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Jury’s Inn Financial assessment
a) Ratios for 2019 and 2020 to aid the analysis of the financial information included within the attached financial statements. 
Profitability ratios.
i. Net Profit Margin Ratio.
Net Profit Margin = R – COGS – E – I – T       × 100
                                                  R
                                   = Net Income × 100
                                                 R     
Where:
                     R = Revenue.
             COGS = The cost of goods sold.
                     E = Operating and other expenses
                      I = Interest
                      T = Taxes
According to Jury’s Inn’s Profit and Loss account;
         As of 2019:
                 Revenue (Net sales) = £9000000
              The cost of goods sold = £6900000
Operating and other expenses = £1467000
                                    Interest = £10000
Therefore, R – COGS – E – I – T = £9000000 - £6900000 - £1467000 - £10000
                           Net Income (Net Profit) = £623000
    Hence, Net Profit Margin = £623000 × 100 = 6.92%
                                                      £9000000 
As of 2020:   
                 Revenue (Net sales) = £9500000
              The cost of goods sold = £7650000
Operating and other expenses = £1534000
                                    Interest = £9000
Therefore, R – COGS – E – I – T = £9500000 - £7650000 - £1534000 - £9000
                           Net Income (Net Profit) = £307000
Hence, Net Profit Margin = £307000 × 100 =      3.23%                                                 
                                                  £9500000 
By subtracting all of the company's costs from its total income, net profit is computed. It can be seen that the net profit margin dropped from 6.92% in 2019 to 3.23% in 2020. Although the revenue in 2020 (£9500000) is higher than that of 2019 (£9000000), there was an increase in cost of goods sold from £6900000 in 2019 to £7650000 in 2020. Proportionately, there can be seen to have occurred a drop in gross profit from £2100000 in 2019 to  £1850000 in 2020.
 This 3.69% drop in net profit margin at the Jury’s Inn hotel enterprise can be attributed to higher costs in 2020 than in 2019, inefficient management during the 2020 financial year and weak pricing strategies from 2019 to 2020. The drop indicates a decline in profitability performance from 2019 to 2020 in Jury Inn.
ii. Gross Profit Ratio
Gross Profit Margin =       R − COGS​​           × 100
                                                R
                                  = Gross income × 100
                                              R



Where:
       R = Revenue 
COGS = The cost of goods sold
According to Jury’s Inn’s Profit and Loss account;
         As of 2019:
                 Revenue (Net sales) = £9000000
              The cost of goods sold = £6900000
Therefore, R – COGS = £9000000 - £6900000 =
                      Gross profit = £2100000
Hence, Gross Profit Ratio = £2100000  × 100 = 23.33%
                                              £9000000

As of 2020:   
                 Revenue (Net sales) = £9500000
              The cost of goods sold = £7650000
Therefore, R – COGS = £9500000 - £7650000
                         Gross Profit = £1850000
Hence, Gross Profit Ratio = £1850000 × 100 = 19.47%
                                               £9500000
The gross profit margin % of a corporation is determined by deducting the cost of goods sold (COGS) from net revenue. The gross profit ratio in terms of percentage is calculated by dividing this value by net sales. It can be seen that the gross profit margin dropped from 23.33% in 2019 to 19.47% in 2020. This fluctuation may have been occasioned by poor management practices. Alternatively, it may also have been caused by operational changes alter the model of the hotel business. For example, in 2020, purchases are seen to increase from £6500000 in 2019 to £7700000 in 2020. This increase could have been the result of an adaptation of a new business model that advocates for more stock or even speculative purchases due to looming shortages.
iii. Operating Ratio.
Operating Ratio = OE + COGS × 100
                                        R
Where: 
                  OE = Operating Expenses
              COGS = The cost of goods sold
                    R = Revenue (Net Sales)
According to Jury’s Inn’s Profit and Loss account;
         As of 2019:
             The cost of goods sold = £6900000
                                    Net sales = £9000000
                   Operating Expenses = £1467000
Therefore, OE + COGS = £1467000 + £6900000 × 100
                           R                         £9000000
                 Operating ratio = 92.97%

                  As of 2020:   
                 Revenue (Net sales) = £9500000
              The cost of goods sold = £7650000
                   Operating Expenses = £1534000
Therefore, OE + COGS = £1534000 + £7650000 × 100 
                           R                          £9500000 
                       Operating ratio = 96.67%   
The operational ratio is a useful indicator for management and analysts to determine if the firm is efficient enough in managing all of its costs in relation to total revenue. Jury Inn's operational ratio indicates that operating expenditures account for 92.97% of net sales in 2019 and 96.67% of net sales in 2020. These two ratios are alarmingly high. These two ratios indicate that the company's costs exceed its ability to create adequate income, and therefore might be called inefficient. Since this metric performs a good job of serving as a typical example of gauging management efficiency by knowing how it handles costs in comparison to revenues, we can clearly establish that the company is at risk of going under. The increase of the operating ratio from 2019 to 2020 shows a declining trend in the financial state of the hotel chain.

Liquidity ratios.
i. Current Ratio.
Current Ratio = Current Assets
                        Current Liabilities.
According to Jury’s Inn’s Balance Sheet;
         As of 2017:
Current Assets = £1839000
Current Liabilities = £855000
Current Ratio = £1839000 = 2.1509
                            £855000
         As of 2018:
Current Assets = £2152000
Current Liabilities = £888000
Current Ratio = £2152000 = 2.4234
                            £888000
The current ratio is a well-known liquidity indicator. It shows if the company's present assets are sufficient to pay off obligations due within a year. The current ratio indicates how much "cover" the company has for every £1 due to it. In the Jury’s Inn retail chain, for every £1 owed by them, it is covered by £2.1509 current assets in 2017 and £2.4234 current assets in 2018. A low current ratio (less than 1.0-1.5) may indicate that the company is unable to pay its debts. It may be necessary to borrow additional funds or lengthen the time required to settle debts. A current ratio of 1.7-2.0 is considered to be positive for a company. It means the company has enough cash to fulfill its bills, but not too much cash locked up in current assets that may be reinvested or handed to shareholders. No such thing as an optimal current ratio exists. In this case, the Jury Inn hotel retail chain has enough finance sourced from its current assets to invest, reinvest or allocate to its shareholders. This is because it is in a position to do so.
ii. Quick Ratio/Acid-Test Ratio
Quick Ratio = Current assets – Inventory
                             Current Liabilities
According to Jury’s Inn’s Balance Sheet;
         As of 2017:
Current assets = £1839000
Current Liabilities = £855000
Inventory = £700000
Quick ratio = £1839000 - £855000 = 1.4057
                               £700000
         As of 2018:
Current Assets = £2152000
Current Liabilities = £888000
Inventory = £750000
Quick ratio = £2152000 - £888000 = 1.6853
                                £750000
The quick-ratio assesses a company's ability to meet its present obligations without selling goods or obtaining extra funding. This metric determines if a company's short-term assets are sufficient to meet its immediate outstanding obligations. If the ratio is 1 or above, the corporation can meet outstanding obligations due in the coming year with present assets. The 2017’s quick ratio of 1.4057 means that a corporation has £1.4057 in current assets for every £1 in current liabilities. Similarly, the 2018’s quick ratio of 1.6853 means that a corporation has £1.6853 in current assets for every £1 in current liabilities. The retail chain therefore has capacity to pay off its current creditors.

iii. Cash Ratio.
Cash Ratio = Cash and Cash Equivalents
                               Current Liabilities
According to Jury’s Inn’s Balance Sheet;
         As of 2017:
Current Liabilities = £855000
Cash and Cash Equivalents = £490000
Cash ratio = £490000 = 0.5731
                      £855000
            As of 2018:
Current Liabilities = £888000
Cash and Cash Equivalents = £532000
Cash ratio = £532000 = 0.5991
                      £888000
The cash ratio is the most often used metric for determining a company's liquidity. This indicator indicates the company's capacity to pay all existing creditors without selling or liquidating additional assets if it is obliged to do so. If the outcome of the ratio calculation is 1, the corporation has precisely the same amount of current obligations as cash and cash equivalents to start repaying the debts. Since the Jury inn’s ratio is less than 1 for both years, the number of current obligations exceeds the number of cash and cash equivalents. It suggests there isn't enough cash to repay short-term debt. This may not be a negative thing if the company's financial sheets are skewed by factors like longer-than-normal credit terms with suppliers, well-managed inventory, and little credit offered to consumers. 
Financial leverage ratios ( for gearing of the hotel chain).
i) Debt Ratio.
Debt Ratio = Total Liabilities
                         Total assets.
According to Jury’s Inn’s Balance Sheet;
         As of 2017:
Total liabilities = £1005000
Total assets = £3539000
Debt ratio = £1005000 = 0.284
                     £3539000  
            As of 2018:
Total liabilities = £1038000
Total assets = £3902000
Debt ratio = £1038000 = 0.266
                     £3902000
A debt ratio is a financial statistic that determines how much debt a firm has. It refers to the percentage of a company's assets that are funded by debt. A ratio larger than one indicates that assets are funding a significant percentage of a firm's debt, implying that the organization seems to have more liabilities than assets. A high ratio suggests that if interest rates unexpectedly rise, a firm may be at danger of defaulting on its debts. A lower ratio, as is the case in the Jury Inn’s finances; indicates that equity funds a larger part of a company's assets.
b) Understanding of ratios 
Financial ratios are used to evaluate several aspects of a corporation, such as debt, liquidity, and profitability. It's tough to compare organizations in the hospitality industry because there are so many distinct sub-sectors. These sub-sectors include hotel businesses, tourist destinations and event enterprise. To make apples-to-apples comparisons, certain useful financial ratios may be useful in the following ways.
i) Understanding analysis of operational efficiency of firms in the hospitability industry.
These statistics may be compared to those of other companies in the same industry, allowing you to see which companies are better managed than the others. It assesses a company's capacity to produce revenue from its assets. It is for this reason why efficiency ratios are so important, as an increase in efficiency leads to an increase in profitability ( Brigham & Houston 2021). 
ii) Interpretation of the financial statements and data.
It is essential for all stakeholders of an enterprise understand the going concern of the business as presented by financial statements. As not all concerned parties may not enjoy a background in finance, financial statements may seem cumbersome and complex. Efficiency ratios come to play to aid such existing impediments (Mueller & Sensini, 2021). These finance ratios breakdown large chunks of financial data into small consumable chunks.
iii) 		Identification of hotel companies’ financial risk areas.
Ratio analysis assists the company in understanding how it is reliant on external financing and whether it is capable of paying off the loan with its own funds (Vivel-Búa, Milagros, Lado-Sestayo and Luis, 2018). Researchers and investors can see a pattern and utilize it to anticipate the future. It may also be used by external stakeholders such as investors to make key decisions.


b) Benefits and limitations of using ratio analysis 
Benefits.
i) Enables the firm to strategically plan for the future.
Ratio analysis aids in the comprehension and forecasting of a firm's future profitability and performance (Titman & Keown, 2018). Ratios derived from previous financial statement analysis aid in forecasting future financial statements, budgets, and forecasting for the company's future operations.
ii) Provides comparison on the performance of firms in the hotel and tourism industry.
The key benefit of ratio analysis is that it allows you to compare the strengths and weaknesses of different companies. The comparisons can indeed be contrasted to the firm's previous ratio, which can aid in determining whether the company has made progress.
iii) Establishes the profitability and liquidity of the firm.
Financial ratios are used to assess a company's capacity to convert revenues into profit. They are also used to show the ease with which company’s assets or securities can be converted into cash. It indicates how sensitive the company's income is to its fixed cost distribution as well as the amount of debt it owes.
Limitations.
i) Unduly oversimplifies financial data.
If used alone, it can give an unduly simplified image of the company by condensing a lot of data into a single number or set of numbers that may not provide enough contexts or be comparable across time or industries.
ii) Omission of other important aspects.
Other important parts of a company's performance, such as critical intangibles like brand, relationships, abilities, and culture, might be overlooked by ratio analysis. Despite the fact that they are not included in traditional financial records, these are the fundamental drivers of long-term success.
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