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[bookmark: _Toc166515484]Introduction
In this report, there will be discussions on financial performance analysis of Urban Heights Hotel in recent years. First of all, there will be an evaluation of financial performance from profitability perspective, liquidity perspective and solvency perspective. Secondly the reasons behind declining profitability will be analysed. Finally, a turnaround strategy for Urban Heights Hotel will be discussed.
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A. [bookmark: _Toc166515486]Revenue and Profitability Performance
For the evaluation of financial performance, profitability performance is one of the most crucial aspects (Andrew et al., 2023). This is because the sustainability and the viability of the business entity are entirely dependent on the profitability performance (Atrill & McLaney, 2021). If there is a good profitability performance, then it will help to have a sustainable business soon (Bhimani, 2006). Profitability performance analysis helps to identify the profit-earning capability of the business entity (Defranco, 2023). Different types of ratios are used to measure the profitability performance of business entities (Defranco, 2023). The profitability performance of Urban Heights Hotel is evaluated based on net profit margin and return on asset below as follows – 

Figure 1: Net Profit Margin (Source- Author)
1. [bookmark: _Toc166515487]Net Profit Margin
From the above graphical representation of the net profit margin, it can be stated that gradually, the company has been losing the ability to earn profit during the last three years. There is a sharp decline in the net profit margin diagram. During 2023, Urban Heights Hotel’s profitability performance was negative. From the analysis, it has been identified that during 2022, there was a negative growth rate in sales revenue of 12%. However, the operating expenditure of Urban Heights Hotel has increased by 11% during 2022. For this reason, they have a negative impact on the net income. That is why, during 2022, the net profit declined by around 71%. That scenario is worse in 2023. During 2023, it was investigated that the sales revenue of Urban Heights Hotel had declined further by 18%. On the other hand, the operating expenses of Urban Heights Hotel have increased by more than 15%. That means during 2022 and 2023, sales revenue has declined by more than 30%. However, the operating expenses have been increased by more than 26%. That is why the net income during 2022 has decreased by 350% from that of 2022. For this reason, the company has incurred a net loss during 2023. That is why the net profit margin of Urban Heights Hotel in 2023 is -28%. From the net profit margin analysis, it can be said that there are two reasons behind this negative profit performance of Urban Heights Hotel. On the one hand, the revenue of Urban Heights Hotel has declined. On the other hand, the operating expenses of Urban Heights Hotel during the last two years have increased significantly.

Figure 2: Return on Assets (Source- Author)
2. [bookmark: _Toc166515488]Return on Assets:
Another profitability performance indicator is known as return on assets (Drury, 2021). This ratio measures the profitability percentage from the context of total assets (Guilding, 2014). From the above graphical representation, it can be seen that the return on assets has been negative during 2023. The major reason behind this declining pattern in return on assets is having negative profitability growth. It has been identified from the performance analysis that the total asset structure of Urban Heights Hotel during 2023 has declined by 6%. The main factor behind this decline is the property and equipment of Urban Heights Hotel, which declined by 4% in 2023. It means that the company has sold their asset base. Furthermore, during 2023, the property and equipment of Urban Heights Hotel decreased by 6%. That is why the total asset structure of Urban Heights Hotel during 2023 has declined by 8%. On the one hand, the net profit of Urban Heights Hotel has declined significantly. On the other hand, total assets have also declined. That is why the combined effect is the negative pattern of return on assets during 2023. For negative profitability during 2023, the return on assets is also negative. Besides the negative growth of non-current assets, current assets of Urban Heights Hotel, including cash and accounts receivable, have also declined significantly during the last two years of 2022 and 2023.
B. [bookmark: _Toc166515489]Liquidity Performance
Liquidity performance measures whether the business entity has enough or adequate liquidity to meet short-term requirements or obligations (Harris, 2022). There are different ratios by which liquidity performance can be measured (Jagels, 2007). The current ratio and the cash ratio of Urban Heights Hotel for measuring the liquidity performance are described below as follows – 

		Figure 3: Current Ratio (Source- Author)
1. [bookmark: _Toc166515490]Current Ratio:
From the above graphical representation of the current ratio, it can be seen that during 2021 and 2022, Urban Heights Hotel has been able to hold the current ratio more than the industry requirement or benchmark requirement. That means the company will have a good liquidity performance in 2021 and 2022. However, during 2023, the current ratio is only 0.6 times. Above all, the overall trend of the current ratio is declining. This has happened because the current assets of Urban Heights Hotel have declined by 66% during 2022 and by 70% during 2023. On the other hand, current liability has been increased by 8% during 2022 and by 11% during 2023. The declining pattern of current assets and the increasing pattern of current liabilities have resulted in a negative pattern in the current ratio (Tranter et al., 2014). From this analysis, it can be stated that the liquidity performance of Urban Heights Hotel is not satisfactory at all. Urban Heights Hotel does not have enough liquidity or current assets to meet its short-term obligations.

Figure 4: Cash Ratio (Source- Author)
2. [bookmark: _Toc166515491]Cash Ratio
The cash ratio of Urban Heights Hotel has also shown a negative trend during the last three years. This has happened because the cash and equivalents of Urban Heights Hotel have declined by 33% during 2022. However, the current liability, which is the accounts payable, has increased by 8% during 2022. Furthermore, during 2023, the amount of cash and cash equivalents has been further declined by 50%. However, the accounts payable amount has increased by 11%. That means there is a problem or inefficiency in the proper management of cash by Urban Heights Hotel. For this reason, the cash ratio is showing a negative pattern, and the overall liquidity performance is not satisfactory at all.


C. [bookmark: _Toc166515492]Solvency Performance
Solvency performance measures whether Urban Heights Hotel is solvent enough for its investors to meet long-term obligations (Rutherford & O’Fallon, 2023). There are different indicators for identifying whether Urban Heights Hotel is solvent (Sarkar, 2023). The debt ratio and the debt-equity ratio of Urban Heights Hotel are described below as follows – 

Figure 5: Debt Ratio (Source- Author)
1. [bookmark: _Toc166515493]Debt Ratio
From the above graphical chart of the debt ratio, it can be seen that gradually, the debt ratio of Urban Heights Hotel has been increasing. Now, Urban Heights Hotel is more reliant on debt capital than equity capital. Around 64% of the total capital is composed of long-term debt of Urban Heights Hotel during 2023. Surprisingly, the company has not taken on additional long-term debt during the last three years. However, the equity portion decreased by 17% in 2022. Furthermore, during 2023, the total equity of Urban Heights Hotel has further decreased by 25%. The total equity has decreased for several reasons. There is lower profitability and negative profitability during 2022 and 2023. That is why the retained earnings of Urban Heights Hotel have decreased significantly. Furthermore, the company might have provided dividends during 2022 and 2023. That is why total equity has further decreased. Relying more on long-term debt capital creates a risk of financial distress and ultimate default (Seal, 2019).

Figure 6: D/E Ratio (Source- Author)
2. [bookmark: _Toc166515494]Debt-Equity Ratio
The debt-equity ratio of Urban Heights Hotel has been increasing during the last three years. This is because the long-term debt has not changed. However, total equity declined by 17% in 2022 and by 25% in 2023. That is why there is more pressure on the equity holder to expose the long-term financial risk (Seal et al., 2008). Now, Urban Heights Hotel has two times the debt capital for each amount of equity capital.



[bookmark: _Toc166515495]Reasons Behind Declining Profitability
The profitability performance of Urban Heights Hotel has been very poor during the last two years, 2022 and 2023. On the one hand, the sales revenue of Urban Heights Hotel has decreased by 30%. However, the operational expenses of Urban Heights Hotel have been increased by more than 26%. Combined, Urban Heights Hotel has experienced a negative pattern in its net profit margin, and there will be negative profits in 2023. Urban Heights Hotel is operated in the hotel and tourism industry. The profitability of this industry, including the business organically, is influenced by different factors, which are described below as follows – 
First of all, the most contributing factor to the negative trend in the profitability performance of Urban Heights Hotel and the hotel industry is the impact of the COVID-19 pandemic situation (Walker, 2021). There are travel restrictions across the entire world. The governments of the countries have imposed strict lockdowns, and different types of social distancing measures have been undertaken (Hely, 2022). Those factors have severely impacted the demand for travel across the entire world. For this reason, it has resulted in a decrease in occupancy rates of the business entities in this hotel and tourism sector. Furthermore, the revenue for every available room has also declined significantly (Hely, 2022). All of those factors have resulted in negative growth in sales revenue for Urban Heights Hotel and the hotel industry as a whole. However, there are some other restrictions that focus on safety conditions and new COVID-19 variants. Those factors have triggered poor profitability for Urban Heights Hotel.
Furthermore, there is a shift in the travel behaviour of travellers across the entire world (Magano & Mota, 2022). Because of the COVID-19 pandemic situation, there has been a reduction in travel, but it has also significantly impacted the shifting of travel behaviour. For instance, lots of consumers have now switched to flexible working schedules or remote working activities (Magano & Mota, 2022). For this reason, there is a decline in business travel activities. That is why there is negative profitability in Urban Heights Hotel and the industry as a whole (Mandal, 2023). For this reason, hotels like business organizations that are more reliant on conferences and business travellers are facing complexities in adapting to the changing preferences of consumers for shifting in travel behaviour (Mandal, 2023).
The hotel industry across the entire world is facing rising cost structure in operation because of pandemic situations and other current global political issues (Milovanović, 2021). There is a requirement for enhanced cleaning mechanisms and compliance with safety and health regulations. Furthermore, Urban Heights Hotel needs to invest in technology for any type of contactless check-in in the hotels(Milovanović, 2021). Those factors have increased the operational expenditures of Urban Heights Hotel, and it is also prevalent in the hotel industry across the entire world. For this reason, the profitability of Urban Heights Hotel is in a negative trend, and this is also a prevalent scenario in the hotel industry as well.
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A comprehensive turnaround strategy for increasing the financial health of Urban Heights Hotel and restoring the organizational reputation includes increasing operational efficiency, managing cost structure and focusing on consumer experience. The detail of the comprehensive strategy is discussed below as follows – 
In terms of operational efficiency improvement, Urban Heights Hotel needs to conduct an operational audit so that it can identify any type of inefficiencies in the operation (Walker, 2021). This will help Urban Heights Hotel implement technological solutions for better efficiency in the operating process, including reservation management, guest services, and automation (Wild, 2018). Those implementations will improve operational efficiency and hence will reduce labour costs (Vig & Tewary, 2021). In this way, Urban Heights Hotel will be able to optimize its staffing levels, and hence operating cost structure will decline (Magano & Mota, 2022). This will help to increase the profitability performance of Urban Heights Hotel.
Urban Heights Hotel needs to negotiate with suppliers regarding terms and conditions of procurement so that Urban Heights Hotel can secure some favourable terms (Magano & Mota, 2022). Favourable terms include rebates on specific goods and services and taking discounts. In addition, Urban Heights Hotel needs to implement some energy-efficient practices to minimize the negative impact on the environment. This will also lower the expenses for utility services (Milovanović, 2021). Those factors will reduce the cost structure and hence will increase profitability. From the sales revenue perspective, Urban Heights Hotel needs to diversify its revenue channels by focusing on spa treatments, recreational activities and dining experiences (Vig & Tewary, 2021).
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The financial performance from the perspective of profitability, liquidity and solvency of Urban Heights Hotel has been declining during the last three years. The reasons include the impact of COVID-19 pandemic situations, changes in the consumer preferences in hospitality industry. That is why it is suggested that Urban Heights Hotel needs to increase operational efficiency, technological adoption, effective negotiation with suppliers, and the implication of sustainable solutions.
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 Current Ratio 	
2021	2022	2023	1.8	1.1111111111111112	0.6	



Cash Ratio	
2021	2022	2023	1.2	0.7407407407407407	0.33333333333333331	



Debt Ratio	
2021	2022	2023	0.55045871559633031	0.58823529411764708	0.64102564102564108	



Debt-Equity Ratio	
2021	2022	2023	1.3636363636363635	1.639344262295082	2.1739130434782608	



Net Profit Margin	
2021	2022	2023	0.28000000000000003	9.0909090909090912E-2	-0.27777777777777779	



Return on Asset	
2021	2022	2023	0.12844036697247707	3.9215686274509803E-2	-0.10683760683760683	
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