
REPORT CASE STUDY: URBAN HEIGHTS HOTEL




Executive Summary:
Over the past few years, the Urban Heights Hotel, a well-known urban facility that provides services in the areas of accommodation, food service, and event planning, has witnessed a troubling fall in revenue, profitability, and the level of happiness experienced by its customers. Within the scope of this report, a complete financial analysis of the hotel's performance is carried out, important difficulties that have contributed to the decrease are identified, and a comprehensive strategy for turning things around is proposed. The Urban Heights Hotel is able to work towards regaining its financial health and achieving operational excellence if it places special emphasis on the generation of revenue, the optimisation of costs, the management of cash flow, the development of customer experience, and asset management. Additionally, in order to provide a comprehensive assessment of the hotel's financial status, other financial analysis ratios, such as the current ratio, the quick ratio, the debt-to-equity ratio, the return on assets, and the return on equity, are examined.
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[bookmark: _Toc168608008]Introduction:
There are substantial issues that the Urban Heights Hotel is facing, including a decline in income, an increase in costs, and poor financial metrics, which raises questions about the hotel's capacity to be profitable in the long run. The purpose of this study is to examine the hotel's financial performance over the course of the past three years (Gallagher & Mohan, 2024), investigate the factors that led to the decrease, and make a recommendation for a turnaround strategy that will result in the revitalization of the business. A quantitative perspective on the hotel's financial health will be provided by the utilisation of financial analysis ratios (Corporate Finance Institute, No Date), in addition to the qualitative recommendations that will be utilised to evaluate liquidity, solvency, profitability, and efficiency.
[bookmark: _Toc168608009]Financial Performance Analysis:
· Revenue Trends: Due to a hard operating climate (Department for Business and Trade, 2023) and the need for strategic revenue development, the Urban Heights Hotel's income has slowly decreased from £2,500,000 in 2021 to £1,800,000 in 2023. Revenue fell 28% between 2021 and 2023. This fall may be due to lower occupancy rates and hotel prices. 
· Costs and Profit: Operating expenses have increased faster than sales, lowering profitability. Net income fell from £700,000 in 2021 to (£500,000) in 2023 (Creates, 2017), emphasising the need for cost control and operational efficiency. Operating expenses rose 28% between 2021 and 2023. The hotel's profitability has suffered from rising expenses and falling income.
· Liquidity and Solvency: A reduction in cash and equivalents, accounts receivable, and equity and a constant long-term debt indicate liquidity and solvency issues. Equity decreased from £2,200,000 in 2021 to £1,380,000 in 2023, raising concerns about the hotel's ability to meet long-term obligations and preserve financial stability (Merritt, 2021).
[bookmark: _Toc168608010]Financial Analysis Ratios:
1. [bookmark: _Toc168608011]Current Ratio: Current ratio evaluates hotel's capacity to cover short-term liabilities with current assets (Javed, 2023).  We'll include cash and accounts receivable in our hotel's current assets. Current obligations will be examined in this paper: Accounts payable. A falling current ratio may suggest liquidity issues. The current ratio is current assets divided by current liabilities.
· 2021 (Current Ratio of 1.8): The hotel's current assets were £1.80 for every £1.00 in current liabilities in 2021. This implies a sizable safety net to meet immediate obligations, demonstrating sound liquidity and financial stability (Gallo, 2015). The hotel was well-equipped to manage unanticipated costs and financial obstacles.
· 2022 (Current Ratio of 1.1): The current ratio fell to 1.1 by that year. This suggests a decrease in liquidity as the hotel's current assets were just 1.1 times its current liabilities. Even with a significantly smaller margin, the hotel still had enough assets to meet its liabilities. This might result in possible problems with cash flow if the hotel experienced unforeseen costs or a decline in revenue.
· 2023 (Current Ratio of 0.6): The hotel had only £0.60 in current assets for every £1.00 in current liabilities as the current ratio dropped to 0.6 in 2023. This suggests a liquidity dilemma for the hotel since it shows insufficient short-term assets to pay its short-term creditors (Holyk, 2024). The hotel can find it difficult to fulfil its immediate responsibilities, such as paying employees, vendors, and other running costs. Serious operational and financial problems could result from this circumstance.
2. [bookmark: _Toc168608012]Quick Ratio: The quick ratio excludes accounts receivable from current assets to measure the hotel's immediate liquidity. The quick ratio measures liquidity more strictly than the current ratio since it excludes inventory and other less liquid current assets (Girsch-Bock, 2024). A low quick ratio suggests short-term obligations may be challenging (Accounting Professor, 2023). Urban Heights Hotel's quick ratio is Cash and Equivalents divided by current liabilities.
· 2021 (Quick Ratio of 1.2): The hotel's quick assets (CFI Team, No Date), which included cash and easily convertible receivables, exceeded its current liabilities by 1.2 times. This suggests that the hotel has good liquidity, which means it won't have to sell any merchandise to pay for its immediate obligations.
· 2022 (Quick Ratio of 0.7): The hotel's quick assets could only pay 70% of its current liabilities by 2022, when the quick ratio fell to 0.7. This points to possible emerging liquidity problems, as the hotel becomes more dependent on its inventory and other less liquid assets to pay its debts (Inspired Economist, 2023).
· 2023 (Quick Ratio of 0.3): The hotel's quick assets could barely cover 30% of its existing liabilities by 2023, as the quick ratio further decreased to 0.3. This is a blatant indication of serious liquidity issues.
3. [bookmark: _Toc168608013]Debt-to-Equity Ratio: In the hotel's financial structure, the debt-to-equity ratio measures loan financing to equity financing (Taylor, 2022). A rising ratio may suggest financial risk and leverage. The next section will determine the debt-to-equity ratio by dividing all long-term liabilities by equity.
· 2021 (Debt-to-Equity Ratio of 1.4): The hotel's debt was £1.40 for every £1 of equity in 2021. This suggests a rather well-rounded financing strategy with a modest degree of debt-related risk.
· 2022 (Debt-to-Equity Ratio of 1.6): The hotel's debt-to-equity ratio climbed to 1.6 by 2022, indicating that there was £1.60 in debt for every £1 in equity. This implies a rising dependency on debt, raising the danger of money problems.
· 2023 (Debt-to-Equity Ratio of 2.2): This year saw a further increase in the ratio to 2.2, meaning that for every £1 in equity, the hotel had £2.20 in debt. This signifies a notable transition towards debt financing and an increased level of financial risk (Stokes, 2024).
4. [bookmark: _Toc168608014]Return on Assets (ROA): ROA measures how well the hotel uses its assets to create money (Hargrave, 2024). A lower ROA indicates poorer profitability relative to asset utilisation. ROA is calculated by dividing net income by average total assets.
· 2021 (ROA of 12%): For every pound of assets, the hotel made £0.12 in profit in 2021. This suggests a robust and effective utilisation of resources to produce revenue.
· 2022 (ROA of 3%); by 2022, the ROA had plummeted to 3%, indicating a dramatic decline in the hotel's capacity to turn a profit from its assets. With only £0.30 in profitability per £1.00 of assets, there was a decrease in efficiency.
· 2023 (ROA of -10%): The hotel was running at a deficit in 2023 as the ROA continued to drop to -10%. The hotel was losing £0.10 for every pound of assets. This ROA is negative, indicating extreme inefficiency and financial hardship (Cliffcore, 2022).
5. [bookmark: _Toc168608015]Return on Equity (ROE): ROE measures how lucrative the hotel is and how well it creates money for its equity owners (Birken and Curry, 2021). A diminishing return on equity may indicate lower profits and shareholder value. Net income divided by average total equity yields ROE.
· 2021 (ROE of 31%): The hotel generated a profit for every £1 of shareholders' equity in 2021, a very profitable year. This suggests excellent profitability and efficient management.
· 2022 (ROE of 10%): The ROE fell to 10% by 2022, indicating a sharp decline in the hotel's profitability. With only £0.10 in profit for every £1 in equity, the hotel was using equity less effectively than it should have been.
· 2023 (ROE of -36%): The hotel was running at a loss in 2023 as the ROE dropped to a negative -36%. The hotel was losing £0.36 for every £1 of shareholders' equity that was invested. This is blatant evidence of inefficiency and financial hardship (Accounting Insights Team, 2024).
[bookmark: _Toc168608016]Key Reasons for Decline:
· Lockdowns, travel restrictions, and a decline in consumer spending because of the Covid-19 pandemic were among the major negative effects on the hotel sector (Hutton, Irvine and Foley, 2022). These factors probably contributed to decreasing occupancy rates and income at the Urban Heights Hotel (Lee et al., 2024).
· Potential guests may have been drawn away from the Urban Heights Hotel by the emergence of other lodging options like Airbnb and brand-new hotels in the area (Blal, 2018).
· An increase in operating costs without a matching rise in revenue points to a lack of effectiveness in cost control. This can entail more maintenance, labour, or utility costs (Ryzhkov, 2024).
·  Falling customer satisfaction points to possible issues with marketing initiatives, customer engagement programmes, and service quality (Peuter-Rutten, 2020). It's possible that the hotel failed to properly adjust to shifting consumer demands and market dynamics.
·  The decline in the value of the equipment and property points to potential neglected maintenance and an ageing infrastructure, both of which may have a detrimental effect on the satisfaction and experience of visitors.

[bookmark: _Toc168608017]Turnaround Strategy:
Cost Reduction (Landman, 2023):
- Analyse operating expenses to identify cost-cutting options.
- Negotiate with suppliers for better terms and bulk purchase discounts.
- Reduce utility costs by implementing energy conservation methods.
- Optimise cost efficiency by matching staffing with occupancy rates.
Increase revenue (Hollander, 2024):
- Use dynamic pricing to vary hotel prices based on demand fluctuations.
- Employ targeted marketing strategies to attract corporate and leisure tourists. Use email marketing, social networking, and travel company partnerships.
- Enhance loyalty schemes to boost consumer retention and encourage repeat visits.
- Offer attractive packages for business events, weddings, and social gatherings to maximise event facility utilisation.
- Implement a visitor feedback system to identify areas for improvement and address problems quickly.
- Utilise CRM (Customer Relationship Management) software to tailor marketing and enhance customer engagement.
- Partner with local businesses and tourism officials to create compelling travel packages.
- Implement strict cash flow management practices to ensure sufficient finances. This includes fast collection and careful handling of firm debt.
- Establish a financial cushion to handle unexpected expenses and economic fluctuations.
- Establish KPIs to assess financial performance, occupancy rates, customer satisfaction, and operational efficiency.
- Evaluate progress and adjust turnaround strategy through frequent financial evaluations.
- Implement contingency plans to mitigate economic downturns, including adaptive pricing and cost reduction.
- Ensure strict health and safety compliance to build customer trust, especially after the pandemic.
- Regularly reviewing and effectively communicating health and safety procedures to guests and personnel.
- Ensure ongoing staff training to improve service and client interactions.

[bookmark: _Toc168608018]Conclusion:
The Urban Heights Hotel is confronted with substantial obstacles, such as a decrease in revenue, an increase in expenses, and a decline in client satisfaction. Nevertheless, by implementing a thorough plan for financial reorganisation, enhancing operational efficiency, and effectively managing risks, there is a possibility to rejuvenate the hotel's financial well-being and regain its standing. Urban Heights Hotel can overcome its current challenges and achieve long-term growth by implementing cost reduction strategies, increasing income through focused marketing and flexible pricing, and upgrading the quality of its services. Consistently evaluating the performance and adherence to best practices in financial and operational management will be essential to guarantee the business's long-term sustainability.
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