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[bookmark: _Toc22446]Introduction
The COVID-19 pandemic has caused havoc to the hotel industry by impacting their revenue structures with a lower rate of occupancy and bookings. From the given case study on the City Hotel, it is found that the hotel is an urban establishment with bars, event facilities, and restaurants (Tsai et al., 2021). The hotel holds several entities that work independently of each other. The hotel has been experiencing a decline in its revenues, customer satisfaction rates, and room occupancy rates for the last three years. The present report aims to discuss the financial performance of the hotel in the last three years including its revenue generation, expenses, solvency, liquidity, and profitability. Also, the report discusses key reasons behind the decline in profitability and develops a comprehensive turnaround strategy so that the financial health of the hotel is revitalized.  
[bookmark: _Toc20591]Evaluation of the trends and patterns in the financial performance of the hotel over the last three Years
Trends of revenue and profitability: To evaluate the trends and patterns in the financial performance of the City Hotel over the last three years it is better to focus on the revenue, expenses, profitability, liquidity, and solvency of the hotel. A financial performance analysis can help highlight the revenue patterns and trends in the last three years. From the balance sheet as well as the revenue history provided by the case study, it is observed that there has been arp decline in the revenue generation from the year 2021 through 2022 to 2023. In the year 2022, revenue was 5.3 million pounds whereas in 2023 it decreased to 2.3 million pounds. It indicates a 56% decline through the years 2022 and 2023 that severely impacted the performance of the hotel in satisfying a large customer base. Also, it indicates that the hotel had to strive to recover its operating costs. The operating income of the hotel also reveals that there has been a dramatic shift from positive profitability, i.e., 664,160 pounds in 2021 to a net loss, i.e., 218,850 pounds in 2023. Consequently, the hotel had to withstand consistent employee costs as there were low employee turnover rates. In the last three years, employee retention costs were consistent while the operating costs increased and profitability decreased. It sharply designates poor financial performance of the firm (Yang, 2014). 
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Figure: Income Statement of the City Hotel
(Source: Case Study of City Hotel) 
Expense structure: There are several significant expenses that have impacted the financial performance of the firm massively. The costs of goods sold (COGS) were decreased in the same line as that of the declined revenues; however, other fixed costs, including depreciation costs, employee costs, and external expenses remained consistently high (Noone et al., 2017). External expenses are found to be decreased though there was a substantial burden upright at 1.1 million pounds in the year 2023. Regarding depreciation and amortization, these were increased year after year highlighting the aging of the property as well as equipment of the property, though there was a positive impact on the investments of tangible assets. 
Liquidity and solvency: From the balance sheet it is indicated that both liquidity and solvency declined over the last three years. Regarding cash and cash equivalents, it is noticed that these decreased significantly from 740,590 pounds in 2021 to 295,510 pounds in 2023. It indicates potential challenges in terms of the liquidity of the business. On the other hand, current assets have also decreased by 35% in the last three years. It reflects the shrinking of sources to cover the current liabilities. As per long-term borrowings, it is observed that long-term borrowings will increase by 500,000 pounds in the year 2023. It suggests that the hotel had to rely upon additional debt to conduct its daily operations (Ortega, 2016). Overall, from the liquidity statements, it is clear that the solvency of the hotel deteriorated while equity started to shrink from 2.6 million pounds in 2021 to 1.4 million pounds in 2023. However, total liabilities grew to 14.2 million pounds in the year 2023. 
[bookmark: _Toc22513]Identification of the key reasons behind the decline in profitability
To identify the key reasons behind the decline in profitability of the City Hotel, it is important to take into consideration real-world events as well as the current economy. Several factors have contributed to the financial difficulties of the hotel. These are external economic conditions, fixed cost structure, and operational inefficiencies. These are the primary factors that have caused decreased profit generation by the firm. 
External economic conditions: Regarding the first reason, i.e., external economic conditions, it is evident that the hotel industry had to face challenges during the COVID-19 pandemic scenario as there was a sharp decline in the number of customers in the hotel industry. The industry was heavily affected by the pandemic striking a dramatic drop in revenue generation in the year 2023. The lockdown situations as well as restrictions on visits to urban hotels were the main reasons for such drops in customer numbers. Apart from this, economic uncertainty as well as inflation were evident during the pandemic scenario. Both of these economic factors were responsible to decline in the profitability of the overall hotel business (Ivanov, 2014). While economic downturns occur due to inflation, customers usually reduce spending for unessential things; hotel booking is one such unessential spending conducted by the customers. It led to a lower rate of occupancy and bookings for the hotel rooms in the City Hotel. 
Fixed cost structure: Regarding the second reason, i.e., fixed cost structure, it is identified that despite low revenue generation, the costs of the City Hotel were fixed. The hotel rigidly followed a fixed cost structure despite lower occupancy by the customers. Although the hotel could understand that there was a hit by the pandemic and the customers would not book the hotel rooms at the previous rate; still, the hotel still maintained a fixed cost structure. The costs of the hotel, especially the employee costs as well as external costs were high restricting the ability of the hotel to quickly adjust the declined revenues. While the hotel had to withstand a low occupancy rate from the customers, it did not take a stand against the employees; it neither did layoff nor reduced salary structure of them. Although it hit the financial performance of the firm with reduced revenue generation; still, the organization remained loyal to its employees. It highlights that the City Hotel believes in keeping the employees for a long time as it understands that employees are the primary resources to reverse (from negative to positive) the financial performance of the firm in a short time. Fixed costs were also added with depreciation costs as well as lease debt (Marane et al., 2013). Depreciation costs and lease debt further strained the profitability of the firm.  
Operational inefficiencies: Regarding the third reason, i.e., Operational inefficiencies, it is found that the operating margins of the hotel significantly deteriorated given inefficient management of the costs. There was a lack of proper cost management in the hotel so the operating costs were greater than profits. Besides, the operating margin also deteriorated due to the failure to adapt to the declined revenues. Also, increased economic provisions in 2023 further reflect the growing risk of the firm for deteriorated margins. Together these factors strongly highlight that the operating costs of the hotel were inefficiently handled by the hotel management system. There were inefficiencies in handling employee costs, external costs, and declined revenue. While the hotel started to witness lower occupancy rates by the guests, it could not allocate a lower budget for employee costs and external expenses. Rather it maintained equivalent costs for each of these components resulting in declined revenue generation. This incident strongly reflects that the management system of the hotel could not predict the consequences beforehand and continued the same expenses for the employees and external costs as before (El Haddad, 2015). It strongly hit the profitability of the hotel resulting in declined revenue generation. Furthermore, while declined revenue became evident from the year 2022, the hotel could not handle such decline leading to an additional decrease in revenue generation in the year 2023. Overall, these incidents indicate a lack of control of the management system over the organisation or operational inefficiency of the firm. 
[bookmark: _Toc5065]Proposed turnaround strategy for the hotel
Given the gruesome scenario of the hotel in terms of declined revenue and profitability, it is essential to develop a comprehensive turnaround strategy to revitalise the financial health of the hotel and to restore its reputation, or in other words to restore the most viable financial outcome for the hotel owner. To revitalize the City Hotel, the comprehensive turnround strategy should focus on the financial recovery of the firm. In addition, it is important to look into the matters of cost optimization as well as operational improvements. This is mentioned below.
Revenue enhancement: To enhance revenues, the hotel needs to diversify its market. The target customer segment should be diversified in order to increase the customer base. These might include the offers of long-term corporate stays, flexible workspaces, opportunities for staycation, etc. to increase the demands of the customers for a hybrid work model. On the other hand, the hotel needs to leverage event and partnership opportunities for local businesses. It can undergo partnerships with local firms, hotels, restaurants, and bars to diversify its revenue streams. It can even undergo partnerships with digital nomads so that people can consider the City Hotel as a place for online gatherings. Apart from this, the City Hotel needs to enhance its online marketing opportunities for the customers. It can promote its online products, such as digital conference rooms, online bookings, etc. to induce online marketing among the customers (Anđelković, 2020). Also, it can promote its name through TripAdvisor or other relevant platforms so that people get to know the brand name in an extended way. 
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Figure: Diversification of revenue stream
(Source: Anđelković, 2020)
Cost optimisation: The City Hotel should understand the stringent mechanism of cost optimisation as it significantly failed to do so in the last three years. It should conduct labour cost optimisation, negotiate with suppliers, and adopt energy measures. The hotel needs to consider temporary reductions in the number of labours and replace the place with automation so that labour cost is reduced. Automation can be brought into certain operational areas, such as automated kiosks, automated check-ins, and check-outs, inventory management systems, etc. Besides, vendor contracts should be renewed by the firm to seek more viable options (Brlečić Valčić and Bagarić, 2017). Reductions in COGS as well as external expenses might help in this regard. Apart from this, the hotel needs to implement energy-efficient measures to reduce the overall utility costs as well as promote sustainability. If these measures are implemented together, the City Hotel might be able to optimize overall costs to a great extent (Ivanov and Zhechev, 2012).  
Restructuring of debt and financial management: The firm can renegotiate with the creditors for the long term to alleviate short-term pressure on the finances. It can thereby improve cash flows. Also, the firm can consider selling non-core assets, such as unused property, unused equipment, etc. to raise cash and minimize the costs of depreciation. It requires a suitable financial management system on how the firm can restructure its debt. The firm can take help from a financial analyst who is a specialist in this context. Expert opinion might help the firm to understand how it can restructure its debt either by restructuring the long-term loan amounts with the investors (creditors) or by disposing of the non-core assets whichever is beneficial for the firm. As the financial analyst is an expert in deciding the better component for debt adjustment, he can better guide the management of the hotel to take up the correct strategy (Cetin et al., 2016). 
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Figure: Restructuring Debt 
(Source: Cetin et al., 2016)
[bookmark: _Toc12823]Conclusion
Hence, from the above discussion, it can be concluded that the present report has identified the financial performance of the City Hotel in the last three years including its revenue generation, expenses, solvency, liquidity, and profitability. The hotel witnessed a 56% decline in revenue through the years 2022 and 2023 which severely impacted its performance in satisfying a large customer base. The key reasons behind such a decline in profitability include external economic conditions, fixed cost structure, and operational inefficiencies. The comprehensive turnaround strategy to revitalize the financial health of the hotel involves revenue stream diversification, cost optimisation, and restructuring of debt.  
[bookmark: _Toc18135]
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Income Statement (in GBP)

Item 2021 2022 2023

Revenue 5248290 5307,480 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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