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[bookmark: _Toc182245424] 1. Introduction
	The purpose of this paper is to analyze and highlight the decline in profitability of The City hotel. Real life world events will be taken into consideration and debated against the Income statement provided by the owner for the last 3 financial years. The focus will be to discuss the occupancy rates, revenue, expenses, profitability and solvency. After the analysis is done, it will be concluded if a turnaround strategy can be performed on the hotel or the best scenarios for entering solvency will be discussed.	
[bookmark: _Toc182245425]2. Financial analysis and trends
	A financial analysis will be conducted for the hotel. Here, the business will be evaluated and analyzed to see the stability, possible future projects, budgets, liquidities and possibility of solvency.
[bookmark: _Toc182245426]	2.1. Trends and patterns in hotel decline
	Some of the most important aspects from the balance sheet that can be observed at a first glance are the major differences from 2022 to 2023. The next points will be briefly discussed to assess the hotel finances:
a. [bookmark: _Toc182245427]Revenue
	The stability of the revenue can be remarked from 2021-2022 because it was relatively stable which can suggest that a steady customer base was retained and still a consistent demand Existent even though the aftermath of the COVID-19 pandemic was still present.  A significant drop in revenue happened in 2023. This can be due to multiple factors which will be mentioned and discussed in chapter 2.2. Real-world events. Some factors that might come to mind initially are the market demand or issues in sales.
b. [bookmark: _Toc182245428]Employee cost and external expenses
	The employee costs have decreased slightly from 2021 to 2022, but a more drastic drop can be seen in 2023. This might suggest that during 2023 some layoffs might have happened. The significant drop in expenses for the external sources can be seen as a good thing. It decreased from2021 to2023 with more than 800,000. This combined with reduces employee cost can reflect good cost-cutting measures for controlling the outsourcing the third-party costs.
	But another important aspect can be observed, which is the Retirement benefit provisions. This are represented by the money set aside for employee retirement plans, which increased slightly over the years. It can be seen as a positive aspect for the company previsioning the possibility of insolvency and setting aside funds for paying the employees.
c. [bookmark: _Toc182245429]Operating income
	Operating income represent the deductions of gross profit, operating expenses, depreciation and amortization in the top-down approach calculation. Operating income is an important part for each company because it does not include taxes and other items that might affect profit or net income. From this can be deducted if a company is seed as favorable or not, due to controlling expenses or production costs.
	In our case, the operating income has kept a steady ascending ramp from 2021 to 2022 but in2023 there was a steep decline. This significant operating loss of 1,218,850 pounds are represented by the lower revenue, reduced sales, big depreciation and amortization costs, increased infrequent costs or one-off costs and costs on income that are not important. 
d. [bookmark: _Toc182245430]Deferred tax assets, non-current assets and cash flow
	Deferred tax assets are referred to tax savings expected in the future, it increased from2021 to2023 and it may provide future tax benefits. This growth could reflect tax loss or timing differences between accounting and tax recognition. The non-current assets are represented by goodwill, intangible assets or property, plant and equipment. Goodwill is represented by the company's reputation/customers base, and it did not decrease significantly in 2023. It may represent a good chance at a revival for the company, since the reputation of the hotel remained almost the same. Intangible assets are represented by the patents or trademarks of the hotel. It can also represent programs used by the hotel which has maintained relatively stable and did not need much money for maintenance. Plant and equipment are the buildings or machineries, like ovens or patisserie tools, which has maintained a good shape are still doing a good job at providing for the staff. These non-current assets are a good investment in the long-term assets and can help with the future growth of the hotel.
	Even though the items above were promising for the company, the cash flow represents one of the big problems of the hotel, as the need for liquidity is bigger. The cash and cash equivalents have decreased greatly in those3 years with almost 500,000 pounds.
e. [bookmark: _Toc182245431]Short term liabilities and capital share
	Short term liabilities are represented by the short-term loans or liabilities in the currents time. There have remained stable or have declined. This indicates the company is not under any stress to pay any short-term debts and the short-term liquidity is still stable.
	Capital share is the amount invested by shareholders, and it can be observed that it remained the same throughout the three years. This represent a good thing because it suggests the shareholders are the same and it did not need to be dissolved to acquire actions to sale.



[bookmark: _Toc182245432]	2.2. Real-world events that might decrease profitability
	Some of the most dramatic changes that took place in the last years that affected economy are the wars, Ukrainian and Palestinian war, energetic crisis from Europe, COVID-19 growth projections, inflation that have risen abruptly, high cost of living and fear of recession, where people are saving money instead of spending them.
[bookmark: _Toc182245433]	a. COVID-19 growth projections
	After the pandemic was over the projections estimated global economic growth in 2022 would be around 5 percent. Due to the war, the economic growth was just 3.1 percent, and the growth projected in 2023 had a rise of just 0.3 percent. When this disease was spread it had a dramatic impact on global poverty and inequality. Global poverty increased greatly, and disadvantaged populations were led to a gross income loss. Temporary unemployment rates were higher in all countries. 
	During the lockdown, the business of delivery was in peak because of the regulations put by the governments. This helped the businesses that had a restaurant still stand a provide an income. Also, global supply chains face a shortage of goods which led to raising cost from production to delivery.
[bookmark: _Toc182245434]	b. War in Ukraine
	Even if some might argue that the war is a benefic cause for restructuration of the county, have improvements in the economy by reducing special interests and bring technological innovations, where it can be a "war renewal", a war is only cause for destructions, which only bring destructive events without any benefit on the economy ("war ruin"). War in Ukraine wrecked the economy through propaganda spread in media or TV. United Kingdom imposed financial sanctions on Russia's banks by freezing the assets of the oligarchs held in UK banks, and phased out of the use of Russian oil by the end of 2022
	The was caused disruptions in global natural gas supplies leading to a sharp increase in energy prices, as more countries do not want to depend on the resources from Russia. More disruptions were made with the fact that Ukraine was a major exporter of wheat and grain. This contributed to the conflict of food shortages and rising prices which impacted the food production and distribution.
[bookmark: _Toc182245435]	c. Inflation
	Inflation affects customers directly starting with the big cost of living and because of this, businesses can also feel the impact. Due to this, customers lower their purchase power because of the big prices. This leads to pessimism about the economy. Because of inflation, central banks across the globe increased the interest rates, thus leading to bigger sums to pay monthly. Even if the impact is big on the consumer, the impact on the businesses from the banks are the higher borrowing costs, which are meant to discourage the owners to take loans or make new investments. 
	Because of the high cost of living, consumers are focused more on essential goods and services. Demand for budget options increased where lower cost alternatives are desired. This boosted the demand for discounts, bundles or promo packs from the business. Because of this, the demand for one time uses products, luxury goods or brand name products has decreased.
[bookmark: _Toc182245436]3. Conclusion
	In conclusion, the period from 2021 to 2023 for The City hotel was met with all the harmful events that not only affected the business, but also the world economy, which might be felt for a long period of time starting with 2023. 
	At a first glance, from the financial statement, the hotel should be preparing for insolvency, but some of the items there remained consistent, which can be a good re-starting point for the owner. From the financial analysis it was observed that the life of the hotel is not over yet, and a turnaround strategy is to be made. The turnaround strategy can be found in the Ch. 5 Recommendations.
[bookmark: _Toc182245437]4. References
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[bookmark: _Toc182245438]5. Recommendations - Turnaround strategy
	We will start by mentioning the key points to be taken into consideration when making a turnaround strategy: assessing of the current situation, develop a plan and set reachable goals, execute the plan, measure the results and maintains the increases, or, if needed, adjust the plan accordingly.
[bookmark: _Toc182245439] 	1. Assessment of the current situation
	As seen from the analysis done above in Chapter2.1, some points worth to be mentioned are that short-term loans have declined or are still stable, goodwill did not decrease excessively which can be seen as a plus because the company's reputation is still good. The patents or trademarks of the company are still producing money which is again a good point not to be overseen. Maintenance of the equipment from the hotel is not critical and so they are still an asset to the company. 
	Some not very healthy aspects from the financial statement are the decline in revenue, operating loss and cost structure. The revenue declined to ~2.3 million pounds in2023, which represent a significant loss for the business. The steep drop for the operating loss in2023 suggests urgent measures to cut costs and have an optimized plan for managing expenses. Other cost, like employee costs, which have decreased is a good indicator in efforts at cost control.
[bookmark: _Toc182245440]2. Develop a plan and set reachable goals
	A strict set of goals or rules to have can be a benefic impact. Dynamic room pricing, better staff optimization, service and facility upgrades, restaurant and bar promotions, social media campaigns or remote workers amenities are just good aspects from this step.
	Dynamic pricing can better match the seasonal demand and improve occupancy rates with a goal to reach the income closer to previous year (2022). To reduce more employee costs, they can be trained for multiple disciplines/roles. It helps with the minimum labor costs, and it does not compromise service quality. Constant training of the staff by the more experienced ones can lead to better satisfaction for customers and a higher rate in retaining them. Upgrades can be done to the lobby and rooms furnishing. Restaurant and bar promotions given to guests alongside with pointed event pricing can lead to customer retentions and better satisfaction.
	As now is the digital era, a hotel owns is to make good use of it with promotions on influencer's pages. Barters can be a good way to start followed by online campaigns and modernization to hotel's website to make for a better booking experience for the guests. More appeal to remote workers can be a rising point because work-friendly amenities and high-speed Wi-Fi can lead them to come more to the hotel and consume goods.
	Asset and liability management represent still a weak point for the company, so cash reserves should be carefully watched and managed to insure an increase. To help with cash resources some of the non-current assets can be sold or rented. For the long-term loans, negotiations should be in order to have a reduced interest rate, or if possible, extend the payment periods to improve the short-term loans payments. Closing these types of loans as quickly as possible can represent a big step up for the owner.
[bookmark: _Toc182245441] 	3. Execute the plan and measure results
	Putting to practice the points from above should help with the revenue growth, occupancy rate with a target of at least 50% in one year, cost reduction for staff and other expenses should increase with 5% and social engagement should provide a rise in goodwill with at least 10%. 
	Making a good use of this turnaround strategy can help navigate financial struggle with target on revenue increase, cut costs where possible and most importantly, improve customer satisfaction for a better retention in the future and have a sustainable guest base.
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