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Executive Summary
The report presented below has focused on the case study of Urban Heights Hotel, which is a hotel with restaurant, bar and event facilities and operating in UK hotel and hospitality industry. However, the major concerning area to the business owner is its financial viability in future as declining revenue, occupancy rate and customer satisfaction have been major challenge for the organisation. Contextually, the evaluation of trends and patterns of financial performances have also exhibited declining profitability. These issues are further seen to be caused by the economic event like; COVID-19 pandemic and BREXIT Impact. Henceforth, as the core consequence; staffing issues and rising costs of operations have been severe risks that are required to be eliminated. Thus, the report below has drafted necessary turnaround strategies in detailed to be undertaken by the owner for the hotel to regain its financial position and performance in the target market.
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The case study at present would focus on The Urban Heights Hotel that is completely operational in UK across its urban landscape with restaurant, bar and event facilities. However, it is to be seen that the hotel has been facing major challenges in terms of declining revenue, occupancy rates as well as declining customer satisfaction. Thus, by conducting detailed evaluation of trends and patterns of Urban Heights Hotel's financial performance over the years, the study is subjected to identify the reason behind the emerging challenges faced by the hotel. Accordingly, developing a comprehensive turnaround strategy with most viable financial option would be executed. 
[bookmark: _Toc167404964]Evaluation of Trends and Patterns of Financial Performance 
Revenue Trends
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Figure 1: Revenue Trend
(Source: Author’s Creation)
At the first stage considering the revenue generated by Urban Heights Hotel, it is seen that resort's revenue trend has been declining. It is found that in FY2021, hotel had revenue valuation of £2,500,000 that has further declined to £2,200,000 in FY2022 and £1,800,000 in FY2023. Significantly, this continuously declining revenue trend of Urban Heights Hotel is the indicator of lower profitability performance of the hotel organisation (DAHIYAT et al. 2021). For this declining revenue, the major responsible factor could be lower market demand of hotels and hospitality services within UK industry following COVID-19 pandemic situation.
Expense Trends
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Figure 2: Expense Trend
(Source: Author’s Creation)
Furthermore, from the financial statement of income of Urban Heights Hotel, it is evident that the expenses have further been increased continuously over the three years. Specifically, it is seen that in FY2021, hotel's operating expenses were amounted £1,800,000 that has further increased to £2,000,000 in FY2022 and £2,300,000 in FY2023. These continuously increasing expenses are clearly denoting that with declining revenue and increasing operating expenses, Urban Heights Hotel's overall profitability at the end of the year would be declining (Ayoush et al. 2021). As the main cause behind this rising operating expenses can be said that regardless of halt in hospitality services due to pandemic crisis situation, the costs of employees as well as business premises and other physical assets have been occurring for the hotel. 
Profitability
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Figure 3: Profitability Trend
(Source: Author’s Creation)
In context of measuring profitability trend under Urban Heights Hotel's financial performances, Net Profit Margin or NP Margin has been estimated. It has shown declining trend of profitability leading to negative trend in the latest financial period (Yenni et al. 2021). It is to be seen that in FY2021, the hotel had NP Margin of 28% that has decreased to 9.09% in FY2022 and in FY2023, the profit margin was negative of -27.78%. The declining and adverse profitability of Urban Heights Hotel has been imposed by the pandemic crisis and global lockdown situation and has further been fuelled by BREXIT impact. It is seen that UK's exit from EU has created challenges for hospitality service sector in context of shortage of skilled workforce. As a result, understanding customer demand and prioritising their need has been deteriorated over the years. This has further been fuelled by Covid-19 pandemic, when the organisation was not being fully operational due to lockdown severity. Thus, with lower customer demand and occupancy rates, the stream of revenue generation has declined, however, the fixed costs related to the hotel was continued to rise further (Amoa-Gyarteng et al. 2021). As a whole along with no improved income sources and no controlled costs measurements, the financial profitability has been led to adverse situation.
Liquidity 
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Figure 4: Liquidity Trend
(Source: Author’s Creation)
In short-term liquidity context, it is to be found that the current ratio trend of the hotel organisation has been decreasing over the three years. It is evident that, in FY2021, the hotel had current ratio of 1.80 that has decreased to 1.11 in FY2022 and 0.60 in FY2023. This deteriorating liquidity position of the hotel is indicating towards obligations in paying off the short-term debts such as; accounts payables with the available cash and cash equivalents (Dirman, 2020). The lower cash and cash equivalents are observed due to declining sales revenue and profit margin at the end of the years, which are further being used to cope with the costs or expenses occurred.
Solvency
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Figure 5: Solvency Trend
(Source: Author’s Creation)
On the other hand, the solvency parameter would denote to organisation's financial position in long-term, whether Urban Heights Hotel is in solvent position or not. Thus, in this context under solvency parameter, both D/E ratio and Debt-to-Assets ratios have been measured. D/E ratio would measure proportion of debt and equity capital within the capital structure (Sitompul et al. 2020). On the other hand, Debt-to-Assets ratio would denote how much of assets of the organisation are financed by debt capital. In both ratio parameters, it is significantly evident that Urban Heights Hotel has higher proportion of debt capital compared to its equity capital. With higher proportion of debt in capital structure as well as also in financing the assets, the risk of insolvency has increased for the hotel. This is because; higher debt proportion would include higher proportion of fixed interest payment against the debt capital (Horobet et al. 2021). Thus, with continuously rising debt capital and having declining profitability and revenue resources, the fixed financial obligations would be higher, which would certainly impose insolvency threat for Urban Heights Hotel.
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Current Economic Environment of UK Causing Declining Profitability
Prior coming to the identification and discussion on the reasons behind the declining profitability for Urban Heights Hotel, it is necessary to assess its economic landscape in UK. In this context, it is to be considered that Urban Heights Hotel operates in UK hospitality service industry (Ntounis et al. 2022). In FY2019, economic output of UK hospitality industry was around 3% of UK's whole economic output. However, on socio-economic context, the impact of Covid-19 pandemic situation has imposed global lockdown and restrictions.
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Figure 6: COVID-19 Impact on UK Hospitality Sector
(Source: statista.com, 2024)
Therefore, restrictions on trading have disproportionately impacted the hospitality industry. It is evident that total hospitality economic output was decreased by 42% in FY2020 compared to 2019. Hospitality output has decreased by 21% in 2021, which has made share of hospitality industry in UK economy to decrease from 3% to 2% between 2019 and 2020 (commonslibrary.parliament.uk, 2024). Significantly, while closures and restrictions had restricted customer demand and business revenue, hospitality business like Urban Heights Hotel continued to faced fixed costs such as property and staff costs. Thus, with increasing expenses, profitability performance of the hotel has been declining.
Reasons behind Declining Profitability
Following the discussion above, it is evident that volatile macroeconomic environment of UK, specifically the Covid-19 pandemic situation has caused declining profitability for the hotel in the industry (Spanaki et al. 2021). However, beside the Covid-19 forces, it is also to be identified that there are certain internal reasons that has caused Urban Heights Hotel's declining profitability. These reasons are further discussed below:
Poor Revenue Generation and Constantly Rising Expenses over the Years: From the income statement of Urban Heights Hotel over the last three years, it is evident that revenue has continued to decrease from FY2021-2023. While the operating expenses of the hotel business has continued to rise over the three years. Operating costs are seen to be just one of the ways in which operating expenses would reduce net sales to achieve net profit (Jones and Comfort, 2020). Specifically, if the UK economic environment is considered, then, it could be found that Covid-19 pandemic after-effects have led UK to face major inflationary pressure with increasing business costs. The rising costs and lower consumer purchasing power due to volatile economic conditions in UK has reduced the sales revenue stream for Urban Heights Hotel in UK hospitality service industry (Alonso et al. 2020). As a result the overall profitability of the hotel business in terms of net income has been decreasing.
Declining Occupancy Rate: Furthermore, UK hotel sector is seen to have seen slowdown trends in customer demand. In UK, occupancy rate is observed to be declined from 83% to 79.6% due to shifted customer demand as business travel tails off in the industry and people prefers going to overseas on holidays. Additionally, considering current technical inflationary pressure of UK, it is evident that cost of living has increased with reduction in purchasing power (Redjeki et al. 2021). These economic activities as a whole has reduced revenue per room of hotels and declining rate of occupancy by the customers. This in turn has caused Urban Heights Hotel to have lower profitability as well.
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Figure 7: Occupancy Rate at UK Hotel Sector
(Source: rsmuk.com, 2024)
Poor Customer Satisfaction: Another major reason behind the declining profitability of the hotel is its poor customer satisfaction. If the geopolitical event that is BREXIT impact is considered, then, it could be found that after UK leaving EU, the challenge of sufficient and skilled human resource sourcing has been persisting (theneweuropean.co.uk, 2024). Thus, with lack of sufficient skilled employee base, it has become challenging for the hotel to maintain proper standard of customer services like; food quality and other hospitality services. Hence, with poor customer service standards of the hotel, the satisfaction rate of customers has also declined, which in turn has led to have poor sales and declining profitability performance.
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Risk Evaluation and Justification
Following the discussion above, it can be seen that Urban Heights Hotel has been facing several major risks or issues in terms of lower profitability, declining revenue, and occupancy rate and customer satisfaction (Canhoto and Wei, 2021). However, if looked closely, then, it could be seen that all these challenges have occurred due to poor customer demand or satisfaction of Urban Heights Hotel's services and continually rising costs.
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Figure 8: Risk Matrix
(Source: Author’s Creation)
The presented risk severity model above has denoted several risks faced by the hotel. Whether it is poor revenue generation or declining occupancy rate and declining customer satisfaction; all of these issues have been caused due to Staffing Issue at Urban Heights Hotel. On the other hand, due to pandemic crisis, the closure of hotel did not generate any cash flows and revenue to earn profit (Rahimi et al. 2023). However, fixed costs in terms of wages and salaries to staffs as well as costs of physical assets have continued to occur. Thus, increasing operating costs have been another severe issue faced by Urban Heights Hotel. 
Risk Management and Turnaround Strategy
In this context, it is therefore to be stated that addressing all of the risks would not be feasible as the issues are paved by the current economic environment in UK economy. Thus, eliminating these risks would not be feasible rather the identified two most important risks such as; rising operating costs and staffing issues are to be mitigated (Rico and Puig, 2021). This is because; these two risks further have caused the declining revenue, profit as well as lower occupancy rate and customer satisfaction for the hotel. Henceforth, to revitalise hotel's financial health, restoring the reputation, following comprehensive turnaround strategy would be most viable for the owner;
· Formulating Cost-oriented turnaround strategy by eliminating pay increases as well as stretching accounts payables, reducing accounts receivables (Triyani and Setyahuni, 2023). These initiatives would improve cash flows in the operating cycle while reducing costs and improving stream of generating higher revenue. 
· Furthermore, Investment diversification would be suggested as this strategy would help Urban Heights Hotels in equally considering equity and debt capital distribution (Baisag and Patjoshi, 2020). Hence, the risk of fixed cost against higher debt capital investment would be comparatively lower, while scope of profitability would be higher,
· Lastly, for addressing staffing issues, the owner in terms of sourcing skilled workforce need to develop turnaround strategy focusing on change in leadership and training and development for staffs for improving performances. 
[bookmark: _Toc167404967]Conclusion 
However, it can be seen that economic events such as; COVID-19 pandemic and BREXIT impact over the years have adversely affected the UK hospitality service industry. The evaluation of the causes has reflected that due to BREXIT impact lack of skilled workforce issue has been persisting. This as a result has lowered the customer satisfaction rate at Urban Heights Hotel as with lack of skilled workforce, the quality of hotel and restaurant services, food quality has decreased leading to staffing issues. Additionally, declining revenue, profitability has also given rise to challenge of rising operating expenses. Henceforth, based on severity of the risks, the required turnaround strategies have been formulated. 
[bookmark: _Toc167404968]Recommendation 
The overall case scenario of Urban Heights Hotel is subjected to consider mitigating the risks as the risks are posed by the economic events impacting on the UK hospitality industry, which cannot be eliminated by the organisation. Thus, to mitigate the impact of the risks, the owner is recommended to adhere to the cost-oriented and management-oriented turnaround strategies. These turnaround strategies are comprehensive plan to be helpful for owner to face the ongoing financial distress by Urban Heights Hotel and regaining financial viability. 
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