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Analysis of the Financial Statements for Jurys Inn for 2019 and 2020
Executive Summary
 Undertaking a financial reporting at different times in the performance of a business is a critical and essential process. This financial reporting leveraging financial ratios, undertakes to analyze the various specific financial line-items as extracted from the financial statements of 2019 and 2020. The analysis of the different financial line –items are set to provide insights into the various aspects of performance of the hotel’s chain during the periods under review. 
Specifically, this financial report has dealt with the determination of the levels and variance of profitability, the hotel’s level of indebtedness, levels of effectiveness in both management and efficient operations. The report further provide for a more timely and insightful aspects that will be critical to the management and the other interested stakeholders to make more informed and rational decisions concerning the hotel’s operations and sustainability. Subsequently, the report will establish a comparative performance on the different individual ratios falling under the different categories of financial ratios; profitability, liquidity, and gearing ratios. 






Introduction
 	 Jurys Inn is a leading manager of various hotels within the hospitality industry in the United Kingdom and in the Northern Ireland. Under the arrangement with the different hotels, Jurys Inn is responsible for the internal financial management of the each hotel in the portfolio, and further concerned with strategy setting for each of the client hotel to make them more competitive, profitable, and sustainable in the industry. 
For Jurys Inn to effectively continue managing the different portfolio hotels both in the United Kingdom and Northern Ireland, there is need to clearly understand the company’s internal effectiveness and sound management capabilities. In establishing the company’s managerial effectiveness and its positioning in continuing to provide its services to the different hotels, an insightful analysis of its financial performance is essential. Through the analysis and interpretation of the different line-items within the financial statements; the balance sheet and the profit and loss Account critical and insightful information will be obtained to facilitate decision making. 
Critically, the report will be based on the calculation and interpretation of profitability ratios, liquidity ratios, and gearing ratios. The profitability ratios perspective will be to assess the company’s ability to generate profits relative to its revenue, operational costs, and its assets as presented in the balance sheet, and the company’s shareholders’ equity over the period under review. In determining the company’s ability to pay up its debt obligations during the periods under review, the report will comprehensively undertake the application, calculation, and interpretation of the relevant liquidity ratios. Financing of the operations is a critical determinant of the levels of the company’s sustainability. Based on the need to determine the financing of the operations of the company during the financial years under review, the report will undertake to calculate, interpret gearing ratios. Through the gearing ratios, the company’s financial leverage will be establish through the gaining insights on the degree to which its operations are funded either through debt financing versus equity capital. 
Financial Analysis
 	This section comprehensively undertake the definition, calculation, and interpretation of the figures established for each of the years under review. The interpretation for each ratio will be critical for the company’s management in making the most relevant decision for the organization under different aspects of management. 
(a)Profitability ratios 
(i)Gross Profit Margin
 	The Gross Profit Margin is a profitability ratio that measures how much profit a company makes after paying off all the associated costs of selling its products. The ratio is expressed as a percentage, and calculated by dividing gross profit by the net revenues, and multiplying the result by 100%. A lower gross profit margin indicates that the company is making low profits and that the products are most likely underpriced (Van Calster et al., 2018). A higher Gross profit margin demonstrates that the company is making reasonable profits on its products thus is able to have control on its overhead costs.  
Gross Profit Margin for 2019
Gross Profit Margin=Gross Profit /Sales ×100
                 = 5,050/ 5,500×100
                 =91.8%
Gross Profit Margin for 2020
Gross Profit Margin=Gross Profit /Sales ×100
                 = 5,150/ 6000×100
                 =85.83%
The company had a higher Gross Profit Margin in the year 2019 than in 2020. The possible causes in the decline of the Gross Profit Margin between the years under review are accredited to the increased costs of sales, and possible decline in the demand for hospitality services following the effects of COVID-19 Pandemic which had a global impact. 
(ii)Net Profit Margin
 	 The Net Profit Margin is critical profitability ratio that basically measures the amount of income earned by a company in relation to the revenue generated during a specified trading period. Higher percentages of the financial ratio demonstrates a higher efficiency of the company into converting the sales into actual profits for the company (Van Calster et al., 2018). 
 Net Profit Margin 2019
Net Profit Margin=Net Profit/ Sales ×100
              = 4,008/ 5,500×100
              =72.8%
Net Profit Margin 2020
Net Profit Margin=Net Profit/ Sales ×100
               = 4,073/ 6000×100
               =67.88%
2020 recorded a decline in the Net Profit Margin, the decline was most likely costs by the increased costs of operations and expenses of running the company, and generally the costs of the merchandize that the portfolio hotels deals in as occasioned by high costs and low sales volumes brought about by the effects of COVID-19 Pandemic on the hospitality industry. 
(iii)Return on Capital Employed (ROCE)
 As a profitability ratio, Return on Capital Employed (ROCE) measures a company’s profitability relative to the amount of capital invested in the company. The ratio determines how efficiently the company is employing its capital in the generation of its profits. The calculation of ROCE is critical in demonstrating the amount of profit that the company generates per £1 of capital employed in the business. Higher ROCE indicate stronger profitability across different periods. ROCE is calculated by dividing the EBIT (Earnings Before Interest and Tax)by Capital Employed(Van Calster et al., 2018). 
Return on Capital Employed (ROCE) 2019
Return on Capital Employed (ROCE) =EBTI/Capital Employed× 100
                                =3988/6226×100
                                 =64%
Return on Capital Employed (ROCE) 2020
Return on Capital Employed (ROCE) =EBTI/Capital Employed× 100
                               =4055/6274×100
                               =65%
The Year ended 2020 recorded an improved earnings per £1 of capital employed in the business by recording a £0.01 for every £1 compared with the previous year. The company slightly became efficient in its profit generation relative to the capital employed. 
(b)Liquidity Ratios
(i) Current Ratio
 	Current Ratio is part of the liquidity ratios that essentially determines a company’s ability to meet its short financial obligations through the use of the available resources. The current ratio is calculated by dividing the company’s Current Assets by its Current Liabilities. A good current ratio for a company should range between 1.5 to 3, any figure from 1 and below indicates that the company’s current liabilities are most likely more than its current assets which thus would mean that the company would not be able to meet its short-term obligations adequately(Van Calster et al., 2018). 
Current Ratio 2019
Current Ratio=Current Assets/Current Liabilities
             = 3065/ 1339
             =2.28
Current Ratio 2020
Current Ratio=Current Assets/Current Liabilities
		= 3240/ 1616
		=2.0
The company’s Current Ratio reduced in 2020 by 0.28 indicating that the company’s Current assets reduced by 28% thus lowering the company’s ability of meeting its short-term financial obligation by 28%. 
(ii)Quick Ratio
 	The Quick Ratio is a liquidity ratio that helps in determining a company’s ability to meet its financial obligations in the short run without the need to sell of the inventory or obtaining additional financing sources. A ratio of 1 and above is an indication of the company’s ability or being equipped to pay off its current liabilities (Van Calster et al., 2018).  
Quick Ratio 2019 
Quick Ratio=Current Assets Total- Stock / Current Liabilities Total
           = (3065- 1450)/ 1339	=1.2
Quick Ratio 2020
Quick Ratio=Current Assets Total- Stock / Current Liabilities Total
		= (3240- 1420)/ 1616
 		=1.12
(iii) Cash Ratio
 	 The Cash Ratio is a liquidity ratio that demonstrates a company’s ability to cover its all short-term financial obligations through the use of its cash reserves and cash equivalents. The metric measures the available cash and cash equivalents to the current liabilities that the company has, the cash and cash equivalents taken into consideration near-cash resources such as the easily marketable securities and cash at hand and at bank. A cash ratio of 0.5 to 1 demonstrates the company’s ability to pay off all its short-term financial obligations and its current liabilities with enough funds left over (Van Calster et al., 2018). 
Cash Ratio 2019
Cash Ratio=Cash + Cash Equivalents / Current Liabilities
         = 10,000+5,000/1339, 000
	=0.011
Cash Ratio 2020
Cash Ratio=Cash + Cash Equivalents / Current Liabilities
		= 15,000+5,000/ 1,616,000
		=0.012
The company had a relatively low cash ratio for the two years under review. The company was demonstrated to have been unable to meet its short-term obligations through the use of its cash and cash equivalents. 
(c)Gearing Ratios
 (i)Debt-to-Equity Ratio
Debt-to-Equity Ratio is a critical gearing ratio that determines the amount of total debt that a company draw against the total shareholders equity raised in the company. The ratio indicates the percentage of debt that the company leverages on debt. The ratio is critical in giving insights into the leverage position of the company in funding its operations and activities. The ratio is determined by dividing the company’s total debt by the total equity in the business (Van Calster et al., 2018).
Debt-to-Equity Ratio 2019
Debt-to-Equity Ratio=Total Debt /Total Equity ×100
						=450,000/2,068,000×100
						=21.76%
Debt-to-Equity Ratio 2020
Debt-to-Equity Ratio=Total Debt /Total Equity ×100
			=645,000/ 2,056,000×100
			=31.37%
The company leverage on debt in funding its operations and activities considerably stayed low, an indication that the company relies on its equity in financing its operations. 
(ii)Equity Ratio
 	The Equity ratio is representation of the total equity that a company and how what part of it is used in financing the assets of the company. A firm’s assets that are financed by the shareholders’ investments (equity) will demonstrate the firm’s ability to remain financially sound from the demerits associated debt financing. A higher percentage of Equity Ratio is preferably since it demonstrate a business more funded by less debts. 
Equity Ratio 2019
Equity Ratio= Total Equity/Total Assets×100
		= 2,068/ 3065× 100
             =67.47%
Equity Ratio 2020
Equity Ratio= Total Equity/Total Assets×100
		= 2,056/ 3240×100
		=63.45%
Financial Analysis Trends
	Ratio
	2019
	2020
	Deviation 

	Gross Profit Margin
	91.8%
	85.83%
	-5.97%

	Net Profit Margin
	72.8%
	67.88%
	-4.92%

	ROCE
	64%
	65%
	+1%

	Current Ratio
	2.28
	2.0
	-0.28

	Quick Ratio
	1.2
	1.12
	-0.08

	Cash Ratio
	0.011
	0.012
	+0.001

	Debt-to-Equity Ratio
	21.76%
	31.37%
	+9.61%

	Equity Ratio
	67.47%
	63.45%
	-4.02%






Profitability 
 	A critical analysis on the performance of the company through the profitability ratios; Gross Profit Margin, Net Profit Margin, and ROCE demonstrated a reduction, and minimal performance of the company. There are significant reduction in the profitability between 2019 and 2020. The company employed inefficient operating activities and also faced increased costs of operations. 
The analysis of these ratios associated with profitability would mean that the management has to institute appropriate strategies such as; increasing sales among the current customers, acquire new customers, and boost the company’s operational efficiency to help cut on costs so as to maximize on the profits. 
Liquidity
 	 A trend analysis between the two financial years displays a significant fall in the liquidity ratios; Current Ratio and Quick Ratio. The reduction in the two essential ratios demonstrates the company’s acquisition of more current liabilities at the expense of current assets thus exposing the company to more financial challenges in financing its short-term financial obligations. 
The management will have to devise strategies of improving the liquidity of the company. Increasing current assets through pressing customers to pay in time will increase the amounts of cash available in the company. The company will need to reduce and reschedule its short term loans and overdrafts by converting them in long-term debts, and reorganize repayment of creditors’ payments. 

Gearing
 	As part of improving its gearing capabilities, the management will have to undertake three critical strategies; application of efficient debt management, work on increasing the company’s profits generation, and reducing its operational expenses 
Importance of Understanding the Financial Ratios for Hotel management
Understanding financial ratios is critical in determining and evaluating the performance of the hotel. With the determination of the various financial ratios, the management will be enabled to make comparisons between different periods, between the hotel and its competitors in the industry (Bačík et al., 2019). The interpretation of the different categories of the financial ratios enables the management to determine and set the appropriate strategies for the hotel so that the company’s challenges of poor performance and competitiveness could be sorted out. 
Benefits and Limitations of Using Ratio Analysis to Aid Decision Making
 	 Ratio Analysis involves the examination and interpretation of the different figures as they appear in the financial statements. The process of ratio analysis establishes both numerical and quantitative relationships between figures obtained from the financial statements thus ascertaining the current financial position and its historical performance. The benefits of ratio analysis in decision making is that the figures or percentages obtained are critical in aiding; forecasting, planning, budgeting, measuring efficiency levels, and providing signal to possible corporate challenges (Easton et al., 2018). Decisions are therefore based on the interpretation of the different ratios. 
	However, ratio analysis has several limitations which therefore limits the levels of decision making for a company. Financial statements provide limited information. Information obtained from financial statements are historical, therefore are not current. Financial statements are also prepared based on different accounting policies and standards therefore making it challenging to compare different companies’ performance (Easton et al., 2018). 


Conclusion 
 	Analyzing a company’s performance through the application of ratio analysis critically enables the management to gain more insights in the performance of the company historically. With the insightful information, the management is enabled to make decisions based on quantitative information. However, the process of ratio analysis is not perfect and therefore the management have to apply different strategies or methods of decision making so that the decisions made are appropriate and in line with the company’ s strategic concerns. 
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