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Executive Summary

The purpose of this report is to analyse the financial rations of Jurys Inn, a hospitality company that operates in United Kingdom and Northern Ireland, manages a portfolio of hotels. This report will be presented to the Chief Executive of the company to evaluate its performance during 2019 & 2020 fiscal year.
The ratio analysis is classified into 03 different segments- profitability, liquidity and gearing. After that, according the P&L account and balance sheet ratios will be calculated. To identify the weak points of the business additional ratios will also be considered. 
Upon completion of the calculation, critical analysis of the findings from the ratios will be submitted to the management with visual graphs. Finally, brief summary of the ratio will be provided for further understanding and decision making.
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Introduction
Jurys Inn is a hospitality industry that managers a portfolio of hotels in United Kingdom and Northern Ireland. This report will address to the Chief Executive regarding companies’ profitability, liquidity and gearing ratio of 2019 & 2020 fiscal year.
“A ratio shows the relationship of one figure to another and can be used in accounting to demonstrate the interplay between balance sheet items, or between features of the profit and loss account and the balance sheet. (Pizzey, 2001, p-236)”
Ratios help to investigate and compare the financial data of the industry against previous years or with the competitors in the same or different industries. This evaluates the current trends of the company. By calculating few ratios it is possible to get a brief picture of the performance and position of the company of a certain period of time. Companies like TESCO uses ratio analysis to provide companies financial information to its stakeholders and possible investors (Reuters, 2014).
A sustainable company and its mission require efficient forecasting and monetary supervision. Ratio analysis is practical administrative tools that improve perceptive of financial trends and results over time, and offer key indicators of managerial presentation. Chief Executive can use ratio analysis to identify weaknesses and strength from which policies and actions can be designed. Potential investors can use ratio analysis to calculate results against other company or make judgments regarding administration efficiency and mission impact.
Ratios recognise the strengths and weaknesses of the company but it does not describe why those certain things are weakness or strengths for the company. Therefore, it needs additional examination to highlight the under lying facts.
Ratio analysis is used to analyse company’s financial status that have interest in the industry. For example shareholders or potential investor, creditors, management, bank etc.



Financial Analysis

Table: 01
According to Aziz (2017), profitability ratios are financial metrics that are used by the stakeholders of the business in order to evaluate and measure the capability of a business to make revenue to profit, assets, operating expenses and owners’ equity during a fiscal year. A higher ratio means company is performing well by generating cash flow and revenue. It shows Jury’s Inn is making a healthy margin each year that will make investors interested in investment and will certainly the value of shareholder’s equity.
Profitability ratio is useful to compare the performance of two different businesses. As Jurys Inn manages a portfolio of hotels profitability ratio can which business is making better turnover, which indicates effectiveness of management structure of that business (Collins, 1994). On the other hand, Duchin & Sosyura (2014) argues that, this ratio does not measure the value of a business rather it shows the ability of a company to generate profits from investments.


Chart: 01
According to the P&L account Jurys Inn of 2019 and 2020, gross profit is significantly higher. However, despite making £100k extra gross profit in 2020 their net profit is only 67.88% due to increase of rent, advertising and bad debt.

Chart: 02
In 2020 due to efficient use of company’s capital Jury’s Inn managed to increase its return on capital by almost 0.50% against 2019. It shows the value company gains from its asset and liability. The main downside of ROCE is that it calculates yield against the book value of assets in the company. Despite of depreciation, ROCE will increase its ratio despite having the same cash flow (Sachin, 2016).


Table: 02
Liquidity ratio illustrates the ability of the business to pay off its short-term debt, in other word it shows how quickly a business can convert its current asset into cash to pay off its current liability (Walsh, 1996). Current and quick ratio affects the trustworthiness of the business as well as it validates the credit rating of the company. Anything above 02 in current and above 01 in quick ratio is considered as standard for the business. As it shows business has enough liquid asset to pay off current liability (Alexander, Britton, Jorisse. 2011).
Liquidity ratio is very popular among business analysts as it is very easy to comprehend and shows present status of a business in term of its liquid asset. Furthermore, this shows how quickly a business can pay off its debt. Finally it also shows the efficiency of the business of using its asset (Slater & Curwin, 2002). Yet using this index alone is not a good idea. The value of inventory fluctuates time to time and using different accounting standards to evaluate inventory can change the ratio as well (Foerster, 2013).


Chart: 03
According to the balance sheet of Jury’s inn, can off load its current liability easily in both years using its current assets. However, due to increase of trade creditors by $70k and bank overdraft by £200 their liquid asset against current liability has decreased in 2020.


Table: 03
Solvency or gearing ratio measures the risk of repayment of the debt and companies ability to meet its debt in long-term. This also measures owner’s equity to company debt to identify company’s financial weight (Wai, 1995). The gearing ratio indicates the financial risks that are associated with the company. Situm (2014) suggests that, if business has huge debt it can fall into financial distress. A low gearing ratio shows low proportion of debt to owner’s equity.

Chart- 04
There are not enough information available in the balance sheet of Jury’s Inn in 2019 and 2020, however it can be said that despite the increase of bank overdraft businesses interest cover ratio is still very strong with 227 times in 2020.

Table: 04
The working capital turnover index indicates the effectiveness of the company at making sales for every pound (£) of working capital used. Fitzgerald (2002) suggested that the higher working capital turnover index illustrates the company’s ability of generating larger amount of sales, which brings profit. In contrast, lower index of working capital index suggests business is investing in too many accounts receivables; this might lad towards bad debts (Wilkes, Brayshaw & Samules, 1999).
Total asset turnover index shows the efficiency of business’s assets in generating sales revenue. Debtor day’s ratio shows how soon company receive payment from its customers on the other hand; creditor day’s shows number of day’s business takes to pay its creditors. Finally stock turnover day’s shows number of day’s business takes to turnover its inventory. Lower stock turnover day suggests efficiency of company management (Gitman, 2006).


Chart: 05
Considering the fact that Jurys Inn is working in hospitality sector, it is using its assets much efficiently in making turnover (Wood, 2020). In 2019 debtors were used to make their payment in 106 days, but in 2020 due to Covid- 19 pandemic it increase by additional 04 days. On the other hand, company managed to minimise suppliers payment days by 210 days. This should make suppliers happy and loyal to the business.
In 2020 Jurys Inn managed to turnover over its stocks approximately 02 times. This means business can make more profit by turning over its stocks.

Table: 05
Working capital cycle measures the time business get between receiving payment of sold goods and paying suppliers.




Chart- 08
From the chart it is visible that the Jurys Inn is maintaining a healthy working capital cycle. In each year they receive payment way before paying the suppliers. However, in 2020 the gap in working capital cycle is 176 days less than 2019. It may be the reason of Covid- 19. Company wants to help its suppliers and vendors during this tough time by paying early. So that, these small businesses can sustain during this period.
Importance of ratio analysis
Hospitality is a large industry comprises with businesses like hotels and lodging, theme park, transportation etc. Jurys Inn manages a number of businesses in this industry. Therefore, it is extremely important to have knowledge of ratio analysis in order to analyse businesses in its diverse portfolio. Analysing different ventures of the portfolio will show businesses that are doing well and businesses that needs guidance for improvement.
Ratio analysis expresses the value of one financial variable relative to other. Financial ratio allows business managers to assess not only the value of an association but also compute the degree of change within the association (Alvarez & Fridson, 2011).
The most commonly used and important sources of financial information that can be used to calculate the ratios are P&L account and balance sheet. As most of the business centre use these statements, it is easy to compare and contrast the ratios against another department or business or even possible new acquisition (Dinçer & Yuksel, 2019).
Stakeholders, creditors, investors use information of ratio analysis to evaluate the creditworthiness of the business (Lee & Lee, 2015). Furthermore managers can pinpoints strengths and weaknesses from ratio analysis by which the design strategies and initiatives to improve business process.
Ratios help businesses summarizing huge amount of financial information and to make qualitative decision about the performance, depending on quantitative decision. For instance, consider current ratio of a hotel during a fiscal year. Current ratio shows the quantified connection among the current assets and current liabilities during that fiscal year. This is an index which enables a qualitative conclusion to be shaped about the hotel’s liquidity and consequently aptitude to convene its current obligations. Therefore, the point to note here that, a ratio shows quantitative association and also helps taking qualitative decision (CFI, 2018).

Limitations of ratio analysis
Managers use historic information from P&L account and balance sheet to calculate the ratios. Using historical information might not represent actual trends and thus using ratios might not help businesses to predict the future (Violeta & Zavadskas, 2010). During the pandemic inflation rate increased to 5.1% (Harari, Keep & Brien, 2021) which was not considered during ratio analysis.
Calculating ratio analysis might not be accurate as this does not take external factors like, pandemic, recession etc into account. For example, as of May 2021, consumer spending on the hospitality is 70% lesser than of pre-pandemic in the UK. During the lockdown period hotels were not allowed to entertain its guests, overhead expenses on cleaning and cleaning related materials were higher than previous years. Therefore, net profit was lower than expected for the Jurys Inn.
As Jurys Inn’s financial statements will be bit complicated as it manages multiple businesses, therefore, it will be complicated to calculate its ratios. Financial accounting data is subjective to its views and hypotheses. Accounting criteria offer diverse book-keeping methods, that minimises comparability and consequently ratio investigation is less helpful in such situation (Drake, Habegger & Fabozzi, 2004). Calculating ratios of all businesses separately and making comparison afterwards would be much efficient method to identify most efficient venture.
When businesses go through significant operational changes to improve its internal business activities, the comparison of ratio analysis may lead to a misleading conclusion regarding business’s performance and future prospect. For example, calculating profitability ratio of F&B and accommodation together will not illustrate actual profit that restaurants or rooms make.

Conclusion
According to the financial statements of Jurys Inn of 2019 and 2020, the business is doing very good in term of its gross and net profit. Net profit is significantly high in 2020 despite of having an increase in rent, light & heat, advertising and bad debt. Furthermore, company maintains enough liquid assets to pay off its short-term liability. Moreover, with significantly high interest cover ratio they are more than capable of handling business assets to convert into revenue.
In order to maximise its net profit, management can concentrate on reducing its overhead cost. During the process bad debt should be minimised. The difference of bad debt from 2019 to 2020 is £38000.
Company increased its fixed asset by £150000 in 2020 whereas long-term liability was decreased to £145000. During the period company’s current liability in term of Bank overdraft significantly increased by £200000.
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Ratio Formula

Gross Profit

(Gross Profit/ Sales)*100

(5050/5500)

*100

91.82%

(5150/6000)

*100

85.83%

Net Profit

(Net Profit/ Sales)*100

(4008/5500)

*100

72.87%

(4073/6000)

*100

67.88%

ROCE

(Net Profit + Loan 

Interest/ Total assets less 

current liability)*100

(4028/6226)

*100

64.7

(4091/6274)

*100

65.21

2019 2020

Profitability Ratio
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Ratio Formula

Current Ratio

Current asset/ Current 

liability

3065/ 1339 2.29 3240/ 1616 2

Quick Ratio/ 

Acid Test

Current asset- Stock/ 

Current liability

1615/1339 1.21 1820/ 1616 1.13

Liquidity Ratio

2019 2020
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Ratio Formula

Interest Cover

Net profit+ Cash in hand/ 

Loan interest

4013/20

201 times 

(apprx.)

4078/18

227 times 

(apprx)

Gearing

(Loan Capital/ Total 

Capital Employed)*100

(150/ 

6226)*100

2.41%

(145/6274)*

100

2.31%

2019 2020

Gearing/ Solvency Ratio
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Ratio Formula

Working Capital 

Turnover

Sales/ Net current asset

5500/ 1726 3.19 6000/ 1624 3.69

Total Assets 

Turnover

Sales/ Total assets less 

current liability

5500/6226 0.88 6000/ 6274 0.96

Debtor Days

Debtors*365/Sales

(1600*365)/

5500

106 days 

(apprx)

(1800*365)/ 

6000

110 days 

(apprx)

Creditor Days

Creditors*365/Purchase

(800*365)/ 

500

584 days 

(870*365)/ 

850

374 days 

(apprx)

Debt Ratio

(Total current liability+ 

Bank loan)/ (Total current 

assets+ Fixed asset)

1489/7565 0.2 1761/7890 0.22

Stock Turnover 

Ratio

(Inventory/ Cost of 

Sales)*365

(800/1250)*

365

234 days 

(apprx)

(900/1750)*

365

188 days 

(apprx)

2019 2020
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Ratio Formula

Average 

Settlement 

Period for Trade 

Receivables

(Trade Debtors/ Credit 

Sales Revenue)* 365 Days

(1600/5500)

*365

106 days 

(apprx)

(1800/6000)

*365

110 days 

(apprx)

Average 

Settlement 

Period for Trade 

Payables

(Trade Creditors/ Credit 

Purchase)* 365 Days

(800/500)*/

365

584 days 

(870/850)*3

65

374 days 

(apprx.)

Averafge 

Inventory 

Holding period

{(Opening Inventory+ 

Closing Stock)/2}/ Cost of 

Sales* 365 Days

{(750+800/2)

/750+500}*3

65

226 days 

(apprx.)

{(900+900/2)

/900+850}*3

65

188 days 

(apprx)

Working Capital 

Cycle

Average Settlement 

Period for Trade Payables- 

(Average Inventory 

Holding Period+ Average 

Settlement Period for 

Trade Receivables) 

584-

(226+106)

252 days

374- 

(188+110)

76 days

2019 2020

Considering all Sales and all Purchases in both year made 

in credit
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