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Executive Summary
The purpose of this report is to analyse the financial statements of Jurys Inn. From assessing the information provided within the balance statement and the profit and loss account, suitable ratios have been calculated to provide a financial insight into the operations of Jurys Inn. All findings from this report will be provided to the Chief Executive.
Following the calculations undertaken to determine suitable ratios, this report then delves into the trends that have emerged. By calculating Profitability, Liquidity and Gearing ratios it has been identified how the company’s financial health looks from the years 2019 to 2020. From the findings it has been highlighted that whilst the businesses profitability and gearing is at a satisfactory level and indeed on a steady incline, the liquidity ratios show the business is unable to meet their liabilities with the current assets they have available to them.
It is unclear how trends will emerge following the year 2020 as no further information has been provided. A deeper look into the financial statements of Jurys Inn could provide a further stretching grasp of understanding on the overall financial wellbeing.
This report then goes on to look at these findings and stipulate what this means for the business on a whole in regards to its financial status. It also delves into the negatives and positives of using financial ratios to predict trends within the hospitality industry, with the conclusion being that despite the limitations, ratios are still beneficial enough to warrant their use.
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Introduction

This report has been created to offer an insight into the financial operations of Jurys Inn. Jurys Inn manages a range of hotels based in the UK and Northern Ireland. The financial information determined from this report will be provided to the Chief Executive of Jurys inn.
Throughout this report, various calculations will be undertaken, in keeping with the financial statements that have been provided.  From these calculations it will be possible to identify trends that emerge, these trends will provide information regarding the company’s profitability, liquidity and gearing. Ratios help us assess the profitability and financial stability of an organisation and it is possible to compare ratios on an annual basis to identify trends. 
The report will then delve into a deeper understanding of the need to calculate ratios and how this directly correlates to the hospitality industry. Following this, this report will then weigh the pros and cons of analysing financial information in this manner and the effect this has on a business that operates within the hotel sector.
Determining a companies profitability, liquidity and gearing is essential in the running of a business as it determines whether a business is financially healthy. Financial management concerns how to make the best business decisions based off current figures and future trends. By analysing the business’s ratios it is possible to gain an insight into how well the organization is performing and the extent to which objectives are being obtained. From doing this it allows a company to build value enhancement by making the best decisions relating to its financial behaviour (Hiadlovský, Rybovičová & Vinczeová, 2016) .











Financial Analysis

Formula 	Ratio 	2019	2020
Gross profits/sales x 100	Gross profit 	5050/5500x100	=92	5150/6000x100	=86
Net profits of the year/sales x100	Net profit 	4008/5500x100	=73	4073/6000x100	=68
Net profits of the year + loan interest / total assets less current liability x100	ROCE	4008+20/6226x100	=65	4073+18/6274x100	=65
Sales/total assets less current liability 	Total assets turnover	5500/6226	=0.88 days 	6000/6274	=0.95 days
Sales/ net current assets 	Working capital turnover	5500/1726	=3.18	6000/1624	=3.69  **Profitability
Current assets total/current liabilities total	Current ratio 	3065/1339	=2.28	3240/1616	=2
Current assets total – stock / current liabilities total	Quick ratio 	3065-1450/1339	=1.20	3240-1420/1616	=1.12
Debtors x 365 days of the year / sales 	Debtor days 	1600x365/5500	=106.18 days 	1800x365 days /6000	=109.5 days 
Trade creditors x 365 days /purchases	Creditor days 	800x 365 days /500	= 584 days 	870 x 365 days /850	=373.58 days 
(Total current liabilities +bank loan )	( total current assets + fixed assets ) answers divided by one another 	Debt days 	(1339+150 =1489)	(3065+4500 = 7565)	1489/7585 = 0.19	(1616+145=1761)	(3240+4650 =7890)	1761/7890 =0.22	**Liquidity
Net profit of the year + cash in hand / loan interest 	Interest cover 	4008+5/20	= 200.65	4073+5/18	=226.55	**Gearing

Figure 1








Financial Analysis Trends

Profitability


Figure 2

Profitability ratios allow us to determine the performance of a business, it looks at the returns earned by a business via trading activities and investments. Profitability is arguably one of the more important set of ratios as it determines the companies reward for the investments and business risks it has taken. As a private company, the main objective is to create revenue to feed back into the business and to stockholders therefor making profitability an essential part of the financial makeup (Zaki & Qoura, 2019).  As a key indicator for measuring business success, it is also the main source of finance and a driving motivational factor. 
The Profitability ratios are made up of 5 main ratios as shown in figure 2 above. These are the Gross Profit, Net Profit, ROCE, Total Asset Turnover and Working Capital Turnover. The above graph shows a comparison of these ratios between the years 2019 and 2020.
Focussing firstly on the Gross Profit Ratio it is clear to see that the ratio has dropped by 6%. The Gross Profit margins are a measure of opening/closing stocks and purchases and measures the margin made by sales (Kayathiri & Buvaneshwaran, 2015). Within the hospitality industry the majority of sales are produced from operations as opposed to the cost of goods being sold and therefor this ratio is expected to be fairly high and to remain relatively constant. Despite the drop in ratio, both years have a high Gross Profit Ratio meaning that Jurys Inn is handling their stock, purchasing and sales in a responsible manner.
Net Profit has also declined- by 5%. Whilst this is a negative for the business in terms of the decrease, it is important to consider that the percentages are still fairly high which shows the business is handling operation costs in a successful manor. Should the percentile continue to drop the business would begin to make a loss rather than the desired high profit. 
ROCE measures the return that investors are likely to receive from the business. The higher the return, the more likely it is that investors will fund money into the company as it creates a better pay off rate and therefore is a higher reward for the risk of investing (Pike et al, 2018). ROCE has remained at a steady 65% throughout the 2 comparable years. This consistency makes Jurys Inn an attractive business venture for investors and shows that the business is efficient in utilising its capital to generate profits. Whilst ROCE is helpful to look at when comparing investments within the same sector, to be able to create an image of Jurys Inns performance measure it is essential to use it in conjunction with the other profitability ratios to generate a bigger picture (Nissim & Penman, 2001). 
Total Asset Turnover pertains to a companies sales or revenue in relation to the value of its assets. It can be used as an indicator of a companies efficiency in using its assets to generate sales (Hayes, 2022).  Jurys Inn has an extremely low asset turnover ratio which would indicate that it is not efficiently utilising its assets to create revenue. Despite this, in 2020 the ratio was raised up to 0.95 from 0.88 the previous year which indicates that the business is developing positively within this area.
Working Capital Ratio has raised from 3.18 to 3.69 between 2019 and 2020. Working Capital compares a companies current assets against its current liabilities. These are a low percentile ratio and implies that the business does not have the financial resources to cover all of its short-term financial obligations although the rise in ratio suggests that the business is improving in this aspect.
Liquidity


Figure 3

Liquidity Ratios offer insight into a company’s ability to sustain its short term financial obligations. Hotels specifically require high amounts of working capital as it has a large quantity of short term costs to cover (Tarver, 2021).
Current Ratio is a measure of how well a company is able to meet short term liabilities with the assets available to them. In 2019 Jurys Inn has a Current Ratio of 2.28, this is considered as acceptable as it is within the industry average. However in 2020 the ratio decreased to 2, this shows that the business is struggling to cover its liabilities as time goes on. 
Quick Ratio  is similar to Current Ratio but takes into account the business’s stock and other assets that are harder to liquidate (Lancaster & Stevens, 1998). Another decline in percentile from 1.20 to 1.12 shows that the business is finding it more difficult to cover liabilities without the sale of inventory, another indicator that Jurys Inn may not be able to sustain business practice due to a struggle with paying debts.
The Debtor Days Ratio measures how quickly the business is getting paid, it provides an insight towards the average amount of days a business takes to collect payment from its customers. This ratio has increased from 106.18 to 109.5 within the year which shows that Jurys Inn is now taking longer to get paid owed revenue from their clientele. 
In turn, Creditor Days analyses how long a business takes to pay money out on debts owed. In general it is preferable to have a high creditor days ratio as it shows a business is maximising cashflow. However, Jurys Inn has an astronomical pay back ratio of 584 days in 2019, this high rate can lose goodwill from suppliers and could potentially lead to legal action and late fees for the business. This extreme indicates issues with the business’s cashflow. Thankfully this is considerably reduced in 2020 to 373.58 days which shows a vast improvement at handling debts. Ideally the business should continue on a steady decline of creditor days. 
Gearing
Gearing Ratios- more specifically the Interest Cover Ratio- determine how easily a company is able to pay interest on current outstanding debts. Jurys Inn has an extremely high Interest coverage ratio of 200.65 in 2019 rising up to 226.55 in 2020. This is a positive for the business as it shows a strong ability to be able to pay back business debts with a upwards trajectory. This puts the company in a strong position within the market especially in the eyes of potential investors. 









Knowledge from Ratio Analysis
Trends emerging by comparing the year 2019 and 2020 show that profitability ratios have remained somewhat stagnant rather than creating any drastic improvement. Whilst Total Asset Turnover and working Capital have increased slightly, all other ratios within the profitability section have either remained at a level or decreased. This identifies the issue that the company is not successfully managing their assets. Should this trajectory continue the business will be unable to sustain itself in terms of generating profit which, in turn, will not generate a profit for stakeholders. Failing to create a profit will force the business to reduce operational output which may then lead to bankruptcy.
The liquidity ratios show us that as a business Jurys Inn is struggling to deal with the financial pressures it is currently faced with. Customers are taking longer to pay back debts owed to the hotel and the business’s ability to pay back their debts owed is increasing. This indicates issues with cashflow and the inability for the business to handle the current liabilities with the current assets they have. It is important within the hospitality industry to maintain low debt ratios, this is to ensure that the long term assets heavily outweigh the companies debt. Jurys Inn is failing to do so and as such, if it continues on this trajectory the business will surely fail. 
It is imperative to be able to understand ratios and the need to analyse financial statements within the hospitality sector. In order to be able to determine the hotels financial position, effectiveness and efficiency, financial statements and ratios must be utilised as they help to identify trends and assist in decision making. The hospitality sector is heavy in tangible and fixed assets and as such needs specific financial ratios. 
Benefits and Limitations of Ratio Analysis
Financial ratios have an important role in understanding financial data. It is beneficial to the hospitality sector to utilise the information provided on the income statement and balance sheet as it is possible to gain an insight into the financial health of an organisation. Not only do ratios help to explain the financial data but they also assist in benchmarking a companies performance against itself in previous years and also against other businesses that operate within the same sector (Faello, 2015). Within hospitality it is essential to develop an understanding of these ratios as they can identify any problem areas that lie within in terms of profitability, liquidity and gearing. From this the organisation is able to assess the firms overall risk to investors and to itself. When an understanding is gained in this area it is possible to make positive changes that will enable a business to thrive.
Despite these benefits there are also limitations that come with ratio analysis. The main issue laying with the incorrect conclusion of results. In the event any figure within the financial statements has been misstated, either by human error or an error in the organisations data collection, this would then produce an error within the financial ratios thus creating an unreliable picture. In addition to this, each company and individual has their own approach to collecting and further analysing this data, meaning that results may not be consistent over time or when comparing to another business within the hospitality sector (Lesakova, 2007).
The hospitality sector is a large and varied sector with many hotel chains operating within different markets, as such it is difficult to gain a comparable average when looking at other businesses. Comparing with industry leaders ratios who operate in both the budget and luxury sectors would not be a correct comparison with a hotel chain only specialising in budget accommodation. As well as this, seasonal factors effect the hospitality industry which may distort ratio analysis. Whilst a company may be thriving within its main operating months, trends that emerge from looking at the averages that include the quieter shoulder months will provide a skewed view of the business’s practice.







Conclusion 
Whilst there are limitations on using financial ratios to identify trends, over all the benefits of examining Jurys Inn in this manor greatly outweigh the negatives. By using financial ratios it is possible to develop a bigger picture of how the business is operating and from this to predict the trends which affect it. This can influence managers operating decisions and help with risk taking and financial handling.
By delving into the financial information of Jurys Inn and calculating the necessary ratios it is clear to see the business is not in good financial health. By looking at the profitability and gearing ratios it can be determined that the business is making steady positive progress from 2019 to 2020 but the liquidity ratios show that the business is unable to handle the liabilities it needs to deal with. With the trends emerging within the liquidity ratios it is apparent that the business can not sustain itself with its current liabilities as its current assets do not cover them and their inability to pay them back greatly outweigh the income they are producing.
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Jurys Inn Profitability Ratios

2019	Gross Profit	Net Profit	ROCE	Total Asset Turnover	Working Capital Turnover	92	73	65	0.88	3.18	2020	Gross Profit	Net Profit	ROCE	Total Asset Turnover	Working Capital Turnover	86	68	65	0.95	3.69	



Jury's Inn Liquidity Ratios

2019	Current Ratio	Quick Ratio	Debtor Days	Creditor Days	Debt Days	2.2799999999999998	1.2	106.18	584	0.19	2020	Current Ratio	Quick Ratio	Debtor Days	Creditor Days	Debt Days	2	1.1200000000000001	109.5	373.58	0.22	
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