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Executive Summary
This report has been prepared based on the financial statements and profit and loss statements of Jurys Inn Hospitality Company. Various financial ratios have been calculated to understand the performance of the company. There are three parts in this report. In the beginning of this report, different financial ratio has been calculated such as profitability ratio, liquidity ratio and leverage or gearing ratio. Profitability ratio shows that Jurys Inn Hospitality Company has moderate profitability and strong leverage ratio. Moreover, the calculation also shows that the company has an excess liquidity ratio. There is a precise interpretation of each ratio calculated in this report. In the second part of this report, the importance of financial ratio calculation in the Jurys Inn company has been described. Why fluctuation is essential for hotel management has been shown. In the last part of this report, the benefits and limitations of the ratio analysis based on Jurys Inn Company have been described.

[bookmark: _Toc94307498]Introduction
Ratio analysis is a quantitative method of knowing the profitability, liquidity, financial solvency etc of a company by using financial statements and profit and loss statements. This analysis helps to compare a company with other companies. It provides the relative result of financial data or information that can easily show the performance of the company. In this report, Jurys Inn Hospitality company’s financial ratio analysis has been shown to provide information about its financial performance to the internal and external parties related to this business. Moreover, the interpretation along with the calculation has been discussed. The benefits and limitations of the ratio analysis have been shown based on Jurys Inn Hospitality Company.



[bookmark: _Toc94307499]Financial Analysis
1. Profitability Ratio
	Criteria
	Formula
	Calculation for 2019
	Calculation for 2020

	a) Return on Assets
	=Net Income/Total Assets

	= 623/2534
= 0.25*100
=25%
	= 307/2864
= 0.11*100
= 11%

	b) Return on Equity
	= Net Income/ Average shareholder’s Equity
	= 623/2100
=0.296*100
= 29.6%
	= 307/2700
= 0.114
=11.4%

	c) Asset Turnover
	= Net sales/ Average total Asset
	= 9000/2684
= 3.35 times
	= 9500/2864
= 3.32 times

	d) Gross Profit Margin
	(Net Revenue-COGS)/Total Revenue
	= (9000-6900)/9000
= 0.23*100
= 23%
	= (9500-7650)/9500
= 0.19
=19%

	e) Net Profit Margin
	Net Profit/Total Revenue
	= 623/9000
= 0.07*100
7%
	= 307/9500
= 0.03*100
= 3%



Table 1: Profitability ratio of Jurys Inn Hospitality Company for the year 2019 and 2020





2. Liquidity Ratio

	Criteria
	Formula
	Calculation for the Year 2019
	Calculation for the Year 2020

	a) Current Ratio
	= Current Asset/ Current Liabilities
	= 1839/ 855
= 2.15: 1
	= 2152/ 888
= 2.42: 1

	b) Quick Ratio
	= (Current Assets-Inventory)/ Current Liabilities
	= (1839-700)/ 855
= 1.33: 1
	= (2152-750)/ 888
= 1.58: 1

	c) Cash Ratio
	= Cash and Cash Equivalents/ Current Liabilities
	= 490/ 855
= 0.57: 1
	= 532/ 888
= 0.60: 1



Table 2: Liquidity ratio of Jurys Inn Hospitality company for the years 2019 and 2020









3. Gearing or Financial Leverage Ratio

	Criteria
	Formula
	Calculation for 2019
	Calculation for 2020

	a) Debt to Asset Ratio
	= Total Debt/ Total Assets
	= 1005/ 2534
= 0.396: 1
	= 1038/ 2864
= 0.36: 1

	b) Debt to Equity Ratio
	= Total Liabilities/ Total Equity
	= 1005/ 2100
= 0.48: 1
	= 1038/ 2700
= 0.38: 1

	c) Long Term Debt Ratio
	= Total Long-Term Debt/ Total Assets
	= 150/2534
= 0.06: 1
	= 150/ 2864
= 0.052: 1

	d) Equity Multiplier
	= Total Asset/ Total Equity
	= 2534/2100
= 1.21 times
	= 2864/2700
= 1.061 times



Table 3: Gearing or Leverage ratio of Jurys Inn Hospitality Company for the years 2019 and 2020

[bookmark: _Toc94307500]Financial Analysis Trends
Financial analysis is the process of evaluating or scrutinising financial information or financial data to know about the trend, profitability, stability or to determine the performance and suitability of a particular project or any financial transactions (Higgins, 2018). Financial trend shows ups and downs of financial data which work as a signal that whether the future is booming or not. Jurys Inn is a hospitality company and it is required to know about its financial performance. The following part is about the various financial ratio analysis to get financial information that will help to make decisions. Jurys Company mostly needs to know its profitability, controlling liquidity and financial leverage. So, all this information will be available in the following paragraph.
[bookmark: _Toc94307501]Profitability Ratio
Profitability ratio refers to the measurement of how efficiently a company generates profit and maximise value for the shareholders using their existing assets (Iskandar, 2019). These ratios help both stakeholders, customers, investors, and directors. Some of the major profitability ratios calculated with the help of financial statements of Jurys Inn Hospitality company has been shown below with proper interpretation of each calculated ratio.
a) Return on Assets
Return on assets measures how Jurys Inn company can earn returns from its investment (Boháčková, 2019). The higher the ratio, the more acceptable the project. In 2019 the return on assets was 25% and in 2020 the return was only 11%. So, there is a negative trend in the return on assets. Jurys Inn company should invest its asset more efficiently. 
b) Return on Equity
Returns on equity refer to how much return a company can earn with respect to the equity of its shareholders which is calculated dividing net income by its average shareholder’s equity (Georgiev, 2019). In 2019, the rate was 29.6% and in 2020 the rate decreased to 11.4%. it indicates that the company cannot earn sufficient return from its equity investment. Jurys Inn company should be more focused on increasing return on equity.
c) Asset turnover
Asset turnover ratio is a financial analysis tool that measures the efficiency of a company’s use of assets with respect to generating sales. In 2019, asset turnover was 3.35 times which decreased to 3.32 in 2020. It indicates that assets have been compensated 3.35 times by the sales. However, the company has a lower asset turnover rate in 2020. So, Jurys Inn company should focus to increase asset turnover rate.
d) Gross Profit Margin
Gross profit is calculated with selling price minus cost of goods sold and when it is divided by total revenue then it is called gross profit margin (Steed, 2020). Jurys Inn company had a gross profit of 23% in 2019 and 19% in 2020 which indicates that the company gradually decreasing profit. There is a downtrend in the gross profit of the company. So, Jurys Inn Hospitality company should be more aware of increasing gross profit and reducing the cost of goods sold.
e) Net Profit Margin
Net profit margin is a strong indicator of the financial activities of a business because it shows how much gain is achieved selling £100 of goods. In 2019, the company’s net profit was 7% and in 2020 that rate decreased to 3%. It indicates that the company makes £3 profit by selling £100 of goods and the company currently is following a downtrend. Net profit margin should be increased by reducing the cost of the goods and setting up a new pricing strategy because it is a strong indicator of business success or failure.
[bookmark: _Toc94307502]Liquidity Ratio
Liquidity ratio is the measurement of knowing the ability of payment required by the lenders. The interpretation and conclusion about the Jurys Inn company’s liquidity have been given below.
a) Current Ratio
Current ratio is calculated by dividing total current assets by the total current liabilities of Jurys Inn Hospitality company (Higgins, 2018). It is found that the company had a 2.15:1 current ratio in 2019 which increased to 2.42:1 in 2020. The ideal current ratio is 2:1. So, Jurys Inn company has sufficient funds to meet the obligations of payment. In 2020, the company has an excess current asset in hand, this could be a cause of lower profit in 2020.
b) Quick Ratio
This ratio is calculated to know the ability to pay quick obligation of payment by the lenders. Jurys Inn company had a quick ratio of 1.33:1 in 2019 and 1.58:1 in 2020. The ideal quick ratio is 1:1. In 2020, the company has an asset of £158 with respect to a debt of £100. So, Jurys company is able to meet the quick obligation by the lenders and an excess fund of £100 should invest to earn more profit.
c) Cash Ratio
Cash ratio is calculated by total cash and cash equivalents with respect to current liabilities to know whether the company has sufficient funds to meet up the short-term fund demanded (Canina, 2018). The cash ratio of Jurys Inn Hospitality company was 0.57:1 in 2019 and 0.60:1 in 2020. It is seen that the company had not sufficient funds to meet up short-term loan demanded by the lenders. There was £60 available fund with respect to £100 of current liabilities. So, Jurys Inn Hospitality company should increase its available cash fund.
[bookmark: _Toc94307503]Gearing Ratio or Leverage Ratio
Gearing ratio or leverage ratio measures the company’s debt level in the organisation. This ratio shows how the assets are financed. Leverage is the extent to which the company borrowed money (Higgins, 2018). To understand the debt level of Jurys Inn Hospitality Company, here are four suitable ratios to describe.
a) Debt to Asset Ratio
The debt to asset ratio is commonly used by the creditors to know the debt level of the company in which they tend to lend their funds (Canina, 2018). The stakeholder or investor of Jurys Inn company will understand the debt level seeing this ratio. The ratios were gradually 0.39:1 and 0.39:1 in 2019 and 2020. The company has very low debt and very low financial risk. The trend between these two years is downward which is good.
b) Debt to Equity Ratio
This ratio compares a company’s total debt with respect to total equity. For example, if debt to equity equals 1, there is equal debt with respect to equity. In 2019, the ratio was 0.48:1 which decreased to 0.38:1 in 2020. So, there is a downward trend in the debt-to-equity ratio. It implies that there is £38 debt with respect to £100 of equity.
c) Long Term Debt Ratio
This ratio measures the total amount of long-term debt with respect to the total amount of assets. Jurys Inn Hospitality Company had only £6 debt with respect to £100 of assets in 2019. Again, in 2020, the rate decreased to 0.52:1 which is good for the company because it lowers financial risk or default risk.
d) Equity Multiplier
The equity multiplier is calculated divided total assets by total equity. In Jurys Inn Company, the equity multiplier was 1.21 times which decreased to 1.06 times in the later year 2020. There is a downward trend from 2019 to 2020.
However, analysing overall financial ratios, it is seen that the company has very low financial risk and it should focus on earning more profit.


[bookmark: _Toc94307504]Knowledge from Ratio Analysis
Ratio analysis is important because it helps investors to understand the profitability, stability, financial risk etc of a company in which they are thinking to invest (Canina, 2018). Shareholders get a precise idea about their company’s performance as financial ratios to measure the financial performance of the company. if the liquidity status of the company is good, then lenders feel comfortable to lend money and suppliers can easily supply goods with credit. Banks and other financial institutions provide loans to expand the current business. Besides, many investors provide funds if they find ant profitable business. From the financial statements of Jurys Inn Hospitality Company, it is seen that their leverage ratio is good and there is merely financial risk. In that case, if the company apply for a loan to financial institutions, they will easily provide loans to expand the business. Moreover, investors of Jurys Inn Company will invest more comfortably seeing that ratio analysis.
The profitability ratios show that the company is earning less profit than the previous years. Maybe excess retention of funds for maintaining cash reserve is the reason for that diminishing return. The company should focus on earning more profit as its profitability ratios are not fully satisfactory. Besides, it should reduce the liquidity ratio as there are excess funds in cash which is not generating any money. Jurys Inn company’s board of directors could easily understand the current situation, prospects and sustainability seen in this ratio analysis. So, for the Jurys Inn Hospitality company, it is very much beneficial to do a financial ratio analysis.


[bookmark: _Toc94307505]Benefits and Limitations of Ratio Analysis
Benefits of Ratio Analysis: Ratio analysis helps Jurys Inn Hospitality company in forecasting and planning its business, estimating budget and determining how efficiently the company is operating (Hing, 2017). Besides, the company get an overall performance scenario and also get some idea to focus more on particular segments. It mostly helps to compare with other businesses within the same industry. Jurys Inn Hospitality company may compare with other companies to understand whether it is operating well or it needs some new regulations. It can easily know about its solvency and can decide whether lending of the fund is necessary or not. The company can also reduce the excess amount of liquid money which could remain unknown if not analysed from the financial statements
Limitations of Ratio Analysis: The major limitation of Ratio analysis is that it provides information about past data that people are already experienced and concerned (Beidleman, 2017). Moreover, financial data is influenced by various factors, so it reduces the comparability. Different companies follow different accounting methods, so coming up with a conclusion based on other companies is not always right. Besides, companies do not get proper funds for misinterpreting financial ratios or not highlighting all ratios. There are inflationary effects, changes in accounting policies, operational changes in different companies, manipulation of financial statements are the major limitation of the ratio analysis of Jurys Inn Hospitality company.


[bookmark: _Toc94307506]Conclusion
Financial ratio analysis is prominent in determining several factors of a company such as profitability, liquidity, financial solvency etc. This analysis shows that Jurys Inn Hospitality company has a strong leverage ratio and moderate profitability ratio and excess liquidity ratio. The company can make more efficient planning near future based on the findings from ratio analysis. So, ratio analysis plays a major role in the decision making of both internal and external related parties of the company.
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