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Financial management has an immense influence on the company’s success or failure. Hospitality organisations need to manage their financial aspects properly to capitalise on opportunities and overcome weaknesses (Hayes, Hayes and Hayes, 2021). The report will analyse the Urban Heights Hotel’s case. In recent years, the hotel has encountered various challenges. The hotel has lost its profitability and financial stability. The report will evaluate the financial performance of the hotel. It will identify the reasons for such challenges and losses. Finally, a turnaround strategy will be suggested that can overcome the company from the hardship and challenges.
[bookmark: _Toc166070031]Evaluation of the Financial Performance 
To evaluate the financial performance of Urban Heights Hotel, financial ratios can be utilised. The financial ratios are the key indicators that show the current financial health of an organisation. In addition, the revenue and cost trends can also provide important insights into the company’s financial management strategies (Guilding, 2014). The key financial indicators are evaluated below: 
Revenue Trend
	Year
	Revenue

	2021
	0

	2022
	-12%

	2023
	-18.18%



Table 1:Revenue Trend (Self made from case study)
The hotel has been facing declining revenue since 2021. Its total revenue decreased by 12% in 2022 and 18.18% in 2023. The decreasing trend is growing in the last two years. It indicates that the hotel has lower demands for its hotel services. The company is losing its existing and loyal customer base and so the total revenue faced a sharp decline. As revenue declines, the company will encounter shortage of funds to operate the business. 
Expenses Trend 
	Year
	Expense

	2021
	0

	2022
	16.89%

	2023
	13.04%



Table 2: Expenses Trend (Self made from case study)
In 2022, the total expenses of the company have increased by 16.89% and one year later, it has increased by 13.04%. The increase in expenses has reduced the profitability of the company. The increasing trend in expenses indicates that the financial management of the company has poor control over the financial activities. 
Profitability Ratio 
	
	Net Profit Margin

	2021
	28%

	2022
	9.09%

	2023
	-27.79%



Table 3: Profitability Ratio (Self made from case study)
The net profit margin shows the portion of the total revenues that have converted into net profit after meeting all the expenses such as operating costs, and administrative costs (Hayes, Hayes and Hayes, 2021). The hotel’s net profit margin decreased in the last two years because the total revenue also decreased while total operating costs increased. As a result, the company has lost its profitability. The financial health of the hotel is poor. 
Liquidity Ratio 
	Year
	Current Ratio

	2021
	1.8

	2022
	1.1

	2023
	0.6


Table 4: Liquidity Ratio Liquidity Ratio (Self made from case study)
The liquidity ratio shows the capabilities of the company to meet the short-term liabilities with the short-term assets (Tranter, Stuart-Hill and Parker, 2014). Keeping high liquidity can affect the profitability of the company because a significant portion of cash or assets remain unutilised. The liquidity level in 2021 was moderate however its liquidity position dropped in 2022 and 2023. It had almost the same level of current assets and current liabilities. In 2023, the hotel ended up having more liabilities than the current assets and this is actually indicating poor cash management. The hotel has taken a huge amount of short-term debts to meet the short-term obligations. 
Solvency Ratio 
	
	Debt to Equity Ratio

	2021
	1.48

	2022
	1.79

	2023
	2.39



Table 5: Solvency Ratio (Self made from case study)
The solvency ratio utilised the debt-to-equity ratio. Debt to equity ratio shows the level of debt relative to the company’s equity capital (Tranter, Stuart-Hill and Parker, 2014). Using debt can provide a competitive advantage because it creates scope to use funds at a low cost. The hotel’s debt-to-equity ratio shows that it has increased the use of debt in 2022 and 2023. If such a high level of long term debt is not managed properly, the company will not be able to meet the long-term responsibilities (Seal et al., 2018). 
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The Urban Heights Hotel is facing challenges and issues with its hotel operations in recent years. The hospitality organisation has lost its profitability and incurred losses in 2023. The key reasons or the factors that affected the hotel’s profitability are explained as follows:
· Pandemic Aftermath: The hospitality industry in the UK was growing before the COVID-19 pandemic. As the COVID-19 pandemic affected the normal course of life of people, the hospitality businesses had to remain closed or their hotel operations were restricted by the government. There was restriction on public movement. The inbound and outbound tourism reached to a halt. Such incidents affected many hotels in the UK. The hospitality businesses incurred losses (Ntounis et al., 2021). After the COVID-19 pandemic, the hospitality businesses are still suffering from the scars of the pandemic. It changed the consumer behaviour and reduced the operational capacities that the Urban Heights Hotel’s revenue decreased consistently in the last two years. 
· Cost-of-Living Crisis: The UK is experiencing a high cost of living. The increasing cost of living has presented so many challenges to the people. It changed their spending patterns. Customers have become more discretionary. They opt to spend on necessary items rather than spending on hotel services (Hayes, Hayes and Hayes, 2021). This factor might have decreased the demand for the hotel’s services. 
· Inflation: The increasing inflation in the UK has affected the product prices and cost of goods and services (Smith, 2022). Because the hospitality businesses have to spend more money on acquiring the same level of products and services, their profit margin shrinks. They can not pass the increasing costs on to customers by increasing the prices because it will negatively impact the demand side. 
· Energy Crisis: The recent Russia-Ukraine war has affected the supply of gas and oils. As a result, the UK like other European countries have suffered from the energy crisis. The energy crisis increased the costs of the business operations. The hospitality businesses had to utilise their resources considering the growing energy crisis (Lawson and correspondent, 2023). Because the hotel’s operational costs increased in the last three years, the particular factor might have the influence on the trend. 
· Labour Shortages: UK hospitality industry has labour shortage. The labour shortage issue became intensified after Brexit (O’Carroll, 2023). If there is a labour shortage, hospitality businesses have to offer more wages to attract them. It increases the expenditure and reduces operational efficiency. Urban Heights Hotel received customer complaints for its poor customer services. The guests became dissatisfied with the hotel. The hotel might have labour shortage and so it faced challenges with the service quality. 
· Supply Chain Disruptions: The Russia-Ukraine war affected the global supply chain. The global supply chain disruption increased the prices of the essential goods. The lack of proper supply of goods caused higher costs for the businesses (Shih, 2020). The increasing trend in operational costs can be relate to the supply chain disruption issue. 
· Interest Rate Rise: The increasing interest rate has made it difficult for the hotel to take business loans and support the business operations. At higher interest rate, the cost of borrowing will be greater which may reduce the viability of the financial projects (Smith, 2022). The rising interest rate has affected the hotel’s financial health and future viability. 
· Changing Consumer Preferences: Customers are crucial in the hospitality industry. Their needs and preferences can shape the business operations and decision-making. The research has identified that the customers are choosing more affordable and sustainable hospitality options because of their financial crisis and challenges (Ntounis et al., 2021). 
· Oversupply of Accommodations: The prices of the room go downward when there is lower demand for the hospitality services. The UK has an oversupply of accommodations, particularly in the urban area, therefore the price elasticity is really inmportant as well as knowing very well the compentitivity. As a result the hotel might have lower occupancy rate and RevPAR (Walker, 2021). 
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To overcome the declining profitability of the hotel company, revitalize the financial health, and enhance the reputation of the company, Urban Heights Hotel should implement the following turnaround strategy. The strategy is comprehensive because it covers all the important aspects that can make the company successful again. The focused areas of the strategy are explained below: 
· Operational Restructuring: Urban Heights Hotel has weaknesses in its cost management, revenue management, and asset management areas. The financial management has to bring significant changes in these areas to make them effective to meet the organisational goals and objectives (Guilding, 2014). The current cost management must be revised because the company is facing an increasing trend in the operational costs. The management should identify redundant costs and eliminate them to control the total costs and increase the company’s profitability. The revenue management must emphasise on adopting a dynamic pricing strategy because it is essential to increase the occupancy rate (Tranter, Stuart-Hill and Parker, 2014). The hotel organisations face lower occupancy rate when they say the room prices higher than the customer’s expectations. So customers lower their demand. Dynamic pricing strategy will match the market demand and supply for the room prices. In addition, the company might consider selling its non-core assets to enhance the cash flow in the organisation. 
· Financial Restructuring: The Hotel needs to restructure its financial aspects too. The current debt financing has increased the risk of insolvency for the hotel. The hotel should seek equity financing by issuing shares to the investors. It should maintain an optimal portion of debt and equity in its capital (Seal et al., 2018). If the debt is required for future growth opportunities, the company should seek lower rates and convenient terms of the debt. 
· Marketing Strategy to Raise Awareness: The hotel brand should adopt a comprehensive marketing strategy. Before making any marketing strategies, it must target its key market segments and offer unique offerings. The company might consider diversifying its services and be elastic when it comes to pricing. Here they can look at the types of guests, how often they visit the hotel, for how long and what their prefference are based on the reason they check in. The Service diversification will be implemented by introducing new services such as wellness programmes to meet the customer’s preferences (Chen et al., 2017). The marketing strategy will involve in both offline and online channels. The hotel can create strategic partnerships with the local businesses to drive sales. It can also create partnership with the influencers and celebrities. Such initiative can enhance the brand awareness in the target market. The hotel can use digital channels such as social media platforms and website to make the online presence stronger (Walker, 2021). Digital marketing is effective to reach the target audiences successfully. 
· Customer Experience Enhancement: It is important for the hotel to look into customer satisfaction aspects. The company should identify the key reasons for their dissatisfaction about the hotel services. The service quality can be improved by adopting two approaches. First approach is to train the employees effectively to enhance their performance (Ntounis et al., 2021). Highly experienced employees can offer greater guest services. Second, the company should implement the latest technology to support its hotel operations. The latest technologies can be integrated into booking, check-in, and customer service processes (Walker, 2021). Technological transformation can streamline the hotel operations and ensure efficiency. 
· Reputation Management: The hotel’s reputation has been affected significantly due to its poor services and failure to address the customer complaints. The company can restore the reputation by adopting approaches to respond to guest’s queries quickly. The company must appreciate customer’s feedback and work on that feedback to provide better services. Moreover, the hotel should engage the key stakeholders in the decision-making because it make them feel valued and understanding to the company’s current situation (Perez-Aranda, Vallespín and Molinillo, 2019). 
· Strategic Planning:The hotel should make strategic planning by utilising frameworks such as SWOT and PESTLE analyses. This framework can identify the key internal and external forces that present both opportunities and challenges (Walker, 2021). After understanding the threats and opportunities, the hotel should leverage its strengths to avail of the opportunities. 
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The Urban Heights Hotel has been facing losses in recent years because of poor financial management. The financial manager could not make accurate demand forecasts or provide hotel services that align with the customer's needs and preferences. It could not manage the guest services properly and so the guests became dissatisfied. In addition, the external forces of the company have influenced to the losses. To overcome the losses and make the business viable in the long run, the company should implement a turnaround strategy. 
Business Proposal
Firstly the business will have to make a substatioal change in the Property and Equipment sector. While borrowing £1.000.000 from the bank will increase the long term debt to £4.000.000, this will have a knock-on effect on the all other assessts. As the total assesst have decrreased from 100% to 93.7% in 2022 and then dropped to 86% in 2023, we see a total loss of 14% in the past years. By investing in  property and equipament, the business can gain more cash and equivalent and subsequently the total assets, account receivableand equity will increase. Also the liabilities percentage will go down.
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