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[bookmark: _30j0zll]Introduction
In finance, ratio analysis is the study and understanding of the statistics that occur in the financial accounts of a company. It is a contrast of one number to other. It helps users including stockholders, investors, lenders, the administration, and researchers better comprehend financial statements. This report will incorporate discussion on the profitability ratios, liquidity ratio, and gearing ratios considering Jurys Inn. The necessity of ratios in hotel management and multiple advantages and limitation of ratio analyses in the hotel and tourism sector will be discussed further.
[bookmark: _1fob9te]Examination of the Financial Statement 
To arrive at conclusive results regarding the Jurys Inn's liquidity, gearing, as well as profitability, the relevant ratio analyses are demonstrated below:
[bookmark: _3znysh7](a) Use the accompanying financial statements to construct appropriate ratios for 2019 as well as 2020 to assist in the examination of the financial information contained therein. Analyse those ratios and derive the proper inferences regarding the hotel chain's profitability, liquidity, and gearing.
[bookmark: _2et92p0]Profitability Analyses:
When it comes to profitability, the name says it all. In order to pay back investors as well as generate funding for further expansion, a company must make a profit. For profitability analyses of Jury Inn, the essential ratios are: Gross Profit Margin, Return on Sales (ROS), Net Profit Margin, and Return on Capital Employed (ROCE) (Babalola, and Abiola, 2013). These ratios are calculated for the year 2019 and 2020 in the following:
Gross Profit Margin = (Gross Profit/ Sales Revenue) %
Therefore, Gross Profit Margin (2019) = (5050/ 5500) %
                                                               = 0.92 or 92%
                  Gross Profit Margin (2020) = (5150/ 6000) %
                                                               = 0.86 or 86%
Return on Sales (ROS) = (Operating Profit/ Sales Revenue) %
Here, Operating Profit/ EBIT (2019) = Net Profit + Loan Interest
                                                           = 4008 + 20
                                                           = 4028
Therefore, Return on Sales (2019) = (4028/ 5500) %
                                                        = 0.73 or 73%
                  Operating Profit/ EBIT (2020) = Net Profit + Loan Interest
                                                                   = 4073 + 18
                                                                    = 4091
Return on Sales (2020) = (4091/ 6000) %
                                      = 0.68 or 68%
Net Profit Margin = (Net Profit/ Sales Revenue) %
Therefore, Net Profit Margin (2019) = (4008/ 5500) %
                                                           = 0.73 or 73%
                 Net Profit Margin (2020) = (4073/ 6000) %
                                                          = 0.68 or 68%
Return on Capital Employed (ROCE) = (Operating Profit/ Capital Employed) % (Aggarwal, and Padhan, 2017)
Here, Capital Employed (2019) = Total Assets – Current Liabilities
                                                   = 6226
Therefore, Return on Capital Employed (2019) = (4028/ 6226) %
                                                                            = 0.6496 or 65%
                 Capital Employed (2020) = Total Assets – Current Liabilities
                                                           = 6274
	Return on Capital Employed (2020) = (4091/ 6274) %
                                                                            = 0.652 or 65%
As per the profitability analysis, we can see that the Jury Inn has been profitable throughout the years 2019 and 2020. However, this performance was much better in 2019 rather than 2020 and other than the ROCE, other ratios prove it. 
[bookmark: _tyjcwt]Liquidity Analysis:
This metric indicates how well a company can pay its short-term bills. For liquidity analyses of Jurys Inn, the necessary liquidity ratio is Current Ratio, which is being calculated for the year 2019 and 2020 in the following:
Current Ratio = Current Asset/ Current Liabilities (Zainudin, and Hashim, 2016)
Therefore, Current Ratio (2019) = 3065/ 1339 
                                                    =   2.289 or 2.29:1
                 Current Ratio (2020) = 3240/ 1616
                                                   = 2.00:1
It is known to us that the current ratio needs to be more than 2.0:1 in order for a business to securely satisfy its liabilities (Babalola, and Abiola, 2013). Here, we can see that Jury Inn was successful to secure this balance in both years, though it slightly declined in 2020, still at preferable position.
[bookmark: _3dy6vkm]Gearing Analyses:
Financial ratios called "gearing ratios" are used to make comparisons some kind of owner's equity or capital to debt, or money that the corporation has to finance from other people (Karale and Urmila, 2020). For gearing analyses of Jurys Inn, the necessary gearing ratios are Debt-to-Equity Ratio and Times Interest Earned, which are being calculated for the year 2019 and 2020 in the following:
Debt-to-Equity Ratio: (Total Debt/ Total Equity) %
Here, Total Debt (2019) = Current Liabilities + Long Term Liabilities
                                       = 1339 + 150
                                       = 1489
Total Equity (2019) = Capital
                                 = 2068
Therefore, Debt to Equity Ratio = (1489/ 2068) %
                                                    = 0.72 or 72%
Total Debt (2020) = Current Liabilities + Long Term Liabilities
                              = 1616 + 145
                             = 1761
Total Equity (2020) = Capital 
                                 = 2056
Therefore, Debt to Equity Ratio = (1761/ 2056) %
                                                    = 0.8565 or 86%
Times Interest Earned = (Operating Profit/ Total Interest)
Here, Operating Profit/ EBIT (2019) = 4028
Therefore, Times Interest Earned (2019) = 4028/ 20
                                                                  = 201.4 or 201 times
                 Operating Profit/ EBIT (2020) = 4091
                 Times Interest Earned (2019) = 4091/ 18
                                                                  = 227. 278 or 227 times  
A greater gearing ratio suggests a corporation seems to have more financial leverage and thus vulnerable to economic and business cycle declines. Because corporations with more leverage have more credit than equity, this is the case (Zainudin, and Hashim, 2016). Higher gearing ratio corporations have more credit to service, whereas lower gearing ratio corporations have much more equity to finance.     
Jury Inn had a debt-to equity ratio of 72% which increased and became 86% in 2020, which indicates that this firm has been more reliant on debt rather than equity and the ratio is gradually increasing, making it vulnerable to economic and business cycle declines. Also, the EBIT is 201 times greater than interest payment in 2019 and it is 227 times greater in 2020.

[bookmark: _1t3h5sf](b) Explain the importance of hotel management's awareness of ratios as well as their variation in the financial statements.
Hotels and accommodation, event organising, amusement centres, transportation, travel services, as well as other aspects of the tourist business are all part of the hospitality sector. Hotel management is a major part in this. Establishing a set of financial parameters which can be utilised to every hotel management firm is critical, irrespective of their operations. Financial ratios in the hotel industry are quite particular because of the large amounts of fixed as well as tangible assets that are required. Analysing hotel management firms may be conducted using the following financial ratios.
Liquidity Ratios:  The capacity of a corporation to satisfy its short-term economic commitments may be gauged using liquidity measures. Liquidity ratios play an important role in the study of the hotel management business because of the significant demand for working capital and the large number of short-term financial commitments that must be met (Drake, and Fabozzi, 2012).
There are several short-term obligations inside the hotel management business, including wages and salary, short-term machinery leases, as well as other liabilities. Organizations must have adequate current assets to meet current obligations even in the face of a downturn in the economy. Hospitality companies that have a current ratio of more than one are considered solid by investors.
Financial Leverage Ratios: These ratios are used by investors to assess the long-term viability of a hospitality managing organisation. For a firm's capacity to fulfil long-term credit commitments, several measures are used. Long-term obligations in the guise of debt are prevalent among hotel management businesses together with current debts. 
To finance major buildings, including hotels businesses, this kind of financing is employed. To maintain a profitable hospitality business, a number of long-term investments are required, while long-term debt funding is also often required (Zainudin, and Hashim, 2016). A firm's capacity to fulfil its long-term credit commitments is determined by its debt ratio. For businesses inside the hotel management, it really is essential to possess low debt ratios, indicating long-term assets vastly outweigh the borrowing being used acquire those.
Profitability Ratios: In terms of operating profit or EBIT, gross profit, as well as net profit, profitability ratios are used to assess a firm's degree of profitability at each of these stages. Billion-dollar profits are made by corporations inside the hotel management industry and several of these businesses have been in operation for so many years, implying that significant profit margins must be achieved at all echelons.
The gross profit margin of a corporation is the amount of gross profit produced on the revenue generated by the corporation. Firms throughout the hotel management industry incur the majority of their expenses in the course of their operations rather than in the cost of products supplied, resulting in a higher gross profit margin for those entities that function inside this sub-sector (Ahrendsen, and Katchova, 2012).
The net profit margin is identical to the gross profit margin, other than that it evaluates the percentage of net profit obtained on the earnings generated by a firm, as opposed to the percentage of gross profit made on the earnings generated by a corporation. Profits for organisations in the hotel management sector are not particularly significant, owing to the significant operational expenses connected with running a business in this field. A shareholder, on the other hand, should continue to look at a firm's net profit margin as well as contrast it to market norms to verify that it matches or surpasses the market standard.
[bookmark: _4d34og8](c) Evaluate the advantages and disadvantages of employing ratio analysis inside the hotel and tourist business to make better decisions.
[bookmark: _2s8eyo1]Advantages:
Ratio analysis is a frequently utilised financial statement assessment technique in the hotel and tourism industries. This develops the numerical or quantitative link among multiple financial statement statistics to determine a business's weaknesses and strengths, including its present financial condition and past results. It enables multiple stakeholders to assess a particular component of a business's performance. The other advantages are explained below:
Planning and Estimating: Calculating ratios of key accounting information from the previous several years allows one to see the overall trend in expenses, sales, profits, as well as other financial data (Drake, and Fabozzi, 2012). Using ratios to analyse trends, this pattern assessment might be valuable for predicting and organising future company actions.
Budgeting: It is a forecast of future actions made on the premise of previous experiences. Accounting ratios are useful in estimating budgeted numbers and expenses. For instance, an examination of prior sales data may be used to develop a sales budget for a company.
Effectiveness of Operation Measuring: The extent of effectiveness in a company's administration and use of its assets may be determined using ratio analysis. The operational efficiency is shown by the various activity ratios. In reality, the ability of a company to remain solvent is dependent on the amount of sales income produced by its properties (Aggarwal, and Padhan, 2017).
Interaction: Ratios are excellent methods of communicating as well as perform an important function in educating the proprietors or any other entities about the situation of and success achieved by the company activity.
Performance and Cost Control: Ratios could likewise be employed to regulate the functioning of various sections or departments within an organisation, as well as to manage the expenses of an organisation.
Comparisons between Companies: It is possible to distinguish between effective and ineffective companies based on their productivity when several firms are compared. This allows the unproductive enterprises to implement appropriate steps to increase their effectiveness. It is advisable to contrast the pertinent ratios of an entity with those of the sector when comparing them between two different organisations.
[bookmark: _17dp8vu]Disadvantages:
The ratio analysis approach is a highly effective tool for evaluating the financial health of businesses in the hospitality and tourist industries. However, it has several limits, which should not be overlooked while embarking on such an investigation.
Financial Statements Having Constraints: The information included with the financial statements is used to compute the various ratios (Ahrendsen, and Katchova, 2012). However, financial statements are subject to a variety of constraints, which may have an impact on the validity of accounting ratios.
Historic Data: Financial statements include material that is historical in nature. They are out of date and do not represent current situations. As a result, it is not helpful for forecasting the future.
Accounting Standards that Vary: Various accounting standards addressing the value of inventory, the charge of depreciation, and other factors make it impossible to compare the accounting records as well as accounting ratios of different companies.
[bookmark: _vng4ml5w1si6]Absence of a Common Denominator: There are no defined criteria that can be established for perfect ratios. For instance, if current assets are twice as large as current debts, the current ratio is optimal (Aggarwal, and Padhan, 2017). However, in the instance of businesses that have suitable agreements with their banks for delivering cash when needed, this assumption may not be justified; in this scenario, this might be entirely acceptable if current assets are equivalent to or somewhat greater than current debts.
[bookmark: _x625d4bbuioq]Conclusion
In this report, the profitability ratios such as Gross Profit Margin, Return on Sales (ROS), Net Profit Margin, and Return on Capital Employed; liquidity ratio that includes Current Ratio, and gearing ratios that incorporates Debt-to-Equity Ratio and Times Interest Earned has been discussed in light of Jurys Inn. Also, the necessity of ratios in hotel management and multiple advantages (Planning and Estimating, Budgeting, Interaction, etc.) and limitation (Financial Statements Having Constraints, Historic Data, etc.) of ratio analyses in the hotel and tourism sector has been discussed elaborately.
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