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Executive Summary 
    The main objective of this report is to reveal a fiscal analysis of the Urban Heights Hotel for the time period of three consecutive years, namely, 2021-2023. The income statement and key financial ratios for the firm show that revenues have declined, costs have increased, and both profit and liquidity have suffered. The balance sheet provides additional evidence of the firm’s problems. Various external sources such as competition and poor economy have been known to affect its financial challenges and internal sources that include poor revenue management and various inefficiencies have affected his hotel. A reversal plan is outlined that target revenue augmentation, operational cost cutting, product/service differentiation, better marketing/brand awareness, and better alliances. 
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[bookmark: _Toc167756202]1. Introduction 
The primary objective of this financial analysis is to review and evaluate the results of operation and financial standing of the Urban Heights Hotel for the prior three years (2021-2023) and plan a strategic turnaround for realising better market operation and improving the hotel's weak financial situation. The report will focus on the hotel's income statement, balance sheet and current critical financial ratios to determine the causes of the hotel's declining financial position. This will include an assessment of both the external environment, characterised by higher levels of industry competition and a less healthy economic climate, and the internal environment, characterised by poor revenue control, organisational inefficiency, and lack of strategic direction. 
[bookmark: _Toc167756203]2. Evaluation of Financial Performance
[bookmark: _Toc167756204]2.1 Income Statement Analysis
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From the analysis of the Urban Heights Hotel's revenue and operating expense trends for the past three years, it was evident that the hotel was in a worrying financial state. The hotel has noted a 28% decrease in its revenues, which has reduced from £2.5 million in 2021 to £1.8 million in 2023 and it has incurred an increase of 27.8% in operating expenses, from £1.8 million in 2021 to £2.3 million in 2023 and other related products were also imported during the same time. These ratios reveal that while the hotel has a large amount of expenses, they have significantly outpaced revenue and have diminished the establishment's net income. Looking at the outlook, the hotel that was profitable to the tune of £700,000 in 2021 gave way to £200,000 profit in 2022 and went to a £500,000 loss in the year 2023.
Several critical areas of concern that have led to the declining financial position of the hotel include external factors that include high levels of competition and a declining economic environment and internal factors that include high levels of wastage and lack of operational efficiency. The increased competition in the urban hotel segment worldwide, weak demand for travel due to COVID-19, increasing operating costs such as payroll and utilities and Covid-19 pandemic-related disruptions have placed the hotel in a new negative net profit margin (Iryani et al., 2023; Lavi, 2024; Santos et al., 2023).
[bookmark: _Toc167756205]2.2 Balance Sheet Analysis 
[image: ]
The hotel has experienced a decline in its absolute liquidity position from £300,000 in 2021 to £100,000 in 2023, thus depicting the risks faced by the hotel in the current environment. This is supported by the decline in accounts receivable from £150,000 to £80,000, which may indicate bad debts. The value of property and equipment has also decreased from £5 million to £4.5 million, which might have indicated a low level of investment in hotel tangible items. This is done alongside eradicating the equity it once had from £2.2 million to £1.38 million is an indication that both the fixed and current assets of the hotel company and its overall financial muscle have been on the decline lately. On the liabilities side of the hotel's balance sheet, the long-term liability remained constant at £3 million, but accounts payable have also elevated from £250,000 to £300,000. The primary reasons behind the deteriorating balance sheet position are likely the same as the drivers of the income statement decline: the rise in competition, deteriorating macroeconomic environment, inefficiency in managing operations and the Covid-19 pandemic that resulted in declining profitability and cash flows.

[bookmark: _Toc167756206]2.3 Profitability Analysis
The profitability of the Urban Heights Hotel has declined in the last three fiscal years. Looking at the hotel, the profit margin has dropped from 28% in 2021 to as low as negative 27.8% in 2023. This has further reduced the prospects of the hotel making good profits from the revenues that it would be receiving. This is further evidenced by the fact the hotel's return on assets (ROA) reduced from 12.8% in 2021 to -10.7% in 2023. A consistent drop in revenue on the one hand and increased operating cost on the other hand hurt the hotels' profitability, which shows a net operating loss in the year 2023.

[bookmark: _Toc167756207]2.4 Liquidity Analysis 
It is evident from the analysis that the liquidity of the business, specifically of the Urban Heights Hotel, has worsened, particularly in terms of the current ratio. More importantly, the Quick ratio that takes into account the elimination of inventories has declined from 1.8 in 2021 to 0.6 in 2023, which dictates a lack of sufficient current assets to pay for current liabilities. The hotel's cash ratio, which reflects the ability to cover current liabilities solely using cash and Cash Equivalents, has also gone down from 1.2 in 2021 to 0.3 in 2023, which may put the hotel at more significant risk of not meeting its short-term financial obligations.

[bookmark: _Toc167756208]2.5 Solvency Analysis 
The solvency of the hotel, by using the debt-to-equity ratio, shows an increasing tendency from 1.36 in 2021 to 2.17 in 2023 which means there is a high dependency on debt funds. A similar trend is evident where the data shows that the debt-to-assets ratio has increased from 0.60 in 2021 to 0.71 in 2023, meaning that a higher percentage of the hotel's assets are funded by borrowing. While the solvency ratios do not portray a lot of variation from year to year, the general deterioration of the hotel’s financial position, in light of diminishing equity, suggests that the hotel’s capital structure is not sustainable for the long-term and the hotel may not be in a position to meet its long-term debt obligations.

[bookmark: _Toc167756209]3. Reasons for the Decline in Profitability
[bookmark: _Toc167756210]3.1 External Factors
[bookmark: _Toc167756211]3.1.1 Increased Industry Competition
The competition has significantly increased in urban hotel sectors impaired by new market entrants who offer commodious services at relatively lower prices (Iryani et al., 2023). It has also brought about a higher force on the part of the Urban Height Hotel to maintain its market share and the prices at which they are offering its products. The customers are wiser and the hotel might have been overwhelmed by the stiff competition from other hotels.

[bookmark: _Toc167756212]3.1.2 Weakening Economic Environment
The economic times have not been great in the recent past, especially with the emergence of Covid-19 which had an impact on the hospitality sector (Ali et al., 2023). Fewer business and leisure trips, along with economic uncertainty, have only aggravated the problem by cutting into the hotel's income (Deri et al., 2023). Consumers have become sensitive to price due to changes in economic factors and the occupancy and room rates have been a problem for the hotel.

[bookmark: _Toc167756213]3.1.3 Rising Inflation and Cost Pressures
These current economic developments such as high inflation and supply chain issues have impacted the cost model of most hospitality organisations (Sauvage, 2023). Since it can be assumed that the Urban Heights Hotel has most likely expanded in various overhead costs such as labour, utilities, food and beverage, and maintenance. These costs have outgrown the hotel’s ability to increase its room and service prices, which is reducing its revenues.

[bookmark: _Toc167756214]3.2 Internal Factors
[bookmark: _Toc167756215]3.2.1 Ineffective Revenue Management
This indicates that the pricing and distribution activities of the hotel have not been well coordinated, probably resulting in low profitability (Dominique-Ferreira and Antunes, 2019). Issues like wrong pricing strategies, ineffective utilisation of distribution channels, and lack of well-coordinated marketing strategies could have led to poor performance in retaining the revenues of the hotel.

[bookmark: _Toc167756216]3.2.2 Operational Inefficiencies
The hotel operating costs such as wage expenses, property, plant and equipment are on the rise, and these may be signs of operational inefficiency in the hotel (Ceylan and Tülbentçi, 2020). The deficiencies might be due to inadequate cost control measures, old or ineffective systems, as well as the lack of implementation of cost reduction strategies. These operational challenges if well-handled could enhance the profitability of the hotel.

[bookmark: _Toc167756217]3.2.3 Subpar Guest Experience
This is highlighted by a decrease in customer satisfaction as depicted by reduced occupancy and revenue implies that the Urban Heights Hotel may not have been providing a consistently good service to its market. These could range from issues like outdated facilities, poor service delivery, or the absence of new-generation attributes that appeal to tourists and visitors to the current world as per the service quality model (Ali et al., 2021).

[bookmark: _Toc167756218]3.2.4 Lack of Strategic Vision and Execution
The company's poor financial performance might also be attributed to the hotel's strategic misdirection and poor operations implementation (Ghonim et al., 2020). Without a proper strategic plan in place to tackle the shifts in market requirements, the hotel could have failed to adapt to the change and apply the vital measures necessary to sustain the hotel's operations optimally for profit maximisation (Johansson, 2024).

[bookmark: _Toc167756219]4. Turnaround Strategy
[bookmark: _Toc167756220]4.1 Revenue Management
Integral to the turnaround strategy is the establishment of a sound revenue management system. The hotel should check the rate at which it offers the rooms, check the channels it uses to offer the rooms and check the customers it targets in the market (Zaki, 2022). This can mean using real-time pricing, promotional campaigns, and combining efforts with companies. Thus, by adopting a revenue management approach, the hotel may look for an opportunity to restore its pricing policy and attract more guests who are ready to pay more (Murimi et al., 2021). This strategy directly responds to the primary concerns that were highlighted in the analysis.

[bookmark: _Toc167756221]4.2 Cost Optimisation
To handle these costs, what should now be in place in the operation of the hotels is a very rigorous cost control campaign to do away with ever-rising operating costs. This can be achieved through downsizing the workforce, third-party outsourcing deals, and implementing cost-control measures to minimise expenses on utilities (Elphick, 2024). They should also consider outsourcing other activities in the hotel that may not necessarily be very strategic in the overall operation to avoid costs and cut down on expenses (Wangsa et al., 2024). These steps will affect the internal factor of operations concern that has greatly affected the profitability of the hotel.

[bookmark: _Toc167756222]4.3 Product and Service Enhancement
Creating a sustainable competitive advantage for the Urban Heights Hotel in the urban hotel niche, therefore, calls for capital expenditure on property improvements and value-added customer services. As such, it may even mean improving the quality of guestrooms, redesigning the format of the facilities, and improving the quality of service and food offered (Chang et al., 2023). This problem involves altering the look and upgrading comfortable new furniture and lamps that can attract more customers to the hotel because people's expectations change from the hotel brand.

[bookmark: _Toc167756223]4.4 Marketing and Branding
The hotel should consider brand appeal and marketing to be a way of gaining more clientele and solving some of the existing challenges (Elgahwash et al., 2023). This may involve redesigning the hotel's website, developing social media marketing strategies for the hotel and executing these strategies, and posting on all social media pages about the hotel and its promotion, new offers, occasions and successful experiences from clients (Pencarelli et al., 2020; Youssofi et al., 2023). Additionally, the conditions under which the hotel can introduce a new loyalty program will help to attract regular customers and strengthen customer relations (O'Connor, 2021). These actions will help the hotel to address competition in the urban market segment and the challenges of the lack of a definite strategy and action plan.

[bookmark: _Toc167756224]4.5 Strategic Partnerships
Light of the owner's goals and the long-term vision for the Urban Height Hotel, different strategies may be helpful to consider, for example, the formation of a strategic partnership or a change in ownership (Tajeddini et al., 2020). This could include affiliating itself with a larger hospitality group that can offer it opportunities in terms of access to capital, experience, and market channels. On the same note, the hotel may source fresh ownership or management from experienced professionals from the field with vast knowledge and viable development plans for the hotel (Ko, 2024). 
[bookmark: _Toc167756225]5. Conclusion
The performance of the Urban Heights Hotel can be described as a critical state, where the company experiences low sales revenue, high operating costs, and a transition from positive net income to negative values. To meet challenges, there is a need for a strategic change plan to turn around the company. In this strategy, the following areas are given priority: improvement of revenue management, strict control of costs, innovations in products and services, hotel's marketing and branding and search for partners. Thus, by solving the problems of poor revenue management, low operational efficiency, dissatisfied guests, and insufficient strategic positioning, the hotel can achieve financial stability and start the further development of a sustainable strategy for the intensely competitive urban hotel market.
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Cash and Equivalents £300,000 £200,000 £100.000
Accounts Receivable £150,000 £100,000 £80,000
Property and Equipment £5,000,000 £4.800,000 £4,500,000
Total Assets £5.450,000 £5.100,000 £4.680,000
Accounts Payable £250,000 £270,000 £300,000
Long-term Debt £3.000,000 £3.000,000 £3.000,000
Total Liabilities £3.250,000 £3.270,000 £3.300,000
Equity £2.200,000 £1.830,000 £1.380,000
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Ttem 2021 2022 2023

Revenue £2,500,000 £2,200,000 £1,800,000
Operating Expenses £1,800,000 £2,000,000 £2,300,000
Net Income £700,000 £200,000 (£500,000)





