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[bookmark: _Toc177540584]Executive Summary
This report evaluates the financial position of Urban Heights Hotel, making use of the financial statements of the establishment for the past three years. It shows that the company has recorded a poor performance in its revenue, profitability, and liquidity ratios. Some of the problems that impact this hotel are increasing operating costs, reduced consumers’ support, and high levels of liabilities. In response to these problems, the report finds that the implementation of a turnover strategy involving cost management, process reengineering, and market segmentation has been done to target specific segments. Some of the strategies include improving staffing, cutting the expenses towards utilities, and increasing the company’s online visibility. However, there are shortcomings to these strategies, including the deteriorating debt to equity ratios and liquidity problems. In case the turnaround strategies fail to produce the expected outcomes, then sale of the hotel is a solution to protect the owner’s value. This is to facilitate the formulation of several recommendations that will help in the decision-making process of the hotel.
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The Urban Heights Hotel, which is in a densely populated urban area, has in the past been in the business of providing accommodation and food services and all sorts of events all under one roof. Also, the hotel financial performance has being on the decline in the past three years, with low revenues, low profitability, and low customer satisfaction. This downturn has caused the owner to have some concerns over the future survival of this hotel. 
The purpose of this case study is to examine the feasibility of applying the concept of strategic turnarounds and the possibility of another financial result in the hotel. To address this, the assessment will focus on several key areas like - first, the evaluation of the hotel revenues expenses for the last three years and assessing the hospitality profitability, liquidity, and solvency. The report will also consider and analyse why exactly the profit margin decreased, which may include shifts in the economy, changes in customer behaviour, global disruptions, and the COVID-19 pandemic, among others. Finally, it will be recommended whether the formulation of a clear, detailed, and potentially executable turnaround plan is possible to bring the hotel operating and recover its brand image. In cases where a resolution cannot be implemented, availabilities will be suggested to the owner concerning the best course of action that will yield the best financial returns.
[bookmark: _Toc177540586]Evaluation of the trends and patterns in Urban Heights Hotel financial performance over the past three years
In the next three years, Urban Heights Hotel has deteriorated in its financial performance at a greater extent. This section highlights the trends of revenue, expenses, profitability, liquidity, and solvency with the help of the selected financial ratios.
	Ratios
	The formula of each ratio
	Year - 2021
	Year - 2022
	Year - 2023

	Current ratio
	Current assets / current liabilities
	300000+150000/250000=1.8
	200000+100000/270000=1.1
	100000+80000/300000=0.6

	Debt to equity ratio
	Total liabilities / equity
	3250000/2200000=1.48
	327000/1830000=1.79
	3300000/1380000=2.39

	Quick ratio
	Current assets –inventory / current liabilities
	300000+150000/250000=1.8
	200000+100000/270000=1.1
	100000+80000/300000=0.6

	Return on assets
	Net income / total assets
	700000/5450000=12.84%
	200000/5100000=3.92%
	-500000/4680000=-10.68%

	Return on equity
	Net income / equity
	700000/220000=31.82%
	200000/1830000=10.93%
	-500000/1380000=-36.83%


[bookmark: _Toc177540587]Revenue and Expenses
There is a decreasing revenue presented in the hotel, with £2,500,000 in 2021 and £1,800,000 in 2023, which establishes a 28% decline. This disparity can be attributed to lower customer support that may be caused by external factors such as adverse economic conditions affecting the sales volume, shifts in market demand, and alterations in consumer travel patterns following the COVID-19 crisis (Dube et al., 2021). The organisation's revenues were low, while expenditure increased from £1,800,000 in 2021 to £2,300,000 in 2023, which is 27%. This has created a negative impact over time. It was seen that costs had exceeded revenues negatively influencing profitability. The increase in costs might be caused by inflation, scarcity of workers, or a hike in maintenance and utilitarian costs. The lack of expense control by the hotel when its revenues were declining clearly shows there was poor management of operations, which needs to be fixed for the hotel to recover (Filimonau, 2021).
[bookmark: _Toc177540588]Profitability
On the profitability, the indicators are rather severe. The net income that was £700,000 in the year ending in 2021 turned into £200,000 by the year ending in 2022, with a £500,000 loss in the year ending in 2023. 
•Return on Assets (ROA): ROA is a metric for determining the profit produced from the assets of operation (Kimmel et al., 2020). It has declined from 12.84% in 2021 to 10.68%. This negative ROA of the hotel shows that the assets of the hotel cannot be converted into profit and speaks of the poor performance of the hotel. 
•Return on Equity (ROE): ROE appraises the value of profit relative to the shareholders’ equity (Schroeder et al., 2022). In 2021, it was 31.82%. However, this reduced to 10.93% in the year 2022, and in 2023 36.83%. Reflecting strong profitability. These factors are mainly driven by the negative net income and the decrease in equity. These declining profitability metrics imply that Urban Heights is not generating enough revenues from operations, which disburses more on expenses that eliminate earnings (Scott and O'Brien, 2023).
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The Current Ratio and Quick Ratio indicate that the hotel's liquidity position has declined significantly over the three-year period (Warren et al., 2020).
•Current Ratio: This ratio is computed by current assets divided by current liabilities. Based on the calculation above, it is declined from 1.8 in 2021 to 0.6 in 2023. A ratio below 1 gives an indication that the hotel has poor current assets in relation to its short-term liabilities, which may lead to liquidity problems. 
•Quick Ratio: The Quick Ratio reduced from 1.8 in 2021 to 0.6 in 2023. This ratio highlights that the hotel has no available liquidity in its own balance sheet (Kimmel et al., 2020). This situation means that the business is not liquid and may fail to pay off its immediate liabilities, given the fact that cash reserves and receivables are declining while accounts payable are rising. These declines in operating liquidity suggest that the hotel may soon have a problem meeting daily operating expenses such as salaries, utilities, and supplier invoices independently without incurring outside funding or generating more revenues.
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There are also negative changes in solvency or the way in which Urban Heights Hotel can fulfil its long-term financial obligations. This is evident in the debt-to-equity ratio. It has risen from 1.48 in 2021 and 2.39 in 2023. The change in the ratio shows that the proportion of the debt is rising as that of equity is falling due to deleveraging and poor operating performance and assets. The total liabilities were £3,250,000, and total equity is stated as £2,200,000 in the year 2021, which reflects that the balance is healthy. Finally, liabilities were still £3,300,000, while equity shortened to £1,380,000 by 2023, which changed the hotel’s financial structure for the worse. Such an increase in liabilities compared to equity can be construed as a sign that the business is becoming increasingly leveraged and vulnerable to financial risk.
[bookmark: _Toc177540591]Identification of the key reasons behind the decline in profitability
The return on investment has been declined in the last three years for Urban Heights Hotel. Hence it reflects the constant deterioration in their financial health. There are several considerations that might be the reason for this decline, some of which are internal and external. There are external factors, such as macroeconomic factors, sector-specific issues, and firm-specific factors (Braga and Serrano, 2023). Looking at these factors in relation to actual events and theories of economics it is possible to identify the causes of the decline of profitability of the hotel.
1. Decreasing Revenue: External Economic Factors
The hotel’s sales have reduced from £2. An increase from £5 million in 2021 to £1. The forecast was presented at 8 million in 2023 with -28% of two thousand twenty-three’s result. One of the most significant causes for this is the prevailing macroeconomic environment that has impacted consumers in the following manners.
•Post-Pandemic Recovery: The disruption of the hospitality and tourism industry was because of the Covid-19 pandemic. While the end of the pandemic by 2021, its impacts have been seen with consumers and travel patterns. This is because working from home and the ongoing pandemic probably reduced the need for travelling and staying in hotels, particularly where the restrictions were stringent in the big cities (Nicola et al., 2020). The occupancy of hotels worldwide decreased as people chose ‘staycation’, meaning they did not travel without necessity or did not travel at all. 
•Global Inflation and Rising Costs: Since 2021, inflation increases have been an issue in the global economy due to challenges such as disruption of supply chains, shortage of labour, and the energy crisis occasioned by factors such as the Russia-Ukraine war. Inflations lower purchasing power among consumers, a factor that would affect hotel businesses by seeing consumers minimise their spending. For instance, travel, eating out or luxury services on which most of them depend (Ntounis et al., 2022). Fewer bookings may have been recorded at Urban Heights because potential guests had to deal with the rising cost of living expenses. This is consistent with Keynesian economic theory, in which expenditure reduces at a time when insecurity increases thus implying less demand for non-essentials such as accommodation offered by hotels (Braga and Serrano, 2023).
2. Industry-Specific Challenges: Changes in Consumer Preferences
Other than the factors in the macro environment, such as a poor economy, there might have been micro factors affecting consumers’ consumption of the services that Urban Height offers.
•Growth of Short-Term Rentals: It is noticeable that online marketplaces such as Airbnb have received considerable market share in the travel and accommodation industry in the last few years. It is mostly cheaper than the typical accommodation structures, such as hotels in the urban centres and thus popular among the population (Zientara et al., 2024). Many people that go on trips, including young adults and millennials, value the freedom that is associated with short-term lettings. More players in the industry might have led to fewer potential guests visiting Urban Heights in case the hotel could not develop strategies that would set it apart from the rest by providing distinct services or at a cheaper price.
•Demand for Sustainable Travel: Another important tendency developed in the sphere of hospitality is the tendency that involves sustainable and eco-friendly establishments. Climate change is a factor of concern in the world today, thus many tourists opt for hotels which are considerate of the environment (Ntounis et al., 2022). Thus, if it has not made investments into ensuring it created sustainable practices like energy efficient systems or earth friendly amenities, it is likely that the company lost to competitors that are closely aligned with such changes.
3. Rising Operational Costs: Internal Factors
A variety of line items comprise operating expenses at the hotel, but many things have grown by £1. 6 billion in 2020, and it was £2. 3 million in 2023, a 27 percent increase from 2023 levels, and total carbon emissions of 47. 7% rise. Other issues affecting the hospitality industry include shortages of workforce being experienced since the pandemic, affecting wages as establishments try to lure workers. Brexit has also dealt with these challenges in the UK, especially when EU workers downed their tools to seek jobs in European countries they believed would provide them with better working conditions. Lack of available workers might have made Urban Heights to offer higher wages to the employees to attract them, much to the detriment of the operating expenses. 
[bookmark: _Toc177540592]Developing a comprehensive turnaround strategy to revitalise the hotel’s financial health and restore its reputation
Due to the consistent operating losses, poor financial performance, and general inefficiency of Urban Heights Hotel, the following strategies need to be implemented to re-establish the profitability of the firm. Such strategies should help to tackle problems such as the reduction of the overall revenues, the growth of the operational costs, and shifts in customers’ preferences. 
•KPIs of cost optimisation and operational efficiency: The hotel needs to reduce costs while delivering the same level of service. 
•Reducing utility costs: Reducing energy consumption by using energy-efficient equipment such as LED lighting systems, smart thermostats, or solar power system will, in the long run, help in offsetting the impacts of the energy crisis. 
•Streamlining staff operations: Issues like staffing schedules, outsourcing of activities which are not crucial to success, and automation like efficient check-in kiosks could lower labour costs while not negatively impacting guests in any way. 
•Appealing to eco-conscious travellers: The hotel may capture the conscious user, thereby adopting sustainable practices, for instance, eliminating disposable plastics or sourcing foods from within. 
•Capitalize on event facilities: It is possible for Urban Heights to market itself as a venue for business conferences, weddings, or other local occasions. Incorporating packages that complement room stays with event services may be an effective way of increasing bookings for both accommodation and other services.
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This is to conclude that the report explores the financial problems affecting the business of Urban Heights Hotel that, include poor revenues, increased operating expenses, and fluctuations in external economic factors. Although a clear and integrated strategic plan that encompasses cost leadership, market orientation, and service differentiation is effective in restoring the business’s performance, it has some constraints, which include - high credit facilities, most of which are often fixed, high employee churn rates and competition. Debt to equity has worsened over the last few years, and the current ratio, which measures the hotel’s liquidity condition, is at 0. Six, which may be an equivalent signal that there can be issues with cash flows. As it is clear with the current financial position, the turnover is doable, but it means that there ought to be serious attention in controlling every of the expenses. But in case these efforts do not pay off on time or, in the worst case, if the market conditions turn worse, then it is the sale of the hotel that can save the owner’s equity. In view of the implications and requirements for the proposal, both scenarios should be considered providing that other operational specifications and market conditions may be obtained in the future.
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