
FINANCIAL MANAGEMENT FOR THE HOTEL INDUSTRY



Executive Summary
The ability of a firm to succeed in the future is largely dependent on its ability to utilize its current resources effectively. A firm can't move forward in this competitive industry if they do not know how many resources they have available at their disposal. The entire study here analyzes the financial analysis of the Hospitality company, as well as the significance of that analysis, using precise calculations and statistics. Hope the reader will find it useful and that they will put it into practice in their own lives.
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Introduction
Financial ratios are an excellent tool for analyzing financial data since they are both useful and understandable. An approach of examining spreadsheet data that allows you to see the relationships between data points is known as ratio analysis. This tool can provide answers to questions such as Does the company have an excessive amount of debt or inventory?, Do customers pay on time?, and Are operational expenses exorbitant? Understanding a company's financial strengths and weaknesses can be performed through the examination of the company's numerous financial ties (Almani et al., 2020). It is possible to gain an understanding of a company's operational efficiency by keeping track of these ratios over some time. The following assignment is about ratio analysis and its importance from the hospitality industry perspective. Let us dive into the depth by using Jurys Inn Company’s Finacial documents and statements.
Financial Analysis
Ratio Calculation
Profitability Ratio
Operating Ratio: A link between operational costs and revenue from operations is established by this formula. The cost of revenue from operations, as well as the cost of operating expenses, are included in the operating cost (Kim and Ayon, 2020). These will be the expenses that are incurred by a firm to conduct its daily operations.
Operating Ratio = 
It is important to remember that the Operating Income Ratio and the Operating Ratio are supportive to one another, and therefore subtracting one of the two ratios from 100 will result in the calculation of another ratio. That is the operating ratio plus the operating profit ratio equals 100.
The purpose of determining the Operating Ratio is to evaluate the operational effectiveness of a company's operations (Fridson et al., 2021). A lower operational ratio is preferable since it provides a bigger profit margin available to cover non-operating expenses, pay dividends, and other obligations. An increase in the Operating Ratio indicates a decrease in the efficiency of the organization.
Explanation:
2020	2019
	
= 17.95%	= 18.94%


In the given ratio the operating ratio is higher in 2019 than that of 2010. In general, The operating ratio should be 50% to 80%. But here in both cases, the operating cost is too low. But it is good Because the lower it is the better for the company.
Return on Investment: The link between revenue (profit before interest and tax) and capital employed is represented by the term "Return on Investment".  The outcome of a company's activities has to be either profit or loss, depending on the circumstances (Largary et al., 2020).
The resources or streams that are employed in the firm to generate profit or loss are the money or sources provided by the owners (equity holders) and debts. Investment Employed is calculated using either the Liabilities Approach or the Assets Approach (Kim et al., 2020). Whatever strategy we choose, one should keep in mind that the quantity of capital required will be the same regardless of the methodology. Gien that, Capital employed = (Total Asset - Current Liabilities).
ROI = 
Explanation:
	
	
	


Here the calculation result shows that the return on investment is too high. In general, above 7% is said to be a good number. But here the result is suspectably high.

Liquidity Ratio
Quick Ratio: The Quick Ratio is a financial ratio that quantifies the correlation between current assets and current liabilities. It evaluates if there are sufficient readily accessible short-term funds available to pay down present liabilities (Power, 2019).
As a result, it performs better than the Current Ratio. Also, cash and near-cash assets are included in the definition of quick assets. Inventory is excluded from the calculation since it is not easily redeemable. In addition, prepaid expenses are excluded from the calculation because they are paid in advance and cannot be transformed into cash. The optimal Quick Ratio, also known as the Acid-test Ratio, is one to one.
Quick Ratio = 
2020	2019
	
= 1.13	= 1.21


In the given balance sheet document it is not possible to determine the quick ratio due to a lack of information on Inventories and prepaid expenses.
Cash Ratio: It is used to determine the absolute liquidity of a company. It assesses if a company's current liabilities can be met solely by its cash and bank balances, as well as its investments holdings (Yeo, 2021).
Inventory and debtors are excluded from the calculation since there is no assurance that they will be collected.
Cash Ratio = 

Explanation:
2020	2019
	
= 0.89	= 1.09


The ideal cash ratio is between 0.5 and 1. In the above scenario, the cash ratio is 0.89 in 2020 whereas in 2019 it was above 1. It means the company can resolve its liability by only using its cash and bank balances as well as stocks. It does not require the debentures to hold on.  
Gearing Ratio
Equity Ratio: It is a representation of the owner's finances as a percentage of the total funds engaged in the firm (Fridson and Alvarez, 2021). The greater the equity ratio, the smaller the amount of risk.

Equity Ratio = 
Explanation:
2020	2019
	
= 0.24	= 0.23


The perfect equity ratio is having the 50%. In the above cases, both are below 50%. In 2019 it is slightly lower.
Debt to Equity Ratio: It determines the number of debt funds concerning equity investments in a given year.  It represents the number of financial resources the company has. When it comes to making determinants of capital structure, the management looks to this ratio for guidance.
In general, a large Debt Equity Ratio suggests that lenders are at risk, whereas a limited Debt Equity Ratio shows that creditors have a large safety margin (Schmidgall et al., 2021). Shareholder's Equity is comprised of common and preferred stock shareholding, as well as post-accrued profits, but eliminates fictional assets from the calculation.

Debt to Equity Ratio = 
Explanation:
2020	2019
	
= 1.24	= 1.03


Here, the debt to equity ratio is above 1 where a good ratio has to be within 2 to 2.5. Thus, the company has to be more cautious. 
Financial Analysis Trends
Profitability
Following is the profitability ratios of Jurys Inn for the year 2019 and 2020.  It shows that the year 2020 has slightly poor performance compared to that of 2019. 
Year	Operating Ratio	Return on Investement
2019	18.94%	64.37%
2020	17.95%	64.91%


.   
Liquidity
The following figure shows how the year 2020 is having bad performance on every sector of fund management. The Jury’s inn company must take precautions regarding this.
Year	Cash Ratio	Quick Ratio
2019	0.89	1.21
2020	1.09	1.13


Gearing
From the data given below, it can presume that the company is taking more loans from the third party to operate its expenditures, which also indicates that the company must have gained the capacity to pay the interest.    
Year	Equity Ratio	Debt to Equity Ratio
2019	0.23	1.03
2020	0.24	1.24


Knowledge from Ratio Analysis
The only way to measure financial success is through the use of ratio analysis (Yeo, 2021). Simply computing the balance sheet, income statement, or cash flow statement of a company allows financial information consumers to compare the financial health of multiple organizations with a single calculation. A few examples of the four fundamental areas of performance that ratio analysis frequently analyzes include profitability, efficiency, liquidity, and leverage to name a few instances (Power, 2019). Profitability, cash flow management, efficiency, and debt management are all important factors in determining a company's long-term viability and profitability. It is the responsibility of investors, creditors, and lenders to thoroughly study a company's financial performance to gain a better understanding of the company's financial performance.
When it comes to running a business, ratios are a vital tool, but they also have significant limitations that must be recognized. An excellent example of this is the usage of ratios, which are used to measure how often a company alters its books to improve its numbers. Aside from that, the ratios do not take inflation into account (Ehiedu, 2018). Due to this, they are inaccurate because they are calculated using historical expenses and do not take into consideration price swings over time. The ratio analysis of a company just evaluates the quantitative qualities of the company, and it does not take into account the qualitative attributes. In this case, the qualitative components of a company are not taken into consideration because the ratios are solely concerned with the financial side of the company. Even though there is no standard definition for the ratios, this means that different organizations may calculate the ratios in a variety of different methods. Examples of current obligations include bank drafts, which are not included in some companies' current liabilities, while others include bank drafts in their current liabilities (Edmister, 2019). Ratio studies are not intended to be a goal in and of itself; they are not intended to solve a company's financial problems. However, it shows that they are only bringing attention to the issue rather than attempting to resolve the issue. Annual average (or standard) ratios are calculated in a large number of sectors. When comparing their company to other businesses in the same industry, small business owners can use average industry ratios to assess how they compare (Kothari and Ball, 2018). This comparison can be beneficial. This has resulted in the development of yet another way to determine the strengths and weaknesses of an organization.
Benefits and Limitations of Ratio Analysis
Ratio analysis can be used to assess financial measures like liquidity, profitability, and debt ratios, amongst other things. There are several advantages and disadvantages to using ratio analysis, as well as new ways and ideas that are being created to make it more useful in the real world (Largay et al., 2020). The emphasis of this talk will be on these problems as well as their practical application.
The numerous difficulties and strengths of an organization can be demonstrated through the right use of ratio studies. The use of ratio analysis can assist you in concentrating your management team's attention on the numerous issues that must be addressed. In addition to other things, the application of ratio analysis can aid in the study of a company's financial and investment decisions as well as its operational decisions (Power, 2019). Ratio analysis allows for the comparison of financial statements to be completed quickly and readily because the financial statement is broken down into a series of data points. Management has been able to make better financial judgments as a result of their activities. Furthermore, using ratios makes it easier to comprehend complicated financial facts, which is a benefit of using them. It is also possible to determine the overall efficiency of a corporation through the use of ratio analysis. The importance of this data will be determined by whether or not the company has successfully utilized its resources and generated revenue (Almani, 2020). Additionally, it is feasible to compare an organization's long-term success with the performance of other companies through the use of ratio analysis, which allows for this type of comparison to take place.
The profitability and long-term viability of a company are important factors to consider. Comparing a company's performance over time and establishing whether or not its financial resources are sufficient to support its current and future operations are two important tasks for which ratios are employed. If this is one of the profitability sustainability ratios, it is projected that sales will grow at the same rate as overall expenses and inflation in the future. Another measure of profitability that can be observed is the company's reliance on a single source of revenue for its revenue (Fridson et al., 2021). Long- and short-term trends can be examined using sustainability ratios in conjunction with strategic financing objectives, which can be supplemented with a variety of additional assessments. It is feasible to lessen the organization's dependency on external funding while simultaneously improving its independence through the utilization of these funds.
To calculate the Operating Self-Sufficiency Ratio, use the following formula: Total Expenses divided by Total Business Income The ratio is used by the company to demonstrate how reliant it is on grant money as compared to other sources of funding (Kim et al., 2020). In the real world, this ratio is used to compute a company's net profit after all of the company's indirect costs have been subtracted from the total.
Conclusion
There is a multitude of reasons why financial measurements may be unimportant in the day-to-day operations of a corporation. Ratios must be constructed utilizing proper and reliable financial data for them to be statistically significant. According to this rule, the information used to calculate ratios must come from a reliable source. In addition, because these ratios are anticipated to remain constant from one period to the next, consistency is an important factor. Furthermore, the ability to draw meaningful comparisons has an impact on the utility of financial data as well. When comparing internal standards and objectives, the use of ratios is essential. To be useful and meaningful, ratios must be utilized to compare one organization with another. They. The ratios of organizations in the same industry can be used to compare and examine the performance of the organizations. Financial ratios are now being used in a plethora of different ways and ideas.
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