Written Business Report
Case Study: Coastal Horizon Hotel



Module: Financial Management for the Hotel Industry
Module code: BMIH5013
Lecturer: Dr Ernest Wavei










Student: Silvia Badea – 2130240
[bookmark: _Toc219315969]Executive Summary
This report evaluates the financial performance of the Coastal Horizon Hotel, a coastal hospitality business offering accommodation, dining, bar, and event services. Financial data from 2022 to 2024 shows falling revenue, rising costs, declining liquidity, and negative profit in the most recent year. Market conditions have changed, with customers seeking modern facilities, digital services, and better value for money. External pressures such as inflation, higher energy prices, labour shortages, and weaker consumer confidence in the UK have also affected performance.
The analysis applies financial ratios, hospitality theory, and real-world industry trends. The findings show weak profitability, poor cost control, and limited cash reserves. The report concludes that the hotel can be rescued if a realistic turnaround strategy is applied. Recommendations include cost restructuring, service quality improvement, asset renewal, digital marketing, and better pricing management. These actions aim to restore financial stability and rebuild the hotel’s reputation.
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[bookmark: _Toc219315970]Introduction 
The Coastal Horizon Hotel is a mid-sized coastal property offering guest rooms, a restaurant, a bar, and event spaces. In the past, the hotel attracted leisure travellers looking for comfort and sea views. Its key selling points were location, full-service facilities, and a relaxed atmosphere. However, the business has recently faced falling income, lower occupancy, and weaker guest satisfaction.
The purpose of this report is to assess whether the Coastal Horizon Hotel can recover through a financial and strategic turnaround. The analysis focuses on financial performance, market conditions, and external economic factors affecting the UK hospitality sector. This approach follows business turnaround theory, which states that early diagnosis and structured action can restore failing firms (Bibeault, 1999).
The report uses income statements, balance sheets, and operational data such as Average Room Rate (ARR) and occupancy levels. Financial ratios are calculated to support decision-making. The assessment also considers customer behaviour changes, digital expectations, and sustainability concerns, which strongly influence hotel choice today (Kotler et al., 2017).
The structure of the report is as follows. First, a market analysis examines how guest preferences and competition have evolved. Second, the hotel’s financial results over three years are analysed using profitability, liquidity, and solvency ratios. Third, key internal and external causes of declining profit are identified, including inflation and rising operating costs in the UK economy. Finally, practical recommendations are proposed to improve financial health and reposition the hotel as a viable coastal destination.
[bookmark: _Toc219315971]Main Findings
[bookmark: _Toc219315972]Market Analysis: Changing Customer Preferences 
The UK coastal hospitality market has become highly competitive. New resorts and branded hotels now offer modern rooms, spa services, digital booking tools, and personalised experiences. Customers increasingly compare prices and reviews online before booking (Buhalis and Law, 2008).
Guest expectations have shifted towards value, flexibility, and quality service. Research shows that cleanliness, staff attitude, and updated facilities strongly affect satisfaction and repeat visits (Ali et al., 2021). Reviews of the Coastal Horizon Hotel highlight outdated interiors and declining service standards, suggesting a gap between guest expectations and current delivery.
Technology also plays a major role. Many travellers expect mobile check-in, fast Wi-Fi, and online support. Hotels that fail to invest in digital systems often lose market share (Ivanov and Webster, 2019). In addition, sustainability concerns influence buying decisions, with guests favouring energy-efficient and socially responsible hotels (UNWTO, 2022).
Economic pressure has further changed demand. Rising living costs in the UK have reduced discretionary spending on travel (ONS, 2023). As a result, customers seek lower prices or shorter stays. This trend partly explains the fall in occupancy from 65% in 2021 to 50% in 2023.
Overall, the Coastal Horizon Hotel operates in a market where innovation, service quality, and cost efficiency are essential. Failure to adapt to these changes has weakened its competitive position.
Another important change in the coastal hotel market is the growth of short-stay and experience-based travel. Many visitors now prefer weekend breaks rather than long holidays, which increases demand volatility and makes revenue planning more difficult (VisitBritain, 2023). Social media also shapes travel decisions, as destinations that are visually attractive and well-reviewed gain higher attention and demand (Xiang et al., 2017). In addition, staffing challenges remain a serious issue. Brexit and post-pandemic workforce shortages have reduced labour availability in UK hospitality, affecting service consistency and increasing recruitment costs. These structural pressures place further strain on hotels that lack strong brand recognition or efficient operating models.
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The hotel’s financial performance has deteriorated steadily. Revenue declined from £1.2 million in 2022 to £950,000 in 2024. At the same time, operating expenses rose sharply, leading to a net loss of £150,000 in 2024.
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Net profit margin fell from 25% in 2022 (£300,000 / £1,200,000) to –15.8% in 2024. This indicates poor cost control and reduced pricing power (Atrill and McLaney, 2020). The decline in ARR from £260 in 2021 to £210 in 2023 further weakened income.
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The current ratio dropped significantly. In 2024, current assets (£50,000) compared to current liabilities (£50,000) result in a ratio of 1:1, indicating liquidity risk. Cash fell to only £20,000, limiting the ability to meet short-term obligations (Fridson and Alvarez, 2011).
[bookmark: _Toc219315976]Solvency Ratios

Debt remains high, with long-term borrowings fixed at £1.5 million. The debt-to-equity ratio rose sharply as equity declined to £300,000 in 2024. This increases financial risk and reduces borrowing capacity (Ross et al., 2019).
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Occupancy fell to 50% in 2023, while costs continued to rise. This suggests inefficient use of fixed assets such as property and equipment. Asset value also declined, reflecting depreciation and possible underinvestment.
In summary, the financial data shows weak profitability, fragile liquidity, and high leverage. Without intervention, the hotel faces serious viability concerns.
Beyond the core ratios, trend analysis highlights structural weaknesses in the hotel’s financial model. Revenue decline is not only volume-related but also reflects weak revenue mix management. Non-room income from food, beverage, and events has likely underperformed, reducing overall revenue diversification, which is essential for financial stability in full-service hotels (Hayes and Miller, 2011). This increases reliance on room sales and exposes the business to seasonal demand risks.
Cost rigidity further worsens performance. A high proportion of fixed costs, such as maintenance, utilities, and debt servicing, limits the hotel’s ability to adjust expenses during periods of low occupancy. According to hospitality finance theory, businesses with inflexible cost structures experience sharper profit declines during downturns (Guilding, 2014). This is evident in the rising operating expenses despite falling sales.
Cash flow pressure is another critical concern. While accounting profit turned negative in 2024, the reduction in cash reserves suggests operational cash outflows exceeded inflows. Weak cash generation restricts reinvestment capacity and may force reliance on external financing (Penman, 2013). In addition, declining asset values indicate potential underinvestment, which can reduce future earning potential.
Overall, these financial patterns suggest that the hotel’s problems are not short-term but systemic, requiring both operational restructuring and strategic financial control to restore long-term viability.
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Several internal and external factors explain the decline. Internally, the hotel failed to update facilities and improve service standards. Poor customer reviews reduce demand and lead to price discounts, ultimately lowering revenue (Ye et al., 2011).
Cost management is another issue. Operating expenses increased despite falling sales. Energy prices in the UK rose sharply after 2021, resulting in increased utility costs for hotels. Labour shortages also pushed wages higher across the hospitality sector.
Externally, inflation reduced consumer spending power. Many households cut back on leisure travel due to rising food, housing, and transport costs (Bank of England, 2023). Coastal hotels, which rely heavily on discretionary income, were especially affected.
In addition, competition intensified. Newer hotels offer better value through modern design and efficient operations. The Coastal Horizon Hotel did not respond effectively to these market pressures.
Together, these factors caused declining occupancy, lower room rates, higher costs, and financial losses.
Management decision-making also contributed to the decline. A lack of timely strategic response delayed corrective action, allowing financial problems to deepen. Turnaround literature emphasises that slow managerial reaction often worsens performance during early stages of decline (Slatter et al., 2011). In this case, the absence of clear performance monitoring and cost benchmarking limited management’s ability to identify inefficiencies early.
Pricing strategy weaknesses further reduced competitiveness. Static pricing during periods of falling demand prevented the hotel from attracting price-sensitive customers, while competitors adopted more flexible revenue management approaches (Hayes and Miller, 2011). In addition, limited investment in staff retention increased employee turnover, which can reduce service consistency and raise training costs (Baum et al., 2016).
These operational and strategic weaknesses interacted with external economic pressures, accelerating financial deterioration and reducing the hotel’s ability to stabilise performance.
[bookmark: _Toc219315979]Conclusion 
This report assessed the Coastal Horizon Hotel’s financial and strategic position using market analysis, financial ratios, and industry trends. The findings show that the hotel has suffered from falling revenue, rising expenses, and weakening cash flow. Profitability turned negative in 2024, while liquidity and solvency risks increased.
Changing customer preferences, stronger competition, and economic pressure in the UK have intensified these problems. Internal weaknesses, such as outdated assets and declining service quality, further damaged performance. However, the analysis also shows that the hotel still holds valuable assets, including its coastal location and full-service offering.
Turnaround theory suggests that recovery is possible when management acts early and decisively (Slatter et al., 2011). By improving cost control, upgrading facilities, and aligning services with modern guest expectations, the Coastal Horizon Hotel can restore stability.
In conclusion, the business remains salvageable, but only if a clear and realistic strategy is implemented. The following recommendations outline practical steps to achieve financial recovery and rebuild reputation.
From a financial perspective, the results highlight the importance of aligning operational decisions with long-term financial sustainability. Short-term cost increases without matching revenue growth weakened resilience and reduced financial flexibility. The ratio analysis clearly demonstrates that declining liquidity and rising leverage restrict strategic choices and increase exposure to economic shocks (Ross et al., 2019). This reinforces the need for disciplined financial planning and continuous performance monitoring.
Furthermore, the case reflects wider challenges facing the UK hospitality sector, where rising costs and changing demand patterns require adaptive business models. Hotels that fail to balance guest experience with cost efficiency risk prolonged underperformance. The Coastal Horizon Hotel’s situation therefore represents both a firm-specific issue and an industry-relevant example.
Overall, the conclusions drawn from this analysis provide a strong foundation for the recommended turnaround actions. If implemented effectively, these measures can improve financial control, rebuild customer confidence, and support sustainable recovery.
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First, the hotel should implement strict cost management. Energy-saving systems and supplier renegotiation can reduce operating expenses. Many UK hotels have successfully cut costs through efficiency audits.
Second, selective refurbishment is essential. Updating rooms, bathrooms, and public areas will improve guest satisfaction and allow higher room rates. Investment should focus on high-impact areas rather than full renovation to manage cash flow risk.
Third, service quality must improve. Staff training in customer care can raise review scores and loyalty. Research shows that service excellence strongly influences hotel profitability (Kandampully et al., 2018).
Fourth, pricing and revenue management should be revised. Dynamic pricing based on demand patterns can increase ARR and occupancy (Hayes and Miller, 2011). Bundled offers with dining or events may also add value.
Fifth, digital marketing should be strengthened. Improved online presence, review management, and direct booking incentives can reduce reliance on third-party platforms and increase margins (Buhalis, 2020).
Finally, financial restructuring should be considered. Discussions with lenders about debt terms may ease pressure on cash flow. Maintaining sufficient liquidity is critical during recovery.
These recommendations are realistic, financially grounded, and aligned with the key findings. If applied together, they can restore financial health and reposition the Coastal Horizon Hotel as a competitive coastal destination.
In addition, the hotel should adopt a phased implementation plan to reduce financial risk. Prioritising quick-win actions, such as operational efficiency and marketing improvements, can generate early cash inflows to support later investments. Turnaround research highlights the importance of sequencing actions to stabilise performance before pursuing growth initiatives (Slatter et al., 2011).
Partnership development also offers potential benefits. Collaborating with local tourism providers, event organisers, and transport services can enhance the guest experience while sharing marketing costs. Destination-based partnerships are widely used in coastal regions to increase demand and length of stay (UNWTO, 2022).
Furthermore, stronger financial controls should be introduced. Regular budget monitoring, variance analysis, and performance benchmarking against similar hotels can improve decision-making and accountability (Guilding, 2014). This would enable management to identify cost overruns promptly and adjust strategies accordingly.
Finally, sustainability initiatives should be embedded into the business model. Simple measures, such as waste reduction, water efficiency, and responsible sourcing, can lower operating costs while enhancing brand perception. Sustainable practices increasingly influence customer choice and investor confidence within the hospitality sector (Deloitte, 2023).
Together, these additional measures support the core recommendations and enhance the likelihood of a successful and sustainable turnaround.
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Income Statement (in GBP)

Item 2022 2023 2024
Revenue £1,200,000 £1,100,000 £950,000
Operating Expenses £900,000 £950,000 £1,100,000
Net Income £300,000 £150,000 -£150,000

Balance Sheet (in GBP)

Asset/Liability 2022 2023 2024

Cash and Equivalents £100,000 £80,000 £20,000
Accounts Receivable £50,000 £40,000 £30,000
Property and Equipment £2,000,000 £2,000,000 £1,800,000
Total Assets £2,150,000 £2,120,000 £1,850,000
Accounts Payable £30,000 £40,000 £50,000
Long-term Debt £1,500,000 £1,500,000 £1,500,000
Total Liabilities £1,530,000 £1,540,000 £1,550,000

Equity £620,000 £580,000 £300,000





