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Introduction
Urban Heights Hotel is well-known and recognised for its restaurant, bar, and event space. However, the company has experienced a worrisome fall in recent years regarding income, occupancy rates, and customer satisfaction. The owner, who has extensively invested in the firm's success, is concerned and has consulted a specialist to determine whether a turnaround plan can be successfully implemented to improve the hotel's financial standing and reputation. This case study will examine the hotel's financial performance, pinpoint the underlying reasons for the downturn, and provide a thorough turnaround plan or the most valuable financial result for the owner.
Financial Performance Analysis
Income statement in (GBP)
	Item
	2021
	2022
	2023

	Revenue
	£2,500,000
	£2,200,000
	£1,800,000

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

	Net Income
	£700,000
	£200,000
	(£500,000)



Balance Sheet (in GBP)
	Asset/Liability
	2021
	2022
	2023

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

	Accounts Receivable
	£150,000
	£100,000
	£80,000

	Property and Equipment
	£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





The financial statements revealed troubling trends in Urban Heights Hotel's financial trajectory over the last three years.
Current Ratio
Current Ratio = (Cash and Cash Equivalents + Accounts Receivable) / Current Liabilities 
2021: (£300,000 + £150,000) / £250,000 = 1.8
2022: Current Ratio = (£200,000 + £100,000) / £270,000 = 1.11
2023: Current Ratio = (£100,000 + £80,000) / £300,000 = 0.6
The current ratio evaluates how well a business can use its current assets to pay its short-term liabilities. While a ratio below 1.0 may suggest liquidity issues, a current ratio of 1.0 or higher is appropriate. The Urban Heights Hotel demonstrated a healthy liquidity position in 2021 with a current ratio of 1.8. Nevertheless, in 2022 and 2023, the current ratio fell to 1.11 and 0.6, respectively, suggesting possible difficulties with short-term debt repayment. According to Hermanto et al. (2018), suggest that low current ratio points to existence of liquidity problems. In this regard, having a current ratio that is below one is an indication that the company is illiquid meaning it has problems meetings its liabilities from the available funds.
Profitability Decline
The hotel's profitability has been rapidly declining, with a worrying net loss of £500,000 in 2023 compared to a net income of £700,000 in 2021. The decrease in sales and growing operating expenses, which went from £1,800,000 in 2021 to £2,300,000 in 2023, a 27.8% increase, are to blame for this degradation of profitability.
Return on Equity (ROE)
2021: ROE = Net Income / Total Equity = £700,000 / £2,200,000 = 0.318 or 31.8%
2022: ROE = Net Income / Total Equity = £200,000 / £1,830,000 = 0.109 or 10.9%
2023: ROE = Net Income / Total Equity = (£500,000) / £1,380,000 = -0.362 or -36.2%
The profitability of a business in relation to the equity held by its shareholders is gauged by the ROE ratio. With an astounding ROE of 31.8% in 2021, the Urban Heights Hotel was clearly making a substantial profit on the equity provided by the owners. However, due to the hotel's declining financial performance and net losses in the most recent year, the ROE dropped to 10.9% in 2022 and turned negative in 2023 at -36.2% which was attributed to the negative net income recorded in 2023. Choiriya et al. 2020) emphasize that ROE is effective in showing the management success and failures in maximizing shareholders’ return on income. The declining ROE indicates that the company is not investing the available money effective to generate net income. Unless effective interventions are implemented, the company will continuously suffer from inability to earn profits.
Concerns about Solvency and Liquidity
Patterns in the hotel's liquidity and solvency positions are shown by the balance sheet data. The amount of cash and cash equivalents dropped by 66.7% from £300,000 in 2021 to £100,000 in 2023, suggesting a possible financial crisis. Furthermore, during the same time period, accounts receivable dropped from £150,000 to £80,000, indicating possible difficulties in getting clients to pay. In addition, accounts payable have climbed from £250,000 to £300,000 on the liabilities side, suggesting that the hotel may find it difficult to satisfy its short-term financial obligations. Additionally, the hotel has a substantial long-term debt of £3,000,000 that has not changed in the last three years, raising questions about how it will be able to pay off its debt in light of its diminishing profitability. Furthermore, the hotel's equity position has drastically declined, falling by 37.3% from £2,200,000 in 2021 to £1,380,000 in 2023. It is worth considering the possible impact of this equity depreciation on the hotel's capacity to attract investors or secure further funding.
Potential Reasons Behind the Decline
Various causes may be responsible for the diminishing financial performance of Urban Heights Hotel; these could include:
Economic Downturn
The company’s income has declined from £2,500,000 in 2021 to £1,800,000 in 2023, Such problems could be associated with recovery from Covid-19 pandemic and deteriorating economic situation evidenced by high inflation rates. The COVID-19 pandemic and the ensuing financial difficulties may have had a major effect on the hospitality sector, resulting in a decline in travel and tourism, a drop in occupancy rates, and a decrease in consumer expenditure. Directives like lockdowns and other government restrictions like social distancing negatively impacted businesses in the hospitality sector. Although consumer spending started increasing in 2021, spending rates remained lower than 70% of pre-pandemic levels (Office for National Statistics, 2021). Notably, numerous hotels were compelled by the pandemic to temporarily close or operate at reduced capacity, which resulted in large revenue losses. The hotel's performance might have been impacted by the economic downturn's aftereffects, such as a decline in business travel and consumer confidence, even after the limitations were lifted.
Competition
The decline of hotel’s income from 2021 to 2023 could have been attributed to increased rivalry and competition from other established hotel brands like Premier Inn in the United Kingdom. As a result, a section of the hotel's clientele may have been attracted by recently established rivals in the neighbourhood, such as boutique hotels or vacation rentals, resulting in a drop in earnings. The traditional hotel sector has been shaken by the growth of internet platforms such as Airbnb and other short-term rental services, which provide travellers with more innovative and affordable lodging options. Notably, Airbnb has flourished in the tourism and travel sector, becoming an alternative to the personalised and customised hospitality sector that affects traditional hospitality businesses (Tabari and Li, 2019). Indeed, it is possible that the Urban Heights Hotel found it difficult to stand out from the competition and hold onto its advantage in this shifting market.
Changing Customer Preferences
The hospitality industry has experienced increased changes in customer preferences, demand for unique experiences, and the desire to work with companies offering sustainable practices. It may have been significantly disadvantaged if the hotel had not adjusted to these evolving trends. The hotel is expected to implement plans to detect changes in customers' preferences, which could change the process of successive visits (Hu et al., 2019). More and more tourists are looking for hotels that provide more than simply a cosy room; they value experiences catered to their individual interests and ideals. Hotels which do not adapt to these shifting preferences run the danger of losing business to more creative rivals.
Cost Pressures
The hotel’s current situation could be attributed to the increased costs. For instance, the high operating expenses of £2,300,000 recorded in 2023 resulted in negative net income of £500,000. The high operating expenses could be partly caused by the rising labour, utility, and other prices. Considering the hospitality sector relies heavily on labour, raising minimum wages or a lack of workers can greatly affect operating expenses. Indeed, it is critical to comprehend that the tight labour market in the United Kingdom has facilitated high wages, and this has necessitated companies across all sectors, including the hospitality industry, to pay their employers more. Wages in the country, excluding bonuses, increased by approximately 6.2%; while this benefits the workers, it could be costly for businesses and companies (Kantor, 2024). Furthermore, energy price variations and supply chain disturbances may result in increased costs for utilities and supplies, exerting pressure on profit margins.
Turnaround Strategy
A thorough turnaround plan is necessary to improve the financial performance and track record of the Urban Heights Hotel in light of the troubling financial circumstances and possible causes of the slide. The following crucial actions are advised:
Perform a Comprehensive Market Research
In order to find possibilities for differentiation and areas for improvement, undertaking a thorough investigation of the local market, rivals, customer preferences, and industry trends could make the firm profitable. Data collection methods for this analysis should include competitor intelligence, market research, and customer surveys. The hotel may effectively position itself in the market and customise its products by comprehending the changing tastes of its clientele. Furthermore, evaluating the advantages and disadvantages of rivals can point out any gaps and shortcomings that Urban Heights Hotel might be able to take advantage of and attract more customers.
Improve Customer Experience and Reputation Management
Make investments to raise customer satisfaction through facility upgrades, superior customer service training for employees, and successful reputation management techniques. Creating a more contemporary and welcoming atmosphere may entail remodelling the guest rooms, modernising the amenities, and improving the ambience. Providing customers with homely could be vital in improving their experience; this is needed to retain existing clients and attract potential customers (Lv et al., 2021). Furthermore, giving staff members thorough training in customer service with a focus on empathy, responsiveness, and attention to detail can greatly enhance the visitor experience. Rebuilding the hotel's reputation and drawing in new business can be facilitated by putting a strong reputation management plan into practice, keeping a close eye on it, and promptly responding to internet reviews.
Adopt Cost Optimisation Measures
In order to find opportunities for cost reduction and efficiency advancements, it could be vital to examine the hotel's operational procedures and expenditures thoroughly. For instance, the hotel could prioritise renegotiation of supplier contracts to obtain better pricing. Furthermore, it could be crucial to use workforce forecasting and planning tools to optimise staffing levels, install motion sensors and LED lighting as energy-efficient practices, and streamline inventory management procedures to cut down on waste and overstocking. Furthermore, investigating automation and technological solutions for cleaning, maintenance, and cheque-in and cheque-out can lower labour expenses and improve operating efficiency.
Diversify Revenue Streams
Managers and leaders could look into ways to increase the hotel's revenue streams by adding new features or services, such as spa facilities and the capacity to organise events. For example, building a state-of-the-art wellness centre with workout programmes, spa services, and a rejuvenation lounge might draw both visitors and locals, bringing in more money. Similarly, providing meeting rooms and co-working spaces could fulfil the increasing need for flexible workspaces, especially in cities across the United Kingdom. Furthermore, collaborating with nearby companies or tourist destinations to provide customers with exclusive experiences and packages can provide value-added products and boost income prospects.
Create a Targeted Marketing and Promotion Strategy
The management should invest in a thorough marketing and promotion plan that uses social media, digital marketing, and targeted advertising campaigns. This should entail creating a powerful online presence with an easily navigable website that is optimised for search engines and mobile devices and keeping up-to-date and interesting social media profiles. The use of digital marketing could help the hotel monitor and track the effectiveness of the marketing methods used (Dae Pelsmacker et al., 2018). Further, targeted advertising efforts can raise brand awareness and encourage reservations from particular client segments on websites like Google Ads, Facebook Ads, and travel review portals. Furthermore, utilising user-generated content or working with influencers can improve brand credibility and more successfully reach potential clients.
Promote Effective Financial Management Practices
Establishing strong financial management procedures, such as exacting budgeting, cash flow forecasting, and cost control methods, is essential to implementing effective financial management practices. Timely decision-making and necessary course adjustments will be made possible by routine financial monitoring and analysis. Ensuring effective resource allocation and identifying opportunities for cost savings can be achieved by putting in place a thorough budgeting process that matches revenue estimates with operating costs. Planning for possible liquidity problems can be aided by cash flow forecasts, and maintaining financial discipline can be achieved through cost management techniques, including spending caps and obtaining approval for non-essential purchases.
SWOT Analysis
	Strengths
· A comprehensive turnaround approach addressing various operations aspects
· Turnaround strategy is guided by data and insights
· The strategy recognizes efforts aimed at rebuilding hostel’s brand.
· Strategy emphasizes on the need for revenue diversification.
	Weaknesses
· Implementation of turnaround strategy will require significant resources.
· Implementation could be time-consuming and labor intensive.
· Success reliance on external factors like market conditions and customer preferences.

	Opportunities
· Responding to changing customer preferences can differentiate the hotel from other players.
· Exploring partnerships with local businesses can facilitate additional revenue streams.
· Embracing technology and automation will improve efficiency and enhance guest experience and increase competitiveness.
· Identifying underserved market segments will open new revenue streams.
	Threats
· Increased rivalry and competition may threaten the turnaround efforts.
· Economic uncertainties could cause disruptions.
· Negative publicity could damage reputation and affect efforts aimed at rebuilding brand image.




Potential Financial Outcomes for Turnaround Strategy
When implementing the proposed turnaround strategy, it could be crucial to facilitate and improve the company’s financial performance. For instance, it is expected that the turnaround strategy could have significant advantages, including;
Improving Revenue and Profitability
The strategy could be vital in boosting profitability by increasing occupancy rates and promoting average daily rates. In addition, it is expected that managers and leaders in the hotel should create effective marketing plans to enhance customer service and diversify revenue streams. The hotel can attract more guests and reclaim its market position by resolving the core problems that led to the decrease, such as shifting customer preferences and heightened competition. Furthermore, adding new features and services that bring in money might open new revenue streams and improve the hotel's bottom line.
Strengthened Liquidity Position
The hotel's ability to satisfy its short-term financial obligations may be enhanced by increased cash flow from activities and efficient working capital management. Increased profitability and effective cash management techniques, such streamlining the accounts payable and receivable cycles, can help the hotel keep enough cash on hand to cover its daily operations.
Restoration and Growth of Equity
Steady profitability and efficient capital management may restore and expand the hotel's equity position, drawing in new investors and allowing for company reinvestment. Potential investors hoping to profit from the turnaround success may find the hotel more appealing as its net worth rises and its financial performance strengthens. Retained earnings from increased profitability can also serve as an alternative source of internal investment for projects aimed at expanding and growing in the future.
Conclusion
The Urban Heights Hotel is at a crossroads owing to serious financial difficulties and a deteriorating reputation. However, the hotel might be able to improve its financial performance and reclaim its competitive advantage in the market by putting into practice a thorough turnaround strategy that deals with the underlying problems. The suggested turnaround plan calls for carrying out a comprehensive market analysis, improving the customer experience, putting cost-cutting measures into place, broadening the company's revenue sources, creating focused marketing campaigns, investigating strategic alliances, investing in staff training, thinking through improvements and renovations and putting efficient financial management procedures into place to improve the hotel's current situation. If these initiatives are implemented, the hotel may be able to increase income and profitability, fortify its liquidity position, grow and recover its equity position and restructure its debts and finances.
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