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Executive summary:

This case study will assess the economic status of Urban Heights Hotel’s  over the past three years focusing on revenue, profitability, expenses, liquidity, and solvency taking in consideration a comprehensive turnround strategy that can be developed in order to restore the reputation and build a healthy financial outcome for the owner by identifying strategies to mitigate financial risks as insurance, diversification, financial planning and operational control.
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Introduction
The Urban Heights hotel, a prominent establishment nestled in an urban landscape, has been grappling with a concerning decline in revenue, occupancy rates, and customer satisfaction in recent years. The owner, understandably apprehensive about the business's future viability, has sought professional expertise to assess the feasibility of implementing a turnaround strategy. This report aims to delve into the hotel's financial performance, identify the root causes of its declining profitability, and present a comprehensive strategy to revitalise its financial health and restore its reputation, or, if deemed necessary, explore alternative viable options for the owner.


Financial Performance Analysis
Financial Ratios
	Ratio Name
	Formula
	2021 Calculation
	2022 Calculation
	2023 Calculation

	Operating Profit Margin
	Operating Income / Revenue
	(£700,000) / £2,500,000 = 28.00%
	£200,000 / £2,200,000 = 9.09%
	(£500,000) / £1,800,000 = -27.78%

	Net Profit Margin
	Net Income / Revenue
	£700,000 / £2,500,000 = 28.00%
	£200,000 / £2,200,000 = 9.09%
	(£500,000) / £1,800,000 = -27.78%

	Return on Assets (ROA)
	Net Income / Total Assets
	£700,000 / £5,450,000 = 12.84%
	£200,000 / £5,100,000 = 3.92%
	(£500,000) / £4,680,000 = -10.69%

	Return on Equity (ROE)
	Net Income / Equity
	£700,000 / £2,200,000 = 31.82%
	£200,000 / £1,830,000 = 10.93%
	(£500,000) / £1,380,000 = -36.23%

	Current Ratio
	Current Assets / Current Liabilities
	(£300,000 + £150,000) / £250,000 = 1.80
	(£200,000 + £100,000) / £270,000 = 1.11
	(£100,000 + £80,000) / £300,000 = 0.60

	Quick Ratio
	(Cash and Equivalents + Accounts Receivable) / Current Liabilities
	(£300,000 + £150,000) / £250,000 = 1.80
	(£200,000 + £100,000) / £270,000 = 1.11
	(£100,000 + £80,000) / £300,000 = 0.60

	Cash Ratio
	Cash and Equivalents / Current Liabilities
	£300,000 / £250,000 = 1.20
	£200,000 / £270,000 = 0.74
	£100,000 / £300,000 = 0.33

	Debt-to-Equity Ratio
	Total Liabilities / Equity
	£3,250,000 / £2,200,000 = 1.48
	£3,270,000 / £1,830,000 = 1.79
	£3,300,000 / £1,380,000 = 2.39

	Debt-to-Assets Ratio
	Total Liabilities / Total Assets
	£3,250,000 / £5,450,000 = 0.60
	£3,270,000 / £5,100,000 = 0.64
	£3,300,000 / £4,680,000 = 0.71



Evaluation of Urban Heights Hotel's Financial Performance Trends
Revenue and Profitability
The operating margin ratio and the net profit margin ratio are respectively displaying a frightening decrease, with these two indicators falling from a low but "healthy" 28% in 2021 to a high but "worrisome" -27.78% in 2023. This unlucky trend shows clearly that hotel expenses exceed revenue which in turn cause a net loss every day (Schmidgall, 2022). Sustainably negative profit margin is a clear red flag, meaning the hotel cannot afford its operations, sparking worry its business operation may be threatened in the long run (Enz, 2010) . Also, the value of net income relative to assets (ROA) and stockholders' equity (ROE) has fallen substantially, from 12%. 84% and 31. In 2021, -82% was countered from the figure of -10. 69% and -36. 23% in 2023, respectively. This is actually a representation of the fact that the hotel is not effectively employing its assets and also equity to yield good returns (Schmidgall, 2022). A negative ROA and ROE signify not only that the hotel is bad at giving repayment to the shareholders but is also wearing down its asset base and valuation (Enz, 2010). These ratios show a declining trend because of the factors which are decreasing revenue that may be caused by fewer occupancy and prices as well as soaring costs of operation that may be attributed to increasing operational cost or inefficiency (Kimes, 2010; Ramaswamy and Waegelein, 2003; Brown and Dev, 1999).
Liquidity
The liquidity ratios, which includes current ratio, quick ratio, and Cash Ratio have experienced a dramatic decrease during the three year interval. The liquidity ratio decreased from 1. One of the questions arises here is how this drop in export earnings will be filled in order to achieve overall global economic growth? Roughly 60 at the end of 2023 shows that the hotel might be in a tight spot while trying to fulfil its short term obligations. Current ratio that is below 1 (Enz, 2010) is usually regarded as unfavourable and it signifies that the hotel has constraints as current assets to settle its current liabilities (Jagels and Coltman, 2004; Karadag, 2015). As opposed to the quick ratio which excludes the inventory, the trend is the same, however, the quick ratio decreases from 1. A sharp decline from 80 in 2021 to 0. 60 in 2023. The slumping position of the hotel toward meeting in short-term its obligations using its most liquid assets is shown (Schmidgall, 2022). On the other hand, the cash ratio which is used to calculate a hotel's ability to pay off its current liabilities by using its cash and cash equivalent has decreased drastically. From 20 in 2021 to as short as 0. 33 in 2023. This ratio is very low and it raises the question of the hotel's ability to pay its current liabilities on time because it is not able to maintain its financial fluidity (Enz, 2010; Sheel, 1994). The drops of these liquidity metrics are due to a number of factors including the reduction of cash and cash equivalents and rise in the level of current liabilities such as accounts payable that can be put forward (Forgacs, 2020; Koh et al., 2009; Cheng et al., 2011).

Solvency
The debt-to-equity ratio and debt-to-assets ratio, which are financial leverage and solvency indicators, have shown an upward trend during the three-year period every year. The debt-to-equity ratio increased from 1.48 in 2021 to 2.39 in 2023, indicating a higher reliance on debt financing relative to equity (Schmidgall, 2022; Chen and Chen, 2011). A higher debt-to-equity ratio can increase the hotel's financial risk and potentially limit its ability to raise additional capital (Enz, 2010; Rajan and Zingales, 1995). Similarly, the debt-to-assets ratio rose from 0.60 in 2021 to 0.71 in 2023, suggesting that a larger portion of the hotel's assets is financed by debt rather than equity (Schmidgall, 2022; Frank and Goyal, 2009). At he rising debt-to-assets ratio may add financial risk to hotel operations which can influence both the creditworthiness and the ability to borrow more funds (Forgacs, 2020; Molina, 2005; Graham et al., 2015).
[bookmark: _heading=h.2et92p0]Key Factors Contributing to the Decline
One of the key factors contributing to the decline is the fact that a financial risk management which is a process of a series of steps undertaken to identify potential financial risks, assess their severity, and identify how they can be managed has not been done (Corporate Finance Institute 2023).  The loss of revenue in Urban Heights Hotel can be linked to real factors which not only affect the hospitality sector but also determine the economics of a nation. The inner part of the hotel could face operation inefficiencies, revenue management shortage, and no innovation in providing services and offerings (Enz, 2010; Forgacs, 2020; Kimes, 2010). If there has not been a shift in consumer preferences and industry trends, then there will be a drop in occupancy rates and revenues (Forgacs, 2020; Enz et al., 2009; Kimes, 2017). In addition, poor cost management or misallocation of resources could make the situation worse with the operating costs increasing and profits decreasing (Enz, 2010; Singh and Schmidgall, 2002; Kimes, 2017). Over the past years, the hospitality sector has especially been struggling with real-life events like the COVID-19 pandemic. The pandemic caused universal travel bans, a fall in the consumer booking of hotels for holidays and higher operational costs due to the implementation of sanitary measures (Gössling et al. , 2021; Baum and Hai, 2020; Hao et al., 2020). These factors have had a huge impact on the industry's bottom line, where many hotels have registered massive revenue losses and high operational expenditures. Also, the already challenging situation with the ingredients of inflation, rising interest rates, and supply chain interruptions as well causes the hotel's profitability to go down (Schmidgall, 2022; Gómez et al., 2021; Lee and Xue, 2022). Increased labour costs, utilities, and supply might have squeezed hotel revenue (Schmidgall, 2022; Hua and Yang, 2022; Gómez et al., 2021). Besides this, economic uncertainty could have been one of the factors affecting the demand for hotel services hence streamlining the revenues (Chen and Yeh, 2012; Enz et al., 2011; Menicucci, 2021). Besides, the intensified competition from vacation rentals and home-sharing platforms is as well a cause of decrease in profitability (Forgacs, 2020; Haywood et al., 2022; Guttentag and Smith, 2017).
[bookmark: _heading=h.tyjcwt]Turnaround Strategy
In order to rejuvenate the financial condition of Urban Heights Hotel, a complete revamping program is essential to regenerate its reputation. This strategy should encompass the following key elements:
Operational Efficiency and Cost Optimisation:
The Urban Heights Hotel's financial performance should be revamped by the process of identifying cost saving for profit maximisation through a thorough review of operations. Applying lean management philosophy and tea processes' streamlining, the company might reduce operational expenses without sacrificing quality of service (Schmidgall, 2022; Jayaram et al., 2008; Vlachos and Bogdanovic, 2013). Furthermore, through technology and automated processes, productivity will be improved and labour costs will be cut down (Forgacs, 2020; Bilgihan et al., 2011; Samuelsen et al., 2022). 
Revenue Generation and Marketing:
Designing the specific marketing campaigns and types of promotions will be essential to attract new clients and stimulate the loyalty of existing customers (Forgacs , 2020; Noone et al., 2017; Toh et al., 2011). Considering other income streams, for instance, giving unique experiences, or organising local events, and becoming partners with local companies can be very effective in diversifying the hotel income sources (Enz, 2010; Okumus et al., 2017; Makki et al., 2017). 
In addition to that, creating the best online presence possible and utilising other online marketing channels can help reach a wider audience and gain visibility (Forgacs 2020; Inversini and Masiero, 2014; Buhalis and Leung, 2018). This can be demonstrated through the introduction of a property management system (PMS). This system can help in check-in/check-out processes, room assignments, and billing thereby bringing in almost cost savings and productivity.
Alternative Options:
After an evaluation of the turnaround plan, if the results do not indicate progress, then other ways of attaining the most optimal financial outcome for the shareholder should be looked at.
1. Seeking New Investors: The success of the revival project may be facilitated through selling more shares to existing owners or bringing in foreign investors and partners to help provide growth capital and extra resources (Schmidgall, 2022).
2. Strategic Merger or Acquisition: Conducting an assessment of the possibility for a strategic merger or acquisition process with a bigger hospitality company group would be able to provide economies of scale/markets, access, and operational synergies (Forgacs, 2020).
3. Controlled Exit: Under those circumstances, when the financial issues of the hotel cannot be resolved within a reasonable time frame, a strategic escape plan could be an alternative. The owner may explore the option of selling off the hotel’s assets, renegotiate with creditors, or opt for an additional source of revenue so as to obtain the highest financial benefit (Enz, 2010).
The hotel management can decide to work out the turnaround project, perhaps with additional funding, discover alternative solutions and try to bring revenues, claw back the reputation or simply achieve the best financial result for the owner.


Conclusion
To conclude, the Urban Heights Hotel is currently experiencing financial issues reflected by the going drops in the net profit margin, liquidity index and solvency ratios. This proposed strategy contemplates on the business efficiency, revenue generation, product innovation, the financial restructuring, and alternatives available for the hotel turnaround. It will restore the hotel's financial health and reputation. Even though proper implementation involves unrelenting devotion, strong leadership, and readiness to adapt to market developments, a sustainable action can be achieved. The hotel management can manoeuvre around these difficult times by demonstrating agility and being willing to make the necessary changes to the Urban Heights Hotel structure. In this way, the hotel will become the leading and competitive hotel in the hospitality industry.
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