
FINANCIAL MANAGEMENT FOR THE HOTEL INDUSTRY                              


Executive Summary
This report presents financial statement analysis of Jurys Inn for the year o 2019 and 2020 from the Income Statement and Statement of Financial Position. The overall analysis is done through using profitability, liquidity, and leverage ratios calculated from the financial statements of the business. These ratios provide information about the financial result performance, ability to pay short-term and long-term debt obligations. Though these ratios are not does not accurately present the financial insight they can be used for making some financial decisions. The trend analysis of the ratios can also help understand the progress of the business. The report finally analyses the limitations and benefits of ratio analysis which is an important issue for management when using ratios.  
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Introduction
Financial Statements of an organization present several insights regarding the financial health of the firm in terms of profitability, liquidity, and capital structure (Easton, et al., 2018). Therefore, finance professionals use several financial analysis tools in order to understand the financial progress of an organization. In hospitality industry, understanding a hotel’s profitability and balance sheet condition is important for the higher management to formulate strategic decisions and design their operational plans (Mueller, A. and Sensini, L., 2021). This report will analyse the financial progress and trends of Jurys Inn, a British Hotel chain, using ratio analysis. The trends of the ratios are also important to understand how the business is progressing over time. There are several benefits and limitations of ratio analysis which should be kept in mind in order to avoid biases in decision-making. 
Financial Analysis
Ratio Calculation
Profitability Ratios
1) Gross Profit Margin: This the measure of margin made by an organization after deducting cost of sales. In the hotel business, most costs come from operations for which gross margin tends to be higher (Osadchy, et al., 2018). A benchmark for this ratio is around 40%. The gross profit margin for Jurys Inn is calculated as follows- 
= (Gross Profit/ Sales) x 100 
2019: (5050/5500) x 100 = 91.82%
2020: (5150/6000) x 100 = 85.83%
The results show that in both of these years Jurys Inn made high level of gross profit given its sales. The percentages are significantly higher than the benchmark.  
2) Net Profit Margin: This is the margin that remains after deduction of all the operations costs of the organization. It indicates the overall profitability of the business and a better measure of financial performance (Kliestik, et al., 2020). It can be found by dividing net profit by sales. 
 
= (Net Profit/ Sales) x 100
2019: (4008/5500) x 100 = 72.87%
2020: (4073/6000) x 100 = 67.88%
The two percentage of profit margin is much higher than the benchmark indicating high profitability of the business.  
3) Return On Capital Employed (ROCE): ROCE defines a company’s profitability in terms of capital employed by the organization (Mitrović, et al., 2021). It shows how efficiently the capital is being utilized. 
= (Profit Before Interest/ Total Assets less current liabilities) x 100
2019: [(4008+18)/ 6226] x 100 = 64.66%
2020: [(4073+20)/ 6274] x 100 = 65.24% 
A ROCE of 20% is a good indicator for the business. Here, Jurys Inn has 64% and 65% of the ratio which is good for the business. It signifies that the hotel used its assets efficiently by generating higher profits.
4) Asset Turnover ratios: The rations identities the efficiency of asset utilization with respect to the company’s annual turnover i.e., sales. It shows how efficiently a firm has been able to use is assets to generate revenue (Qiu, 2020). Generally, there are two turnover ratios including- Total asset turnover, and Working capital turnover. 
Total assets turnover
= Sales Turnover/Total assets less current liabilities
2019: (5500/ 6226) = 0.88 times
2020: (6000/ 6274) = 0.96 times
The total asset turnover ratio of Jurys Inn is extremely low which indicates that the hotel is not very successful in utilizing its assets to generate revenue. There is obviously multiple scope to use the assets to generate more sales. 


Working Capital Turnover
= Sales Turnover/ Net current assets
2019: (5500/1726) = 3.19 times
2020: (6000/1624) = 3.69 times 
This ratio is calculated to identify the efficiency of net current assets. The higher the ratio the more efficiently the organization has used its net current assets. The ratio of Jurys Inn is not quite food for either of the years. There is definitely a scope to improve efficiency. 
Liquidity Ratios
Liquidity ratios are representative of the company’s efficient use of its liquid assets and ability to meet short term obligations such as supplier payment, staff salary, office rent, and other unpaid expenses (Otekunrin, et al., 2018) . Current ratio, quick ratio, and cash ratio are the most frequently used ratios to determine liquidity condition of an organization. 
1) Current Ratio: This ratio shows a firm’s ability to pay current liabilities with its current assets. Generally, a ratio of 1.5 or higher is acceptable. 
= Current Assets/ Current Liabilities
2019: (3065/1339) = 2.29
2020: (3240/1616) = 2.00
For Jurys Inn, the ratio is higher than 2 for both of the years which signifies the hotel’s ability to pay off its currently liabilities. The hotel has double amount of current assets against its current liabilities which is generally good enough to pay short term obligations and debts. 
2) Quick Ratio: This is almost similar to current ratio other the deduction of stocks or inventory from current assets. 
= (Current Assets – Stock)/ Current Liabilities 
2019: (3065-1450)/ 1339 = 1.21
2020: (3240-1420)/ 1616 = 1.13
Quick ratio is a better quantifier of a firm’s liquid assets to pay its short-term debts. A ratio of 1.1 or higher is generally acceptable. For Jurys Inn the ratio is almost close to the standard range. A better ratio would be indicating the hotel better liquidity position. 
3) Cash Ratio: This ratio is found by using cash and cash equivalent assets to determine firm’s ability to pay short term debts. The is the most extreme level of liquidity measurement. 
= (Cash + Marketable Securities) / Current Liabilities
2019: (15/1339) = 0.011
2020: (20/1616) = 0.012
Jurys Inn’s cash, the most liquid asset, is extremely low as we can see in the ratio. There hotel will have to struggle to pay off immediate required cash outflows. 
Gearing Ratio
Gearing ratio also measure the financial leverage of a business and determines what portion of the business is funded by debt and equity. The higher the leverage the riskier the business (Herman Ruslim, 2019). Funding a portion of the business with debt capital is financially rewarding for a certain level. But too much debt capital puts the organization into higher bankruptcy risk which might not a good image of the financial part of a business.
1) Debt Ratio: It determines the portion of the asset that is funded by debt. In general, a debt ratio below 35% is good for a business though is can vary depending on the business nature. 
= Total debt/total assets
2019: (1339+150)/ (6226+1339) = 0.20
2020: (1616+145)/ (6,274+1616) = 0.22
Here, it can be seen that, Jurys Inn debt ratio for the two years is 20% and 22% which indicates that the business in not that much risky. It can though increase its debt level to a certain amount and increase net profitability since more interest will exempted from taxation
. 
2) Interest Coverage: This ratio tries to find out a company’s ability to pay interest on its outstanding debts (Ernawati, et al., 2018). It is important that a firm is able to pay its yearly interest charges to avoid financial risks. 
= Profit before Interest and tax/ Periodic Interest Charges
2019: 4028/ 20 = 201 times 
2020: 4091/ 18 = 227 times
Jurys Inn has significantly high interest coverage given its high level of profit before interest and tax. A ratio below 1.5 is considered bad for the business, but the hotel has ratio much higher. 
3) Debt to Equity ratio: This is another measure for financial leverage. It determines the ratio of debt and equity funding in a business (Wadhwa, 2019). 
= Total Debt / Shareholders’ Equity
2019: (1339+150)/ 2068= 0.72
2020: (1616+145)/ 2056= 0.86 
Here, in 2019, a ratio of 0,.72 means that for every £1 equity capital the hotel has £0.72 debt capital. 


Financial Analysis Trends
Profitability
Here we can see the profitability ratios of Jurys Inn for the year of 2019 and 2020. 

From the calculated ratios we can see a decreasing trend in Gross profit margin which can be attributed to the fact that even though sales revenue increased gross profit did not increase proportionately. Similar behavior can be observed in net profit margin due to increase in operations cost even after increase in revenue (Kumbirai, and Webb, 2019). ROCE for the two years however is almost same since there is not any observable change. The turnover ratios in both years increased from 2019 and 2020 though not that significant. It can be attributed to the increased sales revenue of Jurys Inn in 2020.   
Liquidity
The liquidity position of the hotel can be seen in the following table. The liquidity position of Jurys Inn seems to be getting worse from 2019 to 2020 indicating the hotel should be more careful in managing its current assets and current liabilities. It also needs to focus on cash management since cash in hand and bank is poor. 

Gearing
The following table presents the leverage ratio of Jurys Inn for both of the years. Debt ratio increase hinting that the hotel is funding more of its investments through debt capital (Giacomino, and Mielke, 2020). However, the hotel’s ability to pay interest charges got better.   









Knowledge from Ratio Analysis
Ratio analysis is important for financial understanding of any kind of business. In the hotel business ratio analysis can provide information about the ongoing performance of the ratio and bring out insightful information about the operational performance of the business (Breuer, et al, 2020). The top management of the hotel can use the results of ratio analysis to find out what sort of strategies are going to help their business thrive or survive. For example: liquidity ratio can tell if the hotel is managing its cash and other liquid assets properly (Fadel, and Parkinson, 2018). Suppose, the current ratio of Jurys Inn is quite good, however when it comes to quick ratio the hotel is well beyond the standard. This could reveal that a large amount of the hotel’s assets is stuck in stock and the hotel needs to improve its stock management by selling more of its service or products (Chabotar, 2019). Furthermore, understanding the trend from ratio analysis could help a hotel’s reveal its performance consistency and identify reasons of performance deviation over the years. 
Benefits and Limitations of Ratio Analysis
Ratio analysis is beneficial for a business. The first advantage of ratio analysis is that ratios are easy to calculate and understand while they provide significant insight about the business and can assist making long term decision for the financial health of the business (Lesakova, 2017). Ratio analysis can also help in forecasting and planning of a business, and it can be used for controlling performance and cost. 
There are however some inherent limitations of ratio analysis. A single ratio has very limited use in the business and there is no adequate standard for calculating ratio which could make comparison with other companies difficult (Faello, 2015). Ratios vary from industry to industry and company to company which can sometimes make it complicated and misleading if used in general. 
Also, ratio analysis does not follow a complete technique for analysis and interpretation. Ratios also do not consider the qualitative aspects of a business that can significantly contribute to the changes in the ratios. Also, seasonal factors can bring lots of change in financial performance which manager must know before using ratios. 
Conclusion
Accounting figures present several insightful information about a business. The financial statements present the yearly results of the business in the form of gross profit margin and net profit margin. These margins are determined following standards accounting practices which help a business to get an overall picture of the business and compare to other similar business and competitors. Balance sheet or statement of financial position also provides the overall financial health of the business through classification of assets, debts, and capitals (Johnson, 2017). Ratio analysis of these standard figures help us understand the financial progress and condition of a business. Jurys Inn’s two years two ratio provided such insights into the business which will help formulate several key decisions for the business. With this analysis, the business can find the areas where it needs to employ more resources and use its assets more efficiently (Salmi, and Martikainen, 2019). The trend analysis of the hotel also shows how the business is changing over the course of the two years. Ratio analysis has certain inherent limitation due which should be taken into consideration when using them for financial decision-making. So, it is recommended for Jurys Inn to analyse make sure that it does not make any mistake in using ratios that might lead to biased and erroneous decision.    

Bibliography
Easton, P.D., McAnally, M.L., Sommers, G.A. and Zhang, X.J., 2018. Financial statement analysis & valuation. Boston, MA: Cambridge Business Publishers.
Mueller, A. and Sensini, L., 2021. Determinants of Financing Decisions of SMEs: Evidence from Hotel Industry. International Journal of Business and Management, 16(3), pp.117-127.
Osadchy, E.A., Akhmetshin, E.M., Amirova, E.F., Bochkareva, T.N., Gazizyanova, Y. and Yumashev, A.V., 2018. Financial statements of a company as an information base for decision-making in a transforming economy.
Kliestik, T., Valaskova, K., Lazaroiu, G., Kovacova, M. and Vrbka, J., 2020. Remaining financially healthy and competitive: The role of financial predictors. Journal of Competitiveness, 12(1), p.74.
Mitrović, A., Knežević, S. and Milašinović, M., 2021. Profitability analysis of hotel companies in the Republic of Serbia. Менаџмент у хотелијерству и туризму, 9(1), pp.121-134.
Qiu, Y., 2020. Hotel Finance and Revenue. Economics and Management Science, 2(4), pp.12-15.
Otekunrin, A.O., Nwanji, T.I., Olowookere, J.K., Egbide, B.C., Fakile, S.A., Lawal, A.I., Ajayi, S.A., Falaye, A.J. and Eluyela, F.D., 2018. Financial ratio analysis and market price of share of selected quoted agriculture and agro-allied firms in Nigeria afteradoption of international financial reporting standard. The Journal of Social Sciences Research, 4(12), pp.736-744.
Herman Ruslim, M., 2019. The Effect Of Financial Ratio On Company Value With Inflation As A Moderation Variable. Jurnal Akuntansi, 23(1), pp.34-46.
Wadhwa, B., 2019. Financial ratios: The precarious core of fundamental analysis. Frontiers Journal of Accounting and Business Research, 1(1), pp.33-35.
Ernawati, E., Handojo, S.E. and Murhadi, W.R., 2018. Financial performance, corporate governance, and financial distress.
Breuer, A., Frumusanu, M.L., Breuer, B.L. and Manciu, A., 2020. Cash and liquidity/liquidity and liquidity ratio. Annals-Economy Series, 4, pp.78-82.
Fadel, H. and Parkinson, J.M., 2018. Liquidity evaluation by means of ratio analysis. Accounting and Business Research, 8(30), pp.101-107.
Chabotar, K.J., 2019. Financial ratio analysis comes to nonprofits. The Journal of Higher Education, 60(2), pp.188-208.
Lesakova, L., 2017. Uses and limitations of profitability ratio analysis in managerial practice. In International Conference on Management, Enterprise and Benchmarking (pp. 1-2).
Faello, J., 2015. Understanding the limitations of financial ratios. Academy of Accounting and Financial Studies Journal, 19(3), p.75.
Johnson, C.G., 2017. Ratio analysis and the prediction of firm failure. The Journal of finance, 25(5), pp.1166-1168.
Salmi, T. and Martikainen, T., 2019. A review of the theoretical and empirical basis of financial ratio analysis. News Group, (_001).
Giacomino, D.E. and Mielke, D.E., 2020. Cash Flows: Another Approach to Ratio Analysis. Journal of Accountancy, 175(3), pp.55-58.
Kumbirai, M. and Webb, R., 2019. A financial ratio analysis of commercial bank performance in South Africa. African Review of Economics and Finance, 2(1), pp.30-53.
Lesakova, L., 2017, June. Uses and limitations of profitability ratio analysis in managerial practice. In International Conference on Management, Enterprise and Benchmarking (pp. 1-2).



image5.emf
Debt Ratio

2019 0.20

2020 0.22

Interest Cover

2019 201

2020 227

Debt to Equity ratio

2019 0.72

2020 0.86


image1.png




image2.png




image3.emf
Gross Profit Margin

2019 91.82%

2020 85.83%

Net Profit Margin

2019 72.87%

2020 67.88%

Return On Capital Employed (ROCE)

2019 64.66%

2020 65.24%

Asset Turnover ratios

Total assets turnover

2019 0.88

2020 0.96

Working Capital Turnover

2019 3.19

2020 3.69


image4.emf
Current Ratio

2019 2.29

2020 2.00

Quick Ratio 

2019 1.21

2020 1.13

Cash Ratio

2019 0.011

2020 0.012


