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Introduction
Urban Heights Hotel is situated in the heart of the city and has a wide range of facilities, including a well-appointed restaurant, vibrant bar, and versatile event space. This establishment was once recognised for its exceptional service and boasting atmosphere. However, it has recently encountered significant challenges. Over the past few years, the hotel has seen a noticeable decline in revenue, a drop in occupancy rates, and a concerning dip in customer satisfaction levels. These troubling trends have raised serious doubts about the hotel's continued viability and profitability. Given these issues, the owner has decided the company needs a comprehensive review and revitalisation.
As such, this case study aims to explore the feasibility of a turnaround strategy that could potentially restore Urban Heights Hotel to its former success. Firstly, a financial analysis will be presented to understand the financial position of the company. This will include trend and ratio analyses. Secondly, various internal and external problems will be analysed to understand the causes of the decline of the company. Thirdly, a market and competitor analysis will be presented to understand the key trends in the industry as well as successful strategies implemented by other similar businesses. Finally, a brief turnaround strategy will be outlined. 

Analysis of Financial Performance 
Urban Heights Hotel has experienced a declining financial trajectory over the past three years. By analysing the financial statements from 2021 to 2023, a clear downturn in the economic health of the company can be noticed. This is due to diminishing revenues and higher expenses.
In 2021, the hotel reported revenues of £2.5 million, but this figure declined to £2.2 million in 2022 and further plummeted to £1.8 million in 2023. This steady drop in revenue, amounting to a 28% reduction over three years, highlights significant challenges in attracting and retaining guests. On the other hand, operating expenses have moved in the opposite direction, rising from £1.8 million in 2021 to £2.3 million in 2023. This increase in expenses, despite falling revenues, suggests rising costs and potential inefficiencies within the hotel's operational framework. The net income trend presents similar challenges: the profit has declined by £200,000 from 2021 to 2023, from £700,000 to £500,000.
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Figure 1. Trends in Revenue, Expenses, and Net Income at Urban Heights Hotel: 2021-2023.
The profit margin is a metric showing the ability of a company to generate profit from its activities (Asdullah and Rehman, 2015). In other words, it represents the percentage of sales that has turned into profits. The profit margin ratio has deteriorated sharply for Urban Heights Hotel. It changed from 28% in 2021 to -27.8% in 2023. This indicates diminishing profitability, highlighting potential problems with the hotel's operational efficiency and pricing strategies.
The current ratio reflects short-term liquidity. It is calculated by dividing the total short-term assets by the total short-term liabilities. Assuming other current liabilities are consistent, the ratio has dropped from 1.2 in 2021 (considering cash, equivalents, and receivables against accounts payable) to 0.6 in 2023. This shift suggests the company is in a more difficult financial position and may not be able to cover short-term obligations using short-term assets in case of liquidation (Asdullah and Rehman, 2015).
The debt-to-equity (D/E) ratio compares a company’s leverage to its shareholders’ equity and is used to measure reliance on debt. Debt-to-equity ratios vary by industry. A high D/E ratio may suggest the company takes more risk, while a much lower D/E ratio may suggest the company is not taking full advantage of the benefits of debt. In 2023, Urban Heights Hotel had £3.3 million liabilities against £1.38 million equity, resulting in a debt-to-equity ratio of 2.39. This has been a significant increase from 1.48 in 2021. This increased ratio signals a riskier financial structure and potentially higher financial distress.
	Year
	Profit Margin
	Current Ratio
	Debt-to-Equity (D/E) Ratio

	2021
	28%
	1.8
	1.48

	2022
	9.09%
	1.11
	1.79

	2023
	-27.78%
	0.6
	2.39


Table 1. Financial Ratios Analysis of Urban Heights Hotel: 2021-2023. (Note: Calculations are shown in the appendix).
The analysis shows the business has been struggling to control costs in the face of declining sales, leading to operational inefficiencies and financial instability. The declining profit margins and liquidity ratios point towards the need for a strategic change. Furthermore, the escalating debt-to-equity ratio underscores the need to reassess financial management and possibly restructure debt to ensure long-term sustainability.
[bookmark: _Toc168480807]Identification of Problems
According to Barros (2005), when looking at hotel efficiency, competitiveness, operational efficiency, and economic efficiency should be considered. Competitiveness is about pursuing the correct strategy and aligning with government goals. Economic efficiency refers to the appropriate use of technology to increase returns. Operational efficiency refers to decisions taken by the management and is a vital component in the survival of the business since it relates to earnings and profits. Unlike the first two, operational efficiency is internal since it is dependent on the management team’s abilities and not on the macroeconomic or technological development outlook. The positive side of operational efficiency is that it is easier to control and manage with the right strategic plan.
From the earlier analysis, it is evident that Urban Heights Hotel has experienced increasing operating expenses coupled with a simultaneous decline in revenue. Additionally, net income has also decreased significantly, from £700,000 in 2021 to a loss of £500,000 in 2023. These trends suggest notable operational inefficiencies, likely due to potential mismanagement or outdated practices. Epsilon (2023) refers to this as the "we've always done it this way" mentality of managers who want to continue the same practices without improvement or innovation. This approach is wrong. If a strategy worked in the past, it does not mean it will always work because the hotel industry is constantly changing. To address the operational inefficiencies, the management team at Urban Heights Hotel should implement various strategies, as suggested by Epsilon (2023).
Firstly, the management team should focus on quality control. This is key in the hotel industry where one’s reputation depends on the quality of services offered. For instance, they could track customer feedback about facilities and experiences and address underlying issues to prevent them from happening in the future. Secondly, they should aim to reduce expenses by diligently tracking unnecessary expenses and managing variable costs by using an appropriate financial system with budget forecasts. Finally, they should measure efficiency in labour and asset allocation by implementing a key performance indicator (KPI) system. Some useful metrics could include labour utilisation, guest satisfaction, occupancy rate, and cost of goods.
Implementing efficiency methods can be difficult in practice, especially if they require change. However, by starting with small steps, the management team can gain more experience and implement adaptable solutions to minimise risks and decrease operational inefficiencies.
The hotel’s financial performance can also be contextualised externally within the broader economic outlook. Firstly, the global pandemic has been devastating for the hospitality and tourism industry. The pandemic started at the end of 2019 and continued until the beginning of 2022. It encompassed a series of bans on travel and tourism, short-notice changes in policies, and a lack of appropriate medical equipment (Demir et al., 2021). Additionally, it has had a negative economic impact on individuals. Since many people lost their jobs, their disposable income decreased substantially, making them less likely to travel and book hotels even after travel bans were lifted. Demir et al. (2021) found that the pandemic had more devastating and long-lasting effects that go beyond economic factors. The authors conducted an empirical study in the Bodrum area of Turkey, utilising face-to-face interviews with hotel managers between July and September 2020. It affected individuals socially and psychologically by making them more cautious about travel. Lim and To (2021) found similar results. Using regression analysis on data from the Macao region in China, they showed the pandemic not only affected the hotel and tourism industry but also adjacent industries like the gambling industry, which relies heavily on tourism. They demonstrated that the negative impact of the pandemic on the hotel and tourism industry was due to a decrease in economic indicators such as employment, median salary, and GDP.
Although these studies present useful insights about the effect of the pandemic on the hotel and travel industry using comprehensive quantitative methodologies, the results are not fully representative of the current trends in the industry. As shown by recent data, the global travel and tourism industry has returned to 88% of pre-pandemic levels (Richter, 2023). This means that Urban Heights Hotel may have been affected by the pandemic in a more indirect way. It is likely that competitive pressure and the company’s ability to adapt to market trends have also been critical external factors in shaping Urban Heights Hotel’s financial position.
[bookmark: _Toc168480808]Market and Competitor Analysis
The hospitality industry has witnessed significant transformations. In response to the pandemic, consumer preferences have changed and technologies have adapted. A recent study by Al-Kumaim et al. (2023) showed that post-pandemic travellers demand more personalised experiences, digital integration, and proven sustainability practices. They collected data from 458 respondents of travellers and hotel customers in Malaysia and analysed it using regression analysis methods. The paper presents a strong methodological framework and a comprehensive and innovative data set. However, the results could be limited by the small sample size and focus on one country only. Nonetheless, results from other countries suggest similar trends. Assaker and O’Connor (2023) demonstrated that post-pandemic, 40% more consumers from the US are more likely to pay a higher price for hotels that have a green certification. They have also shown that almost 80% of customers book their hotels online and via mobile apps. Their results align with those of Damigos (2023), who conducted a systematic literature review of 22 articles from 13 countries and found that consumers are willing to accept a premium of 5% to stay at sustainable hotels. To remain competitive, hotels need to respond to these preferences by incorporating technology to enhance the guest experience, from mobile check-in and digital room keys to smart room amenities. This integration responds to customers’ needs, streamlines operations, and reduces costs.
When comparing Urban Heights Hotel to competitors like Travelodge, it seems the company lags behind in several areas. Travelodge has increased its revenue by over 20% and occupancy rates by 80% since 2020 (Travelodge, 2024). Its success is attributed to its commitment to sustainability, refurbishments and improvements of hotel facilities, digitalisation, and debt refinancing. Conversely, Urban Heights has experienced a decline in both revenue and occupancy rates. This underperformance could be attributed to outdated facilities or insufficient adaptation to market demands. 
[bookmark: _Toc168480809]Turnaround Strategy
To revitalise the Urban Heights Hotel and bring it back to profitability, a comprehensive turnaround strategy is essential. Lazimi and Skendaj (2022) have analysed the strategic post-pandemic responses of hotels in Albanian. They found short and medium solutions were chosen by most hotels. The found retrenchment was the most implemented strategy followed by preserving, exiting, and innovating. Retrenchment refers to focusing on core activities by reducing costs, assets, and number of staff.  Some pragmatic solutions to increase operational efficiency and cut costs have been mentioned earlier. The preserving strategy means focusing on existing activities and reduce innovation. Although some hotels may have adopted this strategy at the beginning, it may no longer be suitable for Urban Heights Hotel in current times. The consumer preferences and technologies have changed since then and by not adapting, Urban Heights would be at a disadvantage. As such, a better strategy would be to innovate. The company could explore relevant technologies like boking via mobile apps and energy-efficient systems that would appeal to customers’ preferences and help cut costs. Finally, if the company’s financial situation is still not improving, it should consider exiting trough a mergers process. Both Lazimi and Skendaj (2022) and Lee and Phi (2020) have found that larger hotels are more likely to recover from the pandemic. Therefore, it may be suitable for Urban Heights to explore selling the business if other strategies fail. 
When comparing Urban Heights Hotel to competitors like Travelodge, it seems the company lags behind in several areas. Travelodge has increased its revenue by over 20% and occupancy rates by 80% since 2020 (Travelodge, 2024). Its success is attributed to its commitment to sustainability, refurbishments and improvements of hotel facilities, digitalisation, and debt refinancing. Conversely, Urban Heights has experienced a decline in both revenue and occupancy rates. This underperformance could be attributed to outdated facilities or insufficient adaptation to market demands.
To revitalise Urban Heights Hotel and bring it back to profitability, a comprehensive turnaround strategy is essential. Lazimi and Skendaj (2022) have analysed the strategic post-pandemic responses of hotels in Albania. They found that short- and medium-term solutions were chosen by most hotels. They found retrenchment to be the most implemented strategy, followed by preserving, exiting, and innovating. Retrenchment refers to focusing on core activities by reducing costs, assets, and the number of staff. Some pragmatic solutions to increase operational efficiency and cut costs have been mentioned earlier. The preserving strategy means focusing on existing activities and reducing innovation. Although some hotels may have adopted this strategy initially, it may no longer be suitable for Urban Heights Hotel in the current climate. Consumer preferences and technologies have changed since then, and by not adapting, Urban Heights would be at a disadvantage. As such, a better strategy would be to innovate. The company could explore relevant technologies like booking via mobile apps and energy-efficient systems that would appeal to customers’ preferences and help cut costs. Finally, if the company’s financial situation does not improve, it should consider exiting through a merger process. Both Lazimi and Skendaj (2022) and Lee and Phi (2020) have found that larger hotels are more likely to recover from the pandemic. Therefore, it may be suitable for Urban Heights to explore selling the business if other strategies fail.
[bookmark: _Toc168480810]Conclusions
In conclusion, Urban Heights Hotel has experienced a financial downturn from 2021 to 2023. Its revenue has decreased by 28% while operating expenses have increased. Net income has fallen to negative £500,000. The ratio analysis points to a similar trend. Profitability, measured by the profit margin, has fallen by 27%. The current ratio has decreased from 1.8 to 0.6, suggesting potential liquidity issues. Solvency is also concerning – the debt-to-equity ratio has increased by almost one point over the three years. These issues may be due to internal inefficiencies, such as inappropriate management decisions. However, it is very likely that external shocks like the global pandemic and its aftermath, including changing customer preferences and technologies, have also played a significant role.
By analysing research findings, it is evident Urban Heights Hotel should focus on retrenchment strategies by cutting costs. Additionally, they should focus on innovation to respond to market trends. Unlike responses from previous research, it is not advisable for the company to focus on preserving strategies as it may make it less competitive in the current market. Finally, if the financial situation does not improve, the management should consider selling the business.
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Ratio Calculations
Formulas
Profit Margin =  x 100
Current Ratio =  
Debt-to-Equity Ratio = 
Applying the formulas 
· 2021 Calculations
Profit Margin = () x 100 = 28%
Current Ratio =  = 1.8
Debt-to-Equity Ratio =  = 1.48
· 2022 Calculations
Profit Margin = () x 100 = 9.09%
Current Ratio =  = 1.11
Debt-to-Equity Ratio =  = 1.79
· 2023 Calculations
Profit Margin = () x 100 = -27.78%
Current Ratio =  = 0.6
Debt-to-Equity Ratio =  = 2.39
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