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FINANCIAL RATIO ANALYSIS
Financial ratios play a crucial role in determining the relationships between different accounts in the financial statements to conclude a company's financial health. The ratios are constituted according to some general features that aid in classifying them into different types of ratios. The categories are Liquidity ratios, gearing ratios, and profitability ratios. This paper seeks to compute various financial ratios on the 2019 and 2020 financial reports of Jury Inn Company.
1. LIQUIDITY RATIOS 
These ratios evaluate the company's capacity to pay its current obligations from the cash generated using the current assets. The liquidity ratio considers the statement of financial position current in evaluating its ability to meet its current financial obligations. It further implies that a business has the highest ability to settle its current liabilities using its liquid assets (Sikveland et al., 2022 pg.110). The liquidity ratios aid the management with planning and budgeting operational activities to avoid running out of cash to pay any short-term obligations when due (Bacha,2022 pg.5). Various liquidity ratios focus on diverse aspects of the company, such as the current ratio, quick ratio, and working capital.


a) Current Ratio
The current ratio relates current liabilities with current assets. The values obtained show whether the current assets are sufficient to settle the current liabilities (Hales, 2011). It is calculated as follows: 
 
The current ratio for Jury Inn Company for the years 2019 and 2020 is:
 
 
The above-computed ratio indicates the abilities of Jury Inn Company. Both ratios of 2019 and 2020 are above one, meaning that the current assets can cover all obligations. Despite a slight decreasing trend of the ratio by 0.29, Jury Inn Company shows positive results of no liquidity problems as the current assets exceed the current liabilities.
b) Quick Ratio
The Quick ratio defines how well a company can meet its short-range financial debts. The standard rule of thumb says that businesses with a quick ratio superior to one are suitably able to realize their short-term obligations.
The quick ratio for Jury Inn Company for the years 2019 and 2020 is:
 
 
 
Jury Inn Company is in a position to accomplish its immediate obligations as it has recorded a quick ratio of greater than one in both years. A decreasing trend experienced from 1.21 to 1.13 puts Jury Inn at risk of progressing towards a ratio of less than one. The decreasing ratio can be explained by the increasing debt, which is evident in 2019, the current liabilities were at £1339 compared to 2020, which are at £1616. Hence, Jury Inn can sufficiently settle its current liabilities even with unsold inventory.
c) Net Working Capital
It characterizes the capital amount in a company's turnover. The working capital is considered positive when the current assets surpass the current liabilities, which explains the company will not suffer a liquidity crunch in the forthcoming(Bacha,2022 pg.6).. In the case of negative working capital, it converses that the firm may not repay its current liabilities when due. This metric determines the difference between the current assets and current liabilities.
The working capital for Jury Inn Company for the years 2019 and 2020 is:
   
   
    
In both 2019 and 2021, the current assets exceed the current liabilities, indicating that Jury inn is not at the risk of suffering a liquidity crunch in the future. When Jury Inn decides to settle all current due liabilities, it will remain with £1726 and £1624 as existing assets.
2. PROFITABILITY RATIOS
The profitability ratios comprise ratios that evaluate a company's ability to generate profit. They demonstrate the amount of profit a company makes in each pound of revenue (Kim et al., 2005 p.72). These ratios are vital for investors as they assist in weighing the different investment options. The profitability ratios of concern in the Jury Inn Company will be the Net and gross profit margin.
a. Net Profit Margin
It is referred to as the profit amount a company earns through sales. A high net profit margin ratio indicates that a business earns more profit on each sale made (Hales, 2011). Hence, a low net profit margin means a risk of declining sales, which will erase gains and eventually lead to a loss.
The net profit margin for Jury Inn Company for the years 2019 and 2020 is:
 
 
 
In 2019, 72.87% of the total sales of Jury Inn Company became the net profit. This implies the company has £0.73 of net income for each pound sale. In 2020, only 67.88% of the total sales became the net profit. There is a declining trend meaning that the net income for each pound has decreased.
b. Gross Profit Margin
The gross profit ratio determines the extent of the remaining proceeds after deducting the cost of goods sold. IT relates a company's gross profit to its revenue. Hence, a low gross profit margin indicates the company has a higher COGS (Kim et al., 2005 p.72).
The gross profit margin for Jury Inn Company for the years 2019 and 2020 is:
 
 
 
Jury Inn remained 91.82 % in 2019 and 85.83 % in 2020 of the total revenue. This covers the operating expenses after deducting the cost of goods sold. This implies that the COGS only consumed 8.18 % and 14.17% of the generated revenues in 2019 and 2020, respectively.
3. GEARING RATIOS 
These are financial metrics that focus on the long-term financial stability of a company by comparing debt to the shareholders' equity to assess the amount of the company's financial strength and leverage (Hales, 2011). Gearing evaluates the company's operations funded via debt versus the equity funding from shareholders.
i. Debt to Asset Ratio
This ratio indicates the number of assets financed by debt. It measures the total debts against the total assets.
The Debt Asset ratio for Jury Inn Company for the years 2019 and 2020 is:
 
 
 

Jury inn has a low debt ratio in 2019 and 2020 as both 0.20 and 0.22 are less than one. This implies low risk, which is promising for the company because it is less reliant on leverage; hence the business has a strong equity position (Kim et al., 2005 p.74). The increasing trend from 2019 to 2020 does still favorable for Jury Inn as it ranges from 0.00 to 1.00. The company's assets are safe, and it is easy for Jury Inn to obtain new loans for fresh projects.
Conclusion
Jury Inn Company's financial strength lies in its focus and ability to earn profits and pay its obligations when due. The analysis of liquidity ratios has revealed that Jury Inn can adequately settle its current liabilities with its current assets. The profitability ratios are pretty high, implying that Jury Inn can drive substantial earnings, so less risk is associated with the company (Hales, 2011). The gearing ratio analysis established that Jury Inn is less dependent on leverage. Hence, low leverage acts as Jury Inn's key financial strength in 2019 and 2020. Despite a decreasing trend experienced in some ratios from 2019 to 2020, the analysis of Jury Inn's financial reports of its liquidity, profitability, and gearing indicates a positive performance in 2019 and 2020. Therefore, Jury Inn's financial performance in 2019 and 2020 was impressive.
QUESTION TWO SOLUTION.
Ratio analysis plays a vital role in analyzing financial statements, performance comparison, making plans, and detecting threats and opportunities. Exploring the ratios signifies a significant discrepancy between allotting the resources to a promising and successful company or an appalling one (Asdullah et al., 2015 p.50). The hotel management's understanding of the ratios is vital for the company's success. It creates an advantage in investments comparison. Comparison of the figures on the cash flow, balance sheet, income statement makes room to measure the possibility of financial safety of the company.
The ratio fluctuations bring mediation on realizing the correct strategies from the trade aspect to abate failing to meet the stock prospects. Additionally, ratio analysis plays a crucial role in benchmarking the hotel's performance compared to the industry competitors, assessing competitive advantage, strengths, opportunities, weaknesses, and threats revenue (Kim et al., 2005 p.68). The hospitality industry has plenty of current liabilities in equipment leasing, salaries and remunerations, and short-range liabilities. Hence, a set of long-term assets are of great importance to effectively run the hotel industry. The hotel management's understanding of the debt ratios will help them know the industry's capacity to realize its long-term and short-term debts. It is also a cyclical industry, prone to an economic downturn. 
The ratios aid in the resourceful use of its liabilities and assets and identify whether the hotel resources are over-utilized or underutilized (Sikveland et al., 2022 pg.121). The hotel management can make informed decisions depending on the various ratio categories. The ratios can capture when the hotel could be facing financial troubles in repaying debt; hence, hotel management should understand the meaning of several ratio categories (Easton et al., 2018). Understanding the ratio fluctuations help in identifying the various operational risks and taking corrective actions; therefore, the hotel management can make informed decisions.
QUESTION THREE SOLUTION
There is the extreme importance of defining financial ratios in the tourism and hotel industry. The industry encompasses fixed and tangible assets; hence it requires specific identification of financial ratios to precisely evaluate the industry's overall performance and the associated individual companies to aid in decision making (Sikveland et al., 2022 pg.130). The following are benefits and limitations of using ratio analysis in the hotel and tourism industry:

Benefits.
· Ratio analysis aid in planning and forecasting the various trends depicted from profits, sales, and other factors used in computing the relevant ratios. It further indicates the degree of operating efficiency in the hotel and tourism industry management, especially in the utilization of assets (Easton et al., 2018). Hence the different activity ratios computed aid the firm in knowing its solvency position as the hotel industry depends on the sales revenue generated from utilizing its assets. Ratio analysis further aids as an incentive for strategic change within the industry, providing the management with pertinent control and feedback as ratio estimates shift in response to various organizational variations (Asdullah et al., 2015 p.50).
· The ratios give informed decisions on where to control the cost and performance of a hotel's different departments. Ratios like return on equity and net profit margin are effective means of communication in informing the progress made by the hotel. Ratio analysis indicating the liquidity position lets the hotel management know the industry's ability to meet its obligations and make informed verdicts on having creditors and suppliers of the various needed loans (Sikveland et al., 2022 pg.141).
· Financial ratios are vital tools for quantitative analysis through various ratios that evaluate long-term and short-term operational and financial performance. This makes them helpful in identifying trends in the hotel and tourism industry that provide alerting signs at the right time to make needed changes (Asdullah et al., 2015 p.52). The ratios can measure important variables essential to the industry, making it possible for the hotel management to benchmark against the threats, opportunities, weaknesses, and strengths.


Limitations.
· Non-pecuniary information that is not replicated in the ratio analysis through the financial statements is gaining importance due to the uncertainty and volatility of the business environment. In particular, the Corona various Outbreak affected the hotel and tourism industry (Santoso, 2021). This challenges ratio analysis as its trend in today's time is not more predictive, yet the significance of historical numbers is decreasing day by day. 
· The hotel and tourism industry is faced with seasonal effects that lead to a significant change in the operational structure. When these changes occur, comparing financial metrics after and before the alteration could lead to ambiguous inferences on the industry's performance and projections (Chouliaras, 2012 pg.90). The incapability to amend the ratio analysis to the cyclical effects often leads to incorrect elucidations of the resulting analysis.
· There is possible manipulation of financial statements within the hotel organization to suit an enhanced result than the authentic performance. Therefore, ratio analysis does not reveal the precise nature of the hotel industry performance as the falsification of figures is not easily identified (Harrison, 2003 pg.151). Moreover, the ratios account for only one variable, whereas variables like economic conditions and Government policies are vital for the hotel and tourism industry; hence the ratios cannot always give an accurate picture.
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Current Ratio, Quick Ratio

2019	
Current Ratio	Quick Ratio	2.29	1.21	2020	Current Ratio	Quick Ratio	2	1.1299999999999999	YEARS
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DEBT TO ASSET RATIO

2019	
Debt to Asset ratio	0.1968	2020	Debt to Asset ratio	0.22320000000000001	YEARS
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