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Executive Summary
This report provides an analysis of The City Hotel's financial performance over the period from 2021 to 2023, revealing significant challenges in revenue generation, profitability, liquidity, and solvency. Although revenue grew slightly between 2021 and 2022, it plummeted sharply in 2023 by 56%. This downturn has placed the hotel in a precarious financial position. Contributing factors include increased debt reliance, poor cost management, and underperformance of assets.
The analysis identifies both internal and external factors influencing the decline, including economic instability, inflationary pressures, and operational inefficiencies. The report proposes a comprehensive turnaround strategy focusing on cost reduction, revenue enhancement, asset management, and debt restructuring to stabilize operations and improve financial health. These measures aim to restore the hotel's profitability and market competitiveness while building a foundation for long-term sustainability.

[bookmark: _Toc178429304][bookmark: _Toc182497352]Introduction
Financial performance in the hotel industry significantly impacts occupancy rates, average daily revenue, and operational efficiency, providing effective revenue management with profitability and cost control (Tilakasiri and Lakshan, 2021). The City Hotel, an urban settlement offering a restaurant, bar, and events, has faced substantial financial challenges in recent years. While revenue slightly increased from 2021 to 2022, the hotel experienced a sharp decline in 2023. This significant revenue drop, combined with declining occupancy rates and customer satisfaction indices, poses a critical challenge to the survival of the business. The owner sought professional assistance to address the situation.
This report analyses The City Hotel's financial performance and presents recommendations for a turnaround strategy aimed at improving its financial health and competitive position within the marketplace.
.
[bookmark: _Toc178429305][bookmark: _Toc182497353]Financial Performance Analysis
A financial performance analysis for The City Hotel for the years 2021 to 2023 shows that there are sharp changes in the Revenues, Expenses, Profitability, Liquidity, and Solvency ratios. The income statement and balance sheet data that was provided were used to generate all the financial ratios; each of the estimates is shown in the appendix.
[bookmark: _Toc178429306][bookmark: _Toc182497354]Revenue
Revenue at The City Hotel experienced a slight growth in revenue from £5,248,290 in 2021 to £5,307,480 in 2022, reflecting a modest increase of 1.13%. However, this upward trend was abruptly reversed in 2023, with revenue plummeting to £2,325,440, representing a sharp 56% decline compared to the previous year. This downturn highlights the severity of challenges faced in the most recent year, likely driven by economic pressures, market dynamics, and increased competition (Atrill and McLaney, 2021).
The drastic revenue reduction in 2023 underscores the need to address fixed cost coverage and implement strategic solutions to stabilize and enhance revenue streams. While previous years showed relative stability, the steep drop in 2023 signifies an urgent need for targeted interventions to reverse the decline.
[bookmark: _Toc178429307][bookmark: _Toc182497355]Expenses
On the cost side, the City Hotel has cut all the costs in terms of the cost of goods sold (COGS), employee costs, and expenses for external services. Still, it is not enough to recover the revenues lost. COGS declined by 57% from £411,600 in 2021 to £176,250 in 2023, while employee cost declined by 28%. This employee cost percentage of the revenue increased from 32.45% in 2021 to 53.03% in 2023 and manifested that the impact was disproportionate. External costs too decreased by 43% from 2021 to 2023. However, with these cuts, the cost structure of The City Hotel seems yet unsustainable without a parallel rise in revenue.
[bookmark: _Toc178429308][bookmark: _Toc182497356]Profitability
Profitability has declined; its operating income declined from £674,730 in 2022 to a loss of £1,218,850 in 2023. The margin of operating profit decreased from 12.71% in 2021 to -52.41% in 2023. The great decline in revenue and greater costs of depreciation and amortisation, which increased from £409,190 in 2021 to £661,590 in 2023, have severely dented profitability. Other operating expenses in 2023 increased by £205,650, which is another point through which profitability is bled dry. ROE also transformed from positive 15.51% in 2021 to negative 85.13% in 2023, which signifies that the company has faced severe losses for its shareholders.
[bookmark: _Toc178429309][bookmark: _Toc182497357]Liquidity
The liquidity position of the City Hotel has seriously deteriorated over the three years. This is especially observed in the current ratio, which has fallen from 0.97 in 2021 to 0.64 in 2023; this shows that the firm has difficulty meeting short-term obligations. Cash and cash equivalents have decreased by 60% from £740,590 recorded in 2021 to £295,510 in 2023, moving further towards worsening liquidity. Moreover, the quick ratio also declined from 0.95 to 0.62 in the period under study, which means that it is under a serious inadequacy to maintain liquid resources for the repayment of current liabilities. Such a liquidity crisis can severely constrain the operations of the hotel and heavily depend on external financing to meet its financial obligations (Jagels, 2007).
[bookmark: _Toc178429310][bookmark: _Toc182497358]Solvency
The City Hotel's solvency has drastically eroded as the debt level soared. Long-term borrowings soared to £8,290,570 in 2023 from £8,113,710 in 2021. Lease debt rose to £3,353,260 in 2023. Its debt-to-equity ratio has increased more than two times from 4.74 in 2021 to 10.10 in 2023, which portrays an increased dependency on debt funding. The rest is the interest coverage ratio that stood at 3.95 in 2021 and turned negative in 2023, meaning the hotel cannot cover its interest obligation. This excessively high debt to equity marks an extreme long-term financial risk (Tranter, 2014).
[bookmark: _Toc178429311][bookmark: _Toc182497359]Key Reasons for Decline
[bookmark: _Toc178429312]Market and Industry Factors
Impact of COVID-19 in the UK:
The UK hospitality sector has faced challenges related to the COVID-19 pandemic, including prolonged lockdowns, staff shortages, and shifts in consumer behaviour. Although domestic "staycations" provided some relief, international travel to the UK remains below pre-pandemic levels (UNWTO, 2023). Additionally, inflation and high energy costs continue to impact operational expenses and customer spending.
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Figure 1: International Tourist Arrivals
(Source: UNWTO, 2023)

Economic Instability: Fluctuations in economic status also affect the tourism industry in the sense that people are reluctant to, or cannot afford to, travel (Tilakasiriand Lakshan,2021). Given these conditions and the possible lack of a stable income, people planning to travel may postpone their plans or cancel them outright. The volatility of the economic environment means people no longer travel internationally in large numbers but go for cheaper and local options. This shift has led to low occupancy levels, such as at The City Hotel. 
Inflationary Pressures: Two issues that were identified to be on the rise within the tourism industry were inflationary pressures in terms of both operating costs and consumer expenditure (Vogel, 2021). The recent hikes in prices of foods, drinks, and other relevant services have made hotels increase their charges, posing a threat to prospective clients. Additional costs to food, utility, and wages add a burden to profitability and may lead to degradation of service delivery. With increased prices, customer expenditure goes up, but only the necessary expenditure is incurred, hence the low revenue in hotel bookings (Wild, 2018). Such an economic scenario means that hotelslike The City Hotel need to be economical and strive for ways how to cut costs to stay afloat during hard times.
[bookmark: _Toc178429313]Internal Issues
The following internal factors can be observed at The City Hotel based on the current financial year results and indicate the hotel’s problems that have led to decline in the recent past:
 Poor Cost Management: The City Hotel has been shown to have problems of cost control, especially in the area of employees. Although, total expenses including employee cost 2023 has reduced, with external expenses also lower than 2022, but revenues were slashed even deeper, suggesting that the cost containment strategies were not effective or applied too late.
 Over-Reliance on Debt Financing: The hotel has become heavily dependent on debt which is seen from the increasing debt to equity ratio from 4.74 in 2021 to 10.10 in 2023. This dependence on borrowed capital increases the financial risk and put more pressure on cash flow as revenues begin to fall (Guilding,2014).
 Underperformance of Assets: The costs of depreciation and amortisation went up from £409,190 in 2021 to £661,590 in 2023, which highlight that the assets are not generating the needed revenue for the hotel. This can be due to ageing facilities and lack of adequate funds to undertake necessary capital-intensive upgrades (Vogel, 2021).
 Ineffective Workforce Allocation: The fluctuation of the employee cost ratio from 32.85% in the year 2021 to 53.03% in the year 2023 may be an indication of poor staffing strategy or over staffing. This inefficiency not only impacts profitability but also defines the importance of the better productivity indicators.
[bookmark: _Toc178429314][bookmark: _Toc182497360]Turnaround Strategy
The City Hotel has some very strategic problems which call for the development of a proper turnaround plan. This plan will focus on four key areas: cost-cutting measures, improving revenues, utilisation of assets, and restructuring of debts. When these strategies are followed, the hotel can be able to achieve better financial returns hence the sustainability.
Cost Reduction
The cutting of expenses is the first way to improvement of the overall financial condition of The City Hotel. Minimise costs, the hotel will introduce more stringent measures for corporate cost-cutting with special emphasis on all the hotel departments. This comprises a review of all the operational cost bearing in mind the need to cut on expenses that are not require while maintaining quality service delivery (Franco, 2020).
This involves negotiating for improved prices and other related factors with the suppliers. With the retailers, food and beverage suppliers, maintenance service providers, and any other vendors, the hotel will negotiate for rebates or better payment terms. It not only helps lower the cost but also enhances the buyer-supplier relationship, and there might be more advantages overall.
Revenue Enhancement
However, The City Hotel will implement a robust revenue improvement with each hotel segment, focussing on how to raise the occupancy rate and draw in more guests, considering the current dropping revenues. First, the hotel will implement a marketing plan to raise awareness of product offerings and expand the company's market presence. This involves the use of Instagram, Facebook, Twitter, Google, and e-mail marketing to reach potential guests (Uyar, 2020). It is advised that local celebrities be enlisted to help the hotel become more well-known by drawing attention to services it offers. 
Cooperation with businesses that deal with online sales and booking services will also supplement these revenue streams. The City Hotel will connect with new customers and receive more reservations if it is included on multiple travel websites. These websites will provide discounts, which will persuade tourists to choose the City Hotel above other comparable lodging options.
Asset Management
Managing assets well is important if The City Hotel is to achieve its desired financial position. Thereafter, the possibility of divestment of such non-core assets will be considered in the hotel. The divestitures that involve selling underperforming assets or properties are useful and effective methods to produce instant cash that can then be reinvested into other more relevant activities (Franco, 2020). For The City Hotel, this includes refurbishing guest rooms, upgrading facilities, and aligning asset usage with customer needs, such as converting underutilized spaces into high-demand amenities like coworking areas. 
Debt Restructuring
Restructuring is an important factor in the turnaround plan to reduce pressure on The City Hotel financially. The hotel will study its strategies for repaying long term borrowings and lease debts with financial institutions and lenders. By participating in such discussions to negotiate for an extension of the repayment period or concessional interest rates, the hotel can minimise the monthly spread-out amount, hence, a greater cash flow (La Rosa, 2020).
[bookmark: _Toc178429315][bookmark: _Toc182497361]Conclusion
[bookmark: _Toc178429316]In conclusion, as seen in the financial analysis, the City Hotel has faced declining revenues and profitability and has also accumulated a lot of debt to reach its current state of financial vulnerability. The suggested strategic plan, which includes cost control, income generation, appropriate management of assets, and restructuring of the debt, provides a realistic way out of the crisis. The hotel can improve its financial performance through the introduction of cost control measures and breakthroughs to new customer segments. However, it relies on the circumstances that the hotel can pick the needs of the market and properly use available resources. If a turnaround strategy does not produce these changes, other actions, such as divesting or looking for a partner to take over the business, can be forced to minimise loss and for the sustenance of the asset.
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Income Statement (in GBP)

Item 2021 2022 2023

Revenue 5,248,290 5,307,480 2,325,440
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) (661,590)
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)
Operating Income 664,160 674,730 (1,218,850)
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Balance Sheet (in GBP)

2021 2022 2023
Goodwill 4,644,940 4,611,270 4,558,200
Other intangible assets 1,774,590 1,865,250 1,874,250
Property, plant and equipment 4,053,590 3,803,530 3,574,710
Right of use 4 3,100,830 3,621,810
Investments in associates 717,440 83,440 59,850
Non-current financial assets 88,470 80,970 77,190
Other non-current assets b b b
Deferred tax assets 410,110 410,450 602,040
TOTAL NON-CURRENT ASSETS 11,049,140 13,955,740 14,368,100
Inventories 35,230 36,350 29,470
Trade receivables 691,380 792,450 479,180
Current tax assets 158,730 141,310 73,490
Other receivables 215,050 236,540 291,270
Current financial assets 50,980 117,050 116,950
Cash and cash equivalents 740,590 641,620 295,510
TOTAL CURRENT ASSETS 1,891,970 1,965,340 1,285,880
TOTAL ASSETS 12,941,110 15,921,080 15,653,970
Share capital 2,620,370 2,620,370 2,620,370
Retained earnings and other reserves (801,550) (452,820) (151,050)
Net income for the year 333,930 304,650  (1,134,950)
OWNERS EQUITY 2,152,750 2,472,200 1,334,370
Non-controlling interests 103,430 110,830 76,210
TOTAL EQUITY 2,256,180 2,583,030 1,410,580
Long-term borrowings 8,113,710 7,755,840 8,290,570
Long-term lease debt g 2,844,970 3,353,260
Retirement benefit provisions 93,690 114,630 124,160
Other non-current provisions 33,670 40,650 35,930
Deferred tax liabilities 451,420 447,010 345,760
Other non-current liabilities 35,090 27,190 79,110
TOTAL NON-CURRENT LIABILITIES 8,727,580 11,230,300 12,228,780
Short-term borrowings 399,760 319,910 47,5050
Short-term lease debt b 221,810 301,220
Other current provisions 49,560 12,120 12,280
Trade payables 527,180 499,330 401,350
Current tax liabilities 44,560 69,510 21,170
Other liabilities 936,300 985,070 797,640
TOTAL CURRENT LIABILITIES 1,957,360 2,107,750 2,014,600
TOTAL LIABILITIES 10,684,940 13,338,050 14,243,390
TOTAL EQUITY AND LIABILITIES 12,941,110 15,921,080 15,653,970
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