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[bookmark: _vtnp8l9s6sek]Introduction 
The City Hotel is an established hotel that offers multiple services like restaurant, bar, and event management. Over the past few years, the hotel has faced several operational and financial challenges. Once, it used to be a successful business, but now it has faced rapid decline rates in critical performance areas like occupancy rates, customer satisfaction, and revenue. This eroded performance raises some severe concerns regarding the hotel’s long-term viability and prompts the owner to get expert advice on whether the business can be salvaged or not.

This report analyzes the financial performance of the City Hotel during 2021-2023. The critical metrics that are evaluated during this analysis include revenue, profitability, and solvency. It also scrutinizes external factors like the economic conditions and real-world events like the pandemic that contributed towards the hotel’s financial decline (Safaeva et al., 2020). Estimating the scope of findings, a comprehensive turnaround strategy has also been proposed, aiming at restoring the business’s eroded reputation and determining the most suitable financial plan for it. Overall, the analysis will highlight the key issues and unidentified opportunities that can improve the hotel’s financial and operational standing.
[bookmark: _n1ooyl5zcl32]Financial Performance Analysis 
Analyzing the Income Statement and the Balance Sheet, it is evident that The City Hotel has faced a sharp decline in revenues, deteriorating profitability, and hiked costs during the past three years (2021-2023). In a comprehensive analysis of the hotel’s economic standing, the following challenges have been highlighted and must be addressed in order to restore the hotel’s operational and financial health.

1. [bookmark: _3419iafpatb1]Revenue Decline
The City Hotel’s revenue immensely declined between 2021 and 2023. At the start of 2021, the business's revenue was £5,248,290, with a slight increase to £5,307,480 in 2022. A tad increase in revenue showed that the hotel did not perform well. However, 2023 marked the period with a significant decline, when the revenue dropped to £2,325,440- a decrease of over 50% compared to the last year. This drop can be linked to several external factors, like the impact of the COVID-19 pandemic and inflationary pressure. The steep revenue decline is quite concerning as it notably impacted the hotel’s ability to cover operational costs and maintain profitability.

2. [bookmark: _aq730kn549f]Cost Structure Analysis
Inflation has soared over the past few years, ultimately adding to the hotel’s operational costs. This hiked cost structure has further deteriorated the hotel’s declining revenue. In 2023, the revenue fell drastically while the cost categories remained relatively high, which worsened the financial strain.

a. [bookmark: _bdc7wyq1fsx7]Cost of Goods Sold (COGS): 
 The City Hotel’s COGS declined progressively from £411,600 in 2021 to £176,250 in 2023, corresponding to the reduced revenue. Over time, the declined CGOS could not keep pace with the decreasing revenue, implying significant inefficiencies in cost management and operational efficiency. 
b. [bookmark: _l72tb6p8r7sz]Employee Costs 
Employee costs comprise a significant portion of the hotel’s expenses. These costs remained relatively stable between 2021 and 2022, ranging from £1,724,760 to £1,770,700. But in 2023, they notably declined to £1,233,160. The reduction in employee costs depicts staffing adjustments to keep the salary levels aligned with lower revenues. However, determining the stats, it is evident that these costs remain a significant expense with respect to the declining income. These soaring labor costs can be a consequence of minimum wage regulations and retention strategies, which remain a challenge for improving the profitability margin (Sturman, Ukhov and Park, 2016).
c. [bookmark: _haxc7ukol9jb]External Expenses
The City Hotel’s external expenses, i.e., utilities, maintenance, and outsourced services, followed a similar declining pattern, decreasing from £1,894,720 in 2021 to £1,071,030 in 2023. Though these expenses have been significantly reduced, they still consume a notable portion of the hotel’s revenue, particularly in 2023, when the ratio is too low. This imbalance between income and external expenses has highlighted several inefficiencies in cost management (Roy, 2011).
3. [bookmark: _7wr2tgaxzr35]Profitability
The operational income depicts the declining profitability ratio of the hotel. The City Hotel’s operating income in 2021 was £664,160, which minutely improved to £674,730 in 2022 with a slight improvement in the revenue. However, 2023 proved to be a reversal year when the hotel reported an operating loss of over £1,218,850. This loss implies the hotel’s inability to control operational costs in response to the revenue decline effectively. This loss can be explained by the following factors; 

	Fixed Costs
	Lease agreements, long-term contracts, and utilities are difficult to adjust in the short term (Pajrok, 2014).

	Market Conditions
	Economic downturn in tourism, inflation, and increased competition may lead to a decline in occupancy and event bookings. This leads to a reduced ability to produce revenue (Kasim et al., 2018).

	Management Inefficiencies
	Operational and managerial inefficiencies that obstruct the hotel’s ability to respond swiftly to the market conditions (Alemayehu, Tveteras and Kumbhakar, 2021).




4. [bookmark: _qucrgkl83re6]Balance Sheet Review
The City Hotel’s balance sheet from 2021 to 2023 provides critical insight into the hotel’s liquidity, solvency, and financial stability.

a. [bookmark: _q1mnhsa34gk3]Total Assets
The hotel’s assets significantly grew from £12,941 in 2021 to £15,653,970 in 2023. This implied a rise in the non-current assets such as property, plant, and equipment. There was also an increase in intangible assets, particularly goodwill, implying significant brand value and technology investments. However, the current assets, especially inventories, trade receivables, and cash, have declined significantly, indicating severe liquidity concerns.
b. [bookmark: _5a8sx6j6oll]Total Liabilities 
The total liabilities have also increased from £10,684,940 in 2021 to £14,243,390 in 2023. Short-term and long-term loans and borrowings sparked a rise in liabilities. The hotel’s overgrowing debts have become a notable concern, as the increasing liabilities have outpaced the asset growth and worsened the business’s financial position.
c. [bookmark: _ra4q1i8h5wn5]Equity
During this period of financial turmoil, the equity also dropped from £2,472,200 in 2022 to £1,334,370 in 2023, implying a net loss. The equity erosion indicates that the hotel’s financial health has deteriorated and underscores the urgency to address these economic challenges.
5. [bookmark: _56ib0ms9z5a6]Liquidity and Solvency
Liquidity is a crucial economic factor for any business. But, during the past three years, The City Hotel’s liquidity has been severely impacted due to financial strains. While the company’s current assets continued to decline, its liabilities and short-term borrowings have increased gradually. This imbalance is evident through the cash reductions and equivalents, which were £740,590 in 2021 but rose to £295,510 in 2023. The declining ratio at the moment is alarming, making it imperative for the hotel to accommodate the operational expenses and debt obligations quickly.

Similarly, when analyzing the solvency, the debt levels of the hotel correspond to its assets, implying financial instability. The soaring long-term borrowings and decreased net income have also signified the challenges the hotel faces in order to maintain its solvency and debt obligations.
[bookmark: _6707ltafd7mr]Reasons Behind Decline in Profitability
The profitability of the City Hotel during the past three years can be related to several factors. These include internal operational inefficiencies, managerial problems, and external economic challenges. 
1. [bookmark: _qjgwhks2m90y]Market Conditions & Revenue Decline 
The City Hotel’s profits declined by a whopping 50% between 2022 to 2023, leading to an eventual drop in revenue. The factors responsible for this decline are caused by the broader market conditions highlighted in the following table; 

	Economic Downturn
	Inflation, High Interest Rates, and the Global Recession impacted consumer spending on non-essential services like hospitality and tourism (Redjeki, 2021).

	Pandemic Aftershocks
	Event Cancellations, Travel Restrictions, and General Consumer Fear after the pandemic (Gupta, 2024). 

	Increased Competition
	The hotel industry can be highly competitive in urban areas. Similarly, the rise of budget hotels and new entrants like Airbnb may have drawn away consumers, leading to declined occupancy and revenue (Pavluik, 2022).



2. [bookmark: _lcqvzqj9l891]High Fixed Operational Costs
Though the hotel’s revenue declined in 2023, its fixed operational costs remained relatively high, which ultimately eroded the business’s profitability further. These costs include employee expenses, external services, and depreciation. While the employee costs were reduced in 2023, they remained high compared to the revenue, This implies the hotel’s rigid labor contracts and inability to downsize during periods of low occupancy. These high labor costs with decreased revenues ultimately impacted the business’s profitability margins. Similarly, the costs related to outsourcing services and operational expenses did not decrease with revenue. Though the company tried to reduce these costs, they still represented a significant proportion of the hotel’s operational costs, further impacting its revenue.
3. [bookmark: _2xs13txqusqb]Debt and Interest Burden
The hotel has a high debt burden ratio, implied by an increase in long-term borrowings, contributing to a decline in profitability. The hotel’s growing reliance on external financing for operational liquidity and capital investments added significantly to its interest obligations. As the revenues declined, servicing the debts became notably difficult, further straining the profitability (Nunes and Serrasqueiro, 2015).
4. [bookmark: _ur4gfbdsd6pq]Ineffective Cost Control Measures
After the revenue decline, the hotel made significant efforts to reduce the operational costs. However, these reductions were insufficient to keep up with revenue decline. The meager cost decline, particularly related to employee expenses and external services, implies that the cost-control measures were ineffective. The ineffective operational measures, primarily due to slow decision-making and poor management, further exacerbated the hotel’s financial standing.
[bookmark: _32vexvs2fwjn]Turnaround Strategies
1. [bookmark: _kynq08r0rwxy]Market Positioning and Diversification 
The City Hotel can reverse the revenue decline by expanding its target demographic and service offerings. In this regard, the hotel will have to target new customer segments, like business travellers, digital nomads, and paying guests. Implementing flexible booking options and promotions aimed at business events will bring ample revenue to the hotel. The City Hotel should leverage digital marketing techniques with the help of social media platforms, as it will boost its visibility among the new demographics (De Pelsmacker, van Tilburg and Holthof, 2018). 

The hotel can also spark its revenue streams with new ventures (co-working spaces, wellness centres, and exclusive dining settings). Such initiatives will attract more customers, diversifying the business reach and adding to the profitability. Moreover, it has become imperative for the hotel to adopt a flexible pricing model, which proffers discounts during off-peak seasons and charges higher rates during holidays and busy periods. Such strategies can be enhanced with the help of data-driven analytics that will optimize pricing after forecasting the demands.
2. [bookmark: _azcikmh3ynh5]Cost Efficiency and Operational Improvements
During this period of revenue decline, the hotel needs to reduce costs without compromising the service quality so that the profitability remains preserved. To do so, the business should switch to workforce optimization, which involves reducing the staff levels and transitioning to more flexible and part-time contracts that align the employee costs with the fluctuating demands (Nikolskaya et al., 2018). The staff can be made more versatile with the help of cross-training programs that will enable the hotel to maintain its quality while cutting down on payroll expenses. Similarly, the hotel should consider outsourcing functions such as cleaning, IT support, and maintenance, which will ultimately reduce its operational costs. Another thing that the hotel can do to reduce its operational costs is to lower the utility costs with the help of energy-saving technologies like LED lighting and smart thermostats (Chen et al., 2018).
3. [bookmark: _b1s4t0bi6j9o]Financial Stability Through Debt Reduction
Given the hotel’s high debt burden, reducing the long-term borrowings is crucial for the financial recovery. In this regard, the hotel should negotiate with the creditors to reduce its debt, extend the repayment terms, or decrease the interest rate. This will reduce the business’s monthly obligations and liberate the cash flow for operational needs. However, if debt restructuring is inefficient, then the hotel can switch to new financing options, such as equity investments and government-backed loans, that can improve the hotel’s financial liquidity (Mueller, 2021).
[bookmark: _fi7t36wlbqy3]Conclusion
The City Hotel’s financial decline is consequential of both internal inefficiencies and external economic challenges. Adopting an efficient turnaround strategy is crucial to restore the hotel’s profitability. This could involve diversifying the revenue streams, expanding the target demographics, and implementing data-driven pricing. Cost efficiency also needs to be improved through workforce optimization, energy-saving measures, and outsourcing functional services. Restructuring the hotel’s debt ratio will also enhance its financial stability. With the effective implementation of these steps, the hotel can recover its financial standing, rebuild its brand image, and grow sustainably in a highly saturated and competitive hospitality industry.
[bookmark: _l77q16j1zy60]References
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