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[bookmark: _Toc188374593]1. Introduction
City Hotel was once an active business enterprise in an urban setting. Recently, the firm has been confronted with a reduction in revenue and occupancy rates; customer satisfaction also declined. Therefore, the owner is concerned that the business will not be sustainable and has commissioned an expert analysis of the hotel's financial performance to develop a complete turnaround strategy. This report will attempt to analyse the financial trends of the last three years, identify key reasons for the decline in profitability, and provide actionable recommendations to restore financial health and enhance the reputation of the hotel.
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A thorough analysis of the financial performance of The City Hotel for the past three years reveals significant issues with revenue generation, cost management, profitability, liquidity, and solvency.
2.1 Revenue and Profitability Trends
The hotel's revenue has dramatically decreased, by 55.7%, from £5,248,290 in 2021 to £2,325,440 in 2023. Although the revenue was marginally higher in 2022 at £5,307,480, the significant drop in 2023 suggests that issues are ongoing. Operating income also followed this pattern, decreasing from £664,160 in 2021 to a significant loss of £1,218,850 in 2023.
Some of the main reasons for the decrease in profitability are:
· Increased Depreciation and Amortisation Costs: These increased dramatically from £409,190 in 2021 to £661,590 in 2023, which put even more pressure on operating income.
· High Employee Costs: These decreased marginally in 2023 but remained significantly too high as a percentage of revenue, standing at 53% of revenue in 2021 and 2022 and increasing to 53.1% in 2023 due to the revenue decline.
· External Costs: Increasing external costs (£1,071,030 in 2023) added to the revenue issues, pointing out inefficiencies in cost management.
2.2 Cost Analysis
· Cost of Goods Sold (COGS): COGS moved in tandem with revenue, indicating no inefficiency indirect costs (Esangbedo and Adeyemi, 2023).
· Employee Costs: Being the highest cost, employee costs need to be managed strategically to keep pace with revenue performance.
· External Costs: These costs decreased in absolute terms, but their percentage of revenue increased, which necessitates more stringent controls and cost efficiency.
2.3 Liquidity and Solvency
The liquidity of the City Hotel has declined dramatically over the reporting period:

Cash and Cash Equivalents: These have decreased from £740,590 in 2021 to £295,510 in 2023, which shows lower short-term liquidity.
Current Liabilities: At £2,014,600 in 2023, they put extra pressure on working capital management.
The solvency metrics are going up, thereby showing increased financial risk:
Long Term Borrowings: This has gone up from £8,113,710 in 2021 to £8,290,570 in 2023, meaning more reliance on debt financing
Lease Debt: The increasing lease liabilities have added more pressure on finances.
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City Hotel's financial performance has been plummeting sharply over the last few years. These are mainly internal and external reasons that are underway. To devise a strategic plan to solve the problems and return the business to profitability will necessitate finding out these main causes (Wei, 2024).
3.1 External Events Impact
The COVID-19 pandemic was one of the major factors that caused the hotel's financial decline. The pandemic badly affected the hospitality industry, causing a significant drop in occupancy rates and cancellations of bookings in the hotel industry. The lockdown, social distancing measures, and international border closures resulted in plummeting demand for hotel accommodations. Even though the hotel tried to bounce back in 2022, the impact of the pandemic remained, and hence the financial problems persisted for a longer period.
Besides the pandemic, other significant external factors have been in the broader economic environment. Rising interest rates have added to increased inflationary pressures affecting the hotel operations. Inflation increased the prices of goods and services, whereas rising interest rates affected the costs of borrowing. The effects resulted in increased cost of operations as well as diminished discretionary spending on the part of potential customers with reduced revenue streams.


3.2 Ineffective Cost Management
With revenues declining, cost control was becoming a big concern for the hotel. Though revenue was down, expenses did not reduce proportionally; hence, inefficiencies were emerging in the management of costs. The biggest two costs of the hotel—wages and outside expenses—would not come down even as the revenues were plummeting (Taylor and Ömer, 2020).
Employee costs were more than half of the hotel's costs, and efforts to reduce staff in 2023 did not make the remaining costs proportionate to the revenue base. The high fixed labour costs combined with underutilised capacity only increased losses. Furthermore, external expenses, including maintenance, utilities, and outsourced services, remained high and further added to financial pressure. High fixed costs along with underutilised facilities, gave an environment that minor revenue declines leading to even amplified negative financial implications (Ibn-Mohammed et al., 2021). The failure of the hotel to respond immediately to the environmental change and hence expenses proportionate with the diminishing revenues was another fundamental reason that it continued facing its financial distress.
3.3 Diminishing Customer Satisfaction
Yet another critical issue which has significantly affected the deteriorating performance is customer satisfaction has gone down. The last few years have witnessed the hotel facing severe criticism from customers regarding operational lapses, including archaic facilities, poor service quality, and a lack of innovation. Customers complained that the hotel's infrastructure was in disrepair, with old rooms, inadequate amenities, and an overall feeling that the hotel had not kept up with industry standards. This led to the lowest occupancy rates because visitors never wanted to go back again and the hotel couldn't attract a lot of customers (Pradeep, Vadakepat, and Rajasenan, 2020).
Aside from its failure about physical property, The City Hotel has some customer service failures that put their brand under suspicion. Customer satisfaction is key to survival in this fast-growing hospitality market. Its failure in exceeding customers' expectations, including its reduced rate of return clients and deprecation of its reputation, gave them problems.


3.4 Unsuccessfully Designed Marketing Models
Another weak aspect in City Hotel has to do with unsuccessful changes according to modern trends about marketing models. The hotel’s marketing strategies have been outdated, and it has failed to leverage modern marketing tools such as social media and digital platforms effectively (Alon et al., 2020). Traditional marketing methods, which the hotel relied on for many years, no longer resonate with today’s tech-savvy consumers. The younger demographics rely heavily on digital channels for travel decisions, and the hotel's inactivity online or its inability to have interesting digital campaigns left it at a competitive disadvantage.
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Considering the challenges identified above, a holistic turnaround strategy is required to revive The City Hotel to profitability. The strategy will be centered on financial restructuring, operational improvements, marketing and branding efforts, and revenue diversification.
4.1 Financial Restructuring
To address the financial concerns, The City Hotel needs to start with a financial restructuring plan targeted at reducing the debt burden and improving liquidity.
· Debt Restructuring: This involves engaging creditors to restructure long-term borrowings and lease obligations. Some of the forms of restructuring might include negotiating an extended repayment schedule, interest reduction, or in some cases, debt forgiveness on certain aspects (Brunnermeier and Krishnamurthy, 2020).
· Optimise working capital: An improvement in the management of cash flow will be crucial. There is a need to streamline its receivables process, negotiate payment terms with suppliers, and manage working capital more effectively for the hotel not to face a liquidity crisis.
· Cost Control: The hotel needs to undertake focused cost-cutting initiatives to eliminate wasteful expenditure. The outsourcing of non-core functions, like housekeeping and security, can help cut employee costs. Further, switching to energy-efficient technologies would reduce utility costs.


4.2 Operational Enhancements
Operational efficiency and service quality are key factors in reviving the reputation of the hotel and enhancing customer satisfaction.
· Revamp Service Quality: Training programs for staff to improve customer service and guest experience should be the first priority. Focus on communication, responsiveness, and problem-solving skills to rebuild customer trust and loyalty (Mmutle and Shonhe, 2017).
· Upgraded Facilities: One of the primary budget allocations is for necessary upgrading, including renovated rooms, integration of smart technologies, and greener features in the hotel. A modernised facility will not only enhance guest experience but make the hotel better positioned in a competitive market.
· Room Pricing Optimisation: Implementation of dynamic pricing models will lead to maximised revenue per available room (RevPAR) based on demand, seasonal trends, and other adjustments in room rate (Al-Shakhsheer et al., 2017).
4.3 Marketing and Branding
The hotel should re-design its marketing approach in order to reclaim its position in the market.
· Digital Marketing: This will help it attract high tech travellers with several digital campaigns, travel website partnerships, etc. Using specific ads on websites like Instagram, Facebook, Google will increase the brand's recognition, and will book more reservations.
· Collaborations: Collaborating with local businesses, tourism boards, and event planners will market the hotel as an ideal venue for events and stays.
· Loyalty Programs: Implementing a customer loyalty program would encourage customers to return, hence creating lasting relationships.
4.4 Revenue Diversification
The hotel should diversify its revenue through other streams as this will give it less reliance on the same room bookings revenue.
· Event Hosting: The hotel would attract corporate customers by offering conferences and events for weddings and other social gatherings.
· Restaurant Revamp: The hotel's restaurant could be refurbished to be centred on local cuisines and differentiated dining experiences; this would appeal to non-staying customers as well as passersby (Ntlabathi, 2023). 
· Experiential Packages: Themed travel experiences such as wellness retreats and guided tours will enable the guests to have a different offering, hence causing them to stay for longer periods, thus bringing about higher revenue.
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A phased approach is recommended:
Phase 1: Immediate (0-3 months)
· Renegotiate debt and lease agreements.
· Launch cost-cutting initiatives.
· Begin digital marketing campaigns.
Phase 2: Short-term (3-12 months)
· Renovate key facilities.
· Implement dynamic pricing strategies.
· Launch loyalty programs.
Phase 3: Long-term (1-3 years)
· Develop partnerships and experiential packages.
· Monitor financial performance and adjust strategies as needed.
· Expand marketing reach.
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The projected results of the turnaround strategy are promising and indicate a positive direction towards financial reaping by The City Hotel. The main objective is to realise revenue growth of 15% on an annual basis during the third succeeding years. The means of increasing revenue ranges from improved occupancy, proper room pricing, and effective marketing into acquiring both new and repeat customers.
Operating margins for the hotel are expected to improve through cost reduction and increased operational efficiency. Cost-cutting measures, such as outsourcing non-core functions and shifting to energy-efficient technologies, can reduce fixed costs for the hotel. The improved quality of service and facilities will also contribute to increasing margins since guests will pay premium rates for an upgraded experience.
The cash flow and liquidity of the hotel are expected to experience significant improvement. Working capital is streamlined, and cash flow management is optimised with a reduction in unnecessary expenses to free up cash for reinvestment into the business. This improved liquidity will allow the hotel to reinvest in further renovations, marketing, and staff development, thus fuelling continued growth and long-term stability.
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While the turnaround strategy promises exciting results, several risks need to be mitigated for its successful implementation:
7.1 Risks
· Continued Economic Recession: If the economic downturn continues with low consumer spending, high inflation, or increasing interest rates, it could adversely affect the demand for hotel services, especially in the luxury segment.
· Resistance to Change: Staff and management may resist changes needed to initiate the turnaround strategy, especially in the event that the strategy would require a full-scale restructuring and new ways of doing business (Rigby, Elk, and Berez, 2020).
· Implementation Delays: The failure of the hotel to implement critical programs, such as facility renovations or marketing efforts, within the estimated time could reduce the hotel's chances of revival within the intended period.
7.2 Countermeasures
A proactive attitude is required for these risks.
· Continuous Monitoring: The strategy will be continuously reviewed, and changes will be made based on changing market conditions so that it will remain relevant and effective.
· Employee Involvement: The resistance to change will be minimised, and the employees will develop a sense of ownership and commitment to the turnaround strategy by making clear communication about the goals and benefits of the turnaround strategy and involving them in the process.
· Contingency Planning: A comprehensive contingency plan will be developed to address unforeseen challenges, including budget overruns, delays in renovations, or unexpected shifts in demand.
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[bookmark: _Toc188374600]8. Conclusion
The City Hotel has many challenges to overcome, but with a good turnaround strategy, it will regain its financial health and regain its competitive edge. With a focus on cost optimisation, improvement in service quality, and innovative marketing strategies, the hotel can become a leader in the hospitality sector. Adaptability, collaboration, and a commitment to excellence will ensure the long-term success and stability of the hotel.
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