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EXECUTIVE SUMMARY:


The purpose of this study was to evaluate trends and patterns in the Urban Heights hotel financial performance focusing on revenue, expenses, profitability, solvency, and liquidity. Key reasons as to why there was a loss in profitability was also examined and explained. Lastly the financial records were analysed using financial ratios and recommendations was given. 
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INTRODUCTION:

In the past three years there have been a lot of changes happening in the hospitality industry and owners must make the choice if they decide to stay with the business or look for other avenues and cut their losses. In this essay the financial records of the Urban Heights Hotel with a restaurant, bar, and event facilities will be analysed. The trends and patterns of the financial performance of 3 years will be evaluated with focus on expenses, revenue, profitability, liquidity, and solvency. Key reasons for the loss in profitability will also be researched and detailed. Lastly with the use of financial ratios recommendations to improve the hotel income will be analysed and explained. 
















MAIN BODY:

In the records of the last three years of revenue from Urban Heights Hotel there was a steady loss of revenue that was experienced. In the year 2021 to the year 2022 there was a $300,000.00 or 12% loss in revenue. Whereby in 2021 there was a revenue of $2,500,000.00 and in 2022 that dropped to $2,200,000.00. The loss was $100,000.00 greater for the year 2023 as compared to 2022 whereby in 2023 there was a $400,000.00 or 18.18% loss in revenue because in the year 2023 the company only made $1,800,000.00. However, as revenue decreased expenses increased. In the year 2021 there was $1,800,000.00 in expenses compared to $2,000,000.00 in operating expenses in 2022. This was $200,000.00 or an 11.11% increase. In 2023 the operating expenses were $2,300,000.00 a $300,000.00 or 15% increase from the year 2022. Between the three years there was a $500,000.00 or half a million dollar increase in operational expenses. The increase in operation expenses and decrease in revenue clearly affected the profits. In 2021 the profit was $700,000.00 compared to in 2022 the profit was $200,000.00. This was a large loss of $500,000.00 or 71.2% compared to 2021. However, in 2023 there was no profit made and there was a $500,000.00 net loss. When it comes to liquidity, they have cash and equivalents. These are assets that can be quickly turned into cash to pay expenses. Cash and equivalents for 2021 is $300,000.00, 2022 is $200,000.00 and 2023 $100,000.00. As the years moved from 2021-2023 each year the amount of readily available assets was reduced by $100,000.00. In 2022 the price change was 33.33% and in 2023 the price change was 50%. In terms of solvency the total assets did exceed the total liabilities. However, as years passed the assets decreased while the liabilities increased. Assets such as property and equipment decreased from $5,000,000.00 in 2021 to $4,800,000.00 in 2022 to $4,500,000.00 in 2023. Another asset was accounts receivable, which is outstanding income for hotel. It was a good sign when each year that amount was reduced because it meant that less customers had outstanding balances. Thus in 2022 the amount was $100,000.00 which saw an $50,000.00 decrease from 2021 which was seen to be $150,000.00. In 2023 it was reduced by $20,000.00 to become $80,000.00. In terms of the liabilities the main liability was the long-term debt which was $3,000,000.00. During the duration of the 3 years the debt stayed the same amount. Another liability was the accounts payable, which is the short-term expenses of the operations of the hotel. As the years increased the amount also increased. In the year 2021 it was $250,000.00 which raised by $20,000.00 to $270,000.00 in 2022 to $300,000.00 in 2023.
As seen from the financial records, over the past 3 years there has been a steady decline in profitability. This can be due to the economy of the UK and the influence it has on the consumers. Over the past three years listed in the financial reports the UK economy and the UK environment has been changing. Inflation has been a big factor that is attributed to increased prices of goods and services. One of the first causes of this inflation was the invasion of Ukraine by Russia. On February 2022 Russia had started a full-blown invasion on Ukraine which impacted food and energy prices in England (Bank Of England, 2024). When the North Sea oil and gas drilling started to decline for many reasons such as the windfalls taxes etc. the UK was then more dependent on other countries to supply its oil and gas seeing that 76% of the gross consumption of the UK is attributed to gas and oil. In the year 2022 the UK imported $18.3B of oil from Norway (OEC Today , 2023). Russia has power in the market seeing that they export 17% of oil and 12% of gas to the global energy markets. Thus, sanctions and bans of Russia would allow countries who buy from them to increase their prices which would mean that the UK would have to purchase energy imports from other European countries at a higher cost. For example, in 2022 two weeks after the invasion started the prices for diesel and petrol increased to 18 and 12 pence respectively. The import increase will also mean that in the year 2022 the cost to produce various goods and services had increased as well. This would also mean that cost of produced goods and services will also increase. Increased prices of goods and services lead to the imbalance whereby consumers had to pay more while their pay did not change. Thus cost-of-living would increase (Office of Budget Responsibility, 2022). Increased interest rates on mortgages etc have also affected the consumer. Stated in an article written by (Bank Of England, 2024) was that to combat inflation they raised the interest rates. This would mean that consumers would have to pay more on loans and mortgages which in turn would reduce their spending and this would force businesses to reduce their prices on goods and services. Inflation can also be attributed to Brexit which is the UK leaving the European Union. After the UK had Brexit the 28% of food that was being imported from the EU must be checked at the boarders. However, in the years following for example in 2021 it was held off for periods of time because of the lack of food seeing that it was a struggle for supermarkets to fill their shelves. As the saying goes as demand increases supply also decreases (Ziady, H, 2023). Since Brexit the free movement between the EU and UK has been eliminated thus there is a lack of employees available because of more firm immigration rules. Many areas have been affected however one the markets that was hit hard was the hospitality industry which has a 35.5% shortage. Additionally in 2022 there was 1.19M persons unemployed (Francis-Devine, B ; Buchanan, I, 2023).  All the factors of inflation etc brought recession. In the lower half of 2023 the UK experienced two consecutive low GDPs and thus went in a recession where in Q3 there was a decline of 0.1% which was followed by Q4 with a decline of 0.3% (Abdulla, A ; Bruce, A, 2024). This would mean that people are not spending money and the economy is not growing. In an article by (Bearne, S, 2024) said that hotel prices have risen by 82% since the year 2019. All the information explained in earlier chapters would mean not only that hotels would have to raise their wages to attract and retain employees, but they would also have to increase prices to be able to make a profit in an inflated economy. However, that is also reduced seeing the increase in interest rates and the employment rates whereby encouraging persons to reduce spending.
Understanding the financial performance of the hotel and factors that would have contributed to the reduction in profitability would highlight where the hotel problems arise. However financial ratios are needed to do a deep dive of the financial records to be able to give clear and correct advice to the hotel owner. First the ability of the hotel to use the assets they possess in cash that they can get quickly. For this the liquidity ratio is used (Hayes, A, 2024). This is important to understand seeing that the hospitality industry needs a lot of “working capital” and has many short-term expenses (Le Bijou, 2022). In years 2021, 2022 and 2023 the liquidity was 21.8, 18.9, 15.6 respectively. When it comes to the liquidity ratio once the number is over 1 in the hospitality industry that means that the hotel can pay off its debts. In terms of Urban Heights hotel even though each year the liquidity is reduced by approximately 3% they are still able to pay off their short-term debts. It can be attributed to the various forms of income such as the hotel, restaurant, bar and event space. Secondly the ability for the hotel to meet and pay the long terms debts (Hayes, A, 2023). Using the solvency or leverage ratio the hotel’s debt can be evaluated. If there is too little debt it means that the hotel is not expanding their business enough whereby if there is a lot of long-term debt it can be understandable seeing that hotels need many assets that are long term to be successful (Le Bijou, 2022). However, when calculating this ratio, it should always be lower than 1 because it shows how much of the hotel’s assets are debt funded. In year 2021, 2022 and 2023 the solvency ratio was 0.59, 0.64 and 0.70 respectively. These increasing numbers are attributed to the $3M dollar long term debt that had stayed the same for the 3 years in conjunction with the steadily increasing short term liabilities each year. However, the long-term assets still exceeded the long-term debts. In the solvency ratio there is also the ability to calculate the debt-to-equity ratio which shows how much the hotel is being funded by its debt (Hayes, A, 2023). In years 2021, 2022 and 2023 the debt-to-equity ratio was 1.5, 1.8 and 2.4 respectively. Again, these high ratios are attributed to the high long-term debt and increasing short term debts. This would mean that if the hotel must liquidate the equity will not be able to pay off large amounts of the long-term debts. The last ratio that can be used is the profitability ratio. This is used to understand and assess if the hotel can make money and a profit (Hayes, A, 2024). In terms of a hotel when calculating profit margin to ensure that the hotel’s earnings is being generated, the amount should be around 10% (Le Bijou, 2022). In year 2021, 2022 and 2023 the profit margin was 0.28, 0.09, -0.28 respectively. These low numbers are attributed to the high and increasing operating costs with the low revenues of the hotel. 


















RECOMMENDATIONS:

In terms of recommendations, I believe that seeing that Urban Heights Hotel has good liquidity and solvency ratios things can be done to increase the very low profitability ratio. Firstly, the hotel is in an urban landscape. This means that its in a busy area where everyone can commute easily. Thus, the hotel should advertise packages seeing that the hotel already has a restaurant, bar, and event area. They can have packages and advertise for events such as weddings, birthdays, reunions etc. The event area can be free for customers who are using the hotel, restaurant, and bar. There can also be restaurant and bar packages together. Secondly advertising is a great way to show off a brand for free. The owner can use social media sites, google business pages, and free graphic design elements such as Canva to produce eye catching and great advertising pages. The hotel can organise tours for guests of the landmarks in the area at a reduced cost seeing that they are guests. The owner should reduce their hotel prices during low demand times and have increased prices for when the hotel is at its peak. Happy hour is always inviting to guests and customers. Reduced prices for drinks and food are a great way to attract customers. Utilising technology is great as well with online check-ins, online reservations etc. Customers feel at ease and less stressed when they have everything at their fingertips with no long lines etc. The owner should also encourage customers for their feedback and should take each feedback seriously whereby the hotel would be able to be better with improved changes. All these options can help improve the profitability of the hotel (The Insider, 2023).








CONCLUSION:

In conclusion over the years of Urban Heights Hotel they have been losing money. There are many reasons for this especially economically and what has been happening in the world. Using the ratios it was understood that even though the hotel doesn’t have high profitability ratios they have good liquidity and solvency ratios. This would mean that the hotel would need to increase their profitability by using different methods to evolve their brand. Once this is done correctly the owner will see change and profitability.   
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