from one company to another.


Conclusion 

Based on the financial ratios analysis Jurys Inn financial position is favourable and the management team only needs to improve the level of the bank overdraft expenses and make sure keeps the creditor days at the same level as in 2020.
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2019-2020 Analysis

2019	Gross profit  	Net profit  	ROCE 	0.91820000000000002	0.72870000000000001	0.64700000000000002	2020	Gross profit  	Net profit  	ROCE 	0.85829999999999995	0.67879999999999996	0.65210000000000001	Ratio





2019-2020 Analysis

2019	Total assets turnover 	Debt days  	Working capital turnover 	Current ratio  	Quick ratio  	0.88	0.2	3.19	2.29	1.21	2020	Total assets turnover 	Debt days  	Working capital turnover 	Current ratio  	Quick ratio  	0.96	0.22	3.7	2.0099999999999998	1.1299999999999999	Ratio





2019-2020 Analysis

2019	Debtor days  	Creditor days  	Interest cover  	106.18	584	200.65	2020	Debtor days  	Creditor days  	Interest cover  	109.5	373.59	226.55	Ratio
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