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ABSTRACT

The hospitality industry in Portugal has grown significantly through the year 2019,
making a significant contribution to the country's economy. However, with the emergence of the
Covid-19 pandemic, this industry was severely damaged and saw its profitability affected. Thus,
it becomes essential to evaluate the hotels’ performance, based on ratios and indicators that
allow income to be related to other variables in the financial statements and thereby assist
managers in the decision-making process. Thus, this study aims to measure the performance of
Portuguese hotels through financial profitability ratios, more specifically the return on equity,
return on assets and return on sales.

The study, through a quantitative methodology, collected data from 2,008 hotels between
2016 and 2020, with the help of the SABI platform. Variables such as region, net income for the
year, equity, financial costs and losses, total assets, operating income, and turnover were used to
calculate and analyze the profitability ratios and the results were analyzed using SPSS software.

The conclusions demonstrate how essential profitability is to inform hoteliers about
performance. The Portuguese hotel industry, considered a driver of the country's economy,
performs very well in terms of profitability indicators until the Covid-19 pandemic, a period that
showed severe breaks in profitability and the need for extraordinary measures for recovery. It
has become clear that the overall performance of hotels differs between regions, so the
calculation of average profitability is crucial for hoteliers to effectively benchmark.

This research has theoretical and practical contributions, as it supports the broadening
of knowledge about financial ratios and managers' perceptions of the importance of their use in
such a competitive industry. In addition, the study aims to fill a gap in the literature about the
importance of analyzing hotel performance through profitability ratios in Portuguese hotel
companies.

Keywords: Hotels' Performance, Management Accounting, Profitability Ratios, Hospitality
Industry

INTRODUCTION

The hospitality industry has developed significantly over the years and is considered one
of the most important economic activities in several countries, contributing to generating wealth
about to various macroeconomic indicators such as Gross Domestic Product (GDP),
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employment, and tourism revenues (Teperek & Lima, 2021; World Tourism Organization,
2021). The way hotel businesses are oriented and the correct use of accounting tools allow more
effective business management (Tourita et al., 2019).

However, at the end of 2019, the emergence of the Covid-19 disease and its large-scale
spread drastically reduced economic activity worldwide and damaged the profitability of the
hospitality industry (Jiang & Wen, 2020; Soehardi & Untari, 2020). In addition to these
difficulties of cyclical nature, there are persistent difficulties for managers regarding the use of
tools and systems that allow control over the management of companies (Campos et al., 2022),
which reasons why it is essential to provide managers with skills in accounting and financial
management topics, to optimize decision-making and better positioning of companies in the
global and competitive market, to promote their success. Besides specific management training,
another way to support managers in acquiring skills emerges from the sharing of research results
(e.g., journal articles and conference papers), between academics and managers, a practice that
has been adopted but needs to be strengthened (Anuar & Chin, 2016). However, although studies
on accounting have existed for several centuries (Oliveira et al., 2009), in Portugal they only
started in the second half of the 20th century (Lima Santos et al., 2022; Oliveira et al., 2009)
covering studies, among other topics with interest for managers, on financial accounting,
management accounting in hospitality and financial management. One way for managers to
understand the performance of a company and anticipate the difficulties that may arise at the
operational and financial level is through the analysis of financial ratios, such as profitability,
solvency, and liquidity ratios (Altman, 1968).

Thus, this research work aims to inform hotel managers about the performance of their
businesses through financial profitability ratios, in 5 years culminating with the emergence of the
Covid-19 pandemic, illustrating the specific case of hotel companies in Portugal and comparing
results by regions. For the mentioned reasons, the main objective of this study is to measure the
performance of Portuguese hotels through financial profitability ratios.

Through the analysis of the performance of Portuguese hotel companies, the research
seeks to contribute to the broadening of knowledge and managers' perception of the importance
of using profitability ratios allowing to compare their hotel with the region and country averages
in this very competitive and specific sector of activity. The comparison between several years
(2016-2020) will allow a relevant analysis of the period when tourism reached records and the
year when this sector almost closed due to the Covid-19 pandemic. The structure of this article
follows the following logic: a literature review on ratios and financial indicators; then, the
methodological option is explained; the last section is dedicated to the detailed analysis of the
results and the research conclusions.

LITERATURE REVIEW

The hotel activity in Portugal is considered one of the most important contributors to the
country's economy. According to data presented by Deloitte (2020), tourism developments are
classified into 6 different typologies: hotel, tourist flat, flat hotel, rural hotel, tourist village and
guesthouse. According to the same report, hotels represent a large part of the supply (71%) of
tourism developments in Portugal; for this reason, it is considered important to analyze the
financial ratios of this typology.

According to Mia & Patiar (2001), hotel managers could use the management accounting
system to position their hotel in the competitive market. Altman (1968) has a similar opinion and
states that "the detection of the company operating, and financial difficulties is a subject which
has been particularly susceptible to financial ratio analysis” and that “in general ratios measuring
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profitability, liquidity and solvency prevailed as the most indicators". The same author adds that
the order of their importance is not clear.

Chiu & Huang (2011), in a study designed to evaluate the optimal occupancy rate,
operational efficiency, and profitability of Taiwan's international tourist hotels, found that using
operational efficiency alone to evaluate performance is insufficient; the authors suggest that
adding operational efficiency as an indicator helps a better analysis of hotel industry
performance measures. Lamminmaki (2008) mentions that the outsourcing of management
accounting is increasing the influence in terms of financial and non-financial accountability.
However, Mia and Patiar (2001) state that managers place more emphasis on financial indicators
than non-financial ones, which requires further research.

The analysis of financial ratios makes it possible to assess a company's performance and
obtain useful information about it (Nikolaos et al., 2020). Faello (2015) agrees and highlights
those financial ratios and indicators help clarify the information present in financial statements,
assess a company's performance with other companies in the same industry, and help managers
and users of financial statements identify problems in operations. In this context, Faello (2015)
concludes that these benefits depend on the comparability of financial ratios and indicators of a
company with itself and between companies over time, because they allow an accurate view of
the past, present and future of the company under analysis (Vassilou & Nikolaos, 2008).
Phillips’s research, a table is presented that includes previous studies of joint ventures, where
financial ratios and indicators such as three-year average sales and earnings, profitability, return
on sales, return on equity, return on assets, stock prices, "shareholder return, and earnings per
share" are mentioned.

In an analysis of small independent hotels in Ireland, Melia & Robinson (2010) conclude
that annual accounts, operating profit margin, asset turnover, return on investment, sales, and
earnings per share are the preferred measures of financial performance that are critical to the
success and development of their business.

In opposition, Karadag (2015) argues that Indian business owners consider financial
accounting a waste of time without tangible benefits. On the other hand, Harris & Brown (1998)
argue that accountants have a very important role in the hospitality management process.

Harris & Brown (1998) explain that accounting and financial accounting knowledge and
skills are required by all members of the management team in hospitality organizations. Briciu et
al. (2013) confirm that accounting information is very useful in the decision-making process in
the Romanian hospitality industry. Karadag (2015) states that strategic financial information is
one of Turkey’s main areas of management because of its vital role in its survival, growth, and
performance.

According to Ryu & Jang (2004), the true economic health of a company cannot be fully
measured with an accrual accounting system alone. Ryu & Jang (2004) add that financial ratio
analysis has been widely used for a long time, to assess financial performance by managers. In
the same authors' study, a table was presented with two categories of ratios, "traditional” and
"cash flow", indicating the ratios and formulas, which are related to "liquidity", "solvency", and
"profitability".

This set of financial ratios is important, as they should be considered as final indicators of
hotels' performance that contribute to their financial balance (Ben & Goaied, 2016). The
financial balance consists of a short- and long-term analysis, which ensures stability in terms of
liquidity and structure (Mihajlovi¢ et al., 2015). Security in terms of profitability and turnover
can be added. To assess financial balance, Schmidgall & DeFranco (2004) reinforce those ratios
can be divided into liquidity, solvency, activity, and profitability.

According to most of the authors mentioned above, the ratios have been organized into
four groups:
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e Liquidity.
e Solvency.
e Activity.

e Profitability.

Liquidity ratios measure the hotel's ability to meet its short-term liabilities such as cash,
bank accounts, and accounts receivable or inventories (Table 1). By calculating these ratios,
hotels can assess the state of short-term financial balance because it establishes a relationship
between current assets and liabilities (Lima Santos et al., 2021).

Table 1
LIQUIDITY RATIOS
current assets

Current ratio —
current liabilities

current assets — inventory

Quick ratio —
current liabilities

. cash
Cash ratio —
current liabilities
Working capital current assets — current liabilities
Liquidity margin quick assets — current liability

Solvency ratios present the assessment of the hotel's ability to meet its long-term
obligations (table 2). By calculating these ratios, hotels can assess the state of long-term financial
balance, because it establishes a relationship between financing and investment (Bordeianu &
Radu, 2020).

Table 2
SOLVENCY RATIOS
equity

tangible assets + intangible assets
permanent capital

Investment coverage ratio

Fixed assets coverage ratio -
fixed assets

equity

Financial autonomy ratio
non — current liabilities
equity
liability

The ratios and indicators are related to the hotel's activity (table 3). These ratios and
indicators provide information about the reasonableness of the value expressed in some balance

sheet items (CFI, 2022).

Solvency

Table 3
ACTIVITY RATIOS
Average time of cash suppliers « 365
payments purchases (goods & services)
Average time of cash customers
. - X 365
receipts sales (goods & services)
L inventories
Days’ sales in inventory —— X 365
cost of sales
fixed costs 365
Breakeven point contribution margin X
sales
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Profitability ratios and indicators, relevant to this study, provide knowledge of the
profitability of the hotel. As the name suggests, it evaluates the management of the hotel, through
the relationship between income and other variables in the financial statements (table 4)
(Dimitri¢ et al., 2019). By (Bordeianu & Radu, 2020), profitability is the ability of a company to
achieve profit to reflect performance. According to Lima, et al., (2021), “profitability reflects the
company’s ability to generate profits” and “ratios provide an insight into the degree of success in
achieving this purpose”, allowing you to relate the profits made to figures in the financial
statements.

Table 4
PROFITABILITY RATIOS

. net income after income tax
Return on equity (ROE) - x 100
equity
Return on assets (ROA) net income after taxes + financial charges % 100
assets
ti teri t
Return on sales (ROS) net income afl er income tax % 100
sales

ROE is a profitability ratio that describes the company's ability to provide benefits to
shareholders/owners by showing the net income available to equity shareholders who have used
the company (Almira & Wiagustini, 2020). This ratio is obtained by dividing net income after
income tax by equity (Pareja, 2012). A high ROE reflects the company's success in generating
profits from its capital. An increase in ROE will also increase the sale value of the company
(Almira & Wiagustini, 2020). A low ROE, on the other hand, could mean trouble for a company.
This ratio was previously used as a variable in a study on profitability and its determinants in a
sample of over 2,000 hotels in Italy (Menicucci, 2018).

ROA serves to determine overall management effectiveness and derive a profit over total
available assets; this ratio is obtained by dividing net income plus financial charges by the
company's assets (Lima Santos et al. 2021; Pareja, 2012). ROA was also used in the study of
Menicucci (2018) to compare the operating performance of the studied hotels; however, it is
widely used in studies on banks (Al Nimer et al., 2015; Pointer & Khoi, 2019). A high ROA
means that management is making good use of the company's capital. However, a low ROA can
mean that the company is investing in unprofitable products or services, assets are being wasted,
or are outdated. It can also mean that the company's operation has high expenses.

According to Chen & Lin (2015), ROE and ROA are the most popular profitability ratios
used in the business and finance literature.

ROS compares net profit to company sales; this ratio measures how much each monetary
unit sold is transformed into profit and determines the ability of management to generate profit
through sales. A high ROS signifies operational efficiency; however, if the ROS is low, it may
indicate financial difficulties for the company (AccountingTools, 2015).

ROS was used as a performance measure in the study of Lopez and Radzi (2012) to
analyze the mediating effect of service quality on market orientation and business performance
relationship of hotels in Klang Valley, Malaysia.

Lastly, following the literature review and the identification of the profitability ratios
relevant to this study, the methodological option that led to the results will be explained.

METHODOLOGY

Portugal is a country where the tourism sector and the hospitality industry are very
important in the economy. Considering the literature review on financial ratios, more
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specifically, profitability ratios (ROE, ROA, and ROS), we realize the need to conduct a larger
number of empirical studies on these ratios.

Considering the objective of measuring the performance of hotels using profitability
ratios and understanding the differences and similarities between hotels in the various regions of
Portugal, this study allows us to assess the management of Portuguese hotels through the
relationship between net income and the different variables in the financial statements.

By collecting information on various financial elements of hotel companies present in the
SABI platform (Van Dijk, 2022), this study opted for a quantitative (Kauark et al., 2010), like
the studies conducted by Lima Santos, et al. (2021); Lucas & Ramires (2021); Tourita, et al.
(2019).

This research focused on the Portuguese hotel companies present on the SABI platform.
Data was collected on April 28, 2022, and the Economic Activity Codes (EAC) representing the
companies under study are: "55111-Hotels with the restaurant” and "55121-Hotels without
restaurant” in the 7 Portuguese regions according to NUT Il (Pordata, 2022). The period chosen
for the data analysis was between 2016 and 2020 (table 5), to compare the period when the hotel
industry evolved significantly and the year when the Covid-19 pandemic emerged, causing high
economic losses in the hospitality industry.

Table 5
NUMBER OF HOTELS AND ROOMS IN PORTUGAL
) Number of hotels Number of rooms
Regions of Portugal 2016 | 2017 | 2018 | 2019 | 2020 | 2016 | 2017 | 2018 | 2019 | 2020
North 315 | 326 | 363 | 380 | 347 |17,768|18,356 | 19,916 | 20,910 |18,886
Centre 304 | 315 | 344 | 349 | 304 |16,461|17,214| 18,208 | 18,391 | 15,814
Lisbon Metropolitan Area 250 | 270 | 276 | 291 | 205 | 25,790 | 26,950 | 27,314 | 28,239 |18,396
Alentejo 88 95 | 101 | 102 | 93 | 3,660 | 3,883 | 3,952 | 4,167 | 3,897
Algarve 135 | 148 | 158 | 164 | 149 |18,040|18,766 | 19,410 | 20,345 | 17,397
Autonomous Region of Azores | 68 71 73 75 48 | 4,156 | 4,344 | 4,448 | 4,612 | 2,951
Autonomous Region of Madeira | 77 84 85 88 59 | 8,951 | 9,447 | 9,567 | 10,021 | 6,748
Total 1,237 1,309 | 1,400 | 1,449 | 1,205 | 94,826 | 98,960 | 102,815 | 106,685 | 84,089

The search on the SABI platform began with selecting companies by name, corporate tax
number, region, net income for the year, equity, financial costs and losses, total assets, operating
income, and turnover. This data was essential to identify the companies, elaborate the calculation
of the profitability ratios, and allow the analysis across the various regions of Portugal. Thus, the
initial search resulted in 5,266 hotels. Later, after the analysis of these variables, 1,363 hotel
companies were eliminated due to lack of information, thus considering a total of 3,903
companies that remained in the sample.

After this first analysis, 1,139 hotels were eliminated due to a lack of data on return on
equity and 712 due to a lack of data on return on sales. Thus, the sample consists of 2,052 hotels.
The data were analyzed to the SPSS Software, as in the study of Poon & Low (2005) to obtain
the results of the present study, and it was necessary to remove 44 outliers. The final sample
comprises 2,008 hotels.

RESULTS AND DISCUSSION

The sample in the study is made up of 2,008 hotel companies belonging to EAC Rev.3 —
55111 and 55121. The hotel companies are geographically distributed according to
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Nomenclature of Territorial Units for Statistics Purposes (NUT). This nomenclature of territorial
units is segmented into three levels, and it was chosen the level 2 (NUT 2), as it can be consulted
in the following table.

Table 6
HOTEL COMPANIES ACCORDING TO NUT 11
Region Number Percentage
Alentejo 87 4.3%
Algarve 380 18.9%
Centre 218. 10.9%
Lisbon Metropolitan Area 639 31.8%
North 462 23.0%
Autonomous Region of Madeira 129 6.4%
Autonomous Region of Azores 93 4.6%
Portugal 2,008 100%

Lisbon Metropolitan Area is the region with the largest number of hotels which were
analyzed followed by the northern region. This does not coincide with Pordata information (table
6), where North is highlighted with the greatest number of hotels. This can be explained by the
fact of hotels do not provide complete information, making it impossible to study them.

Return on Equity

According to figure 1, if the average hotel ROE is analyzed considering all the samples, a
decrease is verified since 2016, but always with a positive ROE until 2019. However, in 2020 the
situation has changed radically, with hotels showing a ROE of -65.82%. In Portugal, ROE
dropped by more than 700%, between 2016 and 2020. This presents the state of the hospitality
industry due to the COVID-19 pandemic. The situation by region is similar, with all regions
presenting a decrease between 2016 and 2019. The region that follows the pattern of the country
is Lisbon Metropolitan Area, while the other regions present some oscillations. For instance, the
Autonomous Region of Madeira had a negative ROE of 3.91% in 2017, which was recovered the
following year, as can be seen in figure 1. In 2020 all the regions present a large drop in ROE,
highlighting Lisbon Metropolitan Area with -90.22%. Alentejo is the region with the highest
ROE (-10.36%) despite being negative.

40.00%
20000% -
0.00%% — o —
—_— — —
50.00% 2016 2017 2018 B 2020
W
-40.00% T
o
-60.00% g
-80.00%
-100.00%
Alentejo Algarve
Centre Lisbon Metropolitan Area
Morth Autonomous Region of Madeira
Autonomous Region of Azores Portugal
7 1528-2635-26-S6-06

Citation Information: Lima Santos, L., Gomes, C., Malheiros, C., & Campos, F. (2022). Measuring the hotels' performance using
profitability ratios. Academy of Accounting and Financial Studies Journal, 26(S6), 1-12.



Academy of Accounting and Financial Studies Journal Volume 26, Special Issue 6, 2022

Return on Assets

ROA is analyzed in figure 2, describing a similar condition. The average ROA of
Portugal increased between 2016 and 2017, although a decline was registered in the following
years, but with a positive ROA. In 2020, a negative ROA has occurred. This behavior of hotels is
similar in all the regions analyzed. The Autonomous Region of Madeira has the worst ROA in
2020, over -23%.

=

2016

[

-20.00%

— Alentejo — Algarve

Centre Lisbon Metropolitan Area

Morth Autonomous Region of Madeira

Autonomous Region of Azores Portugal

FIGURE 2
ROA
Return on Sales

ROS can be observed in figure 3, where, in Portugal, represents an excellent value in
2016 and 2017, particularly the Autonomous Region of Madeira.

4000.00%

2000.00%

-2000.00%

-4000.00%

-5000.00%

-8000.00%

Alentejo Algarve

Centre Lisbon Metropolitan Area

MNorth Autonomous Region of Madeira

Autonomous Region of Azores Portugal

FIGURE 3
ROS

In the following years is detected a slight decrease, but with a positive value. In 2020, a
major fall was followed due to the Covid-19 pandemic, which can be justified by negative
incomes and low sales. The same scenario repeats in all the regions some more affected than
others. About ROS, Algarve presents the worst scenario with a value of -6.051%.
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Comparing Regions Performance

Despite presenting different values, hotel performance is broadly similar across the
regions analyzed, but it is worth exploring statistically whether there are differences. Then, the
Kruskal-Wallis test was used to compare whether the behavior of hotels regarding their
profitability differs according to region. The hypothesis “HO: ROE/ROA/ROS distribution is
equal across region categories” was formulated and tested. This hypothesis was rejected for the

most part.

Table 7

KRUSKAL-WALLIS ACCORDING TO NUT II

Years Significance Decision
ROE 2020 0,000 Reject
ROE 2019 0,002 Reject
ROE 2018 0,220 Not reject
ROE 2017 0,002 Reject
ROE 2016 0,005 Reject
ROA 2020 0,000 Reject
ROA 2019 0,017 Reject
ROA 2018 0,514 Not reject
ROA 2017 0,007 Reject
ROA 2016 0,018 Reject
ROS 2020 0,000 Reject
ROS 2019 0,006 Reject
ROS 2018 0,001 Reject
ROS 2017 0,000 Reject
ROS 2016 0,000 Reject

According to table 2, only for 2018 and about ROE and ROA, hotels show the same
performance in the different regions. For the other years, the situation differs, in other words,
hotels present different performances corresponding to the regions that are located. In table 8 is
described the extremes found, i.e. the regions with the highest value and the lowest value. In this
way it can be seen how hotels in different regions behave in good times and in times of
pandemic, serving as a basis of comparison for hoteliers.

Table 8
PERFORMANCE
Years The region with the best The region with the worst
performance performance
ROE 2020 Alentejo Lisbon Metropolitan Area
ROE 2019 Autonomous Region of Azores Lisbon Metropolitan Area
ROE 2017 Lisbon Metropolitan Area Autonomous Region of Madeira
ROE 2016 Algarve Autonomous Region of Azores
ROA 2020 Alentejo Autonomous Region of Madeira
ROA 2019 North Autonomous Region of Madeira
ROA 2017 Lisbon Metropolitan Area Autonomous Region of Azores
ROA 2016 Lisbon Metropolitan Area Autonomous Region of Azores
ROS 2020 Alentejo Algarve
ROS 2019 Autonomous Region of Madeira Centre
ROS 2018 North Centre
ROS 2017 Autonomous Region of Madeira Autonomous Region of Azores
ROS 2016 Algarve North
9 1528-2635-26-56-06

Citation Information: Lima Santos, L., Gomes, C., Malheiros, C., & Campos, F. (2022). Measuring the hotels' performance using
profitability ratios. Academy of Accounting and Financial Studies Journal, 26(S6), 1-12.



Academy of Accounting and Financial Studies Journal Volume 26, Special Issue 6, 2022

Alentejo, the region with the lowest number of rooms (table 5) and hotel companies
(table 6), presents the best performance although negative, in 2020. Considering ROE, ROA and
ROS the region with the worst performance diverge, Lisbon Metropolitan Area, Autonomous
Region of Madeira, Algarve, respectively. These regions in some years showed the best
performance.

Therefore, and according to the year, the situation diverges, so it can be noted that several
factors inherent to the location influence the hotels’ performance, being more evident that after
the pandemic the regions in the interior of Portugal and with less rooms and hotel units had
lower negative impacts on profitability.

When hoteliers are doing the performance evaluation, they should compare with the
average profitability of the region due to their divergences.

CONCLUSION

In the period 2016-2019 the hospitality industry in Portugal grew significantly and
showed vitality, gaining positions in the main economic indicators of the country. In 2020, with
the Covid-19 pandemic, the hospitality industry almost stagnated which had evident adverse
effects on profitability indicators.

The main objective of this study was to analyze the performance of Portuguese hotels
through the most relevant profitability indicators studied in the literature review: ROE, ROA and
ROS. The evolution over the five years under analysis (2016-2020) provides a critical and
relevant analysis in a period where the hospitality industry reached records in the first four years
and in a last year affected by the global pandemic, the hospitality industry stagnated, a
phenomenon that has been witnessed all over the world. The volatile global environment gives
rise to oscillations in the performance of organizations and hotels in particular, so this study
seeks to show hoteliers that evaluating performance through profitability is crucial in providing
better informed decisions.

In terms of ROE there has been a decrease since 2016, but always with a positive ROE
until 2019. In 2020 the situation changed radically, with the hotels presenting a global drop of
700% in ROE with an average of -65.82%. This situation was similar for all regions, although
with some oscillations, with the Lisbon Metropolitan Area presenting the lowest ROE with -
90.22% and the Alentejo region the highest ROE which, despite being negative, stood at -
10.36%. In the same period the ROA describes a similar behaviour, i.e., it increased in 2016 and
2017; however, it decreased in 2018 and 2019 but remained positive. For the reasons indicated
above, also in 2020 the ROA appears negative in all regions analysed, with the Autonomous
Region of Madeira showing the worst ROA with -23%. As for the ROS the Autonomous Region
of Madeira leads the positive values in 2016 and 2017. Similarly to ROA, the decrease in the two
following years did not stop positive values from being observed. The very low sales and the
maintenance of the main cost items led, in 2020, to a dramatic decrease in the ROS, a scenario
that was repeated in all regions, with the Algarve region having the worst scenario with an
average ROS of -6,051%.

In conclusion, the Portuguese hospitality industry had presented an excellent performance
evaluation through profitability indicators, being a driver of the country’s economy. However,
the Covid-19 pandemic changed the performance for the worst scenario and excellent measures
are needed to return to 2016 levels. As the overall performance of hotels is divergent across
regions, the calculation of average profitability is urgent, so hoteliers are being able to do a
benchmark themselves more effectively. Although, it is convenient to analyze those regions most
affected by the pandemic in other to take extra measures.
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