[image: ]

Report Case Study
“The City Hotel”






Student Name: Mihai-Daniel Mihalcea
Student ID: 2244870
Module: Financial Management for the Hotel Industry (BMIH5007)
Module lead: Tristan Hawkins
Word count: 2159



AI Acknowledgement 
I acknowledge the use of Grammarly (https://www.grammarly.com/) on 13 November 2024 to check my work using the following prompt:
1. Please check the text for spelling corrections, clarity, and conciseness.
I confirm that I have not presented any AI-generated text as my own work. I also confirm that I have copies of my drafts, notes, and other resources I used before and after employing AI tools, which I may be asked to provide as evidence.



Table of Contents
1. Introduction	1
2. Financial Performance Analysis	2
3. Key Reasons Behind the Decline in Profitability	4
4. Comprehensive Turnaround Strategies for The City Hotel	6
5. Conclusion	9
6. Reference	10
7. Appendices	12
Appendix-1: Raw Data	12
Appendix-2: Key Financial Ratios	12






[bookmark: _Toc182010731]1. Introduction
The City Hotel which is located in one of the central business districts and offers services such as restaurants, bars and services and services for events and functions have faced significant operational difficulties in the past several years. Such challenges were a reduction in income, a low occupancy level and an unsatisfactory level of customer satisfaction. The objective of this report is to evaluate the financial performance of the hotel for the last three financial years regarding profitability, liquidity, and solvency to identify the major factors behind the decline in profitability. The report will also provide a comprehensive turnaround strategy to revive the objectives and initiatives for the hotel with an outlook towards enhancing the financial position of the hotel and positioning it in an even stronger manner in the market. 
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Revenue and Expenses

Figure 1: Trends of Revenue and Expenses of The City Hotel from 2021 to 2023 (Self Made)
The past three years revenue of The City Hotel shown in the financial data has decreased sharply while the expenses vary irregularly. Revenue for the same year 2021 was £5.25 million, which was quite close to £5.31 million in 2022. However, by 2023, revenue sharply decreased to £2.33 million, signalling a drastic reduction in business performance. While there was a general decline in costs, including the cost of goods sold and staff wages, other operational expenditures, such as external services and depreciation, remained high. These persistent expenses, even with certain cost reductions, led to an operating loss of £1.22 million in 2023 as expenses outweighed income. This situation points to the need for effective cost-management strategies and a thorough restructuring plan to regain financial stability (Hsu and Qu, 2012).
Gross Profit and Operating Profit Margin
	Year
	Gross Profit Margin
	Operating Profit Margin

	2021
	92.16%
	12.65%

	2022
	92.44%
	12.71%

	2023
	92.42%
	-52.41%


Table 1: Gross profit and Operating profit of The City Hotel from 2021 to 2023 (Self Made)
The table illustrates The City Hotel's gross profit and operating profit margins over three years. From 2021 to 2023, the gross profit margin remained consistently strong, slightly above 92% each year. This stability indicates that the hotel maintained high revenue relative to the cost of goods sold (Walker, 2021). However, the operating profit margin presents a stark contrast. In both 2021 and 2022, the operating profit margin was positive, albeit low, at 12.65% and 12.71%, respectively. By 2023, however, the operating profit margin dropped dramatically to -52.41%, reflecting substantial operating losses. This decline points to significant increases in operational costs that outpaced revenue, signalling deep financial distress (Moncarz and Kron, 2010). Such a sharp downturn in the operating margin, despite a steady gross profit margin, underscores the pressing need for targeted measures to control rising operating expenses and improve financial outcomes.
Key Financial Ratios
The table highlights critical financial ratios for The City Hotel from 2021 to 2023, revealing a concerning trend in the hotel’s financial health over these years (See Appendix 1). The Current Ratio and Quick Ratio, both of which indicate liquidity, show a significant decline. Starting at 96.66% and 94.86% in 2021, these ratios dropped to 93.24% and 91.52% in 2022, and further to 63.83% and 62.37% in 2023. This downward trend signals a decreasing capacity to meet short-term liabilities, pointing to growing liquidity constraints (Dallas, 2011). The Debt-to-Equity Ratio also paints a troubling picture, moving from 4.74 in 2021 to 5.16 in 2022, and then more than doubling to 10.10 by 2023. This surge reflects an increasing reliance on debt financing, which heightens financial risk and reduces the hotel's financial stability. Other profitability ratios like ROA & ROE have also declined at a considerable rate in the periods under analysis. ROA reduced from a small positive value of 5.13% in the year 2021 to 4.24% in the year 2022 and sharply fell to -7.79% in the year 2030, which means that the hotel’s assets are incurring losses. Likewise, ROE was 30.85% in the year 2021, which dropped to 27.29% in the year 2022 and even further down to -91.34 % in the year 2023, indicates major loss to shareholders’ fundamentals. Sharp decline in the liquidity position, high level of debt and negative profitability indices all portray major financial problems (Gryglewicz, 2011). Solving these problems calls for well-coordinated undertakings aimed at reinvention of solvency, enhancement of liquidity, and re-establishment of profitability.
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Market Conditions and Economic Factors
Hotels are rather sensitive to macroeconomic developments, especially since the recent global shocks have made them even more sensitive. Economic pressures include increased competition, and stiffer customer demands which have seen the City Hotel’s revenue reduce from £5.25 million in 2021 to £2.33 million in 2023. The COVID-19 pandemic had a particularly significant impact on the travel and tourism sector, limiting travel restrictions, Restricted international travel and reduced consumer interest in travelling (Gössling, et al. 2020). Though global economies gradually recover, increasing inflation results in higher costs of living thus discouraging potential guests to spend their money on travelling not to mention that, expenses during these dramatic periods changed a lot making potential guests think twice before spending their hard-earned money on travelling (Drury, 2021). Socio-political conditions, such as the Russo-Ukrainian war and others, have inflated the price of energy making the budgets of households as well as businesses more contracted (Van de Graaf, 2023). These have combined to lead to a general decrease in occupancy levels and consumer expenditure, a situation that has a drastic effect on the ability of hotels to generate an income.
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Figure 2: Bowman’s Clock (Hill, 2019)
Analysing The City Hotel’s market positioning using Bowman’s Strategy Clock reveals an alignment problem with current market trends and consumer preferences. Bowman's model suggests that companies should target either differentiation (position 4) or a hybrid approach (position 3) to provide value and competitive prices. The City Hotel’s current financial difficulties suggest it might be positioned unfavourably, potentially in a risky high-margin spot (position 6) or low value and price (position 8), leading to a loss of market share (Hill, 2019). This misalignment may result from outdated service models that fail to meet the growing demand for more tailored, experience-focused accommodations that have become popular post-pandemic. Modern travellers favour safety and value, and competitors that have integrated health-conscious amenities, touchless services, and flexible booking options have adapted better (Bauer, 2021). The City Hotel’s slower response to these changes has likely contributed to its challenges. To recover, the hotel must shift towards a customer-first approach that highlights value through improved services, distinct amenities, and competitive pricing.
Cost Management Challenges
Rising operational expenses have deepened profitability issues for The City Hotel. Labour costs, a major expenditure for hotels, have surged due to wage inflation linked to labour shortages in the recovery period post-pandemic (Cascaldi-Garcia, et al. 2023). This issue has been felt worldwide, as the industry struggles to recruit and retain skilled employees. The hotel’s payroll, which was £1.77 million in 2022, only decreased modestly to £1.23 million by 2023, showcasing this challenge. Additionally, the maintenance costs of ageing infrastructure have risen, further impacted by inflation affecting supply and service prices. Overhead costs, particularly energy expenses, have also increased due to supply chain disruptions and rising fuel prices driven by global tensions (Guan, et al. 2023). These ongoing high costs, without an equivalent increase in revenue, have led to significant operating losses, as evidenced by the negative -50% operating profit margin in 2023.
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Figure 3: Supply and Demand Dynamics (Ansari, 2023)
The balance between supply and demand is critical for determining occupancy levels and room rates in the hotel industry. Increased competition from new hotel chains and platforms like Airbnb has shifted the demand curve leftward, indicating reduced demand at former price points and resulting in lower room rates and occupancy (Farronato and Fradkin, 2022). In the case of The City Hotel, it has meant a challenge of sustaining relative levels of predictable average room rates. That is because after the pandemic, the market has changed tourists’ expectations, and they now are interested only in cheap and flexible offers with a focus on safety. Inflation and energy prices as a result of Geopolitical risks, including the Russian-Ukraine crisis have also reduced spending on leisure travelling. Consequently, the existing room capacity in The City Hotel has been far from several bookings, affecting revenue per available room, and profitability. Solving this requires positions and service concepts in tune with the emerging market and is unique.
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Marketing and Engagement Initiatives
Boosting Customer Engagement: Even though The City Hotel has a remarkable location, it is also important to understate that occupancy rates must be boosted and to accomplish this goal, customer loyalty has to be promoted and due to this, the hotel’s targeted marketing campaigns which emphasises specific services and guest-oriented approach have to be initiated. Through the continued use of websites and social media plus email newsletters, the hotel brand can increase its visibility (Kumar, 2021). Direct mail offers, club memberships or affiliation rewards, joint venturing with local companies and organisations, and discounts to become familiar to travellers are among the ways that can create value and more business. To expand the audience, it is possible to use the experience of travel bloggers and continue to be as visible as possible on the most popular booking sites (Bastrygina, et al. 2024).
Revenue Management and Pricing Adjustments
Dynamic Pricing Implementation: Having an opportunity to set a price that will help react to the current conditions depends on the number of clients is vital for dynamics. This concerns changing the room rates with forecasts of demand, the busy periods, and comparing with competitor rates (Seal, 2019). Implementing these strategies can enhance such fluctuations to enable the pricing strategies to remain competitive enough, while at the same time, delivering suitable revenues (Hayes, et al.2021). Besides, various price points that customers would be willing to pay for other restricted services or packages will improve overall room sales.
Operational and Cost Efficiency
Expense Management and Reduction: Overcoming this problem requires, first of all, an analysis of options to reduce costs in the course of operations. The owners can contact suppliers for better rates than the previously agreed amount and the use of energy-efficient equipment including but not limited to LED lighting and smart thermostats also helps a lot in controlling the overhead expenses. It is often observed that by staffing in accord with occupancy, this tactic can be used to manage labour costs without compromising the guests’ experiences.
Improving Process Efficiency: Improving the working processes in properties with the help of property management systems (PMS) can simplify the administrative work such as reservations and registration and leave the personnel for performing the direct guest contact (Zarrad, 2024). This is particularly important as it can guarantee that the standardised service will be maintained, and, as a result, productivity will enhance.


Diversified Offerings and Innovation
New Revenue Streams: To improve financial stability, which is the second strategic rationale for change, The City Hotel can utilise existing premises for holding wedding ceremonies, conferences, and any kind of parties. A range of services and products, including co-branded tours and products such as guided culinary tours are evident to expand the hotel service portfolio (Fyall, et al. 2022). Without a doubt, temporary themed stays or wellness packages can be specifically targeted at niche segments and offer a competitive advantage over rivals.
Performance Monitoring and Continuous Improvement
Strategic Monitoring: This means that the two components should constantly be checked to determine the state of his/her entire financial status besides the goings on in his/her operations. With the help of KPIs such as RevPAR (Revenue per Available Room), and GOPPAR (Gross Operating Profit per Available Room), customer satisfaction ratings will also give clear feedback (Zhang, 2024). Such assessment in conjunction with the competitor analysis and the feedback received will determine necessary changes in the figures so that it be done quarterly. With the help of the business intelligence tools, we can work faster with the management and decisions of daily operations and requirements of The City Hotel.
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The challenges that the City Hotel faced during the last three years are the main reasons for efficiency decrease and poor financial results, characterised by the low revenue, high level of debt, and poor organisational efficiency. Other exogenous factors, including the Olympics and other disturbances in the economy, inflation, and increased competition, have continued to impact profitability negatively. Nonetheless, it is apparent that there is still room for gain through the strategic development of effective dynamic pricing and marketing strategies, cost containment and an improved focus towards customers. Expanding the facilities offered could bring in more clients, and strategic collaborations will offer a new base of customers for the hotel, while constant evaluation of the hotel operations will help maintain consumer satisfaction and keep relevant to the market. 
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	Metric
	Revenue
	Gross Profit
	Operating Profit
	Owner's Equity
	Total Equity
	Current Assets
	Current Liabilities
	Total Assets
	Total Liabilities
	Inventories
	Cost of Goods Sold
	Employee Costs
	External Expenses

	2021 (GBP)
	5248290
	4836690
	664160
	2152730
	2256180
	1891790
	1937840
	12941110
	10684330
	35230
	411600
	1724760
	1894720

	2022 (GBP)
	5307480
	4905970
	674730
	2472200
	2583800
	1965430
	2107750
	15921820
	13338020
	36350
	401510
	1770700
	1675410

	2023 (GBP)
	2325440
	2149190
	-1218850
	1334790
	1410580
	1288590
	1441440
	15653790
	14243210
	29470
	176250
	1233160
	1071030


Table 2: Raw Data Collected from Assessment Brief 
[bookmark: _Toc182010739]Appendix-2: Key Financial Ratios
	Ratios
	2021
	2022
	2023

	Current Ratio
	96.66%
	93.24%
	63.83%

	Quick Ratio
	94.86%
	91.52%
	62.37%

	Debt to Equity Ratio
	4.74
	5.16
	10.1

	ROA
	5.13%
	4.24%
	-7.79%

	ROE
	30.85%
	27.29%
	-91.34%


Table 3: Key Financial Ratios of The City Hotel from 2021 to 2023 (Self Made)

Revenue, COGS, Employee Costs, External Exp.

2021 (GBP)	Revenue	Cost of Goods Sold	Employee Costs	External Expenses	5248290	411600	1724760	1894720	2022 (GBP)	Revenue	Cost of Goods Sold	Employee Costs	External Expenses	5307480	401510	1770700	1675410	2023 (GBP)	Revenue	Cost of Goods Sold	Employee Costs	External Expenses	2325440	176250	1233160	1071030	
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