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1. [bookmark: _Toc168598913]Introduction
The primary objectives of this report are to evaluate the financial performance of Urban Heights Hotel over the past three years, with a focus on pertinent metrics such as profitability, liquidity, solvency, and efficiency. The research also seeks to find the key reasons of the decrease in profitability, considering both internal and external factors. Lastly, it will offer a reversal strategy to restore the hotel's financial stability and reputation. Financial management is the term used to describe the strategic planning, organisation, direction, and oversight of an organization's financial operations (Atrill and McLaney, 2021). The application of management concepts to an organization's financial assets is necessary to attain financial stability and growth. Businesses that implement effective financial management are more adept at allocating resources, optimising revenues, preserving long-term viability, and promptly adapting to market fluctuations (Tranter, Stuart-Hill, and Parker, 2014). Bhimani (2006) posits that financial management enables organisations to enhance operational efficiency by enabling them to manage risks, reconcile short- and long-term objectives, and make decisions with clarity. The Heights Hotel, which is renowned for its location in a bustling metropolitan area, offers a variety of amenities, including a restaurant, lounge, and event space. In spite of its exceptional location and extensive array of amenities, the hotel has encountered numerous challenges in recent months. Its long-term viability has been a subject of concern because of declining revenue, occupancy rates, and customer satisfaction. 

2. [bookmark: _Toc168598914]Three years financial performance trends 
The current ratio is a financial indicator that assesses a company's capacity to repay its short-term creditors using its short-term assets. It is determined by dividing total current assets by current liabilities  (McLaney and Atrill, 2020).  A greater current ratio suggests improved liquidity and financial soundness. Over the last three years, the company's current ratio has decreased. In 2021, the current ratio was 1.8, which means that the firm has £1.80 in current assets for every £1.00 in current liabilities, suggesting high liquidity. By 2022, the ratio had declined to 1.11, indicating a lower but still acceptable liquidity position. However, in 2023, the current ratio decreased to 0.6, indicating that the corporation had just £0.60 in current assets for every £1.00 in current liabilities. This considerable fall indicates deteriorating liquidity, implying that the firm may struggle to satisfy its short-term obligations and may be in financial difficulties (Jagels, 2007). Furthermore, the debt-to-equity ratio compares a company's total obligations to its shareholders' equity. It reflects the proportion of debt utilised to fund the company's assets in comparison to equity. A larger ratio indicates increased leverage and financial risk, since the organisation depends more on debt (Guilding, 2014).  Urban Heights Hotel's debt-to-equity ratio has risen dramatically during the last three years. In 2021, the ratio was 1.47, which means the hotel has £1.47 in debt for every £1.00 in equity, indicating a modest level of financial risk. By 2022, the ratio had risen to 1.78, indicating a growing reliance on debt funding. In 2023, the ratio increased to 2.39, suggesting that the hotel now owes £2.39 for every £1.00 in equity. This increased trend shows a growing reliance on debt, which increases financial risk and may signal difficulty in meeting obligations, harming the hotel's financial stability and flexibility (Phillips et al., 2015). Moreover, the quick ratio, sometimes called the acid-test ratio, assesses a company's capacity to cover its short-term liabilities with its most liquid assets. It is determined by dividing current assets (minus inventory) by current liabilities. A greater quick ratio suggests stronger short-term financial health, since it demonstrates the company's ability to meet its immediate commitments without selling goods (Seal, 2019). The quick ratio at Urban Heights Hotel has dropped dramatically during the last three years. In 2021, the quick ratio was 1.8, which means the hotel has £1.80 in liquid assets for every £1.00 in current liabilities, showing a healthy liquidity position. In 2022, with total current assets of £300,000 and accounts payable of £270,000, the quick ratio fell to 1.11, suggesting acceptable liquidity but decreasing. By 2023, the quick ratio had decreased to 0.6, with total current assets of £180,000 and accounts payable of £300,000. This steep fall indicates that the hotel has just £0.60 in liquid assets for every £1.00 in current liabilities, suggesting possible liquidity challenges and raising worries about its capacity to satisfy short-term commitments without additional financing or asset liquidation (Atrill and McLaney, 2021).  Additionally, Return on Assets (ROA) is a financial term that assesses how well a firm manages its assets to create profit. It is computed by dividing net income by total assets. A greater ROA suggests that assets are being used more efficiently to generate earnings (Drury, 2021). Over the last three years, Urban Heights Hotel's ROA has decreased significantly, showing a drop in asset utilisation efficiency. In 2021, the ROA was 0.12, which means the hotel made 12 pence for every pound of assets, demonstrating good profitability and effective asset usage. By 2022, the ROA had fallen to 0.03, indicating a significant reduction in profitability, with just 3 pence produced per pound of assets (Wild, 2018). In 2023, the situation deteriorated, with a negative ROA of -0.10, implying a loss of 10 pence per pound of assets. This negative ROA demonstrates serious operational inefficiencies and financial distress, as the hotel not only fails to produce profit from its assets but is also losing money, raising questions about its financial stability and long-term survival (Weetman, 2019). Lastly, Return on Equity (ROE) is a financial statistic that assesses a company's profitability in terms of shareholder equity. It is computed by dividing net income by shareholder equity. ROE measures how well a firm uses equity capital to create profits. Urban Heights Hotel's ROE has dropped dramatically over the last three years, indicating declining profitability (Mott, 2012).  In 2021, the ROE was 0.31, which means the hotel earned 31 pence for every pound of equity, suggesting great financial success. In 2022, the ROE fell to 0.10, indicating a significant loss in profitability, with just 10 pence produced every pound of stock (Seal, 2019). By 2023, the ROE had fallen to -0.36, showing that the hotel lost 36 pence for every pound of equity. This negative ROE is concerning since it demonstrates both a failure to create profit and considerable losses, implying serious financial difficulties and inefficiency. The hotel's declining ROE indicates the difficulties in properly using shareholders' equity to create returns, raising worries about its financial health and sustainability (Drury, 2021).

3. [bookmark: _Toc168598915]Main reasons behind the decline 
The fall in profitability at Urban Heights Hotel during the last three years can be traced to a mix of internal and external reasons, as evidenced by numerous data findings from recent industry publications. Internally, growing operating expenses, particularly energy prices, have had a substantial influence on the hotel's profitability. According to the Office for National Statistics over three out of every five food and beverage service enterprises named energy prices as their primary worry in late 2022. This pressure has prompted many firms, particularly those in the hotel industry, to contemplate raising their own pricing to cover these expenses, affecting their competitive posture and consumer satisfaction (ONS, 2022). External factors such as market rivalry and shifting consumer tastes have played an important impact. The hotel sector has been dealing with a substantial labour shortage, which is partially due to a decrease in EU workers following Brexit and the COVID-19 epidemic. According to the ONS, the number of EU nationals engaged in the UK hospitality sector has dropped dramatically, worsening recruiting issues and raising labour costs (ONS, 2023). Furthermore, the COVID-19 epidemic has transformed travel and tourist trends. In 2022, the number of international visitors to the UK grew compared to 2021, but remained 24% lower than pre-pandemic levels. The delayed rebound in international tourism has impacted occupancy rates and income for hotels that rely on foreign guests (ONS, 2023). Inflation has exacerbated these concerns. Businesses in a variety of industries, including hospitality, have seen increasing material and service costs. According to McKinsey, excessive inflation has increased manufacturing costs, which corporations frequently pass on to customers. However, if not handled properly, this might reduce demand and diminish profitability (McKinsey and Company, 2022). To overcome these issues, Urban Heights Hotel must develop a thorough turnaround plan that prioritises cost cutting, debt management, and market adaption. This involves investing in energy-efficient technologies, refinancing debt to decrease financial risk, and increasing marketing efforts to attract environmentally aware travellers. By addressing both internal inefficiencies and external market forces, the hotel may improve its financial stability and long-term survival.

4. [bookmark: _Toc168598916]Conclusion 
To conclude, the financial examination of Urban Heights Hotel during the last three years shows a considerable deterioration in liquidity, solvency, profitability, and operational efficiency. The current ratio, quick ratio, and return on assets have all showed a concerning negative trend, indicating difficulties in paying short-term obligations and efficiently using assets. The hotel's rising debt-to-equity ratio and negative return on equity reflect its growing financial risk and incapacity to benefit from shareholder equity. The key causes for this drop include growing operational expenditures, notably energy prices, market competitiveness, post-Brexit labour difficulties, and the long-term consequences of the COVID-19 epidemic on foreign tourism. To address these difficulties, the hotel requires a thorough turnaround strategy that emphasises cost reduction, debt management, and market adaption. This plan should involve investing in energy-efficient technology, refinancing debt, and increasing marketing efforts to attract new consumers. Addressing these internal inefficiencies and external difficulties is critical for the hotel's financial recovery and long-term viability.

5. [bookmark: _Toc168598917]Recommendations 
To restore Urban Heights Hotel's financial health and image, a complete turnaround strategy must be adopted, with an emphasis on cost cutting, debt management, and market adaption. Cost reduction is critical, beginning with energy-efficiency measures. According to the ONS(2022), energy prices have become a major worry for the hospitality industry, forcing many firms to contemplate boosting rates to control expenses. Urban Heights Hotel should invest in energy-efficient technology like LED lighting, smart thermostats, and solar panels to minimise energy use and expenses, thus increasing the hotel's bottom line. Implementing a strong energy management system can help to optimise energy consumption and savings. Furthermore, the hotel could look into government subsidies for energy-efficient modifications to help cover early investment costs (Zhang, Joglekar and Verma, 2010). Labour optimisation is another important part of cost control. The ONS has identified substantial labour shortages in the hospitality industry, which are compounded by a drop in EU workers following Brexit. To address labour shortages and escalating labour expenses, the Urban Heights Hotel must implement automated solutions for everyday chores such as check-in/check-out and room service. These technologies can improve operational efficiency while reducing reliance on physical labour. Furthermore, attractive compensation, perks, and professional development opportunities can help recruit and keep talented employees, resulting in constant service quality and customer satisfaction (CIPD, 2021). To promote staff retention, the hotel can seek flexible work arrangements and better working conditions. Supply chain management is critical in an inflationary climate when the costs of commodities and services are growing. McKinsey suggests forming strategic alliances with suppliers to negotiate better terms and pricing, as well as diversifying sources to minimise interruptions (McKinsey, 2023). Urban Heights Hotel should enter into long-term contracts with key suppliers to lock in favourable costs and assure a consistent supply of necessary goods and services. Furthermore, the hotel may use inventory management strategies to optimise stock levels and eliminate waste, hence lowering expenses (McKinsey, 2023). Debt management is critical to increasing the hotel's financial stability. With an increasing debt-to-equity ratio, Urban Heights Hotel must restructure its debt to decrease financial risk. This might include refinancing current debt at a reduced interest rate or negotiating longer payment arrangements with creditors (Weetman, 2019). By increasing cash flow and lowering debt payment costs, the hotel may devote more resources to operational improvements and expansion projects. Working with a financial expert can help you find the best debt restructuring and financial optimisation methods. Market adaptability is critical for being competitive in the changing hospitality industry (Seal, 2019). The COVID-19 epidemic has moved customer tastes to more sustainable and environmentally acceptable housing. Urban Heights Hotel could improve its marketing efforts to attract environmentally concerned travellers by emphasising its sustainability initiatives and certifications. Offering innovative, environmentally friendly activities may set the hotel apart from competitors and generate a devoted client base. Furthermore, implementing digital marketing methods such as social media campaigns and targeted online advertising may help the hotel gain awareness and reach a larger audience (McKinsey, 2023). Also, enhancing the client experience is critical to repairing the hotel's image. Implementing a strong customer feedback system may assist discover areas for development and increase service quality. Personalised services and facilities can increase client happiness and loyalty (Walker, 2021). Investing in staff training programmes may guarantee that personnel give great service, therefore enhancing the hotel's image.
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Current ratio (2021)= = =1.8
Current ratio (2022)= = =1.11
Current ratio (2023)= = =0.6

Debt to equity ratio (2021)==1.47
Debt to equity ratio (2022)= =1.78
Debt to equity ratio (2023)= =2.39
2021:
Cash and Equivalents: £300,000
Accounts Receivable: £150,000
Total Current Assets = £300,000 + £150,000 = £450,000
Accounts Payable: £250,000
Quick ratio (2021)===1.8
2022:
Cash and Equivalents: £200,000
Accounts Receivable: £100,000
Total Current Assets = £200,000 + £100,000 = £300,000
Accounts Payable: £270,000
[bookmark: _Hlk168593601]Quick ratio (2022)===1.11
2023:
Cash and Equivalents: £100,000
Accounts Receivable: £80,000
Total Current Assets = £100,000 + £80,000 = £180,000
Accounts Payable: £300,000
Quick ratio (2023)===0.6

[bookmark: _Hlk168593724]Return on assets(2021) ===0.12
Return on assets(2022) ===0.03
Return on assets(2023) ===(0.10)

ROE(2021)===0.31

Shareholder equity= Total assets -Total liabilities =£5,450,000-£3,250,000=£2,200,000
ROE(2022)===0.10
Shareholder equity= Total assets -Total liabilities =£5,100,000-£3,270,000=£1,830,000
ROE(2023)===(0.36)
Shareholder equity= Total assets -Total liabilities =£4,680,000-£3,300,000=£1,380,000
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