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Financial Analysis of The City Hotel
Introduction: 
The city hotel in an urban landscape has experienced a significant challenge and decline in revenue, occupancy rates, and customer satisfaction. This report analyses the trends and patterns in the hotels' financial performance over the past three years. Some of the reasons contributing to the decline could be the COVID pandemic or increased competition. Negative customer experience can also add up to such a decline in revenue. This report will conclude with short- and long-term strategies that can lead to a stable position and help restore its brand image in the hostile industry.























Financial performance analysis of City Hotel:
1. Revenue:

	year 
	revenue £
	% Change 

	2021
	5,248,290
	nil

	2022
	5,307,480
	1.13%

	2023
	2,325,440
	-56.19%


Table 01
The hotel’s revenue has a slight increase in 2022 relative to the year 2021 from 5248290 to £5307480. It has experienced a significant drop in 2023 from £5,2,325,440 to 2.3 million which represents a decline of 56% approx. it shows that in 2023 the hotel was unable to generate its revenue due to a drop-in occupancy rates and average room rates during the year. The main dropdown in 2023 can be due to economic conditions or increased competition and the hotel does not have many efficient strategies to accommodate customer preferences. 

2. Expenses: 
Operating expenses include the cost of goods sold, employee costs, external costs, and depreciation.  Employee cost and external expenses have remained stable while other expense such as depreciation have increased relatively.
	year 
	2021(£)
	2022(£)
	2023(£)

	cost of goods sold
	-411,600
	-401,510
	-176,250

	employee cost 
	-1,724,760
	-1,770,700
	-1,233,160

	external expenses 
	-1,894,720
	-1,675,410
	-1,071,030

	depreciation
	-409,190
	-634,030
	-661,590

	tax and duties 
	-144,070
	-133,020
	-88,950

	charges to provision 
	5,960
	17,950
	-55,550

	other operating income and expense
	34,780
	-11,000
	-216,650


Table 02




Cost of goods sold: Cost of goods sold has significant decrease of 56.1% in 2023 compared to 2022. There was a slight decrease of 2.24% in 2022 compared to 2021.
	year
	% Change

	2022
	2.45%

	2023
	56.10%


Table 03
Employee costs: Employee costs have not fluctuated much in the last years. There was a 2.66% increase in 2022 compared to 2021 while in 2023 there is a decrease of 30.36% compared to 2022.
	Year 
	%change 

	2022
	2.66%

	2023
	36.07%



External expense: In this income statement's external expense have shown a slight decline. There is 11.57% decreases in 20022 compared to 2021. In 2023 there is decline of 36.07% compared t 2022.
	year 
	%change

	2022
	11.57%

	2023
	36.07%


Table 05
Tax and duties: Analysis shows a slight downfall over the last years. There is a decline of 7.67% in 2022 compared to 2021 and 33.13% in 20203 compared to  2022.
	year 
	%change 

	2022
	7.67%

	2023
	33.13%


Table 06
Depreciation and amortization: the hotel balance sheet comprehend that there is an increase in the depreciation and amortization expenses over the past years. There was a 54.95% increase in 2022 and 4.35% increase in 2023.
	year 
	%change 

	2022
	54.65%

	2023
	4.35%


Table 07

Charges to provision: 201.17% increase in 2022 has evaluated and 409.47% decrease in 2023.
	year
	%change

	2022
	201.17%

	2023
	409.47%


Table 08
Other operating income and expense: there was a 38.23% decrease in 2022 and an increase of 64.20% in 2023 which shows that there was a slight fluctuation in the year 2022 but in 2023 there was relative a relatively great increase.
	year 
	%change 

	2022
	38.23%

	2023
	64.20%


Table 09
This comprehensive analysis shows that the cost of goods sold and external expenses are reduced with the decrease in employee costs in 2023. Non-cash accounting concludes to an increase in depreciation and amortization.

















Liquidity analysis 
1. Current ratio:
The current ratio is the measure of a company’s ability to meet its short-term obligations.
	year 
	current asset
	current liabilities
	current asset ratio 

	2021
	1,891,970
	1,957,360
	0.966592758

	2022
	1,965,340
	2,107,750
	0.932435061

	2023
	1,285,880
	2,014,600
	0.638280552



table 10
This analysis shows that the city hotel has a week liquidity position and its difficult for the hotel to pay back its short-term obligations. This weak condition can be due to decreased current assets (cash, accounts receivable, and inventory) and increased current liabilities (accounts payable, short-term borrowing). this decline also can be due to operational inefficiencies. an increase in current liability can also make the liquidity to the company weak and also increase the inefficiencies whereas by increasing the current assets the hotel can easily meet its short-term obligations. 

2. Quick acid ratio
The quick ratio is the measure of a company’s liquidity by excluding the inventory from current assets as inventory is the most liquid current asset.
	year 
	current asset(£)
	current liabilities (£)
	inventory (£)
	Quick acid ratio 

	2021
	1,891,970
	1,957,360
	35,230
	1

	2022
	1,965,340
	2,107,750
	36,350
	1

	2023
	1,285,880
	2,014,600
	29,470
	1


Table 11
According to the analysis shows that the city hotel's quick asset ratio has remained constant in the previous three years. The constant quick acid ratio shows that it is adequate, limiting the financial flexibility to meet unexpected expenses. A ratio greater than 1 shows a stronger liquidity position but a constant ratio shows that the liquidity ratio is constant from the last 3 years and there is no change in inventory.  By improving its quick acid ratio, the city hotel can enhance its financial stability and reduce its vulnerability to financial distress. 



Profitability Ratio:
Profitability has relatively decreased in 2023 in the financial data. The city hotel has experienced a decline in profitability in 2023 comparatively in 2022 and 2021. The increase in expense has decreased the net growth of the hotel, which concluded that the net loss in 2023 particularly depreciation and amortization contributed to this decline. 
1. Gross profit margin: 
	year 
	Revenue(£)
	CGS(£)
	Gross profit margin 

	2021
	5,248,290
	411,600
	92%

	2022
	5,307,480
	401,510
	92%

	2023
	23,254,440
	176,250
	99%



Table 12 
The gross profit margin is a profitability ratio that shows the percentage of income remaining after subtracting the cost of goods sold. It shows the company's efficiency in generating income from its assets. The percentage of the company shows that the city hotel has significantly improved in recent years. This suggests that the hotel has become efficient in managing its cost of goods sold relative to its revenue. Some factors may be that the hotel has implemented cost-saving measures to reduce the cost of goods sold to improve its efficiency and profitability by negotiating better deals with suppliers. They can also gain financial flexibility by improving inventory management.

2. Operating profit margin:
	year
	EBIT(£)
	revenue (£)
	operating profit margin 

	2021
	664,160
	5,248,290
	13%

	2022
	674,730
	5,307,480
	13%

	2023
	-1,218,850
	23,254,440
	-5%


Table 13
The operating profit margin is a profitability ratio that shows the percentage of revenue that is left after subtracting the operating expenses. In analysis, we can observe that in 2021 and 2022 the operating profit remains the same while in 2023 there is a significant decline in the profit margin. The decline in the operating profit margin can be due to some factors including increased operating expenses (external expenses, labor costs, energy costs). Another factor is decreased revenue in 2023 and the increase in expenses and inefficient operations that reduce the overall profitability of the hotel and also lead to financial weakness of the city hotel. 



Solvency Analysis 
	year
	total debt (£)
	shareholders’ equity (£)
	debt to equity ratio 

	2021
	10,684,940
	2,256,180
	4.735854409

	2022
	13,338,050
	2,583,030
	5.16372245

	2023
	14,243,390
	1,410,580
	10.09754144


Table 14 
The debt-to-equity ratio improved slightly from 2021 to 2023. the increase in long-term lease debt and the decline in retained earnings may raise concerns about the company's long-term financial stability. This analysis shows the increase in debt financing of the hotel relative to the equity financing. This condition increases the financial risk that the company is more dependent on the debt financing to operate its operation. A lower ratio indicates that a hotel has a weak financial position, as it relies more on debt financing rather than on equity financing whereas a low ratio indicates a strong financial position. 
















The key factor for the decline: (Solnet, 2010)
· Economic factors: the major factor that can cause this decline is global economic downturns and disposable income decreases. These factors lead to lower travel and leisure spending. Another component is rising prices for rooms and other services can increase the operational cost this means that the hotel is unable to operate its operation and control its expenses efficiently. Inflation can be another reason, an increase in the prices of goods and the increase in the interest rates can increase the borrowing cost for businesses. This situation will make the hotel's existing loan difficult to pay back. (Khan, 2020)
· Competition: Increased competition from another hotel that have more reasonable prices, better accommodation, and facilities can create competitive pressure and can lead to a decline in the revenue of the hotel. New entrants and alternatives in the market can also cover a wide range of markets, this will intensify competition and make it difficult for the existing hotels to survive and earn stability. (Özdemir, 2023)
· Change in customer preferences: Consumers always prioritize more comfortable and affordable options, this leads to changes in their preferences and shifts towards a better option that can make their travel experience more affordable. this factor can lead to a decrease in the revenue of the hotel. Negative customer experience also affects customer preferences are directly affects the income of the hotel (Shoemaker, 1999)
· Operational inefficiencies: inefficiencies in the hotel operations such as high labour costs and poor management can also contribute to increased expenses and a decrease in the profitability of the hotel. (Barros, 2005)
· Pandemic impact: The decline in revenue can be due to COVID-19 which severely affected consumer behaviour and occupancy rates due to travel restrictions. (Davahli, 2020)










Turnaround strategies:
Short-term strategies: 
· Cost reduction:
Address operational inefficiencies to reduce costs including optimizing staffing levels and implementing strict budget control on external expenses. (Solnet, 2010)
· Alternative suppliers:
Implementing cost-cutting measures such as reducing extra expenses or moving to alternative suppliers.
· Launch new marketing campaigns:
Utilize social media to target local and international customers, for special events to attract specific guest segments. (Chathoth, 2006) 
· Enhance customer feedback:
Customer experience can be enhanced by training staff to improve service quality and to address concerns it is important to gather customer feedback frequently. (Whitla, 2007) 
Long-term strategies: 
· Financially restricting: 
Restricting the hotel’s debt to improve its financial flexibility and reduce interest payments. Revenue enhancement can be done by seeking partnerships or investors interested in investing in the hotel. (Christensen Hughes, 2008)
· Eco-friendly initiatives: 
Sustainability initiatives can enhance the reputation in the market towards eco-tourism markets also implement eco-friendly practices that appeal to environmentally conscious travellers. (Floričić, 2020)
· Government support program:
Government support can be explored and incentives that could provide financial relief to the hotel management.
· Seeking potential investors:
Collaborate with other businesses or investors who are willing to invest and to cross-promote 
Consider franchising to leverage external experience and resources 

Conclusion:
The comprehensive financial analysis of the city hotel states a number of challenges and opportunities and a great decline in the revenue significant instability profitability, liquidity and solvency but there is improvement in some areas such as gross profit margin and cost management. The decline in the revenue is the most alarming factor that is driven by decrease in operating income that is compensated by the factors that increase external expense and operational inefficiencies. The liquidity analysis indicates a weak financial position insured by current ratio and quick acid ratio. This concludes that the company is unable to meets its short-term obligations while the inventory remains constant. While the debt to equity suggests a growing financial risk as the company has more debt financing than the equity financing. 
The hotel can take the required initiatives to cope with such challenges to improve the financial position of the hotel. Turnaround strategy can be focused by the hotel; revenue enchantment by implementing targeted marketing campaigns and exploring new revenue streams. Another strategy can be identifying and addressing operational inefficiencies, operating expenses and negotiating better terms with suppliers. Financial restructuring can also be used to reduce debt and increase equity. Hotels can also focus on cost management and enhancing customer experience while exploring new revenue streams and partnerships for financial support. By implementing these strategies, the hotel can improve its profitability, liquidity, and solvency and this can lead to financial sustainability of the hotel.
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