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	Located in the urban area, the Urban Heights is the hotel that offers the hospitality services relating to the hotel with event, bar, and restaurant facilities. The company has long been making a significantly financial performance; however, the recent few years has been extremely challenging for this company. The Urban Heights Hotel and resort has faced a major drop in sales, customer satisfaction, and the occupancy rates. These are the key areas of the hotels, a decline in this implies a threat of their survival. This condition of the Urban Heights Hotel has led its owners to think about the existing financial situation of the hotel. The owner is extremely concerned about the business’s viability and hence, need the expert intervention to assess and evaluate the existing financial condition facing the Urban Heights Hotel and assess if the business can be saved through the turnaround strategy.
Hence, this paper aims to undertake financial analysis of the Urban Heights Hotel. The main objectives of this paper are evaluating the patterns and trends in the financial performance of the hotel over the previous 3 years by focusing on the key financial areas. Further, the main reasons behind the fall in the performance will be identified, taking into consideration the present economy and real-world events. Lastly, a comprehensive turnaround strategy will be developed to strengthen the financial health of the hotels and help restoring its reputation and enable viable financial results for the owner. 
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	In business, financial managers and the shareholders/investors are always engaged in decision-making process by analyzing the financial statements. The financial statement’s analysis requires the application of the tools, techniques, and various other methods to assess the company’s financial condition, thereby making business decisions or investment decisions (Hasanaj and Kuqi 2019). By closely looking at and examining the figures of the financial statements, the managers and the analysts will be in a better position to make sound decisions (Fridson and Alvarez 2022).
	The hospitality industry is going through the major set back in the past few years because of the changing customer’s preferences, market expectations, and the COVID-19’s impact on the industry. Hence, since the Urban Heights operate in the hospitality industry, it also faced the severe impacts of these trends, patterns, and crisis, causing the severe drop in its financial performance. The present situation facing the Urban Heights, if not assessed and managed, may threaten the existence of the hotel in the long-run. Given this, the patterns and trends of the financial condition of Urban Heights are analyzed using its financial statements and the key measures, such as the profitability, liquidity, and gearing in the below points.

	 
	2021
	2022
	2023

	Revenue
	   £2,500,000.00 
	   £2,200,000.00 
	   £1,800,000.00 

	Operating Expenses
	   £1,800,000.00 
	   £2,000,000.00 
	   £2,300,000.00 

	Net Income
	       £700,000.00 
	       £200,000.00 
	-     £500,000.00 

	NP Margin
	28%
	9%
	-28%

	ROA
	13%
	4%
	-11%

	ROE
	32%
	11%
	-36%

	Current Ratio
	                    1.80 
	                    1.11 
	                    0.60 

	Cash Ratio
	                    1.20 
	                    0.74 
	                    0.33 

	D/E Ratio
	148%
	179%
	239%

	Debt Ratio
	60%
	64%
	71%


Table 1: Financial Ratios.
	Balance Sheet (in GBP)

	Assets/Liability
	2021
	2022
	2023

	Cash and Equivalents
	£300,000
	£200,000
	£100,000

	Accounts Receivables
	£150,000
	£100,000
	£80,000

	Property and Equivalent
	£5,000,000
	£4,800,000
	£4,500,000

	Total Assets
	£5,450,000
	£5,100,000
	£4,680,000

	Accounts Payable
	£250,000
	£270,000
	£300,000

	Long-term debt
	£3,000,000
	£3,000,000
	£3,000,000

	Total Liabilities
	£3,250,000
	£3,270,000
	£3,300,000

	Equity
	£2,200,000
	£1,830,000
	£1,380,000



Table 2: Balance Sheet of Urban Heights


Profitability

Figure 3: Revenue, OE, and NI of Urban Heights.

Figure 4: Profitability of Urban Heights.
	Profitability is a crucial aspect of the business, as a business cannot survive without adequate profitability condition. The entities must be able to make adequate profits and returns (Shahnia et al., 2020). Urban Heights has faced an extreme decline in its profitability as demonstrated in the above figures. The external events and the internal business failure have led to impact the hotel’s revenue, thereby increasing operating expenses, and eventually, impacting the net income. Urban Heights’s NP margin has excessively dropped over the previous 3 years. In 2023, its margin becomes negative. It reveals the inability of Urban Heights in making adequate profit. Further, Urban Heights’s ROA also excessively dropped over the previous 3 years, revealing its inability to generate adequate returns from the overall assets’ utilization. It seems that the hotel’s inefficient assets’ utilization has led to create negative returns. Lastly, Urban Heights’s ROE dropped to (36) % in 2023 after two years of generating positive returns, indicating its inability in generating adequate returns for the shareholders.




Liquidity

Figure 5: Liquidity of Urban Heights.
	Liquidity position involves the entity’s position in meeting in obligations on time. It can significantly affect the company’s value (Reschiwati, Syahdina and Handayani 2020); (Markonah, Salim and Franciska 2020). Urban Heights’s liquidity position has weakened over the previous 3 years as indicated by the figure above. The current ratio shows that Urban Heights is unable to pay off its near-terms obligations due to rise in the debts and inadequate short-term assets, such as cash to meet obligations. The ratio continuously declined over the years. Similarly, the cash ratio also declined over the years, indicating the inability of Urban Heights to pay off its near-term obligations using the most liquid assets, i.e., cash.





Solvency

Figure 6: Solvency of Urban Heights.
	A solvency position shows the entity’s use of different sources of finance to fund the operations and the degree to which the assets and business is financed through debt/equity (Marjohan 2020). An understanding of the key drivers threatening the entity’s solvency position is important to deal with the financial distress (Horobet et al., 2021). Urban Heights continues to face worse solvency position as shown in the figure above. The D/E ratio shows that Urban Heights is using a high debt level to finance its operations compared to the equity investments. Similarly, the debt ratio shows that Urban Heights is using a high extent of debt to finance its assets. Both these ratios show a major dependence on debt sourcing. This level of dependence is likely to threaten the hotel’s survival. 
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	A drop in the profitability of Urban Heights can be attributed to both internal failures of the hotel and external failures, such as pandemic. These internal failure and external events have caused the Urban Heights to face a major drop in its sales, occupation rates, reputation, and the customer satisfaction. Just like various other industries, hospitality industry was major affected by the COVID-19 (Anguera-Torrell, Aznar-Alarcón and Vives-Perez 2021).
 This event has led to the severe decline in the industry revenues. This industry is more vulnerable to the external shocks compared to the other industry. The higher fixed costs, fixed assets, and the higher leverage structures makes this industry more susceptible to the external events, such as the pandemic (Zhang, Chang and Wu 2022). It has created the working capital and cash issues for the industry (Mijinke, Obermann and Hamers 2020). The event has created a major volatility and fall in the hotels’ financial health due to the legislative mandates, travel restrictions, shut-downs, a major decline in the spending and confidence of the customers, a sudden reduction in the demand sales, and drop in the occupancy rates (Sheel 2020); (Wieczorek-Kosmala 2021). 
All these has increased the overall costs of the hospitality businesses, which made it difficult for them to bear. The hospitality businesses indicated insufficient or low financial slack holdings. Hence, the hospitality businesses’ abilities to sustain the existing liquidity tensions occurred due to the pandemic are questionable, necessitating the need to design the interventions that could help preventing bankruptcy in this industry (Wieczorek-Kosmala 2021). The other trends impacting the hospitality businesses are rising customers’ expectations, technology, and sustainability. All these are changing the dynamics of the hospitality industry (Aksoy et al., 2022); (Dominioni 2023).
	Looking back to the ratios, it is important to understand the reasons behind the decline in the different aspects of the financial performance. The profitability declined because of the increased costs of the business. Urban Heights has been struggling to make sufficient sales due to the external impacts, which led to add a huge cost and expenses to the business, thereby leading to the drop in the margin and a failure to make enough returns from utilizing the resources and returns for the shareholders. 
A decline in the liquidity position is linked to the profitability (Christopoulos et al., 2019). Since the business is unable to make sufficient sales and income, the debt continues to rise to meet the day-to-day expenses. Also, Urban Heights is making due payments to its suppliers on time but unable to get payments from its customers, causing a huge impact on the company’s working capital. Also, a huge drop in the cash position is alarming situation for Urban Heights. In the absence of cash, it may not stay in the business for a long-term. Lastly, the solvency position of Urban Heights suggests that the company’s survival is questionable due to its excessive debt use. While a debt use offers various benefits, such as tax benefit, its extensive use may lead the company toward bankruptcy and creates agency costs (Bărbuță-Mișu and Madaleno 2020); (Ricca, Jucá and Junior 2021). 
[bookmark: _Toc168095750]Conclusion

	The analysis of the financial condition of Urban Heights has revealed a sharp decline in the hotel’s financial performance. The profitability analysis revealed the inability of the hotel to make adequate earnings, the liquidity analysis revealed the inability of the hotel to pay its near-term obligations and a lack of enough liquid to survive, and the solvency revealed an extensive dependence on debt to operate the business. All these indicates that the existing financial condition is threatening the hotel’s survival for long. The key reasons behind the reduced profitability can be attributed to both internal failure of the hotel to adapt to the changes and meet the changing customers need and the external events, such as the pandemic, resulting in the failure to make enough revenue and increased costs of operating the business. Lastly, based on the existing worsen financial condition of the hotel, a comprehensive turnaround strategy will be developed and suggested to help Urban Heights to boost its financial condition and improve its image in customers, thereby promoting a long-term sustainable growth and gaining competitiveness. 
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	Turnaround strategies is the activities that are used to prevent decline and drive the upturn cycle, indicating the objectives that required to be achievement. It could be strategic focus, cost reduction, culture change, growth strategies, working capital improvements, and financial restructuring. A range of strategies can be adopted as a part of the comprehensive turnaround strategy (Gotteiner, Mas-Machuca and Marimon 2019). 
There is a significant relationship between turnaround strategy and the corporate performance (Nyagiloh and Kilika 2020). Given the existing worse financial condition of Urban Heights, a turnaround strategy is developed and suggested to boost the financial health of the hotel, its reputation, and the better financial outcomes for the hotel’s shareholders/owners. The hospitality businesses need to adapt to meet the changing expectations of the customers/travelers, optimize the operations of the property, and determine the ways to regain revenue (Dominioni 2023).
Recommendation of a Turnaround Strategy for Urban Heights
Operational and Financial Impacts and their Prevention
It is advised to Urban Heights to make cash flow forecast for the coming months and minimize the discretionary capital and operational expenditure. To conserve cash, where possible, postpone or reconsider the maintenance and capital expenditure. Putting in place the pricing models and revenue management system to quickly respond to the market developments. Further, the company must also assess the debt or equity funding sources to fund the operations (Mijinke, Obermann and Hamers 2020).
Business Innovation
	Urban Heights must adopt the business model innovation as its turnaround strategy. It can use innovation on the different components of the existing business model to deal with the decline in the performance (Hosseinzadeh Shahri and Nematollahi Sarvestani 2020). The leaders need to re-evaluate their existing business practices, and where requirement, new and innovative strategies must be employed to improve the decline in the performance and restoring consumer confidence in the business. It could assist hotels expand their innovative responses and sustain for the long-term (Sharma et al., 2021).


Occupancy Planning
Urban Heights needs to assess the reducing occupancy rates. It must assess the nature of the impact, i.e., short-term or permanent, and accordingly create the effective plan to prevent this issue (Mijinke, Obermann and Hamers 2020). 
Actively Reviewing Plans
Given the dynamic and fast-pace environment of the hotel industry, it is suggested to Urban Heights to stay abreast of the changes occurring and the key impacts these may have. It requires the leaders to be prepared to respond quickly to the external changes. The existing situation facing Urban Heights the biggest lesson and its leaders must devote themselves in utilizing this downtime to reassess the business, develop new products, becoming more flexible, and looking for more new opportunities, and training the employees to deal with such situations in future (Mijinke, Obermann and Hamers 2020).
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Revenue, OE and NI (figures in GBP)

Revenue	2021	2022	2023	2500000	2200000	1800000	Operating Expenses	2021	2022	2023	1800000	2000000	2300000	Net Income	2021	2022	2023	700000	200000	-500000	



Profitability 

NP Margin	
2021	2022	2023	0.28000000000000003	0.09	-0.28000000000000003	ROE	
2021	2022	2023	0.32	0.11	-0.36	ROA	
2021	2022	2023	0.13	0.04	-0.11	


Liquidity

Current Ratio	2021	2022	2023	1.8	1.1100000000000001	0.6	Cash Ratio	2021	2022	2023	1.2	0.74	0.33	



Solvency

Debt Ratio	
2021	2022	2023	0.6	0.64	0.71	D/E Ratio	
2021	2022	2023	1.48	1.79	2.39	
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