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Introduction  
This report is going to examine the City Hotel, addressing the owner's concerns about declining revenue, occupancy rates and customer satisfaction. The report will examine the financial information provided, evaluate and identify the trends, find the reasons for said trends, and finally develop a turnaround strategy for the hotel that aims to improve current conditions.  

Examining Finances  
The first trend identified within the information given is that revenue plummeted in 2023, based on info over the three years, with steady growth and then a sudden drop. In 2021, the hotel generated over £5.2 million, in 2022 that raised to £5.3 million, until in 2023 revenue dropped 56% to £2.3 million. (Steinberg, 1989) 
Expenses have also decreased, not proportionally to the revenue decline, though. This is suspected to have impacted profitability and revenue; the cost of goods sold also decreased from £400k to just over £176k in just 2 years (2021-2023), showing signs of cuts in operating capacity. Employee costs also decreased by 500k in two years, but still stands over 1 million pounds. This reduction correlates to the drop in business activity, although it remains the business's biggest spending. Likewise, external expenses dropped to only £1 million from the 1.8 million in 2021, however, it also decreased to 1.6 million in 2022, so the trend remains declining for external expenses. (Tracy, 2024) 
Moving on, an increasing factor is, unfortunately, depreciation and amortisation expenses, adding to the financial pressure. In 2021, these costs were £400k, but by 2023, they rose to £660k, showing a 61% increase. These are likely coming from maintenance costs or new investments. Additionally profitability has fallen over the three years, as in 2021 the company shows an operating income of £660k, then a stable £10k increase in 2022 to £670k, and finally a massive drop in 2023 to an operating loss of £1.2 million, meaning the hotel has spent over 1 million pounds more than it earnt in 2023, net income also shows this with a similar trend, declining from £330k, in 2021, to £300k in 2022, and then a huge drop to £1.1million negative net income in 2023, the net income trend has been downwards in 2021-2022, these were possible early signs to what happened in 2023. (White, 2002) 
 The balance sheet also shows us that liquidity has weakened over these 3 years, as current assets and cash have declined. In 2021, cash or equivalents stood at £740k, then fell to £640k in 2022, and then fell again to just under 300k to £295k in 2023. This is a clear sign that the business is draining its cash reserves to cover parts of the operating losses. Trade receivables have also declined, from £690k in 2021 to £479k in 2023, showing lower business activity. While Inventory also followed a similar downward trend. 
 Overall total assets fell by almost £600k from 2021-2023, meaning the company is draining its long-term assets like cash to cover short-term problems, which cannot be sustained long.  
Solvency is another area that has worsened, with liabilities stacking up and a declining equity position. In 2021, total liabilities stood at just over £10.68 million, which then increased to £13.33 million and then jumped by roughly another million in 2023, reaching a total of £14.2 million total liabilities. This also indicates that the City Hotel is relying on debt to sustain itself, another practice that cannot be maintained for long. Long-term borrowings and lease liabilities have also risen, suggesting a trend that the hotel is taking on more loans, meaning more financial risks. Given its decline in revenue and profitability, this seems very unsustainable. (Mahonen, 2019) 
The brand’s Equity position has also taken a hit, with the total equity falling from £2.2 million in 2021 down to £1.4 million in 2023. The likely driver for this decline in equity is the net loss in 2023, which cut retained earnings and shareholder value. Lastly, short-term liabilities look stable for now, as in 2021 current liabilities were £1.95 million, then jumped roughly £150k in 2022, and finally settling, and even decreasing by another 100k to reach its final figure at £2 million in 2023, this includes trade payables, which went down from £520k in 2021 to £400k in 2023, the business is paying off suppliers, however its most likely at the expense of their cash reserves, other liabilities stand at £797k in 2023. (Cardella, 2021) 

Reasons for the financial struggles  
One of the main reasons why the business has been declining in profitability is the drop in revenue. Which fell from £5.3 million in 2022 to £2.3 million in 2023. This is a huge drop in business activity; however, it’s not without a cause. While the COVID-19 pandemic was not felt on paper within the balance sheet in 2021 and 2023, once conditions stabilised, many businesses and individuals made a change to their spending habits (Davahli, 2020). For example, businesses attempting to cut spending on travel expenses also implemented remote working, which meant even less business travel, and for the average travelers, the financial strain from the pandemic meant they also cut back travelling costs on a personal level (De fraja, 2021). Rising inflation and economic uncertainty are part of the reason the average traveler cut back. Looking at the US, after the pandemic, they increased interest rates heavily to combat inflation. In 2023, particularly, many households ran based on the strict minimum due to this, explaining the lowered occupancy rates (Crespi-cladera, 2021)   
For their operational costs, while reduced staff expenses were still the highest expense of the business, due to labour shortages, wages increased as a domino effect (Mcgrath, 2021). the industry also struggled to hire skilled staff as every hotel was scrambling to hire the best workers, another reason why customer satisfaction may be low, which then means fewer repeat bookings as another domino effect, however external expenses still stood at £1 million in 2023, meaning the company is still likely mismanaging their finances or are under strain, despite the revenue drop (Zwysen, 2023). 
The Ukraine-Russia war also means energy and utility costs have risen considerably as sanctions against Russia meant every company was paying more for their gas, leading to the profitability of every hotel decreasing since they heavily use energy and gas for each of their thousands of rooms (Chyong, 2024). Supply chain disruptions have not helped either, meaning even more additional costs for goods and services that are needed for daily operations. Wheat products increased in price due to the war, as Ukraine is the primary wheat exporter in Europe (Mottaleb, 2022) 
Lease and debt obligations are yet another factor that piles onto the problems and additional costs for the city hotel. The hotel took on big lease debts in 2022, with long-term lease debt going from £2.8 million in that year to £3.3 million in 2023. This shows the business most likely got into new leasing agreements or expanded the current agreements when revenue was already declining; long-term borrowings also rose, as mentioned before (Osma, 2018) 
Outside competition is another possible reason for the falling profitability; new giants in the industry, such as Airbnb and serviced apartments, have taken away market share from traditional hotels, especially in urban areas (Zervas, 2017). Alternatives like this give guests more flexibility and cheaper prices, making it an easy choice for travelers when comparing these new services with hotels. The rise of social media sites post-pandemic has fueled the luxury preference of customers. Since the COVID-19 lockdown, the majority of people have been more and more attracted to social media sites like Instagram, where the main objective of this site is to show off lifestyle (Hazari, 2023).  When more and more people are onboarding the site and are exposed to the luxury lifestyles while they are stuck inside their homes, it’s a safe assumption to make than when travel restrictions ease, these same people would decide to book the same luxury that they saw online, such as Shangri-La, or Marriot International.  
Since the depreciation and amortisation costs have increased, I can only assume the equipment/assets the hotel has are aging, creating an easy correlation between aging assets and customer satisfaction. This possibly deterred their customers and convinced them against repeat booking, as well as making sure they do not spread the word about the hotel to their friends and family (Kozlovska, 2015).  

Turnaround financial strategy  
Finally, for a turnaround strategy to work, the revenue issue is the first problem that needs to be fixed. Improving occupancy rates and getting people through the door is the priority. With this in mind, a dynamic pricing strategy based on real-time demand is the way to go since if the hotel hands out discounts and reduced prices, it won’t fix the revenue problem (Anderson, 2016). That pricing strategy would target the average consumers. If the hotel wants to attract businesses and their traveling associates, the city hotel will need to reach agreements with local companies, conference organisers, etc. Bringing in a steady flow of business guests will ease the financial strain of the hotel as money will gradually flow in. The hotel can also reposition itself to align with the current market, becoming a themed experience or positioning itself as a luxury hotel. To reposition itself, it first needs to segment its audience, target them separately based on their different needs, and finally position itself through its message within the marketing material, also known as STP (Kampamba, 2015). 
Focusing on food and beverage revenue is another way to increase income. If the hotel revitalises its restaurant and bar by offering special meals or bringing in live entertainment, such as a musical performer or stand-up comedian, it can attract guests to dine. Additionally, it can leverage its event facilities to target business events and weddings for even more revenue. Hosting weddings and events with loud music and people having fun also serves as great publicity, drawing in more guests and onlookers. Furthermore, value-added programmes can enhance occupancy rates; introducing a membership programme with discounts and exclusive perks for a monthly fee encourages customers to book again.  
From a financial perspective, reducing costs and improving efficiency is a major priority for the hotel’s successful recovery. Employee costs remain the largest burden, despite a decrease in 2023. One solution could be cross-training employees in different areas to enable them to handle multiple roles; this can cut costs and lessen the need for additional staff (Salem, 2017). However, this process must be monitored, as overburdening employees could negatively impact labour turnover. The hotel could also collaborate with universities to provide work experience opportunities, which would bring in extra assistance without incurring additional costs.  
Immediate liquidity concerns need to be addressed as quickly as possible; short-term financing options, such as business loans or government grants, should at the very least be explored. The city hotel must liquidate any non-essential assets to alleviate its financial problems in the short term. Debt restructuring is also crucial; communicating with its lenders to negotiate lower interest rates and requesting to extend repayment dates or even obtaining a temporary deferment, if possible, is essential. Finally, bringing in an investment partner is the last resort for the city hotel if all else fails to address its financial difficulties (Lima Santos, 2021). 

Conclusion 
In conclusion, the city hotel is facing severe financial issues, with the trends in the balance sheet showing that the current operation cannot keep on the way it is for much longer, Real-world events like the pandemic and changing trends seem to be the biggest drivers for this, however the hotel is not down and out, with the right strategy and management it can at least ease the strain in the short term and give the brand more time in the future to figure out its financial woes. 	 
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