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[bookmark: _Toc94728140]Executive Summary
The report has been prepared to analyse the financial performance of Jurys Inn, a company that manages hotels in the UK and Northern Ireland Region. So for this, at first, an introduction of the whole study is given. Then the ratios regarding profitability, liquidity and gearing ratios have been calculated from the financial statements.
It has been seen that the company is performing well in respect to profitability as it holds higher ratios than the benchmark. It also holds good ratios in terms of short-term debt payment capability and debt management. But, the issue lies within the cash receipt from the debtors and payments to the creditors. This company needs to focus on this issue to achieve greater results in the future.
Then, from trend analysis, it has been seen that the company is having a good trend in respect to every ratio. Apart from that, the importance of ratio analysis and its advantages and limitations have also been discussed in the next sections. After all the analyses have been done, it was concluded that, Jurys Inn has a good prospect in terms of financial performance in the future.
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[bookmark: _Toc94728141]Introduction
A financial or accounting ratio measures or compares the data, which are presented in financial statements of a company from different perspectives. In general, the line items data from the income statement, balance sheet are taken to detect insights about the profitability, liquidity, efficiency and solvency of a company (Marsha & Murtaqi, 2017). The Jurys Inn is no different from this perspective. As a company operating in the hospitality industry in the UK and Northern Ireland, it needs to keep eye on the financial performances and compare them on a year-to-year basis. Ratio analysis is one of the most effective ways to compare both internal and external data and leads the way to compare the trend of the company and compare it to the industry. This study analyses the given data to calculate the profitability, liquidity and gearing ratios and discusses the trend found from there. It has also discussed the necessity and limitations of using ratio analysis within the hotel and tourism industry.
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There are different ratios to analyse the financial performance of a company.
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Figure 01: Financial Ratios
Source: Adapted from Rashid, 2018

[bookmark: _Toc94728143]Profitability Ratios
Gross Profit Margin
This ratio shows the management's capabilities to generate revenue (Purba & Septian, 2019). This ratio for 2019 & 2020 is calculated below:
	Formula
	2019
	2020

	
	Calculation
	Result
	Calculation
	Result

	Gross Profit  	x 100          
Sales
	5,050  		x 100          
5,500
	91.82%
	5,150  		x 100          
6,000
	85.83%


Table 01: Gross Profit Margin 
Source: Own Calculation
From the table, it can be seen that they are way over the industry benchmark (40%). So, the company is in a good situation here. 
Net Profit Margin
Calculations are as follows:
	Formula
	2019
	2020

	
	Calculation
	Result
	Calculation
	Result

	Net  Profit  	x 100          
Sales
	4,008  		x 100          
5,500
	72.87%
	4,073		x 100          
6,000
	67.88%


Table 02: Net Profit Margin
Source: Own Calculation
This ratio measures how much net profit is generated from the revenue. Like gross margin, it is doing significantly well in this respect too.
Return on Capital Employed (ROCE)
The calculations are shown below:
	Formula
	2019
	2020

	
	Calculation
	Result
	Calculation
	Result

	Profit before Interest  	x 100          
Total Assets less Current Liabilities
	4,028  		x 100
6,226
	64.70%
	4,091		x 100
6,274
	65.21%


 Table 03: ROCE
Source: Own Calculation
In 2019, the company was able to generate profit at 64.70% from the assets and in 2020, it was 65.21%. As the ratio benchmark is 20%, it means that the performance is quite well.
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Total Asset & Working Capital Turnover
This ratio for 2019 & 2020 is calculated below:
	Formula
	2019
	2020

	
	Calculation
	Result
	Calculation
	Result

	Sales Turnover  	 
Total Assets less Current Liabilities
	5,500
6,226
	0.88 times
	6,000
6,274
	0.96 times

	Sales Turnover  	 
Net Current Assets 
	5,500
1,726
	3.19 times
	6,000
1,624
	3.69 times


Table 04: Asset Turnover Ratios
Source: Own Calculation
This ratio shows how efficient the company is at generating revenue from assets (Irman & Purwati, 2020). The benchmark for working capital turnover is 1.5-2 times. As Jurys Inn held 3.19 times turnover in 2019 and 3.69 times turnover in 2020, it performed well.  
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Current Ratio and Quick Ratio
The calculations for 2019 and 2020 are shown below:
	Formula
	2019
	2020

	
	Calculation
	Result
	Calculation
	Result

	Current Assets   
Current Liabilities
	3,065
1,339
	2.29:1
	3,240
1,616
	2:1

	Current Assets – Stock 
Current Liabilities
	1,615
1,339
	1.21:1
	1,820
1,616
	1.13:1


Table 05: Current & Quick Ratio
Source: Own Calculation
This ratio measures liquidity or the ability to pay short-term debts. As they are higher than 2 in the case of the current ratio and higher than 1 in the quick ratio, they can pay for these debts easily.
Debtor Days & Creditor Days
These two ratios can also be considered as liquidity ratios as they indicate the capability of paying the creditors and receiving from debtors. The calculations are as follows:
	Formula
	2019
	2020

	
	Calculation
	Result
	Calculation
	Result

	Debtors  	x 365          
Credit Sales
	1,600  	x 365          
5,500
	106.18
	1,800  	x 365          
6,000
	109.50

	Creditors  	x 365          
Credit Purchases
	800  	x 365          
450
	648.89
	870  	x 365          
850
	373.59


Table 06: Debtor & Creditor Days Ratio
Source: Own Calculation
These ratios are deemed as good if the result is between 30-35 days but they are much higher than this benchmark. So Jurys is not doing well regarding this.
[bookmark: _Toc94728146]Gearing Ratios
The calculations for 2019 and 2020 are shown below:
	Formula
	2019
	2020

	
	Calculation
	Result
	Calculation
	Result

	Total Debt
Total Asset
	150
7,565
	1.98%
	145
7,890
	1.84%

	Profit before Interest & Tax
Periodic Interest Charge
	4,028
20
	201.4
	4,091
18
	227.28


Table 07: Gearing Ratio
Source: Own Calculation
Gearing ratios measure financial leverage, which means how much debt a company is using in respect of assets or equity (Hosaka, 2019). These ratios are well above the benchmark, showing a good capability of debt management.



[bookmark: _Toc94728147]Financial Analysis Trend
Following are the trend that has been calculated from the statements of Jurys Inn to find out the future situation in terms of profitability, liquidity and gearing.
[bookmark: _Toc94728148]Profitability
Here is the summary table for the years 2019 and 2020:
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Source: Own Calculation
The overall gross profit and net profit margin ratio indicate that, the hotel is profitable enough as the ratios are above 40%. But in 2020, the margin is slightly lower than the margin in 2019. So, it can be said that, these two profitability ratios are showing a downward trend. But the case is different in respect to ROCE as it has slightly increased in 2020 (from 64% to 65%). 
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Table 09: Asset Turnover Ratios
Source: Own Calculation
From the table, it is clear that, this hotel is quite efficient at generating revenue from assets. All the ratios are greater than their industry benchmark, which shows that they are maintaining profitability well. In 2020, the ratios are even higher in every aspect. So, it can be assumed that, it will continue to do well in the future.
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The summary table of the ratios are as follows:
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Table 10: Liquidity Ratios
Source: Own Calculation
Unlike the current and quick ratio, debtor and creditor days are expressed as ‘days’. So, to compare them more effectively, they are analysed here. 
In terms of current and quick ratio, the hotel is doing comparatively well. But it is showing a downward trend which means, the hotel may face issues in paying short-term loans in the future. So, management needs to be cautious about having more liquid assets. Additionally, it is not performing well in terms of receiving payments from debtors and paying to the creditors. Jurys get the payables on an average of after 100 days and pay to creditors much later on around 300 days. This is an alarming situation and management needs to take of it as soon as possible.
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The summary table of the ratios are as follows:
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Table 11: Gearing Ratios
Source: Own Calculation
As the debt ratio is lower than 35%, it shows that, total debt is not a significant proportion of debt. Through interest coverage ratio, it shows that, how capable a company is to pay interest on outstanding debt. The calculations show that, the company is maintaining good performance in managing debts. The trend shows that, there is a possibility that the situation will even improve in the future.
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The hospitality industry holds one of the most significant portions in the service industry of a country. Due to its cyclical nature, this industry suffers from high business and financial risks. So, to assess the current business condition, hotel managements need to keep an eye on the changing trend in the financial performance of their business (Abidin et Al., 2021). Ratio analysis is a significant way that can help to analyse the information in financial statements and can also help to form trends to compare a single hotel’s performance with the overall industry (Kanapickienė & Grundienė, 2015).
This industry heavily uses fixed and tangible assets, often financed by debts. The key ratios required are- liquidity ratios, solvency ratios and profitability ratios. Following are the reasons why the understanding of financial ratios and their fluctuations are important for hotel management (Andjelic & Vesic, 2017):
· To provide an idea about how well the hotel is doing to the stakeholders- management, investors, lenders, dealers etc. 
· To analyse the trend of profitability, short and long-term debt payment capability of the hotel.
· To prepare predictions and create reasonable assumptions about the future performance of the company.
· To identify the probable reason behind the industry downturns and to help make contingency plans. 
· To ensure proper managerial support and to help in new strategy making.  
For these reasons, hotels should understand ratio analysis yearly so that they can identify and utilise the information in the financial statement.
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Ratio analysis is a powerful tool to measure the performance of an organization. It is even more implacable to the hotel industry as it depends on the changes in economic, social, political and environmental changes (Delen et Al., 2013). So, the financial managers always need to interpret the financial statements of a company so that the strengths and weaknesses of the hotel as well as the probable discrepancies can be identified earlier. The most significant benefits of the analysis are described here:
I. Planning & Forecasting- A trend chart made from the analysis can show the possible trend in cost, revenue, sales and other activities of the hotel (Patin et Al., 2020). For example, if Jurys Inn can see that, the revenue is showing a downward trend, then, they have to think of cost-cutting and other strategies to incur more revenue. 
II. Budgeting- Ratios help to estimate budget figures. For example, if the previous performance shows that the budget was not sufficient to cover the costs of the hotel, then they need to revise it for this fiscal year. 
III. Operating and Financial Efficiency Measurement- The solvency and liquidity ratios measure the capability to repay short and long-term loans (Hasanaj & Kuqi, 2019). If the hotel falls short to repay these loans in time, it may face bankruptcy risk.
IV. Inter-firm Comparison- After the internal ratio analysis of the hotel, the management can easily compare the performance by analyzing the ratios of competitor hotels. 
V. Control of Cost- Excessive cost is detrimental to hotel management. So, if the managers find any increase in cost through profitability ratios, they can propose cost-cutting.
Despite various benefits of ratio analysis, there are some limitations too. Those are identified here:
· As ratios are calculated from financial statements, any calculative mistake in there can also lead to wrong ratio analysis (Faello, 2015)
· The ratio analysis is based on the historical data set. So, it cannot be said surely that, there will be no fluctuation in the future.
· Different accounting policies prevail in different countries. So, comparison among inter-country companies is not that feasible.
· Despite the previous trend, there might be some drastic change in the economy or environment. This may make the company deviate from the anticipated performance. 
So, these are the benefits and limitations of ratio analysis to help decision-making in the hotel industry.



[bookmark: _Toc94728153]Conclusion
This study has been done to calculate the ratios named- profitability, liquidity and gearing ratios for 2019 and 2020 and to find out the trend from the calculations. Apart from that, it has also discussed the need for understanding ratio analysis and the benefits and problems of this analysis. After all the calculations and discussions have been prepared, it was found that, Jurys Inn is performing well. In all the ratio terms, this company is having significantly above ratio values than the industry benchmark ratios except in one term- debtor and creditor days ratios. So, to sum up, Jurys inn has a good profit generation trend from the sales. It also holds a good current and quick ratio, meaning that it can pay short-term loans. They also are managing debts well as the gearing ratios are high. But, they need to amend their cash payment and receiving policy as they show inefficiency in this measure. Therefore, Jurys Inn’s management has to put the effort in this regard and after resolving this issue, they may expect better performance later on. 


[bookmark: _Toc94728154]Bibliography
Abidin, J.Z., Abdullah, N.A.H. and Khaw, K.L.H 2021. BANKRUPTCY PREDICTION: SMES IN THE HOSPITALITY INDUSTRY. International Journal of Banking and Finance, 16(2), pp.51-80.
Andjelic, S. and Vesic, T 2017. The importance of financial analysis for business decision making. In Book of proceedings from Sixth International Scientific Conference Employment, Education and Entrepreneurship (pp. 9-25).
Delen, D., Kuzey, C. and Uyar, A 2013. Measuring firm performance using financial ratios: A decision tree approach. Expert systems with applications, 40(10), pp.3970-3983.
Faello, J 2015. Understanding the limitations of financial ratios. Academy of Accounting and Financial Studies Journal, 19(3), p.75.
Hasanaj, P. and Kuqi, B 2019. Analysis of financial statements. Humanities and Social Science Research, 2(2), pp.p17-p17.
Hosaka, T 2019. Bankruptcy prediction using imaged financial ratios and convolutional neural networks. Expert systems with applications, 117, pp.287-299.
Irman, M. and Purwati, A.A 2020. Analysis On The Influence Of Current Ratio, Debt to Equity Ratio and Total Asset Turnover Toward Return On Assets On The Otomotive and Component Company That Has Been Registered In Indonesia Stock Exchange Within 2011-2017. International Journal of Economics Development Research (IJEDR), 1(1), pp.36-44.
Kanapickienė, R. and Grundienė, Ž 2015. The model of fraud detection in financial statements by means of financial ratios. Procedia-Social and Behavioral Sciences, 213, pp.321-327.
Marsha, N. and Murtaqi, I 2017. The effect of financial ratios on firm value in the food and beverage sector of the IDX. Journal of Business and Management, 6(2), pp.214-226.
Patin, J.C., Rahman, M. and Mustafa, M 2020. Impact of total asset turnover ratios on equity returns: dynamic panel data analyses. Journal of Accounting, Business and Management (JABM), 27(1), pp.19-29.
Purba, J.H.V. and Septian, M.R 2019. Analysis of Short Term Financial Performance: A Case Study of an Energy Service Provider. Journal of Accounting Research, Organization and Economics, 2(2), pp.113-122.
Rashid, C.A 2018. Efficiency of financial ratios analysis for evaluating companies’ liquidity. International Journal of Social Sciences & Educational Studies, 4(4), p.110.




2

image4.png
Asset Tunover Ratios

2019
Sales Tumover/Total Assets less Current

Total Assets Tumover  Liabiliies 088

Fixed Assets Tumover Sales Tumover/Fixed Assets 122

Working Capital
Tumover Sales Tumover/Net Current Assets 349

2020

0.96
129

369





image5.png
Liquidity Ratios

2019 2020
Current Ratio  Current Assets/Current Liabilties 2291 2001
QuickRatio  Current Assets- StockiCurrent Liabilties 121 1431

10618 10950
Debtor Days  Debtors*365/Credit Sales days  days

64889 37359
Creditor Days _ Creditors*365/Credit Purchase days _days





image6.png
Gearing Ratios

2019 2020
DebtRatio  Total Debt/Total Assets 198% 1.84%
Interest Proft before Interest & Tax/Periodic Interest

Cover Charge 2014 22728





image1.png




image2.png
Financial ratio classifications

Coperie ) [ vuisaton ot
—

success E resource
ratios (share
performance)
+ Short term - tiook of
solvency & long term
survivability financial
heaith





image3.png
Gross Profit
Margin

Net Profit
Margin

ROCE

2019

Gross Profi/Sales 91.82%

Net Profit/Sales 7287%

Proft Before interest'Total Asset less Current
Liabilties 64.70%

2020
85.83%

67.88%

65.21%





