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[bookmark: _Toc6159]Assessment 2- Report Case Study: The City Hotel 
[bookmark: _Toc12718]1. Introduction
Financial management is the procedure for managing the financial resources of a business and utilising the financial resources in the business operation and the growth and productivity of the company. The report has been developed by analysing the annual revenue record and financial performance of The city hotel from the fiscal years of 2021-2023. The study has discussed various key factors associated with the financial management of the company and analysed the profitability, sustainability, growth and liquidity on the performance matrix of the company. The main aim of the study is to analyse the financial performance of the hotel and identify all the relevant challenges regarding finance existing within the company. Moreover, the recommendations and suggestions have also been presented to overcome the barriers and challenges to determine the growth of the company. 
[bookmark: _Toc381]2. Trends in the financial performance of the last three years of “The City Hotel”
[bookmark: _Toc20987]2.1 Trends of revenue and expenses
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Figure 1: Trends of revenue and expenses
The financial performance of The City Hotel from 2021 to 2023 shows major fluctuations. This is observed in revenue and expenses. This is affecting its overall fiscal health. Revenue generated from operational activities. This has declined due to lower occupancy rates as well as customer dissatisfaction. Contributing factors include changing consumer preferences, stiff competition as well as economic uncertainty. Expenses include depreciation, amortization as well as charges to provisions rose (Al Farooque et al., 2020). As a result, the profit from operations of the hotel suffered. These trends highlight the struggle of the hotel to balance costs and income. This is particularly with increasing operational costs. Despite optimal cost levels, the decrease in revenue reflects poor financial performance. These are largely driven by low occupancy as well as negative guest experiences. This damaged the brand value of the hotel. The City Hotel needs to focus on enhancing service quality along with guest experiences for regaining competitive advantage and to address this. The hotel can improve occupancy rates and overall financial health through optimizing services and managing costs effectively.
[bookmark: _Toc7923]2.2 Profitability trends
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Figure 2: Profitability trends
The profitability trends of The City Hotel from 2021 to 2023 indicate a major decline. This is primarily driven by decreasing revenue as well as increasing operational costs. A poor pricing strategy led to guests opting for alternative accommodations. This also observed reducing occupancy rates. This negatively impacted the profitability of the hotel. The operating margin has shown a negative trend. Despite gross profit remaining relatively stable, a negative trend is observed. This reflects the rising costs of operations as well as declining customer engagement. Competition in the hospitality sector further contributed to lower demand for The City Hotel. This is observed as many guests chose competitors with better pricing as well as service offerings. The inability of hotels to effectively manage costs as well as maintaining competitive pricing has resulted in diminished profits. The operating margin showed a sharp downward trend. This highlighted the challenges The City Hotel faced in managing its costs. Despite maintaining relatively stable gross profit levels, challenges are observed. The rising costs as well as low customer engagement led to a negative operating margin. This was fostered by the availability of alternative accommodation options. This shifted demand away from the hotel. This further reduced occupancy rates as well as income. The City Hotel needs to reassess its pricing strategy, improve service quality along with enhancing customer satisfaction for reversing this trend. The hotel can improve its revenue streams and profitability through attracting more guests and increasing occupancy rates (Ali, 2020). In addition, controlling operational costs will help increase the operating margin. This led to improved overall financial performance.
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Figure 3: Patterns of liquidity
The liquidity patterns of The City Hotel over the past three years (2021-2023) have shown a declining trend. This is majorly affecting its financial performance. Liquidity reflects the ability of the hotel to meet short-term obligations. This has been negatively impacted by reduced cash flow due to lower occupancy rates as well as a drop in revenue. The decrease in operational performance has made it difficult for the hotel to maintain enough liquid assets for covering immediate financial needs. This included paying off current liabilities. The liquidity ratios highlight the struggle of the hotels to maintain optimal cash reserves (Kartanaitė et al., 2021). The current liabilities have consistently exceeded available liquid assets. This further strained its ability to manage cash flow effectively. Low guest engagement as well as rising operational costs has compounded these challenges. Moreover, financial policies that failed to maintain adequate cash reserves degraded the inability of the hotel to handle emergency financial requirements. The City Hotel needs to focus on enhancing cash flow management for improving liquidity. This can be done by optimizing revenue generation through better guest services as well as pricing strategies. Improving occupancy rates along with managing costs efficiently will enable the hotel for restoring its liquidity position as well as strengthening its overall financial performance.
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Figure 4: Trends of solvency
Over the past three years, The City Hotel has experienced negative solvency trends. This was observed primarily due to an increased reliance on debt for financing its operations as well as long-term obligations (Dimitrios et al., 2020). As revenue levels declined from 2021 to 2023, the hotel increasingly turned to debt. This resulted in a higher debt-to-equity ratio. This raises concerns about its financial stability. The solvency ratios indicate that the proportion of debt in the capital structure of a hotel is disproportionately high as compared to its assets and equity. This has led to financial distress and increased risk of insolvency. This excessive debt usage puts major pressure on The City Hotel for managing its liabilities. This further complicated its ability to sustain long-term financial health. The hotel needs to reduce its debt burden for improving solvency. This can be done by optimizing its use of equity and assets. In addition, improving customer satisfaction and brand value can attract more investment (Saeed and Sroufe, 2021). This strengthens the equity base and reduces the need for debt financing for the hotel. The City Hotel can enhance its solvency and mitigate financial risk by rebalancing its capital structure to minimize reliance on debt. This will position itself for a more stable financial future.
[bookmark: _Toc28474]3. Key reasons for the decline in profit to focus on real-world events and the current economy
[bookmark: _Toc5746]3.1 Hotel staff shortages
The restaurants and hospitality sectors of the UK have been reported to face the problem of staff shortage. The productivity and profitability of the hotels, restaurants and pubs are being reduced due to the staff crisis and lack of skilled and efficient employees within the workforce. The success and growth of a business organisation depend on the motivation of the employees towards the business operations.  In the recent era, the rate of labour shortage has been witnessed within the global market. It has been surveyed that almost 40,000 employees from several industries expanding around 40 countries have faced the difficulty and challenges of staff shortages. In 2017 the number of staff shortages reached 45% as compared to 2013, because in 2013 the number was 36% (Statista, 2024). One of the main causes of the increase in the rate of labour shortage in UK hospitality companies is the rising cost of labour. The global employment rate has reached 56.15% and companies are struggling to retain employees due to the high rise of employee costs (Statista, 2024). 
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Figure 5: Global staff shortage balloon 
(Source: Statista, 2024)
Brexit and the sudden emergence of the pandemic is considered to be one of the most significant reasons for the staff shortage in UK hospitality companies. The hotel and hospitality industry of the UK is struggling hard and the companies are experiencing a 20-25% shortage of staff in their organisational force (ET, 2024). In a similar manner, the City Hotel of the UK has also witnessed a lack of job applicants and a labour shortage and these factors have impacted the productivity and satisfaction of the customers within the business. 
[bookmark: _Toc13360]3.2 Cost of living crisis 
Another significant factor that has been affecting the labour market and the growth and profitability of the business of the hotel and hospitality sector of the UK is the crisis of the cost of living. Inflation impacts the bookings, services, productivity and efficiency of the hotel and hospitality businesses. The staff market is declining but the demand and sales of the products are increasing by 30% (Institute of Hospitality, 2024). These factors have impacted the process of collecting the resources, ensuring sustainability, giving the salary of the employees and many other operations of the businesses. The rate of cost of living in the UK has increased to 3.4% in 2024 (Statista, 2024). 
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Figure 6: Cost of living in the UK 
(Source: Statista, 2024)
Therefore it has been identified that the crisis of high turnover has impacted upon the hiring, selection and onboarding process of the employees in the city hotel and different companies of the hospitality industry. 
[bookmark: _Toc30580]3.3 Changing consumer behaviour
The decline in profits for The City Hotel can be attributed to changing consumer behaviour in the UK. This is driven by the current economic crisis as well as inflationary pressures. Rising living costs due to high inflation as well as interest rates have reduced disposable incomes (Zakhidov, 2024). This led consumers to cut back on luxury spending like hotel stays. Additionally, the economic uncertainty following Brexit and the COVID-19 pandemic has caused a shift in preferences. More people are opting for budget accommodations or domestic travel alternatives. This is further impacting hotel profitability. This shift reflects the broader challenges facing the hospitality industry in the current economy of the UK. 
[bookmark: _Toc5150]4. Turnaround strategy to revitalize the financial health and develop a brand reputation of the Hotel
[bookmark: _Toc5871]4.1 Controlling operational costs and maximizing profit
A key turnaround strategy involves controlling operational costs as well as maximizing profit for revitalizing the financial health and brand reputation of The City Hotel. This can be achieved through reducing waste in food and beverage services as well as investing in energy-efficient systems for lowering utility costs. Implementing competitive room rates can attract more guests along with increasing occupancy rates (Stefani and Priatmodjo, 2021). Additionally, promoting online bookings streamlines operations along with enhanced revenue generation. The City Hotel can improve profitability through focusing on cost management and optimizing resources. This reduces financial burdens along with building a stronger brand reputation in the competitive hospitality market.
[bookmark: _Toc8060]4.2 Delivering personalized services to customers to improve experience
Delivering personalized services is essential for revitalizing the financial health of The City Hotel along with enhancing its brand reputation. Implementing Customer Relationship Management (CRM) systems as well as loyalty programs allows the hotel to offer tailored services, rewards as well as experiences. This boosts guest satisfaction as well as loyalty. Personalized interactions build long-term relationships (Lei et al., 2022). This encourages repeat visits along with word-of-mouth referrals. This increases occupancy rates. This customer-centric approach improves the guest experience along with strengthening the brand value of the hotel. This strategy enhances the financial performance of the hotel by fostering customer retention as well as promoting a positive market image.
[bookmark: _Toc16519]4.3 Promoting digital presence and innovation to develop brand value
Promoting a digital presence is essential for revitalizing the financial health and brand reputation of The City Hotel. The hotel can attract a wider audience and boost guest interaction through enhancing its website and engaging actively on social media platforms like Instagram and Facebook. Implementing innovative technologies like online check-in/check-out, digital booking systems as well as AI-driven chatbots will streamline operations (Wambua and Muthimi, 2024). This improves customer service in an effective way. These advancements enhance user experience along with positioning the hotel as a modern and tech-savvy choice for travellers. This drives occupancy rates, increasing revenue along with strengthening brand value in a competitive market.
[bookmark: _Toc9283]5. Conclusion
From the above report, this can be concluded that the financial performance analysis of The City Hotel reveals declining profitability as well as cash flow levels. This degraded by an increasing debt burden from 2021 to 2023. Unfavorable solvency, liquidity along with profitability ratios highlights the negative impact of the UK economy on the hotel industry. This was driven by inflation, shifting consumer behavior as well as high labor costs. The hotel needs to focus on personalized service delivery for managing its financial health. Controlling operational costs as well as enhancing its digital presence through innovation are effective. Efficient financial management and informed decision-making based on trend analysis will be essential in improving the overall performance and brand value of The City Hotel.
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	The City Hotel (in GBP)

	Inputs:
	2021
	2022
	2023

	Current Assets
	1,891,970
	1,965,340
	1,285,880

	Current Liabilities
	1,957,360
	2,107,750
	2,014,600

	Inventories
	35,230
	36,350
	29,470

	 
	 
	 
	 

	LIQUIDITY RATIOS:
	2021
	2022
	2023

	Current Ratio
	0.97
	0.93
	0.64

	Current Assets/Current Liabilities
	 
	 
	 

	Quick Ratio
	0.95
	0.92
	0.62

	(Current Assets-Inventories)/Current Liabilities
	 
	 
	 

	 
	 
	 
	 

	 
	The City Hotel (in GBP)

	Inputs:
	2021
	2022
	2023

	Gross Profit (Revenue - Cost of Goods Sold)
	4836690
	4905970
	2149190

	Operating Income
	664,160
	674,730
	-1,218,850

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

	 
	 
	 
	 

	PROFITABILITY RATIOS:
	2021
	2022
	2023

	Gross Margin
	92.16%
	92.44%
	92.42%

	Gross Profit/Sales
	 
	 
	 

	Operating Margin
	12.65%
	12.71%
	-52.41%

	Operating Income/Sales
	 
	 
	 

	 
	 
	 
	 

	 
	The City Hotel (in GBP)

	Inputs:
	2021
	2022
	2023

	Total Debt (Long-term borrowings + Long-term lease debt)
	8113710
	10,600,810 
	11,643,830 

	Total Equity
	2,256,180
	2,583,030
	1,410,580

	Total Assets
	12,941,110
	15,921,080
	15,653,970

	 
	 
	 
	 

	SOLVENCY RATIOS:
	2021
	2022
	2023

	Debt/Equity Ratio
	3.60
	4.10
	8.25

	Total Debt/Total Equity
	 
	 
	 

	Debt/Assets Ratio
	0.63
	0.67
	0.74

	Total Debt/Total Assets
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