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Case study of Urban Heights Hotel

[bookmark: _Toc168604752]Introduction

	The Urban Heights hotel is a hotel group, located in urban landscape. It provides the key services related to the hotel services with other services, such as bar, restaurants, resort, and event services. While this entity has experienced significant growth and profit since its inception, the past few years have been extremely challenging for it, as the hotel has faced a major decline in the revenue, rates of occupancy, and customer satisfaction. This is threatening the company’s existence, which has led the owner highly concerned about the business’s viability. Given the existing worst financial condition facing the company, the owner is looking for an expert analysis of the business condition and the recommendations for making turnaround to sustain the business operations for a long-term.
Given this, this paper will analyze of Urban Heights Hotel’s financial position/performance. The main objectives of this paper will be an assessment of the key movement and trends of the Urban Heights’ financial condition during the past 3 years. Moreover, the focus will on expenses, revenue, profitability situation, liquidity position, and solvency position of the hotel. Further, the key reasons following the hotel’s reduced profitability will be identified, considering the current economy and the real-world events/activities. In addition, an effective comprehensive turnaround strategy for the hotel will be developed to re-invigorate its financial standing and restore its status.


[bookmark: _Toc168608483][bookmark: _Toc168604753]Trends and Patterns in the Hotel’s Financial Performance
	The past few decades have been extremely critical for the global hospitality industry due to the various unexpected trends, such as digitalization, and the global events, such as the pandemic. This has led the industry to undergo a radical transformation (Pillai et al., 2021). In this transformation, demographic shifts and post-pandemic transition will play a vital role. The industry is adapting to the changing customers’ preferences and demands. The recent pandemic has significantly impacted the hospitality industry’s working capital, cash, and profitability (Mijinke, Obermann and Hamers 2020). 
The Urban Heights operates in the hospitality industry; hence, is exposed to a range of challenges brought by the recent crisis and the resulting trends and patterns in the market. As an outcome of the crisis and the drastic change in the movements in the hospitality market, the hotel’s financial condition has been adversely affected that can be further analyzed below using the financial numbers reported in the hotel’s financial statements.

	Urban Heights Hotel (figures in GBP)

	 
	2021
	2022
	2023

	Revenue
	   £2,500,000.00 
	   £2,200,000.00 
	   £1,800,000.00 

	Operating Expenses
	   £1,800,000.00 
	   £2,000,000.00 
	   £2,300,000.00 

	Net Income
	       £700,000.00 
	       £200,000.00 
	- £500,000.00 



Table 1: Performance of Urban Heights

Figure 2: Performance of Urban Heights
	The above figures show that Urban Heights’ revenue has significantly diminished over the past 3 years, where as the operating expenses have ramped up to the high extent. This has led to the drop in Urban Heights Hotel’s net income over the last 3 years, revealing a significant drop in the hotel’s performance.
	 
	2021
	2022
	2023

	NP Margin
	28%
	9%
	-28%

	ROE
	32%
	11%
	-36%

	ROA
	13%
	4%
	-11%

	Current Ratio
	          1.80 
	          1.11 
	          0.60 

	Debt Ratio
	60%
	64%
	71%

	D/E Ratio
	148%
	179%
	239%

	
	
	
	



Table 3: Financial Ratios



Profitability

Figure 4: Profitability of Urban Heights
	Profitability is the key pillar for the entity to ensure the long-term survival (Rashid 2021). However, some key factors affect the entity’s profitability. Hence, identifying the factors affecting the profitability is crucial for both internal and external stakeholders to make effective decisions relating to the business and investments (Alarussi and Alhaderi 2018). The table 3 and figure 4 shows that the profitability situation of Urban Heights. The net profit margin of Urban Heights indicates the pattern that shows a diminishing ability of the hotel to generate enough income from the total sales made. The hotel is no more able to make profits and returns. Further, the trend of the ROE of Urban Heights shows diminished ability of the hotel to make adequate returns for the shareholders. Lastly, the trend of the ROA of Urban Heights shows diminishing trend of the hotel’s ability to make adequate income from utilizing the overall assets.


Liquidity

Figure 5: Liquidity of Urban Heights
The next important pillar for the companies is liquidity. A good liquidation condition reveals that the company is liquid enough to effectively manage its obligations and can deal with the financial distress (Madushanka and Jathurika 2018). It increases the investors and creditors’ confidence in the company, thereby impacting their decision-making (Rashid 2018). The table 3 and figure 5 shows that the liquidity condition of Urban Heights Hotel has excessively dropped over the past 3 years. This can be explained as the hotel’s reduced ability to cover its near-term debt obligations with the short-term assets. Looking at the hotel’s balance sheet, the patterns of the short-term assets shows that the cash & equivalents have significantly reduced, along with the drop in the account’s receivables, whereas the rise in the accounts payable. It implies payment to the creditors for the goods purchased has increased whereas the payment from the customers for the services sold have reduced, leading to the significant drop in the hotel’s liquidity position. 



Solvency

Figure 6: Solvency of Urban Heights

The last important pillar for a company is solvency position. It is the important indicator used to investigate the entity’s ability to fulfill its entire obligations (Khidmat and Rehman 2014). The companies must be able to cover all its operational commitments. It indicates the company’s balance sheet strengths (Kajananthan and Velnampy 2014). The table 3 and figure 6 shows that the solvency position of Urban Heights. The debt ratio of Urban Heights reveals a significant upsurge in the hotel’s use of debt to finance assets, thereby creating excessive risks to the hotel. On the other hand, the D/E ratio of Urban Heights has drastically upsurged over the past 3 years, revealing the increased dependence on debt sources compared to the equity. The mounting debt level indicates an alarming situation for Urban Heights, as it may threaten its long-term survival. 


[bookmark: _Toc168608484][bookmark: _Toc168604754]Key Reasons Behind the Financial Performance
	There are both internal and external environments responsible for the drop in the financial performance of Urban Heights Hotel. It faced a major decline in the sales, its rates of occupancy, and the level of the customer satisfaction, which has led its owner worried about the business’s future viability. 
The pandemic has brough a great amount of uncertainties to the businesses operating in different sectors, and hotel industry is not an exception. This event has taken a toll on the companies’ performance (Mališ and Sačer 2021); (Lin and Chen 2022). The hotel industry is confronted with the unique challenges. The actions taken by the government to prevent the pandemic’s impact has caused reduced demand and various hospitality businesses’ closure. The government’s restrictions on the travel and the orders of staying-at-home caused a major fall in the occupancies rate and sales of the hotels (Gursoy and Chi 2020). 
In addition, the other trends in this industry includes technology integration, rising expectations of the customers/guests, customization of the services, focus on sustainability, rise of bleisure (business and leisure travelers), and more emphasis on health & wellness (Poonia 2023). All these are now putting a great challenge for the hotel companies, including Urban Heights Hotel to adapt to the changes and stay competitive (Poonia 2023).
The Urban Heights Hotel’s profitability condition dropped during the last 3 consecutive years. Given this, the obvious reason behind diminishing profitability is the hotel’s reduced sales and the mounted expenses due to the pandemic’s impact. It has led to the continuous lockdown in the nations across the globe (Onyeaka et al., 2021). It prevented the visitors to travel in and out of the countries due to the various restrictions, leading to the reduced customers and occupancy rates in the hotel, thereby caused decline in the sales and increase in the costs (Liu, Wu and Li 2022); (Choirisa 2022). The hotel was unable to bear the costs, resulting in the significant drop in the net income (Nhamo et al., 2020). 
The liquidity condition of Urban Heights Hotel dropped over the last 3 consecutive years. As stated, some key reasons of this dropped can be attributed to the reduced accounts receivables and cash position and increased accounts payable. It reveals that the hotel failed to recover the due payments from its customers, whereas its payments to the creditors and suppliers significantly increased, causing a significant drop in the hotel’s liquidity position. It clearly suggests that ineffective credit policy of the hotel. Also, the hotel is left with minimum cash that is inadequate to meet its near-term and long-term obligations, which is an alarming situation.
Lastly, the solvency of Urban Heights Hotel showed a heightened use of debt compared to the equity sources over the last 3 consecutive years. The obvious reason of this is the mounted debt use to fund the operations and reduced the use of equity investments. While debt is often preferred due to its low-cost nature and tax-benefits, its excessive use may threaten the company’s survival (Obuya 2017). The current debt use by Urban Heights Hotel shows that the hotel is facing the increased risks of bankruptcy, if corrective measures are not taken.
[bookmark: _Toc168608485][bookmark: _Toc168604755]Conclusion

	Therefore, Urban Heights’ financial position and performance has excessively dropped in the past few years. The sales of Urban Heights dropped, its expenses increased, income dropped, margin and returns dropped, liquidity position dropped, and the debt use mounted. All these reveals that the hotel is doing through the financial strain, and the existing situation may threaten the company’s survival, necessitating the management to take corrective actions and measures on immediate effect to save the company from facing the bankruptcy situation. Lastly, based on the analysis of the existing financial turmoil facing Urban Heights, the comprehensive turnaround strategy for the hotel will be suggested to improve its financial standing and ensure its long-term survival, thereby attaining a competitive edge. 
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	Based on the existing financial difficulties facing Urban Heights Hotel, it is important to create an effective comprehensive turnaround strategy by the managers to help re-invigorate and improve the financial health of the hotel and its standing and to ensure its long-term survival in the uncertain and dynamic business settings both in present situation and in the future. A recovery from the present situation is important for the entities operating in the hospitality industries (Schmitt et al., 2019).
Re-design Business Strategies: 
	The recent global events and challenges continues to emphasize the tourism & hospitality entities to adapt to the changing business environment and innovate. To steer through the challenges posed by the recent global events and trends, it has become crucial for Urban Heights Hotel to re-assess its existing business models, business practices, and accordingly design the new and innovation solutions and strategies that helps safeguarding the employees and the customers, and restore their confidence level. Radical innovation mainly involves new technologies or the targeted knowledge towards the new market. An implementation of the innovative solutions could significantly help the hotels sustain and help improve the performance (Sharma et al., 2021).
Assessing the impact on Occupancy and Revenue: 
	Urban Heights Hotel needs to access the overall impact on its occupancy rate and revenue and accordingly, develop a plan to improve the condition. It is crucial to understand that whether the losses the company is experiencing is just delayed or permanent (Mijinke, Obermann and Hamers 2020). 
Personalization
	Urban Heights can increase trust, confidence, and satisfaction level in their customers/guests by offering them personalized or customized solutions. In the contemporary business settings of the hospitality industry, following conventional marketing tactics and offerings to the customers can demotivate the customers and can result in loosing revenue and competitiveness (Bai 2022). Hence, guests must be provided with the unique offerings as it can help building trust and can retain the company’s customers in the long-run (Mijinke, Obermann and Hamers 2020).
Keeping Plans Under Active Review:
	In a fast-moving and dynamic settings, Urban Heights must ensure keeping itself updated with the changes occurring in the environment and their likely effects. The company must be equipped enough to quicky respond to the changes external to the normal business and operating processes. It must permit to swiftly make decisions, communicate, and implements the strategies. In the down-time, the company must re-assess their business, make new products/services, become more flexible, train employees, and seek various new opportunities (Mijinke, Obermann and Hamers 2020).
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Performance of Urban Heights (Figures in GBP)	

Revenue	2021	2022	2023	2500000	2200000	1800000	Operating Expenses	2021	2022	2023	1800000	2000000	2300000	Net Income	2021	2022	2023	700000	200000	-500000	



Profitability 

NP Margin	2021	2022	2023	0.28000000000000003	0.09	-0.28000000000000003	ROE	2021	2022	2023	0.32	0.11	-0.36	ROA	2021	2022	2023	0.13	0.04	-0.11	




Current Ratio	2021	2022	2023	1.8	1.1100000000000001	0.6	


Solvency

Debt Ratio	2021	2022	2023	0.6	0.64	0.71	D/E Ratio	2021	2022	2023	1.48	1.79	2.39	
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