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The City Hotel is one of the oldest hotels in the UK. Though it is old, it mixes with contemporary services with drinks in the bar segment. It was established in 1775 in the center of Dunfermline (The city hotel, 2018). In recent years, the City Hotel has experienced with decline in profitability, a low level of occupancy rate, and minimum customer satisfaction. In this paper, we will see the financial performance of this hotel from 2021 to 2023. We will try to draw a trend of the profitability of this hotel. Additionally, we will try to identify the reason behind the downtrend of the profitability in the last year. We will critically analyze the declining trend of profitability of the hotel with a real-world problem. Furthermore, we will develop a turnaround strategy to revitalize the financial health of the hotel.
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Figure 1: Trend of Revenue (In GBP), [Source: Own depiction]
In this graph, we see that the revenue of the City Hotel is drastically decreased in 2023. This means the sales of services are on a downward trend. The drop in revenue may be caused by market factors like the demand of the customers may change and internal factors such as the management are not skilled.

Figure 2: Expense (In GBP), [Source: Own depiction]
In this graph, we see that the cost of goods sold also shows a decreasing trend. It seems that the sales or inventory cost has also decreased. It may be either for the reduction of inventory cost or the reduction of the demand of the customers for those products that the city hotel offers to its customers. At the same time, the employee cost is reduced narrowly as it is a fixed cost. It means that the hotel cutting the jobs of the employees narrowly. External costs are also reduced but not proportionally. Another reason may be the management issues.

Figure 3: Gross Profit (In GBP), [Source: Own depiction]
As we observed in the above two graphs the revenue decreased and the cost of goods sold decreased proportionally, we can say that the gross profit will be low in 2023 inarguably which is presented in the graph at it is. The reason for diminishing the gross profit is that the volume of the service sales is decreased due to unskilled management or the changes in consumer behavior which the hotel company may not renovate due to the lack of market research.

Figure 4: Operating Income (In GBP), [Source: Own depiction]
This graph shows that the operating income declined from 2022 to 2023. It means that the hotel will face a reputational crisis. And it also means that the operating costs exceed the revenue drastically. It may be for the reason of using a lack of cost-efficiency techniques. The other reason is that the hotel is facing a lack of customers. It may be because of macroeconomic factors such as the economy of the UK is bad and the living expense is rising. That is why the customer is not interested to go to book a hotel for vacation. Or the customer demand may change due to the modern technological era.
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	Name
	Formula
	2021
	2022
	2023

	Employee cost to revenue
	
	32.86%
	33.36%
	53.03%


Table 1: Fixed cost ratio for the City Hotel. [Source: Own calculation]
We see from the table that the fixed cost like the employee cost ratio did not decrease. Rather it is an increasing trend during the three years. It is an alarming issue for the City Hotel to decrease in operating profit.

	Profitability Ratios
	Formula
	2021
	2022
	2023

	Gross Profit margin
	

	90.16%
	92.44%
	92.42%

	Operating Profit Margin
	
	12.65%
	12.71%
	(52.41%)


Table 2: Profitability Ratios for the City Hotel. [Source: Own calculation]
The profitability ratio is used to assume the business' ability to make a profit. In the table, we see there are two profitability ratios. One is gross profit margin which shows that the gross profit percentages are almost equal relative to the revenue. Note that we calculate the gross profit by deducting the cost of goods sold from revenue. So, this means that the decline in the revenue or the profit is not for the increase in the cost of goods sold but only for the revenue-generating method which is a decline in sales of product. 
The other profitability ratio is the operating profit margin which gives us a huge negative percentage in 2023. It means that the revenue declined in 2023 but the operating costs did not reduce proportionally. 

	Liquidity Ratios
	Formula
	2021
	2022
	2023

	Current Ratio
	
	0.97
	0.93
	0.64

	Quick Ratio
	
	0.95
	0.92
	0.62

	Cash Ratio
	
	0.38
	0.30
	0.15

	Net working capital Ratio
	
	-0.01
	-0.21
	0.60


Table 3: Liquidity Ratios for the City Hotel [Source: Own Calculation]
Liquidity ratio analysis is important for a company. It gives us the scenario of a company that how the company can pay its short-term obligations with the use of its current assets (Lima Santos et al., 2021). In Table 2, the current ratio is so bad over the three years. The standard rate of the current ratio is 2:1 (Chairunisa, Digdowiseiso and Karyatun, 2016). But the current ratio of the city hotel is below the standard value. This means the City Hotel is incapable of paying its short-term financial obligations through its current assets (Borovčanin, 2015). On the other side, the quick ratio in 2023 is so low. At the same time, the cash ratio is also very low to pay its current debt through cash. The net working capital ratio is also not satisfactory (Malikah, 2021). 

	Solvency Ratio
	Formula
	2021
	2022
	2023

	Debt-to-Assets
	
	82.57%
	83.78%

	90.99%


	Debt-to-Capital
	
	82.57%
	83.78%

	90.99%


	Debt-to-Equity
	
	4.74


	5.16

	10.10



Table 4: Solvency Ratios for the City Hotel. [Source: Own calculation]
The solvency ratio is used to measure the ability of the City Hotel's future financial obligations while remaining profitable (Turegun, 2019). The debt to asset and debt to capital ratio gives us insight that the hotel is a leveraged business. This means that it has the possibility not to repay its long-term debt which the hotel turns to bankruptcy. 
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We conclude after analyzing the profitability ratios and the trend of revenue and expense during the past three years that the City Hotel faces some problems in revenue generation and fixed administration costs. Because the gross profit margin is almost the same in 2022 and 2023. But the revenue shows that it will decrease in 2023. It means that there is no problem in costs of goods sold or cost of sales. It denotes that the city hotel proportionately reduces its cost of goods sold with the declined revenue generation in 2023. But when we analyze the operating margin ratio, we see a negative percentage in 2023. It gives us a piece of information that the City Hotel cannot reduce its operating expenses such as employee costs and external costs with the declined revenue proportionately in 2023. This may be due to administrative issues or fixed costs.
We find that there are two broader reasons behind the decline in profitability. They are as follows,
1. Decreased revenue generation.
2. Operating costs may not be reduced proportionately.
There are some external factors to reduce of revenue and occupancy rate in 2023. They may be for the reason of geopolitics and world events, global warming, rising labor costs, and the rise of virtual meetings. After the COVID-19 period, the supply chain management was disrupted. So, the service price increased (Widz et al., 2022). As hotel service is not an essential product for the people, it reduces the demand among the people. That is why the revenue generation was harder in 2023. Other than this, the global warming issue and UK inflation in 2023 made the City Hotel in decline revenue generation (Papallou, Katafygiotou and Dimopoulos, 2024). Another reason may be that the City Hotel is one of the oldest hotels in the UK. So, the services of the City Hotel may not attract customers due to the changes in taste and preference. Modernization is also needed in the City Hotel services to attract customers.  From the balance sheet, we see that the goodwill of the City Hotel also decreases in 2023.
There are some internal factors that the operating costs may not reduce proportionately with the revenue. These are inefficient cost management and competitive pricing strategies. We see in the profitability ratio that the operating profit margin ratio is -52.41% in 2023 and it was 12.71% in the past year. In 2023, operating profit was in a loss position due to the exceeds of operating costs from revenue. The lack of a cost management strategy for the City Hotel made the operating cost high relative to the revenue. We also see that the fixed cost like employee cost to revenue percentage was high in 2023 among the three years. It gives us a sight about the city hotel that the hotel does not appropriately reduce its costs. Another reason is the competitive pricing strategy. Due to the overlook of the competitive pricing strategy the City Hotel may face sales in decline (Alsaied, 2024). 
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The financial health of the City Hotel is not good during the past three years. After analyzing the liquidity ratios, and solvency ratios we conclude that the city hotel may face liquidity risk, credit risk, and business risk. It may also face a reputational crisis (Papallou, Katafygiotou and Dimopoulos, 2024).
If we bring just one example of the current ratio, we see that the ratio tells us the city hotel has insufficient current assets to pay its short-term debts. The current ratio suggests the what amount of current assets available to an organization to meet its current liabilities. We see that the city hotel does not have sufficient current assets to meet the current liabilities. Rather the current ratio is in decreasing trend. The ratio is very low in 2023 which is alarming for the City Hotel. If may face liquidity risks. The business will face a payment default or even bankruptcy.
The solvency ratio helps to measure how the City Hotel repays its long-term debts through the cash- flow. The debt-to-assets is increased in 2023 which means the City Hotel mostly relies on debt rather than equity capital It is also an alarming issue for the City Hotel. If the hotel does not repay its long-term loan due to the low generation of cash flow, then the City Hotel may face bankruptcy which must impact the hotel's financial health.
Other than these above issues, there are many problems we identified in above. If we talk about the revitalization of the hotel's financial health and restoration of its reputation, the city hotel must have a focus on the following things,
1. Cost management
2. Revenue enhancement 
3. Improve liquidity and solvency
4. Invest in technology and renovation
5. Operational efficiency
Outsourcing for non-core functions and reviewing employee and external costs may reduce the cost of the hotel. Through marketing and promotion and diversifying the services may increase the revenue. Negotiation terms with the suppliers and creditors and the opportunity to refinance existing loans and reduce the interest costs may improve the liquidity and solvency of the hotel. If the City Hotel focuses on the renovation of its services and modernizes its technology, then it may attract customers. Overall, the City Hotel must increase its operational efficiency through the establishment of monitoring metrics like average daily rates, and revenue per available room (Martorell Cunill et al., 2024). Then the City Hotel may revitalize its financial health and restore its reputation.
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The City Hotel is an old hotel in the UK (The city hotel, 2018). In recent years it has faced the same challenges. Due to internal and external problems such as a decline in revenue, improper cost management, liquidity problems, lack of renovation, lack of competitive pricing strategies, and the UK inflation, global warming situation, the hotel suffers financial health issues and reputation crisis. We discuss some actions that will be helpful to revitalize its financial health and restore the reputation of the City Hotel. 
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Revenue	2021	2022	2023	5248290	5307480	2325440	



Expenses

COGS	2021	2022	2023	411600	401510	176250	Employee Cost	2021	2022	2023	1724760	1770700	1233160	External Cost	2021	2022	2023	1894720	1675410	1071030	




Gross Profit	
2021	2022	2023	4836690	4905970	2149190	




Operating Income	2021	2022	2023	664160	674730	-1218850	
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