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FINANCIAL MANAGEMENT FOR THE HOTEL INDUSTRY (BMIH5007)
Report Case Study: The City Hotel



Executive Summary

In recent years, City Hotel has experienced a decline in revenue. The City Hotel is both a restaurant and bar and a provider of event facilities. Based on liquidity ratios deployed to assess the financial performance of the City Hotel, it is more apparent that it may not be easy to pay maturing obligations and meet unexpected cash needs in the future. The liabilities exceed the assets at hand. City Hotel is highly solvent, with significant operations financed by debt. The capital structure would prompt solvency in the event of default on payment of existing debts. The profits are not increasing, indicating that the company is not making reasonable sales profits because overhead costs are not controlled. 
The challenges plaguing the hotel are linked to the myriad technological innovations within the hospitality industry, the effects of Brexit voting, the aftermath of the Covid-19 pandemic, and unpredictable climatic changes. Despite the financial challenges, the hotel still stands a chance of being revived by the management. As a turnaround strategy to ensure the going concern of the City Hotel, the management can consider diversifying its revenue streams, redefining the sales and marketing strategies, and reconfiguring the capital structure. The time-bound strategies must be ranked based on priority and organisational objectives. Salvaging the business is possible if the proposed measures are implemented within reasonable timelines. 
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[bookmark: _Toc181900195]Introduction
Hospitality is one of the world's largest industries, with segments that include lodgings, beverages, restaurants, recreation, clubs, and gaming (Walker, 2020). Despite the industry prestige, City Hotel has been plagued with reduced profitability. It is both a restaurant bar and a provider of event facilities. Other sectors have also come under the lens of corporate failure, including airlines, hospitals and construction. The financial ratio has been used as a prominent approach to examine firm failure (Metaxas and Romanopoulos, 2023). Therefore, expert opinion is sought to assess whether City can be salvaged through a turnaround strategy by deploying financial ratio analysis, assessing possible reasons for the poor performance, including real-world events, and proposing a comprehensive turnaround strategy to revitalise the hotel's economic health.
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Liquidity is the metric used to gauge the ability of City Hotel to meet its short-term obligations (Kimmel, Weygandt, and Kieso, 2019). It can be evaluated using:
a) Current ratio
Current ratio =Current Assets/Current Liabilities
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	2021
	2022
	2023

	Current Ratio
	=1,891,970/1,957,360
=0.97
	=1,965,340/2,107,750
=0.93
	=1,285,880/2,014,600
=0.64


A higher current ratio is better for the business and must preferably be greater than 1. The consistent decrease in the current ratio of less than 1 means the hotel does not have enough liquid assets to cover its short-term obligations as and when they fall due. 
b) Receivables Turnover
Receivables Turnover =Credit Sales/Average Gross Accounts Receivable
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	2021
	2022
	2023

	Receivables Turnover
	=5,248,290/691,380
=7.59
	=5,307,480/792,450
=7.15
	=2,325,440/479,180
=3.6


It is possible to measure the average number of times the hotel collects its receivables during the period. The company's receivables turnover ratio decreased from 7.15 to 3.6 in 2022 and 2023, respectively. The decrease signifies that City Hotel is not doing a better job converting its credit sales to cash. 
c) Average Collection Period
Average Collection period=365 days/Receivables Turnover
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	2021
	2022
	2023

	Average Collection Period

	=365/7.59
=48 days
	=365/7.15
=51 days
	=365/3.6
=101 days


A company that effectively manages its receivables will take fewer days to collect them than prior periods (Wild and Shaw, 2018). Unfortunately, The City Hotel currently takes 101 days compared to 51 days in 2022 and 48 days in 2021. The hotel's credit-granting policy is not too strict, limiting the collection of debts from customers. 
d) Inventory Turnover
Inventory Turnover =Cost of Goods Sold/Average Inventory
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	2021
	2022
	2023

	Inventory Turnover
	=411,600/35,230
=11.68
	=401,510/35,790
=11.22
	=176,250/32,910
=5.36


Inventory turnover evaluates the performance of a line product in generating revenue. The City Hotel's inventory turnover has consistently decreased from 11.68 and 11.22 to 5.36 in 2021, 2022, and 2023 respectively. The reduced inventory turnover ratio to 5.36 may indicate that a company is not maintaining adequate inventory levels. There is an increased risk of having no inventory available for customers when needed. 
[bookmark: _Toc181900198]Solvency
a) Debt to Total Assets
The ratio measures the percentage of total assets financed by debt. To calculate the debt-to-asset ratio for City Hotel, we find the summation of all funded debt and then divide by total assets for the three years as follows:
2021 = 8,513,470/12,941,110*100% =66%
2022 =11,142,530/15,921,080*100% =70%
2023 =11,992,555/15,653,980*100% =77%
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77% debt to asset ratio in 2023 is an extraordinarily high proportion of debt financing. The hotel is highly leveraged and would go solvent in the event of default on debt repayment.  
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a) Gross Profit Margin
Gross profit margin= Gross profit/Sales
	
	2021
	2022
	2023

	Gross Profit Margin
	=4,836,690/5,248,290
=0.92
	=4,905,970/5,307,480
=0.92
	=2,149,190/2,325,440
=0.92


The City Hotel's gross profit margin has been steady over the past three years, indicating that the hotel is not making reasonable sales profits because overhead costs are not controlled. 
b) Net Profit Margin
The profit margin ratio determines the organisation's ability to manage operating expenses without affecting net income. It is calculated by taking the net income and dividing it by sales. 
	
	2021
	2022
	2023

	Net Profit Margin
	=664,170/5,248,290
=0.13
	=674,730/5,307,480
=0.13
	= (1,218,840)/2,325,440
=-0.52


The net profit margin is reducing and ultimately becomes negative in 2023, indicating that City Hotel is doing less to control its operating expenses. Operating expenses consume a significant proportion of the revenue generated. 
c) Asset Turnover
The asset turnover ratio measures the efficiency of using assets to generate revenue. It is calculated as follows:
Asset Turnover = Sales/Average Total Assets
	
	2021
	2022
	2023

	Asset Turnover
	=5,248,290/12,941,110
=0.41
	=5,307,480/14,431,095
=0.37
	=2,325,440/15,787,530
=0.15


The asset turnover ratio decreases by 0.22 in 2023 and 0.04 in 2022. The results depict that City Hotel underutilises its assets to generate revenue. 
d) Return on Assets
Return on assets gauges how assets are used to generate profits. We divide the net profit by the average total assets to determine the return on investments.  
	
	2021
	2022
	2023

	Return on Assets
	=664,170/12,941,110
=0.05
	=674,730/14,431,095
=0.05
	= (1,218,840)/15,742,530
= (0.08)


More clearly, the return on assets is constant in 2021 and 2022 and will diminish to negative in 2023. The negative index in 2023 indicates that City Hotel may be concentrating on initiatives guaranteeing minimal returns and incurring significant general expenditures. 
[bookmark: _Toc181900200]Reasons for the Decline in Profitability
[bookmark: _Hlk181521154]The United Kingdom's hospitality sector has witnessed evolving trends impacting its performance, and the City Hotel is not immune to these changes. The industry continues to record high utility expenses, cope with the effects of Brexit voting and the aftermath of the COVID-19 pandemic and contend with the magnitude of unpredictable climatic changes in the region. 
The most significant utility expense in the hospitality sector is energy, characterised by the City Hotel's uncontrolled costs. Hotels spend a lot of money on lighting, kitchens, laundry, and hot water. According to Mondok (2023), the sector's high dependence on energy is increasingly becoming a concern among hoteliers. Whenever energy prices increase, it affects foods and beverages, which account for a higher percentage of client's expenditures. The need to balance competitive pricing with rising operational expenses poses a great dilemma in looking for innovative ways to manage these costs without compromising service quality. Therefore, as operating expenses spike, City Hotel may find its operating budgets stretched thin, impacting profits. 
The most significant change in the U.K. hospitality industry revolves around the shift in immigration patterns (Drinkwater and Jennings, 2022). Brexit voting restricts the free movement of migrants into the U.K., affecting labour demand that might plague City Hotel. A non-British workforce has driven the sector for a while, but the phenomenon has ceased to prevail. According to Rizzo (2020), over twenty-five per cent of immigrants originate from the E.U. and now feel overly exposed to long-term career prospects furthered by visa frustration. Staff retention immensely benefits a business but proves unachievable with the prevailing policy. Two years after introducing the system, enterprises faced intense labour shortages, with a decrease of around thirty per cent in E.U. immigration (Di Iasio and Wahba, 2023). There is no simple solution for employees to stick around, perhaps explaining the staggering revenues recorded by restaurants and hotels in the U.K. 
Furthermore, the climatic unpredictability of the region adversely affects the hospitality sector. (Mota et al. 2024). reveal that monthly financial records from over 1700 hotels are affected by temperature differences. The effect on financial books is related to reduced customer numbers, higher costs per occupied room, and other operating costs. The effects of climatic fluctuations can extend to longer periods depending on the hotel's economies of scale. Notably, winter periods record a low number of tourists visiting the country, thus reducing the revenue collection during such times. Tourists may alternatively resort to weatherproof destinations, book accommodations at shorter notice, reschedule, or even switch destinations (Gössling and Lund-Durlacher, 2021). Overall, the hitches caused by climatic changes also cause swings in revenues generated during such periods.

[bookmark: _Toc181900201][bookmark: _Hlk181521388]Conclusion 
Therefore, City Hotel is less profitable today due to various internal problems and external pressures. Disregard was made for financial ratios reflecting liquidity crisis, poor asset turnover, rising leverage, and declined customer satisfaction, which the hotel still needs to embrace the technological adjustments and innovativeness in service delivery. Furthermore, the City Hotel is highly financed by debts, posing a higher financial risk of solvency in the event of default in repayment of interests. In particular, the situation worsened due to external factors, including Brexit, the COVID-19 pandemic, and climate change. Therefore, City Hotel’s turnaround management requires a holistic model to be designed and started, focusing on the financial structure, contactless payment services, labour problem, and revealing the new customer’s expectations and new market.
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City Hotel must diversify its revenues to cope with the unexpected downturns of its primary revenue. According to the resource-based view, resources can be underutilised, which is an excess factor of production for which only diversification can share and transfer (Le, 2019). For consideration, City Hotel should expand into new markets, invent new deliverables, offer new pricing models, and partner with other hotels. By adopting the listed strategies, the business can tap into new sources of revenue and grow the customer base to mitigate the financial risks.
There is an urgent need for City Hotel to redefine its sales and marketing strategies to improve the occupancy rate across seasons. The occupancy rate ranks as a proven metric for assessing the financial performance of hotels, and affected players must embrace the latest trends that attract customers to choose them as their preferred destination (Chattopadhyay and Mitra, 2019). It is time to offer guests discounts to prompt extended stays or off-peak bookings. Loyalty discounts to guests during birthdays and anniversary dates also encourage customer loyalty and increased occupancy rates in the competitive hospitality industry (Fook and Dastane, 2021). Finally, the perks enhance the customer satisfaction index and simultaneously boost revenues. 
City Hotel must address its solvency to maintain investor confidence, secure loans, and ensure long-term operational success. From the debt-to-asset ratio, the company operations are highly financed by debt, making it highly leveraged. There is a need for financial planning by restructuring the debts, negotiating with creditors to reprogram debt payments, reducing interest rates, or extending repayment terms (Tan and Luo, 2021). They can also issue new equity to improve their financial position. Further, non-core underperforming assets can be sold to raise cash and pay down debt. Finally, the strategies must be monitored during implementation to ensure that any deviation from the planned actions is detected and corrective action is taken immediately. 
















[bookmark: _Toc181900203]11 | Page11    References
Chattopadhyay, M. and Mitra, S.K. (2019) 'Determinants of revenue per available room: Influential roles of average daily rate, demand, seasonality and yearly trend,' International Journal of Hospitality Management, 77, pp. 573–582. https://doi.org/10.1016/j.ijhm.2018.09.001 (Accessed 07 November 2024).
De Lurdes Calisto, M. and Sarkar, S. (2023) 'A systematic review of virtual reality in tourism and hospitality: The known and the paths to follow,' International Journal of Hospitality Management, 116, p. 103623. https://doi.org/10.1016/j.ijhm.2023.103623 (Accessed 09 November 2024).
Drinkwater, S. and Jennings, C. (2022) 'The Brexit referendum and three types of regret,' Public Choice, 193(3–4), pp. 275–291. https://doi.org/10.1007/s11127-022-00997-z (Accessed 07 November 2024).
Fook, A.C.W. and Dastane, O. (2021) 'Effectiveness of loyalty programs in customer retention: A Multiple mediation analysis,' Jindal Journal of Business Research, 10(1), pp. 7–32. https://doi.org/10.1177/22786821211000182 (Accessed 11 November 2024). 
Foroudi, P., Tabaghdehi, S.A.H. and Marvi, R. (2021) 'The gloom of the COVID-19 shock in the hospitality industry: A study of consumer risk perception and adaptive belief in the dark cloud of a pandemic,' International Journal of Hospitality Management, 92, p. 102717. https://doi.org/10.1016/j.ijhm.2020.102717 (Accessed 07 November 2024).
Gössling, S. and Lund-Durlacher, D. (2021) 'Tourist accommodation, climate change and mitigation: An assessment for Austria,' Journal of Outdoor Recreation and Tourism, 34, p. 100367. https://doi.org/10.1016/j.jort.2021.100367 (Accessed 02 November 2024).
Le, H. (2019) 'Literature review on Diversification Strategy, Enterprise Core Competence and Enterprise Performance,' American Journal of Industrial and Business Management, 09(01), pp. 91–108. https://doi.org/10.4236/ajibm.2019.91008 (Accessed 08 November 2024). 
Metaxas, T. and Romanopoulos, A. (2023) 'A literature review on the financial determinants of hotel default,' Journal of Risk and Financial Management, 16(7), p. 323. https://doi.org/10.3390/jrfm16070323. (Accessed 13 November 2024).
Mondok, A. (2023) 'Reducing costs and creating value in the hotel industry - forced good practices,' Multidiszciplináris Kihívások Sokszínű Válaszok, (3), pp. 132–167. https://doi.org/10.33565/mksv.2023.03.06.(Accessed 13 November 2024).

Mota, L., Leite, E. and Ghasemi, V. (2024) 'Exploring the impact of climate change on lodging establishments: a systematic literature review,' Quality & Quantity [Preprint]. https://doi.org/10.1007/s11135-024-01834-9 (Accessed 07 November 2024).
Rizzo, C.R. (2020) 'The Impact of Brexit on Tourism as released by The Press: A Corpus-Driven Lexical Analysis,' E.S.P. Today, 8(1), pp. 47–67. https://doi.org/10.18485/esptoday.2020.8.1.3. (Accessed 12 November 2024).

Tan, Y. and Luo, P. (2021) 'The impact of debt restructuring on dynamic investment and financing policies,' Economic Modelling, 102, p. 105583. https://doi.org/10.1016/j.econmod.2021.105583 (Accessed 07 November 2024).
Walker, J.R. (2020) Introduction to Hospitality, Global Edition. 
Wild, J.J. and Shaw, K.W. (2018) Fundamental accounting principles.








image3.png
1,285,880
2,014,600

=0.64




image4.png
s




image5.png




image6.png
2022:
AL510 _ g 99





image7.png
s X 100 = 66%

x 100 = 70%

5 < 100 = 77%





image1.png




image2.png




