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1.0 Introduction
The City Hotel, located in an urban area, has faced significant financial challenges in recent years, with declining revenue, occupancy rates, and customer satisfaction impacting its overall viability. The owner is deeply concerned about the business's future and seeks expert insight to determine whether a turnaround strategy can salvage the hotel (Obtained from brief). This report assesses The City Hotel’s financial performance from 2021 to 2023, examining key profitability, liquidity, and solvency ratios to understand the financial trends affecting the business. Additionally, this report identifies primary factors contributing to profitability decline, considering real-world economic shifts and events, such as inflationary pressures, changing travel preferences, and heightened operational costs. The report aims to develop a feasible turnaround strategy to improve the hotel’s financial health, enhance guest satisfaction, and ultimately restore the hotel’s reputation.
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The hotel’s revenue remained stable in 2021 and 2022, with minor growth from £5.25 million in 2021 to £5.30 million in 2022. However, in 2023, revenue dropped drastically to £2.32 million, a decrease of about 56% from the previous year. This sharp decline may be due to external factors, such as economic conditions or reduced occupancy rates.
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Cost of Goods Sold (COGS): This includes expenses directly related to the services provided. COGS decreased each year, from £411,600 in 2021 to £176,250 in 2023. While this drop aligns with the revenue decline, the change is smaller, meaning the hotel did not cut costs at the same rate as the revenue decline.
Employee Costs: Employee costs have been high throughout, at £1.72 million in 2021, slightly increasing to £1.77 million in 2022, then falling to £1.23 million in 2023. Even though these costs decreased in 2023, they still represent a significant portion of the total revenue, indicating that staffing costs may not be fully optimized for low-occupancy situations.
External Expenses: These are other operating costs, such as maintenance and utility bills. External expenses were £1.89 million in 2021, reducing slightly in 2022 and again in 2023 to £1.07 million. The decrease shows some adjustment to lower revenues, but these expenses still weigh heavily on the business.
Depreciation & Amortisation: This expense reflects the cost of using assets over time. It increased from £409,190 in 2021 to £661,590 in 2023, meaning that the hotel is recognizing more asset costs over the years. Higher depreciation affects net income, reducing profitability.
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	Gross Profit Margin
	Net Profit Margin
	Return on Assets (ROA)

	Formula

	(Revenue−COGS)/Revenue×100

	(Net Income/Revenue)×100

	(Net Income/Total Assets)×100

	
2021
	=(5,248,290−411,600)/5,248,290×100=92.16%

	(333,930/5,248,290)×100=6.36%
	
(333,930/12,941,110)×100=5.13%

	2022
	(5,307,480−401,510)/5,307,480×100=92.43%
	(304,650/5,307,480)×100=5.74%
	(304,650/15,921,080)×100=4.23%

	2023
	(2,325,440−176,250)/2,325,440×100=92.42%
	(−1,134,950/2,325,440)×100=−48.79%
	(−1,134,950/15,653,970)×100=−7.25%




The profitability ratios for The City Hotel show significant shifts from 2021 to 2023. The Gross Profit Margin remained stable around 92% each year, indicating that the hotel effectively managed its cost of goods sold in relation to revenue, even as revenue fell (Horngren et al., 2022). However, the Net Profit Margin decreased sharply from 6.36% in 2021 to a staggering -48.79% in 2023, driven by declining revenues and increased expenses in 2023, leading to substantial net losses. This drop reflects weakened financial health and challenges in covering operating costs (Corporate Finance Institute, 2024). In the same way, profitability in relation to total assets was evaluated by the Return on Assets (ROA), and it reduced from 5.13% in 2021 to -7.25% in 2023 which gives insight of inefficiency of the total asset as the hotel yielded losses from resources instead of revenues. 
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	Year
	Current Ratio
	Quick Ratio

	Formula
	Current Assets/Current Liabilities
	(Current Assets−Inventory)/Current Liabilities

	2021
	1,891,970/1,957,360=0.97
	(1,891,970−35,230)/1,957,360=0.94

	2022
	1,965,340/2,107,750=0.93
	(1,965,340−36,350)/2,107,750=0.91

	2023
	1,285,880/2,014,600=0.64
	(1,285,880−29,470)/2,014,600=0.63



In liquidity ratios, The City Hotel had lower Current Ratio (0.97 in 2021 to 0.64 in 2023) and lesser Quick Ratio (0.94 in 2021 to 0.63 in 2023). These ratios indicate the efficiency that the hotel has in meeting the short term obligations with the current assets (Brealey et al., 2020). The Current Ratio, below 1.0, is an indication that the hotel may encounter future liquidity problems, therefore recommending a position that the hotel may be unable to meet near-term obligations that are payable without having to borrow or sell assets. This indicates worsening of liquidity which is work in progress and an indicator of the firms’ financial stress (Gallo, 2015). Due to the low Quick Ratio, it also reveals lesser amount of liquid assets that is available after excluding inventory.
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	Year
	Debt to Equity Ratio
	Interest Coverage Ratio (approximation)

	Formula

	Total Liabilities/Total Equity

	Operating Income/Interest Expense 


	2021
	10,684,940/2,256,180= 4.74
	664,160/90,180=  7.36

	2022
	13,338,050/2,583,030= 5.16
	674,730/90,180= 7.48

	2023
	14,243,390/1,410,580= 10.10
	(−1,218,850)/90,180= −13.52



The solvency ratios are also alike and raise concern as the Debt to Equity Ratio rises from 4.74 in 2021 to 10.10 in 2023. This rise shows that the amount of debt has surpassed equity many times; therefore, the amount of financial risk that hotel has is high and it implies that the organisation relies much on debt rather than equity (Brigham and Houston, 2022). However, the Interest Coverage Ratio declined significantly from 7.36 in 2021 to -13.52 in 2023, meaning that the hotel cannot even meet interest cost because of operating losses. This is a clear sign that the hotel’s financial health is in the red since the company’s earnings are not adequate to meet debt obligations hence the potential for insolvency if matters are not turned around (Arhinful and Radmehr, 2023). 

[bookmark: _Toc181449836]3.0 Reasons Behind Decline in Profitability
[bookmark: _Toc181449837]3.1 Impact of the COVID-19 Pandemic and Recovery Challenges
The impact of COVID-19 pandemic remains one of the significance factors influencing The City Hotel profit. From year 2020 and so on, the hospitality industry brought the most challenging problems. Such challenges were in the form of government-imposed lock-downs, restrictive travel and trading bans as well as customer avoids contact measures such as group convening. According to Colmekcioglu et al. (2022) these interruptions decreased hotel occupancy rates globally. Other hotels which lost business due to decline in metropolitan tourism and business travelling include The City Hotel. Because of shift, most urban hotels are unable to attain pre-crisis occupancy and revenue, which influences their profitability (Peco-Torres et al., 2021). Moreover, some new conditions in the period after a pandemic became a concern of the company’s operations. The costs that gave rise to the need for PPE and more frequent cleaning were therefore the costs identified above. According to Shapoval et al. (2021), however, these necessary measures added pressure for those with a already-squeezed budget. 
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The City Hotel's profitability is also declining due to rising inflation. Many factors caused inflation to reach multi-decade highs in many countries, including the UK and US (BBC, 2024). The rising rate of inflation has raised the prices of hotel supplies. For instance, the hotel's restaurant and bar's food, beverage, and other supplies may have increased in price (Sauvage, 2023). Meanwhile, electricity and water prices have risen, straining the hotel's profit margins.  
Inflationary pressures have raised employee costs. Hospitality workers are demanding higher wages to keep up with rising costs due to inflation (European Parliament, 2023). This has increased recruitment costs and wages to attract new hires, increasing the overall burden (Ha et al., 2024). As a result, The City Hotel likely spent more on staff retention and recruitment, lowering profits. 
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The City Hotel also faces rising hospitality industry competition. Customers have more options than ever thanks to Airbnb and other online travel platforms (Dogru et al., 2020). Urban hotels suffer disproportionately from travelers' growing preference for short-term rentals and boutique guesthouses with unique experiences. These options are generally less expensive than typical hotels for youth and budget-conscious solo travelers, and growing populations of young urban dwellers, respectively, According to Guttentag (2019). This means that The City Hotel’s occupancy and the resulting revenues could have been affected by this shift in consumer preference for the CSA accommodations. In order to gain a better understanding of travel motivation, many travelers are looking for things that have more privacy, ability to be more flexible or to avoid large crowds. Shiwen et al. (2021) observed that travelers have a tendency to choose hotels that provide self-check-in and flexibility in the booking process rather than traditional hotels that still have not emphasized the importance of these factors.
[bookmark: _Toc181449840]3.4 Current Economic Uncertainty and Reduced Consumer Spending
Inflation and unstable interest rates have contributed to low consumer spending in the current global economy especially on sensitive items such as tourism and hotels. Because of increase in price levels, consumers give premium spending products or services a wide berth, or limit them to the bare minimum possible, in regard to eating out, entertainment and travel among others. The hotel’s bar, restaurant and accommodative event facilities may have faced the brunt as people and firms sought to cut expenses (Nguyen et al., 2020). Cutting down on such expenses has a direct consequence on the hotel’s turnover and profitability because such services more often than not provide attractive returns to support some of the fixed costs that the hotel may incur. If the business travel does not restore to the state that prevailed before the advent of Covid-19 again, hotels depending on the segment such as The City Hotel will still face a challenge of low occupancy and revenue (Fairbrother, 2022).
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Thus, The City Hotel’s business revitalization measures that should encompass the combination of the key factors of financial and image recovery included can be used: First, the ‘cost constraints’ should receive much attention. They have the ability to cut operating costs through renegotiating the supplier contracts as well as enhancing their energy consumption. Moreover, recalculating goals for the effective staffing, the staff cross-training concept, can contribute to service quality sustainability while controlling employees’ expenses (Hidalgo et al., 2022). 
Enhancing the experience of guests should also be done. Extending standard check-in and check-out times, allowing digital check-ins, and offering optional, individually selected services like room features would make the hotel accessible to modern consumer (Crudu, 2024). First of all, the renewal of some space such as the lobby, restaurant, and guest rooms could increase appeal as well as allowing the property to be more of a contender to some of the new hotels and hostels. It could also establish brand appeal by hosting local events such exposing artists or themed evenings in the restaurant and bar section.
In order to establish a stronger position of the hotel’s brand and, therefore, to attract more visitors, a promotion campaign should be launched. Social media portals and collaboration with local companies, usage of online booking agents can increase demand towards the hotel. Options such as reduced rates for loyal customers would encourage customers to stick around and create brand loyalty. Furthermore, offering conference room service, and meeting packages could also bring in corporate clients to the hotel and regain the image it once had to business men and women once corporate travels resumes.

[bookmark: _Toc181449842]5.0 Conclusion
The problems of declining financial results are caused by both macroeconomic indicators and microeconomic processes in the management and running of the City Hotel, making it necessary to develop a complex plan of recovery. Cost containment measures, guest satisfaction, and marketing strategies are some of the recommendations for the revitalization of the business. Implementing financial discipline and strategic customer-oriented improvements, The City Hotel has an opportunity to create a sustainable recovery pattern to attain the profitability status and enhance the company’s market position. The most realistic financial result for the owner may be achieved by the careful implementation of the turnaround strategy that will help the hotel regain its reputation of the favorite among city guests.
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