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[bookmark: _Toc182346153]Introduction
This report involves in preparing and analysing three-year financial statements of The City Hotel with references to revenue, expense, profit and loss, and working capital. The report also evaluates main financial ratios, including operating income volatility, assets and liabilities, and key profitability issues to understand the financial performance of The City Hotel. The effects of external economics on the hotel are also analysed in the report together with the threats of increasing operation costs and stiff competition in the market. furthermore, some recommendations are made for change including cost control measures, customer relations management and organizational financial restructuring for profitability and sustainability at The City Hotel. 

[bookmark: _Toc182346154]Question 1
[bookmark: _Toc182346155]1.1 Evaluate the trends and patterns in the hotel’s financial performance over the past three years, focusing on revenue, expenses, profitability, liquidity, and solvency.
[bookmark: _Toc182346156]Financial Performance Overview
a) Income Statement Analysis
The table below summarizes the financial performance of its hotel for 2021, 2022 and 2023 over the last three years.
	[bookmark: _Hlk182344019]Item
	2021 (£)
	2022 (£)
	2023 (£)

	Revenue
	5,248,290
	5,307,480
	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
	(144,070)
	(133,020)
	(88,950)

	Depreciation & Amortisation
	(409,190)
	(634,030)
	(661,590)

	Charges to Provisions
	5,960
	17,950
	(55,550)

	Other Operating Income and Expenses
	(40,520)
	(25,030)
	(41,100)

	Other Operating Income
	34,780
	(11,000)
	(216,650)

	Operating Income
	664,160
	674,730
	(1,218,850)


Analysis:
Revenue:
The revenues of The City Hotel increased slightly from £5,248,290in 2021 to £5,307,480 in 2022 (1.13% change). It has however reduced tremendously to £2,325,440 in 2023, a decrease of 56.19 percent. This outcomes showed that The City Hotel has facing reduction of business activities and the hotel need to make a strategic shift to restore the firm’s fluctuating revenue.
Expenses:
The COGS for The City Hotel was reduced by 2.45% in 2022 compare to 2021. However, in 2023, the COGS further reduced by 56.11%, demonstrating that the hotel is cutting down its costs of goods sold that increase its revenues and income level (Haddadin, 2023).
Operating Income:
Operating income has positive trend in the first two years but suddenly turned negative in 2023, meaning that cost is more than revenue. The City hotel property saw operating income fall from a £664,160 profit in 2021 to a £1,218,850 loss last year. The drop has been the result of a number of different aspects such as political unrest, economic crisis and stiffs trade policies. However, The City Hotel has to make investment in marketing for better promotion, ensures quality services and cutdown of expenses to increase its operating income. 
b) Balance Sheet Analysis
Below is a summary of the hotel balance sheet 2021 & 2023
	Item
	2021 (£)
	2022 (£)
	2023 (£)

	Total Non-Current Assets
	11,049,140
	13,955,740
	14,368,100

	Total Current Assets
	1,891,970
	1,965,340
	1,285,880

	Total Assets
	12,941,110
	15,921,080
	15,653,970

	Total Equity
	2,256,180
	2,583,030
	1,410,580

	Total Liabilities
	10,684,940
	13,338,050
	14,243,390


Analysis:
Assets:
The total assets rose from £12,941,110 in 2021 to £15,921,080 in 2022 however fell marginally to £15,653,970 during the year ended 30 September 2023. There is a rise in non-current assets which implies investments made in fixed or permanent assets.
Equity:
Hotel gross equity reduced from £2,256,180 in 2021 to £1,410,580 in 2023 – This indicates losses or poor trading during this period which appears particularly significant in 2023.
Liabilities:
Closing liabilities expanded to £10,684,940 in 2021 as versis' financial load extended with another debt; at present giving the hotel a more sizeable liability that may jeopardize their actual but tenuous fee income viability.

Profitability, Liquidity, and Solvency Ratios
Key ratios were computed for 2021 to 2023 in order to be able to assess the individual hotel's profitability, liquidity and solvency in the final event:
Profitability Ratios
[image: ]
Liquidity Ratios
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 Solvency Ratios
[image: ]
Analysis:
Profitability:
Despite decreasing sales, the gross profit margin suggests robust sales. But in 2023, it made a red operating profit margin which indicates extremely poor operation.
Liquidity:
The current ratio in 2023 is less than 1 which shows that it may not be able to meet its short-term obligations (Mollah et al., 2023).
Solvency:
Increase in the debt-to-equity ratio is alarming, compared to equity financing the hotel resort has become dependent on debt which can ruin the sustainability of the hotel in a long-run.
Recommendations:
Cost Reduction:
Conduct a comprehensive cost-reduction program for better efficiency and consolidation of service needs (Schmidgall, 2017).
Revenue Enhancement:
Dive into relevant avenues of revenue, be it a localized marketing outreach or even new service offerings that appeal to the local customers and businesses.
Customer Engagement:
Increase service quality and facilities for higher customer satisfaction to increase occupancy rates (Adams, 2024).

[bookmark: _Toc182346157]Question 2
[bookmark: _Toc182346158]2.1 Identify the key reasons behind the decline in profitability, taking into consideration, real world events and the current economy.
The City hotel property saw operating income fall from a £664,160 profit in 2021 to a £1,218,850 loss last year. The drop has been the result of a number of different aspects, from actual world events to the wider economic climate. Knowing these key reasons is part and parcel for creating the right turnaround strategies.
[bookmark: _Toc182346159]a) Rising Costs and Inflation
Inflation led to rising operational costs in the hotel and restaurant sector. Key aspects include:
Increased Cost of Goods Sold:
Increase in food and beverage cost, affecting the restaurant and bar profit margin of hotel. From disruption in supply chains to inflation, the price of ingredients has gone up leaving The City Hotel with a dilemma when marking their prices while managing their own margins.
Labor Costs: 
Labor shortages in the hospitality sector have driven up wages to help recruit and keep workers Though revenue declined, the City Hotel saw employee costs go from £1,724,760 in 2021 to £1,233,160 in 2023. The trend shows the hotel spending more on labour but unable to provide the service at a level that meets expectation which should be warning bells for everything else that follows in terms of guest satisfaction and dollar bills repeat business (Walker, 2013). 
Utilities and Overheads:
Additionally, utility costs (energy and water) have risen sharply. It can occur due to the factor of costlier energy crises or increased tariffs affecting operating costs.
Market Saturation: 
The growth in hotel and other types of accommodation (eg Airbnb) has created more competition. However, this saturation exert pressure on the pricing and the occupancy rates which challenges The City Hotel to make itself different from competitors (Mollah et al., 2023).
Consumer Expectations: 
Given the increase in competition, consumer expectations on level of service, amenities and price have also changed. But, without a good infusion of capital to upgrade its services and facilities or perhaps do some marketing outreach to these new higher end visitors, the City Hotel may find it hard pressed to even meet these higher expectations (Taylor, 2017).
[bookmark: _Toc182346160]b) Increase Debt Decline Equity 
During the years between 2021 to 2023, The City Hotel’s debt level increased and also its equity level decreased. Here, the debt and equity conditions of the hotel are:
Debt Dependency
Analysis of the City Hotel’s balance sheet reveals worsened credit risk as current total liabilities have risen from £10,684,940 in 2021 to £13,338,050 in 2022£14,243,390 in 2023. This has exerted further pressure to the overall solvency of the hotel, since more often than not, servicing a debt requires a regular flow of income whereas the hotel failed to produce in the year 2023. Higher borrowing levels means that business face increased liquidity risks especially from the revenue side as evidenced by 2023 figures.
Reduction in equity and managing of financial risks
Equity was at £2, 256,180 in 2021 and reduce to £1, 410, 580 in 2023 implying operating losses over the period. This aspect reduces the equity of the hotel meaning that its financing base shall be from external sources which is always a risky affair any time there is low profitability. A gradually falling equity base combined with high debts levels indicate that the hotel is adopting a risky financial structure provided the firm cannot regain its past levels of profitability.
[bookmark: _Toc182346161]c) Economic Uncertainty
The challenges for The City Hotel have also been heightened by economic uncertainty:
Cost of Living Crisis:
The rising cost-of-living crisis in the UK has impacted on discretionary spend . If inflation lowers consumer purchasing power, consumers are likely going to put off bookings and spending on non-essential travel until they can expend some essential costs (Mollah et al., 2023). As a result, hoteliers are losing customers which leads to lower occupancy rates and less revenue collected.
Geopolitical Factors: 
Events like Brexit and the tension in Geopolitical have led to fluctuating exchange rates and indirectly influenced tourism from overseas markets (Flecha-Barrio et al., 2024). As a result of this, the City Hotel, which likely draws on international visitors to some extent, may experience a more limited appetite as costs increase or visas become less-enabled whereas its City Services will be less impacted and profits dented.
Consumer Behavior Shifts:
With travellers now demanding other forms of hospitality than the big hotel rooms post pandemic, there is a marked change in customer behaviour here (Mollah et al., 2023). If The City Hotel cannot be flexible to these changes in taste, some opportunities may be lost.
Digital Transformation:
The hospitality sector has innovatively leveraged digital technology for bookings, customer engagement, and service capabilities. If The City Hotel has not been quick enough to integrate digital tools and/or improve its online presence, they could be missing out on bookings and loyalty.
Sustainability Initiatives:
An increasing number of consumers are now environmentally aware, and hotels that implement sustainable practices could benefit from a wider clientele range. The City Hotel is not eco-friendly and has the potential to lose eco-conscious travellers unless it has been investing in any sustainability initiatives (Taylor, 2017).
[bookmark: _Toc182346162]Question 3
[bookmark: _Toc182346163]3.1 Develop (if possible) a comprehensive turnaround strategy to revitalize the hotels’ financial health and restore its reputation, or the most viable financial outcome for the owner.
A multi-dimensional turnaround strategy needed to breathe new financial life as well as repair the reputation of The City Hotel. It will account for the issues the hotel faces today, as well as opportunities on the horizon and gear the hotel toward sustainable growth. It is a strategic plan that centres on cutting operational costs, fruitful customer engagement, efficient marketing and financial realignment.
a) Streamline Operations: 
Identify inefficiencies in business processes Apply some lean practices to eradicate waste and cut costs for example, auditing the process of inventory management can help counterbalance excess stock and therefore food wastage from within the restaurant.
b) Energy Efficiency Upgrades:
Upgrade to energy-efficient lighting, heating and cooling systems to save on utility costs. From the perspective of cost savings, when the hotel implement sustainability initiatives, apart from increasing guest satisfaction, such practices can also help in enhancing corporate image while attracting green guests (Pavone et al., 2023). The hotel can also consider using renewable energy, for example solar panels to reduce long-term costs on energy.
c) Labor Optimization: 
Reevaluate staffing and reorganize to ensure adequate coverage during peak times while keeping labour costs low during less busy periods. Enhancing flexibility with cross-trained staff and Horizontal employees (those who can fill more than one role) minimize hiring by allowing needed shifts.
d) Improving Customer Experience
Boosting customer satisfaction is key to reclaiming reputation and executing repeat business:
Guest Feedback Mechanism:
Improve the feedback system to get insights into what guests liked and disliked. Make an effort to respond in a timely manner by monitoring online reviews and connecting with customers. Make informed changes to services and offerings using the feedback (Pavone et al., 2023).
Personalized Services:
Respond to customer data by personalizing experiences for guests. Develop loyalty programs that provide tailored benefits, discounts and special packages based on the prior stays and choice. This can strengthen customer loyalty and result in visits repeated.
Quality of Service: 
Make sure staff is trained to do good customer service, and have the power to make decisions improving guest experience. A happy, well-trained staff are far more likely to create vice-less positive guest interactions (Taylor, 2017).
e) Effective Marketing Strategies
Restoring the hotel to its previous glory requires a focused marketing plan in order for guests to come flocking back:
Rebranding and Positioning: 
Massive rebranding campaign to give the hotel a new look Emphasize unique selling points like local culture, quality service, or certain facilities to stand out against competitors. Make the branding correspond to what consumers are doing now with sustainability and bespoke experiences.
Digital Marketing:
SEO optimization; inside the background, promote the website & resort on social media, and pay online marketing. Partner with travel influencers or local tourism boards for greater exposure. Produce compelling content highlighting the unique features of the Hotel and promoting special offers.
Promotions and Packages: 
Create appealing promotional packages addressing specific market segments (i.e., families, couples, business travellers). Such as bundled services including spa treatments, dining or local attractions, giving guests more value.
g) Financial Restructuring
Changing The City Hotel to profitable will need financial strategy:
Cost Control Measures:
Establish tight controls over the budget and conduct regular reviews to monitor expenses and finding levers for cost reduction. Create KPIs for operational performance monitor and disparate departments should operate on a budget (Taylor, 2017).
Debt Restructuring: 
Consult with financial advisors to refinance legacy debt or spread repayments. Refinance the long-term borrowings of the hotel if any to bring down interest rates or extend payment terms, thereby easing near term financial burden on the hotel.
Diversified Revenue Streams:
Find other sources of income outside room sales. This might involve hosting corporate meetings, weddings and private parties with the option to rent out event space (Pavone et al., 2023). Partnering with local companies to offer packages or experiences may serve as additional source of income.
h) Building Community Relationships
Building partnerships with the local community is a great way to build reputation and business:
Partnerships with Local Businesses: 
Partner with local dining venues, tour operators and attractions to offer combined packages. It also helps to cross promote and it shows new interested potentials who never thought of staying at The City Hotel before (Pavone et al., 2023).
Engaging in Community Events:
Get involved in community events or volunteer for area activities as a sponsor. Creating a good name in the neighbourhood can lead residents to use The City Hotel for their events or recommend it to any tourists that come into town.
Feedback and Collaboration: 
Connect with locals and businesses to better learn more about what the area wants/needs. Learn more about the community the hotel where it operates and where they think the hotel can contribute by using that information to develop new creative ideas that foster long-term partnerships between the hotel and surrounding areas (Pavone et al., 2023).



[bookmark: _Toc182346164]Conclusion
The City Hotel needs a makeover and it will be able to overcome this financial crisis by implementing a successful turnaround plan turning the operational efficiency, improving customer service experience, marketing strategy, debt reconstruction & developing relation with the local community. This approach will ensure that the hotel is able to tackle issues directly, achieve opportunities and emerge out of a challenging economic environment with a sustainable future.
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