 



BMIH5007     
Financial Management for the Hotel Industry
                                   Lecturer Name: Tristan Hawkins
                                             Student ID: 2206217
[bookmark: _gjdgxs]                                      Student Name: Elena Boboc

                                Report Case Study: The City Hotel














AI Declaration
On 12th November 2024, I had to use Grammarly, anyway, to check that my work did not have structural things like spelling or wrong use of grammar. Also, I have not incorporated any content generated by AI in my work. 



Table of Contents
1	Introduction	2
2	Evaluation of Financial Performance	2
3	Analysis of Decline Causes	2
4	Turnaround Strategy	3
5	Alternative Scenarios	4
6	Conclusion	5























1 [bookmark: _30j0zll]Introduction
The City Hotel is conveniently located in the city and provides guests with restaurant services, a recreational centre, and an excellent venue for meetings and conferences. Situated in this strategic central business district of the city, it targets the business as well as the pleasure traveller in mind. This used to be the case due to its peculiar location in an environment that was closely associated with several tourism and business centers. In the years leading up to the year under analysis, The City Hotel experienced severe difficulties, which were expressed by the stabilization of the key performance indicators (Armstrong et al., 2021). Despite it being located in a central area of business, stock and supplying numerous services the hotel’s occupancy and its revenue have been declining as well as  decline in the customer’s satisfaction rate  (Ploypailin Kijkasiwat et al., 2024). This report will analyse the financial statement of The City Hotel to assess where the company is lacking. Further, the report will provide a turnover strategy for improving the business performance and helping it attain a competitive advantage. 
2 [bookmark: _1fob9te]Evaluation of Financial Performance 
2.1 Revenue Analysis 
The revenue of the City Hotel has experienced a drastic decline, which is falling by 56% from £5,248,290 in the year 2021 to £2,325,440 in the year 2023. While revenue showed a slight increase from £5,248,290 in the year 2021 to £5,307,480 in the year 2022, a significant drop followed in the year 2023. This revenue downtrend highlights challenges in attracting and retaining customers, due largely to reduced occupancy rates, lower consumer spending on travel, and also competition from alternatives such as Airbnb. Additionally, the pandemic and subsequent changes in travel habits impacted the accommodation sector, which slow the growth and lowering occupancy (Gössling et al., 2020). The hotel also missed opportunities to adapt to the changing demands, such as offering more flexible, options for self-service booking. This lack of adaptability likely contributed to their decreased bookings during COVID-19. 
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Figure 1 Revenue of the Three Years
2.2 Cost Management 
The City Hotel’s costs have stayed relatively stable due to the operational structure. The cost of goods sold dropped from £411,600 in the year 2021 to £176,250 in 2023, which aligns with the reduced sales. This cutback indicates efforts to limit spending on the inventory, yet it might impact the service quality and frustrate customers. The employee costs initially rose from £1,724,760 in 2021 to £1,770,700 in 2022, likely due to hiring skilled staff, but then fell to £1,233,160 in 2023, possibly from downsizing, impacting service standards. Operating expenses also decreased, from £1,894,720 in 2021 to £1,071,030 in 2023, but these cuts could affect essential services and marketing efforts. Revenue saw a small rise from £5,248,290 to £5,307,480 in 2022 but declined sharply afterward. Depreciation and amortization costs rose from £409,190 in 2021 to £661,590 in 2023, suggesting aging assets needing maintenance or upgrades, which may be challenging financially.

Figure 2 External Expenses
2.3 Financial Health Metrics 
City Hotel’s profitability has worsened considerably over the last three years, as reflected in its operating income, which rose slightly from £664,160 in 2021 to £674,730 in 2022, before a steep drop to £1,218,850 in 2023. This downward trend underscores the need for immediate intervention to stabilize all finances. Similarly, the net income shifted from £41,756 in the year 2021 to £344,562 in the year 2022, then to £1,134,950 in the year 2023. These ongoing losses signal unsustainable operations, which emphasizes the need for a turnaround. 
2.4 [bookmark: _1t3h5sf]Liquidity Analysis
City Hotel’s liquidity position has weakened, which affecting its ability to meet short-term obligations. The current assets decreased from £1,891,970 in 2021 to £1,285,880 in 2023, while current liabilities slightly dropped from £1,957,360 to £2,014,600. This shift has reduced the current ratio, which indicates the growing challenges in covering short-term debts. Additionally, the cash and cash equivalents fell from £740,590 in the year 2021 to £295,510 in the year 2023, which limited funds for operational costs, upgrades, or marketing. 
2.5 [bookmark: _4d34og8]Solvency Analysis
City Hotel’s solvency has declined, threatening its long-term stability. The total liabilities rose from £10,684,940 in December 2021 to £14,243,390 in December 2023, while the equity declined from £2,256,180 to £1,410,580, which reflects the higher financial risk. This decline in equity and also rising debt levels make the hotel less attractive to potential investors and lenders. The increasing debt to equity ratio further suggests the heightened vulnerability to economic shifts and interest rate fluctuations, which could hamper the recovery efforts and restrict growth (Zapolskaia, 2024). 
3 [bookmark: _3znysh7]Analysis of Decline Causes 
The main cause of The City Hotel’s poor financial performance can be attributed to several factors, some of which are macro business environment issues such as unfavorable business cycles and an increase in the market competition while others are micro business environment issues in that they relate to operations of the manufacturing plant (Sulaiman et al., 2021). Financially, the past few years have been characterized by some instability, which affected most aspects of the economy, especially penetrating ones such as travel and hospitality. Also, there is the aspect of heightened competition by offering more units and most of the time more affordable rates to the clients, with new entrants like Airbnb and rivals opening up more aggressive expansion of hotels (Ndulue et al., 2021).
Internally it has had its fair share of management and operational failures as well as is the case for The City Hotel. Cost control seems to be another major area that has not responded to change with regard to lower revenues where employee and operating costs are concerned, thus worsening the hotel’s situation (Buckley, Tickle and McDonald, 2020). There has also been a noticeable lack of timely adoption of technological innovations that would improve efficiency and customer relations making the hotel a sitting duck in what has become a highly competitive technological landscape. Most customers complained of poor customer service that has been occasioned by poor training and high turnover of employees which has affirmed the worst image of the hotel by denying customers repeat business and or impressing the OneSt parched customer base. The above factors have combined to make a very complicated problem that needs a more profound and partly integrated strategic approach to arrest the trend and turnaround the fortune of the hotel (Crane et al., 2022).
4 [bookmark: _2et92p0]Turnaround Strategy
Focused Strategy: Promoting Customer Experience 
The key activities that revolve around the transformation of The City Hotel must begin with the positive promotion of the customer experience enhancement factor (McMordie and Fitzpatrick, 2024). This concept means that the proposed solutions contain both increase in the quality of services and major changes to the hotel’s physical environment (Shiferaw et al., 2024).
Service Quality Improvement is one of the key concepts that will help in revitalizing The City Hotel. Activities will be oriented on carrying out extensive staff training procedures calculated to raise the level of professionalism and hospitality of all the workers to be employed within the framework of the hotel chain (Fetzer, Sen and Souza, 2022).  This entails customer relations, resolving of fights, and specific training for each section of the team to allow each employee to address an empowered customer’s needs satisfactorily(Tan and Wulanmeiaya Wowor, 2024). Furthermore, an effectively established quality management system will also track performance after service to ensure changes can be made regularly to the system. Such actions are intended for recapturing the image of the luxurious hotel where cleanliness and attention to the client are priorities important for reaching new and repeat clientele (Shiferaw et al., 2024).
Just as important is physical improvements to a facility. Renovations proposed for the hotel will be aimed at remodeling the guest rooms, increasing the aesthetic appeal and value of the lobby and remodeling conference and event spaces (Liberalesso et al., 2020). (Sharifgalieva, 2020). These aims involve not only interior and exterior enhancements of the buildings for the purpose of aesthetics and comfort, but also the addition of technology solutions to the convenience of the guests (Pratt et al., 2022).
Cost Analysis for the Strategy 
A key area that has received some significant attention in the development of the present strategy is the cost aspect (Gautam et al., 2024).
The total cost for implementing the customer experience enhancements is estimated as follows:
· Staff Training: GBP 50,000. This will also include outside trainers for the in-house trainers and the training materials possibly the temporary staff in the time of training.
· Renovations: GBP 300,000. This entails upgrading guest rooms, public spaces and technology upgrade (Ly, 2023).
· Marketing: GBP 50,000. Marketing advances will ensure that the existing new facilities and better standards are marketed to ensure increased uptake. Total estimated cost: GBP 400,000.
Funding Sources To finance these improvements, the hotel will explore several funding options:
· Retained Earnings: Some of the existing reserves will be utilized bringing focus on reinvestment back into the core business.
· Bank Loans: Because the hotel is endowed with lots of assets, it would be possible to obtain a loan to finance some of the costs of renovation. Cohen wishes to obtain a LBO loan from the hotel’s favourable bank, so adequate loan terms should be obtained due to its strategic investment plan.
· Investment: By explaining the reality to prospective investors and painting a picture of longterm benefits that come with a higher occupancy rate and higher customer satisfaction the opportunity might attract more funds for the turnaround. This strategic financial planning helps to ensure that the improvements which are necessary are possible without detrimental impact on the financially solid position of the hotel (Hasan Alamgeer, 2022).
This targeted effort at enhancing customer satisfaction through enhancing the skills of the staff, developing the physical structure, and implementing sound cost controls is expected to return The City Hotel to a profitable era.
	Description
	Details
	Amount (GBP)

	Staff Training
	 Training program development
	10,000

	
	 External trainers
	15,000

	
	 Employee workshops
	5,000

	Room Renovations
	 Guest room modernization
	80,000

	
	 Bathroom upgrades
	30,000

	Lobby and Public Area Upgrades
	 Furniture replacement
	25,000

	
	 Décor and art installations
	15,000

	Technology Upgrades
	 Integrated property management system
	20,000

	
	 Guestfacing digital enhancements (e.g., kiosks, mobile app)
	10,000

	Conference and Event Space Refurb
	 Audiovisual equipment upgrade
	25,000

	
	 Furnishing and layout redesign
	20,000

	Marketing and Rebranding
	 New branding materials (logos, uniforms, signage)
	20,000

	
	 Digital marketing campaign
	15,000

	
	 Print and media advertising
	15,000

	Contingency Fund
	 Unforeseen costs during implementation
	20,000

	Funding Source: Retained Earnings
	 Funds allocated from internal resources
	100,000

	Funding Source: Bank Loan
	 Longterm loan at competitive interest rates
	150,000

	Funding Source: External Investment
	 Equity financing from new investors
	85,000



5 [bookmark: _tyjcwt]Alternative Scenarios 
In case the proposed turnaround strategy will not be implementable, several options are available to The City Hotel. The first is selling the property. This would enable the owner to get out of business and avoid further losses as the buyer would be either a competitor who could use the hotel’s strategic center city location to achieve their particular business objectives or a new entrant. The other option exists in either partnering with a major hotel company or acquiring company through a merger (Hörmann, 2022). From this, it might be possible to find the funding and the management skills to reposition the hotel in a way that takes full advantage of economies of scale and the expanded clientèle base. Lastly, the option of closure has to be taken under consideration. If liabilities overtake the advantages of other strategies, probably the best thing to do would be shutting down (Irving, 2021). IS refers to the aim of reducing balance sheet risks and liabilities, which can be achieved by selling assets to address the due amounts. All of these   entails the weighing of the costs involved, the state of the market and the effect on the stakeholders before coming up with a decision that will serve the interest of the owner together with the other stakeholders (Wu, 2021).
6 [bookmark: _3dy6vkm]Conclusion 
First, the City Hotel has reached a strategic crossroads: the operational results are worsening, and the management is searching for a new direction. Each set of detailed service quality improvements and facility updates make up the proposed turnaround strategy, along with a budget plan. This plan was designed not only to increase market popularity in the hotel industry but also to bring profitability and satisfaction among the customers back. If this strategy cannot take place, then different options including sale, partnerships, or even closure of the business might be looked at. All of them can be dangerous and beneficial if planned and prepared carefully. There are some exceptions in this respect, but it is a fact that each of them requires a deep analysis and prognosis. 
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‘and customer saisfacion. The owner, s concerned abou th fulure viablty of the business and
has enlisted your expertse fo assess i the business can be salvaged tough a umaround
stategy.

‘Scope and Objectives: Tho primary objectives of this assessment are to:
Evaluate the trends and patterns n the hotels inancial performance over the past three
years, focusing on revene, expenses, proftabiily, liuicly. and solvency.

Identiy the key reasons behind the decine n profiabiy, taking ito consideration, real-
world events and the current economy.

Develop (f possible) a comprehensive tumaround sirategy Lo revtaize the hotels' fiancial
health and restore s reputation, o the most viable financil outcome for the owner.

Income Statement (in GBP)
itom w21 202 20:

Revenue 5208200 5307480 2,326,440
|Cost of goods sold (@11600)  (01510)  (176250)
Employes costs (1.724.760) (1.770.700) (1.233.160)
Extermalexpenses. (1894.720) (1675410) (1.071.030)
[Taxes and duties (exciucing income tax) (144070)  (133020)  (65.950)
Depreciaton & amortsaton (409.1%0)  (634.030)  (6615%0)
|Charges o provisons. s60 17950 (55550)
|Other curent operating income and expenses. w@0s20)  (@5030)  @1.100)
|Other operatng income and expenses 34780 (11000)  (216650)

|Operating Income. 664160 674730 (1,218,850)
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Balance Sheet (in GBP)

2021 222 22
(Gooail 4644940 481270

|Otner intangioe assets 1778580 1865250
Property, pant ag Gasimaniia





