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Executive summary 
The objective of this report is to evaluate the financial performance of the hotel for the last three years, and provide information on reasons that might have caused the hotel’s current economic status and operations-related problems, and describe the turnaround plan that could return the hotel to economic profitability and also restore his brand image in the market.
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Introduction

City Hotel is an urban city hotel offering restaurant, bar and event facilities. For the last several years, the hotel has witnessed a steep fall in revenue, occupancy, and customer satisfaction. The owner of the hotel is concerned about its future and is anxious to identify the underlying financial trends and the fundamental causes of its reduced profitability. 


Income Statement Analysis of City Hotel 2021 to 2023.
The City Hotel’s income statement shows that is operated steadily downwards from revenues in successive years while decreasing and increasing expenses and declining profitability (Dewi, Azam and Yusoff, 2019). Therefore, this section explains the important constituents and financial issues critically faced.

Revenue Decline:  Although revenues are the blood of any hospitality business, the revenues of this particular establishment declined significantly in the last three years, with a more drastic fall from 2022 (£ 5,307,480)  to 2023 (£ 2,325,440). Through the hotel reveals a slight increase from years 2021 and 2022, this drastic fall in 2023 may be a problem with the visitors or severe issues, like an economic downturn, consumer taste preferences and high competition. The decline in revenue can be attributed to various factors that include health crises, tourist pattern changes, or emerging alternative accommodation options like short-term rentals. A general decline of 56% in revenue is a very serious warning sign as this hampers the hotel’s coverage of fixed and variable costs and consequently affects profitability.

Cost of Goods Sold (COGS):  The COGS of the hotel, which covers all the costs directly related to the provision of services, decreased from £411,600 in 2021 to 176,250 in 2023. But is not a reflection of the revenue decline. Lower COGS is an indicator of cost control to a certain extent, but in this case, it remains quite high compared to the significantly reduced revenue, suggesting that the hotel is not aligned with its revenue-generating capacity. This explains why the hotel managed to control its direct cost but failed to respond quickly to the drastic fall in revenue, perhaps because of fixed contracts made with suppliers.

Employee costs: A significant item of expenditure in hospitality concerns employee costs, which in this case decreased by 2023 to £1,233,160 from previous years. However, this cut do not compensate for the very heavy revenue loss that would have been brought about.
More importantly, labour costs were a concern in the hotel business. Severe cuts in labour costs would also adversely impact the quality of service. Since service quality affects customer satisfaction, severe cuts in labour costs also affect the occupancy rate. These lower employee costs may also represent a smaller number of staff or fewer operating hours, but the cost is still very large concerning low revenues, indicating a possible requirement for more efficiencies or restructuring. 

Operating income: The operating income is quite scary since operating income had gone up to £664,160 in the years 2021 and up to £674,730 in the years 2022, but had precipitously dropped into a loss of £1,218,850 in the year 2023. From its profit level, a marked level of financial decay emanates due to lesser revenue and fixed costs, whereby the hotel could not mitigate the same proportionally. This operating loss reflects a necessity for very radical changes either to alter the income-generating activities of the hotel or the cost structure.

Depreciation and Amortisation:

The depreciation and amortisation costs have increased every year and currently stand at £ 661,590 for 2023. These are non-cash costs resulting from a gradual decrease in the value of assets therefore, they reflect of huge past investments in property and equipment. These rising costs suggest that the hotel could have been continually making capital investments over the last few years. However, if such investments did not result in increased revenue, they might be a sunk cost rather than a value-added improvement. The hotel should address the ongoing burden of depreciation, which eats into the bottom line and decreases the profitability of the hotel.

Balance Sheet Analysis (2021- 2023)

Balance Sheet numbers of City Hotel for 2021- 2023 are incredibly important to give a balanced view of assets, liabilities, and equity thus giving out the most key financial problems leading to a recent failure.

Assets

The large part of assets that constituted City Hotel’s non-current assets included goodwill, other intangible assets, property, and right-to-use assets which are non-lease. Goodwill and intangible assets stayed constant throughout the three years with marginal declines, therefore, suggesting that the brand value or the reputation of the hotel was not severely compromised by the financial downturn ( Barksdale, 2023). Property and plant have decreased gradually in value wereby property, plant and equipment decreased from £4,053,590 in 2021 to 3,574,710 in 2023. In contrast, right-of-use assets increased by a large percentage increased from £3,100,830 in 2022 to £3,621,810 in 2023. This increase likely demonstrates a greater reliance on facilities leased likely in expanding capacity or improving services with which no benefits were obtained in revenue accounts.
The category of the curent assets here sends quite a worrying trend, especially on liquidity. Cash and equivalents decreased drastically from 740,590 in 2021 down to only 295,510 in 2023. Such a significant drop can indicate that the hotel has run low on reserve cash, which might impede its ability to control short term expenses and liabilities. Other current assets are the trade receivables, which also decreased in this aspect and might be linked to low business volume, whereas the inventories and other receivable remained stable. The reduction of the total current assets means there is a liquidy squeeze that might inhibit day-to-day operations and financial flexibility.

Liabilities and Equity

Non-current liabilities are substantial and consist of mainly long-term borrowings and lease debt, both of which increased during the year. Long-term borrowings increased from £7,755,840 in the prior year to £8,290,570 during the year possibly through further debt to sustain the business or finance lease growth.

Liabilities

Current liabilities were relatively stable over the last three years. They included short-term debt and trade payables. However, low cash balances mean that, going forward, the hotel will have a problem satisfying its short-term liabilities leading to liquidity problems and disrupted operations.

Equity 

The equity position of the hotel has considerably worsened due to significant retained earnings reductions and a serious net loss of £1,134,950 incurred in 2023. Owners’ equity reduced from £2,620,370 in 2021 to £1,334,370 in 2023, thus indicating cumulative financial stress. Retained earnings reduction indicates continued financial losses that have started to degrade the net worth of the hotel. This reduction in equity could mean that the business may require further capital injection or reorganisation to restore financial stability.
 

Possible Causes for Decline 

City Hotel’s recent performance downturn must be due to a synergistic combination of external factors affecting revenue and costs coupled with internal challenges in terms of maintaining profitability.

Economic conditions: Economic slowdowns along with inflation negatively affect people’s spending capacity, specifically in discretionary spending such as travel and hospitality. As a result of such downsizing, they might start reducing vacation or business travel to the cities, which reflects downtrends in hotel occupancy coupled with reduced earnings( World Bank, 2019). With inflation, it also adds a cost factor because the same goods and services become more expensive. Therefore it increases operational costs such as utilities, food and amenities. In this case, the profit margin ar compressed, mainly if revenue is flat or even decreases.

Competitive Landscape: City Hotel has faced competition from new market entrants or expanded hotel products offered by existing brands (Li and Srinivasan, 2019). The entrants are most likely to attract consumers to the newer, sleeker, places, and the new or enhanced offers from current brand hotels. This reduces their capacity to retain guests’ loyalty or to acquire new clients, therefore they would struggle to retain premium rates to maintain their high occupancy and revenue level. 

Operational Inefficiencies: There have been high fixed cost-mainly on lease and staff costs. The employee cost is high for City Hotel. While reduced in 2023, it’s a figure way above the revenue decreased. Also, fixed cost such as lease debt go up while that is leased to you and you keep a percentage of the investment or have your returns diminished ……… Another is that the cost structure of the hotel is not flexible, and even with revenue drops, these fix cost do not go away, increasing the effect of lower occupancy.
Changes in Consumer Preference: Further, changes in consumer preference could reduce demand. Visitors increasingly seek lifestyle experiences, sustainability, and wellness-related experiences …… Some of these trends are incompatible with what City Hotel has offered so far, and unless the hotel responds to such demands, it risks being irrelevant and failing to capture the new traveller.
Thus, the financial problems of City Hotel are likely the consequence of unfavourable economic conditions, increased competition, a highly rigid cost structure, and a lack of response, to changing customers’ preferences. Strategic adjustment shall be required to recapture profitability and competitiveness again.


Turnaround Strategy Suggestions

To revitalise City Hotels’ financial health, it should adopt a multi-pronged approach that includes cost management, revenue enhancement, service quality, and debt restructuring.

Cost Optimisation: Balancing cash flow would mean reviewing the operation expenses to identify areas of savings without reducing the quality of service. Negotiation with suppliers for most of the high-cost items, including utilities, food and amenities will reduce variable costs…….. Labour could be streamlined by ensuring that the shift schedules align with occupancy levels to cut payroll expenses without sacrificing the quality of service.
Revenue Generation: Revenue increase is necessary for recovery. City Hotel can attract more guests by offering targeted promotions, seasonal packages, and discounts during of peak times. ……. It can also update the marketing strategy to attract new customer segments such as business travellers, tourists seeking unique experiences, or digital nomads. Online travel agencies and social media can also contribute to visibility. Partnering with local businesses may also attract guests with exclusive deals on events or dialling experiences.

Improving Service and Differentiation: City Hotel has to regain its loyalty through service improvement and differentiation for repeated business. The addition of newly upgraded facilities properly maintained would improve the guest experience ……. Investment in technology such as self-check-in kiosks or digital concierge services helps to smoothen and streamline the operations. It can help position the restaurant and bar of the hotel to be an experience. One can experience themed events, local culinary experiences, and seasonal menus to attract local patrons in addition to attracting guests to the restaurant. These are improvements that make City Hotel stand out and preferred.

Debt Management: The servicing costs of the debt are a huge financial burden for City Hotel, given the increase in the lease debt. Refinancing or restructuring existing debts can help reduce interest rates or extend repayment periods to ease short-term cash pressures …… The company may be able to negotiate better terms with lenders or explore government-backed financing options to decrease debt burdens and free up capital for strategic investments.
In summary, City Hotel can be in a better financial situation through selective cost-cutting strategies that increase revenue generation and further enhance the guest experience by restructuring debt. This set of moves would correct the immediate problem and give good ground for long-term survival.

Conclusion 

The recent financial performance of City Hotel is alarming, with decreasing revenues, increasing fixed costs, and decreased liquidity, threatening its long-term sustainability. The problems can be addressed through a strategic turnaround plan that focuses on cost optimisation, revenue growth and debt management to make the hotel financially healthy again. Improving customer-centric offerings and differentiating its services will help. City Hotel repositioned itself as a favoured destination for urban travellers. Having an emphasis on operational efficiency and customer satisfaction would give the hotel stability as well as profitability in such an ever-changing hospitality environment.
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