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Executive Summary 

The report discussed on financial performance analysis of Urban Heights Hotel based on the income statement and balance sheet. In this case, the study described high operational spending over 2023 as the major reason behind the decline in profitability in the business of Urban Heights Hotels. In this case, the NP ratio has been determined -27.78% in 2023 which depicts that the company faced a huge amount of financial loss over the years since the increase of operational expenses as compared to revenue. Along with this, the outcome of the current ratio and debt-to-equity ratio reflected poor liquidity and solvency position since the company increased its total financial obligations over the year 2023 as compared to its preceding years. Based on that effective decisions have been made for future growth with its comprehensive turnaround strategy which includes investing on social media marketing. Eventually, it will influence overall sales performance and the company will become successful in revitalising its profitability.
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[bookmark: _heading=h.3rdcrjn][bookmark: _Toc167907946]Introduction
The entire study aims to introduce the key information regarding the financial performance of an organisation namely Urban Heights Hotel. The organisation is operating its business with restaurant, bar and event facilities in an Urban location. However, currently, the company is facing a decline in gaining high profit, increasing customer satisfaction levels and a decrease in occupancy rate. Improvising financial performance by increasing profitability is one of the main motives of a company that helps to enhance financial strength to meet all the financial requirements and achieve sustainable opportunities (Drury, 2021). Concerning the key concept of profitability, the study is also going to analyse the core reasons behind its poor financial performance by considering current events and economic growth. Eventually, it will identify appropriate strategies including improvising customer preferences, maintaining market growth and more to overcome the challenging aspects of increasing profitability and revitalise its profitability. 
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[bookmark: _Toc167907948]Evaluation of the financial performance of Urban Heights Hotel
Income statement
An income statement plays a significant role in representing organisational financial performance over a financial period. The financial analyst of a company focuses on analysing all the key financial terms of an income statement to recognise its profitability and control its operational cost to generate revenue (Seal, 2019). In this present case, considering all the financial information of the Urban Heights Hotel an income statement has been prepared for three consecutive financial years 2021, 2022 and 2023. Based on the outcome of the financial statement the financial performance of the organisation in maintaining its profitability will be recognised. Eventually, it will influence the decision-making process for further investment in the future to enhance its financial strength. 
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Figure 5: Income Statement 
(Source: Self-developed)
Taking into account the above financial statement of income it is recognised that the company maintained revenue of £2,500,000, £2,200,000 and £1,800,000 in the year 2021, 2022 and 2023 accordingly. In this case, it is identified that the company maintained a decline in generating revenue after the financial year 2021 which is not great to improve its financial ability to meet its financial requirements. On the other hand, the operating expenses of the company have become higher over three consecutive years. The company made operating expenses at £2,300,000 in the year 2023 whereas it was only £2,000,000 in 2022 and £1,800,000 in 2021 which is not again good for the company to generate higher profit. After adjusting operating expenses with revenue it is recognised that the company has a financial loss of £5,000,000 at the end of the financial year 2023. Based on that, net profit ratio is determined for each year that is going to represent below.
“Net Profit Ratio = (Net income / Revenue) * 100”
For 2021, (700,000 / 2,500,000) * 100 = 28%
For 2022, (200,000 / 2,200,000) * 100 = 9.09%
For 2023, (-500,000 / 1,800,000) * 100 = -27.78%
The outcome of the net profit ratio reflects that the company made an NP ratio of 28% in 2021 which decreased to 9.09% in the year 2022. Further, the NP ratio also reflects a negative outcome of -27.78% in the year 2023 which depicts poor financial performance and negative profitability over the last few years since the company faced several issues to manage its operational spending. Apart from this, the income statement is generally reported by considering the accounting rules and does not accurately represent the changing hands of actual cash. At this point, it limits making effective financial decisions due to difficulties in cost estimations, fraud and reporting errors (Drury, 2021). In this concern, the financial analyst of the company needs to be concerned about using a variety of financial ratios as well as financial indicators to recognise its profitability and interpret them with appropriate caution and judgment. Along with this, the revenue recognition theory of accounting also will guide in preparing its financial statement more accurately. Revenue recognition theory states that the revenue of a company must be recognised at the time when it is earned (Napier and Stadler, 2020). Eventually, it will influence the decision-making process greatly to improve its financial performance in the upcoming situation. 
Balance Sheet 
The financial analyst also focuses on considering the financial information of a balance sheet and analyses its financial strength to meet its financial debts or obligations. The balance sheet is prepared with the amount of assets, equity and liability of a business that represents an organisational assets management system to handle its financial obligations (Atrill and McLaney, 2021). In this present case, considering financial data on its assets, capitalisation process and further liabilities a balance sheet has been prepared for three financial years. Based on that effective decisions will be made on whether the company maintained its liquidity position positively and its assets management system to meet its short-term obligations. 
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Figure 6: Balance Sheet 
(Source: Self-developed)
According to the above figure, it is recognised that the company maintained total assets of £5,450,000, £5,100,000 and £4,680,000 in the years 2021, 2022 and 2023 accordingly. On the other hand, the company maintained total liabilities of £3,250,000, £3,270,000 and 3,300,000 in three consecutive years respectively. At this point, it is recognised that the company decreased its total assets over consecutive years to £4,680,000 in 2023 whereas an increase in total liabilities of £3,300,000 in same financial period can be found. In this case, current ratio for three consecutive financial years is determined as below;
“Current ratio = Current assets / Current liabilities”
For 2021, 450,000 / 250,000 = 1.8
For 2022, 300,000 / 270,000 = 1.1
For 2023, 180,000 / 300,000 = 0.6
As per the above determination, it is recognised that the company decreased its current ratio to 0.6 in the year 2023 from 1.8 in 2021. The outcome implies the company faced severe complexities in improving its liquidity position since the company increased its current liability over consecutive years as compared to total current liability. 
“Debt to equity ratio = Total debt / Total equity”
For 2021, 3,000,000 / 2,200,000 = 1.36
For 2022, 3,000,000 / 1,830,000 = 1.63
For 2023, 3,000,000 / 1,380,000 = 2.17
The above determination implies the company increased its debt-to-equity ratio to 2.17 in 2023 whereas it was only 1.36 in 2021. The outcome implies the company also maintained a poor solvency position over 2023 as compared to its preceding years since the company focused on increasing its total debt as compared to total equity. 
On the other hand, balance also limits analysing the financial performance of a company since assets are generally recorded at their historical cost. At this point, the financial analyst often faces severe complexities in analysing the present value of each asset which negatively influences the decision-making process. Further limitations include the omissions of valuable non-monetary assets that can be found which also does accurate financial outcomes in its assets management system (Cheung, 2023). In this concern, the financial manager of Urban Heights Hotel needs to be concerned with using a spreadsheet or desktop application to evaluate its assets management system accurately and make effective financial decisions for future growth. Further, the objectivity theory of accounting also will support the company in presenting all the pieces of financial information in an unbiased manner. The objectivity theory of accounting helps to represent information in the financial statement with proper transparency and trustworthiness which is great for attracting stakeholders (Abed et al., 2022). Consequently, the firm will become successful in raising its funds and enhancing financial strength in the future.
[bookmark: _Toc167907949]Analysing core reasons behind the decline in organisational profitability
As per the financial statement analyst, it is recognised that Urban Heights Hotel highly increased its operational expenses over the continuing financial years since 2021. On the other hand, the company was also unable to increase its revenue which became the major reason behind its decline in profitability. Ultimately the organisations face a huge amount of financial loss of £5,000,000 over the year 2023 which may distract the attention of key stakeholders including important investors. A further major reason behind its poor profitability is the poor staff management system. Once a company is unable to manage its staff, it will bring several complexities to improve customer experiences and increase overall cost which will affect generating revenue over the year (Tuchen et al., 2020). Furthermore, increase adaptation of modern technologies also required funds and increased operational spending which negatively impacted the organisational profitability over the last few financial years. At this point, it also increased the overall cost of operations by providing facilities at an affordable price. Consequently, the firm faced increasing operational costs as compared to generating high revenue over a financial period. 
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Figure 1: Global economic growth
(Source: Imf, 2023)
As per the detailed information on global economic growth, it is projected that global growth will slow from 6% in the year 2021 to 3.2% in the year 2022. Afterwards, it again declined in the year 2023 with a global economic growth rate of 2.7% which implies a poor global economic condition after 2020 (Imf, 2023). Further details reflect that the global inflation rate has also increased since the year 2021 from 4.7% to 6.5% in the year 2023. In this case, it also forecasted that the rate of emerging market and developing economies would shift downwards by 6.6% in 2021, 3.7% in 2022 and 3.7% in 2023. Considering the global economic condition, it is also recognised that Urban Heights Hotel faced severe complexities in running its business operations and attracting the attention of increasing customers. Along with this, the company also faced complexities in gaining the trust of the investors as the amount of equity became lower at £1,380,000 in 2023 whereas it was £2,200,000 in 2021 which does not react to improve its financial strength over a financial period. Hence, the company has maintained poor financial performance and faced a decline in its profitability over consecutive years since 2021. 
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Concerning the overall financial performance of Urban Heights Hotel, it is recognised that the company needs to be concerned with implementing a comprehensive turnaround strategy. Consequently, the firm will become successful in revitalising its financial health in the upcoming situation. In this case, the turnaround strategy would include a few key phases including going low on marketing expenses, taking ideas from the hotel staff, implementing low-season tactics, and more (Gursoy et al., 2022). Restaurant operators need to be focused on avoiding effective marketing strategies such as relying solely on word-of-mouth. Along with this, the firm also must be concerned about increasing professional engagement with customers on social media. At this point, the use of social media platforms plays a significant role in improving online presence, creating marketing campaigns and regular organisational promotions (Tuchen et al., 2020). Along with this, social media marketing also reduces total cost of business operation which will address the issue of Urban Heights hotel as it is facing in current business context. Once Urban Heights Hotel focuses on implementing the turnover strategy it will get severe opportunities to promote its business and reach global target audiences more easily. Eventually, it will increase its customer engagement as well as attract the attention of new customers from the highly competitive business world. 
Flexible cancellation policies as well as good pricing systems also are major strategic approaches to always make a good deal for the guests at the restaurant. A company needs to be focused on using an appropriate pricing strategy while developing its business plan as pricing involves a lot of factors to revitalise the financial health of a company. The use of an appropriate effective pricing strategy is essential to enhance overall organisational profitability by having control over each operational cost (Fu et al., 2022). At this point, the company also became successful in attracting the attention of its key stakeholders including customers and leveraging its organisational brand loyalty more efficiently. Concerning the overall business management system of Urban Heights Hotel, it can be stated that the company needs to be concerned with using a cost-plus pricing strategy to improve its profitability and enhance its financial strength to meet its financial obligations. The cost-plus pricing strategy helps to maintain an easy communication system with the customer regarding changes in price and gain their trust to provide better service and facilities. 
The turnaround strategy also includes an important phase which is taking ideas from the hotel staff during the time of making any changes in business operations. At the time while things get complicated the managers of an organisation often face complexities to handle each situation by coming up with new ideas and drawing a conclusion on the ongoing hurdles. In this case, valuing the ideas of hotel staff may bring severe new and key ideas to stay afloat during tough times and develop an effective workforce with motivated employees (Fu et al., 2022). Once the company focuses on implementing the strategy it will improve its poor staff management system that the company faced from 2021 to 2023. Eventually, the company will become successful in meeting all of its strategy goals and increasing total revenue in the upcoming financial year. Consequently, the firm will revitalise its financial health and restore its organisational reputation in the highly competitive marketplace which will greatly influence its sustainability in the long run.


[bookmark: _Toc167907951]Conclusion
The entire study analysed the financial performance of Urban Heights Hotel, a restaurant that has been facing financial loss over the last three consecutive financial years. The core reason behind it is recognised higher operational cost as compared to generating revenue. At this point, it is recognised that adaptation of technologies increases cost over the situation and declines overall profitability in a financial year. Moreover, poor global economic growth also became a constraint to increase its profitability over the years. In this concern, the company needs to focus on implementing a turnaround strategy by improving its online presence through social media platforms. Along with this, using cost-plus pricing the company may gain severe opportunities to improve its profitability and resist its reputation in the upcoming situation. 
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