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[bookmark: _Toc166415034]1. Introduction 
[bookmark: _Toc166415035]1.1 Overview of Urban Height Hotel
Urban Heights Hotel has separate facilities including restaurants, bars and event management facilities. The recent financial outcomes are not overwhelming for this hotel. Some of the important factors of the income statement and balance sheet have been provided to look into the revenue and expense trends, profitability, liquidity, and solvency aspects of this hotel. Based on the result some turnover strategies are being expected. 
[bookmark: _Toc166415036]1.2 Current Challenges Faced by Urban Height Hotel
Urban Height Hotel primarily is now facing three major problems. Such as –
a. Decline in revenue. 
b. Decline in occupancy rate.
c. Loss of customer satisfaction. 
[bookmark: _Toc166415037]1.3 Assessment Objectives
The objective of this case study is to analyse the financial health of Urban Height Hotel to identify the probable cause of the downgrade in the financial performance, attributed to the decline in revenue, occupancy rate, and customer satisfaction. In doing so, identifying the turnaround strategy for Urban Height Hotel to revitalize its financial health and restore its reputation. 



[bookmark: _Toc166415038]2. Analysis of Financial Performance
The financial performance of Urban Height Hotel can be analysed using different estimators using the data from the income statement and balance sheet. This will analyse revenue, expense, profitability, liquidity, and solvency in terms of trend and growth. 
[bookmark: _Toc166415039]2.1 Revenue Trends over the Past 3 Years
The given information has provided only two revenue aspects. One is the main operating income as revenue and the other is the net profit after deducting all the cost incurred for the period against the revenue (Dury, 2021). 
	Revenue
	Year 2021 
	Year 2022 
	Year 2023
	%∆ (Y22-Y21)
	%∆ (Y23-Y22)
	Mean Increase/Decrease

	Revenue 
	 £    2,500,000 
	 £   2,200,000 
	 £   1,800,000 
	-12.00%
	-18.18%
	-15.09%

	Net Profit
	 £       700,000 
	 £      200,000 
	-£      500,000 
	-71.43%
	-350.00%
	-210.71%


Table 01: Revenue Information of Urban Height Hotel (Own Drawn).

Figure 01: Revenue Trend (Own Drawn).
Both from the growth calculation and trend analysis, a constant degradation can be observed in revenue and net profit. A decrease in net profit can be tagged along with the cause of the decrease in revenue. In 2022 the revenue decreased by 12% and the situation worsened in 2023. The marginal rate is negative meaning that the revenue is increasing at a decreasing rate. this is not an optimum position for a business firm (Seal, 2019).
[bookmark: _Toc166415040]2.2 Examinations of Cost Structure and Expenses
There is not enough breakdown of the cost has been provided. Therefore, the expense is being analysed using the operating expense measurement. 
	Expense
	Year 2021 
	Year 2022 
	Year 2023
	%∆ (Y22-Y21)
	%∆ (Y23-Y22)
	Mean Increase/Decrease

	Operating Expenses 
	 £    1,800,000 
	 £   2,000,000 
	 £   2,300,000 
	11.11%
	15.00%
	13.06%


Table 02: Expense Information of Urban Height Hotel (Own Drawn).

Figure 02: Expense Trend (Own Drawn).
The operating expense is increasing at an increasing rate. in 2022 it increased by 11.11% compared to 2021. And in 2023, the increasing rate become 15%. It is presented that Urban Height Hotel is not efficient in managing its operation. Increasing operating cost decreases the magnitude of the net profit (Guilding, 2014).
[bookmark: _Toc166415041]2.3 Analysis of Profitability
To analyse profitability for Urban Height Hotel three measurements have been considered. net profit margin, return on assets and return on equity.
	Profitability
	Year 2021 
	Year 2022 
	Year 2023
	%∆ (Y22-Y21)
	%∆ (Y23-Y22)
	Mean Increase/Decrease

	Net Profit Margin
	28.00%
	9.09%
	-27.78%
	-67.53%
	-405.56%
	-236.54%

	Return on Assets
	12.84%
	3.92%
	-10.68%
	-69.47%
	-372.44%
	-220.95%

	Return on Equity
	31.82%
	10.93%
	-36.23%
	-65.65%
	-431.52%
	-248.59%


Table 03: Profitability Analysis (Own Drawn).

Figure 03: Trend of Profitability Estimators (Own Drawn).
[bookmark: _Toc166415042]2.3.1 Net Profit Margin
The net profit margin assesses the ability of a firm to generate net earnings from its core operation. Here the margin shows how much of the revenue is attributable to the shareholders. The net profit margin has been decreasing but in 2023 it became negative. The negative growth is significantly evident (Seal et al., 2008).
[bookmark: _Toc166415043]2.3.2 Return on Assets
In other ROA measurements, the negative growth is evident as well. There is a negative result in 2023 due to net loss in 2023 and negative growth overall in the periods. The rate of negative growth is a very high average decline in all periods and leads to an average decline of more than 200%. 
[bookmark: _Toc166415044]2.3.3 Return on Equity
All of the profitability factors show a negative trend. However, the return on equity is considerably low. It not generating enough profit for its equity holders. However, the return on assets has not fallen in the same magnitude as ROE. Even though it had some extent to generate profit by utilising its assets the fall in ROE is not satisfactory from the perspective of shareholders (Wild, 2018). 
[bookmark: _Toc166415045]2.4 Analysis of Liquidity 
To assess liquidity two measurements have been chosen, one is the current ratio, and another one is the working capital ratio. the quick ratio outcome for this particular company is similar therefore, it has not been considered. 
	Liquidity
	Year 2021 
	Year 2022 
	Year 2023
	%∆ (Y22-Y21)
	%∆ (Y23-Y22)
	Mean Increase/Decrease

	Current Ratio
	1.8
	1.11
	0.6
	-38.27%
	-46.00%
	-42.14%

	Working Capital Ratio
	0.8
	0.11
	-0.4
	-86.11%
	-460.00%
	-273.06%


Table 04: Analysis of Liquidity (Own Drawn).

Figure 04: Trend of Liquidity Estimators (Own Drawn).
[bookmark: _Toc166415046]2.4.1 Current Ratio
In 2021 Urban Height Hotel had enough current assets to meet its short-term obligation but the amount of available assets after paying off the short-term obligation was significantly, which led to a deterioration in the operation (Bhimani, 2006). As a result, a negative impact can be seen in the lateral period. The average native growth in the overall period is 42.14%
[bookmark: _Toc166415047]2.4.2 Working Capital Ratio
Since Urban Height Hotel has considerably low current asses, the working capital is also negative and leads to negative growth and trend overall all the periods. The fall is significantly low in the case of working capital. It does not have enough cash to maintain its operation efficiently (Jagel, 2007).
[bookmark: _Toc166415048]2.5 Analysis of Solvency
The solvency ratios represent the ability to pay off the long-term obligations of a firm (). Three measurements have been considered: debt-to-equity, debt-to-assets, and equity ratio. 
	Solvency
	Year 2021 
	Year 2022 
	Year 2023
	%∆ (Y22-Y21)
	%∆ (Y23-Y22)
	Mean Increase/Decrease

	Debt-to-Equity
	1.48
	1.79
	2.39
	20.96%
	33.83%
	27.39%

	Debt-to-Assets
	0.60
	0.64
	0.71
	7.52%
	9.97%
	8.75%

	Equity Ratio
	0.40
	0.36
	0.29
	-11.11%
	-17.82%
	-14.47%


Table 05: Analysis of Solvency (Own Drawn).

Figure 03: Trend of Solvency Estimators (Own Drawn).
[bookmark: _Toc166415049]2.5.1 Debt-to-Equity
The debt-to-equity ratio is increasing significantly. It is emphasised that this hotel is relying upon long-term debts rather than equity and taking loans to cover its operation creating an obligation to the third party. If we might consider the Altman Z-score, it would fall under the distress category. It has created high obligations and increased the threat of bankruptcy (Atrill et al., 2021). 
[bookmark: _Toc166415050]2.5.2 Debt-to-Assets
The debt-to-asset ratio is also showing a similar result. The amount of debt is higher than the total assets. It does not have enough assets to meet its liabilities and long-term obligations (Wild, 2018).
[bookmark: _Toc166415051]2.5.3 Equity Ratio
The equity ratio is considerably low. It emphasises that most of its assets are backed by debt rather than equity leaving the shareholders in a risky position (Seal et al., 2018). 
[bookmark: _Toc166415052]2.6 Interpretation 
Urban Height Hotel has failed to meet its short-term obligations and manage its current assets and working capital. This led to a decrease in performance and resulted in operating inefficiency. It can be a cause of the increase in the operating expenses and fall in net profit. Due to a lack of efficiency, the revenue is also subject to fall. Reduction in net profit caused all the profitability ratios to become negative. From the solvency ratio analysis, it can be seen that there is an increase in the overall debt, therefore, it can be said that it has used debt to maintain its operation but it also comes with fixed interest obligation that reduces profit. Reduction in profit influences payment rate to employees and fall in occupancy rate. Shortage of staff implies less effort to serve customers and a deduction in customer satisfaction as well (Palepu et al., 2020). 


[bookmark: _Toc166415053]3. Factors Contributing to Profitability
Outside the internal factors, there could be other external factors that lead to a decrease in performance. In this segment, these external causes are expected to be analysed. 
[bookmark: _Toc166415054]3.1 Real-World Events Impact of Hospitality Industry
The covid-19 has it impact on all the industry all over the world. It impacted significantly the hospitality industry. The hospitality industry directly encounters physical interactions with humans, which was prohibited during this period. many businesses had to shut down and some had to curtail their operations. Some of the businesses faced loss to such an extent that they still not have been able to recover (Brewer and Sebby, 2021). Most small firms in the hospitality industry rely on debt and lay off their staff to reduce costs which results in inefficient operations (Rouhi Khorasani, 2021). It can be one of the reasons for the downfall in the performance of Urban Height Hotel.
[bookmark: _Toc166415055]3.2 Economic Factors
The economic factors that can influence the profitability of a business industry are recession, high inflation, and an increase in tax rates. Increase in interest rates, currency fluctuations etc. The post-COVID-19 situation has created distress in the economy. The prices of commodities have gone up with a high inflation rate in the past few years, increasing interest rates, creating difficulties in getting loans and increasing risk of default. The currency fluctuations create barriers for visitors to the hotel industry from foreign countries. So the overall economic pressure can also be a reason for the decline in performance (Antal and Van den Bergh, 2013). 



[bookmark: _Toc166415056]4. Customer Satisfaction and Reputation Management
It is facing a problem in maintaining customer satisfaction due to a lack of efficiency in operations. To increase customer satisfaction, it needs to identify areas where it can work on and revitalise its operation and reputation.
[bookmark: _Toc166415057]4.1 Areas of Improvement
It needs to improve in the following areas –
a. Staff require training.
b. Customer service channel.
c. Customer engagement through interactive mediums.
[bookmark: _Toc166415058]4.2 Customer Experience Enhancing Strategies
a. Provide training to the available employees in marinating good relationships with the customers. 
b. Creating a channel to provide 24/7 hours customer service, answering their queries and responding to their messages.
c. Creating a robust online presence through the integration of social media platforms.



[bookmark: _Toc166415059]5 Turnaround Strategies
To turn around its current position six strategies have been identified that can be leveraged to revitalise the financial performance of Urban Height Hotel and restore its reputation.  
[bookmark: _Toc166415060]5.1 Improving Operational Efficiency
First, it needs to manage its liquidity properly. To do so it needs to collect cash from its accounts receivables early and pay back to its accounts payable like suppliers at a later period. in this way, it will be able to increase its operating cycle. This will help to increase working capital and maintain operating activities. As a result management of operating expenses at a certain level. It needs to leverage free mediums of promotion like using social media platforms to promote its business and increase revenue. At first, it will require time to reach due to not investing to promote the business but creative content delivery can boost the situation (Tranter et al., 2014).  
[bookmark: _Toc166415061]5.2 Training and Development Programmes
Offering employees different training programmes in efficiently managing resources without wasting. Training them to be able to perceive the behaviour of the customers and communicate with them properly. For instance, greeting guest, answering their questions politely and managing their unexpected demand positively.  Improving customer experience can create a positive image (Walker, 2021).
[bookmark: _Toc166415062]5.3 Enhancing Online Presence
Using different social media platforms to connect with the customer. Showing different packages and offers, showing the process of subscription, location details to make their journey etc. all the small detailed efforts that it inputs to make the customer experience holistic can be showcased through social media posts to attract visitors. Besides, using the ongoing trend creating different offers can contribute to high reach (Chaffey and Smith, 2022). 
[bookmark: _Toc166415063]5.4 Diversification
It has diversified revenue streams but is still unable to generate enough cash to cover its operating expenses. It needs to look into its segments and analyse each performance, it the segments are not generating enough revenue, it should terminate one or two (Jagels, 2007). 
[bookmark: _Toc166415064]5.5 Branding Initiatives
Though providing seamless customer experience, robust promotional tactics and incorporations of local trends it can gain positive images and customer reach. Leveraging it may be able to achieve brand value in the long run (Walker, 2021).
[bookmark: _Toc166415065]5.6 Retire Debt
It is highly reliant on debt. It should start to retire the long-term obligations once the positive net cash flow starts to flow into the firm.


[bookmark: _Toc166415066]6. Conclusion
Urban Height Hotel is facing a decline in its financial performance. Therefore, it was not been able to maintain the occupancy rate and faced customer dissatisfaction issues. It has been identified that it has poor management of liquidity and reliance on debt. All the factors examined for revenue, operating expense, net profit margin, ROA, ROE, debt-to-equity, debt-to-assets, and equity ratio expressed unfavourable trends. The possible strategies to improve its situation can be – to introduce operation efficiency by increasing the operating cycle, creating an online presence to attract customers, training staff to increase customer satisfaction, and laying off the segments that will not be able to generate revenue. 
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