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Executive Summary
The report evaluates and thoroughly discusses the concept of financial management in the hotel industry by outlining a hotel business named “Urban Heights Hotel”. Based on this hotel business a number of profitability ratios, liquidity ratios and solvency calculations are being performed. Additionally, a performance evaluation is delivered based on those ratio calculations of the hotel business. Moreover, the report includes a discussion of key reasons behind the disruptions in the financial health and profitability of the business. Additionally, the report concludes its demonstration process by providing a clear and informed recommendation towards the financial improvements of the Urban Heights Hotel business. 
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[bookmark: _Toc167816476]Introduction
The report will discuss some essential topics regarding financial management in a hotel business. It will deliver the performance evaluation of the hotel business by covering the revenues, expenses, profitability, liquidity and solvency. Also, it will deliver the key reasons behind the profitability and liquidity decline in the past three years. Furthermore, the report will conclude with a detailed recommendation to improve the performance of the business in future. 
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	2021
	2022
	2023

	Profitability 
	Net profit margin
	0.28
	0.09
	0.28

	 
	 
	 
	 
	 

	Liquidity
	Current ratio
	1.80
	1.11
	0.60

	 
	 
	 
	 
	 

	Solvency
	Gearing ratio
	1.48
	1.79
	2.39

	 
	Accounts receivable days 
	21.90
	16.59
	16.22

	 
	Return on equity 
	0.32
	0.11
	0.36


(Source: Author)
Trend and pattern analysis is a traditional and effective method that is used in analysing financial position along with strengths and weaknesses in the financial structure of a business. Financial statements are a compilation of various types of financial information with multiple periods to determine the financial performance over a financial period. The financial trends and pattern evaluation of Urban Heights Hotel can be possible by analysing the data of balance sheets and income statements for the past three years (Farza et al., 2021).  
Revenues 
The hotel business generated £2,500,000 in 2021, £2,200,000 in 2022 and £1,800,000 in 2023. The constant lower performances in revenues may be negligence in marketing efforts and ignoring its competitors leads to losing the grip on capturing the market. Leadership inefficiency can also be another reason behind the low sales and revenues in the Hotel business (Drury, 2021). Another big reason behind the decrease in revenues may be disregarding each business transaction and their proper recording in financial statements. Additionally, misjudgements in financial performance evaluation after each year may also result in low revenues for three consecutive years of the hotel business (Okafor et al., 2021). 


Expenses
The information in the income statements of Urban Heights Hotel reflects that the business has continuously faced low revenues for three consecutive years from 2021, 2022 and 2023. Additionally, the income statement shows the business has also faced high operating expenses in the calculation of net incomes. The operating expenses of the business were recorded in 2021 with £1,800,000, 2022 with £2,000,000 and 2023 with £2,300,000. Whereas the revenues decreased and the operating profit has increased in three years. That is not a good sign for the business in maintaining the cash flows, sales management and income generation (Seal, 2019). 
Due to low revenues and high opening costs for three consecutive years ultimately affected the net income of the hotel business. Even the year 2023 recorded a net loss due to the high operating cost of £2,300,000. The low and negative results in the income statements will carry forward to the balance sheet generations and that can impact the ratio calculations of the hotel business. This can be a threatening sign for the business in maintaining stability in future growth. Additionally, leads to present challenges in sustainability in the competitive hotel business in the operational areas (Feinberg and Zanardi, 2022). 
Profitability 
Following the previous discussions of revenues and expenses the profitability of the hotel business will definitely be impacted. However, the hotel business has not performed well in the areas of Cash and equivalents, Accounts receivables and Property and Equipment over each financial period as well. To analyse the results of profitability the net profit margin also indicates a downtrend in three years (Walker, 2021). The net profit margin indicates the efficiency in net profit generation of the business deducing the cost of goods sold and operating expenses. The efficiency of the hotel business must be affected due to low revenues and high operating profits comparatively each year. The profitability indicates a downtrend in the net profit margin as it resulted in 0.28 in 2021, 0.09 in 2022 and again 0.28 in 2023. The reason behind these results is low net profits each year such as £700,000 £200,000 even a net loss of £500,000 (Aydoğmuş et al., 2022). 
Liquidity 
The discussion of liquidity is based on the results analysing the categories and their values in the income statement and balance sheet of Urban Heights Hotel. Due to the declined results in these areas, the total value of assets has not improvised. Even the balance sheet reflects that the business has increased its dependency on liabilities as it shows a rising trend in accounts payables with long-term debt of £3,000,000 for each year. 
Those elements resulted in a rising trend in the total value of liabilities that showcased £3,250,000 in 2021, £3,270,000 in 2022 and £3,300,000 in 2023. Furthermore, the hotel business has also decreased its equity value recorded as £2,200,000, £1,830,000 and £1,380,000 in 2021, 2022 and 2023 respectively. This means the hotel business has recorded poor performance in income generation and declined valuation of equity additionally, the increment in liabilities will overall impact the business in further improvements and sustainability (Atrill and McLaney, 2021).
The current ratio is considered the liquidity value that is used to determine the capacity of liquidity of the business. As expected, the current ratio has also resulted in a decline in three consecutive years. The current ratio is calculated by dividing the current assets by the current liabilities. So, the current asset of the business is valued at £450,000 in 2021, 300,000 in 2022 and 180,000 in 2023. Along with that, the current liability is valued at £250,000 in 2021, £270,000 in 2022 and £300,000 in 2023. Based on the rising values of liabilities and declined value of current assets the current ratio also indicates a declined nature such as 1.80, 1.11 and 0.60 from 2021 to 2023. The declined current ratio indicates the business does not have enough current assets against the current liabilities (Adusei, 2022). 
Solvency
Solvency is the ability of a business to align its long-term debts and other financial obligations in a particular financial period. The solvency of a business helps to measure financial health by the ability to manage the operations into the foreseeable future. Solvency in a business consists of various ratio calculations among those options are the gearing ratio, accounts receivable days and return on equity. In the gearing ratio, the formula uses total liability divided by the equity value. Implementing the formula resulted in 1.48 in 2021, 1.79 in 2022 and 2.39 in 2023. This means, that the hotel business has an increasing gearing ratio that indicates the business is increasing its financial leverage or dependence on debt money (Batrancea, 2021). 
The accounts receivable days also decreased positively from 21.90 to 16.59 and 16.22 from 2021 to 2023. That is due to improvisation in recovering the dues from its debtor and this will help the business to enhance the cash flows and valuation of assets (Bhimani , 2006). The ROE or return on equity has also increased in 2023 with 0.36 compared to 2021 with 0.32 however, the ROE has decreased in 2022 to 0.11. 
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Based on the financial data of revenues in the hotel business in the last three consecutive years shows that the business has recorded a downfall in its sales figures continuously. Profitability and liquidity are both essential parts of a business that play a significant role in making the business sustainable and provide future assurance in developments and expansion (Guilding, 2014). However, the liquidity ratio and solvency ratios have some key differences based on the obligations, ratio structures, risk involvements and many more. The hotel business Urban Heights Hotel is facing very hard times in managing their revenues, profits, assets management and liability controls for three consecutive years from 2021 to 2023 (Horobet et al., 2021). 
· There might be some serious problems in the hotel business that they might face difficulties in productivity or quality production that lead to unsatisfied outcomes from its customer end (Jagels, 2007). 
· Low revenues might also involve insufficient management of raw material supplies or inventory management that leads to constantly fewer revenue insights over the last three financial years of the business. 
· The hotel business may be unable to maintain stability in investments and from both internal and external sources of finances (Wolpert et al., 2020). 
· Therefore, it may be possible due to mismanagement of financial resources and malfunctions in the analysis of various significant financial statements properly. That leads to mistakes in decisions in low retention of stakeholders in the business. 
· Leaders and other professionals are generally responsible for supervising each activity in the business and finding out the loopholes that need to be sorted out. It can avoid any suspicious mistakes however, an unprofessional approach by leaders and other higher administration of the business might lead to this drawback situation (Seal et al., 2008). 
· Hotel business is a competitive field that constantly demands innovations, improvements and diversifications in services. Urban Heights Hotel might be staying behind in the race resulting in losses and doubts about sustainability (Kanike, 2023). 
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The hotel business is facing a hard time financially and it is affecting its reputation in the industry where it operates. The businesses must acquire some quick and efficient business strategies in order to revitalize their reputation in the competitive environment as well as a profitable business practice to ensure sustainability (Stefani and Priatmodjo, 2021). 
· Urban Heights Hotel must restructure its business management framework by recruiting fresh and expert candidates in its business. Additionally, the business has to invest its time and resources in training and development of new hirings. Appropriate training would contribute to the betterment of activities based on planning and achieving projected results on time. 
· The business has to identify and eliminate unnecessary expenses to increase the net profit margins and overall asset valuation. Elimination of expenses will not be enough, the business has to produce informed cash budgets to reinvest those amounts in those areas where it demands the most (Tranter et al., 2014). 
· The segment of improvisations in quality productivities to their customers to ensure customer satisfaction. That would directly impact the profitable results and an organic hike in business reputation. Customer satisfaction can also boost the impression in the market and the motivation of the employees in the business. 
· Good management of various significant financial statements including income statements, balance sheets, cash flows, budgets and ratio calculations and their analysis with the help of professionals can improve the decision-making. This is one of the important segments that can help the management to make strategic changes and assess the business performance in an ethical way. 
· The hotel business must construct goals that might involve new service launches and the incorporation of new technologies that the digital era demands. Additionally, goals such as business expansion and collaboration tactics need to be prepared for a financial period to get the desired results through goal achievements. 
· Urban Heights Hotel might enhance investor engagement in its business to avoid fund shortages. The investments can be achieved through shareholders, angel investors, venture capitalists and many other ways (Vargas-Sanchez, 2022). 


[bookmark: _Toc167816481]Conclusion 
The report has discussed the subject of financial management in the Hotel industry by highlighting a hotel business named “Urban Heights Hotel”. Throughout the report, a number of financial evaluations have been performed of the hotel business. Initially, the report described the trends and patterns of the business to evaluate its financial performance over the past three years. Moreover, the report has delivered the prime reasons behind the decline in revenues and profitability. Furthermore, detailed recommendations have been included in the report aimed to help the business in making improvisations of the financial health and reputation in the competitive business environment. 
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