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Executive Summary
This report has focused on financial position of Urban Heights, a hotel brand. The trend in expenses, revenue has been determined and the company’s profitability, liquidity and solvency has been analysed through radios. Russia-Ukraine war, post COVID crisis and Brexit all of these has a major factors on cost of living; which affected financial position of Hotel Industry. Some turnaround strategies have been discussed to recover from this situation.
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[bookmark: _19ysq3q9tiar][bookmark: _Toc167197605]Introduction 
This report will focus on developing a thorough idea of the financial performance of Urban Heights Hotel in the last three years, in terms of revenue, expenses, profitability, liquidity and solvency. As per the case study, the financial position of the company declined in recent years. The occupancy rate, customer satisfaction and revenue all decreased for the brand in recent years. The main reason behind the declined customer satisfaction and overall financial position will be discussed in this report along with a comprehensive turnaround strategy. This strategy may be effective for the company to revive their financial position in upcoming years. 
Financial Performance Trend in Urban Heights Hotel
As per the income statement of the hotel brand mentioned in the case study, the revenue has decreased from GBP 2500000 in 2021 to GBP 1800000 in 2023. The rate of decrease in revenue from 2021 to 2022 was 12% and the rate of decrease from 2022 to 2023 was approximately 18%. This means, the rate of decrease has become higher over the years. Expenses of the hotel brand in operating activities have increased over the years. In 2021, it was 1800000, in 2022 increased to 2000000 and then in 2023, it became 2300000. In terms of financial position analysis, ratio analysis is one of the most effective tools (Seal. 2019). Profitability, Liquidity and Solvency of the hotel brand has been calculated for the last three years through ratios. 
[image: ]
Figure 1: Ratio Calculation 
(Source: Self-developed)
Profitability ratio allows the external and internal users of the financial report to identify the ability of the brand to acquire profit out of its sales (ACCA Global, n.d). Net Income of the hotel brand for 2021, 2022 and 2023 was 700000, 200000 and -500000. In 2023, Urban Heights Hotel reflected loss instead of profit. Net Profit Margin can be calculated by dividing net income by total revenue. The Net Profit Margin of the company for 2021, 2022 and 2023 was 28%, 9.09 % and -27.7%, respectively. As per the calculation, the NPM of the hotel brand has decreased from 2021 to 2023. The Current Ratio of the company has also been evaluated to identify its liquidity position in the market (ACCA Global, n.d; Seal, 2019). Current ratio of any company is effective to identify whether the organisation has the ability to meet its short-term liabilities with short-term assets or not (Wild and Shaw. 2019; ACCA Global, n.d). 
A standard margin of current ratio is 1, which is considered good for firms. The current ratio can be calculated by dividing current assets by current liability (ACCA Global, n.d). As per case study of Urban Heights, the current assets are cash and cash equivalents and accounts receivables. Current liabilities cover only accounts payable. As per the calculation, the current ratio for 2921, 2022 and 2023 was 1.8, 1.11 and 0.6, respectively. Therefore, it can be stated that the liquidity position of the hotel brand has decreased over the years. In 2021, it was much higher than the standard margin 1, and then decreased in 2022. Even after decrease, the margin remained under the standard. However, in 2023, the decrease pushed the margin below the standard. This means, the ability of Urban Heights Hotel to meet its short-term obligations with short-term assets has decreased over the time (ACCA Global, n.d). The amount of liability has increased over the years, and the amount of assets decreased. 
Apart from the liquidity position and profitability margin, another area is solvency. Solvency ratio of a company measures its debt obligations (ACCA Global, n.d). In other words, solvency ratio measures a company’s ability to pay off its long-term debt obligations (Heikal, Khaddafi and Ummah, 2014). Solvency ratio includes different types of ratios such as debt to equity ratio, and debt to assets ratio (ACCA Global, n.d). Debt to Equity ratio of Urban Heights can be calculated by taking total debts of the brand and dividing them with total shareholder’s equity. 
A debt to equity ratio below 2 is considered good for any company. As per Urban Heights, debt to equity ratio for 2021, 2022, and 2023 was 1.5, 1.8, and 2.39, respectively. This means, the company's capital structure is mostly dominated by debt rather than shareholder's equity (Heikal, Khaddafi and Ummah, 2014). The company is borrowing more money from external sources to allocate capital than issuing shares (Efendi, Putri and Dungga. 2019). This can become a major risk for the hotel brand in the long run and it can struggle to pay off its debt to investors or creditors (Orji, EO and Agubata, 2021). In 2021 and 2022, the debt-to-equity ratio was under the standard margin. However, in 2023, it crossed the standard margin and the business slipped into more risk than earlier, due to excessive use of debt. 
Another ratio calculated for identifying the solvency of Urban Heights was Debt-to-asset ratio. It can be calculated by dividing its total debt with total assets. The debt-to-asset ratio determines the way a company has utilised its debt to purchase assets or the degree to which the company used debt to allocate assets (Heikal, Khaddafi and Ummah, 2014). Debt-to-asset ratio of the hotel brand for 2021, 2022 and 2023 was 0.60, 0.64 and 0.71, respectively. As per the calculation, the company’s use of debt to allocate assets has increased, which included debt-to-asset ratio to increase as well. 
Increase in debt-to-asset ratio means the company is more leveraged and a leveraged company carries more risk (Heikal, Khaddafi and Ummah, 2014; BDC, 2024). It may become difficult for the brand to pay off its debt in time due to declines in revenue, which can affect their reputation. Due to a declining reputation, allocation of debt to recover from the downturn may become difficult (Orji, EO and Agubata, 2021). The standard margin of debt-to-asset ratio is not more than 50% and in terms of Urban Heights, in all the three years the debt-to-asset ratio was more than 50% and highly leveraged (Heikal, Khaddafi and Ummah, 2014). The risk factors for the company are too high, which may bother the investors to invest in their business. Allocation of funds will become extremely difficult for the company to make any new business decisions and run their business activities (Orji, EO and Agubata, 2021; Heikal, Khaddafi and Ummah, 2014). Moreover, use of debt for business activities increases the financial charges that a company has to bear. It eventually affects their expenses as well as net income at the end of a financial year (Orji, EO and Agubata, 2021). 
[bookmark: _9oo9o1bmh2rg][bookmark: _Toc167197606]Key Reasons behind this decline in Profitability, Liquidity and Solvency
Decline in profitability, liquidity and solvency can have different external as well as internal reasons for any business. In terms of the hotel and hospitality industry, the post COVID crisis has also been a major factor (Theguardian, 2023). Adrian Forte, owner of a bar and restaurant in Bournemouth, stated that, as per his experience of 40 years in the hotel industry, he never saw such a perfect storm (Theguardian, 2023). At first, Brexit, then COVID and lastly the cost of living crisis is causing staff shortage (Singh and Uthayakumar-Cumarasamy, 2022). More than a 3rd of hotels and bars in the UK were thought of shutting down last year, due to rapid increase in energy bill as well as declining booking (Theguardian, 2023). This inflation increased the expenses. The rising inflation affected the cost of food, energy by almost 20%. The hotels and bars are not able to find a chef, if one is leaving. Price of beer has increased by a huge margin after inflation (Theguardian, 2023). Last year, it was raised by almost 20% and much news of a price jump is in the pipeline. Due to shortage of chefs, the restaurants like Urban Heights had to cut down the breakfast segment and their opening hours (Theguardian, 2023). This led to a decrease in sales volume and overall revenue. 
Post-COVID scenario, Brexit and Ukraine-Russia war developed this economic shock in the UK. Reduction in disposable income, due to inflation, is the result of the Russia-Ukraine crisis (Meadows et al, 2024). Countries like the UK, who directly or indirectly depend on Russia or Ukraine for fuel and energy, are affected by the war. The war increased the cost of raw materials as well as transportation, which resulted in overall price hike in the hotel industry across the globe (Balli, Billah and Chowdhury, 2022). Due to the cost of living crisis, people are avoiding visiting restaurants, as earlier (Singh and Uthayakumar-Cumarasamy, 2022). The demand is constantly declining in the UK hotel industry. The rising interest in the UK affected customer’s spending budgets, which eventually affected hotel and bar’s overall revenue (Meadows et al, 2024). Interest rates are high to fight rising inflation (BBC, 2024). If the commercial bank increases the interest rate in any country, the consumer will have to pay more money for mortgage, loan and will have less money to spend on other things (Atigala et al. 2022). It will reduce the demand for many products and services in the market, and the price will decline gradually (BBC, 2024).  The high-income customers of the UK hotel industry have also been affected by the cost of living crisis. The assistant manager of another restaurant in the UK called Niko, stated that narrowing down the profit margin for survival in this crisis affected the well-being and financial position of hospitality workers (Theguardian, 2023). This affected their performance and customers are not being satisfied with the services. 
As a result, Urban Heights Hotel is facing such financial challenges. Flow of cash in their business has declined over the years, which reduced current assets (Wild and Shaw, 2019). Lack of demand and excessive expenses are the reason behind poor flow of cash in business (Theguardian, 2023). Declining customer bookings, because of the cost of living crisis affected revenue as well. Demotivated staffs were not able to serve customers as per their demand, which resulted in customer dissatisfaction (Larsson, Ulfsdotter Eriksson and Adolfsson. 2022). Operational expenses increased due to inflation and net income decreased due to that (BBC, 2024). The company is short in fund and raising the fund through debt, which resulted in increase in short-term liability. Moreover, declining demand of customers, increased price range affected return on investment in hotel industry and hotel industry equity is going through a volatile situation (Balli, Billah and Chowdhury, 2022). The investors are not willing to invest in Urban Heights, which resulted in more dependency on debt rather than equity. As a result, the economic turmoil in the hospitality industry of the UK affected Urban Heights’ financial position, profitability, liquidity and solvency. 
[bookmark: _vfdu7z8ns59x][bookmark: _Toc167197607]Comprehensive Turnaround Strategy 
[bookmark: _lgxswd8wuyp0][bookmark: _Toc167197608]Asset Retrenchment Strategy
As Urban Heights is facing cash shortage, shortage of capital and opting for debt, they can evaluate underperforming areas for eliminating them or make them more effective to improve sales (Corporatefinanceinstitute, 2024; Evans, Chitnomrath and Christopher, 2013). Keeping underperforming areas can cause loss to business and excessive expenses without any significant return. Thus, the hotel brand can dispose of some old assets to generate cash and pay off its debts as much as possible to improve debt-to-equity ratio (Corporatefinanceinstitute, 2024). 
[bookmark: _7v4w3xnegie2][bookmark: _Toc167197609]Focus on marketing strategy and improve core areas
“Urban Heights” hotel can re-focus on loyal and price sensitive customers to improve their market position and define a clear competitive strategy (Corporatefinanceinstitute, 2024). Apart from this, modifying company policy to improve employee satisfaction level, their benefits can help them to improve performance and satisfy customers. A modified company policy will help the hotel brand to re-develop credit policy to debtors, as it can help them to acquire dues as soon as possible (Corporatefinanceinstitute, 2024). 
[bookmark: _fkmjvv2dk3f3][bookmark: _Toc167197610]Changing the leadership
The hotel brand can appoint a CEO from another brand or market and give him or her, the responsibility to recover from this downfall (Corporatefinanceinstitute, 2024). Change in leaders can cause development of new financial strategies, cost-management strategies to avoid this negative situation for Urban Heights (Corporatefinanceinstitute, 2024). Appointing a leader, who prioritise employees’ decisions and believes in recognition can be effective for the brand’s recovery.
[bookmark: _gn6xnh5bikr0][bookmark: _Toc167197611]Conclusion 
The above report focuses on the financial position of the Hotel brand Urban Heights and the reason behind the downfall they are facing since the last 3 years. It has been found that inflation caused increased cost of living in the UK and the hotel industry has been affected majorly. Ukraine-Russia war and rising price of fuel is one of the most significant reasons behind this inflation after COVID. Brexit also affected the labour shortage crisis and rising cost of labour in the hospitality industry. Asset revaluation, change in leadership and improvement in core activities can act as a major turnaround strategy for the hotel brand. 
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