
JURYS INN HOTEL
Analysis of the Financial Statement


Executive Summary

The purpose of this report is to analyse financial statements of Jurys Inn hotel and to improve sections that calculations does not give a result as it should do, and they are not productive. This report will analyse profitability, liquidity, and gearing for years 2019 and 2020, one of the main benefits of this analysis apart from improving sectors is to keep a record of this years and following years and to monitor analysis in the future, avoiding situations where finances are not great.
This paper will show tables and graphic for a better and easier understanding of the calculation, and calculations formulas are also provided. Every ratio will be discussed and analysed, and at the end of this report, a conclusion is provided, with ways and ides of how to improve financial problems when necessary.  
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Introduction

Jurys Inn is a hotel that operates in England and Northern Ireland. The purpose of this work is to analyse financial statements of this company for years 2019 and 2020 and at the end of it, to see where improvements are needed. This report will analyse overall aspects, but mainly will focus on profitability, liquidity, and gearing. 
Calculating and monitoring ratios is very important in a business because “ratios offer entrepreneurs a way to evaluate their company’s performance and compare it other similar businesses in their industry.”  Monitoring a company’s financial entrances and exists will enable managers and Executive Chief to monitor profit and do better investments. 
This report will also include ratio formulas and calculation, trends seen in ratios will be discussed, benefits and limitations of using ratio analysis, and a conclusion at the end of the work. Tables and graphics will also be included for a better understanding of the analysis and statistics. 
Also, a financial analysis helps the company understand its performance compering to competitors in hospitality industry and help the manager to compare one year with another. The best way to review ratios is to compare each item such as stock, sales, profit, etc, and identify where the problems are.










Financial Analysis



FIGURE 1  

FORMULA	RATIO	2019	2020
Gross Profit/Sales x 100	Gross Profit	5,050/5,500x100=92	5,150/6,000x100=86
Net Profit of the year/ sales x 100	Net Profit 	4,008/5,500x100=73	4,073/6,000x100=69
Net Profit of the year + loan interest/ total assets less current liabilities x 100	ROCE 	4,008+20/6,226x100=4	4,073+18/6,274x100=4.1
Sales/ total assets less current liabilities 	Total assets turnover 	5,500/6,226=0.88	6,000/6,274=0.95
Sales/net profit assets	Working capital turnover 	5,500/1,726=3,20	6,000/1,624=3,70
Current assets total/ current liabilities total 	Current ratio	3,065/1,339=2,3	3,240/1,616=2
Current assets total- stock/current liabilities total 	Quick ratio	3,065-1,450/1,339=3	3,240-1,420/1,616=3,20
Debtors x 365 days of the year/ sales 	Debtor days 	1,600x365/5,500=106	1,800x365/6,000=110
Trade creditors x 365/purchases 	Creditor days 	800x365/500=584	870x365/850=374
(Total current liabilities +bank loan) (total current assets+ fixed assets) answer divided by one another 	Debt Ratio	(1,339+150=1,489) (3,065+4,500=7,565)	1,489/7,565=0,19	(1,616+145=1,761)	(3,240+4,650=7,890)	1,761/7,890=0.22
Net profit of the year+ cash in hand/loan interest	Interest cover 	4,008+5/20=4	4,073+5/18=4,1







FIGURE 2

Jurys Inn Financial graphic





Financial Analysis Trends


Profitability

Profitability ratios measure a company’s profitability and include the following calculations: gross profit margin, net profit margin, ROCE (return on capital employed), asset turnover, working capital turnover, each calculation will be discussed in detail in this paper. 
Shawn Grimsley defines profitability in one of his works as the following:
“Profitability is simply the capacity to make a profit, and a profit is what is left over from income earned after you have deducted all costs and expenses related to earning the income. The formulas you are about to learn can be used to judge a company's performance and to compare its performance against other similarly situated companies.”
                                                                                                            
Simply, profit is what an entrepreneur gets in his pockets after he paid all bills and salaries, measure the performance of the business, and tells how to operate in terms of income. 
GROSS PROFIT MARGIN “it's the amount of money a company retains after incurring the direct costs associated with producing the goods it sells and the services it provides. The higher the gross margin, the more capital a company retains, which it can then use to pay other costs or satisfy debt obligations.” 
Gross profit margin is 6 percent higher in 2019 then 2020. The company does not need to worry too much, however this need to be monitored, because is always better to get more money rather than loosening them. 
NET PROFIT MARGIN “helps business owners determine pricing strategy and manage company costs.” 
Net profit is a little bit higher in 2019 as well, a reason for this might be because hospitality costs and prices went up in 2019 after the first lockdown, because the sector had to recover some of the money that have been lost during the lockdown. For example, some hotels include a COVID-19 tax even these days. 
ROCE is a good calculation to manage profit and manage if the company have invested well in its employees, “a good ROCE varies between industries and sectors, and has changed over time, but the long-term average for the wider market is around 10%.” 
Jurys Inn is not doing very well in neither of the years in investing money in employees. Both years ROCE calculation is 4, according to research that I did, this is half lower than what should be.
ASSETS TURNOVER calculation tells how efficient the company uses its owned goods, “measures how efficiently a firm uses its assets to generate sales, so a higher ratio is always more favourable.” 
Total assets turnover is low in both 2019 and 2020, this means that the company is not using its assets efficiently, and this ratio needs improvements. 
WORKING CAPITAL TURNOVER “used to determine the relationship between net sales and working capital of a business. It shows the number of net sales generated for every single unit of working capital employed in the business.” 
Both 2019 and 2020 are nearly at the same level with capital turnover which is a ratio of 3. This means that the company does not generate enough sales, section that also needs improvements. 

Liquidity

Under liquidity ratios the following calculations are included: current ratios, debtor days and creditor days, these calculations are used to determine if a company has enough or goods in currency assets to be able to pay debts.
CURRENT RATIOS of 2 is considered being an average ratio. 
Jurys Inn has a current ratio of 2 in 2020, and even slightly higher in 2019, which means that the company has enough cash to meet its debts. 
DEBTOR DAYS “are a measurement of the average amount of time it takes your customers to pay you… The fewer your debtor days, the faster you’re getting paid… You should aim to keep your debtor days under 45.” 
Jurys Inn has very high debtor ratios for both years. Result calculations are over 100, double time over the average limit that what it should be generally.
CREDITOR DAYS “are used to calculate the days a company is required to pay all its creditors.” 
If a company is in the situation where it has a high creditor days ratio, that is not a big emergency alert, because more profit can be generated in that longer time, which is Jurys Inn’s case, creditor days ratio is increased in both years. 



Gearing

Gearing ratio give the company a perspective about the term of the ability to meet debts obligations. Is determined by two calculations: debt ratio and interest cover. 
DEBT RATIO “shows a company’s ability to pay off its liabilities with its assets. In other words, this shows how many assets the company must sell to pay off all of its liabilities.” 
A good debt ratio in below 35%, so Jurys Inn is doing well at this stage. 
INTEREST COVER “is used to determine a company’s ability to pay interest on its outstanding debt.” 
A company’s interest cover should be 1.5 or lower, Jurys Inn needs a lot of improvements and alternatives as interest cover result is over 4 in both years. 


Knowledge from Ratio Analysis

Analysing financial ratios in a regular basis and comparing profit and loss account sheet and balance sheet every year help the company identify what problems are there and how to improve them, for a better profitability. 
Comparing Jurys Inn both years, the company need a lot of improvement in many ratios which will be discussed in the following. There is not much difference between calculations in both years, for example looking at ROCE, total assets turnover, working capital turnover, but that does not mean that the company does well because of these statistics. 
RATIO	2019	2020
Gross Profit		
Net Profit		
ROCE		
Total assets turnover		
Working capital turnover		
Current ratio		
Quick ratio		
Debtor days		
Creditor days		
Debt ratio		
Interest cover		


Benefits and Limitations of Ratio Analysis

Ratio analysis calculation has its own benefits and limitations. This paragraph will summarise and discuss advantages and disadvantages of ratio calculation analysis. 
Hima Bindu Kota explains in an article why ratio analysis is important and how weaknesses can be improved:
“Ratio analysis is also crucial… in comparison to industry competitors, identify gaps, assess competitive advantages, strengths, weaknesses, opportunities and threats. This information can be used by decision-makers to improve the organisation's position in the industry.”
                                                                                                                   
 notes that financial ratio analysis gives a view of the future regarding how to plan finances and budget of the company, how much can be spent on equipment or other invests. It also shows management position and progress in the last few months or year and gives information about the liquidity position. 
A massive disadvantage of ratio analysis is that the result may fail if certain ratios are not correctly taken in the calculation, or even so, calculations may be incorrect due to lack of understanding the formula, or lack of practice or experience, or just not paying attention, getting distracted and not concentrating to the calculation. 

Conclusion 

After analysing profitability, liquidity, and ratio for 2019 and 2020 for Jurys Inn, areas where improvements are needed were noticed. Looking at figure 2, where a graphic shows the calculations for 2019 and 2010, there is not a massive difference between those two years, but after analysing the calculations, improvements that needs looking at came up. 
Looking at profitability ratios ROCE and total assets turnover needs improving. To improve ROCE the first step is to increase sale coming up with innovating products or seasonal packages for customers or to review money that are paid for costs like staff training or costs that can be reduced and review that. Total assets ratios can be increased first by selling more products. Even if the company has good reviews and good products, they might not be sold quick enough, the hotel needs to have customers constantly to help assets turnover go up. Both assets turnover and ROCE can be increased by innovating the product that have to be sold, increasing the sales. 
Liquidity ratios need improvement on creditor days and debtor days. Looking at creditor days, contracts and payments can be rediscussed first. If the company has a very bad creditor days ratio, they can look at assets that are not used anymore and does not help the company and sell them to cover its debts, but this should be looked at as the latest option. Another way to manage finances more is to monitor stock controls and stop waist. Debtor’s days can be improved by offering discounts for early payments, that will stimulate the payments, and ensure clear credit policies are in place and debtors understand it properly. 
At gearing ratios, Jurys Inn is doing well, there is no need of improvement there.
Overall, there are 4 ratios that need improvement and looked at. There are a lot of solutions to improve these financial problems and get Jurys Inn at the right financial analysis. Keeping a record of this financial statements for 2019 and 2020, will help analysing financial ratios for the future years and see if improvements has helped or if there are other improvements that are needed. 
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