[image: ]











BMIH5007
Financial Management for the Hotel Industry
Case Study: Financial Performance of Urban Heights Hotel
Student: Mihaela Callin
ID:2226828
Lecturer: Tristan Hawkins






Wordcount:1909

Table of Content

Introduction:	3
Trend and pattern of financial performance:	3
Revenue:	3
Expenses	4
Profitability:	4
Liquidity:	5
Solvency:	6
Reason behind the decline in profits:	7
Conclusion:	8
Recommendation:	8
Cost optimization strategy as Comprehensive turnover strategy:	8
References:	10





[bookmark: _Toc168600900]Introduction: 
This short analysis is focused on analyzing the financial performance of Urban Heights Hotel. To analyze the financial performance of the business, it needed to analyze the trends and patterns of revenue of the business as well as its expenses, liquidity, and solvency capabilities. After that, the basic reasons for the losing profitability of the company, like the internal and external reasons, need to be described. Lastly, a short, comprehensive turnover strategy for the business also needs to be utilized, which can help raise their profit-earning capabilities.
[bookmark: _Toc168600901]Trend and pattern of financial performance: 
[bookmark: _Toc168600902]Revenue:
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The above column chart helps to reveal the pattern and trends for the revenue-earning capabilities of Urban Heights Hotel. Following that, it reveals a negative correlation among the figures associated with business operations (Jaspersoft, 2024). In 2021, the capability of the business to earn revenue was £250000, which has now become £180000. Flowing that the capabilities of their earning justified revenue from their selling activities are decreased, which can have direct effects on the profit-making capabilities of the company and downstream their overall performances.
[bookmark: _Toc168600903]Expenses
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The above chart helps to reveal the pattern of growing exposure for Urban Heights Hotel. Following this pattern, positive correlations among the figures are visualized shortly. Following these correlations, the expenses of the business are rising every year. Following that, in 2021, the business contained the value of personal expenses at £1800,000. However, a significant growth in this rate of profit is also visualized. For that, the expenses have reached £2300,000. This growing operational expense can also affect the profit-making capabilities of the business.
[bookmark: _Toc168600904]Profitability:
	Calculation for Net Profit Ratio

	Particulars
	2020
	2021
	2022

	
	Amount
	Amount
	Amount

	Total Revenues
	2,500,000
	2,200,000
	1,800,000

	Net profit
	700,000
	200,000
	-500,000

	(Revenue /Net profit)* 100
	28.00%
	1100.00%
	-27.78%


The profitability ratio of the business helps to analyze the capabilities of the business earning profits from its operational areas. It also helps to measure the profitability of the company by analyzing its earnings capabilities (Tissen and Sneidere, 2019). From the profitability analysis of Urban Heights Hotel, the business is able to earn appropriate profits of 28% from their revenue during the year 2020. In addition, they were also able to maximize their profit-earning capabilities in 2021, which revealed a margin of 1100%. However, in 2023, the business will be unable to earn justified profits from its operational activities. Following the high expenditure structure and lower revenue structure during that period, the business faced a loss of 27.78%, which is the cause of their declining market value. 
[bookmark: _Toc168600905]Liquidity:
	Current ratio

	Particulars
	2021
	2022
	2023

	
	Amount (£)
	Amount (£)
	Amount (£)

	Current Assets
	450,000
	300,000
	180,000

	Current Liability
	£250,000
	£270,000
	£300,000

	Current Assets/ Current Liability
	1.80
	1.11
	0.60


The current ratio is one of the specific liquidity ratios that helps to analyze the relationships between the assets and liabilities of the business and create a better understanding of the capabilities of the business to set their current liabilities by using the current asset portions of the business (Corporate Finance Institute, 2024). Following that, the Urban Heights Hotel contained this ratio of 1.80:1 in 2021. However, it reached 0.60:1 in the year 2023. Following this, the capabilities of the business to settle their current liabilities by using their current asset portions are also declined. In addition, it revealed that the business contained a higher value of debt threats, which could damage the reputations of the business and its financial capabilities deeply.
	Cash Ratio

	Particulars
	2021
	2022
	2023

	
	Amount (£)
	Amount (£)
	Amount (£)

	Cash and Equivalents 
	£300,000
	£200,000
	£100,000

	Current Liability
	£250,000
	£270,000
	£300,000

	(Cash and cash equivalents/
current liabilities)
	1.20
	0.74
	0.33


Cash ratio is also an effect of ratio, which helps to analyze the liquidity portions of the companies. Following this ratio, the threats of short-term debts on their cash are analyzed (Indeed, 2024). From the analysis of the cash ratio, the business is able to face lower portions of this. In 2023, the cash ratio of the business will be 0.33:1. Due to the current liabilities factors and the cash structure of Urban Heights Hotel, this can pose more threats to the business. It reveals the decreasing capabilities of the business for settling their current and short-term debts by using their current portions of cash.
[bookmark: _Toc168600906]Solvency:
	Calculation for Assets Turnover Ratio

	Particulars
	2020
	2021
	2022

	
	Amount
	Amount
	Amount

	Total Asset
	5,450,000
	5,100,000
	4,680,000

	Net sales
	2,500,000
	2,200,000
	1,800,000

	Net sales/ total assets
	0.46
	0.43
	0.38


Another effective form of evaluation that helps to measure the solvency capacity of the companies by making simple comparisons among the assets and sales of the business is the asset turnover ratio (Seal, 2019). Following that, Urban Heights Hotel contained an asset turnover ratio of 0.38, which reveals that the company does not contain appropriate assets to generate potential sales. During these periods, the ability of the companies has decreased. For that, their capabilities of production are also decreased.
	Calculation for Debt to Assets ratio

	Particulars
	2020
	2021
	2022

	
	Amount
	Amount
	Amount

	Total Debt
	£3,000,000
	£3,000,000
	£3,000,000

	Total assets
	5,450,000
	5,100,000
	4,680,000

	Total Debt / Total Assets
	£0.55
	£0.59
	£0.64


The debt-to-assets ratio helps reveal which portions of the business are owned by the creditors (BDC, 2023). Following which, the debts associated with the assets of the investors are easily analyzed (BDC, 2024). Following that, Urban Heights Hotel contained a debt-to-assets ratio of 0.64:1. This portion of the ratio reveals a high involvement of debts in the parties' total assets. Following which, it reveals high credit risks associated with the assets, which can raise the liabilities and reduce the asset structures of the company.
	Debt to equity ratio

	Particulars
	2021
	2022
	2023

	
	Amount (£)
	Amount (£)
	Amount (£)

	Total Debt
	£3,000,000
	£3,000,000
	£3,000,000

	Equity
	£2,200,000
	£1,830,000
	£1,380,000

	(Debt/equity)
	1.36
	1.64
	2.17


The debt-to-equity ratio is another effect of the solvency ratio, which helps determine the capital risks of the business. It helps measure the portions of debt associated with the equity of the business (BDC, 2024). Following that, the Urban Heights Hotel had a debt-to-equity ratio of 2.17:1 in 2023, which is much higher than its previous self. This higher rate of debt-to-equity ratio reflects the higher debts associated with the capital structure of the company. Following which, the business contains the highest investment risks or risks on capital. 
[bookmark: _Toc168600907]Reason behind the decline in profits: 
Economic recession: One of the biggest reasons for the lossfor the loss of profit-yearning capabilities of Urban Heights Hotel is the economic recession in the UK. In the previous quarters, the economy of the UK shrank by 0.1% to 0.3% (Euronews, 2024). Following this decline in the economy, residents and businesses in the UK are facing a higher inflation rate. Following this, the purchasing capabilities of the students decreased. In addition, with the rising inflation rates of the country, their production capabilities are also raised. Following which the sailing capabilities of the business are decreased as well as the operational expenses of the business are increased. As a result of that, the earning capabilities of the business for appropriate profits are also decreased (BBC, 2024).
Brexit uncertainty: One of the major reasons for which the earning capabilities of Urban Heights Hotel have decreased is the Brexit issues faced by the UK. For this issue, businesses in the UK are losing some of their investors in their operational processes. Following that, international investors feel hesitancy to make long-term investment decisions within the UK (BOE, 2024). Due to a lack of investments, the business is unable to reveal its full potential in its operational criteria. It was also the cause of lack of direction issues for the business because they were unable to make their own decisions to settle the issue, raising the overall structure of the business (Handley, 2021). In addition, it may also be the cause of a lack of labor in the international labor market, as the basic issues affected the trust of their employees deeply. Following which, the performance of businesses in the international business environment declines. As a result of that, the profit-earning capability of the business is also declining (The Guardian, 2023).
COVID-19 impact: One of the biggest issues faced by businesses in the UK is COVID-19. During the COVID-19 period, the overall international transactions were blocked for the business. In addition, because of the close borders, import and export activities are also stopped. Following this, the business had to incur more expenses in the press of tier hotel maintenance, though there was no presence of customers. In addition, for the closing borders (Sharp, 2022), the supply chain of the business is broken down. Following this breaking supply chain, the capacity of the company to reduce its costs of services is also reduced (The lancet, 2024). This seniority of the business also causes some employee deductions, which create employee uncertainties. Following this, the quality of production at the company is deeply affected. For close-border transactions, investors are also unable to maintain their investments properly in their international business markets. Following which, the business suffered from a lack of investment values as well as broken supply chains, which led to losses in their profits (Bank of England, 2024).
[bookmark: _Toc168600908][bookmark: _Hlk168600780]Conclusion: 
This short analysis is a detailed analysis of the financial performance of the Urban Heights Hotel. To analyze the financial performance of the business, it analyzes the trends and patterns of revenue as well as its expenses, liquidity, and solvency capabilities by using some of the effect variables from graphs and ratio evaluations. After that, the basic reasons for the losing profitability of the company, like the Brexit and COVID-19 reasons, are described. Lastly, a short, comprehensive turnover strategy for the business also reveals how to utilize the costs of the business as well as their performance, which can help raise their profit-earning capabilities.
[bookmark: _Toc168600909]Recommendation: 
[bookmark: _Toc168600910]Cost optimization strategy as Comprehensive turnover strategy: 
In the parts of Urban Heights Hotel’s comprehensive turnover strategy, the business can follow the cost optimization and marketing strategy. Following the first phase of the cost optimization strategy, the business needed to analyze its cost structure. At this moment, they will analyze their financial statements in detail and try to find the gaps associated with the investment activities of the company. In addition, the unnecessary costs, which are the main reasons for raising tier operational costs, can also be understood in this process. After analyzing the cost structure, the business can settle its unique costs and create a positive cost-saving environment for all. Following this, they can minimize their production expenses and the price of their services, which can attract the attention of customers (Hong, 2020). In the second phase of this strategy, the business needed to be focused on marketing their brands. Following that, the business can use different social media channels like Facebook and Instagram in their marketing procedures. By using these channels, they can easily gather the attractions of a whole generation. In this procedure of marketing, the business can share the details of their branded products and services, which can also support the business in the arts of their rand awareness activities. It can help the business attract the attention of new customers and maintain the engagement of old customers by utilizing their offers and discounts in these marketing materials. This rising customers segments can helps them to received appropriate range of customers and raising the demands of their products. Following which the profit earning capability of the business can also be utilised (Tuten, 2023).
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