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[bookmark: _Toc168588308]Introduction 
Organisations can efficiently allocate resources, maximise profits, ensure long-term sustainability, and quickly adjust to market changes through the implementation of effective financial management (Chandra, 2013). It enhances operational efficacy by providing the requisite framework for decision-making, risk management, and the balance of short-term and long-term objectives. Financial management is significantly influenced by the balance sheet and income statement, which are fundamental financial statements (Atrill and McLaney, 2021). The statement of financial position, or balance sheet, is a concise representation of a company's assets, liabilities, and shareholders' equity at a particular juncture. It is indispensable for the evaluation of a company's liquidity, solvency, and capital structure (Fraser, Ormiston,and Mukherjee, 2016). Conversely, the income statement, or profit and loss statement, illustrates the company's revenues, expenses, and profits over a specified time frame. It is essential for the assessment of the organization's profitability, operational efficiency, and cost management (Weygandt, Kimmel, and Kieso, 2018). The objective of this report is to offer a thorough examination of the financial performance of Urban Heights Hotel over the past three years. 

[bookmark: _Toc168588309]Trends and patterns in the financial performance of the hotel
The current ratio quantifies a company's capacity to satisfy its immediate obligations by utilising its immediate assets. It is determined by dividing current assets by current liabilities (Jagels, 2007). A higher ratio suggests that the company has the capacity to cover its short-term liabilities with its assets, indicating improved liquidity. Nevertheless, its constraints include the absence of consideration for the character of assets and the timing of financial flows. For instance, the ratio may be inflated by high inventory levels, which may not be readily converted to cash (Atrill and McLaney, 2021). Furthermore, the asset turnover ratio evaluates the effectiveness of a company in utilising its assets to generate revenue. It is determined by dividing net sales by the average total assets. A larger ratio suggests that assets are utilised more effectively (Wild, 2018). Nevertheless, it has constraints, including the inability to account for asset age and productivity variations, as well as the potential for comparisons to be distorted by variation in asset valuation techniques (Drury, 2021). On the other hand, the net profit margin is a metric that quantifies the portion of revenue that remains as profit after all expenses have been subtracted. It is determined by dividing net income by revenue. This ratio is essential for evaluating operational efficiency and profitability (Seal, 2019). Nevertheless, its constraints include the potential for distortion by one-time expenses or extraordinary items, as well as the absence of consideration for the scope of revenue or capital structure (Wild, 2018). Additionally, the debt-to-equity ratio is a financial leverage metric that compares a company's total liabilities to the shareholder equity. It denotes the ratio of debt to equity in the financing of assets. A greater ratio indicates a larger level of financial risk and leverage. It is restricted in that it does not account for the cost of debt or the timing of debt repayments, which can have a substantial impact on financial stability (Collis, Holt, and Hussey, 2017). Lastly, the debt ratio is a metric that quantifies the percentage of a company's assets that are financed by debt. It is determined by dividing the total assets by the total liabilities. A higher ratio suggests that the financial leverage and risk are greater. Its constraints include the absence of a distinction between short-term and long-term debt and the absence of information regarding the company's capacity to service its debt (Guilding, 2014). Collectively, these ratios offer a comprehensive understanding of a company's operational efficiency, financial health, and risk profile. Nevertheless, each has its own set of constraints that must be taken into account when conducting thorough financial evaluations. When looking at the hotel Urban Heights, over the course of three years, the current ratio, which serves as an indicator of liquidity, experienced an immense decline. The hotel's current ratio of 1.8 in 2021 suggests that it is in a robust liquidity position, with current assets considerably exceeding current liabilities (Gowthrope, 2021). Nevertheless, by 2022, this ratio had decreased to 1.11, indicating a more constrained liquidity situation that was still manageable. The hotel is facing severe liquidity issues as a result of the precipitous decline to 0.6 in 2023, which is indicative of the inability to cover its short-term liabilities with its short-term assets. This trend highlight the potential challenges of meeting imminent financial obligations and the increasing financial strain (Williams et al., 2018). The asset turnover ratio, which evaluates the hotel's ability to generate revenue by utilising its assets, also demonstrated a downward trend. The ratio was 0.45 in 2021, marginally decreased to 0.43 in 2022, and further decreased to 0.38 in 2023. This consistent decline suggests that the efficiency of utilising assets to generate sales is decreasing. Reduced ratios indicate that the hotel is not optimising its asset utilisation, which may be attributed to declining demand or underutilization of facilities (Atrill and McLaney, 2021). The net profit margin is a critical indicator of profitability. The hotel's profitability was evident in 2021, as evidenced by its robust 28% margin. Nevertheless, this margin experienced a significant decline in 2022, falling to 9.09%, which suggests that profitability has declined and costs are on the rise. The hotel operated at a loss, as evidenced by a net profit margin of -27.78% in 2023 (Drury, 2021).  This substantial decline implies that there are severe issues with revenue generation and cost management, as expenses exceeded revenue in 2023. In 2021, the debt-to-equity ratio was 1.47. It increased to 1.78 in 2022 and to 2.39 in 2023, reflecting financial leverage. This increasing trend suggests that the hotel is increasingly dependent on debt financing, which in turn elevates its financial vulnerability (Seal, 2019). A higher ratio indicates that the hotel is increasingly relying on debt for funding, rather than equity. This can be hazardous if not managed effectively, particularly in the event of economic downturns or rising interest rates. The debt ratio, which quantifies the percentage of assets that are financed by debt, also increased from 0.59 in 2021 to 0.64 in 2022 and to 0.70 in 2023. This upward trend suggests that financial risk and leverage are on the rise. A higher debt ratio indicates that a greater proportion of the hotel's assets are financed through debt, which can limit financial flexibility and increase susceptibility to economic fluctuations (Williams et al., 2018).

[bookmark: _Toc168588310]Reasons for the decline in profitability
The reduction in profitability of Urban Heights Hotel can be attributed to a combination of internal inefficiencies and external economic pressures. The UK hospitality industry has been substantially impacted by broader economic challenges, such as inflation and economic uncertainty. Energy bills have tripled from 2021 levels as a result of inflationary pressures, which have also led to an increase in operational costs. This has resulted in a significant increase in expenses without a corresponding increase in revenue for numerous hospitality businesses, including Urban Heights Hotel (ONS, 2021). The hospitality sector was significantly impacted by the COVID-19 pandemic, as lockdowns and travel restrictions resulted in a significant decrease in occupancy rates and revenue. Despite the fact that the sector has demonstrated some recovery in the wake of the pandemic, the residual effects, including ongoing health concerns and changes in consumer behaviour, continue to present challenges (Baum and Hai, 2020). The pandemic also exacerbated labour shortages, which further strained operations. Similarly,  the UK hospitality industry has encountered substantial labour shortages, which are partially attributable to the pandemic and Brexit. Recruitment challenges, elevated labour expenses, and diminished operational efficiency have resulted from the decrease in EU labour. The UK experienced a substantial decrease in the number of EU nationals employed in 2021, which exacerbated employment issues and had a negative impact on customer satisfaction and service quality (ONS, 2021). The hotel industry in urban areas is highly competitive, with a substantial portion of the market being attracted by alternative accommodations. This heightened competition has compelled conventional hotels to reduce prices and provide additional amenities, thereby reducing profit margins. Consistent innovation and effective marketing strategies are essential for maintaining competitiveness (PwC, 2023). On the other hand,  numerous hospitality enterprises have reported energy expenses that are three times higher than they were in previous years, which has been a substantial burden. This rise in operational expenses has had a direct impact on profitability, as it has not been accompanied by a corresponding increase in revenue. Many businesses are experiencing difficulty in managing these expenses, particularly those that were obligated to sign long-term fixed-rate contracts during the energy crisis (ONS, 2022).

[bookmark: _Toc168588311]Conclusion 
In summary, Urban Heights Hotel has encountered substantial financial obstacles over the past three years, as demonstrated by its declining liquidity, efficiency, profitability, and an increase in financial leverage and risk. The asset turnover ratio has consistently declined, suggesting inefficient asset utilisation, while the hotel's current ratio has experienced a significant decline, suggesting severe liquidity issues. The company's profitability has experienced a significant decline, as evidenced by the negative net profit margins that emerged in 2023. This underscores the importance of cost management and revenue generation. The increasing debt-to-equity and debt ratios indicate a heightened dependence on debt financing, which in turn increases financial vulnerability. These trends emphasise the necessity of strategic interventions to mitigate external economic pressures and resolve internal inefficiencies in order to reestablish the hotel's operational effectiveness and financial health.

[bookmark: _Toc168588312]Recommendations 
In order to reestablish the financial health and operational effectiveness of Urban Heights Hotel, a comprehensive turnaround strategy must be implemented. The immediate priority is the conduct of a thorough review and reduction of operational costs. Strict cost controls can be implemented to mitigate superfluous expenditures. This encompasses the implementation of energy-efficient solutions to mitigate utility expenses, the optimisation of personnel levels to align with demand, and the negotiation of more favourable terms with suppliers. PwC proposes that profitability can be substantially enhanced through scenario planning and rapid assessments of operational cost reduction options (PwC, 2023). Furthermore, the optimisation of working capital management through improved inventory and receivables management will allocate cash flow to other critical requirements. It is imperative to increase revenue streams. This can be accomplished by implementing sophisticated revenue management systems and dynamic pricing strategies that optimise room rates in accordance with market trends, competition, and demand. Deloitte highlights the significance of diversifying revenue streams through the provision of integrated products, the upselling of services, and the improvement of food and beverage offerings (Deloitte, 2022). The operational efficiency and customer satisfaction can also be enhanced by investing in advanced booking and reservation systems. In order to attract and retain visitors, it is essential to implement a comprehensive marketing strategy. This encompasses the optimisation of the hotel's online presence through search engine optimisation (SEO), the utilisation of online travel agencies (OTAs), and social media engagement. Repeat business can be stimulated by personalised marketing campaigns that are directed at previous visitors. Additionally, customer satisfaction and loyalty can be enhanced by enhancing the overall customer experience through personalised visitor experiences, timely maintenance, and high-quality service (PwC, 2023).  To remain competitive, it is imperative to modernise the hotel's facilities. This entails the integration of new technologies, the upgrading of amenities, and the refurbishment of rooms to improve the visitor experience (Walker, 2022). Investments in digital transformation, such as the implementation of cloud-based management systems and sophisticated analytics, can increase operational efficiency and offer valuable insights into consumer preferences and behaviour. Deloitte emphasises that these technological investments can result in substantial enhancements in operational efficiency and customer satisfaction (Deloitte, 2022). Investing in staff training guarantees that employees are adequately prepared to deliver exceptional service. The overall quality of service can be enhanced through training programmes that emphasise operational efficiency, customer service, and management skills. Additionally, the retention of skilled employees, the reduction of attrition, and the preservation of high service standards can be achieved by establishing a positive work environment and providing career development opportunities (PwC, 2023).
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Current ratio
Current ratio (2021)= = =1.8
Current assets (2021)= Cash and equivalents+ Accounts Receivables=£300,000+£150,000= £450,000
Current ratio (2022)= = =1.11
Current assets (2022)= £200,000+£100,000= £300,000
Current ratio (2023)= = =0.6
Current assets (2023)=£100,000+£80,000=£180,000
Asset turnover ratio
Asset turnover ratio(2021)===0.45
Asset turnover ratio(2022)===0.43
Asset turnover ratio(2023)===0.38
Net profit margin
Net Profit margin (2021)== =0.28
Net Profit margin (2022)== =0.09
Net Profit margin (2022)== =-0.27
Debt to equity ratio
Debt to equity ratio (2021)==1.47
Debt to equity ratio (2022)= =1.78
Debt to equity ratio (2023)= =2.39
Debt ratio
Debt ratio (2021)===0.59
Debt ratio (2022)===0.64
Debt ratio (2023)===0.70
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