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Case Study: Urban Heights Hotel’s Financial Crisis ad Turnaround Strategy

[bookmark: _Toc180530225]Introduction
Urban Heights hotel is a UK based Hospitality company. Over the last few years, the company has been facing a significant financial crisis. The information on the financial statements demonstrates the solvency, liquidity and profitability problem. The profitability decline and operational costs increasing year to year, liquidity and solvency problem becoming stronger ultimately leading this organization unable to sustain. The case has mainly three parts. In the first part, the evaluation of trends and patterns of the hotel’s financial performance is done from the financial information provided in the financial statements of 2021 to 2023 specially focusing on revenues, expenses, profitability, liquidity and solvency. The second part identified the reasons behind this decline in profitability considering present world events and current economic conditions. In the final part recommendations are given for the hotel to revitalize its reputation and financial performance. 
 
[bookmark: _Toc180530226]Trends and patterns in urban Heights hotel’s financial performance: 
Revenues, Expenses and Net Profit are the key elements of income statements. These elements demonstrate the performance of a company or firm (Jagels, 2007). Among the five components of financial statements, income statements measure financial performance. It is possible to know about the operational strength and earnings from operations of any organization from analyzing the strength (Seal, Garrison and Noreen, 2008). Liquidity measures short term capacity to meet the financial needs which is calculated using current assets and liabilities (Atrill and McLaney ,2021). The current ratios and quick ratios can better demonstrate the liquidity condition of any organization. Solvency measures the long-term capacity regarding financial matters and long term financial health of any organization. Debt to equity ratio and debt ratio best measure the solvency condition of any organization (Bhimani, 2006).

Percentage changes in Revenues, Expenses and Profitability are as follows:

	Item
	2021 to 2022 (%)
	2022 to 2023 (%)

	Revenue
	-12.00%
	-18.20%

	Operating Expenses
	11.10%
	15.00%

	Net Income
	-71.40%
	-350.00%


Table: Percentage changes in Revenues, Expenses and Profitability
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The hotel’s revenue and profitability is declining from year to year. It declines 12% from 2021 to 2022. Further it declines more in 2023 from 12% to 18.20%. So, the revenues of the hotel’s is in increasing declining trends. Net income decreases 71.40% in 2022 from 2021 and further it plummets 350% in 2023 from 2022.This sharp decline in profitability in 2023 becomes the major threat for the sustainability of the hotel business. Similarly, the operating expenses increases 11% in 2022 from 2021 and the increases 15% in 2020 from 2022. operating expenses increases not as much as the revenues decline and net income declines. especially if we can focus in 2023 the net income significantly declines.so it can be concluded that not the operating expenses liable for declining in net income but the other factors are responsible for minimizing the capacity of profitability of the hotel. 

Liquidity and solvency condition of the urban heights hotel are evaluated based on the following ratios:

	Ratio
	2021
	2022
	2023

	Current Ratio
	1.8:1
	1.11: 1
	0.6:1

	Debt to Equity Ratio
	1.48:1
	1.79:1
	2.39:1

	Debt Ratio
	59.60%
	64.20%
	70.60%



The current ratio measures the liquidity condition of any entity (Durry, 2021). The above current ratio is calculated dividing total current assets of each year by total current liabilities. Total current asset includes cash and cash equivalent, and account receivables and current liabilities includes accounts payable as total current liabilities. The standard value of current ratio is 2:1 (Guilding, 2014) which means that there are £2 current assets available for every £1 of current liabilities. The current ratio of urban Heights hotel in 2021 was 1.8:1 which was below standard but not so bad. Later it declines to 1.1:1 in 2022 and its further declines to 0.6:1 in 2023 which indicates that it's current liabilities is more than current assets in 2023. In 2023 it has £60 current assets against its current £100 liabilities. The situation indicates that the company is in a great liquidity problem.
 
Debt to equity ratio calculated by dividing total liabilities by total equity. The ratio indicates the amount of liabilities in relation to its equity. Unique Heights Hotel debt to equity ratio in 2021 is 1.48:1 which means that for every £1 owners’ equity there is £1.48 liabilities. In 2022 the ratio increases to 1.79:1 which indicates that the liabilities increase in 2022 from 2021. The ratio in 2023 increases a lot and reaches 2.39. This means that for every £1 equity the hotel has £2.39 liability. The liabilities Associates interest cost. The increase of liabilities also increases the cost of interest of any organization. Thus, the increasing debt to equity ratio of the hotel increases the financial risk of the hotel by increasing its interest cost and minimizing financial flexibility.

Debt ratio calculated dividing total liabilities by total assets meaning the amount of liabilities in relation to its assets (Durry, 2021). The hotel debt ratio also increased similarly to its debt-to-equity ratio. Both the ratios of the hotel indicate that the facilities of the hotel are increasing day by day. the increasing trends of liabilities putting pressure on the solvency of the hotel. Thus, the solvency crisis of the hotel is reaching its unique Heights year by year. From the above analysis, based on the ratios and trends it can be concluded that the hotel is in a significant risk of liquidity and solvency problem. These threats ultimately increase the Threats of sustainability of the organization. 

[bookmark: _Toc180530227]Key reasons behind the Decline of the financial performance:
The pandemic hit in December 2019 is one of the main reasons behind the decline of hospitality business in the UK (Jones, Hillier and Comfort, 2021). Not only in the UK but also on other parts of the world affected by the Covid-19 pandemic (Koutsou, 2021). Sri Lanka is the best example of an affected country regarding hospitality and tourism business affected by the pandemic. A series of lockdowns and shutdowns and restrictions affected many of the businesses but mostly the hospitality business in the UK. Hotels, tourist spots became People free for a long time. As a result, the businesses couldn’t survive. On one side the spots and hotels became tourist less, on the other side the organization faced staff shortage of staff operating. The expenses were incurred during the time without any earnings. Russia Ukraine war also contributes to this decline of profitability of the hospitality   businesses in the UK. This war changed the mindset of consumers' behavior which ultimately impacted the profitability of the business. restrictions on Travels also contributed to this flame.

Because of the two significant incidents, COVID 19 and Russia Ukraine war, the world economy  
faces significant downturns from 2021 to 2023. This downturn leads through the significant increase of interest ultimately leads the consumer to cut their spending on travel and tourism. The war also contributed to the supply chain disruptions of the world which caused the shortage of needed logistics for the industry (British Hospitality Association, 2022). World economic downturn mostly impacted the UK's economy. The rate of inflation reached 9.1% in June 2022 (Bank of England, 2022) in the UK. Which is the highest inflation rate in the UK for the last 40 years. Because of this inflation and economic downturn in the UK leads to consumer unwillingness to travel and cutting down unnecessary expenses. As a result, the profitability of the hospitality business significantly declined at that time. The profit of the hospitality business depends on the availability of consumers. consumers need a fresh mindset and extra money in their pockets to travel. Also, the political stability of the country affects the travel metrics of the consumer. After 2020 all of these conditions were against the travel mindset of the consumer which ultimately led to the decline of profitability of the hospitality business in the UK. 
Other factors of the current economy and world events including regulations regarding health because of COVID- 19 and changes in technological matters such as the components of foot industrial revolutions significantly impacted on the profitability of unique Heights hotel. increase in the cost of operations of unique Heights hotel due to world supply chain disruptions also impacted on its profit generation from operations.

[bookmark: _Toc180530228]Turnaround strategy: 
The problems that have been faced by unique Heights hotel regarding its profitability, liquidity and solvency created from both external and internal factors. external factors are the industry specific problems that are faced by most of the hotels and Hospitality businesses around the world at that time because of some incidence and economic downturns. The external factors that lead to this hotel in the financially worst situation are out of control of the organization and are gradually fixing naturally (Financial Times, 2023). the effect of covid-19 and Russia Ukraine war already deemed. Recently Sri Lanka as a country became able to come out from the liquidation problem which was in a great financial problem some days ago. This is because the tourism sectors are reviving, and hotel and hospitality businesses are getting more customers. internal factors that contributed to the financial crisis can be fixed by taking some multifaceted turnaround strategies.

Many organizations in the UK are using improved accounting costing tools and techniques to improve financial decision making (International Journal of Business and Accountancy, 2022).
controlling cost and increasing operational efficiency by using some accounting tools and techniques, the unique Heights hotel has scope to come out from the financial crisis (Tranter, Stuart-Hill and Parker, 2014). The hotel has to follow some techniques related to cost minimization and the techniques of Sustainable accounting that can increase the operational efficiency To revive the hotel’s financial performance and restores It's reputation (Hossain, M.A., 2020). The following are the turnaround strategies that the unique Heights Hotel can follow to revitalize its position.

Restructuring capital formation: The hotel has to take more capital from owners’ equity and make a balance between debt and equity. The hotel's higher debt to equity ratio increases the financial cost (Baker, M., Huyton, J. and Bradley, P., 2013). Thus, the new money from owners can generate money without significant financial cost. 

Controlling operation all efficiency and costs: 
Cost Management strategies are very effective at the time of difficult economic situations (ACCA, 2022). To control the cost the hotel has to follow an efficient costing system. Using cost volume profit analysis and applying absorption costing the hotel can bring efficiency in cost management. The hotel has to focus on budgetary control, also comparing the actual with the budgeted amount. To reduce its food and supplies cost it can use the standard costing system such as following activity-based costing can suggest the hotel to identify the high-cost activities to focus on (Seal, 2019). to reduce inventory costs and reduce the hotel can use just in time costing 
in some cases. 

Changing Pricing strategy and diversified revenue generating scopes: Introducing new revenue generating sectors with diversified pricing strategy enhances the revenue generating scope of any Organization (Walker (2021). By introducing new spa and Wellness services, event hosting and other similar revenue generating services and changing the pricing strategy compared to its competitors will definitely enhance the revenue generation of the hotel. Online platforms like Facebook and YouTube can be used widely to promote advertising to attract consumers targeting the customers. The management of the hotel has to forecast comparative room pricing to increase the high Occupancy of the rooms. To fill the changing customers, demand strategies are mandatory to follow (Accountancy Age, 2023).

Enhanced use of modern technology: Modern technology can boost Profitability by attracting the target consumers by systematic advertising, contactless services and enhancement of online services (Chien, G. and Law, R., 2021). Use of modern hardware and software’s also can enhance profitability of the hotel by providing a satisfactory environment and internal control system. The company has to increase its marketing cost to attract customers as the tourism and Hospitality sectors are reviving. 

[bookmark: _Toc180530229]Conclusion
The unique Heights hotel’s financial crisis is the result of internal inefficiency in cost and operational management and industrial specific problems caused by world economic downturns and current events. The pandemic Russia Ukraine war and the world economic turmoil leads the hospitality sectors into severe problems. This world turmoil and internal efficiency leading the hotel to sustainability. Liquidity and Solvency conditions plummeted to the worst situation. Perfect strategies must be followed by the hotel to sustain them before it is too late. The hotel must adopt a comprehensive turnaround strategy focused on improving operational efficiency, controlling costs through modern accounting tools like activity-based costing, and exploring diversified revenue streams such as wellness services and event hosting. By adjusting its pricing strategies and leveraging technology for customer engagement and operational improvements, Urban Heights Hotel can potentially restore its financial health and regain its position in the market.
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