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Abstract

The purpose of this article is to examine Peel Hotels PLC’s relative financial performance with
its internal factors and external factors. The data collected from annual reports of Peel Hotels
PLC for the period 2014 to 2018 has been analysed through regression correlation. Return on
assets (ROA) is used as the measurement of company’s performance whereas risk indicators
are selected as internal factors and macroeconomic factors are used as the external factors.
When these considerations are analysed, the operational risk indicators which are operational
ratio and operating margin that under internal factors will most influence the performance. A

few recommendations are suggested based on the results.
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1.0 Introduction
1.1. Introduction

This chapter explains the summary of Peel Hotels PLC, identifies the research
objectives, research questions and scope of study besides addresses the organisation of

the report.
1.2 Overview of Peel Hotels PL.C

According to Travel & Tourism Competiveness Report 2019, United Kingdom (UK)
are the world’s sixth most travel-ready nations. London, the capital city of UK is a major
international financial centre and one of the most visited cities in the world. Based on the
Britain ‘s visitor economy facts, it is projected that this travel and tourism sector will
expand at an annual rate of 3.8% by 2025, which is significantly faster than the UK
economy as a whole. Moreover, this industry is growing even more rapidly than other
sectors such as manufacturing, construction and retail. From the statements, hotel industry

which is under this sector is believed to act as one of the important part of the UK economy.

Peel Hotels Plc is a United Kingdom hotel company. Peel Hotels PLC was founded in
the year 1998 by Robert Peel with the headquarters located at London. It is listed on the
AIM (formerly the Alternative Investment Market) and currently own nine hotels
throughout UK. The Company’s principal activity is focus in the operation of hotels in UK.
In its hotels, banqueting suites, training and conference facilities is provided. Hotels under
Peel Hotel PLC has a computer-friendly business centre and free Internet access. In
addition, additional services such as photocopying and faxing services, secretarial services
and audio-visual hire equipment and additional items or special requirements can be
arranged in hotels on request. Peel Hotels PLC’s subsidiaries include Crown & Mitre
(Carlisle) Limited, Strathdon (Nottingham) Limited and King Malcolm (Dunfermline)
Limited. The number of employees under this hotel company is approximate to 426 persons.
The Board is chaired by Robert Peel (previously worked as the Chief Executive of Mount
Charlotte Hotels) who also acts as the Group’s Chief Executive. Under his stewardship,
Peel Hotels PLC became UK's second largest hotel company and London's largest with

more than 6,500 bedrooms.

However, Peel Hotels PLC is also facing financial risks like other companies.
According to the Annual Reports of Peel Hotels PLC, Peel Hotels PLC is exposed to

operational risk, credit risk, market risks such as currency risk and interest rate risk, as well



as liquidity risk. Recently, the Company has entered into a £9.9 million five-year term loan
facility with Allied Irish Bank. Furthermore, when the director recognized the breach of
the covenant in combination with a challenging trading outlook, this resulted in material
uncertainty and increased the possibility that the company could not continue to realize its
assets and discharge its liabilities in the course of normal business. These had increase the

risk exposure faced by Peel Hotels PLC.
1.3 Research Objectives

This study aims to identify the relationships between company’s performance and its

factors in Peel Hotels PLC. This study’s goals are:

1. To identify the internal factors that may influence the performance of the
company.

2. To analyse the external factors which may bring direct impact to the company’s
performance.

3. To examine both internal as well as external factors that may influence the

performance of the company.
1.4 Research Questions
The research questions of this study are:

1. Is there a connection between internal factors and company’s performance?
2. Is there any relationship among external factors and company’s performance?
3. Is there any impact of internal factors and external factors towards the

performance of the company?

1.5 Scope of Study
This study covers Peel Hotels PLC from the hotel industry in UK. The

company’s performance and risks indicators are based on the 5 years’ annual report of

Peel Hotels PLC from 2014 to 2018.

1.6 Organisation of Report
This research is made up of five main chapters. For Chapter 1, it outlines the
introduction that provides a summary of the studied company, research objectives,

research questions, scope of study as well as the organisation of report. Chapter 2



discusses the risk related literature review and its determinants while research
methodology will be presented in Chapter 3. In addition, Chapter 4 presents the research
results and outcomes that include linear regression analysis. Lastly, Chapter 5 provides

a summary and conclusion of the analysis with further suggestions.

2.0 Literature Review

The word governance is defined as the action or manner of governing a state,
organization and so on. Corporate governance is defined as the mechanism and framework
used to direct and manage the company's business and affairs towards the promotion of
corporate stability and transparency with the ultimate goal of achieving long-term
shareholder value while taking into account other stakeholders’ interests (Securities
Commision, 2017). Generally, corporate governance is the system of rules, practices and
processes by which a firm is directed and controlled. Effective corporate governance
requires a clear understanding of the board, management and shareholders ' respective roles
and their relationships with one another. Since corporate governance also offers the basis
for achieving organization goals, it encompasses virtually every management area from
action plans and internal controls to measuring performance and corporate reporting.
Financial risk is defined as the risk or possibility that a company’s cash flow will not
be sufficient for the payment of creditors and to fulfil other financial responsibilities
(Guzman, n.d.). Therefore, the level of financial risk, different with business risk, is related
to the operations of the business itself, but more depends on the amount of debt incurred to
finance the operations. This means the higher the level of debt or liability a business is
taking, the higher the financial risk it will be in the business. Financial risk can be classified

into various types such as credit risk, operation risk, liquidity risk and market risk.
Operational risk is the possibility of loss due to inadequate or failed internal processes,
individuals and systems or external events (Basel Committe, 2014). A poor operational risk
management can bring catastrophic losses not only in monetary sense but in terms of
overall business and reputation (Rouse, 2013). Banks have struggled to control operational
risk with a proof of major banks lost nearly $210 billion from operation risk events since
2011 (Huber & Funaro, 2018). Hence, over recent years, management towards operational
risk has become more relevant. Operational risk is inherent in all banking products,
activities, processes and systems, so sound operation risk management is a reflection of the

board’s and senior management’s effectiveness in administering its portfolio of those



products, activities, processes and systems (Basel Committee on Banking Supervision,
2011).

Basel Committee on Banking Supervision (2019) defined market risk as the on and off-
balance-sheet positions losses resulting from market prices movement. Risks associated
with market risk are the risks associated with interest rate of stock and securities in trading
book, foreign exchange risk and commodity risk. Market risk is the potential for price
changes in a market that causes investment losses and it is often measured with volatility
concept that helps to predict the potential price fluctuation of an investment (Spacey, 2015).
Usually, market risks are outside the control of the banks, as they are determined by overall
economy factors.

Liquidity risk is the threat that a corporation or a bank may not be able to meet
short term financial requirements because of the inability to turn a security into cash
without a loss of revenue in the process. There are two basic types of liquidity risk, namely
market liquidity risk and funding liquidity risk. Based on findings, the profitability effects
on the liquidity risk significantly, so profitability of a business should be reduced by not
neglecting the short term cost and obligations to manage the liquidity risk (Neoh, 2018).
Besides, another study revealed a significant relationship among profitability and liquidity
risk where high levels of accruals quality and timely dividends announcement reduce stocks’
liquidity risk while profitability estimation error in a high percentage increases the liquidity
risk of the stock (Shiri & Roshandel, 2015). Hence, return on assets (ROA) which can
indicate profitability of a business should be measured in order to predict or determine a
business’s liquidity risk.

Credit risk refers to the chance of loss due to a borrower failed to repay a loan
or meet contractual obligations. The credit risk is considering to be higher if the borrower
does not have enough assets or there are no adequate cash flows to pay off the creditors.
Credit risk is closely linked to an investment’s potential return where bond yields are
strongly correlated with its alleged credit risk. A higher credit risk is reflected by investors’
higher interest rate demand to borrow their money. However, it was found out that there
was a negative correlation between credit risk and interest rate risk where having both of
them in portfolio could provide diversification (Tucker, 2015). Generally, there are three
types of credit risk. The first category is default risk, the prevalent credit risk. Secondly,
credit spread risk which occur due to volatility in the difference between the interest rate
of investment and the risk free return rate and the last type is called downgrade risk. Based

on financial analysis, credit risk can be measured by evaluating the debt-to-income ratio.
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The debt-to-income ratio is computed by dividing a company ‘s ongoing monthly

obligations over the gross monthly income. As reasonable credit risks, a debt-to-income
ratio below 35% is considered.

Financial performance is a subjective measure of how well an organization can
use its assets to generate revenues. A company’s financial performance is also used over a
given period as a general measure of the overall business’s financial health. Investors
usually compare similar companies across the same industry using company’s performance
in order to find out if they should risk their money. While shareholders measure
performance is to study how their shares will perform (Cequea, 2017). Profitability such
as return on assets (ROA) and return on equity (ROE) are used the simplest indicator to

represent a company’s performance generally.

3.0 Methodology
1.1 Introduction
Methodology explains the techniques of performing a study. Sampling techniques,
statistical techniques, data analysis, and Statistical Package for Social Science (SPSS) are

used in this section.

3.2 Sampling Technique

The population in this study is the hotel sector in UK. Jerasia Capital Berhad, one of
the hotel company in UK becomes the main focus of this study. Hence, Peel Hotels PLC is
taken as the sample data. The data that we sampled is mostly taken from its company’s
annual reports from 2014 to 2018. Since the relationship between performance and its
factors are needed to be identified, the recommended dependent variable is ROA whereas
the independent variables used are internal factors, external factors, as well as both internal

and external factors.

3.3 Statistical Analysis

Sample data is collected based on the 5 years’ annual reports from 2014 to 2018. The
data from income statements and balance sheets is recorded so that the information could
be used for analysing the internal factors. Bloomberg is also used as one of the resource for
back up and checking purposes. If the data from the annual reports is incomplete, the data

collected from Bloomberg is used. The main concepts of a sound corporate governance



which is accountability, transparency, independence, fairness as well as sustainable are also
being analysed based on the 5 years’ annual report and then the corporate governance index
is computed. Besides, the external factors such as the gross domestic product (GDP) growth
rate, inflation rate, interest rate, exchange rate and other macroeconomics’ indicators are
collected using Yahoo Finance, IMF and also Central Bank UK.

The ordinary least-squared linear regression is used as the main procedure. This linear
regression model is used to investigate the relationship between the data which is labelled
with dependent variables and independent variables. Ordinary least-square is basically the
most common estimation method for linear models. This is because ordinary least-squared

procedure creates best possible estimates with the smallest variance produced.

3.4 Data Analysis

The research framework is as shown below:

INTERNAL
FACTORS

EXTERNAL

PERFORMANCE FACTORS

INTERNAL AND
EXTERNAL

FACTORS
\ J | J

! |
Dependent Variable Independent Variables

Independent variables are contrasted with the dependent variable and the output must
represent the relationship between the variables in SPSS. Since the independent variable is
more than 1, multiple linear regression analysis has been used to assess its effect on
dependent variables. The multiple linear regression line can be represented in the equation

below:
Y =Po+fixi+ L2+ + fixi+ e

where ¥ refers to dependent variable, x; refers to independent variables and p; is the

interception of the linear regression line while e refers to the error.



The measurement of variables is shown as the table below:

No. | Variable Indication

1 Return on Equity (ROA) Net income/Total equity

2 Current Ratio Current Asset/Current Liability

3 Quick Ratio (Current Asset — Inventory - Prepaid
Expenses)/Current Liability

4 Average Collection Period Account Receivable/(Revenue/360 Days)

5 Debt To Income Total Liability/Total Income

6 Operational Ratio Operating Expenses/Net Sales

7 Operating Margin EBIT/Revenue

8 Corporate Governance Index | Corporate governance elements fulfilled by

(CG Index) company over 5 years

9 Gross Domestic Product (GDP) | UK’s GDP rate over 5 years

10 Inflation UK’s inflation rate over 5 years

11 Interest Rate UK’s interest rate over 5 years

12 Exchange Rate UK’s exchange rate over 5 years

3.5 Statistical Package for Social Sciences (SPSS)

In this study, results were obtained using IBM SPSS version 25 in the data computation.

It is acknowledged that this program is a strong tool that helps researchers perform

statistical data analysis. SPSS is widely used in data mining and researches on business

studies because it is capable of carrying out descriptive statistics, predicting numeral results

and predicting group identification as well. However, SPSS will only be used to evaluate

linear regression and comparison between variables.




4.0 Findings and Analysis
4.1 Introduction
This chapter presents the interpretation of SPSS output, findings and analysis using

linear regression analysis.

4.2 Internal Factors

4.2.1 Descriptive Statistics

Descriptive Statistics

Mean Std. Deviation N
ROA .007956058727097 .018084444593082 5
CURRENT RATIO A26853612014085 .204815776620571 5
QUICK RATIO .308444840232007 196143625808144 5
AVERAGE-COLLECTION PERIOD 23.3473923154086800 2.9928585121441791 5
DEBT TO INCOME .808012059424585 [087800444759149 5
OPERATIONAL RATIO 118146057 160254 .030632354165152 5
OPERATING MARGIN [057753088283890 .043846837703493 5
CG Index 600 .0000 5

Mean is the average value of each variable whereas standard deviation is the dispersion
value of the dependent and independent variables. A higher value of standard deviation
indicates a larger variability. For ROA, the indicator for profitability which may represent
company’s performance, is having a mean of 0.008, meaning that every unit of money invested
by the company in assets will only generate 0.007956 net income averagely in the 5 years. Next,
the mean of current ratio is 0.4269 while mean for quick ratio is 0.3984, where both of them
are below 1. This means that the company are assumed currently unable to fully pay back its
current debt. From the table, we also know that the average collection period for the company
1s 23.35 days and average debt to income is 0.808. For the variables under the category which
may represent operational risk, the mean operational ratio is 0.118 and mean operating margin
is 0.058, which can be concluded that the company managed well in the operation that might
minimise the operational risk faced. Besides, the corporate governance is 0.6 on average.
Based on the table, the average-collection period has the highest mean value which is 23.3474.
The standard deviation of average-collection period which exceed 2 also is the highest, this
means that average-collection period has the most violation among other variables. Since the

CG index remains constant over the 5 years, it is having a standard deviation of 0.



4.2.2 Correlations

Correlations

ROA CURRENT QUICK AVERAGE- DEET TO OPERATIONAL OPERATING CG
RATIO RATIO COLLECTION INCOME RATIO MARGIN Index
PERIOD
Pearson ROA 1.000 -.595 - 615 789 -.330 -975 .999
Correlation CURRENT RATIO -.585 1.000 1.000 -453 270 .661 -.567
QUICK RATIO -815 1.000 1.000 - 465 265 .679 - 987
AVERAGE- 789 -433 - 468 1.000 o2 -.876 765
COLLECTION
PERIOD
DEET TO INCOME -.330 270 265 002 1.000 82 -.360
OPERATIONAL -875 661 679 -876 a2 1.000 -.962
RATIO
OPERATING 899 967 -587 765 -.360 -962 1.000
MARGIN
CG Index - . - . . . . 1.000
Sig. (1- ROA - 145 135 056 294 .002 .000 000
tailed) CURRENT RATIO 145 . 000 222 330 112 159 000
QUICK. RATIO 135 .00o0 - 214 333 S04 148 000
AVERAGE- 056 222 214 . 499 026 .066 000
COLLECTION
PERIOD
DEET TO INCOME 294 330 333 499 - 363 276 000
OPERATIONAL 002 112 104 026 385 . .004 000
RATIO
QOPERATING 000 158 149 066 276 004 . 000
MARGIN
CG Index 000 .000 000 000 000 .000 .000
M ROA 5 5 5 5 3 5 5 5
CURRENT RATIO 3 5 5 5 3 5 5 5
QUICK. RATIO 5 5 5 5 B} 5 5 5
AVERAGE- 5 5 5 5 3 5 5 5
COLLECTION
PERIOD
DEET TO INCOME S 5 S S 3 5 5 5
OPERATIONAL B 5 S S E 5 5 5
RATIO
OPERATING 5 5 5 5 5 5 5 5
MARGIN
CiG Index 5 5 5 5 5 5 5 5

Using Pearson correlation, the relationship between dependent and independent
variables is evaluated. A positive value of Pearson Correlation indicates a positive relationship
between the variables while a negative value indicates a negative relationship. A value which

exceed positive or negative 0.5 is considered having a strong relationship among the variables.

However, the significance of the relationship cannot be concluded using only Pearson
correlation value, so the value of significance is important. If the value Sig(1-tailed) or p-value
is less than 0.05, we can conclude that the relationship between the two variables is statistically
significant correlation. Instead, a Sig(1-tailed) value which is greater than 0.05 showing that

the parameter does not have a significant correlation.



From the table, the independent variables which positively correlated with ROA are
average-collection period and operating margin. Both of the variables having a high Pearson
correlation value but operating margin is having a stronger relationship with ROA as its value
of 0.999 which is tend to 1. However, based on the significant level of the variables, average-
collection period is not significantly influence the ROA because of its value of significant level
which is larger than 0.05. This means that average-collection period cannot be concluded will
bring a direct impact towards performance although they are having a strong positive
relationship. In the other hand, operating margin which having a significant level of 0.000 is
perfectly affecting ROA. This implies that operating margin will affect ROA directly,

whenever operating margin increases, ROA will tend to be increased.

For the variables which negatively correlated with ROA are current ratio, quick ratio,
debt to income and operational ratio. Among all of these variables, only operational ratio

having a significant level less than 0.05, which could be concluded to significantly affect ROA

negatively.
4.2.3 Model Summary
Model Summary®
Model R R Square Adjusted R Sid. Error of the Durbin-Watson
Square Estimate
1 895 897 996 0011342977 20642
2 1.000% 1.000 1.000 000220585400060 3112

a. Predictors: (Constant), OPERATING MARGIN
b. Predictors: (Constant), OFERATING MARGIN , OFERATIONAL RATIO
. Dependent Variable: ROA

ROA which may represent company’s performance is used as the dependent variable.
Since the method selected is Stepwise, SPSS only chose the significant variable to represent
the model during the computation in the linear regression analysis. R? is the coefficient of
determination, which is a ratio of the explained to total variation, while adjusted R’ is the
modified determination coefficient that was adjusted for the model’s number of predictors. The
first model choosing operating margin as the independent variable, where the adjusted R? value
1s 0.996 which is very close to 1. This means that 99.6% variation in ROA can be explained by

operating margin. Hence, the linear regression is suitable for the model between ROA and
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operating margin. However, both operating margin and operational ratio were chosen as the
independent variables in the following model, where its adjusted R? value is equal to 1, showing
that the linear regression line is fits perfectly with a very low standard estimation of only 0.0002.
In another words, this second model has a negligible error on the regression line and can be
used as a trend line for accurately predicting the missing variable. However, the Durbin-Watson
statistics shows a value of 3.112. Values from 2 to 4 in Durbin-Watson statistics indicate
negative autocorrelation based on Investopedia. In overall, operating margin and operating
ratio representing the operational risk are the most appropriate variables to be included as the

independent variables compared to other variables of internal factor.

4.2.4 ANOVA
ANOVA:=
Model Sum of df Mean F Sig.
Squares Sguare
1 Regression om 1 om 1013.755 _00Qe
Residual 000 3 000
Total 0o 4
2 Fegression 001 2 001 13441.710 .000=
Residual 000 2 000
Total 001 4

a. Dependent Variable: ROA
b. Predictors: (Constant), OPERATING MARGIN
. Predictors: (Constant), OPERATING MARGIN | OFPERATIOMAL RATIO

An independent variable with significant level which is less than 0=0.05 indicating
there is a significant linear relationship between the dependent and independent variables.
Based on the ANOVA table, the first model selected operating margin as the predictor while
the second model choosing both operating margin and operational ratio as the independent
variables. Both of the model having a significant value of 0.000 which means there is a
perfectly significant linear relationship between the dependent and independent variables. The
models can be concluded having a consistent variance that can predicts the outcome very

significantly.
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4.2.5 Coefficients

Coefficients?
Madel Unstandardized Standardized t Sig. 95.0% Confidence
Coefiicients Coefiicients Interval for B
B Sitd. Beta Lower Upper
Error Bound Bound
1 {Constant) -016 001 - | .boo -019 -013
17.530
OPERATING 412 013 899 | 31840 000 AT 453
MARGIN
2 {Constant) ooz ooz 1125 | 377 -.007 011
OPERATING 334 004 810 | 36341 001 295 74
MARGIN
OFERATIOMAL - 116 013 - 196 -5 794 013 -172 -.0559
RATIO

a. Dependent Variable: ROA

In the first model, operating margin with significance of 0.000 is the most significant
internal variable that will give the direct impact towards company’s performance. For the
second model, both internal variables selected are operating margin and operational ratio.
Since both of the significant levels of 0.001 and 0.013 are less than 0.05, the operating
margin and operational ratio will influence the ROA significantly.

According to the coefficients able, the dependent variable can be predicted by
constructing a regression line using the value of B under the standardized coefficients.
Therefore, the equation of regression line for the first model is y=-0.016+0.412x; where y
refers to the ROA and x; refers to the operating margin. The equation can be explained as
when the operating margin increases by a unit, ROA will increase by 0.412 unit. For the
second model, the regression line is y=0.002+0.334x;-0.116x> where y is the ROA, x; is
the operating margin while x; is the operational ratio. This can be interpreted as when
operating margin increase for 1 unit, ROA will increase for 0.334 unit given that
operational ratio is inside the model or when operational ratio increases by 1 unit, ROA

will decrease by 0.116 unit assuming operating margin is in the model.
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4.2.6 Charts

Due to the reason linear regression model is not always appropriate for data,
we should access appropriate model by defining residual and examine residual plots.
Residuals is defined as the differences between the true and fitted dependent

variable’s values for the points in the sample.

The result of residual analysis can be visualized through the charts below such

as histograms, normal P-P plots and scatterplot.

Histogram
Dependent Variable: ROA

Mean = 31715
Std. Dev. = 0707
N=5

Frequency

-0 -05 00 05 10 15

Regression Standardized Residual

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: ROA
1.0 T T 1

08
08

04

Expected Cum Prob

02

oo 02 04 0E o8 1.0

Observed Cum Prob
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Scatterplot
Dependent Variable; ROA

05

0o

0.5

Regression Standardized Residual

-20 -15 -1.0 05 0o 0s 1.0

Regression Standardized Predicted Value

4.3 External Factors
Due to the reason of insufficient sample data, none of the independent variables
significantly predicts the dependent variable, SPSS displayed only the table of descriptive

statistics and correlations.

4.3.1 Descriptive Statistics

Descriptive Statistics

Mean Std. Deviation M
ROA [007956058727057 .018084444505982 5
GDP 2.040000000000000 AT7061521350140 5
Inflation 1.5356360104815824 903666620037923 5
Interest Rate A500 11180 5
Exchange Rate T05883558422147 071478662354952 5
Unemployment Rate 4. 902600097656250 843500176617031 ]

Based on the table, the unemployment rate has the highest value of mean followed by
GDP, inflation, exchange rate and lastly the interest rate. All of the variables having a standard
deviation not more than 1. The highest standard deviation falls on inflation rate which means

it may have the most violation among other variables.
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4.3.2 Correlations

Correlations
ROA GDP Inflation Interest Exchange Unemployment

Rate Rate Hate
Pearson ROA 1.000 500 -622 -414 -281 552
Correlation GDP 500 1.000 -A470 232 -916 479
Inflation -.622 - 470 1.000 326 602 -.586
Interest Rate -414 232 326 1.000 -272 055
Exchange -.281 -916 602 -272 1.000 - 925
Rate
Unemployment 552 ara -.596 0549 -925 1.000
Rate
Sig. (1- ROA B 196 AR 244 323 187
tailed) GDOP 196 - 212 353 014 .00z
Inflation A3 212 . 296 RES 144
Interest Rate 244 353 296 B 329 462
Exchange 323 014 A4 329 . RN
Rate
Unemployment AGT 00z 144 462 iR R
Rate
M ROA 5 5] 5 5] 3 5
GDOP 3 5 5 5 5 3
Inflation =] 4 =] 4 B 5
Interest Rate 2 a2 5 a2 3 5
Exchange 5 ] 5 ] ] 5
Rate
Unemployment 5 ] 5 ] ] 5
Rate

GDP and unemployment rate are positively correlated with ROA. However, they are
having high significant levels which are greater than 0.05, which indicate they are
insignificantly in the influence on ROA. Therefore, GDP or unemployment rate cannot be
concluded will affect the ROA although ROA increases when GDP or unemployment rate

increases.

Inflation, interest rate and exchange rate correlated with ROA negatively. When
inflation, interest rate or exchange rate increases, ROA will decreases. However, we still cannot
conclude that inflation, interest rate and exchange rate will bring impacts directly towards
performance as they didn’t affect ROA significantly due to the significant levels greater than
0.05.
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4.4 Internal and External Factors

4.4.1 Descriptive Statistics
Descriptive Statistics
Mean Std. Deviation N
ROA 0079560587 27097 0180844445535382 5
CURRENT RATIO A26853612014085 204515776629571 5
QUICK RATIO 3984448402 32097 196143625805144 5
AVERAGE-COLLECTION PERIOD 23.347393154086800 2.892395121441791 5
DEET TO INCOME 803012059424585 (037300444759149 5
OFPERATIOMAL RATIO 118146057160254 J030632354165152 5
OFPERATING MARGIN J057T53088283290 (043346837703493 5
CG Index 600 0000 5
GDP 2.040000000000000 STT061521850140 5
Inflation 1.535636010481824 B03666620037923 5
Interest Rate A500 111380 5
Exchange Rate T05383568422147 071478662354002 5
Unemployment Rate 4 902600097656250 B43590176617031 5

All of the average value for each variable is computed and is shown as the mean in the
table. Based on the table, the average-collection period still having the highest standard
deviation which exceed 2 after considering all internal and external factors of the company,

this means that average-collection period has the most violation compared to other variables.

442 Correlations

Correlations
R CUR | QUI | AVERA | DEB | OPERAT | OFERA | C G Infla | Inte | Exch | Unemplo
o] RENT @ CK GE- TTO IOMNAL TING G D fion | rest ange yment
A RATI RA COLLE INC RATIO MARGI In P Rat Rate Rate
0 TIO CTION OME N de e
FERIO b4
D
Pears | ROA 1. -595 | -.61 789 -330 -975 999 5 -682 | -4 -281 .552|
on 00 00 2 4
Correl 0
ation CURREM | -5 1.000 1.0 -453 270 661 -.567 -3 -1 -2 -021 -.226
T RATIO 95 00 45 1 6
QUICK -6 1.000 1.0 - 468 265 679 -.587 -3 -12 ) -20 000 -.248
RATIO 15 00 64 5 7
AVERAG T -453  -46 1.000 o002 - 876 765 5 -33 -54  -320 642
E- ] 8 79 9 1
COLLEC
TION
FERIOD
DEBT -3 270 | .26 002 1.00 182 - 360 6 -02 A6 | -T763 602
TO 30 5 0 36 9 7
INCOME
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The positively correlated variables with ROA are average-collection period, operating
margin, GDP and unemployment rate. Among these variables, operating margin has the
strongest positive relationship with ROA as its Pearson correlation of 0.999 is the most nearest
to 1. However, only significant is considered to give direct impact towards the ROA. By
looking at the significant value, the most significant variable is operating margin which is
having 0.000 significant value that made it becomes perfectly significant variable that
positively affect ROA.

For the negatively correlated variables with ROA, there are current ratio, quick ratio,
debt to income, operational ratio, inflation, interest rate and exchange rate. Operational ratio
has the least significant value which is 0.002 among these variables. Therefore, operational

ratio can be said to influence ROA negatively compared to other negatively correlated variables.

4.4.3 Model Summary

Model Summary®

Model R R Square Adjusted R Std. Error of the Durbin-Watson
Square Esztimate

1 904 897 996 | .001134297720642

2 1.000% 1.000 1.000 | .000220585400060 3112

a. Predictors: (Constant), OPERATING MARGIMN
b. Predictors: (Constant), OPERATING MARGIN | OPERATIOMAL RATIO
. Dependent Variable: ROA

Since the output of this model is same as the model using only internal factors, same
explanation of the table is made. ROA which may represent company’s performance is used as
the dependent variable. Since the method selected is Stepwise, SPSS only chose the significant
variable to represent the model during the computation in the linear regression analysis. R is
the coefficient of determination, which is a ratio of the explained to total variation, while
adjusted R? is the modified determination coefficient that was adjusted for the model’s number
of predictors. The first model choosing operating margin as the independent variable, where
the adjusted R? value is 0.996 which is very close to 1. This means that 99.6% variation in ROA
can be explained by operating margin. Hence, the linear regression is suitable for the model
between ROA and operating margin. However, both operating margin and operational ratio
were chosen as the independent variables in the following model, where its adjusted R? value

is equal to 1, showing that the linear regression line is fits perfectly with a very low standard
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estimation of only 0.0002. In another words, this second model has a negligible error on the
regression line and can be used as a trend line for accurately predicting the missing variable.
However, the Durbin-Watson statistics shows a value of 3.112. Values from 2 to 4 in Durbin-
Watson statistics indicate negative autocorrelation based on Investopedia. In overall, operating
margin and operating ratio representing the operational risk are the most appropriate variables

to be included as the independent variables compared to all other variables.

4.4.4 ANOVA
ANOVA:=
Model Sum of df Mean Square F Sig.
Squares
1 Regression 001 1 001 1013.755 .ooQe
Residual 000 3 A0oo
Total 001 4
2 Regression 001 2 001 13441710 000s
Residual 000 2 000
Total 001 4

a. Dependent Variable: ROA
b. Predictors: (Constant), OPERATING MARGIM
c. Predictors: {Constant), OPERATING MARGIN |, OPERATIONAL RATIO

Based on the ANOVA table, the first model selected operating margin as the predictor
while the second model choosing both operating margin and operational ratio as the
independent variables. Both of the model having a significant value of 0.000 which means there
is a perfectly significant linear relationship between the dependent and independent variables.
The models can be concluded having a consistent variance that can predicts the outcome very

significantly.
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4.4.5 Coefficients

Coefficients?
Madel Unstandardized Standardized t Sig. 95.0% Confidence
Coefficients Coefficients Interval for B
B Sid. Beta Lower Upper
Error Bound Bound
1 (Constant) -016 001 - 000 -019 -013
17.530
OFERATING 412 013 899 | 31840 000 3T 453
MARGIN
2 (Constant) 002 002 1.125 RET) =007 011
OPERATING 334 009 810 | 36341 001 295 374
MARGIN
OPERATIONAL - 116 013 -.196 8794 | 013 -172 -.059
RATIO

a. Dependent Variable: ROA
In the first model, operating margin with significance of 0.000 is the most significant

internal variable that will give the direct impact towards company’s performance. For the
second model, both internal variables selected are operating margin and operational ratio.
Since both of the significant levels of 0.001 and 0.013 are less than 0.05, the operating
margin and operational ratio will influence the ROA significantly.

According to the coefficients table, the dependent variable can be predicted by
constructing a regression line using the value of B under the standardized coefficients.
Therefore, the equation of regression line for the first model is y=-0.016+0.412x; where y
refers to the ROA and x; refers to the operating margin. The equation can be explained as
when the operating margin increases by a unit, ROA will increase by 0.412 unit. For the
second model, the regression line is y=0.002+0.334x;-0.116x2 where y is the ROA, x; is
the operating margin while x> is the operational ratio. This can be interpreted as when
operating margin increase for 1 unit, ROA will increase for 0.334 unit given that
operational ratio is inside the model or when operational ratio increases by 1 unit, ROA

will decrease by 0.116 unit assuming operating margin is in the model.

4.4.6 Charts
Due to the reason linear regression model is not always appropriate for data,

we should access appropriate model by defining residual and examine residual plots.
Residuals is defined as the differences between the true and fitted dependent

variable’s values for the points in the sample. The result of residual analysis can be
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visualized through the charts below such as histograms, normal P-P plots and

scatterplot.

Histogram
Dependent Variable: ROA

Mean = 317E-15
Stel. Dev. = 0707

Frequency

-10 -05 0.0 0s 10 15

Regression Standardized Residual

Normal P-P Plot of Regression Standardized Residual
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Yo : :
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0z

0o 02 04 06 08 10
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Regression Standardized Residual

05

oo

05

Scatterplot
Dependent Variable: ROA
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5.0 Conclusion and Recommendation
5.1 Introduction
In this chapter, the results and findings are summarized in the conclusion along

with some recommendations.

5.2 Conclusion
The study aims to evaluate the impacts on the Peel Hotels PLC’s performance
from hotel sector in UK from the internal and external factors of the firms. This analysis
is conducted in order to achieve the purposes of the research:
1. To identify the internal factors that may influence the performance of the
company.
2. To analyse the external factors which may bring direct impact to the company’s
performance.
3. To examine both internal as well as external factors that may influence the

performance of the company.

There are 3 models in total based on the findings in Chapter 4, because of the
sample data are evaluated in 3 different aspects which are internal factors, external
factors, and internal and external factors. The results obtained when the regression
model uses internal factors is same as the regression model uses both internal and
external factors. Therefore, there are sufficient evidence to conclude that the internal
factor will affect Peel Hotels PLC’s performance the most. Instead, there is no
significant linear relationship between external factors and Peel Hotels PLC’s
performance.

Among the internal factors of Peel Hotels PLC, ROA has been positively
impacted and influenced by operating margin the most significantly followed by
operational ratio which negatively affected it. This means whenever the operating
margin increases, the profitability will increase as well and vice versa while whenever
the operational ratio increases, the profitability performance will tend to be decreased
and vice versa. Since both of the operating margin and operational ratio are classified
in operational risk, it can be concluded that Peel Hotels PLC is facing the highest

exposure to operational risk compared to other financial risk such as credit risk,

liquidity risk and market risk.
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5.3 Recommendation

Based on the results, the operational risk influences on the profitability performance
significantly. Therefore, operational risk must be handle well to managed the
profitability. To mitigating the operational risk, the industry should be able to always
make the right decision to avoid inadequate or failed internal processes, people and
systems by practicing a stable and sound framework’s policies, processes and systems
in order to minimise the company’s operational costs.

As we all know that corporate governance is helpful to ensure corporate success
and economic growth. A higher CG index may indicate a better corporate governance
as the principles followed by the company is more. According to the findings in Chapter
4, there is a no linear relationship between CG index and ROA due to the constant value
of standard deviation. In another words, although corporate governance is practiced by
Peel Hotels PLC, it didn’t help much in improving the company’s performance.
However, the company is still recommended that the company implement corporate
governance during its daily operations, in particular by practicing the five main pillars
of corporate governance which is transparency, fairness, independence, accountability
and sustainability to maintain the stability of the company. This is because a good
practice of corporate governance ensures a well daily operation and sound risk
management in the company. Hence, Peel Hotels PLC is suggested to improve the
practice of corporate governance that might lead to a better operation system of the
company.

A similar study should be carried out involving a larger sample size in order to make

the study to become more reliable.
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Appendices

YEAR
PERFORMANCE

LIQUIDITY RISK

CREDIT RISK

OPERATIONAL
RISK

Net Income
Total Assets

ROA
Total Equity

ROE
Current Asset

Current Liability

CURRENT RATIO
Inventory
Prepaid Expenses
QUICK RATIO
Account Receivable

Revenue/360 Days
AVERAGE-COLLECTION

PERIOD
Total Liability

Total Income

DEBT TO INCOME

Operating Expenses
Net Sale

OPERATIONAL RATIO
EBIT

Revenue

OPERATING MARGIN

Table 1: Internal Factors Calculation of Peel Hotels PLC

2014
389473
379563

22
0.0103

224430
67
0.0174

141838
8
368675
0
0.3847

108670
0
0.3553
111470
3
43083
25.8733

155132
55
164395
38
0.9437
160883
7
155099
11
0.1037

929627
155099

11
0.0599

27

2015
734464
373591

25
0.0197

231775
31
0.0317

126624
8
308500
3
0.4105

103288
0
0.3770
101613

0
45706

22.2318

141815
94
179087
22
0.7919
174184
4
164542
41
0.1059
145448
1
164542
41
0.0884

2016
798266
374081

02
0.0213

237656
15
0.0336

163552
9
323238
7
0.5060

112585
0
0.4712

124017
8
47254

26.2449

136424
87
185710
86
0.7346
168478
7
170114
72
0.0990

155961
4
170114
72
0.0917

2017
434722
370047

32
0.0117

239200
95
0.0182

150216
8
111933
07
0.1342

114034
0
0.1240
109548

1
46640

23.4881

130846
37
178885
54
0.7315
183997
7
167903
20
0.1096

109823
4
167903
20
0.0654

2018
-844272
363479

81
-0.0232

230758
23
-0.0366

224160
6
320731
0
0.6989

109271
0
0.6648
845058

44715
18.8989

132721
58
158291
87
0.8385

277705
9
160973
13
0.1725

-268126

160973
13
-0.0167



Year 2014
Principles

Accountability

Transparency

Independence

Fairness

Sustainable

CG Index

Year
2014
2015
2016
2017
2018

GDP
2.90
2.30
1.80
1.80
1.40

2015
1 1
1 1
0 0
0 0
1 1
3/5 3/5

2016

R O O R R

3/5

2017 2018

R, O O R K
R, O O R K

3/5 3/5

Table 2: Calculation on CG index of Peel Hotels PLC

Inflation
1.45
0.37
1.01
2.56
2.29

Table 3: Data of Marco-economics Factors

Interest Rate
0.50
0.50
0.25
0.50
0.50

28

Exchange Rate
0.61
0.65
0.74
0.78
0.75

Unemployment Rate
6.11
5.30
4.81
4.34
3.95



