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Business Report: Assessment and Strategic Turnaround Proposal for the City Hotel

Executive Summary

The City Hotel, situated in a vibrant urban environment and providing a range of services, has recently experienced declines in revenue, occupancy rates, and customer satisfaction. These declines have placed significant financial and operational pressure on the hotel, leading the owner to seek strategic guidance for its future. This report aims to assess the financial health of the hotel, identify core challenges, and recommend a comprehensive turnaround strategy or alternative options if recovery proves unsustainable. Through financial analysis, a phased strategy to revitalize the hotel is proposed, encompassing immediate cost management, targeted marketing, and a reimagining of the service portfolio to align with current market demands.
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Introduction

The City Hotel has traditionally served guests with a variety of offerings, including accommodations, dining options, bar services, and event facilities. However, in recent years, the hotel has struggled to maintain a competitive advantage, resulting in a decline in both occupancy and customer satisfaction. These challenges have culminated in decreased revenue and profit margins, and a notable erosion of the hotel’s financial position. Given these trends, this report aims to evaluate the hotel’s financial and operational health, analyze external and internal contributing factors, and present an actionable strategy to restore its financial stability or, if necessary, propose alternative solutions that maximize value for the owner.

Background and purpose of the report 

The scope of this report includes a thorough analysis of the hotel’s financial statements from 2021 to 2023, emphasizing revenue, expenses, liquidity, and solvency. In addition, the report investigates key drivers behind declining profitability, particularly considering real-world economic challenges and changes within the hospitality industry. The primary objective is to recommend actionable steps that would either reposition the hotel for growth or suggest the most viable outcome if a turnaround is not feasible.

Financial Analysis and Assessment

An evaluation of the income statement reveals that revenue has decreased significantly over the past three years. Revenue, which stood at £5,307,480 in 2022, fell to £2,325,440 in 2023—a decline of 56%. This reduction indicates both a potential drop in occupancy and a decrease in ancillary revenue from offerings such as dining and events. Notably, operating income moved from a positive figure of £674,730 in 2022 to a substantial loss of £1,218,850 in 2023, highlighting a steep drop in operational efficiency (Alonso-Almeida and Bremser, 2022). Despite reductions in costs of goods sold and external expenses by 2023, employee costs remained comparatively high, indicating a need for better alignment between staffing levels and demand. 

The balance sheet shows that non-current assets increased due to the addition of right-of-use assets. However, a closer look at current assets reveals a notable decrease in cash and cash equivalents, from £641,620 in 2022 to £295,510 in 2023. This decrease impacts liquidity, reducing the hotel's ability to meet short-term obligations. Further scrutiny of the debt-to-equity ratio reveals that liabilities have surged, and equity has fallen by 46% between 2022 and 2023, resulting in a leveraged balance sheet and constraining future investment opportunities.

An analysis of liquidity ratios demonstrates that the current ratio has fallen below one, a red flag suggesting that the hotel may struggle to cover its immediate financial obligations. Additionally, solvency ratios indicate that the hotel’s debt burden has increased to a level that poses substantial financial risk. Together, these liquidity and solvency issues imply that immediate actions to increase revenue and control costs are necessary to stabilize the business and restore operational flexibility.

Factors contributing to declining profitability

Multiple external factors have contributed to the hotel’s declining performance. Economic conditions, including inflation, have reduced discretionary spending, which impacts demand within the hospitality sector. Strengthend competition from boutique hotels and short-term rental platforms has added pressure on traditional hotels, especially in urban areas where unique, flexible experiences attract guests. The effects of the 2022 global energy crisis have reshaped travel patterns as well. With energy costs rising sharply, many businesses and individuals have reduced discretionary spending, including travel. Simultaneously, companies have become more conservative with business travel budgets, opting for remote work solutions and virtual meetings. These trends have led to a decline in traditional hotel occupancy, as travelers seek flexible, cost-effective options and alternative accommodations that provide remote work amenities, reducing demand for conventional, short-term stays at urban hotels. Internally, operational inefficiencies are evident in the persistently high employee and external costs, which indicate potentially excessive staffing or fixed expenses that do not match the current demand levels.

Turnaround Strategy Proposal

A phased turnaround strategy is proposed to address immediate financial challenges, stabilize operations, and align the hotel with market demands. The strategy comprises short-term measures to stabilize finances, medium-term initiatives to generate revenue and reposition the hotel, and long-term investments to sustain competitive relevance. In the short term, immediate cost reduction is critical (Orlowski, Jachna, and Lee, 2022). This can be achieved by optimizing the hotel’s staffing structure to ensure alignment with demand, introducing flexible staffing schedules, and reducing non-essential roles. Additionally, renegotiating supplier contracts may yield savings on external expenses, allowing the hotel to manage resources more effectively without compromising quality. Given the hotel’s reliance on debt, restructuring debt obligations by negotiating extended payment schedules or securing lower interest rates is essential. Such steps will alleviate immediate financial pressure and enable the hotel to reallocate cash flow toward necessary operational improvements. To further enhance liquidity, selling non-critical assets could provide a vital cash reserve, offering flexibility to address unforeseen expenses and ensuring timely payments to creditors. 

Medium-term efforts should focus on rebranding and expanding targeted marketing campaigns. Rebranding could help establish the City Hotel as a unique urban destination, appealing to a younger demographic with an interest in personalized, culturally enriched experiences. Digital marketing, particularly through social media, would expand the hotel’s reach and enable it to showcase considered experiences such as weekend packages or local events. For instance, converting some of the hotel’s space into a coworking area or flexible workspace could attract remote workers and business travelers. Upgrading event spaces to support hybrid meetings would appeal to corporate clients seeking flexibility in hosting events, which could boost weekday occupancy rates and increase midweek revenue.

Enhancing the restaurant and bar with a sustainable, locally sourced menu and ambiance could draw in eco-conscious customers and create a stronger local presence, diversifying revenue from non-guest traffic. By targeting both residents and visitors with unique offerings, these spaces could serve as revenue drivers while enhancing the hotel’s market identity.
In the long term, investments in the modernization of hotel facilities should be prioritized to meet rising consumer expectations. Sustainability-focused upgrades, such as energy-efficient lighting, eco-friendly bathroom products, and the use of sustainable materials, would enhance the hotel’s appeal to environmentally conscious travelers. Such improvements would not only reduce operational costs but also positively impact the hotel’s brand reputation, potentially increasing customer loyalty (Lashley, 2018). Modernizing room interiors to provide a comfortable, contemporary aesthetic would further enhance the guest experience, likely boosting repeat bookings and positive reviews. To optimize operational efficiency, adopting a modern property management system (PMS) would improve bookings, track occupancy trends, and streamline processes such as check-in and check-out, minimizing the need for manual intervention and improving customer satisfaction.

Risk Analysis

While implementing a turnaround strategy offers significant potential, it also involves financial and operational risks. The hotel remains vulnerable to fluctuations in the economy, especially in terms of inflation and possible recessions, which affect discretionary spending on travel. Additionally, as the hotel undergoes restructuring and staffing adjustments, maintaining service quality is critical to protect the brand’s reputation. Mitigating these risks requires establishing a financial cushion, ideally a cash reserve covering three months of operating expenses, to handle unexpected financial strains. Furthermore, regular performance reviews are essential to ensure that changes in operations and revenue management are yielding positive results. Monthly evaluations of financial and occupancy metrics would allow management to make timely adjustments as needed. In addition to financial and operational risks, the City Hotel also faces market risks associated with evolving consumer preferences and heightened competition within the hospitality industry. With the increasing popularity of short-term rentals and boutique hotels, the City Hotel must remain agile to retain its market share. Failure to anticipate these shifting preferences, such as demand for flexible check-in options, personalized experiences, and sustainability-focused offerings, could lead to further declines in occupancy and revenue.
To mitigate these risks, the hotel should establish contingency plans to address market volatility and changes in guest expectations. For instance, diversifying target demographics appealing to remote workers, residents, and eco-conscious travelers could help create a more stable revenue stream, even during economic downturns. Additionally, implementing a proactive approach to competitor analysis would allow the hotel to stay informed of emerging trends and adjust its offerings accordingly.
A well-trained team is essential for these efforts, so investment in ongoing employee training and performance incentives is recommended. Staff should be equipped not only to maintain high service standards but also to anticipate and respond to evolving guest preferences. Establishing robust feedback channels, including guest surveys and reviews, will provide the insights needed for continuous improvement. Together, these steps will help manage the hotel’s risks, safeguarding its reputation and long-term viability in a competitive market.


Partial Conversion

In the event that a full turnaround is not feasible, a partial conversion strategy may offer a viable alternative. By converting a portion of the hotel’s rooms into short-term rental apartments, the hotel could diversify its revenue and appeal to long-term guests or business travelers seeking extended stays. Another option would be a sale and leaseback arrangement for part of the property, enabling the owner to release capital without fully exiting the hotel business, thereby ensuring continued revenue from the property while capitalizing on its value.

Financial and Market Feasibility

These recommendations align with broader economic and market trends that prioritize adaptability, sustainability, and customer experience. Considering both the initial costs of refurbishment and the potential return on these investments, the proposed strategy is expected to generate positive returns in the medium to long term by drawing new customer segments and enhancing operational efficiency. The growing demand for hybrid hospitality models that integrate coworking and flexible accommodations supports the feasibility of these changes within the City Hotel’s urban market (Slattery, 2019). By embracing these trends, the hotel could attract a wider audience and position itself competitively within its industry. Ultimately, the hotel’s commitment to modernization, guest-centric services, and sustainable practices would help secure its reputation as a leading urban destination while improving profitability and long-term resilience.

Conclusion

In summary, while the City Hotel faces substantial financial challenges, these issues are manageable with a well-structured turnaround plan. Through decisive, immediate actions focused on cost control and debt management, the hotel can stabilize its operations and set a foundation for recovery. Implementing a medium-term strategy that emphasizes rebranding and service diversification will drive new revenue streams, attract broader customer segments, and strengthen the hotel’s market position. Furthermore, long-term investments in sustainability and technology will align the hotel with evolving guest expectations and bolster operational efficiency, setting the course for sustainable growth.  If, however, a full turnaround proves unattainable, contingency strategies such as a partial conversion to long-term accommodations or a sale and leaseback arrangement provide viable alternatives to preserve the owner’s financial interests. Altogether, these carefully tailored strategies position the City Hotel with an opportunity to regain financial stability, restore its reputation, and ultimately achieve a competitive and sustainable presence in the hospitality sector.

Recommendations

The recommendations for the City Hotel’s turnaround focus on a structured approach to stabilizing operations, enhancing its market position, and ensuring future sustainability. Initially, a thorough review of operating expenses should target cost control, particularly in staff and external costs, to identify potential reductions that maintain service quality. Engaging with creditors to negotiate debt restructuring or extended terms will improve cash flow, providing the hotel with greater financial flexibility.
In the medium term, a rebranding campaign is essential to reposition the hotel as a vibrant urban destination that appeals to younger travelers, remote workers, and business guests. Diversifying the service portfolio with coworking spaces, unique local experiences, and hybrid event venues will attract new market segments and improve weekday occupancy rates.
For long-term growth, sustainability and technology investments are recommended. Prioritizing energy-efficient upgrades and environmentally friendly practices will reduce operational costs while appealing to eco-conscious travelers. Implementing a modern property management system will streamline bookings, increase operational efficiency, and elevate customer experiences, ensuring the hotel remains competitive in a technology-driven market.
Finally, if turnaround efforts prove insufficient, contingency options include partially converting hotel space into long-term rental units to create a stable revenue stream or exploring a sale and leaseback arrangement to unlock capital while maintaining operational control. These recommendations collectively provide a pathway for the City Hotel to regain financial health, restore its reputation, and achieve a sustainable advantage within the hospitality sector.
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