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Executive Summary
The report analyses financial positions of City Hotel for the past three years with a focus on measures of revenue, expenses, and ratios. The reasons behind the decline in profitability include COVID-19, increased competition, higher operating costs, and so on. Furthermore, the turnaround strategy of the hotel involves cost management, financial restructuring, targeted marketing and so on to enhance its financial performance and brand image. 
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[bookmark: _Toc182525173]Introduction 
Hospitality is the interaction between a host and a visitor in which the host meets the visitor's needs and goes above and beyond by creating a warm and inviting environment (Walker, 2021).  The accounting is concerned with offering the necessary information that help the decision makers to make structured and good decisions (Drury, 2021). Apart from this, the financial accounting is concerned with offering information to a range of stakeholders such as creditors, investors and so on (Seal, 2019). In the report, the financial performance trend of the business in terms of cost, revenue and ratios will be analysed. The essential reasons for the decline in profitability will also be expressed in the report. Apart from this, the turnaround strategy will be expressed to help the management of the hotel to strengthen their financial health and restore its reputation. 


[bookmark: _Toc182525174]Evaluate the trends as well as patterns in the hotel’s financial performance.  
Revenue of the hotel:
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Figure No.1: Revenue
(Source: Created by the Learner)
The revenue of the business has increased by £59190 in 2022 as compared to 2021 however; the revenue of the hotel has decreased by £2982040 in 2023 in relation to 2022. The key reasons for the sharp decrease in the revenue of the company include increased competition, reduced customer satisfaction and unfavourable macro environment that affect demand for guests. External factors such as fluctuations in the tourism sector, pandemic (Covid 19) as well as adverse economic conditions are also the other factors that affect its services demand in the market (Ma, 2021). In the post pandemic era, there is an economic uncertainty in the country due to increased inflation and higher interest rates. The inflation in the UK was around 7.3% while the interest rate was 5.25% in 2023 which in turn reduces the demand for the leisure activities of the consumers such as tourism. In the period of 2022, the interest rate in the UK was 3.5% which has further increased by 1.75% in the period of 2023 and reached to 5.25% that reduces consumer spending (Statista, 2023). Furthermore, the higher interest rates lead to increased mortgage as well as loan repayments that reduce the disposable income of the consumers which in turn reduces the demand of the services of the city hotel that leads to fall in the revenue.


Expenses of the hotel:
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Figure No.2: Expenses
(Source: Created by the Learner)
The expenses of the hotel have increased by £48630 in the period of 2022 as compared to the financial period of 2021 however, as similar to revenue, the expenses of the business has fallen by £1088470 in the period of 2023 in reaction to 2022. The decreases are as a result of decline in the cost of sales, employees cost, and other operating expenses, probably due to cost containment measures attributable to low revenues. Depreciation again kept on increasing, which is suggestive of new investments in capital assets. Furthermore, charges to provisions and other operating expenses increased in 2023 implying charges for anticipated risks. Thus, the trend of expenses demonstrates both growth and decline, but recent activity has featured increased attention to decreasing operating costs because of financial difficulties.
Ratios (i.e. Profitability. Liquidity and Solvency) of the hotel:
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Figure No.3: Ratios
(Source: Created by the Learner)
Profitability Ratios: The gross profit margin was constant at approximately 92% from 2021 through to 2023 implying that the hotel enhanced efficiency in managing its direct costs. However, a downward trend is observed in the operating profit margin that has reduced from 12.65% in 2021 to negative 52.41% in 2023, suggesting a rise in operating costs rather than revenues. Moreover, similar trends were observed for the return on assets (ROA) and return on equity (ROE) in the past three years. The ROA declined from 5.13% to -7.77% in 2023 and, likewise the trend of ROE which declined from 29.44% in 2021 to -86.41% in 2023. Henceforth, profitability ratios display a declining trend with gross profit remaining relatively constant and significantly low operating margin, ROA and ROE pointing to the fact that the company is experiencing some sort of financial pressure.
Liquidity Ratios: The current ratio deteriorated from 0.97 in 2021 to 0.64 in 2023 that is below the benchmark of 1 potentially indicating the hotel faces difficulties fulfilling its short-term liabilities (Adams, 2024). Moreover, the quick ratio reduced from 0.94 in 2021 to 0.62 in 2023 indicating decrease in liquidity in easily sellable current assets. Consequently, liquidity ratios decline afterward and show a decreasing trend of current and quick ratios indicating deteriorating ability to meet short-term obligations.
Solvency Ratios: Solvency ratios depict a poor solvency position of the business in the marketplace. Debt to equity ratio reached from 3.77 in 2021 to 8.80 in 2023 which illustrates that the hotel is focusing on debt financing to run their operations. Moreover, the equity ratio also deteriorated from 0.17 to 0.09 in 2023 which is indicating decreased equity percentage to the total amount of assets. It demonstrates a higher capital structure risk, as the leverage grows even as profitability declines, leading to serious problems about its sustainability and solvency that will require a restructuring of the hotel to continue operations.
[bookmark: _Toc182525175]Determine the key reasons behind the decline in profitability.
A business is normally created to enhance the wealth of its owners (Atrill and McLaney, 2021). The decrease in the financial profitability of the hotel involves several reasons and some of them are: 
Economic Impact of COVID-19: The Covid-19 has a negative impact on the entire hotel industry of the world including the UK (Phillips, 2021). Moreover, both travel limitations and bans on social gatherings have been lifted but still the people remain conscious about dining out as well as travelling which in turn affect the occupancy rate and revenue margin of the City Hotel in the UK.  
Increased Competition: The hotel market in the UK has become highly competitive due to increased presence of substitutes such as Airbnb and short-term rentals. In the period of 2023, there are around 90000 apartments listed as Airbnb in the United Kingdom for the stay of the tourists and visitors at affordable pricing (Statista.com, 2023). Meanwhile, there are 432000 short term rental properties in the UK in the period of 2023 which have grown by 19% as compared to previous year (Visitbritain.org, 2023). The higher competition has forced the hotel to reduce their prices which in turn negatively impact the profitability of the firm in the marketplace. 
Rising Operational Costs: Operational costs have increased mainly because of the effects of inflation and supply chain disruptions. The inflation rate in the UK was 7.3% in 2023 which has posed a problem where prices of food, utilities and employee wages have all risen to the extent that they have affected profit margins (Statista, 2023). These pressures are evident in the hotel through the rise in employee costs and external expenses suggesting that cost of maintaining service quality has gone up which results in decline in profitability.
Labour Shortages: The UK hospitality industry is currently facing the challenges of staffing problems that are because of Brexit and shift in employment (Banerjee and Guha Deb, 2024). Skills shortages have led to problems of staffing and remuneration costs making it difficult to retain employees while poor service delivery has an adverse effect on customer demand and loyalty. Furthermore, this situation worsens the financial position of the hotel to achieve adequate profitability and high service. 
[bookmark: _Toc182525176] Develop a comprehensive turnaround strategy.
The turnaround strategy that revitalises the financial health as well as restore the reputation of the hotel is addressed below:
Cost Management and Operational Efficiency: The first activity involves the assessment of operational costs of the hotel to determine the options for cost improvements. Using the supply and demand theory, the hotel will be able to offer services that correspond to demand for services (Guilding, 2014). Furthermore, by creating agreements and negotiating bulk purchasing orders, the business can utilise the economics of scale and reduce its operational expenses. Downsing the number of employees and implementing skills workforce training will reduce the costs of staff while still providing quality services. 
Enhancing Customer Experience: It will therefore be important to redefine the approach used in working on the customer experience to effectively reform the bad image of the hotel. As per the bowman strategy clock, the hotel should follow a differentiation strategy which involves offering services or products that are not offered by competitors (Tranter et al., 2014). It could entail creating and offering unique services or products such as custom trips, guest rewards, and services like fitness or adventure tours. Customer needs and attitudes will also help the hotel to position its services appropriately which will in turn increase the satisfaction of the customers and hence there will be high traffic of repeat customers.
Targeted Marketing and Brand Positioning: City Hotel needs to create a new market position in the industry hence it requires a marketing strategy that targets a specific market. Increasing brand recognition and captivating new audiences are possible using digital marketing tools, social media, and cooperation with local attractions (Veleva and Tsvetanova, 2020). Furthermore, stressing on the traditional culture in the region and the focus on the community will help in the development of a unique brand image which will satisfy the leisure and business travellers’ niche hence ensuring that supply meets demand.
Financial Restructuring: The proper management of the debt of the hotel is essential to enhance the financial health of the business in the market (Hayes et al., 2021). Furthermore, reducing cash flow pressure can be done by dealing directly with advisers or financial consultants in order to renegotiate better rates on credit. Apart from this, the management must explore alternative funding sources such as government grants for the renovations as well as upgrades in the hotel.
Monitoring and Adaptation: There is a need to establish efficient monitoring and evaluation procedures to measure the success of the turnaround strategy. The use of key performance indicators (KPIs) means that the strategies employed will be adjusted at regular intervals in order to satisfy new conditions in the market (Mueller and Sensini, 2021).
Henceforth, the recommendation of the turnaround strategies helps the hotel to restore its reputation as well as stabilise its financial health which is crucial for its longer survival in the market. 
[bookmark: _Toc182525177]Recommendations 
The additional recommendations for the management of the firm are addressed underneath: 
Upgrade Room and Facility Standards: To expand the range of customers, the management of the hotel has to modernise its rooms and places for guests. The simple modifications include smart TV, comfortable toppers on mattresses, and green products which improve guest experience and attract guests more concerned with environmental issues.
Implement a Loyalty Program: Offering solutions such as a loyalty program that was aimed specifically at individuals who often travel as well as guests who have checked in before can be effective in enhancing the repeat customers (Alshurideh et al., 2020).
Strengthen Online Reputation through Digital Marketing: The management of the hotel has to promote its presence with selected digital marketing initiatives. They should utilise the different social media platforms, Google, and travel platforms such as TripAdvisor to display positive guest testimonials as well as promote the special offers and engaging content (Alvarez et al., 2021).




[bookmark: _Toc182525178]Conclusion 
The City Hotel has experienced financial issues in the last three years in terms of revenues, operational costs, and declining profitability. Furthermore, some of the drivers contributing to these problems include high level competition, effect of COVID-19 pandemic, and so on. However, the turnaround strategy of the hotel involves cost control, improved customer satisfaction, focused marketing communication, financial restructuring and monitoring which improve the financial position and image of the hotel. Moreover, by solving these issues the City Hotel can manage its current problems and to prepare for future successful development in a competitive environment.
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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 & amortisation 409,190 634,030 661,500
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
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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%
Return on Assets Net Income / Total Assets 5.13% 4.24% T77%
Return on Equity Net Income / Shareholders Equity 29.44% 26.12% -86.41%
Liquidity

Current Ratio “Current Assets / Current Liabilties” 0.97 0.93 0.64
Quick Ratio “Current Assets - Inventory / Current Liabilties” 0.94 0.92 0.62
Solvency

Debt-to-Equity Ratio Total Debt / Total Equity 377 431 8.80
Equity Ratio Total Equity / Total Assets 0.17 0.16 0.09





