






Business Report – Turnaround Strategy for Urban Heights Hotel: Addressing Financial and Operational Challenges.


Dina Priedulena
Student ID Number: 2233688
Financial Management for the Hotel Industry
 BMIH5007
Tristan Hawkins
Word Count: 2197


Executive Summary.
This report assesses the potential for a turnaround strategy to revive Urban Heights Hotel, which has been struggling with declining revenue, occupancy rates, and customer satisfaction. The report aims to analyse the hotel’s recent financial performance, identify the underlying causes of its decline, and propose actionable strategies to improve its financial health and reputation. Key findings indicate that external factors and internal inefficiencies have contributed to the hotel's challenges. The report outlines a comprehensive turnaround strategy to enhance revenue, reduce costs, and improve customer experience. This report provides a potential roadmap for the hotel’s recovery, emphasising the importance of effective implementation and ongoing performance monitoring.
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Urban Heights Hotel, located in a vibrant urban area, offers a range of services including accommodation, dining, and event facilities. Recently, the hotel has faced significant challenges, including declining revenue, increasing operating expenses, reduced customer satisfaction, and heightened competition. This report aims to evaluate the hotel's financial performance, identify the reasons for its decline, and propose a comprehensive strategy for its potential turnaround.


Financial Performance Evaluation.


Income Statement Analysis:
	Year
	Revenue (£)
	% Change in Revenue
	Operating Expenses (£)
	% Change in Operating Expenses
	Net Income (£)
	% Change in Net Income

	2021
	2,500,000
	-
	1,800,000
	-
	700,000
	-

	2022
	2,200,000
	-12%
	2,000,000
	+11.11%
	200,000
	-71.43%

	2023
	1,800,000
	-18.18%
	2,300,000
	+15%
	-500,000
	-350%



The income statement reveals a troubling trend of declining revenue coupled with increasing operating expenses, leading to a significant drop in net income.










Balance Sheet Analysis:
	Asset/Liability
	2021
	2022
	2023
	Analysis

	Cash and Equivalents
	£300,000
	£200,000
	£100,000
	Represents the most liquid assets for day-to-day operations. Declined significantly, indicating reduced liquidity and potential struggle to cover short-term obligations.

	Accounts Receivable
	£150,000
	£100,000
	£80,000
	Amounts owed by customers for services provided. The decrease suggests a decline in sales or issues with collecting payments.

	Property and Equipment
	£5,000,000
	£4,800,000
	£4,500,000
	Long-term assets crucial for operations. Reduction could be due to depreciation, impairment, or lack of reinvestment.

	Total Assets
	£5,450,000
	£5,100,000
	£4,680,000
	Overall decline in the value of resources, impacting the ability to leverage assets for operational and strategic needs.

	Accounts Payable
	£250,000
	£270,000
	£300,000
	Amounts owed to suppliers and creditors. The increase suggests growing obligations and potentially strained supplier relationships due to delayed payments.

	Long-term Debt
	£3,000,000
	£3,000,000
	£3,000,000
	Loans and financial obligations to be repaid over a period longer than one year. Stable figure indicates no new long-term borrowing but also no significant repayment.

	Total Liabilities
	£3,250,000
	£3,270,000
	£3,300,000
	Slight increase primarily due to rising accounts payable, indicating higher short-term obligations and potential cash flow management issues.

	Equity
	£2,200,000
	£1,830,000
	£1,380,000
	Owner’s residual interest in the assets after deducting liabilities. The sharp decline indicates significant losses, reduced retained earnings, or possible dividend payouts, weakening the financial position and solvency.




Key Financial Ratios.
		Ratio



		2021



		2022



		2023



	Analysis

		Profitability Ratios:
Gross Profit Margin



		28%



		9%



		-28%



	A declining gross profit margin from 28% in 2021 to -28% in 2023 suggests that the hotel’s operating expenses have increased significantly compared to its revenue, highlighting inefficiencies and escalating costs.

		Net Profit Margin



		28%



		9%



		-28%



	The sharp decline from 28% in 2021 to -28% in 2023 indicates that the hotel has transitioned from being profitable to incurring losses, underscoring the severity of its financial challenges.


		Liquidity Ratios:
Current Ratio.




		1.8



		1.1



		0.6



	A ratio above 1 indicates a good liquidity position, whereas a ratio below 1 suggests potential liquidity problems. The decline from 1.8 in 2021 to 0.6 in 2023 indicates that the hotel is increasingly unable to cover its short-term obligations, risking liquidity crises and insolvency.

		Debt to Equity Ratio



		1.48



		1.78



		2.39



	A higher ratio indicates more leverage and financial risk. The increase from 1.48 in 2021 to 2.39 in 2023 reflects a growing reliance on debt, which can be risky if the hotel’s revenue continues to decline. This rising ratio signals potential long-term solvency issues and increased risk for creditors and investors





Reasons for Decline in Profitability.
External Factors:
· Economic Downturn.
UK hospitality entrepreneurs have faced significant external challenges due to the economic downturn, including Brexit-driven staff shortages, the COVID-19 pandemic and rising business costs. Additional pressures include deflated tourism, shorter work weeks, and footfall below pre-pandemic levels. Ongoing staff shortages and economic pressures continue to pose substantial hurdles (Coleman, 2023).
· The COVID-19 pandemic has severely affected the hospitality industry, with reduced travel and event restrictions leading to lower occupancy and event bookings.
· Increased competition from new hotels and alternative lodging options (e.g., Airbnb) has likely impacted market share.
The sharing accommodations significantly impacts all hotel types, particularly economy hotels, followed by midscale and upscale hotels. The presence of sharing accommodations increases the price elasticity of hotels, exerting downward pressure on hotel prices, especially for higher-end hotels (Lin et al., 2023).
Internal Factors:
· Rising operating expenses suggest inefficiencies in cost management and control.
·  Declining customer satisfaction points to potential issues in service quality, facilities, or value proposition.
· Ineffective marketing strategies may have failed to attract and retain customers. 
Turnaround Strategy.
Strategic Objectives:
· Enhance Revenue Streams.
· Cost Reduction and Efficiency.
· Customer Experience Improvement.
· Marketing and Sales Initiatives.
Action Plan.
Revenue Enhancement.
· Reduce the range of services offered to concentrate on core areas where the hotel excels. By narrowing the focus, resources can be allocated more effectively to enhance the quality of remaining services.
· Implement a dynamic pricing model that adjusts room rates based on demand, seasonality, and market conditions. 
· Develop and promote attractive packages for events. Offering bundled services at a discounted rate. Enhanced marketing efforts, including digital campaigns and partnerships with event planners.
· Strengthen Online Presence.
· Utilise customer data and feedback to personalise services and offers. Implementing a customer relationship management (CRM) system.
· Forge partnerships with local attractions, restaurants, and tour operators to offer exclusive deals and packages. 
· Focus on improving the quality and variety of the hotel's food and beverage offerings. Introducing themed nights, local cuisine, and high-quality dining experiences.
Ancillary Services.
· Establish small retail outlets within the hotel selling local products, souvenirs, and travel essentials. 
· Offer transportation services and guided tours to popular local attractions. 
· Develop flexible meeting and co-working spaces to attract business travellers and remote workers. 
· Fitness Facilities:  such as gym and sports court. Offering memberships to local residents can generate additional income and build a community around the hotel.
· Provide childcare and family-oriented services, such as kids' clubs and babysitting. 
· Introduce pet-friendly rooms and amenities to cater to guests travelling with pets. Offering pet-sitting, grooming, and special pet packages.
Cost Reduction.
· Conduct a thorough review of all operational processes to identify inefficiencies. 
· Implement automation tools for routine tasks such as reservations, billing, and inventory management. 
· Apply lean management techniques to streamline operations, eliminate waste, and improve service delivery. Regular training sessions on lean principles can help staff identify and address inefficiencies.
Supplier Negotiations:
· Regularly review all supplier contracts to ensure competitive pricing and favourable terms. Identify opportunities to renegotiate contracts to secure bulk discounts, extended payment terms, or loyalty benefits.
· Consider consolidating suppliers to leverage volume discounts. 
· Explore alternative suppliers, including local vendors, who may offer competitive rates and terms. Building strong relationships with local suppliers.
Energy Management.
· Conduct an energy audit to identify high energy consumption areas and opportunities for savings. 
· Invest in energy-efficient appliances, LED lighting, and smart thermostats. 
· Explore the feasibility of using renewable energy sources such as solar panels.
· Train staff on energy-saving practices.
Staff Optimisation.
· Implement demand-based scheduling to ensure staffing levels match occupancy rates and event bookings.
· Cross-train employees to perform multiple roles. 
· Introduce performance-based incentives to motivate staff to improve efficiency and productivity. 
Customer Experience.
Facility Upgrades/Modernisation and Renovation:
· Update guest rooms with modern amenities, comfortable furnishings, and contemporary décor. Consider adding features such as smart TVs, high-speed internet, and ergonomic workspaces to cater to both leisure and business travellers. Refresh common areas like the lobby, dining spaces, and meeting rooms.
Service Training: 
· Comprehensive Training Programs.  Develop training programs that emphasise exceptional customer service skills.
· Train staff to be culturally sensitive and aware of the diverse backgrounds of guests. 
· Provide training on the latest technology used in hotel operations.
Feedback Mechanisms: Robust Feedback Systems:
· Implement post-stay surveys to gather detailed feedback on guest experiences. 
· Encourage guests to provide feedback during their stay using digital platforms or in-room tablets. 
· Actively monitor social media platforms and online review sites to track guest feedback and sentiment. Respond promptly to reviews, both positive and negative.
Marketing and Sales.
Social Media Marketing:
· Platform Utilisation.
· Targeted Advertising.
Search Engine Optimisation (SEO):
· Keyword Optimisation.
· Local SEO.
Pay-Per-Click (PPC) Advertising:
· Google Ads.
· Retargeting Campaigns.
Content Marketing:
· Blog Posts:
· Informative Articles.
· Guest Stories.
Seasonal Promotions: 
· Offer discounted rates during off-peak seasons to attract budget-conscious travellers. 
· Create bundled packages that include accommodations, meals, and local experiences at a reduced price. 
· Holiday and Event Promotions.
· Event-Based Offers.
Loyalty Programs:
· Member Discounts.
· Referral Programs.

Financial Forecast and Viability.
Projections, Financial Goals and Assumptions:
· Increase revenue by 25% in 2024, 30% in 2025, and 35% in 2026 (Table No. 1).
· Limit the increase in operating expenses to 15% - 17% annually, excluding one-time investments (Table No. 1).
· To reach the break-even point in 2025, achieving a positive net income of £90,250.
· Reduce the OER (Operating Expense Ratio) from 109.56% in 2024 to 98.63% in 2025 and further down to 83.86% in 2026 (Table No. 1).
· Debt Repayment 10-Year Plan based on allocating approximately 45.6% of net income to debt repayment (Table No.3). 
* Allows for adjustments based on actual financial performance.
· Investments in Modernisation and Renovation, Marketing Programs and Training Programs.
Modernisation and Renovation: £100,000
Marketing Programs: £20,000
Training Programs: £20,000
Total Investments in Year 1 (2024): £140,000


Table No.1- Revenue Growth, Cost Management and OER.
	Year
	Revenue
	% Change
	Operating Expenses
	% Change
	Net Income
	OER

	2021
	£2,500,000
	-
	£1,800,000
	-
	£700,000
	72.00%

	2022
	£2,200,000
	-12%
	£2,000,000
	+11.11%
	£200,000
	90.91%

	2023
	£1,800,000
	-18.18%
	£2,300,000
	+15%
	(£500,000)
	127.78%

	2024
	£2,250,000
	+25%
	£2,465,000
	+7.17%
	(£215,000)
	109.56%

	2025
	£2,925,000
	+30%
	£2,884,750
	+17.03%
	£40,250
	98.63%

	2026
	£3,948,750
	+35%
	£3,309,962.50
	+14.74%
	£638,787.50
	83.86%







Assumptions:
· Average Spend per Restaurant Cover: £18
· Average Spend per Event Cover: £25
· Number of Rooms: 98
· Average Room Rate: £100 per night
· Occupancy Rate: 70%
Table No.2 - Revenue Streams Forecast.
	Year
	Total Revenue
	Room Revenue
	Restaurant Revenue
	Event Revenue

	2024
	£2,250,000
	£1,125,000
	£900,000
	£225,000

	2025
	£2,925,000
	£1,462,500
	£1,170,000
	£292,500

	2026
	£3,948,750
	£1,974,375
	£1,579,500
	£394,875



Table No.3 - Summary of Monthly Events and Daily Restaurant Covers.
	Year
	Annual Events
	Monthly Events
	Annual Covers
	Daily Covers

	2024
	90
	8
	50,000
	137

	2025
	117
	10
	65,000
	178

	2026
	158
	13
	87,750
	240





Table No.3 - Debt Repayment Schedule with 10-Year Plan.
	

	Initial Debt
	Net Income
	Debt Repayment (45.6%)
	Remaining Debt

	2024
	£3,140,000
	-£265,000
	£0
	£3,140,000

	2025
	£3,140,000
	£40,250
	£18,350
	£3,121,650

	2026
	£3,121,650
	£688,787.50
	£314,000
	£2,807,650

	2027
	£2,807,650
	£688,787.50
	£314,000
	£2,493,650

	2028
	£2,493,650
	£688,787.50
	£314,000
	£2,179,650

	2029
	£2,179,650
	£688,787.50
	£314,000
	£1,865,650

	2030
	£1,865,650
	£688,787.50
	£314,000
	£1,551,650

	2031
	£1,551,650
	£688,787.50
	£314,000
	£1,237,650

	2032
	£1,237,650
	£688,787.50
	£314,000
	£923,650

	2033
	£923,650
	£688,787.50
	£314,000
	£609,650

	2034
	£609,650
	£688,787.50
	£314,000
	£295,650

	2035
	£295,650
	£688,787.50
	£295,650
	£0



Comprehensive Balance Sheet (2021-2026).
		Asset/Liability



		2021



		2022



		2023



		2024



		2025



		2026




		Cash and Equivalents



		£300,000



		£200,000



		£100,000



		-£40,000



		£21,910



		£365,037.50




		Accounts Receivable



		£150,000



		£100,000



		£80,000



		£45,000



		£10,000



		£10,000




		Property and Equipment



		£5,000,000



		£4,800,000



		£4,500,000



		£4,600,000



		£4,550,000



		£4,500,000




		Total Assets



		£5,450,000



		£5,100,000



		£4,680,000



		£4,605,000



		£4,581,910



		£4,875,037.50




		Accounts Payable



		£250,000



		£270,000



		£300,000



		£325,000



		£350,000



		£375,000




		Long-term Debt



		£3,000,000



		£3,000,000



		£3,000,000



		£3,140,000



		£3,121,650



		£2,807,650




		Total Liabilities



		£3,250,000



		£3,270,000



		£3,300,000



		£3,465,000



		£3,471,650



		£3,182,650




		Equity



		£2,200,000



		£1,830,000



		£1,380,000



		£1,140,000



		£1,110,260



		£1,692,387.50






Assets.
Cash and Equivalents:
· 2024: Turned negative due to significant investments in modernisation, renovation, marketing, and training. While not ideal, this reflects a strategic decision to invest in long-term improvements.  £20,000 for each program, totalling £40,000 deducted from Cash and Equivalents and treated as separate expenses, not affecting OER.
· 2025: Turned positive due to net income and better cash flow management, reflects debt repayments
· 2026: Reflects net income and debt repayments.
Accounts Receivable:
· The sharp reduction in 2024 and stabilisation in 2025 and 2026 reflect the hotel's efforts to enhance cash flow and reduce credit risk by implementing stricter payment terms and better collection practices. 
Property and Equipment: 
· Decreased due to depreciation but increased slightly in 2024 due to investments in modernisation and renovation.
Liabilities.
Accounts Payable:
· Increased from 2021 to 2026, indicating growing obligations, possibly due to higher operational activities and improved supplier terms.
Long-term Debt:
· Increased in 2024 due to additional borrowing for investments.
· Decreased in 2025 and 2026 due to scheduled debt repayments.
Equity:
· Increased in 2025 and 2026 due to net income improvements and reduction in debt, reflecting a stronger financial position.






















Key Financial Ratios after Turnaround Strategy.
		Ratio



		2024



		2025



		2026



	Analysis

		Gross Profit Margin



		(2,250,000 - 2,465,000) / 2,250,000 = -9.56%



		(2,925,000 - 2,884,750) / 2,925,000 = 1.38%



		(3,948,750 - 3,309,962.50) / 3,948,750 = 16.20%



	Improves from -9.56% to 16.20%, reflecting better cost management and increased revenue through the turnaround strategy.

		Net Profit Margin



		-£215,000 / £2,250,000 =
-9.56%



		£40,250 / £2,925,000 = 1.38%



		£638,787.50 / £3,948,750 = 16.20%



	Improves significantly from -9.56% to 16.20%, showing recovery and profitability through effective strategy implementation.

		Current Ratio



		(-£40,000 + £45,000) / £325,000 = 0.02



		(£21,910 + £10,000) / £350,000 = 0.09



		(£365,037.50 + £10,000) / £375,000 = 1.0



	Gradually improves from 0.02 to 1.0, indicating better liquidity management and an improved ability to cover short-term liabilities.


		Debt to Equity Ratio



		£3,465,000 / £1,140,000 = 3.04



		£3,176,000 / £1,424,250 = 2.23



		£2,887,000 / £2,161,787.50 = 1.34



	Decreases from 3.04 to 1.34, reflecting debt repayments and improved equity position through the turnaround strategy.








Risk Management Strategy.
· High Energy Costs:
1. Identify and eliminate energy-intensive operations that are not essential to the hotel's core functions. 
2. Invest in energy-saving technologies such as LED lighting, energy-efficient HVAC systems, and renewable energy sources like solar panels. 
3. Enter into fixed-rate contracts with energy suppliers to protect the hotel from fluctuations in energy prices. 
· Regulatory Challenges:
1. Maintain proactive compliance by regularly reviewing and updating policies to align with evolving local and national regulations. 
2. Establish a dedicated compliance team to monitor regulatory changes and ensure timely implementation of necessary measures. Invest in regular staff training on compliance requirements and best practices.
3. Purchase comprehensive liability insurance to cover potential fines and penalties for regulatory non-compliance. Engage legal advisors to ensure all contracts and practices adhere to current regulations.
· Supply Chain Disruptions:
1. Reduce dependency on single suppliers by establishing relationships with multiple vendors. Prioritise sourcing from local suppliers where possible to minimise the impact of global disruptions.
2. Maintain a buffer stock of essential items to mitigate short-term supply issues. Implement inventory management systems to track and optimise stock levels and reorder points.
3. Utilise third-party logistics providers to handle supply chain management, transferring some of the risks associated with supply chain disruptions. Consider contractual agreements that include penalties for late or incomplete deliveries.
· Employee Recruitment and Retention:
1. Develop a robust internal pipeline for talent by offering internships and apprenticeships. Avoid over-reliance on temporary staff by building a more stable, permanent workforce
2. Enhance the work environment by offering competitive wages, benefits, and career development opportunities. Implement employee wellness programs and flexible working arrangements to improve job satisfaction and reduce turnover.
3. Partner with staffing agencies to handle recruitment processes, transferring some of the risks of recruitment inefficiencies. Consider contractual arrangements that provide guarantees on the quality and retention of supplied staff.
· Consumer Confidence and Spending. Cost of living crisis affecting consumer behaviour and spending habits:
1. Avoid pricing strategies that could alienate budget-conscious customers. Instead, offer value-driven promotions and packages that appeal to a wide range of consumer budgets.
2. Implement dynamic pricing models that adjust based on demand, seasonality, and market conditions to maximise occupancy rates and revenue. Enhance customer engagement through personalised offers, loyalty programs, and exceptional service
3. Use marketing partnerships and co-branding opportunities to share the costs and benefits of promotional activities. Consider financial hedging instruments to protect against significant revenue fluctuations.
· Sustainability Pressures: Need for significant investment in sustainable practices to meet regulatory requirements and consumer expectations.
1. Avoid environmentally harmful practices and prioritise sustainability in all operations. Implement strict waste management protocols and reduce reliance on non-renewable resources.
2. Invest in sustainable technologies such as energy-efficient appliances, water conservation systems, and renewable energy sources like solar panels. Promote sustainability initiatives to guests and staff to foster a culture of environmental responsibility.
3. Engage in green certifications and partnerships with environmental organisations to enhance the hotel's sustainability credentials. Utilise green bonds or sustainability-linked loans to finance sustainability projects, transferring some of the financial risks to lenders.
· Market Competition:
1. Avoid competing solely on price with alternative lodging options like Airbnb. Instead, focus on differentiating the hotel's offerings through unique experiences, superior service, and exclusive amenities.
2. Invest in technology to enhance the guest experience, such as personalised service through CRM systems and seamless booking processes. Strengthen the hotel's brand through targeted marketing campaigns and partnerships with local attractions and businesses.
3. Leverage strategic alliances and partnerships to expand market reach and share marketing costs. Consider franchising or management agreements to share the operational risks and benefits with other hospitality operators.
Implementation and Monitoring:
· Regular Audits.
· Employee Training.
· Performance Metrics.
A comprehensive turnaround strategy focusing on revenue enhancement, cost reduction, and improved customer experience is crucial for the hotel's recovery. Implementing dynamic pricing, improving marketing efforts, enhancing service quality, and investing in modernisation are vital steps. Additionally, managing risks related to high energy costs, regulatory challenges, supply chain disruptions, employee recruitment, consumer confidence, and sustainability pressures are essential for long-term stability. Financial projections indicate that with these strategic measures, the hotel can achieve positive net income by 2025, reduce its operating expense ratio, and manage its long-term debt effectively. 
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