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EXECUTIVE SUMMARY
The main purpose for the creation of this report is to assess the seriousness of the financial distress that The City Hotel is facing for the improvement of its viability. It was observed that the company has been significantly lagging in its profitability, liquidity and solvency positions while generating lower revenues from its sales. Thus, a turnaround strategy was developed to improve the activities of the business while mitigate the issues of financial distress.   
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[bookmark: _rvh0v9chnptd][bookmark: _Toc182675577]Introduction
The restaurant cum bar, The City Hotel, is located in an urban landscape and also provides event facilities. The hotel has been experiencing certain situations of financial distress and a steady reduction in its revenue, occupancy rates and satisfaction of customers. Thus, the main purpose of this report is to evaluate the financial performance of the business while assessing the main issues the company is facing along with the potential factors for the cause. The analysis would be conducted with the help of a comprehensive ratio and trend analysis by utilising the historical data for three years. Moreover, a turnaround strategy would be developed for the salvation of the business along with significant recommendations for the improvement of the activities.     
[bookmark: _dnwdit7vyycf][bookmark: _Toc182675578]Identification of trends
[bookmark: _sbim769sh9iv][bookmark: _Toc182675579]Trend Analysis
	Common Size Income Statement of The City Hotel (Horizontal Analysis)

	Particulars
	2023
	2022
	2021
	% change
for 2023
	% change
for 2022

	Revenue
	£2,325,440
	£5,307,480
	£5,248,290
	-56.19%
	1.13%

	Cost of Goods Sold
	-£176,250
	-£401,510
	-£411,600
	-56.10%
	-2.45%

	Employee Costs
	-£1,233,160
	-£1,770,700
	-£1,724,760
	-30.36%
	2.66%

	External Expenses
	-£1,071,030
	-£1,675,410
	-£1,894,720
	-36.07%
	-11.57%

	Taxes and duties (excluding income tax)
	-£88,950
	-£133,020
	-£144,070
	-33.13%
	-7.67%

	Depreciation and Amortisation
	-£661,590
	-£634,030
	-£409,190
	4.35%
	54.95%

	Charges to provision
	-£55,550
	£17,950
	£5,960
	-409.47%
	201.17%

	Other current operating and expenses
	-£41,100
	-£25,030
	-£40,520
	64.20%
	-38.23%

	Other operating income and expenses
	-£216,650
	-£11,000
	£34,780
	1869.55%
	-131.63%

	
	
	
	
	
	

	Total Expenses
	-£3,544,280
	-£4,632,750
	-£4,584,120
	-23.50%
	1.06%

	Operating Income
	-£1,218,840
	£674,730
	£664,170
	-280.64%
	1.59%


Table 1: Common Size Income Statement of The City Hotel
(Source: Made by Self)
	Common Size Balance Sheet of The City Hotel (Horizontal Analysis)

	Particulars
	2023
	2022
	2021
	% change
for 2023
	% change
for 2022

	Current Assets
	£1,285,880
	£1,965,340
	£1,891,970
	-34.57%
	3.88%

	Non-Current Assets
	£14,368,100
	£13,955,740
	£11,049,140
	2.95%
	26.31%

	Total Assets
	£15,653,980
	£15,921,080
	£12,941,110
	-1.68%
	23.03%

	Current Liabilities
	£2,014,600
	£2,107,750
	£1,957,360
	-4.42%
	7.68%

	Non-Current Liabilities
	£12,228,780
	£11,230,300
	£8,727,580
	8.89%
	28.68%

	Total Liabilities
	£14,243,380
	£13,338,050
	£10,684,940
	6.79%
	24.83%

	Total Equity
	£1,410,580
	£2,583,030
	£1,410,580
	-45.39%
	83.12%


Table 2: Common Size Balance Sheet of The City Hotel
(Source: Made by Self)
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Figure 1: Trends in Revenue, Expenses and Incomes
(Source: Made by Self)
Considering the above details from the tables (Tables 1 & 2), it can be assessed that the trends in both the income statement and balance sheet have varying differences and they seem to be declining significantly. The revenues of City Hotel showed a massive decline of approximately 55% which was possibly due to a significant reduction in the revenues which amounted to £2,325,440 in comparison to the amount in 2022 which was an amount of £5,307,480. Moreover, the hotel also saw a steady reduction in its revenue where the trend was at a rate of -280.64% in comparison to the change in the previous year which was 1.59%. From the presented chart (Figure 1) it can be assessed that the changes in percentage in the previous year, 2022, are almost constant where each change is observed to be approximately at a rate of 1.5%. This signifies that there were almost no changes in the revenues, expenses and incomes. Additionally, this point is evident after the assessment of the revenues for 2022 and 2021 which were £5,307,480 and £5,248,290 respectively. Apart from this, the operating income also shows a small difference of £10,560 which reflects a situation of stability in the hotel due to the constant trends. 
On the contrary, it can be seen that the operating income faces a significantly huge decline where the trend percentage was -280.64% along with a huge operating loss of £1,218,840. The revenues also see a decline of £2,982,240 which may have led to the decreasing trends in 2023. On the contrary, the expenses also declined where the cost of goods sold had reduced significantly which indicates that the manufacturing costs incurred were comparatively less in the current year.                
[bookmark: _gth4troxk94g][bookmark: _Toc182675580]Ratio Analysis
	Financial Ratios of The City Hotel

	Particulars
	Formulae
	2023
	2022
	2021

	Profitability

	Operating Profit Margin
	(Operating Profit / Sales) *100
	(-1218850 / 2325440)
* 100
	(674730 / 5307480)
* 100
	(664160 / 5248290)
*100

	
	
	-52.41%
	12.71%
	12.65%

	Gross Profit Margin
	((Sales - COGS) / Sales) *100
	((2325440 - 176250) /
2325440) * 100
	((5307480 - 401510) /
5307480) * 100
	((5248290 - 411600) /
5248290) * 100

	
	
	92.42%
	92.44%
	92.16%

	Liquidity

	Current Ratio
	(Current Assets / Current Liabilities)
	(1285880 / 2014600)
	(1965340 / 2107750)
	(1891970 / 1957360)

	
	
	0.64
	0.93
	0.97

	Acid Test Ratio
	(Current Assets - Inventory) /
Current Liabilities
	(1285880 - 29470)
/ 2014600
	(1965340 - 36350)
/ 2107750
	(1891970 - 35230)
/ 1957360

	
	
	0.62
	0.92
	0.95

	Solvency

	Debt-to-Assets Ratio
	(Total Debt / Total Assets)
	(14243390 / 15653970)
	(13338050 / 15921080)
	(10684940 / 12941110)

	
	
	0.91
	0.84
	0.83

	Debt-to-Equity Ratio
	(Total Debt / Total Equity)
	(15653970 / 1410580)
	(13338050 / 2589030)
	(10684940 / 2256180)

	
	
	11.10
	5.15
	4.74


Table 3: Financial Ratios of The City Hotel 
(Source: Made by Self)
Based on the presented table (Table 3), a comprehensive overview of the financial ratios can be gathered where the overall profitability, liquidity and solvency can be evaluated. The operating ratio is seen to have a significant reduction in 2023 which was -52.41% compared to the ratio in 2022 which was 12.71%. One of the most significant causes of the reduction in the ratio is a reduction in the operating profit where the hotel had incurred a loss of £1,218,850 in comparison to a profit of £674,730 in 2022. Moreover, the revenue in the current year had also declined to £2,325,440 in comparison to the profit in the previous year which was £5,307,480. However, on the contrary, it can be assessed that the gross profit ratios over the years have remained constant at a very high rate which was above 90%. The reason behind this could be the declining cost of sales and other manufacturing costs where despite the lower revenue in the current year, the gross profit margin was at a rate of 92.42%. In terms of profitability, the company requires immediate and significant improvements in its operating ratios which can be done by increasing sales while decreasing the excessive operating costs. 
Based on the liquidity ratios of the company, it can be observed that the current ratio has seen a significant reduction of 0.29 along with a declining ratio. A decline in the current ratio signifies a reduction in the ability of a company to pay its short-term obligations along with chances of rising current liabilities or declining current assets. Considering this, it can be seen that the current assets in 2023 reduced to £1,285,880 from £1,965,340 in 2022 whereas the current liabilities in 2023 had also reduced to £2,014,600 from £2,107,750 in 2022. Similarly, for the same reason, a decline in the quick ratio was observed which was 0.64 compared to the ratio in 2022 which was 0.93. Overall, based on the above analysis of liquidity it can be observed that the hotel is lagging and needs some severe improvements to enhance its liquidity position. 
Considering the solvency ratios of The City Hotel, it can be observed that the debt-to-assets ratio increases over time indicating an increase in the debt of the company compared to its assets. Moreover, the debt-to-equity ratio is also seen to have a rapid rise in 2023 which stood at 11.10 compared to the ratio in 2022 which was 5.15 in 2022. This signifies that the overall debt of the hotel exceeds its equity and has a higher dependency on debt financing (Sikveland et al., 2022). The debt structure reflects a hint of insolvency due to its rising liabilities in comparison to its assets and equities (Demmou et al., 2021).              
[bookmark: _diy6pj20uzak][bookmark: _Toc182675581]Reasons behind the decline in profitability
Based on the above analysis of ratios and trends, it can be assessed that the rapid decline in revenues and profits of the company is affected by a number of reasons. One of the most significant factors that affect the overall profitability of a business is an ineffective pricing strategy adopted by it which leads to low profitability along with low margins (Drury, 2021). It is of utmost importance that companies charge the right price for the products they sell for maximising profits whereas a higher price charged would lead to losing to the competitors while a lower pricing strategy would lead to the inability to cover all the costs in an effective manner (Phillips, 2021). On the other hand, excessive overhead costs would result in incurring higher operating costs which would lead to reduced profits and incompetence against the rival companies. Apart from these, inadequate revenues generated from sales by a company also reduce the overall profitability of a company as it cannot cover all its expenses.   
On the other hand, the factors discussed are internal factors which can be controlled by the hotel to achieve significant improvements. However, external factors refer to those factors which cannot be controlled by a business and are omnipresent in the outside environment of the business where they can have both a positive and negative impact on the business operations (Iskandriani et al., 2023). Factors such as inflation, GDP, unemployment rate and others have a significant effect on the profitability of a business (Dewi et al., 2019). Moreover, one of the most significant factors that affect the overall profitability of the company is inflation. Inflation refers to the rate of increase in prices over a particular period where prices and the overall cost of living are significantly affected (Musarat et al., 2021). Moreover, due to the rise in prices companies have to incur higher expenses on raw materials and goods for production and other activities which would have a severe impact on the profitability. On the contrary, due to the rise in the prices, customers may have a reduced demand for products which would affect the overall revenue of the company thereby reducing the profitability of the company (Chen et al., 2021). Economic recessions can also lead to reduced profitability due to reducing purchasing power of the buyers affecting the sales consequently.   
[bookmark: _59lgubqgshwe][bookmark: _Toc182675582]Turnaround strategy for improvement
A business turnaround strategy can be stated as a set of strategic processes which are implemented and required for the restoration of a struggling business facing issues (Harrigan and Wing, 2021). The strategy helps in the mitigation of financial distress and poor performance where situations of insolvency and poor liquidity can be avoided. One of the most significant steps associated with the strategy is to conduct an analysis in a thorough manner to assess the current situation of the company. Considering the above financial analysis, it can be observed that the company is facing issues in all three important aspects which are profitability, liquidity and solvency along with a rapid decline the revenue along with incomes. The assessment of internal factors is followed by the evaluation of external factors which cannot be controlled by the company but can be examined and effective strategies can be made accordingly. 
One of the most crucial strategies that the company has to implement is to set prices accordingly and in an effective manner (Haiyun et al., 2021). In order for the company to generate revenue for a long period, strategic price setting is important while maintaining a competitive advantage against the rivals. The business can also implement effective cost-efficient strategies during its recovery stage to achieve the required targets of costs. Moreover, cost-oriented strategies have immediate effects which would help in increasing the overall profitability of the business while improving the financial health (Beste and Klakegg, 2022).     
The company should also focus primarily on its core activities while identifying the different preferences of the customers along with the market requirements where it would have the potential to increase its profits while adopting effective measures for improvement. 
[bookmark: _bcpsaubdhbjn][bookmark: _Toc182675583]Conclusion
Based on the above discussion of the financial distress that The City Hotel has encountered, it can be observed that the business was partially facing issues in generating enough sales revenues and had issues in profitability, solvency and liquidity. Due to this, an effective turnaround strategy was developed for the company where it needs immediate improvement in its sales strategies as well as pricing strategies.   
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