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[bookmark: _h7ks1o2q3mq][bookmark: _Toc168537187]1. Introduction 
The following study will assess Urban Heights hotel finances and performance. The hotel's reputation and future sustainability are threatened by declining income, occupancy, and customer satisfaction. It will calculate hotel financial ratios from financial statements. This study will examine the causes of changes in profitability, liquidity, solvency, revenue, and expenses. It may also explain the hotel's falling profitability. It will also outline a strategy to address the hotel's falling finances.  
[bookmark: _bqcgi148h6tr][bookmark: _Toc168537188]2. Financial Performance Analysis
Income Statement (in GBP)
	Item
	2021
	2022
	2023

	Revenue
	£2,500,000
	£2,200,000
	£1,800,000

	Operating Expenses
	£1,800,000
	£2,000,000
	£2,300,000

	Net Income
	£700,000
	£200,000
	(£500,000)


Balance Sheet 
	Asset/Liability
	2021
	2022
	2023

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

	Accounts Receivable
	£150,000
	£100,000
	£80,000

	Property and Equipment
	£5,000,000
	£4,800,000
	£4,500,000

	Total Assets
	£5,450,000
	£5,100,000
	£4,680,000

	Accounts Payable
	£250,000
	£270,000
	£300,000

	Long-term Debt
	£3,000,000
	£3,000,000
	£3,000,000

	Total Liabilities
	£3,250,000
	£3,270,000
	£3,300,000

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


[bookmark: _Toc168537189]2.1 Revenue Analysis
Over the last three years, the income of the Urban Heights Hotel has decreased, going from £2,500,000 in 2021 to £1,800,000 in 2023. It indicates a notable decline of around 28% for the given time frame. Recovering from the COVID-19 pandemic’s effects, the hotel sector was in 2021. Openings and renovations continued at a rapid pace, demonstrating the industry’s resiliency. It might account for the Urban Heights Hotel’s comparatively large income of £2,500,000 in 2021. 
Revenue declined to £2,200,000 in 2022. The hotel sector's patchy recovery may be to blame. Some cities recovered rapidly, others took longer. The Urban Heights Hotel's clientele and location may have contributed to its demise (Tranter et al., 2014). The £1,800,000 drop in 2023 suggests problems will endure. Increasing hotel competition may be a factor. RevPAR in New York City achieved record highs in 2023, up 15.2% from 2019. An increase in demand may have driven visitors away from the Urban Heights Hotel.
[bookmark: _Toc168537190]2.2 Expense Analysis
The hotel had a 28% increase in operating expenditures from £1,800,000 to £2,300,000 between 2021 and 2023. There are several reasons for the increasing tendency. In 2021, the hotel sector was still getting over the COVID-19 pandemic’s effects. The Urban Heights Hotel may have used cost-cutting strategies at this time such as lowering personnel and operating expenses, which led to comparatively low operating expenses. 
However, Urban Heights Hotel may have ramped up its business again in 2022 as the hotel market began to improve, which could have led to higher costs. In 2022, the hotel reported higher labour costs in the hotel business, resulting in increased running costs. They can also be distributed. The hotel may also face rising costs due to variable factors including rising prices, rising labour costs and a lack of desire for innovation and growth, as seen through operating costs further increase to £2,300,000 by 2023.
[bookmark: _Toc168537191]2.3 Profitability Analysis
The Urban Heights Hotel’s net income declined from £700,000 in 2021 to a £500,000 loss in 2023. Despite the difficulties caused by the pandemic, the hotel was able to turn an impressive profit in 2021. The industry’s resiliency and the cost-cutting measures put in place during the epidemic may be to blame. 
However, in 2022, despite the increase in operating expenses, the hotel still managed to generate a net income of £200,000. It implies that the hotel’s earnings were insufficient to pay for the rising costs. Since the hotel’s revenues were insufficient to pay its operational expenditures, the negative net income for 2023 suggests a loss. Increasing competitiveness in the hotel business might be one probable explanation for this. The Urban Heights Hotel may have lost business to other hotels in 2023 if they had increased their free cash flow and working capital.
[bookmark: _Toc168537192]2.4 Liquidity Analysis
The capacity of an organisation to satisfy its immediate financial commitments is referred to as liquidity (Drury, 2021). A crucial metric for assessing liquidity is the current ratio, which is the ratio of current assets to current liabilities. Less than one implies possible liquidity issues, but a current ratio of more than one shows that the business can easily fulfil its short-term obligations (Seal et al., 2008). The Urban Heights Hotel demonstrated a healthy liquidity position in 2021 with a current ratio of 1.8. However, by 2022 and 2023, this ratio had dropped to 1.1 and 0.6 respectively. By 2023, the hotel’s current liabilities will have surpassed its current assets, indicating a worsening liquidity situation based on this downward pattern.
[bookmark: _Toc168537193]2.5 Solvency Analysis
A company’s solvency indicates its capacity to fulfil its long-term commitments. One popular indicator of solvency is the debt-to-equity ratio, which shows how much debt a firm has relative to its equity held by shareholders (Wild, 2018). Between 2021 and 2022, the debt-to-equity ratio of the Urban Heights Hotel grew, reaching 1.8 and 2.4 respectively. The hotel may be at risk if profitability drops or interest rates rise, as the growing trend suggests that it is depending more and more on debt to fund its operations.
One possible explanation for the rise in the debt-to-equity ratio might be a rise in long-term debt or a fall in equity. Retained earnings may have decreased as a consequence of reduced profitability or larger dividend payments or it may have been brought on by the hotel taking on additional debt to finance operations or capital projects.
[bookmark: _Toc168537194]2.6 Financial Ratio Analysis
	“Current Ratio = Current Assets/Current Liabilities”

	2021
	“Current Ratio= 450000/250000 = 1.8”

	2022
	“Current Ratio = 300000/270000 = 1.1”

	2023
	“Current Ratio = 180000/300000 = 0.6”


 
	“Quick Ratio = Current Assets – Inventory/Current Liabilities”

	2021
	“Quick Ratio = 450000/250000 = 1.8”

	2022
	“Quick Ratio = 300000/270000 = 1.1”

	2023
	“Quick Ratio = 180000/300000 = 0.6”


 
	“Debt to Equity Ratio = Total Liabilities/ Shareholders Equity”

	2021
	“Debt to Equity Ratio = 3250000/2200000 = 1.5”

	2022
	“Debt to Equity Ratio = 3270000/1830000 = 1.8”

	2023
	“Debt to Equity Ratio = 3300000/1380000 = 2.4”



	“Return on Assets = Net income/Average Total Assets”

	2021
	“Return on Assets = 700000/5450000 = 0.12”

	2022
	“Return on Assets = 200000/5275000 = 0.03”

	2023
	“Return on Assets = -500000/4890000 = -0.10”


 
	“Return on Equity= Net income / Average shareholder’s equity”

	2021
	“Return on Equity = 700000/2,200,000 = 0.3”

	2022
	“Return on Equity = 200000/2015000 = 0.1”

	2023
	“Return on Equity = 500000/1605000 = 0.3”


 Analysis
The current ratio has significantly decreased from 1.8 in 2021 to 0.6 in 2023. The current ratio is a liquidity ratio that gauges a company’s capacity to meet both short- and long-term obligations (Walker, 2021). The hotel’s short-term liquidity may have been worse over time, based on this decreasing pattern. If the current ratio is less than 1, it can be difficult for the business to pay its short-term debts (Walker, 2021). It could be brought on by a rise in current obligations, a fall in current assets or both. 
In this case, the current ratio is the same as the quick ratio, sometimes referred to as the acid-test ratio. The tendency of decline is likewise comparable. Since they are harder to dispose of, inventories and other current assets are not included in the ratio. Because it suggests that the hotel would find it difficult to turn its assets into cash quickly enough to pay its immediate commitments, a dropping quick ratio could be the reason for concern. An indicator of a company’s financial leverage, the debt-to-equity ratio, grew from 1.5 in 2021 to 2.4 in 2023. The growing trend suggests that debt, rather than equity, is being used more and more to finance hotel operations. 
Even while debt can help generate more value for shareholders, having too much debt might make the organisation more financially vulnerable. Management needs to consider how to balance its debt and equity in order to maintain a sustainable capital structure. The return on assets (ROA), which quantifies how well a business can turn a profit from its assets, has varied over time, peaking at 0.12 in 2021, falling to 0.03 in 2022, and then rising to 0.10 in 2023. The irregularities observed in ROA may indicate operational instability (Seal, 2019). It is critical that management comprehends the causes of these variations and works to maintain and increase ROA. Return on equity is a metric that indicates how much money owners of common stock have made back. It has fluctuated over time, reaching a high of 0.3 between 2021 and 2023 and a low of 0.1 in 2022. The hotel’s profitability from equity appears to have been created unevenly, based on the fluctuation displayed in ROE. Management needs to aim for a growing and consistent ROE since this indicates a robust return on capital invested.
[bookmark: _45dve7woh1uz][bookmark: _Toc168537195]3. Key Reasons for Decline in Profitability
There are several reasons that have resulted in declining profitability of the hotel that are explained below:
Increased Debt: The hotel has been depending more and more on borrowed money, as seen by the rising debt-to-equity ratio over time. Excessive debt can result in increased interest costs, which can reduce the hotel’s profitability even if debt can be utilised to finance expansion (Dirman, 2020). The hotel may be more susceptible to financial risk and subsequent economic downturns if it has a high degree of debt.
Inadequate Utilisation of Assets: The hotel’s uneven ability to earn a profit from its assets is indicated by the rising and falling return on assets. Ineffective investments or inadequate asset management may be reason of the declining (Mason, 2022). Declining in ROA can be eminent from expensive improvements made to hotels that no longer end up in higher room rates or occupancy costs.
Decreased Liquidity: The hotel’s declining cash flow indicates deterioration of its current assets. It could be due to increased short term liabilities and lower current assets (Shygun et al., 2020). The hotel’s profitability may suffer if it has to take money away from productive ventures to pay its short-term debts.
Operational Inefficiencies: Inconsistent return on equity may indicate inefficiencies in the operations (Yiu et al., 2020). For example, the net profit of the hotel can be impacted by excessive operating costs including staff salaries, electricity bills and maintenance costs along with inefficiencies in areas such as pricing planning, supplier distribution and stock control.
Market Conditions: The hotel’s profitability might also be impacted by outside variables like the condition of the market. For example, decreased occupancy rates may result from a drop in tourists brought on by pandemics, natural disaster or economic downturns. Consequently, higher competition in the hospitality industry has forced the hotel to charge lower room rates.
[bookmark: _Toc168537196]4. Recommendations 
The hotel should implement the following strategy to improve its financial condition and revert back its reputation in the competitive industry:
Debt Restructuring: Restructuring the hotel’s debt might lower interest expenses and increase cash flow (Mavlutova et al., 2021). Perhaps longer reimbursement terms or reduced interest fees is probably negotiated with creditors. The inn’s debt-to-equity ratio might drop and its economic vulnerability might be reduced if debt restructuring blanketed the conversion of a few debts into equity.
Optimisation of Assets: The hotel must do an in-depth review of all of its assets to become aware of underperforming property that may be sold to raise finances (Munsanje, 2021). The hotel is probably capable of pay off debt with the proceeds from these offers, strengthening its economic function. The hotel must recollect ways to optimise the use of its present assets if it hopes to enhance profitability.
Operational Efficiency: The hotel should execute a thorough analysis of its functions to pinpoint opportunities for improving efficiency. Process simplification, waste reduction or the adoption of new technology that boosts output might all be part of it (Kolasani, 2023). The hotel should consider methods to improve service delivery to increase client happiness and loyalty as well as assess its pricing plan to make sure it is optimising income.
Risk Management: Robust risk management methods are crucial for the hotel, given its elevated debt levels and diminishing liquidity (Rajendran, Kassim and Ahmad, 2023). It can include forming a risk management committee, carrying out recurring risk assessments, and creating backup plans in case something goes wrong. The hotel should consider getting insurance to guard against unexpected situations that may negatively impact its financial situation.
[bookmark: _462hcv42ck88][bookmark: _Toc168537197]5. Conclusion
The above study has demonstrated the financial condition of The Urban Heights hotel that is currently facing issues due to declining occupancy rate, revenue and profitability. The financial ratios of the hotel have been determined and analysed based on information of the financial statements. The potential causes of changes in profitability, liquidity and solvency of the hotel has been examined in the assessment. Furthermore, reasons for declining profitability of the hotel have been discussed in the study. Feasible strategies for dealing with the worrying financial condition of the hotel have been recommended in the report. 
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