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1. [bookmark: _Toc168582373]Introduction 
The strategic planning, organising, directing, and managing of an organization's financial endeavours is known as financial management (Atrill and McLaney, 2021). In order to achieve financial stability and growth, it involves applying management concepts to an organization's financial assets. Businesses that practise effective financial management are better able to allocate resources, maximise revenues, maintain long-term viability, and adapt quickly to changes in the market (Brigham and Houston, 2013). Financial management gives firms the ability to manage risks, balance short- and long-term goals, and make decisions with clarity, therefore improving operational efficiency (Bhimani, 2006). The well-known Heights Hotel is situated in a busy metropolitan setting and has a number of amenities, such as a restaurant, bar and event space. The hotel has had a lot of difficulties lately, in spite of its excellent location and wide range of amenities. Concerns have been expressed concerning its long-term viability due to declining revenue, occupancy rates, and customer satisfaction. Due to these problems, the hotel's owner has decided to have the hotel's financial performance and recovery possibilities evaluated by a professional. This report's main goals are to assess Urban Heights Hotel's financial performance during the previous three years, paying particular attention to important metrics including profitability, liquidity, solvency, and efficiency. The research also attempts to determine the fundamental causes of the decrease in profitability, taking into account both external and internal factors. Lastly, it will provide a turnaround plan to revive the hotel's finances and repair its reputation.


2. [bookmark: _Toc168582374]Financial performance analysis
2.1. [bookmark: _Toc168582375]Profitability
A key metric for assessing a hotel's profitability is its net profit margin, which shows what proportion of revenue is left over after all costs have been paid (Seal, 2019). In 2021, 2022, and 2023, the Urban Heights Hotel's net profit margin was 28%, 9.09%, and -27.78%, respectively. The hotel is having difficulty staying profitable, which is a symptom of a serious decline in its financial situation. A falling net profit margin indicates that operating expenses have been growing faster than income, which will lead to a loss in 2023 (Jagels, 2007). This suggests operational inefficiencies and poor cost control that require immediate repair. When evaluating the hotel's overall financial performance and operational efficiency, net profit margin is a critical tool for determining how successfully the establishment is converting revenue into actual profit (Brigham and Houston, 2013). Its shortcomings, however, include the fact that it does not take into consideration the capital structure or revenue scale, and it may be distorted by one-time costs or exceptional items (Seal, Garrison, and Noreen, 2008). Notwithstanding these restrictions, the notable drop in the Urban Heights Hotel's net profit margin indicates serious underlying problems with revenue generation and cost control that need to be resolved in order to turn a profit.

2.2. [bookmark: _Toc168582376]Availability of liquid assets
The hotel's capacity to settle its short-term debts with its short-term assets is gauged by its current ratio. The current ratio for the Urban Heights Hotel was 1.11 in 2022, 1.8 in 2021, and 0.6 in 2023. This pattern suggests that the hotel's ability to meet its short-term obligations is deteriorating, which is indicative of a worsening liquidity position. When the hotel's current ratio is more than 1, it usually means that its short-term financial situation is favourable and that it has more current assets than liabilities (Wild, 2018). A ratio less than 1, as in 2023, indicates possible liquidity problems, i.e., the hotel is unable to satisfy its short-term obligations entirely from its short-term assets. According to Gitman, Juchau and Flanagan, (2015) liquidity ratios are essential for evaluating the hotel's short-term financial stability and guaranteeing that it can continue to run smoothly without running the risk of going bankrupt. These ratios do, however, have certain restrictions. Since they do not take asset quality or cash flow timing into consideration, large amounts of accounts receivable may artificially boost current assets but may take longer to convert to cash (Atrill and McLaney, 2021). The notable decline in the Urban Heights Hotel's current ratio emphasises the necessity of improved cash flow management and potential debt restructuring to increase liquidity.
[bookmark: _Toc168582377]
2.3. Solvency
The Debt to Equity Ratio calculates how much of the hotel's operating expenses are covered by debt as opposed to entirely owned capital. In 2021, 2022, and 2023, the debt to equity ratio of Urban Heights Hotel was 1.48, 1.79, and 2.39, respectively. A greater reliance on debt financing is shown by this developing tendency, which raises risk and leverage in the financial system (Brooks, 2016). A rising debt to equity ratio indicates that the hotel is depending more and more on borrowed money, which can be troublesome if it's not managed well because it increases the company's susceptibility to changes in interest rates and payback responsibilities (Tranter, Stuart-Hill, and Parker, 2014).  When evaluating the hotel's capital structure risk and long-term financial health, the debt to equity ratio is crucial. It facilitates understanding of the proportion between debt and equity financing for creditors and investors (Santoso, 2019). Its drawbacks, meanwhile, include the failure to account for the cost of debt or the schedule of repayments. The Urban Heights Hotel's rising leverage suggests that its financial health may be in jeopardy, and action to lessen its reliance on debt or restructure its current debt may be required to protect its solvency.
[bookmark: _Toc168582378]
2.4. Efficiency
The hotel's ability to generate revenue from its assets is assessed by the asset turnover ratio. In 2021, 2022, and 2023, the Urban Heights Hotel's ratio was 0.46, 0.43, and 0.38. This drop implies that the hotel is using its resources to generate income less effectively. A low ratio denotes inefficiencies or deteriorating operational performance, whereas a high ratio shows effective use of assets. Understanding how well the hotel's assets are being leveraged to produce revenue depends on asset turnover (Higgins, 2016). It draws attention to the efficacy and operational efficiency of asset management. Nevertheless, this ratio does not take asset productivity or age into consideration, and it may be constrained by variations in asset assessment techniques (Weetman, 2019). In order to improve operational performance, the Urban Heights Hotel's asset turnover ratio is dropping, which suggests that there may be inefficiencies in asset utilisation. This calls for an evaluation of asset management procedures as well as a potential investment in updating or better utilising current assets (Seal, 2019). To sum up, the financial performance of the Urban Heights Hotel over the last three years indicates a notable decrease in terms of profitability, liquidity, solvency, and efficiency. In order to restore the hotel's financial health and operational effectiveness, these indicators together hint to underlying problems that must be resolved through a thorough turnaround strategy that emphasises cost containment, revenue improvement, and improved asset management.

3. [bookmark: _Toc168582379]Reasons for decline 
Ineffective management is probably one of the main internal issues causing the Urban Heights Hotel to decline. Poor decision-making, insufficient strategic planning, and a failure to react quickly to changes in the market can all result from ineffective management (White, 2017). Ineffective operation management can drive up expenses and lower profitability. Examples of these areas are inventory control, manpower, and maintenance (Weetman, 2019). Declining customer satisfaction and occupancy rates can also be attributed to management's inability to innovate or adjust to new market trends. The success of the hotel can be greatly impacted by operational issues such excessive fixed expenses, ineffective procedures, and poor staff training (Walker, 2021). Financial resources are strained by high operating costs in the absence of equivalent income increases. Additionally, inefficient operations, such as sluggish facility upkeep and service delivery delays, can result in unfavourable client experiences that harm a company's reputation and encourage repeat business (Tranter, Stuart-Hill, and Parker, 2014).  A low level of marketing expenditure might make a business less visible and appealing to prospective clients. Constant marketing is essential for retaining and expanding the clientele in the cutthroat hotel sector. Inadequate investment in modernising and upgrading facilities can also result in obsolete and unattractive offers, which lowers occupancy rates and lowers customer satisfaction. On the other hand,  the state of the economy has a big impact on how well the hotel sector performs. Consumers' discretionary spending declines during economic downturns have a direct effect on hotel income. Consumer spending has been restrained and travel and leisure budgets have been impacted by the recent economic issues faced by the UK, such as inflation and economic instability (Ramuni, 2021). There are many hotels, Airbnb choices, and other lodging options fighting for market share in the fiercely competitive urban hospitality sector. Squeezing profit margins, increased competition might encourage hotels to offer more amenities and services at the same cost as revenue increases. To maintain market share in the face of this intense rivalry, one must constantly innovate and employ aggressive pricing tactics (ONS, 2024). Conventional hotel offers may be impacted by changes in customer preferences, such as the growing need for distinctive and customised experiences. The travel industry has transformed as a result of the popularity of alternative lodging options like Airbnb, which are increasingly preferred by tourists over conventional hotels. Losing market relevance and a clientele may ensue from an inability to adjust to these shifting tastes (Ramuni, 2021). The hotel sector was also severely impacted by the COVID-19 pandemic. Occupancy rates and revenue fell precipitously as a result of lockdowns, travel restrictions, and social distancing tactics. Even while things have improved, the business is still affected by the pandemic's aftereffects, which include altered travel habits and persistent health issues. Due to worker exodus, there was a labour shortage and greater operational difficulties as a result of the pandemic (Office for National Statistics, 2024). The COVID-19 epidemic and Brexit have contributed to a notable labour shortage in the hotel sector. The decrease in EU workers has led to personnel issues, raising the cost of hiring and causing operational difficulties. Staff members are under pressure to fill positions, which lowers service quality and lowers customer satisfaction (CIPD, 2021).


4. [bookmark: _Toc168582380]Conclusion 
In conclusion, the Urban Heights Hotel has had noteworthy fiscal difficulties in the last three years, as demonstrated by a decrease in profitability, liquidity, solvency, and efficiency. The precipitous decrease in the net profit margin indicates declining revenue and increased operating expenses, while the worsening current ratio indicates problems with cash. Growing financial leverage and risk are indicated by rising debt to equity ratios, while inefficient use of assets is suggested by falling asset turnover ratios. These problems have been made worse by a combination of external and internal reasons, including COVID-19 pandemic effects, greater competition, changed consumer tastes, and management inefficiencies and operational hurdles as well as insufficient investment. To restore the hotel's financial stability and operational efficacy, a complete turnaround strategy centred on cost containment, revenue development, and enhanced asset management is required.

5. [bookmark: _Toc168582381]Turnaround strategy
· Examining the hotel's cost structure in detail should be the first step in the turnaround process. Strict cost controls and cutting up on wasteful spending can also assist the bottom line. This can entail negotiating better terms with suppliers, optimising personnel levels to meet demand, and cutting energy costs through efficiency improvements. The hotel can increase profitability by cutting operating expenses through operational simplification (Guilding, 2014).
· Increasing revenue is essential. Improved revenue management techniques and dynamic pricing methods can help achieve this. The hotel can optimise room prices by using sophisticated revenue management systems, which take into account market trends, rival pricing, and demand (Walker, 2021). Revenue growth can also be greatly aided by diversifying the revenue sources through the provision of packages, upselling of services, and improvement of the food and beverage offers (Drury, 2021).
· In order for the hotel to remain competitive, modernising its facilities is essential. To improve the visitor experience, this can entail investing in new technology, updating amenities, and remodelling rooms (Walker, 2021). Even though they are initially expensive, these improvements can greatly increase the hotel's appeal and support higher room prices. A positive review and recommendations can also be obtained by making sure the facilities meet modern standards.
· Putting money into staff training makes sure that workers have the skills necessary to deliver superior customer service, which is essential for retaining customers. Enhancing operational efficiency and service quality can be achieved through training programmes that concentrate on hospitality, customer service, and management. Furthermore, it is possible to retain talented workers and lower turnover by fostering a happy work environment and providing opportunities for professional growth (Park, 2020)
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7. [bookmark: _Toc168582383]Appendix 
a. Net profit margin
Net Profit margin (2021)== =0.28
Net Profit margin (2022)== =0.09
Net Profit margin (2022)== =-0.27
b. 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

c. 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

d. Asset turnover ratio
Asset turnover ratio(2021)===0.45
Asset turnover ratio(2022)===0.43
Asset turnover ratio(2023)===0.38
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