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Before starting any business or deciding whether to continue the business, it is necessary to look at its performance and demand. The best way to understand how the business is performing is by looking at its financial statements. By properly analyzing the financial statements of a company, we can know about its profitability, performance, solvency etc. These factors can help us understand how well the business is performing and whether we should continue the business (Drake et al., 2019). If the business is showing growth even with little revenue, the business should be continued.  However, if the business is not showing signs of growth and slowly decreasing its revenue over time, that would imply the business has made some bad decisions that resulted in this situation. Regardless of whether a person wants to continue or discontinue their business, the financial statements of the business can help them make their decision. 
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Illustration: Trend Analysis
The financial statements can help to figure out any trends that are taking place in the business. From the income statement, we can see if the hotel is making a profit from its business. If we look at the revenue of the business in the past 3 years the revenues are 
2021: £5,248,290
2022: £5,307,480
2023: £ 2,325,440
There is a significant drop in the last year of business. Also, if we look at the profit, there is a significant drop in last year's operating income. The hotel faced a loss in the operating income in 2023. This loss will have a negative impact on the profitability of the hotel (Kim et al., 2020). Because of their lower revenues, their gross profit, operating profit and net profit will decrease. The cost of goods sold (COGS) for the 3 years are,
2021: £411,600
2022: £401,510
2023: £176,250
 The external costs for the 3 years are,
2021: £1,894,720
2022: £1,675,410
2023: £1,071,030
There is a significant drop in both COGS and external costs. This shows that the hotel is trying to lessen its operating loss by decreasing COGS and external costs. Their efforts to decrease the costs are applaudable. However, since the hotel has lower revenue, it will have a negative impact on its profit ratios. Moreover, fixed operating costs like the employee costs for the 3 years are, 
2021: £1,724,760
2022: £1,770,700
2023: £1,233,160
This shows that while there is a drop in employee costs in the last year, this expense is still a large portion of total expenses. These high fixed costs are hurting the hotel's revenue.  
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Gross Profit Margin: The Formula for gross profit margin is:
((Revenue - COGS) / Revenue) * 100
2021: ((5,248,290 - 411,600) / 5,248,290) * 100 = 92.16%
2022: ((5,307,480 - 401,510) / 5,307,480) * 100 = 92.43%
2023: ((2,325,440 - 176,250) / 2,325,44) * 100 = 92.42%
From the gross profit margin of the three years, we can see the margin is quite steady. This shows that even though there has been a decrease in revenue in 2023, the COGS was also low. For this, the profit margin has been consistent in the 92 percentiles. This shows management of the hotel has not let COGS increase, rather to decrease the overall cost, they reduced COGS of the hotel (Mahdi and Khaddafi, 2020).
Operating Profit Margin: Operating profit margin formula: Operating Income / Revenue * 100
2021: 664,160 / 5,248,290 * 100 = 12.65%
2022: 674,730 / 5,307,480 * 100 = 12.71% 
2023: -1,218,850 / 2,325,440 * 100 = -52.39%
From the operating profit margin, we can see a steady flow of income in both the years 2021 and 2022. However, in 2023, the operating profit margin became negative 52%. This shows that, even though the hotel reduced its COGS, its operating expenses were too high. This high operating expense resulted in high costs and low operating income (Mahdi and Khaddafi, 2020). Their operating or administrative expenses are heavily responsible for their operating loss in 2023.
Net Profit Margin: Net profit margin formula: Net Income (from balance sheet) / Revenue * 100
2021: 333,930 / 5,248,290 * 100 = 6.36%
2022: 304,650 / 5,307,480 * 100 = 5.74%
2023: -1,134,950 / 2,325,440 * 100 = -48.80%
The net profit margin shows how profitable the hotel has been after deducting all the expenses and taxes in operating the hotel. Here the net profit margin slowly declined and fell negative in 2023.
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Current Ratio: Current ratio formula: Current Assets / Current Liabilities
2021: 1,891,970 / 1,957,360 = 0.97:1
2022: 1,965,340 / 2,107,750 = 0.93:1
2023: 1,285,880 / 2,014,600 = 0.64:1
The current ratio formula shows how many current assets the hotel has for each dollar of current liability. From above, we can see that the current ratio is consistently less than 1 in all 3 years. This shows the hotel has liquidity issues. The hotel should have more current assets available at its disposal (Rashid, 2018). This way the hotel will be able to pay off any current liability throughout the year. But we can see the current ratio has become almost half in 2023. This is concerning as the hotel will not be able to pay for current liabilities if needs arrive.
Quick Ratio: Quick ratio formula: (Current Assets - Inventories) / Current Liabilities
2021: (1,891,970 - 35,230) / 1,957,360 = 0.95:1
2022: (1,965,340 - 36,350) / 2,107,750 = 0.91:1
2023: (1,285,880 - 29,470) / 2,014,600 = 0.62:1
The quick ratio or asset test ratio shows how quickly the hotel can turn its current assets into cash and pay off current liabilities. The quick ratio is important because it deducts inventories from current assets and only shows current assets that are quickly convertible. This shows how liquid the hotel is and how quickly it can pay off short-term debt (Rashid, 2018). We can see the quick ratio is very low in 2023. This illustrates that the hotel might be unable to pay off short-term debt which may result in bankruptcy. 
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Debt-to-Equity Ratio: Debt-to-equity ratio formula: Total Liabilities / Total Equity
2021: 10,684,940 / 2,256,180 = 4.74
2022: 13,338,050 / 2,583,030 = 5.16
2023: 14,243,390 / 1,410,580 = 10.09
The debt-to-equity ratio shows how much debt the hotel has in its assets compared to its equity. The debt to equity shows how well the hotel can operate with the revenue of owners alone. When the debt-to-equity ratio is low, it means the hotel is not dependent on debt to operate its business. This shows the strength of management and their ability to reduce the risk of bankruptcy (Brindescu-Olariu, 2016). However, here we can see the debt-to-equity ratio has increased over the years. This shows the hotel has become more and more dependent on debt. It also shows that management has not been able to make the best use of capital. Also, a higher debt-to-equity ratio will discourage banks and debt providers from providing debt to the hotel. Since there is a large debt-to-equity ratio in 2023, it shows the hotel is at risk of bankruptcy.
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Many reasons can be attributed to the decline in profit at The City Hotel. If we look at the key reasons behind the decline in the profitability of the hotel, we can find,
COVID-19: Hotels and restaurants thrive when there are many visitors who are travelling the area of business. However, if people stop visiting the hotel, it will result in a decrease in profit for the hotel. That is what happened in 2020-2021. Due to the COVID-19 pandemic, there was a restriction on travelling (Bartik et al., 2020). This resulted in a decrease in customers in The City Hotel. The decrease in visitors resulted in a decrease in revenue for the hotel. Also, during this time the hotels had to maintain strict sanitization policy. They had to use enhanced cleaning, sanitation, and social distancing measures to prevent the virus and keep the visitors safe. This further increased the cost of maintenance for the hotel. The decreased number of visitors combined with increased maintenance costs resulted in a decrease in profit generation. Even in the post-pandemic time, there was a delay in the return of customer demands. There was fear among travellers that the virus may return (Bartik et al., 2020). Even though the government slowly got rid of all the restrictions, the demand from travellers and tourists was still low.
Rising operational cost: There has been a significant increase in the inflation rate in the United Kingdom.
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Illustration: Inflation Rate in the United Kingdom
In 2023 the country has faced a severe inflation rate of 11.1%. This resulted in an increase in the price of commodities, utilities and employee wages (Gooding, 2023). These increases in expenses resulted in an increased cost of goods sold and other administrative expenses. Also, the employee cost of city hotels has also been high over the years. If the wages of employees were to be decreased, it would have a negative effect on the morale of the employees. Their motivation will decrease and the quality of service will also decrease. There is also chance of having increased turnover from the employees. Utility and power bills are also responsible for the decrease in profit for the city hotel. Due to the Russia-Ukraine war, there has been a significant increase in energy prices (Orhan, 2022). Energy cost is one of the biggest costs for operating any hotel business as it is responsible for heating, cooling, electricity and other uses. The increase in their costs ultimately affects the overall cost of operating and maintaining the business. Also, during 2022-2023 the Bank of England has also increased the interest rate. This means if any business wants to get a loan, they have to pay a higher interest rate than before. This rise in interest rate is applicable for both long-term and short-term loans. This raises the cost of debt borrowed from banks and also exposes the hotel to the risk of bankruptcy. Also, there is a rise in the debt-to-equity ratio from 4.74 in 2021 to 10.09 in 2023 has a negative impact on the future borrowings of the hotel. Since the debt-to-equity ratio is so high, banks will not be confident to provide loans to the hotel (Hantono, 2018). They will also charge the hotel additional interest to balance the high debt-to-equity ratio of the hotel. This will add to the overall cost of the hotel and further decrease the operating income. 
Change in customer preference: There has also been a change in customer preference regarding renting hotels as well. Customers are striving towards more flexible and cheaper options for their events and functions. With online platforms like Airbnb, people are getting more attracted to cheaper options for their events. They are more interested in them than in renting traditional hotel facilities (Azulmi et al., 2018). Also, as people are becoming more aware of the environment, the demand for sustainable sourcing is increasing. Sustainable and environment-friendly approaches can help to attract customers more and often create pressure for the company to take the eco-friendly approach. These eco-friendly approaches might not always be financially beneficial for the hotel. The additional cost that may arise from these approaches will also add to the cost of the hotel and decrease its profitability. 
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Due to many events, the city hotel is currently in a difficult spot in running its business. However, the hotel can take some steps to revitalize its position. Some recommendations can be;
· Use technologies like self-check-in and mobile apps to reduce costs.
· Use LED lights and solar panels within the hotel to reduce utility costs.
· Focus on the local market and attract local events like weddings, conferences etc.
· Partner with local attractions and tour guides to offer bundled packages (Kim et al., 2018).
· Improve online presence on websites and social media platforms, and cultivate loyal customers (Gawde, 2024).
· Introduce customer loyalty programs where older customers will be offered discounts.
· Seek support from the government for post-covid business recovery.
· If no alternative is viable, it is better to sell the business, learn more and start again.


[bookmark: _heading=h.2s8eyo1]Conclusion
The best way to judge a business is by looking at its financial statements. The financial statements will provide a good idea of businesses' profitability, liquidity and solvency. It will help to reveal the current problems that the business may have and help owners solve them. Analyzing other external situations like the economy, environment, and market trends along with the financial statements of the company will give a better idea of whether to continue the business or sell it for a good price. 
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