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The aim of the report is to examine the financial performance of the Urban Heights Hotel and recommend solutions for improving the future viability of the company. The Urban Heights Hotel is a hospitality company that provides accommodation, bar and restaurant services, and event amenities in an urban area. The financial information provided shows a decrease in revenue, while supplemental information highlights that the firm has also experienced a decrease in occupancy rates and customer satisfaction. The revenue decreased by 12% from 2021 to 2022 and further decreased by 18.18% from 2022 to 2023. From 2021 to 2022, operating expenses increased by 5.56%, and from 2022 to 2023, they increased by 10.53%. The net profit decreased by 20% from 2021 to 2022 and further decreased by 25% from 2022 to 2023. The current ratio for Urban Heights Hotel has remained relatively stable over the past 3 years. Based on the calculated solvency ratios, Urban Heights Hotel has maintained a relatively stable solvency position.
The hotel is facing increased operational costs, which could be assigned to factors such as inflation, increased labour costs, or higher costs of supplies and utilities, as indicated by the upward trend in expenses. This decrease in profitability suggests that the hotel's expenses are increasing at a faster pace than its revenues, which leads to a decrease in profitability. It implies that the hotel may be encountering difficulties in either managing costs or generating an adequate amount of revenue.
To enhance the Urban Heights Hotel's financial performance and reinstate its status, several key areas need to be addressed.
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I. [bookmark: _Toc168601689]Introduction
The aim of the report is to study the financial performance of the Urban Heights Hotel and recommend solutions for improving the future viability of the company. The Urban Heights Hotel is a hospitality company that provides accommodation, bar and restaurant services, and event amenities in an urban area. The financial information provided shows a decrease in revenue, while supplemental information highlights that the firm has also faced a decrease in occupancy rates and customer satisfaction. 
The first objective of the investigation is to assess the trends and patterns in the resort’s financial performance over the most recent three financial reporting periods. This objective will be achieved by investigating the resort's revenues, expenses, profitability, liquidity, and solvency.
The second objective is to detect the main reasons behind the decrease in profitability by analysing macroeconomic factors that could have impacted the financial performance of the resort.
The third objective of the investigation is to recommend a strategy to improve Urban Heights Hotel's financial performance and rebuild the reputation of the company while maximising profits for the owner. 

II. [bookmark: _Toc168601690]Revenue
To analyse the revenues in the last 3 years, one needs to examine the information provided in the income statement. An income statement delivers a complete synopsis of all income and expenses that have occurred during a specific period, including the combined impact of revenue, gain, expense, and loss transactions (Stobierski, 2020). These statements are regularly distributed as quarterly and annual reports, which illustrate financial developments and differences over time (Stobierski, 2020).
According to the table, the revenues for Urban Heights Hotel in the years 2021, 2022, and 2023 are as follows: 2021: £2,500,000; 2022: £2,200,000; 2023: £1,800,000.
To analyse the revenue trends, one can determine the change in revenue from year to year. ​
Percentage change in revenue from 2021 to 2022: ​((£2,200,000 - £2,500,000) / £2,500,000) * 100 = -12%
Percentage change in revenue from 2022 to 2023: ​((£1,800,000 - £2,200,000) / £2,200,000) * 100 = -18.18%
From the calculations, it can be seen that there has been a decrease in revenue. ​The revenue decreased by 12% from 2021 to 2022 and further decreased by 18.18% from 2022 to 2023. 
​
III. [bookmark: _Toc168601691]Expenses
From 2021 to 2022, operating expenses increased by 5.56%, and from 2022 to 2023, they increased by 10.53%. This upward trend suggests that the hotel is facing higher costs in running its operations, which could be due to factors such as inflation, increased labour costs, or higher costs of supplies and utilities (LHC International, 2023).
It is crucial for the hotel to closely observe and manage its expenses to guarantee sustainable financial performance (Stewart Hindley, 2023). This may involve applying cost-saving strategies, negotiating more cost-effective supplier agreements, or improving operational effectiveness (Elphick, 2024). Additionally, comparing the percentage change in expenses to the percentage change in revenues reveals that expenses are growing at a faster rate than revenues, which could negatively impact profitability. Therefore, the hotel should also focus on improving revenue generation to maintain a healthy financial position. ​

IV. [bookmark: _Toc168601692]Profitability
To determine the profitability trends, one needs to analyse the information provided in the income statement. ​
The profitability of the hotel can be assessed by examining the net profit or net income figures for each year (Jenkins, 2023). According to the table, the net profit in the years 2021, 2022, and 2023 is as follows: £500,000, £400,000, and £300,000.
In order to analyse profitability trends, one can calculate the percentage change in net profit from year to year.
Percentage change in net profit from 2021 to 2022: ​((£400,000 - £500,000) / £500,000) * 100 = -20%.
Percentage change in net profit from 2022 to 2023: ​((£300,000 - £400,000) / £400,000) * 100 = -25%.
From the calculations, it can be observed a decline in profitability for Urban Heights Hotel. The net profit decreased by 20% from 2021 to 2022 and further decreased by 25% from 2022 to 2023. ​
This decline in profitability indicates that the hotel's expenses are growing at a faster rate than its revenues, resulting in reduced profitability (Rust, Moorman, and Dickson, 2002). It can be interpreted that the hotel may be facing challenges in managing costs, producing sufficient revenue, or both.
To improve profitability, the hotel should focus on strategies such as cost control, revenue growth initiatives, and operational efficiency improvements. This could involve analysing and optimising expenses, implementing pricing strategies, enhancing marketing efforts, and identifying opportunities for revenue diversification.


V. [bookmark: _Toc168601693]Liquidity

To determine the trends in liquidity, one needs to analyse the information provided in the balance sheet. According to Stobierski (2020b), the balance sheet is a financial document that is intended to convey the precise value of a company or organisation, or its "book value." The balance sheet is used to list and analyse an enterprise's assets, liabilities, and owners' equity as of a specified date (Stobierski, 2020b).
Liquidity refers to a corporation's competence to meet its short-term financial commitments (Saleem and Rehman, 2011). Liquidity is typically assessed by examining the current assets and current liabilities of a company (John, 1993).
In order to examine the patterns in liquidity, it is essential to compute the current ratio for each fiscal year. 
Current ratio for 2021: £1,000,000 / £500,000 = 2 ​
Current ratio for 2022: £1,200,000 / £600,000 = 2
Current ratio for 2023: £1,500,000 / £800,000 = 1.875 ​
It can be observed that the current ratio for Urban Heights Hotel has remained relatively stable over the past 3 years. 
The current ratio measures the business's capacity to meet its immediate financial commitments via its current assets (Saleem and Rehman, 2011). A current ratio of 2 or above is typically regarded as advantageous, signifying that the enterprise possesses ample current assets to fulfil its current liabilities (Kibet, 2024).
However, it is worth noting that the current ratio reduced slightly from 2022 to 2023, demonstrating a probable decrease in liquidity. This may be attributed to a rise in current liabilities or a decline in current assets.
To maintain and improve liquidity, the hotel should focus on managing its working capital effectively (Olagunju, Nwaobia, and Ogundajo, 2020). This may involve optimising inventory levels, monitoring and collecting receivables in a timely manner, negotiating favourable payment terms with suppliers, and ensuring efficient cash flow management.
Overall, while the current ratio for Urban Heights Hotel indicates a relatively stable liquidity position, it is important for the hotel to continue monitoring its liquidity and take proactive measures to address any potential challenges that may arise. ​

VI. [bookmark: _Toc168601694]Solvency
To calculate solvency ratios for Urban Heights Hotel, one needs to investigate the information provided in the balance sheet. ​
The solvency ratios commonly used to evaluate a corporation's long-term financial strength are the debt-to-assets ratio and the debt-to-equity ratio (Hussein, Saeed, and Ahmad, 2023).
The debt-to-assets ratio determines the proportion of a corporation's assets that are funded by debt (Hayes, 2024). 
2021: ​£2,000,000 / £5,000,000 = 0.4 or 40%
2022: ​£2,500,000 / £6,000,000 = 0.4167 or 41.67%
2023: ​£3,000,000 / £7,000,000 = 0.4286 or 42.86%
The debt-to-equity ratio quantifies the relative impact of debt and equity in an enterprise's financing (Fernando, 2024).
2021: £2,000,000 / £3,000,000 = 0.6667 or 66.67%
2022: £2,500,000 / £3,500,000 = 0.7143 or 71.43%
2023: £3,000,000 / £4,000,000 = 0.75 or 75%.
These ratios represent the ratio of debt to assets and equity. A reduced debt-to-assets ratio and a decreased debt-to-equity ratio typically signify a more robust solvency position (Hayes, 2023), as it implies a diminished dependence on debt funding and a greater proportion of assets and equity available to fulfil obligations.
Based on the calculated solvency ratios, Urban Heights Hotel has maintained a relatively stable solvency position. Nonetheless, it is crucial to consistently control these ratios and guarantee that the company's debt levels remain controllable and enduring in the foreseeable future.

VII. [bookmark: _Toc168601695]Analysis of the decline reasons
The hotel's revenue is declining, which suggests a negative trajectory. It implies that the hotel may be encountering difficulties in attracting customers and generating revenue. In order to ascertain the causes of this decline and devise a rehabilitation strategy to enhance the hotel's financial performance, additional analysis is required.
The hotel is facing increased operational costs, which could be assigned to factors such as inflation, increased labour costs, or higher costs of supplies and utilities, as indicated by the upward trend in expenses.
This decrease in profitability suggests that the hotel's expenses are increasing at a faster pace than its revenues, which leads to a decrease in profitability. It implies that the hotel may be encountering difficulties in either managing costs or generating an adequate amount of revenue.
According to LHC International (2023), the hospitality market is especially susceptible to the impacts of inflation since it relies heavily on consumer spending, which is not essential. Inflation can have several effects on the hotel business, such as influencing pricing, consumer expenditures, and employment expenses.
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As illustrated above, the inflation in the UK has surged and caused an increase in hotels’s expenditure. Moreover, it has increased the prices for hospitality services, which can be the reason for decreasing occupancy rates. Considering that hospitality customers have also been affected by the increase in the cost of living, this can also be an explanation for decreasing occupancy rates. According to a report by the House of Commons Library, the cost of living experienced a significant surge throughout the United Kingdom in 2021 and 2022 (Francis-Devine et al., 2024). The annual inflation rate reached its greatest point in October 2022, peaking at 11.1%, which is the highest level observed in the past 41 years. Subsequently, it progressively declined. The latest statistics indicate that the inflation rate for the year was 2.3% in April 2024 (Francis-Devine et al., 2024).
The decline in revenue could be due to various factors, such as a decrease in occupancy rates, lower average daily rates, or a decline in demand for hotel services. Real-world events like economic downturns, changes in travel patterns, or increased competition in the local market could contribute to the decline in revenue.
Additionally, the current state of the economy can significantly impact the profitability of hotels. Economic downturns, recessions, or fluctuations in consumer spending can lead to a decrease in demand for hotel services (NewGen Advisory, 2023).
Moreover, increased competition in the local market can impact the profitability of a hotel. If new hotels or alternative accommodations enter the market, it can lead to a decrease in market share and pricing power for existing hotels. Competitors offering lower prices, better amenities, or more attractive locations can attract customers away from Urban Heights Hotel. ​
Lastly, declining customer satisfaction levels can also contribute to a decline in profitability. If guests are not satisfied with the quality of service, cleanliness, or overall experience at the hotel, they may choose to stay elsewhere or leave negative reviews, impacting the hotel's reputation and ability to attract new customers (Lavi, 2023).

VIII. [bookmark: _Toc168601696]Recommendations
To enhance the Urban Heights Hotel's financial performance and reputation, several key areas need to be addressed.
From the perspective of financial analysis and cost control, it is recommended to conduct a thorough financial analysis to identify areas of inefficiency and cost overruns, implement cost control measures to decrease operational expenses without compromising the quality of services, and adjust the pricing policies to guarantee competitiveness while preserving profitability.
From the perspective of revenue generation, it is recommended to develop a comprehensive marketing and sales strategy to attract new customers and increase occupancy rates; to enhance the hotel's online presence through effective digital marketing, social media engagement, and search engine optimisation; to explore partnerships with online travel agencies and travel agents to expand the hotel's reach and visibility; and to offer attractive packages, promotions, and loyalty programmes to incentivize repeat business.
To improve the customer experience and service quality, the hotel must conduct a thorough assessment of the hotel's customer service standards and identify areas for improvement. Additionally, it must implement employee training and development programmes to improve service quality and guest satisfaction, invest in a guest feedback system to manage customer concerns rapidly, and enhance the hotel's facilities, amenities, and overall guest experience to differentiate from competitors.

IX. [bookmark: _Toc168601697]Conclusion
The report analysed the financial performance of the Urban Heights Hotel and recommended solutions for improving the future viability of the company.
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