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Executive Summary
The report has executed how a hotel company is managed with financial accounting and management. It is crucial for a hotel business to keep records of all financial transactions so that it can determine its financial position in the global hospitality industry. The financial management is also crucial in measuring liquidity, profitability and solvency of the business. This report has been developed to evaluate trends and patterns in the financial performance of a hotel business. The report has also identified potential reasons behind decline in the profitability by considering real economic events. A strategy has been developed for the business to decrease problems which can lower the profitability in the future. 
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[bookmark: _Toc167354489]Introduction
In a hotel company, financial management is very essential to evaluate the financial position of a business. The financial management is very helpful to detect the profitability and expenses of a business and it can direct a company in achieving its profit objectives. Here, Urban Heights is a popular hotel company but it is facing financial problems due to low occupancy rates and decline in sales revenues for consecutive years. Therefore, this report will analyse the financial performance of the business through ratio calculation in analysing its profitability, solvency and liquidity. This report will also detect key reasons for declining in the profitability by taking consideration of real events. 
[bookmark: _Toc167354490]Description
Evaluating trends and patterns in the financial performance of Urban Heights Hotels through ratio analysis
To evaluate trends and patterns of the financial performance of Urban Heights, its different ratios should be calculated for past 3 years such as profitability, revenues, expenses and liquidity and solvency.
Revenues
	Item name
	2021
	2022
	2023

	Sales revenues
	£2,500,000
	£2,200,000
	£1,800,000



The sales revenue of Urban Heights is facing downturn as it has decreased from £2,500,000 to £1,800,000. The sales may be decreased due to economic downturn in the global market where customers are spending less or it can also happen due to low customer satisfaction rate in the hotel. To increase sales revenue of the hotel, it should focus on increasing its customer satisfaction (TZaraka et al., 2022). The hotel business has also experienced decreasing in occupancy rates where rented space has decreased in terms of the total space available for rents. It has also created an impact on the sales revenue. Due to negative customer satisfaction rate, the business has decreased its hotel room rent and it has ultimately created an impact on the decreasing sales revenue (Bello & Sensini, 2020). 
Expenses
	Item name
	2021
	2022
	2023

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



Expenses of the hotel business have gradually increased while comparing with past years. It is obvious that expenses of a hotel business may increase due to inflation or giving premium services. But expenses of Urban Heights have increased highly as comparison to its sales revenues (Chung, 2020). It could be seen that expenses of Urban Heights were £1,800,000 in 2021 where expenses were £2,300,000 in 2023. But its sales revenues were £1,800,000 which provided the business negative return for the period. Therefore, expenses were quite in terms of its sales revenues (Liu et al., 2024). To decrease expenses of the business, it should keep a balance between operating expenses and sales revenues to manage profits for each year. Without a proper management of expenses, the hotel business can’t survive in the future. The viability of the business is at risk as its expenses and sales revenue ratio is not controlled (Santoso & Supatmi, 2021). 
Profitability
To discuss the profitability of the business, the net profit after each period, net profit margin and return on assets will be assessed. 
	Item name
	2021
	2022
	2023

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



The net income of the business was £700,000 in 2021 and it has decreased gradually to £ (500,000) in 2023. The net income was decreased because Urban Heights Hotel had high expenses in comparison to sales revenues. In 2023, sales revenues were lower than previous years but its expenses have increased in the same year and it has resulted in negative net earnings for the hotel business (Higuerey et al., 2020). 
Net profit margin:
Formula = (Net Income / Sales Revenues) * 100%
	Item name
	2021
	2022
	2023

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

	Sales revenues
	£2,500,000
	£2,200,000
	£1,800,000

	*100%
	
	
	

	Net profit Margin
	28%
	9.09%
	-27.78%



It can be seen that the business has experienced a negative net profit margin in the current year of -27.78% but it was 28% in 2021. Negative net income in 2023 is the main reason that the net profit margin has decreased in the year. 
Return on assets:
Formula: Net profit / Average Total Assets 
	Item name
	2021
	2022
	2023

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

	Average Total Assets
	£5,450,000
	(£5,450,000 + £5,100,000) / 2
= £5,275,000
	(£5,100,000 + £4,680,000) / 2 
= £4,890,000

	*100%
	
	
	

	Return on Assets 
	0.13
	0.04
	-0.10



It can be seen that the return on assets for 2021 and 2022 was 0.13 and 0.04 respectively. But it has become negative return on assets for the period of 2023 because the net profit was negative. It has caused negative return on assets for the current year (Tan and Despotis, 2021).
Liquidity
To describe the liquidity of the business, it should be measured that the working capital of the business is healthy. To measure the liquidity, cash and cash equivalents should be calculated and its ability to pay all current debts should be examined. In 2023, the business has a negative working capital which proves that the business has a poor performance in managing the liquidity position (Chambers & Cifter, 2022). 
Formula: Working Capital = Current Assets – Current Liabilities
	Item name
	2021
	2022
	2023

	Current Assets
	£450,000
	£300,000
	£180,000

	Current Liabilities
	£250,000
	£270,000
	£300,000

	Working Capital
	£200,000
	£30,000
	-£120,000



Current Ratio:
Formula = Current Assets / Current Liabilities 
	Item name
	2021
	2022
	2023

	Current Assets
	£450,000
	£300,000
	£180,000

	Current Liabilities
	£250,000
	£270,000
	£300,000

	Current Ratio
	1.8: 1
	1.11: 1
	0.6: 1



The current ratio can measure the liquidity performance of the business where it will be measured that currents assets have the ability to cover all debts of the business for the current period. When the current ratio is more than 1, it showed that it has the ability to cover all debts. Therefore, in 2023, the current ratio is less than 1 and it shows that the hotel business has less ability to cover all debts for the current year (Zaitseva et al., 2016). 


Solvency
The solvency of a business shows to meet its long-term and all financial obligations and it also measures the financial health of a business. When the debt ratio is decreasing and equity ratio is increasing, it means the business has a good financial health. But when the debt ratio is gradually increasing, it means the business has a poor financial health (Aharon et al., 2021). 
Equity ratio:
Formula = Total Equity / Total assets
	Item name
	2021
	2022
	2023

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

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

	Equity Ratio
	0.40
	0.36
	0.29



The equity ratio has decreased from 0.40 to 0.29 in the period of 2021 to 2023 which means that the equity of the business is decreasing and the debt is increasing and it proves that the financial health of the business has become poor. 
Debt ratio:
	Item name
	2021
	2022
	2023

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

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

	Debt Ratio
	0.60
	0.64
	0.71



The debt ratio has become 0.71 from 0.60 which proves that Urban Heights has high financial obligations and it shows the poor financial health of the business. 
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Several factors can be reasons that Urban Heights is experiencing decline in its profitability from past 3 years. These reasons are explained below –
Covid-19 pandemic: The Covid-19 pandemic has created a negative impact on the hospitality industry. Hotels have faced fewer customers after the pandemic due to travel restrictions and concerns of consumers on health and safety. Urban Heights has experienced a decrease in its occupancy rates and travel restrictions after facing the burn of the impact (Zhou & Kan, 2021).  
Consumer behaviour changes: Customers are looking for hotels which could be different and exclusive and they also increase their beliefs on reviews from social media platforms.  It could be happened that Urban Heights has less activities in social media platforms and it has no reviews in different pages or travel groups which has decreased its sales (Choi, 2020).
Economic crisis: After the pandemic, the economic downturn has become a big problem where people are spending less on travelling. It has also decreased sales for many hotels. It has also reduced travel budgets for customers where customers are looking for normal hotel rooms rather than booking premium rooms and it has decreased sales revenues for the hotel (Kosmala, 2021).
Increased competition: An increased competition could be seen in the hotel industry of tourism places. Many airline groups are establishing hotels and resorts in popular travel places and customers are automatically getting discounts on those hotels and resorts for travelling on their planes and it is creating huge competition for hotels like Urban Heights. Many five-star hotels are establishing in the travel area which is decreasing the market share for the hotel company (Tatuev et al., 2017). 
Quality of service: The sales profit has been decreased for Urban Heights and it could be due to its negotiable quality of services. The business may be facing shortage of budgets to increase the quality of service and it may create negative reviews for the business which result in the decrease of profitability for the business (Ioannidis et al., 2021). 
[bookmark: _Toc167354492]A comprehensive turnaround strategy
A structured plan should be required to restore the financial health and reputation of Urban Heights. The turnaround strategy should include various aspects in the business which is explained below –
Adaptation to travel trends: Urban Heights should give responses to changes in the customer behaviour. It will involve managing safety protocols and flexible cancellation policies so that customers don’t feel afraid before booking. The business will also promote physical distance maintenance among all individuals (Nhamo et al., 2020). 
Strategic pricing: Urban Heights should implement the dynamic pricing process in optimising room rates based on the demand. The business will utilise all data dynamics in forecasting the data accurately. It will offer the attractive pricing strategy to decrease the revenue pricing per guest (Willie et al., 2013). 
Enhanced social media branding and marketing: The marketing effort of the hotel will enhance the brand viability in attracting the target demographics. The business will also utilise digital marketing channels in terms of social media, e-mail marketing and search engine optimisation. It will enhance the brand visibility among customers and it should also collect reviews and comments from customers so that other customers can attract from the investment (Agarwal & Philips, 2020). 
Operational efficiency: A business should conduct an overall review of the process where it can identify cost-savings opportunities and inefficiencies. It can be seen that the business has incurred higher costs while comparing with its sales revenues and it has resulted in the decrease in its profitability. The business should reduce its expenses without compromising the quality of its services (Ma, 2021).  
Guest experience development: It has been estimated that guests of Urban Heights may not get good experience from the hotel which resulted in the decrease of its sales revenues. Therefore, the business should increase its guest experience by increasing the service quality (Bourke et al., 2020). 

Conclusion 
This assignment has described about the financial management in a hotel company. It has evaluated trends and patterns to analyse the financial performance of a business where an income statement and balance sheet was given for the past 3 years. It has helped to evaluate expenses, revenues, profitability, solvency and liquidity of the business. This assignment has also explained key reasons behind the decline in its profitability. A comprehensive turnaround strategy has been evaluated for the business so that the business can start earning profits again for next years. 
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