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[bookmark: _Toc180428430]Introduction
The City Hotel which has a restaurant, bar, and event facilities located in the city and has gone for several years without a local competitor, has seen its revenue, occupancy rates, and customer satisfaction ratings sharply deteriorate (Vukosav et al. 2020, p. 267). This evaluation of the hotel’s working will focus on the analysis of the organisation’s financial rate for the past three years, including 2021, 2022, and 2023. This report is confined to analysing the trends in the finances of this hotel, evaluating the internal and external forces leading to this decline, and identifying the recommendations that will be useful in improving the financial state and reputation of this hotel.
[bookmark: _Toc180428431]Financial Performance Analysis

[bookmark: _Toc180428432]Revenue and Profitability
The City Hotel has experienced a dramatic decline in revenue over the three years:
· 2021: £5,248,290 
· 2022: £5,307,480 (+1.1% year-over-year) 
· 2023: £2,325,440 (-56.2% year-over-year)
This substantial drop in revenue, particularly in 2023, is the primary driver of the hotel's financial difficulties. The operating income has also sharply declined:
· 2021: £664,160 
· 2022: £674,730 (+1.6% year-over-year) 
· 2023: -£1,218,850 (significant loss)
A rather significant move from a gross profit margin in operational business to a deep operating loss in 2023 shows severe problems with the hotel basic functions. This negative change in profitability is socially unwanted in the sense that it indicates that the business model of the hotel may not be viable in the face of the new market context (Vukosav et al. 2020).
[bookmark: _Toc180428433]Expense Analysis
While revenue declined dramatically in 2023, expenses did not decrease proportionally:
· From the year 2022 to 2023 there has been a decline in cost of goods sold by 56.1%, which shows that the business is in proportionate with the decline in revenue.
· Employee costs went down 30.4% and this is much less than the revenue reduction, this mean that there could be excess capacity or poor employees cost control.
· External expenses again reduced by 36.1%, which was again less than the reduction of the revenue proven that had a problem in controlling the variable cost.
· Depreciation & amortization rose by 4.3% from the prior year even with the drop in revenue indicating perhaps continuing capital expenditures or purchase of new assets.
There was a proportionately higher cut in expenses than in revenues suggesting that managing cost during a downturn was difficult for the hotel. This implies a shift in readiness concerning more flexible cost management practices and possibly structural changes to operations for the new demand environment (Gandhi et al. 2019, p.1459).
[bookmark: _Toc180428434]Liquidity and Working Capital
Current ratio: 
· 2021: 1.00 
· 2022: 0.66 
· 2023: 0.64
The current ratio will worsen steadily over the three years, and in 2022 and 2023, assuming a value below 1.0. It shows a possibility of near-term funded operations and maybe a lack of adequate cash to satisfy the financial obligations in the short run. A current ratio below 1.0 means that the hotel might face problems in meeting its short-term obligations with the help of its current assets; the main problems which may arise in such case may include the lack of cash flows necessary for daily operations (Pié Dols et al. 2019, p.99).
Working capital: 
· 2021: -£65,390 
· 2022: -£742,410 
· 2023: -£728,720
The negative numbers for working capital are evident in all the three years with a Worse situation in 2022 and 2033 Further illustrate the liquidity strain. Working capital below zero means that the hotel’s current assets are outdone by current liabilities hence the hotel can experience some challenges when it comes to meeting its short-term obligation which in one way or the other can hampers its ability to provide for its day-to-day operations (Landers, 2021).
[bookmark: _Toc180428435]Solvency and Financial Structure
Debt-to-equity ratio: 
· 2021: 3.73 
· 2022: 4.16 
· 2023: 8.11
There has also been a progressive rise in the level where a company borrows money in order to finance its activities since it has been recognized that indebtedness has become a major problem in 2023. This higher leverage has implication of raising financial risk and interest burden. The jump of 2023 also indicated that the hotel may have borrowed money to fund operating or incurred more losses in an unsustainable manner and have long-term liabilities that needed to resolve (Young, et al. 2018).
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Total asset turnover: 
· 2021: 0.41 
· 2022: 0.33 
· 2023: 0.15
A constant decline in the asset turnover ratio means the ability to generate revenues from assets is deteriorating, especially in 2023. This decline means that the returns on the hotel assets are reducing and could be the result of underutilisation of the facilities, reducing occupancy levels or poor management of the assets (Ginneken, 2019).
[bookmark: _Toc180428437]Key Reasons for Decline
[bookmark: _Toc180428438]External Economic Factors
Potential factors include:
Economic recession or slowdown: It might be that a general economic downturn has affected the standard people’s need to be traveling and visiting different hotels and restaurants.
Changes in travel patterns or restrictions: Either the COVID-19 pandemic and its consequences have ceased to affect the travel behavior, and hotel occupancy, or there are changes in their indicators.
Increased competition in the local market: Increased competition comes as new competitors enter the market or as existing competitors perhaps with better products challenge the hotel.
These external factors have been described by Vukosav et al. (2020) as very influential to the hospitality industry due to volatility in the market.
[bookmark: _Toc180428439]Operational Inefficiencies
This could include:
· The inefficient staff schedules which do not respond to daily fluctuations in business
· Lack of energy efficiency or effectiveness or having systems, which create high fixed cost.
· Lack of optimal management of inventories within the restaurant and bar industry
According to Gandhi et al. (2019), factors related to operational fitness have received significant attention in the hospitality industry; with regards to managing resources such as foods and energy.
[bookmark: _Toc180428440]Quality or Reputation Issues
Potential factors include:
· Unfavorable feedback or low ranking on the platforms used in the course of the trip
· It may lack facilities which it deems necessary to provide in comparison to the new generation structures (Ginneken, 2019).
· The fifth general cause of inconsistency is when the service delivery Institute delivers substandard service to the customers resulting to their dissatisfaction.
(Mbulu and Gunadi, 2018, p.312) argue that service quality and reputation are focal success factors for competition in the hotel industry.
[bookmark: _Toc180428441]Inadequate Cost Management
Comparing the figures of expense cuts with revenue decline one can see some troubles in successful cost containment during the downturn. This could be due to:
· This is an indication that there was inadequate implementation of effective cost control systems.
· Some of these gaps include inadequate differentiation of fixed and variable costs.
· Slow and futile adaptation to the alterations of the market place relative slowness and insignificance of adaptation of the alterations of the market place
The state of the flexible financial management in hospitality management companies is described by ( Pié Dols et al. 2019) in relation to recession periods.
[bookmark: _Toc180428442]High Fixed Costs
A high fixed cost structure is revealed by the fact that depreciation & amortisation has also gone up even as revenues have come down. This could be attributed to:
· Current additions which have added to the asset value
· Those assets that are relatively immobile in the short term and therefore may reflect long-term contracts or leases (Young et al. 2018).
· Haphazard manner in the provision of space or in the delivery of its facilities.
(Adams ,2024) observes that since demand carries a lot of risks within any given period, it might be necessary for hotels to effectively manage fixed costs to remain profitable.
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Given the severity of the financial decline, particularly in 2023, a comprehensive turnaround strategy is necessary. The strategy should focus on both revenue generation and cost management:
[bookmark: _Toc180428444]Revenue Enhancement
Pricing Strategy: To achieve the appropriate levels of inventory, it is necessary to manage dynamically the rates of the rooms according to demand and competitors’ rates. This could include:
· The efficient use of the revenue management software to enable real time changes in price.
· Designing related promotional rates for a specific period
· Using price skimming in coming up with value added packages to support the higher prices
· In this notion,( Ginneken ,2019) agree with other scholars that enhancing the overall hotel revenue, greater emphasis should be placed on the right pricing strategies.
Marketing and Promotion: Promote the hotel accommodation through advertising and public relations to market the hotel for tourists and businessmen, where ever may be the special points which are present in the hotel. Strategies could include:
· Focus on social media and influencer marketing strategies.
· Improving the appearance of the hotel’s website and its position on the search engine result page (Gandhi et al. 2019).
· Establishing loyalty programs that will make people come back for more in their consumption of the products a company is selling.
· Digital marketing is literally rising as a significant challenge in hospitality as presented by (Verma et al. 2021).
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Operational Efficiency: Perform a thorough analysis of all business activities in order to identify inefficiencies of the business process. This could include:
· Leaning up the operations of a hotel through lean management techniques
· Involving the automation of all affairs in a bid to cut the expense on labor.
· Efficient stock handling in food and beverages service businesses
Supplier Negotiations: Adjust order quantities with suppliers so as to order a large quantity at once in an effort to make new deals that may lower the cost of goods sold. This could include:
· As a result of this, there will be supplier consolidation to enhance the bargaining power.
· Optimizing transport costs in order to decrease expenses on local sourcing
· Applying Just of Time (JIT) in inventory management
· (Young et al. 2018) also acknowledge the cost control dimensions of supplier management.
[bookmark: _Toc180428446]Financial Restructuring
Debt Restructuring: Trust communicate with creditors to regularize existing obligations through extending repayment horizons or debt-swap that would enhance balance sheet. This could involve:
· Pursuing departures or modifications of covenants
· Whenever you merge two or more debts to a single and perhaps more easily tractable credit.
Some of the approaches to financial restructuring in the hospitality industry are presented in the article by (Gonsoulin ,2024).
Asset Management: Some core working capital strategies require eliminate non-core assets or have poorly performing properties to be sold to produce cash and lower some of the debt load. This could include:
· It is important to review the assets of the company.
· On sale and leaseback agreements of property
· Selling off some unassociated business organizations or departments
[bookmark: _Toc180428447]Technology Integration
Install a good Property Management System that would enhance operation and decisions. This could involve. Improve web presence and direct booking pool to better avoid over-reliance on OTAs as a distribution model. Strategies could include:
· Creating an easy to navigate and mobilized friendly website
· Using online booking page with its near margin control rates
· Adopting chatbots for real time customer responses
According to (Verma et al. 2021), the role of digital marketing in the current context of hospitality is very relevant.
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It is recommended to seek cooperation with local firms, travel agencies or event managers to organize new forms of income. This could involve:
· Pursuing packaged tourist attractions with the local destinations
· Offering accomodation to corporate clients for use more than just a few days
· Sourcing event organizers of the conferences and weddings
As mentioned by ( Nuramin et al. 2020), there is great importance of strategic partnerships in the hotel industry.
The company may start a chain or franchise with established brand and operational experience in this kind of business. This could include:
· To establish an approval rating for each franchise business, efforts have been made in evaluating potential franchise opportunities.
· Investigating management contracts with benchmarking hotel chains
· Royalty affiliation to retain independence whilst accessing the benefits of a soft brand Locator affiliation to retain independency and subsidiary benefits of being a soft brand (Young et al. 2018).
[bookmark: _Toc180428449]Implementation and Monitoring
To ensure the success of the turnaround strategy, a structured implementation and monitoring process is crucial. Some of the KPIs are; 
Financial health: This is money-related aspects that would be used in measuring performance and includes both the income and expenditure of the organisation. 
Operational performance: This is factors that relate to the normal functioning of the organization that would be used in measuring performance (Gandhi et al. 2019). 
Put in place reporting mechanism for issues such as showing performance levels and things that may require alteration. 
Establish a core team which will be Chaired by the Managing Director in charge of the implementation of the turnaround strategy. 


[bookmark: _Toc180428450]Conclusion
The City Hotel is facing severe financial challenges, primarily driven by a dramatic decline in revenue in 2023. The situation is critical, with the hotel currently operating at a loss and facing liquidity issues (Ginneken, 2019). However, with a comprehensive turnaround strategy focusing on revenue enhancement, cost management, financial restructuring, technology integration, and strategic partnerships, there is potential for recovery. The success of this turnaround will depend on the hotel's ability to adapt to changing market conditions, improve operational efficiency, and potentially restructure its financial obligations. Regular monitoring and adjustment of the strategy will be crucial as the hotel navigates through this challenging period.  
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[bookmark: _Toc180428452]Appendix: Detailed Calculations
1. Revenue Growth Rate
2021 to 2022: ((£5,307,480 - £5,248,290) / £5,248,290 )* 100 = 1.13% growth
2022 to 2023: ((£2,325,440 - £5,307,480) / £5,307,480 )* 100 = -56.18% decline
This shows a slight increase in revenue from 2021 to 2022, followed by a dramatic decline of over 56% from 2022 to 2023.
2. Operating Income and Margin
2021: Operating Income: £664,160 Operating Margin: (£664,160 / £5,248,290) * 100 = 12.66%
2022: Operating Income: £674,730 Operating Margin: (£674,730 / £5,307,480) * 100 = 12.71%
2023: Operating Income: -£1,218,850 Operating Margin: (-£1,218,850 / £2,325,440) * 100 = -52.41%
This illustrates the shift from a positive operating margin of around 12.7% in 2021 and 2022 to a significant loss in 2023.
3. Expense Analysis (2022 to 2023 change)
Cost of Goods Sold: (£176,250 - £401,510) / £401,510 * 100 = -56.10%
Employee Costs: (£1,233,160 - £1,770,700) / £1,770,700 * 100 = -30.36%
External Expenses: (£1,071,030 - £1,675,410) / £1,675,410 * 100 = -36.07%
Depreciation & Amortisation: (£661,590 - £634,030) / £634,030 * 100 = 4.35%
These calculations show that while expenses decreased, they did not decrease proportionally to the revenue decline, except for the cost of goods sold.
4. Liquidity Ratios
Current Ratio: 2021: £1,891,970 / £1,957,360 = 0.97 2022: £1,365,340 / £2,107,750 = 0.65 2023: £1,285,880 / £2,014,600 = 0.64
Working Capital: 2021: £1,891,970 - £1,957,360 = -£65,390 2022: £1,365,340 - £2,107,750 = -£742,410 2023: £1,285,880 - £2,014,600 = -£728,720
These figures show a deteriorating liquidity position, with the current ratio falling below 1 and working capital becoming increasingly negative.
5. Solvency Ratios
Debt-to-Equity Ratio: 2021: £10,684,940 / £2,256,180 = 4.74 2022: £13,338,080 / £2,583,030 = 5.16 2023: £14,243,390 / £1,410,580 = 10.10
This shows a significant increase in leverage, particularly in 2023.
6. Asset Utilization
Asset Turnover Ratio: 2021: £5,248,290 / £12,941,110 = 0.41 2022: £5,307,480 / £15,921,080 = 0.33 2023: £2,325,440 / £15,653,970 = 0.15
This indicates declining efficiency in using assets to generate revenue, especially in 2023.
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