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This report is a presentation of a financial analysis that examines the current state of City Hotel company, focusing on key financial ratios to evaluate performance, profitability, liquidity, and debts levels. The company shows a decline in overall financial performance, both revenue and profits margins have significantly decreased over last year balance sheet, liquidity ratios reveal a concerning trend and faces high debt levels. Despite challenges the company maintains a strong assets base which provides a solid foundation for recovery. Through revenue enhancement, cost reduction, debt restructuring, asset leverage, operational efficacy, and strategic partnerships the City Hotel can stabilise financial performance and position the company for sustainable growth. 
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This report gives an overview of a situational business analysis that assess the internal and external environment that affects the City Hotel performance. A comprehensive view of the current situation helps to define the nature and the scope of the company problems and identify the gaps between the current state and the desired one. Evaluating the financial statements by focusing on profitability, revenue, cost figures, liquidity, and solvency, and identifying the essential key metrics, strategies and external factors or possible investors gives an understanding of its operations, drivers, and potential risks. This will allow to make a well-educated perception about the company viability and financial health in order to give the owner the most suitable choice of an outcome.
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By comparing a three-year income statement helps identify the company performance and trends over time to find potential risks, growth opportunities and the needs of the business for a successful outcome. (Kolitz, 2023)

 
Briefly look on the income statement revealed that between 2021 and 2022 the company maintained a positive income with moderate growth of 1.12% in revenue while in 2023 a massive decrease of 56%. Also, in the first two years the cost of goods sold had a higher value that reduced the profit margins and made the company to retain less profit from each sale after covering all expenses (Laws, 2018). COGS had a slightly decrease of 2.45% in 2022 and a massive drop of 127%at the end of 2023. While in 2023 a lower figure appear that allowed the business to gain some excess, the substantial difference in 2023 in cost of goods as well as the fact that revenue also have seen a significant decrease, even that the cost have seen an improvement on the same period, can indicate instability in financial management. 
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Comparing the data from the balance sheet City Hotel between 2021 and 2022 had a positive performance growth in assets and equity. In 2023 has been seen a decline in total assets and equity that coupled with an increase in liabilities the outcome is financial challenges. The massive drop in revenue and the increase in liabilities had a negative impact in equity that drive a higher debts level. 

 The Cash Ratio is under industry base line of 0.5, that is a good indicator of a healthy cash flow. But without a growth in revenue and paying current debts, seeking new opportunities can be incredibly challenging. 

“(Cash Ratio= Cash + Cash equivalents/ Current liabilities) “(Seal et al., 2019)
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Calculating the Current ratio “(Current Ratio = Current Assets/Current Liabilities)” (McCosker, 2021) revealed a decrease over time, slightly smaller in the first two years and a lot more significative in 2023, from 0.92 to 0.63. that indicates increase in operational risk that can lower the company value. (Seal et al., 2019)
Being under the average hotel industry base line demonstrate that the company does not have the capital to meet its short-term obligations so being faced to liquidity issues. 

Calculating the Quick Ratio “(Quick Ratio= Quick Assets/Current Liabilities) “(Franklin et al., 2019), where “(Quick Assets=Total Current Assets-Prepaid Expenses)” also shows a lower figure in 2023, from 0.92 to 0.62. 

With the Current Assets number decreasing, especially on Inventory can be a sign of lower sale, fact shown in the decrease of 56% in revenues, higher expenses, or poor inventory management. Additionally, the growth in current liabilities demonstrate that the company might have taken too much short-term debt. 
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According to the results of calculating Debt to Equity formula in 2021 for every £1 of equity the company is owning £4.73, while in 2023 with a significant raise, it owns ten times more debt than equity. That reveals a future financial stress and a dependency of debt in paying its operations. 

“(Dept/Equity ratio=Total liabilities/Total shareholder’s equity)” where “(Total shareholder's equity=Assets-Liabilities)” (Oncioiu, 2021)


“(Debt to Assets Ratio= Total Dept/ Total assets)” (Seal et al., 2019)
Debt to assets ratio is increasing slowly every year reaching the value of 0.91 in 2023, higher than its industry base line. This demonstrates that the City Hotel is becoming more leveraged with time, relying mainly on debts to finance its assets. Surpassing the industry base line demonstrate again financial instability and a smaller chance for attracting investors or additional financing from third parties. 
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“(Return on equity ratio = Net income/ Shareholder’s equity)” (Seal et al., 2019) 2021- company not generating enough profit from its equity.
2022- small improvement but still losing money equity related.
2023- ongoing worsen situation possible due to high debt that the company have, to the continuous change of market conditions or to management issues. All these variations and the small values in comparison with the industry baseline, generates the reason for the company to lose competitiveness in its market range. 
“(Return on assets ratio=Net income/ Total assets)” (Franklin et al., 2019)
The debt of assets ratio value is significative under the industry base line of 15%, even in 2021. And it is declining in time reaching a negative value of -7.25%. A massive difference from previous years. This is evidence that the company is losing money on its assets. Corelating the considerable decrease in revenue to the negative value of this ratio the outcome is overall drop in performance. Can be a consequence of bad investments that are not producing the expected return in revenue.
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Restaurants and hotel inflation rate in UK increase from 5.89% in 2021 to 11.4% in 2023, when it reached its maximum figure, with a growth of 5.51% from previous year. (Statista, 2024). The raise in food and energy costs put pressure on the profit margins. (Appendix 1) Food prices have increase with 26.2%, energy raised with an average of 238% and fuel value growth with 20% by the end of December 2023. (Office for National Statistic, 2023)
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                                                                                      (Statista, 2024)
[bookmark: _Toc181212226]Interest rates

 
[image: A graph on a white paper

Description automatically generated]  The Bank of England increased the interest rates from 0.1% in 2021 to 5.25% in August 2023 and to 5.5% at the end of the year, with the purpose of facing up the inflation. This directly impacted the borrowing of the company and increase their debt towards their creditors and investors. Additionally, the currency fluctuation is having the same effect in tourism and travel industry creating another major impact in the hotel industry. (RSM, 2023)

                  (RSM, 2023)                                                                 
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After Covid 19 pandemic global supply chains battled to meet the restored demand for goods and services. Also, geopolitical tensions damaged the cooperation and intercontinental dependence. Therefore, the government and industry leaders shifted their focused on domestic self-efficacy and local suppliers and manufacturing. This triggering a higher cost and shortage. (Erol et al., 2024)
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                                                                         (Office for National Statistic, 2023)
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Customer demand fluctuates depending on season, macroeconomic conditions, regulatory changes, and demographic shifts. Recovery in hotel market is stalled in 2023 due the rising operational costs, continuous instability, and inflation. Elevated level of inflation caused raised operational costs particularly in utility, supplier, and payrolls. Also, the cost-of-living crisis is a real threat for the hotel business demand as the customers cannot afford holidays planning and spend its extra money on travelling. 
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According to cross price elasticity, (Sloman & Jones, 2019) theory that can be apply in this case, supply and demand decreased so the prices were increased causing a lost in revenue by occupancy rate not being enough to cover the            costs (Low of demand) (Drury & Tayles, 2020)
                                           (Hawkins, 2024)
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According to CoStar data in 2023 over thirteen hotels with more than eight thousand rooms opened their doors to hospitality customers. (CoStar, 2023) With new building and design, modern technology, employees trained to meet the needs of current customers and adapted to the actual market conditions are a strong competitor for City Hotel. 
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Reading the City Hotel income statement between 2021 and 2022 it was a slight increase in employee costs of 2.6% but in 2023 a decrease of 30.4%. That can be a sign of employee turnover or cutting jobs. Hospitality has the highest employee turnover over 40.7% in UK, with 42% of their staff left the jobs within 90 days. (CIPD, 2024) the main reasons are low wages and missing benefits, long time working hours without any hopes for career growth, aging, or harmful working atmosphere. 
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Cybersecurity threat is the most important technological risk. Hacking or malwares can compromise sensitive data and directly impact the company operations and reputation. This can affect the customer perception and as a result the decrease in occupancy and revenue. With the technology constantly evolving the Hotel Industry is pressured to adapt to these changes that can carry a risk due not being enough tested and lead to challenges and errors. 
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Critical for City Hotel business is to increase revenue in order to help cover operating costs, low the depts or if is possible to pay them. According to Statista hotel occupancy in UK is expecting to grow with 2.5% until the end of 2024 with a projected raise of average daily rate of 4.9% until next year. (Statista, 2024). Change the marketing strategies and advertise exclusive offers in off season periods and discounts on peak period and for early payments, improving the quality of services and expanding the product standards can be a good start point for a turnover in revenue. The latest customer survey conducted by RSM revealed that 30% of the potential and actual customers, due to inflation and price raising, are looking for specific offers and lower prices. (RSM, 2023) Also, diversification is recommended to spread its revenue across multiple streams not to be dependable just on a sole source of income. 
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Without damaging the quality of the customer experience, products, or services, identifying the areas where the expenses can be reduced and find the right procedures to cut the non-essential costs is a necessary action to help in increasing performance. It can be done by selling some unused equipment or properties, by minimising their inventory, to avoid overstocking, focusing just on the necessaries and by looking for new suppliers with same quality but lower prices or renegotiating the actual contracts and payment terms. 
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Can be achieved by leasing instead of buying equipment or assets, increasing prices to drive sales, speeding up the collection of receivables, delaying where possible the payables and ensure that is accuracy in managing the cash flow by improving the accounting software and all necessary recent technologies. 
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Renegotiate extension on payment terms, reduce interest by refinancing with an alternative lender to establish financial continuity or find investors to find funds to cover debt. 
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Using insurance for all assets and equipment it transfers some risks to a third party. By doing a Business Interruption Insurance the insurance company can cover the lost profit and ongoing expenses. The Workers Compensation Insurance, Cyber, Product Liability and Professional Liability Insurance are also an excellent way to be covered in any scenarios to avoid more losses. 
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Can be achieved by offering competitive salaries, opportunities for career growth, and an optimum work life balance. Additionally, offering training, delegate responsibilities, and use data to hire the right people for the right jobs can retain the actual employees not to spent on new hiring processes. 
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Implementing regular maintenance and safety checks daily, health and safety assessments up to date and appropriate training for all employees can reduce the risk of unexpected breakdowns or accidents. 
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Analysing the financial performance of City Hotel, revealed that even that the company has strong assets is facing decrease in performance, profits and liquidity. Additionally, to this situation the increase in debts and liabilities indicates that its current financial health is significantly under strain. This challenging situation require immediate steps to address these concerns. A comprehensive turnaround strategy is essential to restore financial health and position the company for sustainable growth. 
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Despite the fact that the financial situation has deteriorated in the last year, the value of its assets and the non-current assets is positive. These can generate cash in order to generate economic value in the future. Selling is not the choice in present to resolve the situation as the hotel industry is expecting the room rate to raise in the next period reaching 8.8%. Also, according to a BCG survey 70% of the respondent predicts an increase of 42% in guest demand. (BCG, 2023) As a result hotels are looking for a raise in revenue of 5.1%. 
Optimising revenue management, improving customer experience, invest in marketing campaigns, work with creditors to restructure debts and focus on profitability can achieve a turnover in company financial situation. Leveraging assets by concentrating on main hosting business, closing the bar and events facilities, and opening instead a restaurant. This can create additional revenue streams. Optimizing employee turnover, creating a comprehensive financial strategy in budgeting, forecasting and risk management and exploring additional refinancing opportunities can be the key towards stabilising its financial situation and setting the stage for future growth. 
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Income statement differentiation 2021-2023

revenue	2021	2022	2023	5248290	5307480	2325440	cost of goods	2021	2022	2023	-411600	-401510	-176250	employee costs	2021	2022	2023	-1724760	-1770700	-1233160	operating income 	2021	2022	2023	664160	674730	-1218850	2021	2022	2023	2021	2022	2023	



Cash   Ratio 


2021	2022	2023	industry base line 	0.38	0.3	0.15	0.5	
2021	2022	2023	industry base line 	


Current Ratio 


2021	2022	2023	industry base line 	0.97	0.93	0.64	1.5	
2021	2022	2023	industry base line 	


Quick  Ratio 


2021	2022	2023	industry base line 	0.95	0.92	0.62	1	
2021	2022	2023	industry base line 	


Debbt to equity ratio 


2021	2022	2023	industry base line 	4.7300000000000004	5.16	10.09	2	
2021	2022	2023	industry base line 	


Debt to assets 

debt to assets 	
2021	2022	2023	indusrty base line	0.8	0.87	0.91	0.6	
2021	2022	2023	indusrty base line	


Return on equity ratio 


2021	2022	2023	industry base line 	1.5E-3	1.1999999999999999E-3	-8.0000000000000002E-3	0.06	
2021	2022	2023	industry base line 	


Return on assets 

return on assets 	
2021	2022	2023	indusrty base line	2.58E-2	1.9099999999999999E-2	-7.2499999999999995E-2	0.15	
2021	2022	2023	indusrty base line	


Gross and net profit margins 

Gross profit margins	
2021	2022	2023	indusrty base line	0.92159999999999997	0.9244	0.92420000000000002	1	Net profit margins 	
2021	2022	2023	indusrty base line	6.3600000000000004E-2	5.74E-2	-0.48809999999999998	0.15	
2021	2022	2023	indusrty base line	
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Long and short time liabilities differantiation Balance sheet differentiation 2021-2023
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RATIO ANALYSIS -THREE YEAR COMPARISON

2021 2022 2023 Industry average values 2023

Liquidity ratio

Current ratio 0.97 0.93 0.64 1.5-2

Quick ratio 0.95 0.92 0.62 1-1.5

Cash ratio 0.38 0.30 0.15 0.5
Profitability ratio

Percent gross 92.16% | 92.44% | 92.42% 100%
profit

Percent net profit | 6.36% | 5.74% -48.81% 10%-15%

Return on assets | 2.58% | 1.91% -7.25% 6%-8%

Return on equity | 0.15% | 0.12% -0.80% 6%-8%
Coverage ratio

Dept to assets 0.80 0.87 0.91 0.5-0.7

Debt to equity 473 5.16 10.09 1.5-2





image5.png
15%

12.5%

10%

# &
I

BT

2.5%

0%

-2.5%

=#= Restaurant and hotel inflation =8= Overall inflation




image6.png
UK Bank of England Base
Rate
6

5

4 2023 Jun 22
5

2019 2020 2021 2022 2023




image7.png
Figure 3: Less than 1 in 10 (7%) businesses with 10 or more employees
experienced global supply chain disruption in August 2023

Global supply chain disruption, businesses not permanently stopped trading with 10 or more employees, broken
down by response option, weighted by count, UK, 1 August 2022 to 31 August 2023
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UK turnover by industry (Jan 2022-Dec 2023)
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