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1. Introduction

	Urban Heights Hotel, which features its own restaurant, lounge bar and event venues, is located in a vibrant urban landscape. The hotel has suffered a serious decrease in its revenue, room utilisation and customer satisfaction in the past few years. The owner, who is seriously concerned regarding the business' long-term viability, requested assistance to evaluate the current situation and discuss if the hotel can be revived with a turnaround strategy. The purpose of this paper is to evaluate the hotel's financial performance for the past three years, determine what led to its decline, and recommend a more comprehensive turnaround strategy to successfully restore its reputation and financial strength.

2. Scope and objectives

The main objectives of this study are:

	Outline the main factors responsible for the downturn in its profits, while considering current economic and other relevant events.
	Develop a complete strategy to revive its financial health and rehabilitate its reputation or identify the most profitable option for its owner.
	To evaluate Urban Heights Hotel's trends and patterns on its financial performance for the past three years, concentrating on earnings, operating costs, returns, capital resources and solvency.

3. Trends and patterns evaluation (2021–2023)

	Revenue Trends
	Urban Heights Hotel's earnings declined constantly during the last three years, as evidenced by the income statement. In 2021, Urban Height's Hotel income was £2,500,000. In 2022, its earnings decreased with 300,00, while in 2023 dropped even more to £1,800,000.  For 2021 to 2022, this means an average annual decrease by 12 % and a 18% from 2022 to 2023. Multiple factors would contribute to this decline, possibly the increased competition, decreased consumer expenses because of the recession, and also the ongoing impacts of the COVID-19 pandemic. The decline in revenue suggests a falling customer base or a decrease in expenditures per customer, all of which are viewed as serious challenges that must be immediately addressed to help secure the hotel's financial stability.
	Liquidity Trends
	The hotel's liquidity, as evidenced by  the income statement its estimated cash has also decreased significantly. As a result of this declining trend, hotels' ability to honour their obligations over the short term is becoming increasingly constrained. The decline in debts from £150,000 in 2021 to £80,000 in 2023 indicates a decrease in loans sales or an inconsistent debt collection strategy. With a reduced cash reserve, which exposes the hotel to liquidity risk, it limits its capability to spend on improvements or to cover unforseen expense.

	Expenses trends
	Urban Heights Hotel's expenses were up compared to its declining revenues. The increase in expenditure from year to year is around 11% in 2021 to 2022 and about 15% from 2022 to 2023. However, this pattern suggests that there are some potential areas where cost management is inefficient and may increase the supply, workforce or utilities expenses. Based on the decline in revenues, this increase in expenditure is therefore to be considered unsustainable and it has contributed directly on the returns difficulties encountered by the hotel.

	Profitability Trends 
	The hotel profit margin dropped suddenly, falling from a profit in 2021 to a loss in 2023. In 2023, the overall loss suggests that the hotel's costs to operate outpaced its income, a situation that is not viable in the long term. The main factors contributing to this downturn include a ongoing decline in its income and out-of-control increases in their operating expenditures.

	Solvency Trends
Total Liabilities: 2021: £3,250,000; 2022: £3,270,000; 2023: £3,300,000
Equity: 2021: £2,200,000; 2022: £1,830,000; 2023: £1,380,000
	While total debt has increased, the substantial decline in equity capital from £2,200,000 in 2021 to £1,380,000 in 2023 is worrying. Its debt and equity ratio has deteriorated, suggesting a reliance on additional debts to sustain its operations. This is an unsustainable trend and may lead to solvability challenges if not dealt and addressed quickly.

4. Reasons behind the decline in profitability at Urban Heights Hotel

	A significant downturn at the Urban Heights Hotel over the past three years can generally be attributed to various internal and external drivers. Such factors include economic recession, a change in customer behaviour, organisational inefficiency and particular challenges specific to the hospitality industry, such as competition.

	Economic recession
	At the hotel, the global and local economic environment has severely impacted its profitability. The post-pandemic recovery was slow, with many regions reporting downturns or slow recovery. However, UK experienced considerable pressures due to inflation, leading to an increase in costs of services and products, impacting also on the hospitality industry (GOV.UK, 2023). The economic volatility also led to a decline in spending on personal use. Guests may choose to stay in low-cost hotels or decrease their travel frequency, which directly impacted on hotel vacancies and incomes. On the other hand, high inflation caused increases in costs of supplies, labour and utilities. The Office for National Statistics reported that United Kingdom rates of inflation were above limits, leading to higher production costs for companies (Office for Budget Responsibility, 2023). However, for Urban Heights, this has meant a higher operating expenditure, with no corresponding growth in room rates or guests' spending.

	Consumer bevhaviour changes

	Post-pandemic shifts in consumer behaviour transformed the hospitality industry on a different scale. For example, one of the primary reasons is the fact that websites such as Airbnb have become more common, providing more affordable and sometimes more flexible options compared to traditional hotels (Rawal et al., 2022; Sánchez-Franco and Aramendia-Muneta, 2023).  Consequently, this has increased the competition and reduced the market share of hotels such as Urban Heights. At the same time, the pandemic has increased the adoption of remote working, thereby reducing significantly business travel (AllDayPa, 2024; Countouris et al., 2023). Urban Heights, that could rely on corporate clients before, may have experienced a decrease for this segment also. This change was sustained by market reports indicating a sharp decrease in corporate travel, which impacted the revenue flow of the hotels.

	Organisational  inefficiency

	Urban Heights also may not have a solid strategy for revenue management allowing it to actively adjust rates for accommodation in response to market demand and the competition. This may lead to wasted opportunities to capture revenues during busy seasons and not enough room occupancy during quiet seasons (Hotelier and Hotel Design Magazine, 2023). An increase in operational costs without a matching growth in incomes indicates the shortcomings of Urban Heights' cost management practices (Cvelbar and Dwyer, 2023). Costs such for supplies, utilities, maintenance, and employee salaries were not properly managed, which led to a continued growth in the operating budget.
	Hospitality organisations also need to effectively utilise the online marketing strategies needed in today's digital revolution (Goswami, 2024). An additional factor that impacted its organisation's effectiveness may also be a lack of online presence or inefficient utilisation of social media or booking platforms which could ultimately lead to losing customers and a reduction in their bookings.

	Competition 

	Hospitality industry is highly competitive and Urban Heights experienced strong competition from traditional and other options for accommodation. As an example, as the presence of high-end and niche hotels providing more distinctive experiences also distracted customers seeking more bespoke or premium hotels (SpaSeekers, 2024). Also, an upward shift in affordable hotel chains has provided travellers with cheaper options, placing more pressure on midscale hoteliers, such as Urban Heights, as they compete on pricing and quality (Koščak and O’Rourke,  2018). 

	Customer satisfaction

	Urban Heights itself may have failed to stay on top of trends regarding customer expectations, for example increased healthcare standards, up-to-date amenities or practices that are sustainable, which resulted in losing its competitive advantage (Porter and Kramer, 2006). A decline in customer satisfaction and a damaged image for the brand may lead to reduced bookings and returns. There may also have been a noticeable decline in service quality, service standards, cleaning or the general experience of its guests. If negative reviews and low ratings on websites such as TripAdvisor was registred, these may have discouraged prospective guests and therefor can have a negative impact on Urban Heights (Gavilan et al., 2018).
	

5. Turnaround strategy

	A comprehensive turnaround strategy is vital to assure the Urban Heights Hotel's survival and success in the future. Such a strategy will focus on optimising revenues, cost management, improved marketing strategy, a better guest experience, partnering with strategic stakeholders and a financial reorganisation (Tenkasi and Kamel, 2016).
	Urban Heights Hotel will adopt a flexible pricing strategy where room prices will be adapted according to seasonality, local market conditions and competition.  The organisation should utilise Revenue Management Software to effectively project trends in occupancy levels and optimise its pricing strategies to ensure that revenue and occupancy are fully leveraged (Yury, 2024). Urban Heights will expand its existing customer base, focusing on new segments as leisure travellers, digital nomads or families. It will devise appealing bundles for holidays, live-work options and family-friendly options. Also, such new options will be advertised using online targeted advertising and partnering with influencers in the travel industry (Hughes et al. 2019).
	Urban Heights will perform a detailed audit for its operating costs in order to identify any areas where savings can be made. Also, it will negotiate for lower rates with its suppliers and then consider using other suppliers to decrease costs. In addition, it should consider introducing energy-saving features such as LED lighting, thermostats and smart meters to reduce utilities costs (Business Climate Hub, 2024). The organisation should also optimise its workforce levels to correspond with the occupancy rate but without undermining the quality of its services. Employees will be required to undertake training to perform more than one role, which will increase flexibility and decrease hiring pressures. 
	Another important aspect to consider is the digital marketing and online presence. Therefore, it will be important to modernise the hotel's existing site and improve its user experience and SEO efficiency (Tse, 2013).  It will be required to optimise the hotel's website for use on mobile devices and to ensure it offers mobile-friendly booking functions, but also to invest in a well-rounded digital marketing strategy, comprising social media marketing and e-mail campaigns to draw in new customers (Indeed, 2022). The organisation will devise a loyalty program to attract regular customers, will offer exclusive discounts, membership packages and other benefits to its guests. Also, it will be necessary to develop partnerships with local companies to offer additional value, for example discounts to local restaurants or tourist attractions. Lastly, the owner of Urban Heights has to negotiate with creditors to refinance its existing financial obligations, perhaps by agreeing to extend terms of repayment or to reduce interest rates to increase cash flow (Kopp, 2022). In addition, it will investigate options for debt rescheduling if these offer more advantageous conditions. Considering different alternatives to use the hotel's existing space is also important. For example, perhaps renting conference rooms to local companies or repurposing areas not in use as office spaces for co-working.

6. Conclusions

	In summary, the financial performance of Urban Heights Hotel has declined in the past three years, with continued decreases in both revenues and profitability, alongside with increased costs and diminished cash flow. A significant decrease in equities and a slight increase in its liabilities is pointing towards an increasing financial challenge.  Urban Heights Hotel's decline in profits is a complex issue, caused by the economic challenges, shifts in consumer behaviour, operational inefficiencies, pressures due to competition and associated social pressures. By addressing these challenges, a complex turnaround plan is necessary based on optimising cost management, revenues, enhancing customers' experience, developing a stronger digital marketing strategy and responding effectively to the changing market conditions.
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