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Executive summary
Summarizing these financial results above City Hotel has some serious financial problems in 2023. In terms of operational performance, the hotel in 2023 ended with a net loss. First of all, the increased cost of amortization is evident so a serious problem could be the condition of the hotel itself, a cost of lease started to appear in 2022 so maybe the hotel tried to mitigate this bad condition with asset leasing, but it has its own cost. Besides this problem, it can be also a fact that the labour cost becomes much higher, most likely due to the minimum wage increase and staff shortage situation. The hotel’s liquidity situation became quite hot as indicated by the decline in short-term financial assets, such as cash and other financial instruments.
First of all, the hotel has started to pay back some short-term debts but in addition, long-term debt has to be paid back also as soon as possible In the current UK economic environment the interest rates are quite high so it’s not a good idea to keep as much debts as this hotel have. Secondly, the high leasing fees have to be reconsidered too.
To acquire the necessary resources, it may be an option to involve new financial partners or additional funds could be gained through equity financing. Moreover, the hotel has to rationalize its services. It could be useful to compare the event space and bar occupancy with its maintenance costs. The consideration could be critical if some of these are leased as the leasing costs are constantly increasing. I would suggest closing one of these two to decrease costs.
On the other hand, some optimization would be necessary for labour cost as it remained quite high despite the decreased revenues, it would be nice to use some automatization solutions. It would be also a clever decision to review the hotel’s systems and consider the optimization of the energy consumption. Grants or funds could be a great option to help achieve this goal. Besides these measures, some smaller changes listed below /could be also useful to save this hotel.
All in all, the current situation is not fatal, but really urgent so strategic decisions have to become effective as soon as possible.
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[bookmark: _Toc180791045]The current operating environment in the UK for the hospitality industry
[bookmark: _Hlk180788100][bookmark: _Hlk180788109][bookmark: _Hlk180788138]According to statistics, the hospitality sector, particularly the hotel industry, is experiencing its strongest year since the COVID-19 pandemic (www.satuvision.com). According to Knight Frank, the hotel market saw significant improvements in 2023, with London achieving a recovery in occupancy levels, reaching nearly 90% of pre-pandemic figures by the end of the year. RevPAR (Revenue per Available Room), a key metric for the industry, increased by around 20% in London and 12% across the regional UK in 2023 compared to 2022 (www.knightfrank.com). However, recent cost pressures (minimum wage increases, business rates, inflation) and a reduction in the supply of labour have started to take their toll on the industry, leading to a significant slowdown in GVA growth (Ignite Economics, 2023). Especially, the 9.8% minimum wage increase to £11.44, which has come into effect in April 2024 put pressure on the wage structure at all levels in hospitality (https://hospitalitypeoplegroup.com). Moreover, the effects of Brexit come more and more alive and thus it’s a more complex task to find quality persons for hotel staff. The mobility of the employees decreased from the European Union and now this shortage has a strong effect on the hotel industry. The current shortfall of the UK hospitality industry staff is around 170,000 jobs (www.greddf.co.uk).
[bookmark: _Hlk180788156]In addition, the prices of energy dramatically increased, since 2021 this growth has been more than 50 % which makes it complicated for hotels to gain profit in this current economic situation (https://hospitalitypeoplegroup.com).
[bookmark: _Hlk180788166]Besides these circumstances, some trends also affect the industry and create more challenges. One of these is that, in recent years, Airbnb has emerged as a challenge to traditional hotels. It offers travellers unique and personalized accommodations in homes, apartments, etc. (https://globaledge.msu.edu). In the hotel industry, personalization means relying on technology-based micro-segmentation to tailor-made each guest’s experience. This current trend is an extra puzzle to solve to make clients happy but there are good examples that in some hotels it is possible for guests to personalizing room temperature, lighting and amenities or even tailor F&B options (https://hospitalityinsights.ehl.edu).
[bookmark: _Hlk180788177]On the other hand, a new report from the World Travel and Tourism Council (WTTC) has revealed that 69% of travellers are actively seeking sustainable travel options (https://schengen.news). As the eco-friendly perspective is flowering nowadays, it’s a must-do for the hotel to change their way of work to green thinking and create an environment and experiences for guests that have a strong environmentally friendly side and can’t feel guilty about destroying the whole planet during their trip (despite of aeroplane trips, overconsumption, single-use hotel stuff, etc.). This not only helps the environment but can also attract a growing segment of eco-conscious consumers (www.greddf.co.uk).
[bookmark: _Toc180791046]Analysis of the City hotel’s current financial situation
	Income Statement (in GBP) Item (£)
	2021
	2022
	2023

	Revenue
	5,248,290
	5,307,480
	2,325,440

	Revenue increased from 2021 to 2022, but a significant decline was observed in 2023, it’s a 56% decrease compared to the previous year.

	Cost of goods sold
	(411,600)
	(401,510)
	(176,250)

	COSG has the same declining pattern that harmonizes with the revenue decrease. Fewer guests means less raw material.

	Employee costs
	(1,724,760)
	(1,770,700)
	(1,233,160)

	Employee costs also consistently declined; this may indicate that the hotel likely reduced its workforce to align with the decreasing demand. Yet the costs stayed relatively high in 2023 despite reduced revenues which could mean that the hotel was unable to significantly lower its labour-related expenses in parallel with the decline in income. The increased workforce cost that was mentioned in the previous chapter could be a rational reason for this phenomenon.

	External expenses
	(1,894,720)
	(1,675,410)
	(1,071,030)

	This cost reduction may also align with a scaling back of operations.

	Taxes and duties (excluding income tax)
	((144,070)
	(133,020)
	(88,950)

	The hotel has fewer taxable activities, likely because of the declining revenues.

	Depreciation & amortization
	(409,190)
	(634,030)
	(661,590)

	This increased expense could happen because of two different things. On the one hand, it could be a „simple” cost increase so that means that the hotel has to spend more and more money on maintenance. On the other hand, it could be because the hotel has made some significant investments in the refurbishment or modernization of its assets and thus this type of cost is also elevated. But considering more results below, the first option is more likely in this current case.

	Charges to provisions
	5960
	17,950
	(55,550)

	The decrease in 2023 could mean that the hotel had to spend its provisions to cover other costs. This is also a sign of liquidity issues.

	Other current operating income and expenses
	(40,520)
	(25,030)
	(41,100)

	These are minor expenses, which could be for example minor repairs or other variable costs and they don’t show significant fluctuation so they are likely manageable and controllable, but a small increase can be observed here as well.

	Other operating income and expenses
	34,780
	(11,000)
	(216,650)

	In 2023 the large negative figure may indicate some unexpected expenses, such as significant repair work for example. It represents a one-time cost, but it’s resulted from an extraordinary expense

	Operating Income
	664,160
	674,730
	(1,218,850)

	The negative operating income is primarily caused by the declined revenue, the rise in depreciation costs and the significant expenses recorded in the "Other operating income and expenses." This operating loss may suggest that the hotel has financial problems that could lead to liquidity issues and the result could be a total closure in the long term if not handled well.





	Balance Sheet (£)
	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 

	The decline of these two categories could be caused by amortization or depreciation, suggesting that the market value of the asset has decreased.

	Property, plant and equipment 
	4,053,590 
	3,803,530 
	3,574,710 

	The decline may indicate that the hotel is currently doing fewer innovations in its assets and there is no modernization of its existing equipment.

	Right of use 
	- 
	3,100,830 
	3,621,810 

	Starting in 2022, this may indicate that the hotel has introduced new leased assets to support its operations. By 2023, this value increased further. Maybe the same leasing became more expensive or maybe some more was added.

	Investments in associates 
	77,440 
	83,440 
	59,850 

	The declines suggest that the hotel sold a portion of its stake in associated companies (or that the value of these investments has decreased). This decision could happen because of the liquidity difficulties.

	Non-current financial assets 
	88,470 
	80,970 
	77,190 

	Other non-current assets 
	- 
	- 
	- 

	These categories of assets typically mean securities or long-term investments. The decline shows that the hotels sold some of its assets, maybe to mitigate its financial risk and get some money for liquidity issues.

	Deferred tax assets 
	410,110 
	410,450 
	602,040 

	The increase in deferred tax assets may be related to the hotel’s losses from previous years, as losses can be carried forward.

	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 

	Inventory and trade receivables are decreasing in 2023, which shows that there are fewer guests at the hotel and it needs less stock to run rooms, restaurants, bars, etc.

	Current tax assets 
	158,730 
	141,310 
	73,490 

	The hotel pays less tax because of the lower revenue.

	Other receivables 
	215,050 
	236,540 
	291,270 

	The increase may indicate that the hotel has done more prepayments.

	Current financial assets 
	50,980 
	117,050 
	116,950 

	They are usually short-term assets — for example, cash. The consistency of the hike might suggest that the hotel has set aside some cash to keep liquidity down. However, this amount is relatively low compared to the company's liabilities, so it does not provide complete protection.

	Cash and cash equivalents 
	740,590 
	641,620 
	295,510 

	This large drop points to liquidity problems, as the hotel’s finances paid for itself, thereby allowing for less cushioning against sudden expenses.

	TOTAL CURRENT ASSETS 
	1,891,970 
	1,965,340 
	1,285,880 

	This was primarily due to lower trade receivables and cash balances, meaning that the hotel’s liquid assets have shrunk. The shrinking of current assets leads to short-term issues and liquidity problems.

	TOTAL ASSETS 
	12,941,110 
	15,921,080 
	15,653,970 

	The overall trend of growing assets followed by a decline suggests that while the hotel was initially in a phase of growth, it faced challenges in 2023. It’s also a contributor that the ’right of use’ had a serious increase from 2021 to 22 and thus the introduction of leased assets has increased the total value of the hotel's assets. However, it is important to note that leasing has its own cost.

	Share capital 
	2,620,370 
	2,620,370 
	2,620,370 

	This means that the hotel has not raised additional capital via equity investments.

	Retained earnings and other reserves 
	(801,550) 
	(452,820) 
	(151,050) 

	The residual income is gradually improving. This pattern correlates with the hotel’s drive to cut its losses and rebuild its reserves.

	Net income for the year 
	333,930 
	304,650 
	(1,134,950) 

	This substantial 2023 decline represents the fact that the cost of the hotel’s operations is higher than its profits, and that is not long-term sustainable.

	OWNERS EQUITY 
	2,152,750 
	2,472,200 
	1,334,370 

	Equity in the company has dropped significantly because of unprofitable operations and a lack of net income.

	Non-controlling interests 
	103,430 
	110,830 
	76,210 

	This drop in external interest might mean that associate partners do not want to increase their stake, which can be seen as a reaction to lower performance and lower liquidity.

	TOTAL EQUITY 
	2,256,180 
	2,583,030 
	1,410,580 

	According to these figures, the hotel incurred a substantial loss in 2023 as revenues declined and fixed costs grew.

	Long-term borrowings 
	8,113,710 
	7,755,840 
	8,290,570 

	The long-term borrowings had initially declined between 2021-2022, implying repayment of some loans or a decrease in borrowing. But it increased again in 2023, suggesting that the hotel ran up further debt. Or it could be also a situation in which the hotel’s debt has changed interest rate and it has decreased than increased, or as a combination: in 2022 a repayment occurred then the interest rate has increased.

	Long-term lease debt 
	- 
	2,844,970 
	3,353,260 

	The hotel began leasing significant assets in 2022. In 2023, the leasing increased and now it represents a growing financial cost that the hotel must manage.

	Retirement benefit provisions 
	93,690 
	114,630 
	124,160 

	Other non-current provisions 
	33,670 
	40,650 
	35,930 

	This indicates that the hotel is facing growing pension and benefits liabilities.

	Deferred tax liabilities 
	451,420 
	447,010 
	345,760 

	This is caused by lower taxable revenues.

	Other non-current liabilities 
	35,090 
	27,190 
	79,110 

	The hotel has taken on additional long-term liabilities, potentially in the form of loans, lease payments, or other contracts, to cover operational costs or investments.

	TOTAL NON-CURRENT LIABILITIES 
	8,727,580 
	11,230,300 
	12,228,780 

	This upward trend indicates that the hotel is accumulating more long-term obligations, which may consist of long-term borrowings, lease obligations or other financial commitments.

	Short-term borrowings 
	399,760 
	319,910 
	47,5050 

	The reduction in short-term borrowings leads to a decrease in liquidity burdens. In the current UK economic environment (high inflation and rising interest rates set by the Bank of England) reducing short-term debt could be a good decision.

	Short-term lease debt 
	- 
	221,810 
	301,220 

	This increase is caused by the decision that the hotel make some leasing construction and it has its own leasing costs.

	Other current provisions 
	49,560 
	12,120 
	12,280 

	Less is given to manage risks in the short term and in the long term. This is potentially risky in such a volatile economic environment.

	Trade payables 
	527,180 
	499,330 
	401,350 

	The hotel probably requires less inventory or services because of fewer guests.

	Current tax liabilities 
	44,560 
	69,510 
	27,170 

	That means lower taxable profit and lower income.

	Other liabilities 
	936,300 
	985,070 
	797,640 

	That means that the hotel has pared down its other costs. Getting rid of such debt positively affects cash flows, in the case of an economy where prices are rising with inflation.

	TOTAL CURRENT LIABILITIES 
	1,957,360 
	2,107,750 
	2,014,600 

	The drop in these liabilities means the hotel is deleveraging short-term debts as an attempt to curb liquidity exposure.

	TOTAL LIABILITIES 
	10,684,940 
	13,338,050 
	14,243,390 

	All liabilities have continued to grow from 2021-2023, reflecting the hotel’s increased debt and leases. In the high-interest environment of the United Kingdom, this raises financing costs and increases the hotel’s financial exposure in the long term.

	TOTAL EQUITY AND LIABILITIES 
	12,941,110 
	15,921,080 
	15,653,970 

	Considering the ratio of total equity to liabilities, as equity decreases and liabilities rise, the hotel is increasingly being funded by debt. Lower equity means the hotel is more debt-laden and the costs of acquiring credit are higher. The hotel may have a difficult time servicing its debt because the revenues are not rising fast enough to pay off the debts impacting profitability and liquidity.


[bookmark: _Toc180791047]

Summary/Conclusion of the financial result
[bookmark: _Hlk180790254]In short, with these numbers from above, we could conclude that the City Hotel is facing some serious fiscal challenges in 2023. First of all, the increased cost of amortization is evident so a serious problem could be the condition of the hotel itself. It could be the building itself, maybe it’s old and some huge renovation could be inevitable, or maybe the rooms, equipment, furniture, etc. are those that need to be changed as time passes by them. Another proof of this concept could be that the „Other operating income and expenses” row has a significant increase that could also mean a huge and unexpected cost, for example, an urgent repair or renovation.
[bookmark: _Hlk180790271]Besides this problem, it can be also a fact that the labour costs become much higher due to the minimum wage increase and staff shortage. It’s also a cost burden for the hotel.
[bookmark: _Hlk180790284]In terms of operational performance, the hotel in 2023 ended with a net loss. Rising costs (the increasing prices of energy and labour costs) could also reduce the hotel’s profitability. Operating expenses, such as employee and external costs, as well as lease payments together, are causing a significant burden on the hotel while revenues continue to decline.
The hotel's asset base has remained relatively stable; however, it is increasingly relying on leasing rather than ownership, which can be costly. The declining asset values and high levels of depreciation further worsen long-term stability and mean that the hotel’s own assets are growing old and their value is continuously decreasing while their renovation becomes more and more costly.
[bookmark: _Hlk180790305]The hotel’s liquidity situation became quite hot as indicated by the decline in short-term financial assets, such as cash and other financial instruments. It could be more difficult to finance daily operating costs for City Hotel. Long-term liabilities and lease payments have also increased, as the hotel required additional financing instruments to cover operating costs. In this high-interest rate environment, these expenses are a huge burden for the company.
[bookmark: _Hlk180790323][bookmark: _Toc180791048]Summarizing the current financial situation of City Hotel, it’s urgent to make some serious strategic decisions as the liquidity situation and leasing costs will consume the decreasing revenue and the final result could be bankruptcy. The short-term depth payback was a good start but it won’t be enough at this point. In my opinion, as the hotel’s assets condition became unsustainably bad, they started to lease some assets (building, instrument, etc.). As a result, a high leasing cost burdens the hotel but the amortization costs remain high so maybe it has to be reconsidered. 

RECOMMENDATIONS / SUGGESTIONS (COPING STRATEGIES) 

[bookmark: _Hlk180790433][bookmark: _Hlk180790490]First of all, the hotel has to organize its debts as it has already started with some short-term debts. It has to be continued and in addition, long-term debt has to be paid back as soon as possible In the current UK economic environment the interest rates are quite high so it’s not a good idea to keep as much debt as this hotel has. Secondly, the high leasing fees have to be reconsidered too. Leasing could be a good option as it's flexible and fast and the hotel could gain some extra opportunities to create new services or make the currently available ones better. But in the long-term, the increasing leasing fees are a huge burden for the company. If this lease is an option for more money invested in hotel renovation, then we have to perform a thorough cost-benefit analysis to decide whether or not it’s worth it.
[bookmark: _Hlk180790590]You might consider new financing partners, like strategic investors or minority shareholders, to acquire the resources required. Further, there would be more capital available for equity investments. In the current financial situation, the management has to be very good at persuasion and arguing to make some new business partnerships or to convince stakeholders, but it’s not impossible. It seems to be easier to rationalize the hotel itself. Is the event place truly necessary for example? It could be useful to compare the event space occupancy with its maintenance costs. The same thing has to be considered with the bar as the restaurant is likely a must-have for a hotel. The consideration could be critical if some of these are leased as the leasing costs increase (started to appear in 2022). I would suggest the close one of these two to decrease costs.
[bookmark: _Hlk180790701][bookmark: _Hlk180790715]On the other hand, some optimization would be necessary for labour costs as they remained quite high despite the decreased revenues. Besides the traditional to-do list (comprehensive review of employee wages and benefits, work time optimization, shift rationalization) some new techniques could be useful to solve this problem. In nowadays technological era a quite broad spectrum of automatization solutions is available for the hospitality industry. For example, it is possible to create a digital check-in kiosk to decrease the workload of the reception. Moreover, with some tablet or phone apps, it is also possible to automatize some tasks at the restaurant and decrease the workload of the waiters (e.g., digital menu → it’s not necessary to take the menu card to the table; online ordering → it’s not necessary for staff to take the guest’s order; etc.).
[bookmark: _Hlk180790737]It’s also crucial to decrease energy consumption when the energy prices are high and become higher from year to year. It would be a clever decision to review the hotel’s systems and consider the optimization of energy consumption. To mention some options: LED bulbs, intelligent heating and cooling systems, renewable energy sources (sun collectors, etc.). Of course, some of these measures could be costly but the others could have a minor cost compared to its benefits. It’s inevitable to make a Pareto analysis on the cost-benefit ratio of the areas that have to be developed and based on this: it’s easy to prioritize the best options or the urgent ones. The good news is that almost £5 billion of funding is available to help UK businesses become greener as part of the government’s commitment to reach net zero emissions by 2050 (www.gov.uk). This program is the Industrial Energy Transformation Fund (IETF) Phase 2. Based on the location of the hotel, some other grant or fund could be an option, e.g., Glasgow City Council is currently offering Green Business Grants (https://smallbusiness.co.uk), where the hotels can get up to £10,000 to finance projects designed to manage waste, reduce emissions and be more energy-efficient. The West of England Combined Authority has offered a similar scheme too (www.westofengland-ca.gov.uk).
Smaller tips to increase sales and reduce costs: partnership with nearby businesses can offer more funding or co-marketing and thus save some marketing expense. Additionally, paying for services such as early check-in or late checkout can bring additional revenue streams. It is also crucial to invest in digital marketing, such as social media, as this can help increase hotel brand awareness. Monitoring online reviews and managing feedback is particularly important. It could be a good choice in nowadays marketing era to consider inviting some influencers to the hotel as they can popularize the place on their Instagram page, TikTok, etc.
It could be also beneficial to attract non-hotel guests to the restaurant, bar, and event space with some good offers and rental options (e.g. for birthdays, team-building events, etc.).
Regarding modern solutions, data analytics will be helpful in guiding pricing strategies, predicting demand, and helping with personalized marketing too. Understanding the dynamics of seasonal and off-peak periods allows the hotel management to craft special promotions tailored to these periods and this can be a game-changer (https://thehotelgm.com). For example, implementing dynamic pricing for weekends, holiday seasons, and special events allows for achieving higher revenue (https://revenue-hub.com).
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