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The City Hotel, a restaurant and bar service offering accommodations in a modern building in the city centre, has experienced a decline in revenue over the past three years. The hotel is in decline, receiving little income, low occupancy, and generally unfavourable reviews, making the owner question the sustainability of the business. Economic fluctuations and shifting consumer demand are not unique to the City Hotel scenario; rather, they mirror the general issues faced by the hotel business (Clarke and Chen, 2009). In this report, the credit situation of The City Hotel is analysed, the performance trend of 2021 to 2023 is analysed, and the factors that led to the deterioration of profitability are explored. Furthermore, it seeks to establish an overall strategic turnaround plan to contribute to the financial recovery of the hotel and its reputation. However, if a turnaround is deemed impossible, the report will also consider other possible scenarios to ensure the owner’s financial benefits (Atrill, 2008). The assessment will entail the preparation of the income statement and balance sheet of the hotel with a focus on revenue, expenses, profitability, liquidity, and solvency over three consecutive years. The conclusion of this analysis will outline a set of recommendations as to how the financial issues affecting this hotel can be solved and how to achieve sustainable development in the future will also be highlighted.
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Revenue Trends
Specifically, The City Hotel tended low revenue from 2021 up to 2023, however, the threat was detected in 2023. The recorded revenue in the year ended 31st December 2021 was £5.25 million and slightly improved to £5.31 million in the year ended December 2022. Nevertheless, the overall revenue declined to £2.33 million in 2023, the organisation experienced a 56% year-on-year drop. This may be attributed to the setbacks that the hotel might have encountered from the COVID-19 pandemic other customers’ behaviour shifts, and other competitors like sharing economy providers especially those in the short-term rentals (Harris and Mongiello, 2006). The decrease in the projected revenue for the year 2023 can be seen as an indication of The City Hotel’s decline in customers or clients, within the segments of room sales, events, and foods & beverages. With minimal traffic and booking capacities, there has been a significant decline in the overall health of the hotel in the financial aspect, especially in aspects of liquidity and profitability.
Cost Analysis
Nevertheless, the decline in overall income during 2021 and 2022 was remarkable, implying that processing costs for the hotel remained elevated for both employees and external expenses. Welfare and benefits have remained fairly constant over the past two years with the total expenditure in 2021 reaching £1.72m and amounting to £1.77m in 2022. Other major expenses include utilities, services, and supplies, which were £1.89m in 2021 and £1.68m in 2022. By 2023, however, the hotel responded to the revenue drop by cutting costs: It has also recently been noted that while employee costs decreased to £1.23m external costs were equally minimised to £1.7m. While these forms of cost-cutting were inevitable, they were not enough to mitigate the sharp decline in revenues. Employee costs and external expenses as a percentage of revenue were still high in 2023; hence, financial pressure continued. This could have affected the quality of service, which could have led to low customer satisfaction and resulted in low revenue, which also explains the shortfall (Adams, 2022).
Profitability
From the result of analysing profitability, it is evident that The City Hotel’s financial status declined significantly from the year 2021 to 2023. While absolute operating income was recorded in the years 2021 (£664,160) and 2022 (£674,730), the hotel incurred an operating loss of £1.2m in 2023. The fact that it has drastically dropped points to poor cost control in light of diminishing revenues, spiralling depreciation and amortisation expenses. The depreciation costs come in line with the effects of ageing properties that may necessitate more investment require more investment thereby exerting pressure on cash flows (Gardini et al., 2020). In addition, other operating revenues and expenses have ups and downs in the three years. In 2021 and 2022, these numbers remained fairly consistent, but in 2023, the other operating expenses spiked to £216,650, worsening the issues. The net operating income in the year ending in 2023 indicates that the hotel has not been able to generate enough income to offset operating expenses and points toward the premise’s need for significant financial reorganisation.
Liquidity & Solvency
Liquidity is another problematic area that emerges from the balance sheet of City Hotel as the table indicates (Andrew et al., 2006). Comparing the values of 2023 to 2021, the situation became worse concerning the client’s capability to meet short-term liabilities, where cash and cash equivalents shrank from £740,590 to £295,510. Also, trade receivables referring to the total amount of money that individuals and businesses owe to the hotel reduced from £691,380 in 2021 to £479,180 in 2023. The decrease in both cash and accounts receivable also shows that the working capital of The City Hotel is poor. On the liabilities side, the hotel’s debt has gone up with long-term borrowings standing at £ 8.11 million in 2021 to £ 8.29 million in 2030, and long-term lease debt especially has escalated. This increase in liabilities compounded by the depletion of cash balances is one of the solvency risks (DeFranco and Lattin, 2006). If this trend persists it becomes very hard for the hotel to meet its debt obligations and other liabilities, which in most cases leads to default or insolvency.
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External Factors
The second external factor that has negatively affected the profitability of The City Hotel is the effects of the COVID-19 pandemic. Though the hotel industry is now largely past the worst phase of the pandemic, there have been considerable longer-term changes to how people are travelling — for work indeed — which have reduced revenues for traditional hotels (Hayes et al., 2016). A lot of people who might have booked to stay here no longer do because their preference shifted towards leisure, countryside or resort accommodation rather than the City Hotel, particularly during low season. What was once an advantage for the hotel, being centrally located, does not benefit it as much anymore due to these changes in preferences. Furthermore, other economic factors such as inflation and increased cost of doing business have also hurt the profitability of the hotel (Harris and Mongiello, 2006). Positive operating revenues were heavily offset by rising expenses; throughout the period 2022 and 2023, costs such as for goods, services, utilities, and supplies, escalated due to issues of inflation thereby reducing the margin and the hotel’s revenue. Preliminary results indicate that high energy prices significantly impact current income at The City Hotel due to higher utility costs in the city compared to country hotels.
Internal Factors
In an internal context, The City Hotel has suffered operational difficulties that culminated in increased expenses but no corresponding gain in sales. Even though it managed to decrease both employee and external expenses in 2023, the hotel has failed to innovate with its cost model previously. Failure to adjust staffing levels and operation processes probably led to higher costs in 2021 and 2022, thus making the necessary revenue decline in 2023 a challenge. One of the main problems is that ageing assets have turned into huge liabilities. The fact that depreciation expenses are on the rise over the three years points to the fact that the Hotel’s property, plant, and equipment are perhaps in dire need of upgrades (DeFranco and Lattin, 2006). Poor infrastructure and equipment may have cut down customer experiences directly, resulting in loss of business and poor word-of-mouth (Atrill, 2008). The purchasers, in turn, now expect updated and well-kept facilities, and by the looks of it, The City Hotel has been unable to renovate so potential customers have sought out newer, updated hotels.
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Revenue Enhancement
The initial and essential process in the financial recovery plan for The City Hotel is to step up revenue generation efforts. That is why the hotel should consider its strategic position to be in the middle of the new, vibrant and proactive consumer market in the city. They can be managed effectively by way of certain appropriate marketing techniques that will target both commercial and leisure tourists. For instance, the hotel may adapt packages for business conferences, meetings or events within that region (Lockyer, 2013). The local businesses and the event organisers entailing individual producers can help sustain the hotel’s event and dining venues (Reynolds et al., 2021). Also, using the methods of digital marketing and free or paid service booking on the Internet will be important. The City Hotel should get more actively involved on the internet and social sites such as Booking.com, Expedia.com, and TripAdvisor, where customer reviews are crucial specifically for clinching new customers. A better satisfied clientèle will lead to good reviews hence an increased number of bookings. Pleasant guest experiences, reward programs, and promotional activities add to the revenues and increase customer repeat incidences.
Cost Management
Another element of the strategy to be developed will be cost reduction as a main factor of the company’s revival (Clarke and Chen, 2009). From the context of lean services, it emerged that there is a need for the hotel to reduce the wastes that affect its functioning. This can be done by reinventing itself in adopting new technologies in the booking systems, housekeeping and maintenance systems. Enabling technology for self-check-in/check-out lowers the likelihood of hiring a front desk attendant yet at the same time delivers guest satisfaction (Chibili et al., 2019). Improving external costs involves engaging in bargaining skills to get cheaper prices on materials and services. Furthermore, it can think about energy conservation and ask for, for instance, energy-effective illumination and types of equipment since they will save a great amount of money on energy bills (Lockyer, 2013). It also saves costs while putting the hotel in a vantage position to tap into the emerging market of environmentally sensitive tourists.
Debt Restructuring
Because of an increased level of debt, it is essential to address the issue of long-term liabilities and their restructuring. The hotel can consider restructuring the existing loans in a bid to get better interest rates or longer repayment periods (Adams, 2022). Paying attention to its creditors to ask for modifications to lease arrangements for equipment, property, or other assets may also help ease immediate pressure. This would provide the hotel with the required cash flow for the investment in operations enhancements as well as marketing strategies.
[bookmark: _Toc181647302]Alternative Outcome (if Turnaround Fails) 
In the case where the established turnaround strategy will not produce the required results, The City Hotel should identify the following different financial performance indicators to mitigate loss within The City Hotel and to safeguard the owner’s interest (Hayes et al., 2016). There is the possibility of establishing the hotel through the sale of some of its assets; more so the real estate since it will not be significantly affected by the low stream of operations. The disposal of property, plant, and equipment may provide additional cash, enabling the owner to clear existing obligations and significantly reduce the company’s decline (Chibili et al., 2019). The other possibility is the restructuring of the hotel using a merger or an acquisition. This may make it possible for The City Hotel to enjoy the effects of economies of bulk, common assets and access to a pool of clients whom the hospitality conglomerate already enjoys. If other strategies of sale or merger do not work, the hotel may have to shut down temporarily and go through a more radical restyling and refurbishment process (Reynolds et al., 2021). This could include retrofitting the building to a new business model where the building is converted from offices and or hotels to co-living or more facilities based on the local market pull factors.
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The City Hotel is at a critical juncture, facing significant financial challenges that threaten its long-term viability. By analysing the hotel’s financial performance and identifying key factors behind its decline, this report has outlined a comprehensive turnaround strategy aimed at restoring profitability and enhancing customer satisfaction. However, if the turnaround strategy fails, alternative outcomes such as asset sales, mergers, or restructuring should be considered to protect the owner’s financial interests. Immediate and decisive action will be necessary to ensure the future sustainability of The City Hotel and preserve its value.
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