


Executive Summary: 
This study assesses the financial decline of Urban Heights Hotel from 2021 to 2023, which is marked by diminishing income, rising operational expenses, and severe net losses. Increased market competition, economic downturns, customer dissatisfaction, and higher operating costs are all important considerations. The balance sheet indicates declining cash reserves, accounts receivable, and asset values. To address these challenges, a comprehensive turnaround strategy is advised, focusing on competitive pricing, greater marketing, higher service quality, cost reduction, and financial restructuring. This plan aims to restore profitability, enhance the hotel's reputation, and ensure its long-term viability.






















Contents
Executive Summary	1
Introduction	3
Income Statement Analysis (2021-2023)	3
Profit Margin	4
Operating Margin	5
Analysis of the Balance Sheet	6
Current Ratio	9
Debt Equity Ratio	11
Return on Assets (ROA)	13
Market Risk (Increased market competitiveness)	13
Operational Risk (Increasing Operating Cost):	14
Comprehensive Turnaround Strategy for the Urban Heights Hotel	15
1. Market Risk Mitigation	15
2. Operational Risk Mitigation	16
3. Managing financial Risks	16
4. Regulatory and Compliance Risk Mitigation	17
5. Reputation management	17
6. Financial Restructuring	18
Key Steps and Timeline	18
Expected Outcomes	19
Conclusion	20
References	21




[bookmark: _Toc168582775]Introduction:
The Urban Heights Hotel is a shining example of elegance in the city's bustling centre. The Urban Heights Hotel offers restaurants, bars, and event spaces in an urban setting. This hotel's nicely designed rooms with outstanding city views provide the ideal balance of modern comfort and classic charm. In recent years, the resort has seen a decrease in income, occupancy rates, and client satisfaction. The owner is concerned about the business's future viability and has asked for your help in determining if a turnaround strategy can save it. This report will evaluate the hotel's financial performance and operational issues over the last three years to figure out whether a turnaround strategy can restore profitability and assure long-term survival.
Financial Performance of Urban Heights Hotel
[bookmark: _Toc168582776]Income Statement Analysis (2021-2023):
To evaluate “the financial performance of Urban Heights Hotel during the last three years, the report will consider key financial indicators such as total revenue, operating expenses, and net income.” Let’s analyse these indicators:

2021

a. Total Revenue:
The Urban Heights Hotel's revenue has continuously decreased during the last three years. Revenue fell from £2,500,000 in 2021 to £2,200,000 in 2022, and finally to £1,800,000 in 2023. This pattern indicates a significant reduction in business activity or consumer base. Several factors could explain this decrease:

Market Competition: 
Increased competition from new hotels or other substitutes such as Airbnb may have attracted visitors away So Airbnb affects the total revenue of the urban height’s hotel. 
Economic Conditions: 
Economic downturns or decreased visitor activity may reduce the occupancy rates of the Urban Heights Hotel. 
Customer Satisfaction: 
As previously said, diminishing client happiness may lead to fewer repeat customers and negative evaluations, discouraging prospective guests. 
Service Quality: 
Reduced service quality and antiquated amenities may prevent guests from returning or recommending the hotel to others.
[bookmark: _Toc168582777]Profit Margin:
The profit margin is a financial statistic that assesses a company's profit as a percentage of its total revenue. To evaluate the hotel’s financial health and efficiency here is calculate the profit margin:
 
The profit margin has dropped dramatically, indicating that the hotel is becoming less efficient at converting revenue into actual profit.
b. Operating Expenses:
Urban Heights Hotel's operating expenses have risen year after year, from £1,800,000 in 2021 to £2,000,000 in 2022, and in 2023 reach £2,300,000. This increase in expenses, despite decreased profits, exposes various underlying causes:
Inflation: 
General inflation has led to rising prices for goods and services (Oner, 2022). Urban Heights Hotel will pay higher prices for utilities, supplies, and maintenance services, all of which are essential for day-to-day operations 
Labour Costs: 
The hotel industry usually faces high labour costs due to the need for a large, professional workforce (Lace, 2023). Wages at Urban Heights Hotel may have grown as a result of increasing minimum wage legislation or the need to give competitive remuneration in a tight labour market. 
[bookmark: _Toc168582778]Operating Margin:
The operating margin is a crucial financial indicator that assesses a company's efficiency and profitability by determining the proportion of revenue left after deducting operating expenses. It's calculated as:

The operating margin tracks the profit margin, highlighting the increasing inefficiency in operations.
c. Net Income:
Declining Profitability: 
The Urban Heights Hotel's net income has fallen substantially, from £700,000 in 2021 to £200,000 in 2022, ending in a £500,000 loss in 2023. This decline is due to:
Revenue-Expense Imbalance: 
The considerable drop in revenue, along with rising operational costs, has had a significant impact on profitability (Jones, 2023). The severe decrease in income, along with rising operational expenses, has had a significant impact on Urban Heights Hotel's profitability, as the hotel has been unable to adjust its cost structure to match dropping revenues.
High Fixed Costs: 
Fixed costs at Urban Heights Hotel, such as salaries, rent, and utilities, do not drop in proportion to occupancy rates, resulting in increased financial losses as revenues fall (Richard et al, 2002). So the high fixed cost is the cause of declining the probability of urban Heights hotels. 
[bookmark: _Toc168582779]Analysis of the Balance Sheet
To evaluate the Urban Heights Hotel's financial performance during the last three years, we must first understand its current balance sheet as of the end of 2023. The balance sheet outlines the hotel's financial position, including assets, liabilities, and equity. Let's look at the components presented:
A: Cash and Equivalents:


Graph 2
Graph 2 indicates the decline in the cash and equivalents. The continual decrease in cash and equivalents suggests that the hotel has been spending more than it generates. This could be attributed to higher operational costs, larger investments, or decreased revenue (Minder, 2023).
B: Account Receivable:

Graph 3
The graph shows the decline in accounts receivable. The reduction in accounts receivable indicates either better efficiency in collecting payments from customers or a decrease in sales. If sales have fallen, it could suggest a drop in business activity (Jones and Lockwood, 2018, P. 56).
C: Property and Equipment:

Graph 4
The graph indicates that the value of property and equipment also declining. Property and equipment values have declined, most likely due to depreciation and asset sales. This decline in the value of property and equipment suggests that the hotel did not invest significantly in new property or equipment (O'Fallon and Rutherford, 2011, p. 32).
D: Total Assets

Graph 5
The graphs show that the total assets of the hotel in declining. Total assets are declining due to reductions in cash, accounts receivable, and property and equipment. This indicates that the hotel's asset base is diminishing (Beers, 2023).
E: Account payable:


Graph 6
Graph 6th indicates that increasing in accounts payable suggests that the hotel is deferring payments to its suppliers, which could be a cash management strategy or a sign of financial difficulty (Gardner and Olden, 2017, P. 283).
[bookmark: _Toc168582780]Current Ratio:
The current ratio helps to analyse the financial ratio:

F: Long-term Debt:


Graph 7

The 7th graph specifies that the long-term debt remains steady, indicating that the hotel has not taken on new or paid off existing debt. This stability could imply a consistent approach to managing long-term liabilities (Fraser and Ormiston, 2016).
[bookmark: _Toc168582781]Debt Equity Ratio:
The debt-to-equity ratio compares the amount of debt a company uses to fund its operations to the amount of money shareholders invest. 

G: Total Liabilities

Graph 8

The 8th graph shows that the gradual increase in total liabilities is primarily due to rising accounts payable. This could imply ongoing cash flow management concerns (Johnson, 2023).
H: Equity:

 2021                                        2022                             2023

Graph 9
The 9th graph specifies that the significant drop in equity is typically the result of net losses or pay-outs to shareholders that outweigh profits. This reduction indicates that the hotel is not retaining enough earnings to support operations or development (Higgins, 2015, P.28).
Solvency:
The following table shows the total assets and total liabilities of the Hotel:
	Assets/liabilities
	2021
	2022
	2023

	Total Assets 
	£5,450,000
	£5,100,000
	£4,680,000

	Total Liabilities
	£3,250,000
	£3,270,000
	£3,300,000



The solvency position is measured by the relationship between total assets and total liabilities (Hayes, 2023). The Hotel's solvency position is decreasing. Total assets have decreased from £5,450,000 in 2021 to £4,680,000 in 2023, while total liabilities have increased marginally from £3,250,000 to £3,300,000 during the same period. This has resulted in a drop in equity from £2,200,000 in 2021 to £1,380,000 in 2023, indicating a lower buffer for absorbing financial shocks and increasing risk.
[bookmark: _Toc168582782]Return on Assets (ROA):

This has declined from 12.84% in 2021 to -10.68% in 2023, showing that the hotel's assets are not being used properly to generate profit. 
Key reasons for the decline in profitability
Risk Analysis:
There are following is the risk analysis to find the key reasons for declining in Profitability:
[bookmark: _Toc168582783]a. Market Risk (Increased market competitiveness): 
Urban Heights Hotel confronts increased competition from new hotels and other lodging options such as Airbnb. Furthermore, economic downturns can reduce the number of travellers, affecting occupancy rates and income. This increased competition results in a loss of market share, causing the hotel to lower its pricing to stay competitive. According to Jones (2021), the rise of budget hotels and short-term rental platforms has significantly reduced the market share of traditional hotels, resulting in a 15% drop in average occupancy rates for established properties.
[bookmark: _Toc168582784]B. Operational Risk (Increasing Operating Cost):
The hotel experience the rising running costs, such as inflation and increasing wages, as well as maintaining service quality, are examples of operational hazards. Reduced client satisfaction as a result of poor service quality and obsolete amenities poses a considerable operating risk.
C. Financial Risk (Hotel’s High Fixed Cost):
The Urban Heights hotel faces financial risks that include the hotel's high fixed costs, which do not decrease proportionally with occupancy rates, resulting in larger financial losses during periods of low income. The declining cash and equivalents, as well as the increasing obligations, exacerbate these financial issues.
D. Regulatory and Compliance Risks (Follow the Number of Requirements): 
The hotel must follow several requirements, including health and safety guidelines, labour laws, and environmental regulations. Noncompliance may result in fines and legal issues, worsening the financial situation.
Assessing and quantifying risk 
a. Market Competition: 
The reduction in revenues from £2,500,000 in 2021 to £1,800,000 in 2023 represents a loss of market share. 
b. Economic Conditions: 
The drop in revenue and occupancy rates reflects broader economic conditions since declining visitor activity affects hotel performance. 
c. Customer Satisfaction and Service Quality: 
Measured by a decline in repeat customers and negative feedback, which influences future bookings.
d. Operational costs: 
Operational expenses have increased from £1,800,000 in 2021 to £2,300,000 in 2023, reflecting escalating cost constraints. 
e. Fixed costs: 
The inability to reduce fixed expenses in line with dropping sales has a significant impact on net income, ending in losses in 2023.
[bookmark: _Toc168582785]Comprehensive Turnaround Strategy for the Urban Heights Hotel
A comprehensive turnaround strategy is necessary to address Urban Heights Hotel's major concerns while also recovering its financial health and reputation. The following recommendations align with the key obstacles and hazards identified:


[bookmark: _Toc168582786]1. Market Risk Mitigation 
1.1 Competitive Prices and Packages. 
Issue Addressed: 
Revenue is decreasing due to market competition. 
Recommendation: 
To attract customers, use competitive pricing strategies and offer value-added bundles. Using competitive pricing methods and value-added bundles aligns with Michael Porter's Competitive Strategy model, which focuses on differentiation and cost leadership to gain a competitive advantage. Offer discounts for early bookings, long-term stays, and business clients. 
1.2 Enhanced Marketing and Branding 
Issue Addressed: 
Reduced revenue and market visibility. 
Recommendation: 
Revamp the marketing plan to highlight the hotel's distinguishing characteristics. Concentrate on digital marketing, social media, and collaborations with travel agencies. 
Implementation: 
Improving service quality and applying cost management strategies are congruent with Total Quality Management (TQM) ideas and Lean Six Sigma procedures, both of which aim to improve operational efficiency and customer satisfaction
[bookmark: _Toc168582787]2. Operational Risk Mitigation 
2.1 Service Quality Improvement 
Issue Addressed: 
Customer satisfaction and repeat sales are dropping. 
Recommendation: 
Improve service quality by training staff and upgrading facilities. 
Implementation: 
Create comprehensive training courses for staff that focus on customer service excellence. Renovate rooms and common areas to modern standards, with a focus on areas that receive the most customer complaints.
2.2 Cost Management and Efficiency 
Issue Addressed: 
Increasing operating expenses and inefficiencies. 
Recommendation: 
Implement cost-cutting techniques while maintaining service quality. 
Implementation: 
Conduct a thorough study of operational costs. Negotiate better rates with suppliers, employ energy-saving technologies to reduce utility expenses, and customise personnel schedules to match occupancy.
[bookmark: _Toc168582788]3. Managing Financial Risks:
3.1 Revenue Management. 
Issue Addressed: 
Net income fell due to a revenue-expense imbalance. 
Recommendation: 
Optimise revenue by combining dynamic pricing and multiple income streams. 
Implementation: 
Using revenue management tactics and improving cash flow management is consistent with Financial Risk Management theory, which promotes responsible financial decision-making to decrease risks and maximise financial performance. 
3.2 Cash Flow Management:
Issue addressed: 
Cash and equivalents are falling while liabilities are growing. 
Recommendation:
Improve cash flow by properly managing receivables and payables. 
Implementation: 
Tighten credit policies and follow up on receivables. Extend payment terms with suppliers wherever possible to improve cash flow.
[bookmark: _Toc168582789]4. Regulatory and Compliance Risk Mitigation 
4.1 Compliance Training: 
Issue addressed: 
Potential regulatory and compliance issues. 
Recommendation: 
Ensure that all staff are appropriately trained and educated about regulatory norms. 
Implementation: 
Implementing compliance training and maintaining health and safety standards aligns with Corporate Governance frameworks and Legal Compliance models, assuring regulatory and ethical adherence.
4.2 Health and Safety Standards. 
Issue solved: 
Health and safety concerns affecting visitor trust and compliance. 
Recommendation: 
Maintain rigorous health and safety standards to ensure regulatory compliance and guest trust. 
Implementation: 
Conduct frequent health and safety audits. Implement stringent cleaning procedures and provide health and safety training to personnel. Display compliance certifications prominently to provide guest assurance.
[bookmark: _Toc168582790]5. Reputation management:
5.1 Customer Feedback System 
Issue Addressed: 
Low consumer satisfaction and negative feedback. 
Recommendation: 
Establish a comprehensive method for collecting and responding to client feedback. 
Implementation: 
Establish online and offline feedback systems. Review feedback frequently and respond promptly to any issues that occur. Use comments to help improve services and train employees. 
5.2 Public relations campaign:
Issue Addressed: 
Negative reputation as a result of decreased service quality and consumer satisfaction. 
Recommendation: 
Launch a public relations campaign to improve the hotel's reputation. 
Implementation: 
Hire a public relations firm to run the campaign. Positive developments and guest experiences should be emphasised in news releases, media interviews, and social media posts.
[bookmark: _Toc168582791]6. Financial Restructuring
6.1 Debt Restructuring:
Issue Addressed: 
Rising financial liabilities and diminishing solvency.
Recommendation: 
Restructure current debts to improve financial stability. 
Implementation:
Negotiate with lenders to get better terms, such as longer loan terms or lower rates. Investigate debt consolidation options if they are beneficial. 
6.2 Equity Infusion:
Issues addressed:
Include declining equity and financial stability.
Recommendation: 
Increase equity investments to improve the balance sheet. 
Implementation:
Provide potential investors with a detailed turnaround plan. Use the funds to complete critical repairs, marketing campaigns, and operational upgrades.
[bookmark: _Toc168582792]Key Steps and Timeline:

[bookmark: _Toc168582793]Expected Outcomes: 
Urban Heights Hotel should expect the following outcomes after completing this comprehensive turnaround strategy: 



Overall, this plan aims to revive the hotel's financial health, restore its reputation, and ensure its long-term survival, resulting in the highest potential financial return for the owner.

[bookmark: _Toc168582794]Conclusion:
The Urban Heights Hotel, which is experiencing declining profitability, occupancy rates, and customer satisfaction, needs a thorough turnaround strategy. The financial performance evaluation found decreased revenue, rising operational costs, and net income losses. Key financial ratios revealed a decline in liquidity and profitability. A thorough balance sheet examination indicated diminishing assets and increasing liabilities. The proposed turnaround strategy aims to reduce market risk, improve service quality, minimise costs, manage financial risk, ensure regulatory compliance, and manage reputation. These efforts, which include competitive pricing, increased marketing, cost reduction, and debt restructuring, are intended to restore the hotel's financial health, operational efficiency, and market reputation, ensuring long-term success. 
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Formula: Profit Margin = (Net Income / Total Revenue) * 100
2021: (700,000 / 2,500,000) * 100 = 28%
2022: (200,000 / 2,200,000) * 100 = 9%
2023: (-500,000 / 1,800,000) * 100 = -27.8%






Formula: Operating Margin = (Operating Income / Total Revenue) * 100
2021: (700,000 / 2,500,000) * 100 = 28%
2022: (200,000 / 2,200,000) * 100 = 9%
2023: (-500,000 / 1,800,000) * 100 = -27.8%





Formula: 
Current Ratio(𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠)/(Current Liabilities)
2021:
Current Assets:
Cash and Equivalents: £300,000
Accounts Receivable: £150,000
Total Current Assets: £300,000 + £150,000 = £450,000
Current Liabilities:
Accounts Payable: £250,000
Current Ratio 2021= £450,000/£250,000 = 1.8
2022:
Current Assets:
Cash and Equivalents: £200,000
Accounts Receivable: £100,000
Total Current Assets: £200,000 + £100,000 = £300,000
Current Liabilities:
Accounts Payable: £270,000
Current Ratio 2022= £300,000/£270,000 = 1.11
2023:
Current Assets:
Cash and Equivalents: £100,000
Accounts Receivable: £80,000
Total Current Assets: £100,000 + £80,000 = £180,000
Current Liabilities:
Accounts Payable: £300,000
Current Ratio 2023= £180,000/£300,000 = 0.6

The current ratio assesses the hotel's ability to meet short-term obligations with its short-term assets. Over three years, the current ratio decreased from 1.8 in 2021 to 0.6 in 2023. This falling trend suggests that the hotel's liquidity is deteriorating, meaning that it may struggle to meet its short-term liabilities as they become due. 








Formula:Debt to Equity Ratio=Total Liabilities/Equity
​2021: 3,250,000​/2,200,000 ≈ 1.48
2022: 3,270,000/ 1830,000 ≈ 1.79
2023: 3,300,000/1,380,000 ≈ 2.39
This increase, from 1.48 in 2021 to 2.39 in 2023, indicates that the hotel is becoming more leveraged, relying on debt financing rather than equity, hence increasing financial risk.





ROA=( Total Assets/Net Income)×100
2021: (700,000/5450,000) × 100 ≈12.84%
2022: (200,000/5100,000) × 100 ≈3.92%
2023: (-500,000/4,680,000) × 100 ≈-10.68%






Market Risk Mitigation 


Operational Risk Mitigation 


Managing Financial Risks


Regulatory and Compliance Risk Mitigation


Reputation Management


Financial Restructuring











Immediate (0–3 months): 


Renovate key areas of the hotel.


Short-term (3 to 6 months): 


Perform market research to ensure competitive pricing.
Begin staff training programmes.
Implement cost-cutting strategies.
Launch the marketing campaign.



Create new bundles that include dynamic pricing.


Improve cash flow management.

Improve the consumer feedback mechanisms.
Offer regular compliance training.
Launch the public relations campaign.



Complete all major renovations.
Ensure constant occupancy and revenue 
growth.
Continue to evaluate and enhance service quality.


Medium-term (6–12 months):


Long-term (over 12 months)












Competitive pricing and stronger marketing initiatives led to higher occupancy rates and revenue. 



Better service and amenities result in higher customer satisfaction and repeat business. 


Better management and cost-cutting strategies lead to more efficient operations and fewer expenses. 


A restored reputation, leading in more guests and positive remarks. 



Enhanced financial stability through higher cash flow, debt restructuring, and potential equity infusion. 







Income Statement (in GBP)
Items	Revenues	Operating Expenses	Net Income	2021	2500000	1800000	700000	Items	Revenues	Operating Expenses	Net Income	2022	2200000	2000000	200000	Items	Revenues	Operating Expenses	Net Income	2023	1800000	2300000	500000	



Cash and Equivalents
300000	200000	100000	


Account Receivable
150000	100000	80000	


Property and Equipment
5000000	4800000	4500000	


Total Assets
5450000	5100000	4680000	


Account Payable
250000	270000	300000	


Long Term Debt
3000000	3000000	3000000	


Total Liabilities
3250000	3270000	3300000	


Equity
2200000	1830000	1380000	
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