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[bookmark: _Toc166065952]Introduction 
Financial management refers to the management of financial resources effectively and efficiently so that organisations can achieve their goals and objectives (Andrew, Damitio and Schmidgall, 2017). The main goal of financial management is to maximise the value of the firm’s wealth. By utilising the key resources, hospitality businesses can create new opportunities (DeFranco and Lattin, 2007). The report will analyse a case study which is based on the hospitality industry. It is the Urban Heights Hotel. The company had a strong market position until 2021. After the year, the company faced a declining trend in its revenues and profitability. It incurred losses in 2023. The company has various issues with its management. Customers raised concerns about the hotel’s services while they are dissatisfied with the current process. The reasons or factors influencing the company’s profitability will also be evaluated. To overcome the challenges and make the business financially viable, a turnaround strategy is recommended in the last part of the report. 
[bookmark: _Toc166065953]Evaluation of Financial Performance for Urban Heights Hotel 
The Urban Heights Hotel’s financial performance will be evaluated based on the provided data in the case study’s income statement and balance sheet. The company’s revenue was £2.5 million in 2021. The revenue decreased by 12% and became £2.2 million in 2022. The revenue again decreased by 18% and it became £1.8 million. Here, the revenue trend shows that the company is losing its revenue over the years. The reason for revenue loss can be attributed to the shift in consumer demands and the poor revenue management by the managers. The total expenses of the company were £1.8 million in 2021. The total expenses increased by 17% in 2022 and it became £2 million. Again the total expenses increased by 13%. The total expenses show an increasing trend. The revenue trend and expense trend present unique challenges to the hotel because they are moving in opposite directions. As a result, the hotel will have lower profitability (Atrill and Mclaney, 2021). 
The financial ratios will be applied to understand the financial performance. At first, profitability ratio will be used. The probability ratio: the net income margin is calculated by dividing the net profit by the total revenue of the company. Net profit margin ratio of the hotel is provided below: 
	Year
	2021
	2022
	2023

	Net Profit Margin
	28%
	9.09%
	-27.79%


Table 1 Net profit margin ratio (Author)
The hotel has a high net profit margin in 2021. But the subsequent two years, its net profit margin dropped drastically. In 2022, the hotel’s net profit margin reduced to 9.09%. Yet the company was profitable. However, the hotel lost its profitability in 2023 because it incurred financial losses. Hospitality businesses that are not profitable can not sustain in the long term. If the situation persists, the company will loss the value of the firm (Atrill and Mclaney, 2021). 
To analyse the liquidity position of the hotel, the current ratio is calculated. The financial ratio is calculated by dividing the current assets which include cash and cash equivalents, and account receivables by the current liability. The current ratio is provided below:
	Year
	2021
	2022
	2023

	Current Ratio 
	1.8
	1.1
	0.6


Table 2 Current ratio (Author)
A current ratio above 1 indicates that the company has enough liquid assets to meet short-term obligations. The company’s current ratio became 0.6 which is lower than 1. Hence, the company does not have enough liquid assets to meet the short-term liabilities. 
For analysing the solvency of the company, the debt-to-equity the ratio has been calculated. The ratio is provided below:
	Year
	2021
	2022
	2023

	D/E Ratio 
	1.48
	1.79
	2.39


Table 3 D/E Ratio (Author)
A D/E ratio above 1 indicates that the company has more long-term liabilities than the equity capital. The above ratio shows that the hotel is more dependent on debt financing. Debt financing can be beneficial as it provides funds at a lower cost (Seal et al., 2018). However, too much debt usage can be detrimental for the financial health of the company. Because the company has become insolvent in 2023. It can not pay the interest expense due to its financial losses. 
[bookmark: _Toc166065954]Identification of the Key Reasons for Declining Profitability 
The Urban Heights Hotel has encountered declining profitability and customer dissatisfaction in recent years and the company’s future viability has become uncertain. The key reasons for such a situation are categorised in the following aspects: 
Economic Considerations: The recent changes in the economy have affected the profitability of the company. The economic aspects are the external factors that can influence the company’s performance (Aigbedo, 2021). Economic aspects that are relevant to the current situation are as follows: 
· Cost Pressures: The UK has an increasing cost of living after the COVID-19 pandemic. The energy costs and interest rates increased significantly. The inflation rate rose to a second high in decades. Because the economic forces increased the overall costs of living, they have also increased the cost of the business. It has two-fold problems: first, the hotel will find it difficult to maintain the profitability because of the increasing operating costs with the income statement of the company having shown such increasing cost trend. Second, the customers will decrease their demand for hospitality services (Seal et al., 2018). The incident is also reflected in the case study, the hotel has decreasing revenue trends for the last three years. 
· Labour Shortages: The UK hospitality industry is experiencing labour shortage due to the government policies on emigrants. Labour shortage has critical impact on the hospitality businesses. The business is facing issues with the customer satisfaction (BBC News, 2023). If the labour shortage is not addressed, it would be difficult to provide better customer serviced with the limited resources. Labour shortage can be identified as a leading reason for customer dissatisfaction. 
· Brexit Impact: Brexit has affected the UK hospitality industry. Because visitors and tourists can not have easy access to the UK. Moreover, the cost of doing business has also increased after Brexit. Hospitality businesses have to incur additional costs for importing goods under the new trade policies (Burnett and Johnston, 2020). 

Recent Developments: The recent incidents are also responsible for the current situation of the company. The key recent developments are identified and explained below:
· COVID-19 Pandemic: The COVID-19 pandemic has a profound impact on the UK hospitality industry. As the first case of the COVID-19 pandemic was recorded in the UK, the government undertook strict measures to tackle the situation. The hospitality industry depends on customer interaction with the employees. The consistent lockdown and restriction on hospitality businesses reduced the customer spending. Still, the hospitality industry could not rebound the market condition and increased the hospitality services demand (Dube, Nhamo and Chikodzi, 2020). The company’s declining revenue trend can be related to this reason. 
· Supply Chain Disruption: During the COVID-19 pandemic, the global supply chain disrupted significantly. The impact of the supply chain disruption still exists. Supply chain disruption can increase the cost of the business (Aigbedo, 2021). Hence, it affects the profitability. 
· Shift in Consumer Behavior: During the post-COVID-19 pandemic, consumers have shown changes in their preferences and needs. They have become more health and safety conscious (Kim et al., 2021). They choose hotels that are safe and sustainable. The changes in their preferences might affect the profitability of the company. 
Financial Management: The financial management of the hotel is also responsible for the declining profitability. The managers are ineffective to manage the financial resources. They failed to adopt effective revenue management strategies. They also failed to address the liquidity issues for the last three years. The lack of proper financial strategies have led the hotel to decreased profitability and performance (Atrill and Mclaney, 2021). 
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Urban Heights Hotel can address the current challenges and revitalise the financial health by adopting a comprehensive turnaround strategy. The strategy will also enhance the hotel’s reputation. The activities of the strategy is recommended below: 
1. Financial Restructuring: Urban Heights Hotel needs to restructure its various financial components. At first, the company has to optimise its costs. The cost optimisation involves identifying the possible areas where the company can cut costs (DeFranco and Lattin, 2007). Before eliminating any activities to address the total costs, the company must analyse whether the activities can affect the service quality for the guests. If they do not compromise with the service quality, the sources of costs should be eliminated. The financial management also has to focus on the current debt status. The last year shows that the hotel has more long-term debts than equity. The company must assess the existing debt options whether the debt financing is favourable for the company. The financial management should seek other alternative options for debt financing (Seal et al., 2018). It can restructure the interest rate and debt terms. Moreover, the hotel may consider outsource the hospitality operations that are not core to the business. It ensures that the assets are utilised effectively. 
2. Revenue Management: The company’s revenues are not managed properly. The financial management must focus on revenue management aspect to drive growth in its total revenue (Tranter, Stuart-Hill and Parker, 2014). Because the economy is uncertain and customer’s needs and preferences are changing continuously, the hotel may consider applying a dynamic pricing strategy for managing the revenue. Under a dynamic pricing strategy, the company has to leverage technologies such as AI and data analytics. As a result, the technologies will be able to accurately forecast for the future demand and set prices based on the forecasted demand (Walker, 2021). The financial manager of the company should identify other sources for generating revenues. Also the price segmentation should be looked at as diversified revenue sources are crucial to enhance financial stability. 
3. Market Repositioning: The first thing that should be looked at is the pricing strategy. With the hotel being located in an urbag area, the price must be elastic and a market research must be conducted to identify the potential competitors, their pricing and their product in order to ensure competitivity. The hotel should position the business aligning with the needs and preferences of the target customers. At first, the company should identify the key market segments. The market segment should be targeted by adopting effective targeted marketing. The company should also consider forming partnerships with the local businesses (Walker, 2021). 
4. Operational Excellence: To address customer satisfaction aspects, the hotel must bring operational excellence. Operational excellence can be achieved by focusing on the service quality, technology update, and sustainability aspects. Employees play crucial role in delivering the services in the hospitality businesses. The hotel might have inexperienced and poor skilled staff. The employees could not handle customer issues and so the customers became dissatisfied. By providing the employees with the necessary trainings and development opportunities, the service quality can be enhanced (Walker, 2021). In addition, the adoption of the latest technologies will help the hotel to streamline the hotel’s operations. It will increase the effectiveness and efficiency in the hospitality operations. Moreover, the hotel can offer sustainable options to attract environment conscious guests.
5. Reputation Management: The customer dissatisfaction in Urban heights hotel has affected the hotel’s reputation. As the reputation of an organisation is affected, it will start losing its customers. The hotel has to manage online reviews. It needs to respond to customer queries quickly. If the employees can resolve any issues immediately, the customers will have a positive experience therefore the reputation of the company will be improved. The hotel should engage in social media. Using social media platforms, the company should showcase its unique experiences and services (Alrawadieh and Dincer, 2019). The effectiveness of reputation management can be enhanced by launching a PR campaign. 
6. Stakeholder Engagement: Key stakeholders such as employees, investors, and customers should be engaged in the turnaround strategy. The employees of the hotel can get involved in the turnaround process. Their involvement will provide them with the necessary support and insights into the company’s approaches. The investors are interested in the company’s success. They must be informed about the turnaround progress and whether the strategy has successfully supported the company to overcome the challenges and become profitable (Waligo, Clarke and Hawkins, 2013). The turnaround strategy must engage the customers to receive their feedback about the hotel’s service quality and other aspects. Their feedback is crucial to make continuous improvements and remain competitive in the industry. 
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The Urban Heights Hotel has become unprofitable because of the latest economic challenges, changes in customer preferences, and the COVID-19 pandemic. The hotel’s financial management could not handle the situation appropriately. The financial ratios suggest that the company has poor financial health. It has not only lost its profitability but also its solvency due to excessive debt usage. To overcome the losses and address the challenges, the Urban Heights Hotel must restructure its financial aspects. However, the company should apply the turnaround strategy effectively considering the different aspects of the business. 
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I order to save the business we sould be looking at the loss troughtout the years, so from 2021 to 2023 the persantange for the cash and equivalents has decreased by 33.3 %. This tells us that the componany has less cash or cash equivalents and this is refleting on all assets and liability. Even tough the total liabilities will go up, by investing more in  Property and equipament will have a major effect in recovering the business .
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