



[bookmark: _Toc167956039]Executive Summary
The aim of the case study is to assess the financial performance of Urban Heights Hotel, formulate a comprehensive plan for improving its financial health, and reinstate its standing. The case study presents an actual situation in which the hotel has encountered a decrease in revenue, occupancy rates, and customer satisfaction. The hotel owner selected the undergraduate to analyse the financial performance, determine the causes of the downturn, and suggest a feasible financial solution or turnaround strategy.
Overall, the income statement illustrates a decline in revenue, rising operational expenses, and a substantial fall in net income, reflecting the financial difficulties encountered by Urban Heights Hotel. Overall, the balance sheet shows a decrease in assets, a slight increase in liabilities, and a significant decrease in equity, indicating potential financial challenges and a decline in Urban Heights Hotel's financial health.
The leading factors contributing to the decrease in profitability include the COVID-19 pandemic, inflation, decreased customer spending, and increasing wages. Cost-reduction strategies, increased sources of income, increased marketing and branding efforts, and monitoring and assessing the efficacy of the adopted tactics can all contribute to the increase in financial performance.
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1. [bookmark: _Toc167956040]Introduction

The aim of the case study is to assess the financial performance of Urban Heights Hotel, formulate a comprehensive plan for improving its financial health, and reinstate its standing. The case study presents an actual situation in which the hotel has encountered a decrease in revenue, occupancy rates, and customer satisfaction. The hotel owner selected the undergraduate to analyse the financial performance, determine the causes of the downturn, and suggest a feasible financial solution or turnaround strategy.
The case study is designed to accomplish three objectives. Initially, to assess the financial performance of Urban Heights Hotel during the previous three years, with a particular emphasis on revenue, expenses, profitability, liquidity, and solvency. Secondly, to determine the primary causes of the decrease in profitability, take into account the current economy and real-world events. Third, to propose the most feasible financial result for the owner or to devise a thorough turnaround strategy to revitalise the hotel's financial health and reinstate its reputation.

[bookmark: _Toc167956041]2. Assessment of the financial performance of Urban Heights Hotel
This section of the case study examines the trends and patterns in Urban Heights Hotel's financial performance during the previous three years, with a specific focus on revenue, expenses, profitability, liquidity, and solvency. The data used for analysis is collected from the company's income statement and balance sheet.
According to Robinson et al. (2012), the income statement presents a thorough synopsis of a company's financial performance for a precise time frame, often spanning one year. The income statement displays the goods sold or services rendered that generated revenue for the firm, the costs incurred in regular operations to obtain this revenue, and the company's earnings or profit (Robinson et al., 2012).
The purpose of financial reporting by companies is to furnish information on their performance, financial status, and alterations in financial status that is beneficial to a diverse array of users in formulating economic judgements. Financial statement analysis involves assessing financial reports provided by corporations, together with additional information, to assess the historical, current, and future performance and financial status of a company (Robinson et al., 2012).This analysis is conducted to facilitate investment, credit, and other economic decision-making.
In order to do an analysis of the income statement for Urban Heights Hotel, it is necessary to scrutinise the revenue, operating expenses, and net income figures for the years 2021, 2022, and 2023.

[bookmark: _Toc167956042]Revenue

The revenue in 2021 amounted to £2,500,000. During the upcoming fiscal year, the revenue experienced a decline, reaching £2,200,000. By 2023, the revenue had decreased even more, at £1,800,000. 
Consequently, there has been a steady fall in revenue during the three-year duration, suggesting a decline in sales or occupancy rates.

[bookmark: _Toc167956043]Operating Expenses

The operational expenses in 2021 amounted to £1,800,000. The operational expenses rose to £2,000,000 in 2022. By 2023, the operational expenses had risen to £2,300,000. 
The hotel's running expenses have exhibited an upward trend annually, indicating a corresponding increase in costs.
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The net income for the year 2021 amounted to £700,000. By 2022, the net income experienced a substantial decline, reaching £200,000. In 2023, the company's net income experienced an operating loss of (£500,000). 
Consequently, there has been a substantial decline in net income from 2021 to 2022, ultimately resulting in a loss in 2023. This signifies a decrease in the hotel's profitability and overall financial stability. 


On the whole, the income statement indicates a decline in revenue, rising operational expenses, and a substantial fall in net income, reflecting the financial difficulties encountered by Urban Heights Hotel. 
Fridson and Alvarez (2022) state that the balance sheet presents a concise overview of a company's financial status at an exact point in time, indicating their assets and liabilities. It is one of the three primary financial statements, together with the income statement and cash flow statement, which are employed to evaluate a company's performance.
A balance sheet functions as a reference document for investors and other stakeholders to assess the financial strength of a firm. It permits them to evaluate the business's liquidity by evaluating its current assets and liabilities, as well as calculate the rate of return generated by the company. In addition, conducting a comparative analysis of many balance sheets from various time periods might provide insights into the business's progress.
In order to evaluate the balance sheet of Urban Heights Hotel, it is necessary to scrutinise the assets, liabilities, and equity for the years 2021, 2022, and 2023. 

[bookmark: _Toc167956045]Assets
· Cash and Equivalents: in 2021, the hotel had £300,000 in cash and equivalents, which decreased to £200,000 in 2022 and further decreased to £100,000 in 2023. ​
· Accounts Receivable: the accounts receivable decreased from £150,000 in 2021 to £100,000 in 2022 and further decreased to £80,000 in 2023. ​
· Property and Equipment: The value of property and equipment remained relatively stable over the three-year period, with £5,000,000 in 2021, £4,800,000 in 2022, and £4,500,000 in 2023. ​
· Total Assets: the total assets of the hotel decreased from £5,450,000 in 2021 to £5,100,000 in 2022 and further decreased to £4,680,000 in 2023. ​
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· Accounts Payable: the accounts payable increased from £250,000 in 2021 to £270,000 in 2022 and further increased to £300,000 in 2023. ​
· Long-term Debt: the long-term debt remained constant at £3,000,000 over the three-year period. ​
· Total Liabilities: there was a small increase in the total liabilities, from £3,250,000 in 2021 to £3,270,000 in 2022 and further increased to £3,300,000 in 2023. ​
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The equity of the hotel decreased from £2,200,000 in 2021 to £1,830,000 in 2022 and further decreased to £1,380,000 in 2023. ​

The financial position of Urban Heights Hotel exhibits the following trends and patterns, as indicated by this analysis:  ​
· Assets: the hotel experienced a decrease in cash and equivalents, accounts receivable, and total assets over the three-year period. This indicates a potential decline in liquidity and the ability to generate cash.
· Liabilities: The accounts payable and total liabilities increased slightly, suggesting an increase in short-term obligations and potential financial strain.
· Equity: The equity of the hotel decreased significantly over the three-year period, indicating a decrease in the owner's investment or retained earnings.
Overall, the balance sheet reveals a decrease in assets, a slight increase in liabilities, and a significant decrease in equity, indicating potential financial challenges and a decline in the financial health of Urban Heights Hotel.
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The gross profit ratio has been computed using the data from the income statement of Urban Heights Hotel. 

For 2021:
Gross Profit = Revenue - Operating Expenses
Gross Profit = £2,500,000 - £1,800,000 = £700,000 ​
Gross Profit Ratio = (£700,000 / £2,500,000) * 100 = 28%

For 2022:
Gross Profit = Revenue - Operating Expenses
Gross Profit = £2,200,000 - £2,000,000 = £200,000 ​
Gross Profit Ratio = (£200,000 / £2,200,000) * 100 = 9.09%

For 2023:
Gross Profit = Revenue - Operating Expenses
Gross Profit = £1,800,000 - £2,300,000 = -£500,000 (Loss) ​
Gross Profit Ratio = (-£500,000 / £1,800,000) * 100 = -27.78%

The gross profit ratio for Urban Heights Hotel, as determined by these computations, is as follows: 
· In the year 2021, the percentage is 28%.
· In 2022, the percentage is 9.09%.
· In 2023, there was a loss of 27.78%.
The gross profit ratio represents the proportion of income remaining after subtracting the cost of products sold (Bragg, 2012). A higher gross profit ratio is often advantageous since it signifies improved profitability and efficient cost control (Portman Finance Group, 2024). However, for the year 2023, the negative gross profit ratio signifies a financial loss, indicating that the expenses for items sold surpassed the revenue generated. 
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The current ratio of Urban Heights Hotel is as follows: 
· In 2021, the value is 1.8. 
· In 2022, the value is 1.11. 
· In 2023, the value is 0.6.

According to Saleem and Rehman (2011), the current ratio is a metric that evaluates a business's ability to settle its short-term financial commitments by utilising its short-term assets. According to Faster Capital (2024a), a current ratio over one signifies that the business has a higher amount of current assets compared to its current obligations, which is more beneficial. However, a current ratio that is less than one implies that the organisation would encounter difficulties in meeting its short-term financial debts using only its current assets. In the case of Urban Heights Hotel, the current ratio decreased over the three-year period, indicating a potential decrease in its capacity to meet short-term debts. ​
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In order to determine the debt-to-equity ratio, it is necessary to divide the total debt by the total equity, utilising the data presented in the Balance Sheet table. 
Please see the calculation of the debt-to-equity ratio for each year:
2021: £3,000,000 / £2,200,000 = 1.36 ​
2022: £3,000,000 / £1,830,000 = 1.64 ​
2023: £3,000,000 / £1,380,000 = 2.17 ​
The debt-to-equity ratio quantifies the relative amount of debt and equity employed by a firm to finance its operations (CFI, 2024). A greater ratio signifies a greater amount of debt in comparison to equity, which can suggest an elevated level of financial risk. Over the three-year period, the debt-to-equity ratio of the Urban Heights Hotel rose, indicating a greater dependence on debt financing in comparison to equity. 
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Market risks refer to changes in the market environment that impact revenues and profitability (Hayes, 2024).
According to Hutton (2022), the impact of COVID-19 on the hospitality industry has been significant. The hospitality industry faced a range of restrictions, including forced closures, limits on opening hours, and rules on customer capacity and table-service requirements. These restrictions disproportionately impacted hospitality businesses, limiting customer demand and business revenues. ​
Additionally, the hospitality sector experienced the largest economic decrease of all industries during the pandemic. Hutton (2022) reported a 42% decline in the economic production of the hotel industry in 2020 compared to 2019. In 2021, the value was 21% less compared to 2019. The industry's contribution to the UK economy declined from 3% in 2019 to 2% in both 2020 and 2021. 
Hutton (2022) stated that there was a decline of 90,000 jobs, equivalent to a 3.6% decrease, in the hospitality sector from January–March 2020 to October–December 2021. This decline was greater than the 1.3% decline in jobs across all industries during the same period.
Based on all of the above, it can be concluded that COVID-19 posed a market risk that greatly diminished demand and had a detrimental effect on profitability within this industry.
The revenue of the Urban Heights Hotel in 2021 amounted to £2,500,000. During the upcoming fiscal year, revenue experienced a decline, reaching £2,200,000. By 2023, the revenue had decreased even more, at £1,800,000. The impact of the COVID-19 outbreak can justify these negative trends.
Additionally, inflation has had a negative impact on the hotel's financial performance, posing another market risk. The war in Ukraine and the pandemic have led to geopolitical uncertainty, resulting in substantial increases in the prices of energy and food (Benton et al., 2022). This has placed tremendous pressure on supply chains for hospitality companies (Lighthouse, 2022). Consequently, the mean rates for rooms have risen, resulting in a decline in turnover. As per the law of demand, when prices rise, consumers will request a reduced amount (BCCS, 2024).
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This can also account for the decline in revenue for Urban Heights Hotel, in addition to the rise in expenses. 
Furthermore, decreasing customer spending due to inflationary pressure (Ward, 2023) is posing another market risk for hotels. Moreover, in the UK, there was also a significant increase in wages due to inflation (Ward, 2023). Workers sought to preserve the value of their salaries in the face of a cost-of-living emergency. Therefore, the hotel industry in the UK likewise experienced a rise in labour costs. 
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Urban Heights Hotel should pinpoint precise financial indicators that require enhancement, such as reducing costs, augmenting income, and enhancing profit margins.
The hotel must adopt cost-reduction strategies to decrease expenditures while maintaining the quality of services (Akeem, 2017). This may involve re-negotiating agreements with suppliers, optimising workforce levels, and introducing energy-efficient measures to decrease utility expenses (Faster Capital, 2024b).
Furthermore, it is imperative for it to formulate tactics aimed at augmenting sources of income. This entails performing market research to discover specific client demographics and their preferences, executing efficient pricing methods, and finding novel avenues for producing revenue, such as forming relationships with local firms or organising events.
Moreover, they have the potential to augment the hotel's marketing and branding endeavours in order to allure more visitors and strengthen its reputation. This may involve revamping the website, establishing a robust social media presence, collaborating with online travel providers, and utilising client evaluations and testimonials.
Furthermore, it is imperative for the organisation to consistently monitor and assess the efficacy of the adopted tactics. This can entail monitoring essential performance metrics, conducting periodic financial evaluations, and soliciting input from both customers and workers. 

[bookmark: _Toc167956053]5. Conclusion
The case study evaluated the Urban Heights Hotel's financial performance and developed a comprehensive plan for improving its financial health and restoring its standing. Overall, the income statement illustrates a decline in revenue, rising operational expenses, and a substantial fall in net income, reflecting the financial difficulties encountered by Urban Heights Hotel. Overall, the balance sheet shows a decrease in assets, a slight increase in liabilities, and a significant decrease in equity, indicating potential financial challenges and a decline in Urban Heights Hotel's financial health.
The leading factors contributing to the decrease in profitability include the COVID-19 pandemic, inflation, decreased customer spending, and increasing wages. Cost-reduction strategies, increased sources of income, increased marketing and branding efforts, and monitoring and assessing the efficacy of the adopted tactics can all contribute to the increase in financial performance.
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