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1. Introduction
The City Hotel is a mid-scale hotel located in an urban area, which has suffered from increased competition and a difficult market environment for several years due to declining revenue, lower occupancy rates than other hotels of this class as well as decreasing customer satisfaction. In this report, we will analyse the financial performance of the hotel over a period spanning three years and use specialized tools, tailored to measure hospitality-specific finances. Performance indicators will be scrutinized to assess the root causes of the hotel's underperformance and financial stress. It will also look at possible external and internal drivers making the board more challenging, such as economic changes, increasing competition and operating efficiency issues.

The expense structure and productivity of the hotel will be analyzed using the hospitality industry-particular financial tools and methods. It will feature Budget strategies, cash flow management and sustainable accounting operation for profitability-driven operations and operational resilience. You will also critically evaluate the sustainability policy followed by The City Hotel and its potential effect on costs of operation and market positioning Incorporating green practices combined with sustainable accounting could provide The City Hotel with a competitive advantage that appeals to environmentally aware travellers while decreasing the costs of energy and resources.

The resulting report will detail a set of recommendations about how The City Hotel should proceed to avoid bankruptcy and re-enter the market with its head held high. This plan will conform to the principles of successful hospitality management by addressing revenue increase, cost control, eco-sustainable procedures and operational capital enhancement.

2. Analysis of Financial Performance (2021-2023)
A detailed analysis of The City Hotel’s financial performance across key areas—revenue, expenses, profitability, liquidity, and solvency—sheds light on underlying issues and forms the foundation for an informed turnaround strategy.

Revenue Trends and Cost-Volume-Profit (CVP) Analysis
The City Hotel’s revenue has decreased sharply, from £5,248,290 in 2021 to £2,325,440 in 2023. A primary method to analyse this revenue trajectory is through cost-volume-profit (CVP) analysis, which evaluates the relationships between revenue, costs, and profit. According to Drury (2021), CVP is critical for determining break-even points, especially for high fixed-cost industries like hospitality. By using CVP analysis, the hotel can identify the minimum occupancy rate required to cover fixed costs and avoid further losses.

For example, if the hotel determines that occupancy needs to be at 70% to break even, management can focus on marketing initiatives to achieve this occupancy level, adjusting room pricing as necessary. Additionally, understanding CVP enables The City Hotel to set target revenues and adjust its pricing strategy to achieve a sustainable margin, balancing the need for competitive rates with profitability.

Cost Behaviour: Marginal vs. Absorption Costing
In analysing the hotel’s financial data, it’s apparent that high fixed costs contribute to overall financial strain. Marginal costing, which considers only variable costs in pricing decisions, could offer a short-term strategy to price rooms and services competitively without sacrificing profitability. Drury (2021) and Attrill and McLaney (2021) highlight that marginal costing allows businesses to price lower during periods of reduced demand (such as low seasons or weekdays) while covering variable costs.

In contrast, absorption costing, which includes both fixed and variable costs, is essential for long-term decision-making. Absorption costing gives a fuller picture of The City Hotel's cost structure and is suitable for setting room rates that cover both fixed and variable costs over the long term. Utilizing both marginal and absorption costing, depending on the context, could help the hotel optimize its pricing strategy.

Profitability and Sustainability Accounting
A comprehensive profitability analysis reveals that The City Hotel's operating income declined from a positive £674,730 in 2022 to a significant loss of -£1,218,850 in 2023. This shift reflects declining revenue coupled with high fixed costs. Seal (2019) underscores the importance of integrating sustainability into accounting practices, as sustainable operations can reduce costs and enhance a hotel’s brand image.

Sustainable accounting involves tracking and reporting on environmental and social costs, which can lead to improved profitability through waste reduction, energy efficiency, and lower utility costs. For instance, implementing energy-efficient lighting and reducing single-use plastics can decrease operating costs and attract eco-conscious customers, ultimately enhancing both financial performance and reputation.

Liquidity, Solvency, and Working Capital Management

Liquidity and solvency are critical metrics in determining a company’s ability to meet financial obligations. The City Hotel’s current assets have declined from £1,891,970 in 2021 to £1,285,880 in 2023, indicating liquidity concerns. Atrill and McLaney (2021) emphasize the importance of working capital management in maintaining cash flow, especially in the hospitality industry, where revenue can fluctuate.

Implementing a cash budget would allow The City Hotel to forecast cash inflows and outflows, ensuring funds are available to cover operational costs, payroll, and other expenses. By managing working capital effectively, the hotel can avoid cash shortages that could compromise operations. Additionally, reducing short-term debt and restructuring long-term liabilities can enhance liquidity and reduce financial risk.

Factors Contributing to Decline

To create an effective turnaround strategy, it is essential to identify the primary factors that contributed to The City Hotel’s financial challenges.

Economic Conditions and Limiting Factors

External economic factors such as inflation, post-pandemic travel shifts, and increased competition have likely affected The City Hotel’s performance. Wild (2018) explains that economic downturns can impact discretionary spending, as consumers become more price sensitive. Additionally, shifts in travel patterns—such as a preference for rural destinations due to health and safety concerns—may have decreased demand for urban accommodations like The City Hotel.

To adapt, The City Hotel should adopt flexible budgeting techniques that accommodate varying levels of demand, a strategy endorsed by Tranter, Stuart-Hill, and Parker (2014). These budgets can help adjust operations for peak and low seasons, managing costs and maintaining profitability despite economic challenges. Recognizing limiting factors, such as room capacity and staff availability, can also aid in more precise resource planning.

Cost Constraints and Short-Term Decision-Making

The City Hotel’s high fixed costs, especially in staffing and external expenses, create financial constraints that hinder its ability to respond to revenue declines. Guilding (2014) suggests that hotels should regularly review cost structures to identify fixed and variable expenses and adopt short-term decision-making models for periods of low occupancy.

Short-term decision-making, informed by cost behavior analysis, allows The City Hotel to adjust staffing levels and other variable costs without compromising quality. A careful balance is necessary, as reducing staff costs too aggressively could impact service quality and customer satisfaction. By identifying and managing cost constraints, The City Hotel can improve operational efficiency and reduce financial strain.

Customer Satisfaction and Technological Integration

Reduced customer satisfaction may be linked to cost-cutting measures, impacting service quality. Jagels (2007) emphasizes that technology, such as Property Management Systems (PMS), can help hotels enhance both customer service and operational efficiency. A robust PMS can track room availability, automate billing, and streamline reservations, which can improve guest experience and employee productivity.

Furthermore, using a PMS with integrated financial management capabilities allows for real-time tracking of occupancy rates, revenue, and expenses, providing management with the data needed for timely decision-making. Embracing technology can help The City Hotel maintain quality service while managing costs.

3. Turnaround Strategy

To address the challenges identified, The City Hotel’s turnaround strategy should focus on revenue generation, cost management, sustainable practices, and operational efficiency.

Revenue Revitalization through Sustainable Practices

· Eco-Friendly Offerings: Developing room packages that incorporate sustainable features, such as energy-efficient lighting and organic toiletries, could attract eco-conscious travelers, a growing segment in the market (Bhimani, 2006). By highlighting these offerings in marketing campaigns, The City Hotel can differentiate itself and appeal to guests looking for environmentally responsible accommodations.

· Event-Specific Packages: Create packages for corporate and local events, such as weddings and conferences, to boost occupancy and revenue. These events can provide stable income, especially during low seasons. Offering discounts on room rates for event attendees could incentivize bookings, maximizing the utilization of hotel spaces.

Cost Management and Sustainability Initiatives

· Supplier Renegotiation: Reviewing and renegotiating contracts with suppliers could help reduce costs. Bulk purchasing and establishing partnerships with local suppliers could reduce transportation costs and support sustainability (Guilding, 2014).

· Energy Efficiency Measures: Implementing energy-efficient appliances and lighting, as well as encouraging sustainable practices like linen reuse programs, can decrease utility costs and contribute to a more eco-friendly image, which is increasingly attractive to customers (Walker, 2021).

Budgeting and Cash Flow Management

· Functional and Master Budgets: By creating functional budgets (e.g., labor, overhead, sales), the hotel can set realistic financial targets for each department. A master budget that consolidates all functional budgets will provide an overall financial plan, allowing for regular performance evaluation and timely adjustments (Atrill and McLaney, 2021).

· Cash Budgets for Improved Liquidity: A cash budget will enable The City Hotel to forecast cash needs, ensuring availability for payroll, operational expenses, and debt obligations. By closely monitoring cash flow, the hotel can avoid shortages, which are critical in managing day-to-day operations (Drury, 2021).

Adoption of Accounting Software for Enhanced Control

Implementing an integrated Property Management System (PMS) can centralize financial data, improving the efficiency of operations and accuracy in financial reporting. Wild (2018) highlights that automated systems allow for real-time updates, supporting informed decision-making. An integrated PMS will not only streamline operations but also provide accurate data on occupancy, revenue, and expenses, facilitating prompt adjustments.

Standard Costing and Performance Standards

Introducing a standard costing system can help The City Hotel set cost benchmarks for various activities, such as labour, materials, and maintenance. Seal (2019) explains that standard costing identifies variances between actual and budgeted costs, enabling management to monitor efficiency and implement corrective actions if costs deviate from standards. Setting and regularly updating performance standards aligned with industry best practices will ensure cost control, contributing to improved financial performance and service quality.

4. Conclusion

The City Hotel is experiencing declining revenues, low customer satisfaction and an economic slowdown. For the revitalisation of revenue initiatives, sustainable cost management and cunning budgeting & cash flow to name a few; this hotel needs its strategic turnaround plan —through standard costing integration technology integrated with continuous process improvement technique.

Both revenue revitalization initiatives currently in the pipeline, with reduced amenity fees and rising interest among investors for eco-friendly offerings event-specific packages to hike up occupancy levels as well further mix of income. Pursuing sustainable practices like energy efficient fixtures and renegotiated supplier contracts can reduce operating costs, while establishing the hotel as a driver of social change. This does not only boost profitability but also improves brand image and builds customer loyalty in the future.

Budgeting and cash flow management are a vital base for financial stability, where functional as well as master budgets help in effective allocation of resources among departments. Good working capital management provides financial flexibility necessary to adjust with the market changes and prevent over dependence on debt.

It is the survival of technology integration and how decision making improves for better financial stability of a hotel. By integrating a Property Management System (PMS) with accounting capabilities, properties can save time and resources on added work efforts; while providing better services to Guests as well increasing their ability for valid decision-making. Without standard costing and performance standards, management does not have clear cost benchmarks for labor, materials and other areas of operations — which means potential financial issues may go unchecked until they snowball into bigger problems.

Shifting forward the long-term strategy and market positioning requirements for improvement and growth of this hotel. The arrival of that elusive base business ensures the hotel is on even ground to start moving towards growth again. Turning the hotel into a model of sustainability will assist in regaining a reputation, drawing and retaining regular clients which then offer longevity.

Continuous improvement and performance monitoring are also important for the hotel to thrive. Management will be vigilant to areas needing adjustment, using regular financial performance reviews and monitoring customer feedback to keep strategic flexibility in-house so that the properties can remain quick on their feet with internal or external changes.
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