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Introduction  
The cost accounting includes the tracking as well as recording the costs which are associated with the operational functions of the business in the market to enhance the profitability (Drury, 2021). The City Hotel is an urban hospitality business venture that provides various services such as accommodation, dining, bar services as well as event facilities to its customers. Due to its location, the hotel has been preferred by both business and recreational tourists. However, it has suffered from problems like reduced revenues, low occupancy, and customer dissatisfaction in the last few years which affect its sustainability in the long run. In the report, the trend in the financial performance of the hotel will be analyzed with the help of the financial statement. Apart from this, the reasons will be addressed that have reduced the profitability of the hotel along with the turnaround strategy that helps the hotel to enhance its financial performance and reputation.  














 
“Evaluate the trends and patterns in the hotels financial performance over the past three years, focusing on revenue, expenses, profitability, liquidity, and solvency”. 
The financial performance of the City Hotel for the last three years presents significant challenges which are facing the management of the business in the market. 
	Particular
	2021 (£)
	2022 (£)
	2023 (£)

	Revenue
	5,248,290
	5,307,480
	2,325,440


Table No.1: Revenue
(Source: Created by the Student)
Revenue Trends
From the period of 2021 to 2023, the business has shown a downward revenue trend. In the year ending 2021, revenue was £5,248,290 but there is a slight rise to £5,307,480 in 2022. However, it was reversed in 2023, where revenue plunged to £2,325,440. This huge reduction indicates that the hotel is struggling to compete in the market due to external factors such as economic hardship as well as the internal problems within the hotel. The decrease in revenue in 2023 shows that aggressive competition has affected the hospitality business in urban areas which resulted in lower occupancy rates and low customer satisfaction levels. Moreover, such a steep drop is a clear signal that the future strategies for the hotel will entail a revenue reassessment and likely repositioning in the market.
	Particular
	2021 (£)
	2022 (£)
	2023 (£)

	Cost of goods sold
	411,600
	401,510
	176,250

	Employee costs
	1,724,760
	1,770,700
	1,233,160

	External expenses
	1,894,720
	1,675,410
	1,071,030

	Taxes and duties (excluding income tax)
	144,070
	133,020
	88,950

	Depreciation & amortization
	409,190
	634,030
	661,590

	Charges to provisions
	-5960
	-17,950
	55,550

	Other current operating income and expenses
	40,520
	25,030
	41,100

	Other operating income and expenses
	-34,780
	11,000
	216,650

	Total Expenses
	4,584,120
	4,632,750
	3,544,280


Table No.2: Expenses
(Source: Created by the Student)
Expense Trends
The financial data reveals that in general the hotel expenses have been reduced but not at the same rate as the reduction in the revenues. Total expenses for 2021 were £4,584,120 which was slightly raised to £4,632,750 in the year 2022 and again declined to £3,544,280 in 2023. It demonstrates that the administration has worked to restrict the expenses to match the reduction of revenue, but the reduction of revenue was much more disproportionate. In 2023, employee expense and external expenditure were significantly lower due to reduction in the number of employees to do better cost control (Parker, 2020). However, the fixed costs including depreciation and amortization escalated with £409,190 recorded in 2021 while it was £661,590 in 2023. It means that the business has spent huge amounts on fixed assets that have not generated returns in the period, which has enhanced the worsening problem of the hotel.
	Ratios
	Formulas
	2021
	2022
	2023

	Profitability
	 
	 
	 
	 

	Gross Profit Margin
	“Gross Profit / Net Sales x 100”
	92.16%
	92.44%
	92.42%

	Operating Profit Margin
	“Operating Profit / Net Sales x 100”
	12.65%
	12.71%
	-52.41%

	Liquidity
	 
	 
	 
	 

	Current Ratio
	“Current Assets / Current Liabilities”
	0.97
	0.93
	0.64

	Quick Ratio
	“Current Assets - Inventory / Current Liabilities”
	0.94
	0.92
	0.62

	Solvency
	 
	 
	 
	 

	Debt-to-Equity Ratio
	“Total Debt / Total Equity”
	3.77
	4.31
	8.80

	Equity Ratio
	Total Equity / Total Assets
	0.17
	0.16
	0.09


Table No.3: Ratios
(Source: Created by the Student)
Profitability Trends
There is a declining trend in the overall profitability ratios of the business from 2021 to 2023. The gross profit margin was nearly constant in the period 2021-2023 at 92% which indicates that the hotel has effectively managed their pricing strategies (Zheng, Y., Zhao, Y. and Meng, X. 2021) as well as cost of goods sold. However, the operating profit margin has drastically fallen in the same period. It was positive in 2021 at 12.65% and in 2022 at 12.71% but it went down to -52.41 % in 2023. This negative margin demonstrates the sharp revenue contraction as well as showing that the company could not decrease its operational costs proportionally to the contracting income. A turnaround strategy will have to center on making changes to operations to achieve this bottom-line goal.
Liquidity Trends
The liquidity state of the hotel has also decreased at a considerate level. The current ratio that illustrates the capacity of the hotel in terms of meeting short-term financial commitments declined from 0.97 in 2021 to 0.64 in 2023. It is below 1 which indicates that the hotel lacks adequate current assets to support the existing current liabilities that affect their sustainability in the market (CFI, 2023). Similarly, a decrease in quick ratio which excludes inventory from current assets was 0.94 in 2021 and 0.62 in 2023. The changes in the liquidity ratios are a signal that the hotel has problems with paying its short-term liabilities that affect their overall operations in the market. 
Solvency Trends
The solvency status of the hotel has deteriorated both in debt-to-equity ratio and the equity ratio. The D/E ratio rose from 3.77 in 2021 to a risky 8.80 in 2023, indicating borrowing expenses have surged to fuel operations and investments. A higher value means that creditors hold a bigger stake in the amount of assets in the hotel than the owners which in turn raises the concerns of financial distress (Lubis and Alfiyah, 2021). Moreover, the equity ratio slashed down from 0.17 in 2021 to 0.09 in 2023, which means that the assets of the hotel are more dependent on debt than equity. It implies that the business is grappling with increasing levels of debt thus putting the future of the hotel under intense and ever-increasing pressure.
Henceforth, the City Hotel has been experiencing a decline in revenue, profitability, liquidity and solvency over the past three years. Efforts for cost control were made but were unable to effectively counter the operations revenue decline in 2023 resulting in negative operating profit and deteriorating cash flow. It is made worse by the increasing utilization of debt since solvency ratios show degradation for this hotel. 
“Identify the key reasons behind the decline in profitability, taking into consideration real world events and the current economy”. 
The key reasons behind the decline in the profitability of the hotel are addressed below: 
Impact of the COVID-19 Pandemic: The COVID-19 pandemic is one of the greatest contributors which affected the profitability of this hotel. The hospitality industry suffered huge losses during the global lockdown, restrictions on travelling, and reduced overall customer spending (Anguera-Torrell et al., 2021). The hotel controlled and managed to remain stable revenue in 2021 and 2022 whereas in 2023, there was a sharp drop which indicates that the recovery process is slow as tourism and business travel has not reached the pre pandemic levels. Continuance of health and safety issues combined with the shift to remote work resulted in the decrease in utilization of urban properties (Jing, Y. et al., 2023), especially in the business travel occasion. Furthermore, this has reduced the overall demand for The City Hotels rooms and events, which are two of the main sources of income for the enterprise.
Rising Operating Costs and Inflation: The inflation rate in the UK in 2023 was at 7.3% which increased the cost of production and made the hotel unprofitable (Beckett, 2024). Moreover, this has resulted in increased prices of goods and services including the food and beverages and utility bills. These increased costs have further been combined with a continuous wage inflation that has stretched the hotel operating expenses. Furthermore, the employee expenses decreased in 2023, however, the wages hikes and talent scarcity have been a problem that added more costs to have quality human resource which is a critical problem that affects the business. However, due to tough competition, the hotel has been unable to transfer these cost increases to the customers, thus suppressing its operating profit margin that was at -52.41% in 2023.
Operational Inefficiencies: The business cost structure indicates inefficiencies especially in fixed costs such as depreciation and amortization costs stand at £409,190 in the year ended 2021, while it was £661,590 in the year ended 2023. In addition, this increase in the fixed costs and the absence of any similar change in the revenue implies that the hotel has invested in the assets which have not provided returns yet. These fixed costs have applied so much pressure to the hotel and contributed to its poor financial performance.
Decline in Consumer Confidence: The general economic slowdown caused by the global financial crisis and high interest rates negatively affected consumer confidence. Moreover, when inflation rose to 7.3% in 2023 consumers' living expenses rose as well which decreased spending in other activities such as travelling, dining and entertainment which has impacted the business performance (Statista, 2023). 
“Develop (if possible) a comprehensive turnaround strategy to revitalize the hotels’ financial health and restore its reputation, or the most viable financial outcome for the owner”. 
The comprehensive turnaround strategy for the hotel to enhance its financial health as well as restore its reputation is addressed below:
Market Retargeting and Revenues Generation:
● Target New Market Segments: There is a need for the acquisition of new customers and therefore the hotel should target the leisure travelers and the residents. Discounts for residents (i.e., staycation, weekend and special event bookings) should be useful to boost occupancies.
● Leverage Digital Marketing: The hotel can work on increasing demand through targeted internet promotions, social media marketing, and cooperation with online booking services (Veleva and Tsvetanova, 2020). A loyalty program or an offer for repeat guests is also helpful in making the customer loyal.
● Enhance the Event Business: The event spaces are available so it can be marketed as a venue for local business meetings, wedding receptions and other social events by offering better rates and quality service.

Cost Management and Operational Efficiency:
● Reduce Fixed Costs: Increase in fixed costs, especially in depreciation and amortisation indicates that the hotel has excess capacity or has unused capacity. These expenses can be cut by reevaluating poorer performing centres and possibly selling the nonperforming assets (Steingress, W., 2019).
● Streamline Staffing and Operations: One of the solutions for overcoming the problem of high employee costs is to use a more flexible staffing policy, for instance, attracting part-time or contract-based workers during the off-peak season. Additionally, expenditure on utility can be cut from the conservation of energy with the help of technological advancements like smart lighting, energy management systems, and so on (Shankar et al. 2020).



● Strategic Partnerships and New Services:
● Develop Strategic Partnerships: The hotel must develop strategic partnership with the local business to drive more traffic to the business for enhancing their revenues (Cacciolatti et al., 2020). 
● Expand Service Offerings: Offering novelties like wellness programs as well as co-working spaces generating extra revenues and enhancing the customer base.

Conclusion 
The hotel has faced numerous challenges in the last few years which are evident from its declining performance. Moreover, the consequences of the COVID-19 virus, high operating costs resulting from inflation, poor operational management, and low client trust are some of the key reasons behind the poor financial performance of the hotel. With the help of the turnaround strategy that focuses on retargeting, cost control, and strategic partnerships, the business improves its performance as well as reputation. By changing its operations with the evolving market landscape, the hotel can maximize their returns and enhance its sustainability in the marketplace. 
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