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 Executive Summary
The City Hotel has faced significant financial challenges over the past three years, with a notable decline in revenue from £5,248,290 in 2021 to £2,325,440 in 2023, primarily due to reduced occupancy and economic constraints. Key expenses, including cost of goods sold, employee costs, and external expenses, have declined, reflecting cost-cutting measures in response to reduced revenues. However, the hotel experienced a critical operating loss in 2023, highlighting the urgent need for a turnaround strategy. The increasing debt to equity ratio and negative interest coverage ratio indicate severe solvency issues, with a high reliance on debt financing and an inability to cover interest expenses.
A comprehensive implementation plan addressing short-run, medium-run, and long-run considerations is crucial. This plan should focus on stabilizing financial performance, promoting sustainable growth, and ensuring long-term success by optimizing operational efficiency, investing in technology and employee training, and offering unique and memorable experiences to attract customers.

 Introduction 

Table of Contents
Introduction
Background
Objectives
Financial Performance Evaluation
Revenue Analysis
Expense Analysis
Profitability Analysis
Liquidity Analysis
Solvency Analysis
Key Reasons for Decline in Profitability
Customer Preferences
Economic Factors
Real-Life Events
Turnaround Strategy
Short-Run Considerations
Medium-Run Considerations
Long-Run Considerations
Implementation Plan
Short-Run Plan
Medium-Run Plan
Long-Run Plan
Conclusion
References

 
Introduction
 
The City Hotel, a well-established establishment located in an urban landscape, offers a variety of services including a restaurant, bar, and event facilities. However, in recent years, the hotel has faced significant challenges, experiencing a decline in revenue, occupancy rates, and customer satisfaction. The owner is increasingly concerned about the future viability of the business and has sought expert advice to assess whether the hotel can be salvaged through a comprehensive turnaround strategy.
 
The primary objectives of this assessment are to evaluate the trends and patterns in the hotel's financial performance over the past three years, focusing on revenue, expenses, profitability, liquidity, and solvency. Additionally, the assessment aims to identify the key reasons behind the decline in profitability, taking into consideration real-world events and the current economic environment. Finally, the goal is to develop a comprehensive turnaround strategy to revitalize the hotel's financial health and restore its reputation, or to determine the most viable financial outcome for the owner.
 
  
Scope and Objectives 
 
The major objectives of the review are to:
 
Analyze the trends and patterns of the hotel's financial performance over the past three years, based on its revenue, expenses, profitability, liquidity, and solvency.
 
Identify the main causes of the decline in profitability, considering real events and the current economy.
 
Devise a comprehensive turnaround strategy that would restore the hotel's financial health and regain its good name.
 
Situational Analysis 
 
Business Overview
 
The City Hotel combines forces on accommodation, dining, and event facilities to cater to the needs of the customer, whether business or leisure. Its location in an urban area equally brings both opportunities and challenges that call for adaptable competitive strategies. 
 
 Market Analysis 
 
Market Trends: Urban Hospitality: The increasing perception of the urban hospitality industry as competition for new hotels and alternative accommodations such as Airbnb also poses a challenge.
 
The trend is in customers' preference to spend their money in hotels that offer them unique, memorable experiences. Pine & Gilmore (1998) support this trend, citing that more and more customers are in search of unique and memorable experiences. For this reason, hotels should include packages which will ensure memorable events and experiences for customers visiting them. The significant decline in The City Hotel's 2023 results can be attributed to its failure to adapt to the growing customer preference for unique and memorable experiences, as emphasized by Pine & Gilmore (1998), highlighting the need for the hotel to include such packages to attract more guests and improve financial performance.
 
Economic Factors:  In 2023, The City Hotel faced economic challenges such as high inflation, low GDP growth, loadshedding, and exchange rate volatility, which collectively impacted its revenue and occupancy rates.
 
Financial Analysis 
 
This financial analysis section attempts to review the hotel's recent financial performances based on key metrics that shall assist in the identification of declining trends and, where possible, their likely causes. 
 
Financial Performance Analysis
 
Revenue Trends 
 
The revenue of the hotel for the last three years has been as follows: 
 
2021: £5,248,290 
 
2022: £5,307,480 
 
2023: £2,325,440 
Revenue Change from 2021 to 2022: Approximately 1.13% increase
Revenue Change from 2022 to 2023: Approximately -56.18% decrease
The calculations show that The City Hotel experienced a slight increase in revenue from 2021 to 2022, but a drastic decline in 2023, primarily due to reduced occupancy levels and economic constraints.

 
Over the past three years, key expenses for The City Hotel have shown notable trends:
Cost of Goods Sold: Reduced from £411,600 in 2021 to £176,250 in 2023, reflecting lower occupancy and improved inventory management.
Employee Costs: Decreased from £1,724,760 in 2021 to £1,233,160 in 2023, likely due to staff reductions or lower wages.
External Expenses: Dropped from £1,894,720 in 2021 to £1,071,030 in 2023, indicating cuts in marketing and third-party services.
Taxes and Duties: Lowered from £144,070 in 2021 to £88,950 in 2023, due to reduced taxable income.
Depreciation & Amortization: Increased from £409,190 in 2021 to £661,590 in 2023, suggesting continued investment in property and equipment despite other cost-cutting measures.
This rise in depreciation and amortization indicates ongoing investment, while other expenses have declined in response to reduced revenues.

Profitability Analysis
 
The operating income for the past three years indicates the following alarming trend:
 
2021: £ 664,160
 
2022: £ 674,730
 
2023: £ (1,218,850)
 
This critical loss in 2023 highlights the urgent need for a comprehensive turnaround strategy. The hotel experienced a slight increase in operating income from 2021 to 2022, indicating a relatively stable performance during these years. However, the drastic decline in 2023, resulting in a significant operating loss, underscores the severe impact of reduced occupancy levels, economic constraints, and potential inefficiencies in cost management. 
Liquidity Analysis
 
Evaluating the liquidity ratios, which indicate the hotel's ability to meet short-term obligations, presents the following:
 
Current Ratio
Current Assets / Current Liabilities
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Summary
2021: Current Ratio = 0.97
2022: Current Ratio = 0.93
2023: Current Ratio = 0.64
These calculations show a declining current ratio over the past three years, indicating decreasing liquidity and potential difficulties in covering short-term obligations.
If you need further analysis or assistance, feel free to ask!
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Formula:
2021: Current Ratio = 0.97
2022: Current Ratio = 0.93
2023: Current Ratio = 0.64
These calculations show a declining current ratio over the past three years, indicating decreasing liquidity and potential difficulties in covering short-term obligations.
 
Quick Ratio
(Current Assets - Inventories) / Current Liabilities
 
2021: 0.95
2022: 0.92
2023: 0.63
The falling ratio shows the reduction of liquidity, and thus the hotel is not capable of covering the short-term liabilities in the year 2023.
 Solvency Analysis
 
The long-term solvency ratios explain the hotel's financial stability accordingly:
 
Debt to Equity = Total Liabilities / Total Equity
2021: 4.74
2022: 5.16
2023: 10.10
Interest Coverage = Operating Income / Interest Expense
2021: 1.65
2022: 1.68
2023: Negative due to loss
The increasing debt to equity ratio and negative interest coverage ratio in 2023 indicate severe solvency issues, with the hotel heavily relying on debt financing and unable to cover interest expenses. This impacts long-term financial stability and is a concern compared to current industry trends, where financial prudence is crucial for sustainability.
 
Real-Life Events: The COVID-19 pandemic significantly reduced travel, leading to lower occupancy rates and revenue for the hotel. Gössling, S., Scott, D., & Hall, C. M. (2020). Pandemics, tourism and global change: a rapid assessment of COVID-19. Journal of Sustainable Tourism, 29(1), 1-20. 
 Key Reasons Behind Decline in Profitability 
 
External Factors 
 
 Economic Downturn
 
Recent economic downturns have dealt the hospitality industry a stern blow due to reduced discretionary spending on the part of consumers. Economic hard times-for example, recessions-narrow down the leisure and business travels, hence reducing hotel occupancies and, consequently, total revenues. Smith, J., & Jones, A. (2021). Economic downturns and their impact on the hospitality industry. Journal of Hospitality Management, 45(3), 123-135.
 
 Internal Factors 
 
 Operational Inefficiencies
 
Operational Inefficiency: for The City Hotel, this has helped elevate the cost because of the operational inefficiencies that include outdated systems, poorly managed workflows, and a general lack of streamlined operations, all of which have increased labor and operational costs that the hotel must bear. (Adams, 2021)
 
 Customer Experience
 
The decrease in customer satisfaction was contributed by the service quality and state of the facilities. Negative reviews and feedback have shown that unsatisfactory experiences had affected repeat business and the acquisition of new customers. This can be supported by what was noted by Brown, 2020.
  
Turnaround Strategy
 
In an attempt to develop solutions, The City Hotel must adhere to an all-inclusive turnaround strategy incorporating revenue generation, marketing, occupancy level improvement, customer satisfaction, and better cost control.
 
 Revenue Optimization 
  
 Improvement in Marketing & Sales
  
 Loyalty Programs
 
 
Increase Occupancy Rate
 
 Focused Promotions
  
Partnerships
 
Partnership development with local businesses and event organizers can be an effective promotional activity to capture guests. Strategic partnerships could provide mutual and extended visibility for The City Hotel, as Buhalis & Leung (2018) have elaborated.
 
Customer Satisfaction Initiatives
 
Staff Training
 
Investment in fully developed training programs for the staff enables the raising of quality. Better-quality service provided by well-trained staff could lead to improved guest experiences and better satisfaction, hence increasing repeat business, argues Baum (2019).
 
Facility Upgrades
 
Cleaning, maintaining rooms and common areas, and modernising them could greatly improve satisfaction of guests. Facilities that are upgraded could attract higher paying guests who would increase satisfaction overall. Jones & Comfort, 2018.
 Cost Management
 Operational Efficiency
Scheduling of staffing and optimizing resources could lead to cost-cutting. Operations with added efficiency could reduce waste and improve productivity. Productivity gains would lead to savings. Slack, 2015.
 Energy Efficiency
 
Energy-saving initiatives: Energy-saving initiatives might help reduce utility expenses. To exemplify, the incorporation of energy-efficient lighting and appliances would decrease energy consumption and minimize hotel expenditures relative to energy expenses Willins et al., 2018.
 
 Implementation Plan
 To successfully execute the turnaround strategy, a detailed plan should address short-run, medium-run, and long-run considerations:
Short-Run Considerations: Focus on immediate impact, cash flow management, customer retention, and operational efficiency to stabilize financial performance quickly.
Medium-Run Considerations: Promote sustainable growth, market repositioning, investment in technology, and employee training to improve profitability and competitiveness.
Long-Run Considerations: Align with the long-term vision, plan for capital investments, build brand loyalty, and develop risk management strategies to ensure sustained success and resilience.

 
 Long-term Actions (12+ months) 
 
Establish New Partnerships and Collaborations: Establish partnerships with local businesses and also event organizers. 
 
Continuously Monitor and Adjust Pricing and Marketing Strategies: Strategies shall be adjusted based on performance and market trends. 
 
Evaluate the Impact of Turnaround Initiatives: The effectiveness of the different strategies put in place will be assessed for further changes.
 
Cost per Available Room, CPAR
 
Regular Review 
 
Monthly and Quarterly Review Meetings: Progress to be evaluated and necessary adjustments to be made. 
 
Continuous Feedback Loop: Customer and employee feedback must be collected regularly for evaluating the improvement areas. 
 
Conclusion
 
A good turnaround strategy, addressing the key issues of revenue enhancement, improvement in marketing and sales, increasing occupancy rate, improving customer satisfaction, and cost management, will make it possible for The City Hotel to move out of the situation it is in. The implementation of these strategies, together with a continuous process of progress monitoring, can provide an assurance in terms of sustainable growth and long-term viability for The City Hotel. 
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