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The tourism sector is one of the largest sectors in the UK and currently many companies are working in this sector. Jurys Inn is a company that is working in the hospitality sector and is currently managing some companies within the United Kingdom and Northern Ireland. This report is prepared to assist the company to understand its financial standing based on ratio analysis and their respective visual graphs. Ratio Analysis is a tool that is used vastly to identify different issues within an organization, namely the profitability, liquidity, efficiency, leverage, etc. of firms. This analysis is particularly beneficial for determining the trend of different ratios and comparing the ratios with other industry leaders. This analysis can help to determine the financial situations of the firms from analyzing the trend over the reporting periods. The report explains the company’s profitability, liquidity, and leverage. Then it explains the benefits and limitations of ratio analysis that an organisation like Jurys Inn should be careful about when making decisions.
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A) Ratio Analysis of Jurys Inn
Ratio analysis can help an organisation, as well as its investors, get an overall idea regarding the profitability, liquidity, efficiency, and leverage of the organisation (Brigham and Houston, 2021). The following section conducts a ratio analysis of Jurys Inn to explore its profitability, liquidity, and leverage condition.
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The profitability ratios are used to determine the performance of an organisation. The most used profitability ratios are Gross Margin, Operating Profit (PBIT) Margin, Return on Capital Employed (ROCE), Return on Equity (ROE), and Return on Asset (ROA) (Delen et al., 2013). The profitability ratios of Jurys Inn are calculated and provided in the table along with the calculations and formulas:
	Ratio
	Formula
	2019
	2020

	Gross Margin
	Gross profit          x 100
Revenue (Sales)

	=(5050/5500)*100
= 92%
	=(5150/6000)*100
= 85.84%

	Operating Profit (PBIT) Margin*
	Operating profit    x 100
Revenue (Sales)
	=( 4,028/5500)*100
= 73.24%
Operating Profit = (4,008+20)
	=( 4,091/6000)*100
= 68.18%
Operating Profit = (4,073+18)

	Return on Capital Employed (ROCE)
	Operating Profit        x 100
Equity + Non-Current Liabilities
	=(4,028/(150+2,068+ 4,008))*100
=64.70%
	=(4,091/ (145+2,056+ 4,073))*100
= 65.21%

	Return on Equity (ROE)
	Net Profit                x   100
Shareholders’ Equity
	=(4,008/6,076)*100
=65.96%
	=(4,073/6,129)*100
= 66.45%

	Return on Asset (ROA)
	Net Profit                  x   100
Total Assets
	=(4,008/7565)*100
=52.98%
	=(4,073/7890)*100
= 51.62%


*Operating Profit = Net Income + Interest + Tax Expense
Table 1: Profitability ratios of Jurys Inn

Figure 1: Profitability Ratios Graphs Presentation (Self-creation)
The profitability ratios of Jurys Inn are explained below:
a. Gross Margin: The gross margin ratio demonstrates the percentage of return received after deducting the direct cost (Delen et al., 2013). The gross margin of Jurys Inn has shown a negative trend from 91.82% to 85.83% showing a decrease in the profitability of the company. The reasons behind the negative performance can be lower sales or increasing cost of goods sold. 
b. Operating Profit (PBIT) Margin: The operating expenses are a great concern of the company. If the company fails to reduce its operating overhead expense, then it can experience a reduction in operating profit (Banerjee, 2015). The Operating Profit Margin has reduced greatly for Jurys Inn from 2019 to 2020. This means the company has experienced a lower operating profit in the recent year indicating higher operating (administration, distribution, salaries, rent, etc.) expenses and lower sales. 
c. Return on Capital Employed (ROCE): The ROCE indicates the company's ability to produce a profit from the capital (equity and Long term liability) it has invested (Banerjee, 2015). If the ROCE is higher, then it is a good indicator of the profitability of the firm. The ROCE of the company has increased from 64.70% in 2019 to 66.75% in 2020. This means the company can use its capital properly to generate profits. Thus the company has higher profitability from the capital.
d. Return on Equity (ROE): ROE indicates how well a company can use the shareholder's equity or equity capital to generate a net profit (Besley and Brigham, 2014). The higher the ROE, the better the company is in managing its equity capital to increase profitability. The ROE of Jurys Inn has increased over the period from 65.96% to 66.45%. The company has used its capital provided by the shareholders properly to generate net income. 
e. Return on Asset (ROA): The ROA measures how well a company is performing by utilizing its assets. The high ROA shows better asset management of the firm (Chandra, 2011). The ROA of the company has increased from 52.98% in 2019 to 51.62% in 2020. Thus, the company could not increase its profitability by managing its total assets. 
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The liquidity ratio is a very important measure for the company. It is a financial metric to determine the company’s ability to pay off the debt (Berk et al., 2013). It shows whether the company has enough liquidity to pay the debt obligations and keep a margin of safety. Thus the liquidity of the Jurys Inn has been measured by two ratios: current ratio and quick ratio. 
	Ratio
	Formula
	2019
	2020

	Current Ratio
	Current Asset 
Current Liabilities 
	=( 3065/ 1339)
= 2.29
	=( 3240/1616)
= 2.01

	Quick Ratio
	Current Asset- Inventories 
Current Liabilities

	=((3065- 1450)/1339)
= 1.21
	=((3240- 1420)/1616)
= 1.12


Table 2: Liquidity Ratios of Jurys Inn

Figure 2: Liquidity ratios Graphs (Self-creation)
The liquidity ratios are explained below:
a. Current ratio: The current ratio measures the company’s ability to pay off the current liabilities with its current assets (Martin et al., 2020). The current ratios of Jurys Inn have reduced from 2.29 to 2.00. It means the company's liquidity has declined from the year 2019 to 2020. However, the ratio in the year 2020 is still 2:1 which is a better liquidity standing. The company has much more current assets than its current liabilities.
b. Quick ratio: The quick ratio measures the company’s ability to meet its current liabilities with its most liquid assets (Titman and Keown, 2018). Thus it excludes inventory from the liquid assets. The quick ratio of Jurys Inn in 2020 is 1.13 which has reduced from the 2019 ratio. The ratio in the year 2019 is higher than 1 which means Jurys Inn has enough liquid assets to meet its current debt obligations.
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Gearing ratios are important financial ratios that compare the company’s shareholder’s equity to debt. The gearing ratios are financial metrics of leverage of the company (Martin et al., 2020). The gearing ratios are important to understand the company’s financial standing and to decide whether it should bring some changes in its capital formation. 
	Ratios
	Formula
	2019
	2020

	Gearing ratio
	Non-Current Liabilities       x 100
Non-current liabilities + Equity

	=(150/(150+2,068+ 4,008))*100
= 2.41%
	=(145/(145+2,056+ 4,073))*100
= 2.31%

	Debt to equity ratio
	Total liabilities  
Total Shareholders’ Equity
	=(1339+150)/(2,068+4,008)
= 0.25
	=(1616+145)/( 2,056+ 4,073)
=0.29

	Interest Cover
	Operating Profit      
Interest Expense  
	=(4,028/20)
=201.4 times
	=(4,091/18)
= 227.27 times


Table 3: Gearing Ratios of Jurys Inn

Figure 3: Gearing Ratios Graphs (Self-creation)
The gearing ratios of the Jurys Inn are explained below:
a. Gearing Ratio: The gearing ratio measures the extent to which the company has taken debt compared to equity (Moyer et al., 2014). The gearing ratio has fallen from 2.41 in 2019 to 2.31 in 2020. This means the company has debt compared to its total capital. A reduced gearing ratio is good for Jurys Inn.
b. Debt to Equity Ratio: The debt to equity ratio is used to measure financial leverage. A lower debt to equity ratio is good for a firm because there will be less possibility of bankruptcy. The Jurys Inn has shown an increase in its debt-equity structure. But the debt of the company is much less compared to its shareholder’s equity. So the company is in a good position at present. 
c. Interest Coverage Ratio: The interest coverage ratio is used to determine how many times the operating income can be used to pay the interest expenses of the firm (Delen et al., 2013). The operating profit of Jurys Inn is much higher than the interest expense. The Interest coverage ratios are 201.40 and 227.28 times respectively in 2019 and 2020. Thus the company has enough operating profits to meet the interest expenses.
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The hospitality sector is one of the largest sectors in any country. There should be a set of financial ratios which will help the companies in the sector identify their performance patterns (Delen et al., 2013). The hospitality sector has a heavy investment in fixed and tangible assets. Thus the companies in this sector should prepare the financial ratios to understand whether their assets are properly managed to generate revenues. 
The liquidity of a hospitality company is very important. A hospitality company has many different short-term obligations and day-to-day working capital needs. The company needs to be careful about its ability to meet the working capital and short-term debt obligations. The company will have a lot of current liabilities. The current liabilities of a hospitality firm come from salaries and wages, short-term equipment leasing, and other short-term liabilities. The company should have enough current assets to cover these current liabilities. Even in a time of recession, the company will need to have enough liquid assets to meet the short-term debt obligations.
Financial leverage ratios are also important for hospitality firms. Hospitality companies generally have a great number of long-term liabilities along with short-term liabilities and debts. The long-term debts are mostly used to purchase fixed assets, buses, equipment, etc. for the company (Brigham and Houston, 2021). The long-term debts are also used to maintain large costly hotels and private transportation systems. Thus the debt to equity ratio, gearing ratio is very important and should be calculated by the company on a regular period. The long-term or fixed assets should be large enough compared to the long-term debts. Otherwise, the companies may experience financial difficulties and bankruptcy.
Profitability ratios for hospitality companies are significant because they will help the company understand whether they can manage their operating costs. The hospitality companies have a higher generation of money in general. The gross margins are generally very high and the companies have a lower cost of goods sold. The operating expenses of the companies are very high. So the companies should be efficient in managing their operating expenses. The company should manage the operating expenses properly and should try to increase its net profits. The hospitality company can manage the net profit and compare the ratios with the sector average (Delen et al., 2013). This will help the company to keep up with required sector performances.
The fluctuations in these ratios can be carefully considered by the hospitality companies so that they can evaluate their performance, profitability, efficiency, leverage, liquidity compared to the total sector and the other firms operating in the hospitality sector. 
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The benefits of the ratio analysis in the hospitality sector are that they help the companies evaluate their financial statements, improvements, or loss. The information and analysis are important for the internal and external stakeholders (Drake and Fabozzi, 2012). The profitability of hospitality companies depends vastly on operating expenses. This sector is very prone to higher operating costs. The hospitality companies need to calculate the profitability ratios so that they don't fall behind the other companies in the sector. The companies can also manage their leverage and limit debt usage to avoid any bankruptcy and financial difficulties. 
There are a few limitations of ratio analysis in the hospitality sector. The ratio analysis does not consider different things which makes it less valid for comparison among the organisation (Martin et al., 2020). The hospitality companies are of different sizes. Some are more established, some are less. Ratio analysis does not consider the size of different businesses. Then, there are many issues and transactions which are contingent on the hospitality business. Ratio analysis does not consider these contingent liabilities. Ratio analysis does not manage the company's accounting policies. For example, depreciation can be calculated in different ways like the straight-line method, declining balance method, etc. Ratio analysis does not consider these differences. Ratio analysis does not consider inflation and market values. This makes the ratio analysis less reliable. Ratio analysis does not consider the seasonality of the business. Some firms can experience more profit in a particular season than others. But ratio analysis does not consider this. 


[bookmark: _Toc95051852]Conclusion
The hospitality sector of the United Kingdom is an important field for the country. Many firms are currently operating in this sector. To make ensure profitability and growth, Jurys Inn should prepare financial ratios every year and compare them with the sector average to evaluate their positions. The overall analysis of the profitability, liquidity, and leverage of the company indicates that the overall performance of the company in terms of liquidity, profitability, and leverage has deteriorated in 2020 as compared to that of 2019. Specifically, Jurys Inn is operating in the hospitality sector of the UK. The gross margin of the company is high for the company in 2019 and 2020. The company has experienced a decline in the gross margin and operating profit margin from 2019 to 2020. The company has experienced an increase in ROCE and ROE from 2019 and 2020. The company has sufficient liquid assets and the liquidity ratios are acceptable. The debt to equity ratio is also good which means the company does not have excessive debt. The ratio analysis is important for the company. The liquidity, profitability, and leverage of the company can be managed by the ratio analysis. So, the company should take appropriate steps and measures to improve its performance in the coming period.
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