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1. [bookmark: _Toc167746260]Introduction
	The Urban Heights Hotel situated in the UK has a restaurant, bar and event facilities located in an urban locality. However, the resort's earnings, occupancy rates, and customer satisfaction have all decreased recently. The owner has concerns about the hotel's long-term sustainability due to which a professional expertise is required to assess and determine whether a turnaround plan has the ability to save the hotel from further financial loss, and generate positive cashflows and income for the organisation. 
	The assessment aims to evaluate the trends and patterns in the financial performance of Urban Heights Hotel over the last three years by focusing on its revenues, expenses, profitability, liquidity and solvency. It aims to identify and analyse the primary reasons for the decrease in profitability, taking into account current economic conditions and actual occurrences. Moreover, the assessment aims to provide a comprehensive turnaround plan to improve the hotel's financial situation and reputation, and determine the owner's most profitable course of action. 
2. [bookmark: _Toc167746261]Financial Ratios
Ratio analysis is a mathematical technique that examines financial statements, such as income statement and balance sheet to provide insight into an organization’s liquidity, operational effectiveness, and profitability (Ahmed et al., 2023). The financial ratios of Urban Heights are illustrated below. 
[bookmark: _Toc167746262]2.1. Liquidity Ratio
Liquidity ratios assess an organization’s ability to use its current assets to pay off its short-term debts when they fall due (Apasya et al., 2023). 
2.1.1. [bookmark: _Toc167746263]Current Ratio
Current ratio assesses how effectively an organization can use its current assets to pay for its short-term liabilities (Batrancea, 2021). Urban Height’s current ratios for the past three years are outlined below.
	Years
	2021
	2022
	2023

	Current Ratio 
	1.8
	1.1
	0.6



[bookmark: _Toc167746264]2.2. Profitability Ratios
The ability of an organization to generate a profit in relation to its assets or sales is evaluated using financial indicators known as profitability ratios (Blessing, 2023). 
[bookmark: _Toc167746265]2.2.1. Net Profit Margin
The net profit margin, when expressed as a percentage, indicates the portion of each earning that an organization receives in revenue that is converted into profit (Chasanah, 2019). Urban Height’s net profit margins for the last three years are shown below.
	Years
	2021
	2022
	2023

	Net Profit Margin
	28%
	9.1%
	-27.8%



[bookmark: _Toc167746266]2.3. Solvency Ratios
A solvency ratio is a key financial metric that is used to assess an organization’s capacity to pay off its long-term debt (Donatella, 2024). 
[bookmark: _Toc167746267]2.3.1. Debt to Assets Ratio
Debt to assets ratio is a financial indicator that shows how much debt an organization holds relative to the value of its assets (Ichsani, 2021). Urban Height’s debt to assets ratios over the last three years are shown below.
	Years
	2021
	2022
	2023

	Debt to Assets Ratio
	0.55
	0.59
	0.64



[bookmark: _Toc167746268]2.3.2. Equity Ratio
Equity ratio assesses how much leverage an organization is using. It determines how effectively an organization manages its debts and funds its asset requirements with the help of investments in assets and the amount of equity (Jariah, 2023). Urban Height’s equity ratios over the last three years are shown below.
	Years
	2021
	2022
	2023

	Equity Ratio
	0.40
	0.36
	0.29



[bookmark: _Toc167746269]2.3.3. Debt to Equity Ratio
The debt-to-equity (D/E) ratio shows how much debt compared to shareholders' equity an organization is utilizing to pay for its assets (Kartika, 2022). The debt-to-equity ratios of Urban Height’s for the last three years are listed down below.
	Years
	2021
	2022
	2023

	Debt to Equity Ratio
	1.36
	1.64
	2.17



3. [bookmark: _Toc167746270]Financial Analysis
Financial analysis is the process of making a decision or providing a recommendation by examining an organization’s performance in relation to its industry and economic environment over a certain period of time (Kurniawan et al., 2020).  
[bookmark: _Toc167746271]3.1. Profitability Analysis
By considering the profitability position of Urban Heights Hotel, it has been analyzed that the organization has earned a good amount of revenue in the fiscal year 2021. However, after 2021 the amount of revenue has been experiencing a declining trend till 2023, showing a decline of £700,000 from £2500,000 revenue generated in 2021 to £1800,000 revenue generated in 2023. The reason for this significant decline is due to a substantial increase in operating expenses from £1800,000 in 2021 to £2300,000 in 2023 (Meliani et al., 2021). The reason behind the increase in expenses is the occurrence of the covid-19 pandemic due of which the hotel had to increase its research and development, and marketing activities for creating increased awareness amongst consumers about the change in service offerings offered by the hotel (Lumbantobing, 2021). This resulted in a substantial decline in the hotel’s net profit, resulting in a net loss of £500,000 in 2023, signified by a declining trend of net profit margin over the past three years, from 28% in 2021 to -27.8% in 2023. The negative figure of net profit margin incurred in 2023 is due to a significant rise in operating expenses that could not be covered by the amount of revenue generated during that year. Hence, Urban Heights Hotel could not perform profitably over the last three years. 
	

[bookmark: _Toc167746272]3.2. Liquidity Analysis
Considering the liquidity position of Urban Heights Hotel, it is observed that the cash in hand of the hotel was simultaneously declining over the past three years, with £300,000 cash in hand in 2021 to £100,000 cash held in 2023. The reason for this decline is the substantial rise in operating expenses of Urban Heights for which more cash might have been needed to pay off them, and a significant rise in accounts payable of the hotel, from £250,000 in 2021 to £300,000 in 2023, also due to which higher amount of cash might have been needed to repay them. On the other hand, the accounts receivable of the hotel are seen to be declining from £150,000 in 2021 to £80,000 in 2023, which signifies that the credit policies, such as discount rates and cash incentives of the hotel turned out to be effective for credit customers paying their dues on time (Meliani et al., 2021). However, the cash that is collected from accounts receivables has been used in paying off payables and other expenses due to which the hotel’s profitability was getting deteriorated in 2023. Moreover, the current ratio of the hotel has also been experiencing a declining pattern from 1.8 in 2021 to 0.6 in 2023, which shows that the organization has insufficient money to pay off its current liabilities (Lumbantobing, 2021). Overall, the liquidity position of the hotel is also seen to be deteriorating over the last three years. 
[bookmark: _Toc167746273]3.3. Solvency Analysis	
	Considering the solvency ratios of Urban Heights that have been calculated, it has been observed that the Debt to Assets (D/A) ratio of the hotel has been increasing from 0.55 in 2021 to 0.64 in 2023. The amount of debt that was borrowed to pay for purchasing fixed assets remained constant at £3000,000 over the past three years. However, the purchase of property, plant and equipment has been declined from £5000,000 in 2021 to £4500,000 in 2023. Thus, it shows that more debt might have been borrowed to pay for funding the fixed assets of the organization. There is an increased risk for the hotel of not paying further debt payments on time if the revenues continue to decline in future years (Novita, 2024). On the other hand, the equity ratio of the organization has significantly declined from 0.40 in 2021 to 0.29 in 2023. This is because the amount of equity generated by the hotel has been declining from £2200,000 in 2021 to £1380,000 in 2023 as the hotel has mainly relied on the use of debt to acquire its fixed assets, due to which increasing amount of debt has been borrowed over the last three years (Nur et al., 2023). Moreover, the Debt to Equity (D/E) ratio of Urban Heights has significantly been increased from 1.36 in 2021 to 2.17 in 2023. This again shows that the hotel has mainly relied on debt to fund for its assets and not on generating higher amount of equity. Hence, the solvency position of the hotel has been significantly worsened due to higher reliance on borrowing debt in relation to generating equity to purchase new fixed assets and pay for the long-term obligations and expenses (Pramudita, 2023). 
4. [bookmark: _Toc167746274]Reasons for Decreased Profitability
Urban Heights Hotel has experienced a substantial decline in profitability from 2021 to 2023. There are various key reasons behind this decline in profitability. It can be observed that the organization has made the use of incorrect pricing strategy, which eventually resulted in low profitability and margins. In order to set the appropriate pricing, Urban Heights needs to take into account its expenses, the competitors, and the willingness and ability of its customers and receivables to pay on time (Rafid et al., 2021). Moreover, the onset of covid-19 pandemic is also one of the key reasons due to which the organization’s financial performance and profitability worsened over the years (Suhendro, 2020). The cost of goods sold and the operating expenses got significantly increased since the last three years as the organization had to re-invest its funds in research and development, and marketing initiatives to increase customer awareness about the changes made in its service offerings (Sepindo, 2020). 
Furthermore, there has been an increase in the number of hotels and restaurants that have been established to serve their customers. This has resulted in an increase in fierce competition which has made it challenging for Urban Heights to keep its margins and profitability high. Hence, the organization needs to maintain their low prices in order to remain competitive. Additionally, not tracking cash flow is one of the main causes of low profitability and for the hotel (Smit et al., 2022). This implies that the hotel is unable to determine the amount of cash in hand coming in and going out, which has made it challenging to decide the optimal way to distribute resources (Botha et al., 2022). Without understanding cash flow, it is easy to overpay and place the organization at financial risk. The decline in its profitability is also due to lower market awareness regarding the hotel and the products and services it offers, which resulted in loss of revenue generated over the period of three years, eventually resulting in decline in profitability (Sulastri et al., 2021).
5. [bookmark: _Toc167746275]Turnaround Strategy
It is essential for Urban Heights Hotel to establish a comprehensive turnaround strategy in order to work systematically on the image and financial performance of the hotel by setting a new price and cancelation policy (Suriyanti et al., 2022). Under this policy, the organization needs to understand what its competitors offer and at what price, as well as the consumer behavior, and in this regard, conducting market research is a crucial step (Rafid et al., 2021). From this data, it is evident that besides implementing basic pricing strategies, dynamic prices also ensure that they can increase revenue through the enhancement of price values to reflect the market needs and wants in real time (Tarazi, 2024). Furthermore, pricing strategies that come with differentiated prices for different personalized services to meet the diversification concept might also be useful in providing consumers with what they consider valuable in a given market (Viranda et al., 2023). Moreover, it has been indicated how cancellation policies can be rewritten in a method that might increase flexibility and at the same time, generate further revenues. It is also important to implement a tiered fee cancellation system where charges only increase closer to the check-in date, which results in minimizing lost revenues, while at the same time customers are offered more options to stay at different prices (Wisnu, 2023). When making such a change in policies, it is also important to take measures to make the customers aware of such changes and in a certain way that they understand without compromising on their satisfaction and trust. Few other significant measures include improving customer satisfaction through improved services delivery, and efficiency in conducting marketing related activities (Priadana et al., 2022). Therefore, the implementation of the turnaround strategy depends on the financial performance metrics of Urban Heights Hotel and the customer feedback the organization receives for its financial performance. 
6. [bookmark: _Toc167746276]Conclusion
It can be concluded that Urban Heights Hotel’s financial position has declined to a substantial scale. The organization’s profitability position and liquidity position has worsened over the past three years. This is due to the implementation of incorrect pricing strategy that made the hotel unable to meet the needs of its customers in changing times. The covid-19 pandemic also resulted in an increase in the organization’s overhead costs and cost of goods sold, while simultaneously decreasing revenue that has been generated over the last three years. Urban Heights had to make use of its cash in hand to pay for its rising expenses and liabilities, due to which the organization did not have enough cash left to pay for its accounts payables as they are seen to be rising from 2021 to 2023. The organization also relied heavily on debt financing rather than on equity financing, due to which its solvency position got significantly deteriorated. Increased leverage of the hotel has made it riskier to invest further in purchasing fixed assets, such as additional property, plant and equipment and borrowing further debt for financing purposes, as there is a significant risk that lies in the organization not paying off its further debt on time. 
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