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Case Study: The City Hotel

Executive summary
In this report I will evaluate the financial situation of The City Hotel given the figures provided for the last three years, highlighting the hotels financial performance, focusing on revenue, expenses, profitability, liquidity, and solvency. My aim is to identify the problems behind low profitability and come with a saving strategy.
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Introduction
Hotel financial statements are designed to provide insights into a specific aspect of your business. As a hotel operator, staying on top of your finances is essential to the long-term profitability of your business. With the right financial information at your fingertips, you can make sound decisions for your hotel, fine-tune your business strategies, deal with any red flags before they become bigger problems and drive sustainable growth. Elphick, D. (2022).

Main body 
The City Hotel is a premier destination located in the heart of Loughborough, Leicestershire. The hotel benefits of a full-service restaurant, conference facilities and bar. The hotel caters to both business and leisure travellers. However, in recent years, it has experienced a decline in revenue, occupancy rates, and customer satisfaction. 
These are the financial highlights of the past three years: 
Income Statement (in GBP)
Year                                    2021                                      2022                                       2023
Revenue                          5,248,290                             5,307,480                             2,325,440
Cost of goods sold            411,600                                 401,510                                176,250
Employee costs             1,724,760                               1,770,700                            1,233,160
External expenses         1,894,720                               1,675,410                            1,071,030
Taxes and duties               144,070                                   133,020                                  88,950
(excluding income tax) 
Depreciation &
 Amortisation                    409,190                                   634,030                                 661,590
Charges to provisions           5960                                      17,950                                    55,550
Other current operating
 income and expenses        40,520                                     25,030                                    41,100
Other operating
 income and expenses        34,780                                      11,000                                 216,650
Operating Income             664,160                                     674,730                             1,218,850
Balance Sheet (in GBP)
                                               2021                                             2022                                         2023
Goodwill                             4,644,940                                    4,611,270                               4,558,200
Other intangible assets    1,774,590                                   1,865,250                                1,874,250
Property, plant 
and equipment                  4,053,590                                   3,803,530                                3,574,710
Right of use                                  -                                          3,100,830                                 3,621,810
Investments in associates     77,440                                          83,440                                       59,850
Non-current financial assets 88,470                                         80,970                                       77,190
Other non-current assets            -                                                    -                                                 -
Deferred tax assets                  410,110                                               410,450                                            602,040
TOTAL NON-CURRENT ASSETS 
                                            11,049,140                                         13,955,740                                     14,368,100
Inventories                                35,230                                         36,350                                      29,470
Trade receivables                   691,380                                       792,450                                    479,180
Current tax assets                    158,730                                            141,310                                           73,490
Other receivables                  215,050                                       236,540                                    291,270
Current financial assets          50,980                                      117,050                                    116,950
Cash and cash equivalents   740,590                                     641,620                                    295,510
TOTAL CURRENT ASSETS   1,891,970                                  1,965,340                                 1,285,880
TOTAL ASSETS                   12,941,110                                 15,921,080                               15,653,970
Share capital                       2,620,370                                   2,620,370                                 2,620,370
Retained earnings 
and other reserves                  801,550                                  452,820                                     151,050
Net income for the year         333,930                                    304,650                                  1,134,950
OWNERS EQUITY                  2,152,750                               2,472,200                                 1,334,370
Non-controlling interests       103,430                                   110,830                                      76,210
TOTAL EQUITY                        2,256,180                                2,583,030                                 1,410,580
Long-term borrowings         8,113,710                                 7,755,840                                 8,290,570
Long-term lease debt             -                                              2,844,970                                3,353,260
Retirement benefit
 Provision                                       93,690                                       114,630                                   124,160
Other non-current
 provisions                                       33,670                                           40,650                                      35,930
Deferred tax liabilities               451,420                                     447,010                                 345,760
Other non-current liabilities       35,090                                       27,190                                   79,110

TOTAL NON-CURRENT LIABILITIES
                                                    8,727,580                               11,230,300                            12,228,780
Short-term borrowings               399,760                                   319,910                                 47,5050
Short-term lease debt                       -                                          221,810                                301,220
Other current provisions               49,560                                     12,120                                   12,280
Trade payables                                    527,180                                       499,330                                    401,350
Current tax liabilities                       44,560                                      69,510                                   27,170
Other liabilities                              936,300                                  985,070                                797,640
TOTAL CURRENT LIABILITIES     1,957,360                              2,107,750                            2,014,600
TOTAL LIABILITIES                     10,684,940                            13,338,050                         14,243,390
TOTAL EQUITY AND
 LIABILITIES                                12,941,110                            15,921,080                          15,653,970

In order to understand the financial situation it is required to perform a financial analysis ratio which will help to understand the reason of low profitability. 
The location, brand, occupancy rates, and other factors can all have a significant impact on the average returns on hotel investments. Experts in the field, however, often state that full service hotels see yearly returns of 10–14% and low service hotels between 8–12%.       Vazquez, O. (2023). Revenue can fluctuate greatly depending on the season, with peak times (holidays, summer, major local events) seeing higher average rates and occupancy, while off-peak periods tend to experience lower revenue.
Current Ratio along with Quick Ratio are used to evaluate the ability of paying short term liabilities with short term assets providing us a full view of the hotel liquidities
    Year                                                  2021                                   2022                                      2023 Current Ratio = Current Assets : Current Liabilities        
                                                                0.97                                      0.93                                         0.64
Quick Ratio = Current Assets – Inventories : Current Liabilities          
                                                                0.95                                                0.91                                                  0.62  
Debt-to-Equity Ratio measures the relative proportion of a company’s debt to its equity and it is used to asses financial leverage and risk.  
Debt-to-Equity Ratio = Total Liabilities : Owner’s Equity`                      
                                                                 4.96                                          5.40                                           10.67 
Return on Assets  (ROA) = Net Income : Total Assets x 100
                                                                   2 %                                  2 %                                       7 % 
Return on Equity (ROE) = Net Income : Owner’s Equity x 100           
                                                                15.51%                                  12.32%                                        85%      Hotels in the UK, like many around the world, face several challenges in the current environment. These problems are influenced by factors such as post-pandemic recovery, economic conditions, evolving customer expectations, and the changing landscape of tourism. 
    Labor Shortages: The hospitality industry in the UK has been struggling with severe staff shortages, especially following Brexit. Many workers from the EU, who previously filled lower-wage hospitality roles, have either left the country or found other employment, exacerbating recruitment problems.
    Retention: Retaining skilled staff has also been difficult, with many employees leaving the sector due to low wages, long hours, and the stressful nature of the job.
    Rising Labor Costs: With the shortage of workers, wages have been rising, putting pressure on hotel profitability, particularly for independent operators.
    Energy and Utility Costs: A significant rise in energy prices (exacerbated by global supply issues) has hit hotels hard, especially those with high energy usage (heating, cooling, kitchens, etc.). Inflation has also led to higher prices for food, drink, and other essential supplies. Hotels are facing the challenge of balancing these rising costs while not deterring guests with increased prices.
   Uncertainty in Travel: Although travel has picked up, the landscape is still uncertain. Economic instability, geopolitical tensions (like the war in Ukraine), and ongoing concerns about future pandemics have kept many potential travellers cautious.
    Changes in Travel Behaviour: There's been a shift towards "staycations" (domestic tourism), and some hotels have seen a reduction in international visitors. Additionally, more people are opting for alternative accommodations such as Airbnb or self-catering, further intensifying competition.
    Short-Term Rentals (e.g., Airbnb): The rise of short-term rental platforms has intensified competition. Many travellers now prefer renting homes or apartments over staying in traditional hotels, often for the perceived value, flexibility, and personalized experiences.
    Changing Consumer Expectations: Some travellers now prioritize unique, homely, or “local” experiences, which short-term rentals often provide more than traditional hotels. This has prompted some hotels to rethink their offerings to remain competitive.
 Sustainability and Environmental Pressures
    Green Expectations: There is increasing pressure from customers, government, and environmental activists for hotels to adopt more sustainable practices. This includes reducing energy consumption, managing waste, using eco-friendly materials, and minimizing food waste.
    Government Regulations: New regulations around environmental sustainability, such as carbon emissions and waste management, are putting additional pressure on hotels to comply, sometimes requiring significant investment in green technologies and certifications.  
     In Booking.com’s Sustainability Report, it was found that 83% of global travellers value sustainability as something vital. This is a growing trend in the industry and a challenge that hospitality and travel businesses will continue to face for the foreseeable future. Dignon, A. (2024
Digital Transformation and Technological Demands
    Technology Integration: Hotels are increasingly expected to offer tech-savvy experiences, such as mobile check-ins, contactless payments, smart room technology, and advanced customer service tools like AI-driven chatbots. However, the cost of implementing and maintaining such technology can be burdensome, particularly for smaller businesses.
    Cybersecurity Risks: With the digitalization of services, the risk of cyberattacks and data breaches has increased. Hotels are under pressure to invest in secure systems to protect guest data, which can be both expensive and complex to implement.
    Increased Competition from Budget Brands: budget hotel chains and low-cost accommodation options are offering a growing share of the market, especially for travellers looking for affordable stays. While this can be a competitive opportunity, it also puts pressure on traditional hotels to balance quality and price.
    Local Government Regulations: The UK’s local governments are increasingly implementing regulations around noise, zoning, and tourism levies, which can impact hotel operations. This may include taxes on short-term rentals, stricter safety and hygiene regulations, or restrictions on building new hotels.
   Customer Expectations for Personalized Service:  with the rise of online platforms and review sites, customers expect highly personalized experiences. This requires hotels to leverage data and provide tailored services, which can be difficult and expensive for smaller, independent hotels to implement.

[image: ]     With such climate it is no surprise that local independent hotels are not profitable anymore. Judging by the financial ratios figures The City Hotel is stretching between monthly loan payments.
Debt-to-Equity Ratio (10.67 /2023) indicates that is highly leveraged and may be at higher risk of financial distress if it cannot meet its debt obligations. 10.67 is a very high ratio meaning that for every pound of equity the hotels own 10,67 pounds.
Also, Current Ratio and Equity Ratio also reflects the same problem that the hotel may have trouble meeting its short-term obligations as it has fewer current assets than current liabilities
(CR 0.62; QR 0.64 / 2023)
However, ROA and ROE demonstrate that the business is still viable and can be saved or it is worth trying. Especially ROE (85%/2023) and ROA at the verge of profitability (7%/2023)

Recommendation 
My recommendation for The City Hotel is to merge into a chain hotel company as Ramada or Mercure, guessing both parties will benefit of. City Hotel has the strategic location in the centre of Loughborough and the expertise of a competitive franchise will change the marketing approach and bring new technology as  Revenue Management System (RMS) which  is a technology solution used by organisations to optimize their pricing and inventory strategies with the goal of maximizing revenue. This system is especially popular in industries such as hospitality, airlines, and retail, where demand fluctuates over time, and capacity is often fixed. In summary, a Revenue Management System helps businesses maximize their revenue by adjusting prices, managing inventory, and forecasting demand in a strategic, data-driven way.
According to the American Hotel & Lodging Association, more than 50 percent of all U.S. hotels are franchised. Franchisees would benefit from the lowered cost of ownership and increase in direct revenue that come as a result of the combination of the two companies. The merger would also enable franchisees to offer guests a broader portfolio of brands across segments, “no matter their stay occasions, within a single system.” Other benefits include increased innovation and investment in the areas of technology, system processes, and training. Grafman, A. (2024).
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