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Executive Summary
The concerns of ratio analysis and its derivatives are discussed throughout the entire report. The primary goal of performing a calculative ratio analysis is to obtain an understanding of a company's current position in the market. As a result of the recent covid catastrophe, the hospitality industry is experiencing a slew of financial difficulties. In the event that a firm is successful in analyzing its previous documents and has the financial means to do so, it will almost certainly move on to new procedures, new employee training programs, new salary scales, new menus for clients, more expert chefs to prepare foods, etc.
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Introduction
Financial analysis can be a valuable alternative to or supplement to the typical broad range of disciplines found in texts related to financial theory or accounting practice, depending on the problem (Abid, 2019). Because of this, students can gain a more in-depth understanding of the inner workings and prospects of the corporations that have become such a big part of today's society. In the following report, the financial report and ratio analysis has been discussed with the example of Jury’s Inn company’s financial data.
Financial Analysis
Ratio Calculation
Profitability Ratio
The revenue growth of a business is referred to as its profitability. Profitability Ratios are financial metrics that are used to measure a company's profitability. These proportions are expressed as a percentage (Feroz, et al., 2020).
Gross Profit Ratio
The Gross Profit Ratio is a measure of how profitable a business is. A company's Gross Profit Ratio defines the link between total profit and Revenue from Services, which is defined as Net Sales (Kim et al., 2021). Therefore,
Gross Profit Ratio  = 
The term "operating income" refers to the revenue generated by a company's business activities or operations. When applied to non-finance enterprises, it includes net sales, commissions, and other similar items; when applied to financial firms, it includes the rate of return earned, dividends, income on the sale of securities, and similar items (Abid, 2019).
To measure the efficiency of a corporation, the Gross Profit Ratio is the most important metric to compute. As a comparison tool, one can also evaluate this ratio with those from previous years or with those from other firms to evaluate and analyze the productivity of the business (Cui and Ryan, 2019). Higher Gross Profit Ratios are therefore preferable because they allow for a greater margin to be used to cover operational expenses and to build backups.
Explanation:
2020	2019
	
= 85.83%	= 91.81%


The above calculation says that the year 2019 has more gross profit ratio than that of 2020 which is 5.98% lower. However, both the ratio is in a very good situation because normally 50% to 70% gross profit ratio is said to be a perfect ratio.
Net Profit Ratio: It quantifies the link between net profit and net sales, and it is expressed as a percentage of net profit (Mao and Gu, 2020). The amount of Net Profit generated as a proportion of the total income of the company is shown. The Net Profit Ratio is a measure of the overall efficiency of a company's operations. The greater the Net Profit Ratio, the more profitable the company. Progress in operational excellence is demonstrated by an increase in the ratio compared to the prior year.
Net Profit Ratio = 
Explanation:
2020	2019
	
= 67.88%	= 72.87%


The above Figure shows that both the year develops extremely high net profit which means the company can cover up its all kinds of operating expenditures very easily.

Liquidity Ratio
If a company agrees to meet its short-term obligations, it must have access to liquid capital. The capacity of a business to pay the sum owing to its stakeholders once it becomes due is referred to as liquidity (Firdaus and Endri, 2020). Because of this, we must construct Liquidity Ratios to determine liquidity. The essence of these ratios is that they are quick. Because of their financial investment in the company, lenders are always interested in the liquidity situation of the business.
When a company is unable to meet its short-term obligations, it harms its trustworthiness including on its credit rating (Abid, 2019). Additionally, insolvency or dissolution may ensue as a result of this. It is important to recognize that both overabundance and inadequate liquidity are detrimental to the organization's actions.
Current Ratio: When a company's short-term soundness or liquidity is being measured, this is one of the best commonly used ratios to use. In financial terms, it is the relationship between current assets and current liabilities (Nissim, 2018). For want of a better term, it assesses if there are sufficient current assets to pay down current liabilities while maintaining a safety margin against probable damages in the realization of working capital.
Generally speaking, a 2:1 current to voltage ratio is optimum. The optimal ratio, on the other hand, is determined by the type of the business as well as the features of the company's accounts receivables.
Current Ratio = 
Explanation:
2020	2019
	
= 2.004	= 2.28


In both cases, the current ratio is above 2. The experts say that the good number of current ratio is between 1.5 to 3. Thus, the Jury’s Inn hospitality company is definitely in a good position. But in 2019 it was in a more good position. In 2020 every aspect of its ratio has got down and deliberated. 
The ratio of Net Working Capital to Total Assets
It is a metric used to quantify cash flow. The response to this question should be in the affirmative. Normally, lenders monitor this ratio to determine whether or not there is a financial catastrophe on the horizon (Stickney et al., 2019). The net working capital ratio is equal to the difference between current assets and current liabilities (exclude short-term debt).
In our Jurys inn hospitality company’s perspective, the net working capital ratio in 2019 is (3065-1339) = 1726 and the net working capital ratio in 2020 is (3240-1616) = 1624.  
Gearing Ratio
Gearing refers to the quantity of debt a firm utilizes to finance its operations in regards to the quantity of equity capital it has. Maintaining a good gearing ratio indicates that the firm has a high debt to equity ratio, which could indicate that it is more vulnerable to financial disaster than other businesses (Williamson et al., 2015). Gearing is an indicator of the spread to which a firm's activities are funded by borrowed funds from borrowers as opposed to money raised from investors to support operations. The optimum level of gearing for a corporation is determined by the industry in which it works. Therefore, it is critical to examine an industry's gearing ratio concerning that of other similar companies.
Capital Gearing Ratio: Capital Gearing Ratio is a measure of how much money a company has to invest to grow. It is a representation of the percentage of fixed rates or payout bearing assets to the total amount of money held by equity investors. When the money generated by equity shareholders exceed the money raised by fixed interest-bearing shareholders, experts say that a corporation is short geared, and vice versa.
Capital Gearing Ratio = 


Explanation:
2020	2019
	
= 0.10	= 0.11


The above statistics show the capital gearing ratio is poor. It has to be within 0.25 to 0.50.
Debt-to-total-assets ratio: It is a representation of the ratio between total assets and total debt. To put it another way, it represents the entire amount of assets that are financed by debt. The greater the debt-to-total-assets ratio, the greater the risk associated with the venture. It is ideal to have a smaller ratio.
Total debt, also known as external liabilities, comprises short- and long-term lines of credit from banking firms, institutions, debt instruments, securities, and other similar instruments. It is important to remember that if a query does not specifically state anything, they will only evaluate long-term lines of credit in such a situation.
Debt to Total Asset Ratio = 
Explanation:
2020	2019
	
= 0.28	= 0.24


Broadly speaking, a debt-to-equity ratio of 0.4 – 40% or less is regarded to be favourable. A debt-to-equity ratio greater than 0.6 is normally regarded to be a bad ratio, as it indicates that the company may not produce sufficient cash flow to pay its debts in the future. Here in both cases, it is below 0.4 which is very good.


Financial Analysis Trends
Profitability
From the figure below the profitability factor of Jury’s Inn company is seeing its lowering in profit in 2020.
Factors	Year 2019	Year 2020
Gross Profit Ratio	91.81%	85.83%
Net Profit Ratio	72.87%	68.88%


.   
Liquidity
From the viewpoint of quickly diverting assets into cash, the year 2020 is providing bad results. The net working capital has also decreased in the same year.
Factors	Year 2019	Yaer 2020
Current Ratio	2.28	2.004
Net Working Capital	£1,726	£1,624


Gearing
The amount of debt to be paid has been increased in 2020 and the capital gearing ratio has also decreased.    
Factors	Year 2019	Yaer 2020
Capital Gearing Ratio	0.11	0.10
Debt to Total Asset Ratio	0.24	0.28




Knowledge from Ratio Analysis
A company's financial management must be top-notch if it wants to be successful in the ratio analysis process. Ratio analysis is an essential management tool that helps leaders make sound decisions for their firms. Ratio studies are used to determine a company's strengths and flaws. As a result of applying ratio analysis, management is more likely to focus on the many issues that need to be addressed. Ratio analysis has several drawbacks, one of which is that it cannot account for inflation-induced price variations (Nissim et al., 2018). There are several practical applications for ratio studies, including figuring out whether or not a business is dependent on grant revenue or other forms of support. One of the many advantages of using financial ratios is that they can reveal a company's weaknesses as well as its strengths, as well as simplify a financial statement into a few simple numbers that can be compared. The effectiveness of a company's asset use and revenue generation can also be gauged through ratio studies. Because there is no standard definition for a ratio, different companies may use different formulas for the ratios, making it difficult to compare the performance of different businesses.
Ratio analysis is useful in stock valuation (Cui and Ryan, 2019). Financial ratios provide a standard vocabulary for analysts and investors to evaluate and explain a firm's strengths and faults. In fundamental analysis, ratio analysis is used to assess a company's relative strength. As well as the market's shortcomings, ratio analysis can disclose a company's ability to enhance its stock value over time and its profitability potential. Ratio analysis is often used in planning. Ratios can help entrepreneurs create business plans for investors and lenders. Companies can create goals by comparing them to industry benchmarks.
Sometimes, the ratios themselves present a comparability issue. Financial statements for many companies use a variety of accounting principles and methodologies (Feroz, et al., 2022). Accounting standards vary, making it impossible to compare key financial metrics. Some accounting procedures use the FIFO and LIFO inventory valuation methodologies. The varying inventory valuation procedures are to blame. These methods can impact current and acid-test ratios, as well as inventory and asset turnover. Disparities in the depreciation and amortization techniques used affect ratio analysis. The declining-balance and straight-line approaches to depreciation provide very different total depreciation and total asset values. To compare two organizations employing distinct accounting and reporting standards, accounting and reporting standards must be employed.
Benefits and Limitations of Ratio Analysis
Ratio analysis is still relevant today. Financial performance analysis is a four-step process with four components. Profitability, liquidity, debt-to-equity ratios, and operational efficacy should all be considered. Comparing these attributes to those of competitors exposes the latter's financial health, strengths, and weaknesses (Nissim et al., 2018). One can assess the advantages and disadvantages of a standard approach to financial ratio analysis while also considering new concepts and methodologies. Financial ratios can help investors identify a company's financial strengths and weaknesses before making an investment choice.
It is designed to help users of financial statements understand the data. Ratio analysis has the advantage of examining a company's financial performance (Schmidgall, 2019). Revenue, expense, profit, and cash flow are all factors that affect a company's financial success. Profitability is a measure of an organization's ability to generate revenue. Every company wants to enhance profits and shareholder ownership. The failure of a corporation to make a profit puts investors, creditors, and lenders in danger of losing money. Among other indicators, an organization's profitability can be calculated using gross margins, net income margins, ROI, and ROE. Creditors and investors are worried. Concerned about a company's capacity to pay current debts and dividends. Indicators like the current ratio and acid-test ratio are frequently used to assess a bank's liquidity.
Financial ratio analysis can show a company's ability to produce sales by efficiently using its assets and resources (Williamson et al., 2015)). Efficiency ratios can be used to evaluate a firm's management. An efficiency analysis can help set stock and credit rules. There are efficiency ratios for receivables, assets, and inventory. Leverage is another approach to assess a company's financial health. Using debt and debt-to-equity ratios, an organization's financial leverage — or debt management ability — may be assessed. Leverage ratios allow corporations to benefit from tax breaks while minimizing the risk of failure and insolvency. Finance decisions by lenders often involve financial leverage.
Financial ratio analysis adds another way to compare organizations in the same industry (Abid, 2019). Using ratio analysis, the analyst perceives all companies as being on an equal footing, rather than judging them solely on their financial performance. Incomplete image from simple company comparison utilizing raw financial data from a single industry. Firms are no longer judged solely on their sales revenue or equity but rather on their ability to generate profits, retain liquidity and manage debt. Return on assets, return on equity, and net profit margin is measures of a company's efficiency and profitability. The ratio analysis is useful when examining a problem.
Industry finances Companies within an industry can be compared using ratios as new trends and financial norms arise. Small and medium-sized firms (SMEs) use industry benchmarks to compare their financial performance to their counterparts while creating their business strategies.
Ratio analysis has constraints for macroeconomic and industrial variables. Accounting ratios are less common when inflation is strong (Kim et al., 2020). However, due to inflation and historical performance, these ratios might not fully reflect the company's current value. Accounting ratios may be affected or misleading due to inflationary effects on some variables. Financial market investment and financing decisions are made using accounting ratios that aren't completely reputable or accurate. Accounting ratios must take into account the industry scenario, economic conditions, company size and product diversity, as well as operational approaches that differentiate firms within the same industry.
Conclusion
Ratios are useful in financial reporting because they show crucial correlations between various components (financial statements). The nature of ratios is one of its constraints. The financial ratios are computed using the financial statements' data. Approximations, inaccuracies, data manipulation, and practice variances are all possible. Due to these considerations, ratios are irrelevant when attempting to provide trustworthy findings.
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