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[bookmark: _Toc94310379]Executive Summary:
Ratio analysis is a mathematical process of acquiring a look into a firm’s operational performance, liquidity, earnings, and profitability by assessing its financial documents and reports. Jurys Inn is a renowned hotel. The financial performance of this hotel for the years 2019 and 2020 has been analysed through ratio analysis. Profitability ratios, liquidity ratios and gearing ratios are analysed of this hotel. The profitability of this hotel reduced overall in 2020 compared to 2019. Besides, liquidity ratios stated that the number of short-term assets had been reduced while the number of overall assets had little been reduced compared to 2019. Covid-19 could be the reason behind this decline. Understanding the ratio analysis has helped the management of Jurys Inn to identify their development scope, present condition, and what they need to do for their development. The benefits of ratio analysis include making the right business plan and ensuring the correct prediction. Besides, it helps an organisation to know how is it doing. While it has many disadvantages, it is not easy to understand. 
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[bookmark: _Toc94310380]1.0 Introduction:
An income statement and balance sheet can be used in ratio analysis to examine a company's liquidity, operational efficiency, and profitability. In order to assess a company's financial health, investors and analysts look at its past and present financial statements. A company's historical performance may be compared to its projected future performance using comparative data (La Rosa, 2021). A firm 's financial health may also be compared to industry standards and compared to its rivals using this data. Hotel chain Jurys Inn maintains several properties in the United Kingdom and Northern Ireland. As an accountant of the U.K regions, I have been asked to prepare a report where profitability ratios, liquidity ratios, and gearing ratios will be analysed for 2019 and 2020. Besides, financial trends will be analysed in this task. Moreover, the limitations and benefits of ratio analysis will be discussed in this task. 


[bookmark: _Toc94310381]2.0 Financial analysis:
[bookmark: _Toc94310382]Profitability ratios:
Long-term profitability is assessed using profitability ratios that take into account earnings, resources on the financial statements, operating costs, and equity in the overall organisation. Profitability and shareholder value may be shown through the effective utilization of a company’s resources. When it comes to sales profitability and cash flow, a better ratio or statistic implies that the company is performing well (Corporate Finance Institute, 2022). When comparing a company to its peers or past times, the ratios are most beneficial. There are different types of profitability ratios. The following figure represents them:
[image: What are Profitability Ratios? definition and meaning - Business Jargons]
[bookmark: _Toc94310407]Figure 1: Profitability ratios
Source: (Business Jargons, 2022)
In this report, the above profitability ratios of hotel chain Jurys will be analysed. The following table represents the analysis:
	Ratios Name
	Formula
	2019
	2020

	[bookmark: _Hlk94737560]Gross Profit Margin 
	[bookmark: _Hlk94737624]=Gross profit /Net sales × 100
	= (5050 / 5500) × 100 = 91.819 % 
	= (5150 / 6000) × 100 = 85.833%

	[bookmark: _Hlk94737778]Net Profit Margin 
	[bookmark: _Hlk94737807]= Net profit / Net sales × 100
	= (4008 / 5500) × 100 = 72.873 %
	= (4073/ 6000) × 100 = 67.883% 

	[bookmark: _Hlk94737918][bookmark: _Hlk94737962]Return on Assets 
	=Net profit /Assets × 100
	= (4008 / 6226) × 100 = 64.375% 
	= (4073/ 6274) × 100 = 64.919%


[bookmark: _Toc94310423]Table 1: Profitability Ratios Calculations
Source: (Self-Made)
[bookmark: _Toc94310383]Liquidity Ratios:
An essential financial indicator used to assess the ability of a debtor to fulfil their current debt obligations without the need for additional financing is the liquidity ratio. The ability of a company to pay its obligations and its safety margin is assessed using liquidity ratios (Boronenkova, Mironova and Popov, 2019). Liquidity ratios can be used to assess a business's capacity to meet short-term liabilities and cash flows. The following figure represents the liquidity ratios:
[image: A picture containing diagram
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[bookmark: _Toc94310408]Figure 2 Liquidity ratios
Source: (Walsh, 2019)
The calculations of liquidation ratios are presented below:
	Ratios Name
	Formula
	2019
	2020

	[bookmark: _Hlk94738974]Current Ratio 
	[bookmark: _Hlk94739019]= Current Assets/ Current liabilities 
	= 3065/1339
= 2.29:1
	= 3240/ 1616
=2.00: 1 

	[bookmark: _Hlk94739161]Cash Ratio 
	[bookmark: _Hlk94739195]= (Cash + Stocks)/ Current liabilities
	= 1455/1339
=1.0866:1 
	= 1425/ 1616
=0.882:1


[bookmark: _Toc94310424]Table 2: Liquidity Ratios
Source: (Self-Made)
[bookmark: _Toc94310384]Gearing Ratios:
The ratio of debt-to-equity capital used to support a company's operations is known as gearing. Companies with high gearing ratios have a higher debt to equity ratios than usual, which increases their vulnerability to financial disaster. A company's gearing measures how much money it borrows from lenders versus how much money it raises from shareholders (Robertson, 2020). The industry in which a business works determines the proper degree of gearing. As a result, the gearing ratio of a corporation should be compared to the gearing ratios of similar companies. The following table calculates the gearing ratio of hotel chain Jurys:
	Ratios Name
	Formula
	2019
	2020

	[bookmark: _Hlk94739733]Debt to Capital Ratio 
	[bookmark: _Hlk94739743]= Total debt/Capital 
	= 1489/2068
=0.720:1 
	= 1761/ 2056
=0.8565:1


[bookmark: _Toc94310425]Table 3: Gearing Ratio
Source: (Self-Made)
[bookmark: _Toc94310385]2.1 Financial Trend analysis:
[bookmark: _Toc94310386]Profitability ratios:
Using profitability measures, investors can see how well a company can profit from its sales activities, balance sheet assets, and shareholder equity. Indicators of a company's profitability and wealth creation for its shareholders include its profitability ratios (Corporate Finance Institute, 2022). The following table summarises the profitability ratios for the years 2019 and 2020:
	Ratios Name
	2019
	2020

	Gross Profit Margin
	91.819 %
	85.833%

	Net Profit Margin
	72.873 %
	67.883%

	Return on Assets
	64.375%
	64.919%


[bookmark: _Toc94310426]Table 4: Profitability ratios comparison 
Source: (Self-Made)
By comparing the values of 2019 and 2020, it can be seen that the gross profit margin at 2020 has been reduced from 2019 because due to a pandemic, visitors or travellers could not move from one place to another place; therefore, the hotel remained vacant most of the time at 2020. Besides, a reduction in net profit margins might be noticed in 2020 compared with 2019,. This has been reduced due to the pandemic. However, the return on assets has little been increased at 2020 from 2019. This has been increased because debtors have little increased from 2019. 
[bookmark: _Toc94310387]Liquidity ratios:
Liquidity ratios are used to gauge a company's ability to satisfy short-term financial obligations. According to the balance sheet, a company's efficiency was determined by its assets, leverage, and other financial criteria (Schoenebeck and Holtzman, 2019). The following table summarises the liquidity ratios for the years 2019 and 2020:
	Ratios Name
	2019
	2020

	Current Ratio 
	2.29:1
	2.00: 1

	Cash Ratio 
	1.0866:1
	0.882:1


[bookmark: _Toc94310427]Table 5: Liquidity ratios Comparison
Source: (Self-Made)
By comparing the values of 2019 and 2020, it can be seen that the company's assets for fulfilling short term obligations have been reduced than in 2019. This has been reduced due to the increase of liability. The cash ratio indicates the company's immediate ability to pay the obligations. The cash ratio has been reduced to 2020 than 2019. The value of 2020 indicates that the company could not pay the immediate short-term obligations, but in 2019 it was able to pay. 
[bookmark: _Toc94310388]Gearing Ratios:
The debt-to-capital ratio formula measures how much of the company's capital is used to service its debt obligations. By definition, a corporation with assets over liabilities will be able to meet its obligations by selling assets if necessary (Corporate Finance Institute, 2022). The lower the debt-to-asset ratio, the safer the business. The following table summarises the debt to capital ratio for the years 2019 and 2020:
	Ratio Name
	2019
	2020

	Debt to Capital Ratio 
	0.720:1
	0.8565:1


[bookmark: _Toc94310428]Table 6: Gearing ratio Comparison
Source: (Self-Made)
By comparing the value of 2019 and 2020, it can be seen that the value has been increased than the previous year. The value has been increased because both the debt and the company's capital have increased. As previously stated, the less the value, the more the company can pay the debt by selling assets. As the value increased in 2020, the company’s ability to pay the debt has little been reduced. 
[bookmark: _Toc94310389]3.0 Importance of understanding ratios and their fluctuations in hotel business:
Financial measures related to hotels are needed to assess the sector and individual firms' performance because of the sectors' high reliance on long-term fixed and tangible assets. To measure the financial performance of two years, Hotel chain Jurys Inn has used some ratio analysis techniques, including profitability ratios, liquidity ratios, and gearing ratios. Below the importance of understanding these ratios are presented:
Liquidity ratios: Liquidity ratios, which are publicly available, are used to assess a company's ability to meet its short-term financial obligations. In summary, it evaluates a company's capacity to meet its short-term commitments with the short-term assets it now has available to do so. There are several short-term liabilities in the hotel sector, such as salary and wages, equipment leasing, and other short-term obligations. Because the sector is dynamic, organisations must have enough current assets to meet their current liabilities (DeFranco and Lattin, 2017). Understanding liquidity ratios will help hotel chain Jurys Inn to see whether it has been able to pay the short-term obligations or not because without paying short term obligations, the company could not run its operation while having excess short-term assets reduce the company’s earnings because by investing the company could earn much profit than keep the assets idle. Besides, understanding fluctuations will help the company to decide whether they should invest the money or not.
Profitability ratios: Gross profit margin of the hotel industry is high than other industries because there is no cost of goods sold in the hotel industry, but the net profit margin of this industry is comparatively low than other industries because the operation cost is high in this industry than other industries (Schoenebeck and Holtzman, 2019). Knowing profitability ratios will help hotel chain Jurys Inn in seeing whether the Gross profit has increased or not. If the gross profit has not increased, the customers are not visiting the hotels more. Therefore, the company could take measures while if the operating margin ratios are not increased than the previous year or reduced, it will indicate that the organisation's efficiency level has been reduced; therefore, the company could increase it. 
Gearing ratios: The hotel management can learn about a company's long-term financial stability by looking at gearing ratios. These ratios assess a company's long-term debt repayment capacity. There are a lot of long-term obligations in the form of debt and current liabilities in the hotel business (Borovčanin, 2019). Knowing gearing ratios such as debt to capital ratio will help hotel chain Jurys Inn to understand how much assets it has to pay the debt by selling the assets. The lower the value, the higher the capacity. The company can then take necessary measures if the value has been reduced. Therefore, knowledge is essential. 
Based on the above discussion, it can be said that knowing the ratios will help the management of Jurys to run their business successfully and smoothly in the competitive period. 
[bookmark: _Toc94310390]4.0 Benefits and limitations of ratios:
Instead of comparing individual line items on each balance sheet, ratio analysis uses meaningful percentages to compare financial statements as a whole. Ratio analysis has some benefits and limitations. Below the benefits and limitations are presented:
	Benefits
	Limitations 

	Foreseeing and planning may be done through trend analysis.s
	Financial reports appear to be challenging to understand.

	It helps in predicting the budget for the organisation by examining prior patterns.
	A comparison of two organisations from different industries may be unclear because of external variables such as market structure, regulation, etc.

	It aids in figuring out how well a business or organisation is doing its job.
	There is much room for interpretation in financial accounting data. Ratio analysis is less useful in these situations because accounting criteria supply multiple accounting techniques, which lowers comparability.

	Users of accounting information can gain much insight into the business's health by looking at this data.
	Ratio analysis shows correlations between previous data, but consumers are more interested in the current and future datasets.

	This tool makes it easier to compare two or more companies.
	

	It aids in assessing the firm's short- and long-term liquidity and solvency.
	


[bookmark: _Toc94310429]Table 7: Benefits and Limitations of Ratio analysis
Source: (Thakor, 2015)


[bookmark: _Toc94310391]5.0 Conclusion:
Before making future choices, business executives who wish to know their company's financial strengths and weaknesses might benefit significantly from using ratio analysis. Use this tool to evaluate the company's current and future financial situation and performance (La Rosa, 2021). Analysing the company's capacity to meet its financial commitments and expectations is done using ratio analysis. According to the Jurys Inn ratio research results, the company underwent some transformation between 2019 and 2020. Profitability ratios show that this hotel chain's profits have plummeted due to the epidemic. Besides, by looking at liquidity ratios, it can be seen that this organisation reduced the capacity to pay the short-term debt because due to the pandemic, this hotel had many short-term obligations. Besides, by looking at the debt to capital ratio, it can be seen that the company’s capacity to pay long term debts by selling its assets has little been reduced than 2019. This mainly occurred due to the covid-19 pandemic.
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