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Executive Summary
City Hotel is an urban hospitality enterprise that has faced sharp financial crises over the past three years because its revenues kept dropping, expenses have been on the rise, and debts are mounting. This report captures how the finances of this hotel have performed for several major elements such as revenue decline, expenses, profitability, liquidity, and solvency. The fall of the hotel is hastened by several major factors, such as the COVID-19 pandemic that ravaged the world, inflation, improved depreciation, and high rivalry. A more comprehensive turnaround strategy comes through cost optimisation, revenue diversification, digital marketing, and strategic partnerships. All of these geared towards restoring the financial health of the hotel and its market competitive position.
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[bookmark: _Toc179078931]Introduction
The City Hotel, a prominent urban hospitality establishment offering restaurant, bar, and event services, has encountered severe financial challenges over the past three years, marked by declining revenue, lower occupancy rates, and rising operational costs. While the hotel’s revenue fell from 2022 to 2023, the costs began rising, simultaneously with the growth of debt. The pandemic, an unprecedented situation such as COVID-19, and inflation have all added more pressure to the business and hence contributed to the current troubles of the business. The purpose of this report is to analyse the hotel’s overall financial trend of decline, to determine the causes for such a decline, and to make a detailed analysis of the blueprint for its revival. The basic criteria for financial analysis will include the sources of revenue, expenses, profitability, liquidity, and Solvency to determine whether the hotel can be revitalised or if alternative financial solutions are necessary to secure the owner’s interests. The goal is to restore the hotel’s financial health and reputation.
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Revenue Trends
The hotel’s revenue trajectory highlights a stark decline over the three years. In 2021, the hotel generated £5.25 million, which rose marginally to £5.31 million in 2022. However, 2023 saw a drastic revenue fall to £2.32 million, a 56% decline compared to the previous year. This decrease may well have been triggered by low occupancy levels, the impacts of the COVID-19 outbreak, and increased rivalry in the urban hotel industry (Zaki, 2022). Failure to sustain customer traffic in the restaurant, bar, and event facilities also added to this extent.
Expense Trends
· Cost of Goods Sold (COGS): COGS decreased from £411,600 in 2021 to £176,250 in 2023, reflecting the reduced volume of business operations (Referred to brief case study). However, the level of reduction in the cost of goods sold was lower, much slower compared to the decrease in the overall revenue.
· Employee Costs: Employee expenses have remained consistently high, amounting to £1.72 million in 2021, £1.77 million in 2022, and £1.23 million in 2023 (Referred to brief case study). Although employee costs decreased in 2023, they remain a significant burden relative to revenue, indicating a misalignment between staffing levels and business activity.
· External Expenses: The hotel’s external costs, such as utilities and maintenance, decreased from £1.89 million in 2021 to £1.07 million in 2023 (Referred to brief case study). It is, nevertheless, insignificant to address the trickle down on the revenue side and has reduced at a slower rate compared to it.
· Depreciation and Amortisation: This trend indicates a substantial investment in property and equipment, but these non-cash expenses have further strained profitability.
Profitability Trends
The net profit of the hotel has slightly declined over three years. In 2021 and 2022, the hotel maintained positive operating income at £664,160 and £674,730, respectively, though there was little growth. However, in 2023, the hotel posted a substantial operating loss of £1.22 million (Referred to brief case study). This high decrease in profitability is a result of a decrease in revenue, which has surpassed the cost control that the hotel implemented. Additionally, depreciation and amortisation expenses increased from £409,190 in 2021 to £661,590 in 2023, contributing to the erosion of profits. By 2023, the hotel recorded a net loss of £1.13 million, a severe reversal from a net income of £333,930 in 2021 and £304,650 in 2022, highlighting its financial instability.
Liquidity
The liquidity position of the City Hotel has weakened over the three years. Cash and cash equivalents, a key measure of liquidity, have fallen dramatically from £740,590 in 2021 to £295,510 in 2023. Similarly, trade receivables decreased from £691,380 in 2021 to £479,180 in 2023, indicating fewer sales on credit and lower business activity (Referred to brief case study). The total current assets dropped from £1.89 million in 2021 to £1.29 million in 2023. At the same time, current liabilities only saw a minor reduction from £1.96 million in 2021 to £2.01 million in 2023, indicating that the hotel’s ability to meet short-term obligations has diminished, further exacerbating its liquidity crisis.
Solvency
Solvency, which measures the ability to meet long-term financial obligations, has also deteriorated. Long-term borrowings rose slightly from £8.11 million in 2021 to £8.29 million in 2023. Additionally, the hotel incurred new lease debts, increasing from £2.84 million in 2022 to £3.35 million in 2023, reflecting additional liabilities related to leases, for the premises or equipment. Total non-current liabilities grew from £8.73 million in 2021 to £12.23 million in 2023. The rise in long-term liabilities and the erosion of equity, from £2.15 million in 2021 to £1.33 million in 2023, indicate a worsening solvency position. However, the fact is that the level of debt is rising and so is the asset base most of which are not sufficient to generate positive earnings and continue to shrink.
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· Impact of the COVID-19 Pandemic
The most prominent external factor impacting profitability is the COVID-19 pandemic. The hospitality industry took one of the biggest blows due to the pandemic as consumers reduced travelling and limited their social interactions due to the locking down measures (Ognjanovic et al., 2023). In 2021 and 2022, The City Hotel managed to maintain revenue levels around £5.2 million, but by 2023, revenue plummeted to £2.32 million, less than half of the previous years. This means that it was hard for the hotel to attract clients because of the pandemic which include, customers’ openness, and the cancellation of corporate trips and meetings that affect accommodation. Revenue-generating areas such as events and restaurant services were impacted through restrictions and shifts in consumer spending from public events and dining out as well as towards staycation and home celebrations.
· Economic Recession and Inflation
The broader economic environment has also played a critical role in eroding profitability (Nugraha et al., 2021). The annual inflation rate was 4.0% in September 2024, down from 4.3% in August and from a recent high of 6.5% in May 2023 (Office for National Statistics, 2024). This is a clear indication that the general market inflation has gone high that the cost of such items such as supplies, foods, utilities and other overheads in the hotel are giving lean profits. This economic pressure is evident in managerial trends of expense in The City Hotel. But even in these areas, which could be optimum through decreasing business production, some primary costs remained high including the paid vacation of employees and other outside expenses. For instance, in 2022, employee costs reached £1.77 million, a slight increase from 2021, even though revenues stagnated. In 2023, employee costs dropped to £1.23 million, but this was a reactionary measure as business activity plummeted. Also, increased utility and supply costs remain tight, restricting flexibility because fixed cost-revenue structures require these compulsory costs to be incurred regardless of their relation to increased revenues.
· Increased Depreciation and Lease Expenses
The increase in depreciation and amortisation expenses over the three years has also negatively affected profitability. From £409,190 in 2021, depreciation costs rose to £661,590 in 2023 (Referred to brief case study). This has stemmed from property plant and equipment which was made before the downturn and depreciation, directly affecting the operating income of the hotel. Furthermore, the introduction of long-term lease debts, which rose from £2.84 million in 2022 to £3.35 million in 2023, added another significant financial burden. These escalating lease and depreciation expenses put extra pressure on the hotel’s bottom line, especially when other income-generating areas are struggling.
· Increased Competition and Changing Consumer Preferences
The City Hotel operates in a highly competitive urban environment, and shifting consumer preferences in recent years may have also contributed to its financial struggles. There are more flexible and, in many cases, cheaper offers that emerged with the help of various online platforms such as Airbnb. These alternatives have become more common use starting with the youth, reflecting consumer shifts toward non-traditional accommodation options (Kuokkanen and Sun, 2020). The hotel’s revolution in 2023 may also be an indication of its inefficiency in changing the dynamism in consumption patterns. The City Hotel’s failure to adapt to these shifts, particularly the rise in demand for remote-friendly spaces and flexible accommodation options has contributed to its financial challenges. Also, the new norm of working remotely and conducting meetings virtually diminishes the need for travelling to business and corporate events which are important income-generating activities for most urban hotels.
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To revitalise City Hotel’s financial performance and subsequent regeneration of the company’s image, an extensive range of multi-faceted turnaround strategies is essential. The approach should cover both disaster containment and program rebuilding, working on the issues of organisational effectiveness, multiple income sources, and company rebranding.
· Cost Optimisation
Reducing operational costs is important primarily because of the decline in revenues for the hotel business (Yenidogan et al., 2021). The issues which have been highlighted at City Hotel should include renegotiating contracts with suppliers, optimising energy consumption, and implementing proper technologies in the organisation’s operations. The employee cost has remained high, outsourcing activities that are not strategic, for instance, housekeeping or maintenance could result in low employee costs. The hotel should also consider changing the tenancy agreements, more so due to the significant improvement in long-term lease debt since 2022.
· Revenue Diversification
City Hotel should diversify its revenue streams by catering to new customer segments and maximising underutilised assets (DeFranco et al., 2022). It may diversify into the local market by leasing out offices for individuals or firms for co-working, and boardrooms for meetings to take advantage of the new world order of flexible working systems. It should also be able to provide stay-cation promotional offers, wellness or dining deals for the domestic markets not necessarily travelling to another country. Further, providing places for limited-scope meetings, wedding ceremonies, other community events or smaller distinctive parties creates additional revenues.
· Digital Transformation and Marketing
Investing in digital marketing and enhancing online presence is key to attracting a broader customer base. The hotel should revamp its website, improve its social media engagement, and use online travel agencies (OTAs) to increase visibility (Bhandari and Sin, 2023). Treating guests with a loyal program and special offers that are unique to every client helps increase general occupancy and customer satisfaction. Further, improving the idea of the dynamic pricing model should also be used to work on the conception of the rates during the low-tourist traffic periods.
· Service Quality Improvement
A reputation for excellent service is critical for recovery. The hotel should embrace proper training sessions for its employees to upgrade the level of customer service hence making the guests post positive remarks (Hu et al., 2022). Rebranding the hotel’s services and emphasising the extra value it offers could enhance the hotel’s competitiveness for example premium food and beverage including premium dining, personalised guest services, or wellness facilities.
· Strategic Partnerships
They can also drive traffic into the hotel by forming alliances with local businesses, tourist attractions, and events. They can create packages and advertise together by providing incentives to locals who stay at the hotel and enjoy their experiences, it can help drive traffic. To increase its direct bookings, particularly those of business travellers, they can collaborate with airlines, travel platforms, and corporate partners.
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City Hotel’s financial difficulties stem from a combination of external and internal factors, including the COVID-19 pandemic, inflation, rising operational costs, and increased competition. The drastic revenue decline, coupled with persistent high expenses, has led to significant losses and eroded liquidity and solvency. Though a proper turnaround strategy will get City Hotel’s finances back into a good position, as illustrated by the case study, this is dependent on the quality of the turnaround strategy. By controlling costs, diversifying revenue bases, improving its standards of digital marketing, service quality, and strategic partnerships, City Hotel can attract a larger market share and its reputation back. Implementing these strategies will be crucial in navigating the current economic challenges and ensuring long-term sustainability for the hotel.
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