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[bookmark: _Toc168333357]Executive Summary 
Urban Heights Hotel's declining profits after 2021 are the focus of this study on its financial management. The analysis shows that sales and profits have dropped, costs are rising, cash flow is falling, and debt is rising. Main reasons include pandemic recovery issues, inflation, poor resource management, and declining service quality. These issues are addressed by a comprehensive turnaround plan. Audits and outsourcing lower costs, dynamic prices and multiple income streams improve income management, staff and environmental training improves service quality, and a strong digital and traditional marketing plan is needed. With these strategies, the hotel hopes to recover its finances and ensure its future profitability.
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[bookmark: _Toc168333358]Introduction 
Financial management helps businesses to utilise resources properly and enhance their performance (Tranter et al., 2014). The report will emphasise the financial management aspects by considering a case study on Urban Heights Hotel. The hotel was profitable in 2021 but it encountered several financial challenges in the subsequent years. The first part of the report will analyse the financial aspects. The second part will analyse the reasons for declining profitability. Finally, a comprehensive turnaround strategy will be provided to make the hotel profitable and sustainable in the long run. 
[bookmark: _Toc168333359]Evaluation of the Trends and Patterns of the Urban Heights Hotel 
The trends and patterns of Urban Heights Hotel have been evaluated below based on revenue, expenses, profitability, liquidity, and solvency aspects. 
[bookmark: _Toc168333360]Revenue Trend 
	Year
	Revenue Trend

	2022
	-12%

	2023
	-18.18%


Urban Heights Hotel's last three years' revenue shows that the company is facing various challenges to generate enough revenue to support its business activities. In 2021 the revenue was enough that it could make a profit. But in the following two years, the company had a decreasing revenue trend. In 2022, the hotel's revenue decreased by 12% compared to 2021's revenue. In 2023, the decrease in revenue was even greater than the previous year and it was 18.18% less than 2022's revenue. Many reasons can be attributed to that consistent decrease in revenue. The hotel might have decreased in occupancy rate because of customer dissatisfaction with the services (Walker, 2020). The hotel's revenue might also have decreased due to the lower rate for rooms. Furthermore, the decreasing sales in the hotel's restaurant and bar might have an impact on its total revenue (Tranter et al., 2014).
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	Year
	Expenses Trend

	2022
	11.11%

	2023
	15%


The trend at the expense of the hotel shows that in the last three years, expenses have increased at a significant rate. In 2022, the hotel had an 11.11% increase in operating expenses. Next year, the operating expenses increased to 15%. Such a consistent increase in total operating expenses can be related to different operating inefficiencies in the hotel. These inefficiencies have created more sources of costs. 
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	Profitability Ratios
	
	
	

	Year
	Net Profit Margin
	Return on Assets
	Return on Equity

	2021
	28%
	12.84%
	31.81%

	2022
	9.09%
	3.92%
	10.93%

	2023
	-27.78%
	-10.68
	-38.23%


The profitability ratio of the hotel shows that Urban Heights Hotel had a strong financial position in 2021. But in the last two years, the hotel lost its position and had a poor financial performance (Drury, 2018). The net profit margin indicates the portion of the total revenue that has been retained after paying off all the expenses of the hotel. A higher net profit margin indicates higher profitability. In 2021, the net profit margin was 28% which is quite high and shows the strong financial performance of the hotel. In 2022, the net profit margin decreased to 9.09% which is still profitable but the declining trend is concerning for the hotel. In 2023, the net profit margin became -27.78%. Negative net profit margin indicates that the hotel is losing its assets because it has higher expenses than the total revenue generated. 
The return on asset (ROA) ratio shows the relative position of the total net profit and the total assets of the hotel. The hotel had 12.84% ROA in 2021 which indicates a strong financial position to generate net profit utilising the total assets of the hotel. In 2022, the ROA fell to 3.92 which is still profitable but indicates a decrease in efficiency in the asset utilisation. In 2023, the ROA became -10.68%. A negative ROA shows that the hotel is not capable enough to generate enough net profit utilising its total assets and so it is losing its assets due to the losses. 
Return on Equity (ROE) is another profitability financial ratio that shows the relative position of the hotel's total equity and the total net profit. In 2021, the hotel had an ROE of 31.81%. The higher ROE shows that the hotel had efficient management for its equities. It utilised the equities properly to generate enough net profit (Drury, 2018). In 2022, the ROE dropped to 10.93%. At this point, the hotel is still profitable but has lost its efficiency in the utilisation of its equities to make profits. In 2023, the hotel's ROE became -38.23%. Such a negative ROE is alarming for the company as it decreases the shareholders' equity.
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	Liquidity Ratio
	

	Year
	Current Ratio

	2021
	1.8

	2022
	1.11

	2023
	0.6


The current ratio is a liquidity ratio which shows the relative position of the hotel's total current assets and total liabilities. 1.8 current ratio in 2021 indicates a comfortable liquidity position for the hotel as the hotel can easily meet all its short-term debt obligations with its existing current assets. In 2022, the current ratio decreased to 1.11. In this position, still, the hotel can meet its short-term debt obligations but it has a narrow safety margin (Drury, 2018). The hotel has a red flag in 2023 in its liquidity position because its current ratio decreased to 0.6 which indicates the hotel does not have enough current assets to meet its short-term debt obligations.
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	Solvency Ratio
	

	Year
	Debt to Equity Ratio

	2021
	1.48

	2022
	1.79

	2023
	2.39


The debt to equity ratio is a solvency ratio which shows the level of financial leverage of the hotel. In 2021, the hotel had £1 equity available for £1.48 debt. It is a moderate level of leverage. In 2022, the ratio increased to 1.79 because the hotel became more reliant on debt usage. In 2023, the ratio increased to 2.39. At this level, the hotel has used an excessive level of debt that can lead to financial insolvency to the hotel.
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Many reasons can be related to the declining profitability of Urban Heights Hotel. These reasons are identified and explained below:
· Post-Pandemic Economic Recovery: Although the hotel had a strong financial position after the COVID-19 pandemic and Brexit in 2021, the broader UK economy still had not recovered completely. The initial rebound after the COVID-19 pandemic showed significant growth in businesses due to the increasing demand in the hospitality industry. But the momentum was not sustainable. The UK economy significantly slowed down in 2022 and 2023 and had a recession (Statista , 2024). As a result, the consumers might have reduced their spending on the hospitality industry and Urban Heights Hotel had net losses in 2023.
· Inflation and Cost of Living Crisis: The UK economy encountered record-high inflation within 41 years in October 2022 (CNN, 2022). The rising energy prices due to the Russia-Ukraine war contributed to the rising inflation. Although the inflation rate eased in the subsequent months, the cost of living was rising (Lawson, 2023). As of January 2024, the UK people reported that the rising cost of living has created different financial challenges in their lives (Office for National Statistics, 2024). As a result, the demand for hospitality services might decrease and Urban Heights Hotel’s revenue per room and occupancy rate declined significantly. 
· Inefficient Resource Management: Urban Heights Hotel had a strong financial position in 2021 but in the next two years, the hotel encountered challenges in its financial health. The reason can be an inefficient resource management. As the demand for hospitality services declined, the hotel did not undertake any cost-cutting initiatives such as reducing the number of staff. Hence, the operating expenses increased significantly and revenues declined (Chin, Wu and Hsieh, 2012). The management, could not control the operational costs such as maintenance and supplies which reduced the profitability in 2022 and 2023. 
· Service Quality and Revenue Management: The hotel might encounter challenges in maintaining high-quality hospitality services and so customers became dissatisfied with the hotel brand. It could reduce the occupancy rate and total revenue. Moreover, the ineffective revenue management can lead to the financial distress of the hotel (Rauch et al., 2015). Failing to adjust the pricing of the room and services with the changing market dynamics can affect the total revenue.
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The Urban Heights Hotel can be profitable and sustainable in the long run if the hotel implements the following turnaround strategies:
· Cost Optimisation: Since the increasing operating costs have reduced the profitability and financial performance of the hotel, the management needs to focus on its operating costs. The hotel must undertake cost optimisation initiatives. At first, the management has to conduct a comprehensive audit of the hotel operation to identify the possible areas where costs can be minimised or eliminated without affecting service quality and customer satisfaction. Secondly, the non-core activities such as IT support and laundry of the hotel can be identified. Outsourcing these activities can reduce the overall costs of the hotel significantly (Defranco and Lattin, 2007). Thirdly, the hotel can implement technologies that are energy efficient such as LED lighting for reducing operating costs. Fourthly, the hotel needs to determine the optimal number of staff to ensure quality services to the guests (Ngoc Su et al., 2021). If there is an overstaffing issue within the hotel, the management might consider laying off the employees to minimise employee compensation. Finally, the hotel needs to continuously monitor the total costs and minimise the costs if they are irrelevant or redundant to the hotel operations.
· Revenue Management: The hotel must improve its revenue management to change the current financial conditions. The declining revenue trend is alarming for the future viability of the hotel (Tranter et al., 2014). Reduced revenue can incur losses to the hotel. The management has to undertake the necessary steps to improve revenue management. It can adopt a dynamic pricing strategy. In that strategy, the prices of the hotel room will be continuously changed and the adjustments will be made based on market dynamics such as demand, economic conditions, and customer buying capabilities (Denizci Guillet and Mohammed, 2015). The management can offer packages and promotion to boost the total revenue. Bundle offers room services along with spa facilities and bar services can be offered. The hotel should identify other sources for revenue generation. Making the revenue sources diversified can improve the total revenue of the hotel (Defranco and Lattin, 2007). It should also focus on its direct booking channels such as websites to attract more customers and increase hotel revenue.
· Service Quality Improvement: The hotel's declining revenue trend suggests that the hotel is losing its customers because customers are dissatisfied with the hotel's services (Tranter et al., 2014). Hence, the management must focus on the improvements of the hotel services. To improve the services, it must offer adequate training and development opportunities to the staff. The hotel staff should also be given enough compensation and facilities so that they are satisfied with the workplace. A satisfied workforce is well-motivated and can contribute to improved services to organisations in the hospitality industry (Papademetriou, Anastasiadou and Papalexandris, 2023). The hotel needs to upgrade its amenities and facilities so that guests can have an exceptional experience here. It can also adopt sustainability initiatives such as eco-friendly material usage and energy-efficient technology adoption. Sustainability practices can make customers satisfied by fulfilling their preferences (Oliveras-Villanueva, Llach and Perramon, 2020). Moreover, the hotel should take customer feedback using its websites and social media sites. Based on their feedback, the services should be continuously improved. Improved service quality can attract more customers and the hotel will be able to increase its revenue (Walker, 2020).
· Marketing and Branding: The hotel needs to undertake a comprehensive marketing strategy which will include promotion activities using both digital platforms and traditional methods, and place strategy. The hotel can apply digital marketing activities such as search engine optimization (SEO). It will increase the online visibility of the hotel's website. The hotel can develop various engaging content that highlights its services and facilities. The content can be shared through social media channels such as Facebook, Instagram, and Twitter. The utilisation of social media sites can also attract more customers to the business. The hotel can focus on its place strategy. It can enhance its website for selling the rooms. It might also consider partnering with travel agencies or other businesses to sell hotel rooms and services (Bojanic and Reid, 2017). These marketing strategies are crucial to improve the financial health of the hotel.
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Urban Heights Hotel has a poor financial health due to the market dynamics and the efficiency in the hotel management. The management had poor revenue and operating cost management. The hotel must focus on improving its services, utilisation of the resources, and marketing activities to drive its sales and minimise the operating costs to improve the financial health and make the hotel profitable. 
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