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Executive Summary
A financial analysis of the statements of The City Hotel with restaurant has been performed to evaluate the trends in profitability, liquidity, solvency, and liquidity of the organisation from 2021 to 2023. Based on the assessment of the results, probable reasons such as real-world events, current state of the economy, etc. have been identified that might have affected the financial performance of the business. Also, recommendations have been provided to the company for improving the financial results.  
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[bookmark: _Toc181955502]Introduction 
This assessment involves a discussion of the City Hotel, a hotel with restaurant with bar and event facilities. The hotel is located in the urban landscape of the UK. As the revenue, customer satisfaction, and the rate of occupancy of the company have fallen in the recent years, a discussion is required to evaluate the reasons behind the drop in financial outcomes of the company.  
In this assessment, the financial statements of the City Hotel for three years 2021, 2022, and 2023 have been used to evaluate the trends in the financial performance and health of the business. Different areas such as profitability, liquidity, efficiency, and solvency of the business will be analysed. Key reasons behind the fall in profitability of the company in the recent financial year such as real-world events, current economic conditions of the country, etc. will be discussed. Based on the assessment, a turnaround strategy for the hotel is to be developed so that the financial health and reputation of the hotel can be restored.  
[bookmark: _Toc181955503]Evaluation of the financial performance of the City Hotel
[bookmark: _Toc181955504]Profitability
i. Gross profit margin:
	Measurement of the Gross profit margin

	Particulars
	2021
	2022
	2023

	Cost of goods sold
	£411,600
	£401,510
	£176,250

	Revenue
	£5,248,290
	£5,307,480
	£2,325,440

	Gross profit margin = *100
	92.16%
	92.44%
	92.42%



This accounting ratio is applied to interpret the profitability of a company from sales against revenue (McLaney and Atrill, 2016, pp. 245). Here, the gross profit margin of the City Hotel has been similar in all these three years. However, sales revenue and gross income both have declined significantly in 2023 as compared to 2021 and 2022. Hence, despite maintaining the profit margin, it can be claimed that the profitability of this hotel from sales has declined because of an adverse financial performance.  
ii. Operating profit margin:
	Measurement of the Operating profit margin

	Particulars
	2021
	2022
	2023

	Operating income
	£664,160
	£674,730
	-£1,218,850

	Revenue
	£5,248,290
	£5,307,480
	£2,325,440

	Operating profit margin = *100
	12.65%
	12.71%
	-52.41%



This ratio shows the fraction of revenue turnover as operating income for a corporate entity for the reported fiscal year (McLaney and Atrill, 2016, pp. 244). Here, for the City Hotel, the operating margins in 2021 and 2022 have been very similar. However, in 2023, the operating margin went negative which is an outcome of the negative operating income. In 2023, City Hotel’s revenue dropped and operating income went negative as the operating expenses might have exceeded the hotel’s revenue. 
iii. Return on Capital Employed (ROCE):
	Measurement of the Return on Capital Employed (ROCE)

	Particulars
	2021
	2022
	2023

	Operating income
	£664,160
	£674,730
	-£1,218,850

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

	Current liabilities
	£1,957,360
	£2,107,750
	£2,014,600

	Capital Employed = Total assets - current liabilities
	£10,983,750
	£13,813,330
	£13,639,370

	ROCE = *100
	6.05%
	4.88%
	-8.94%



A company’s ability to put to use the owners’ capital to raise adequate operating income is denoted as the ROCE ratio (McLaney and Atrill, 2016, pp. 242). Here, for the City Hotel, the ROCE declined from 2021 to 2022 and in 2023 it went negative because of the operating loss suffered by the business. The capital employed was not put to use efficiently by the hotel which led to operating losses instead of making a profit. This is not desired by the owners who have invested their own money into the business and will not receive positive returns from operations.   
[bookmark: _Toc181955505]Liquidity 
iv. Current ratio:
	Measurement of the Current ratio

	Particulars
	2021
	2022
	2023

	Current assets
	£1,891,970
	£1,965,340
	£1,285,880

	Current liabilities
	£1,957,360
	£2,107,750
	£2,014,600

	Current ratio = 
	0.97: 1
	0.93: 1
	0.64: 1



The current ratio talks about the availability of assets that are liquid against short-term fiscal obligations (Atrill, 2009, pp. 86). The City Hotel’s financial statements present that in neither of 2021, 2022, and 2023, the current ratio is appropriate as in none of these years, the current ratio exceeds 1. In 2022, it has decreased slightly while in 2023, the current ratio has declined substantially in comparison to 2021 and 2022. This implies that the City Hotel has faced difficulties in managing its immediate obligations as adequate current resources are not present. 
v. Quick ratio:
	Measurement of the Quick ratio

	Particulars
	2021
	2022
	2023

	Current assets
	£1,891,970
	£1,965,340
	£1,285,880

	Inventories
	£35,230
	£36,350
	£29,470

	Current liabilities
	£1,957,360
	£2,107,750
	£2,014,600

	Quick ratio = 
	0.95: 1
	0.92: 1
	0.62: 1



The Quick ratio also speaks about the position of liquidity of the City Hotel. Only the liquid assets that have immediate cash conversion ability are considered in the quick ratio (Atrill, 2009, pp. 87). Here, the City Hotel’s management of working capital has worsened as the Hotel’s liquidity is under threat in 2023. The patterns in the quick ratio from 2021 to 2023 have been trending downward, indicating a fall in the liquidity position of the business entity.    
[bookmark: _Toc181955506]Efficiency 
vi. Stock Holding Days:
	Measurement of the Stock holding days

	Particulars
	2021
	2022
	2023

	Inventories
	£35,230
	£36,350
	£29,470

	Cost of sales
	£411,600
	£401,510
	£176,250

	Inventory Days = *365
	31 days
	33 days
	61 days



With this ratio, stakeholders get to know about the inventory management capability of the company. The period in days required by the companies to clear the stocks is indicated to be the stock holding period ratio (Carey et al. 2017). A company is declared more financially efficient when stocks are sold quickly. Here, the City Hotel hold onto its stocks for 31 days in 2021, 33 days in 2022, and 61 days in 2023. This reduced the inventory turnover in 2023, affecting the cash flows of the hotel in 2023. 
vii. Receivables collection period:
	Measurement of the Receivables collection period

	Particulars
	2021
	2022
	2023

	Trade receivables
	£691,380
	£792,450
	£479180

	Revenue
	£5,248,290
	£5,307,480
	£2,325,440

	Receivables collection period = *365
	48 days
	54 days
	75 days



The receivables collection period usually talks about the time provided by a company to its credit customers to clear the due payments. A higher receivables collection period is not a suitable indicator of the financial efficiency of the company (Carey et al. 2017). Here, the receivables collection period for the Hotel has been rising from 2021 to 2022 and then to 2023. This implies that the company’s collection of due payments from customers has been delayed in 2023, which led to inefficient cash flows for the Hotel in 2023.   
viii. Payables payment period:
	Measurement of the Payable payment period

	Particulars
	2021
	2022
	2023

	Trade payables
	£527,180
	£499,330
	£401,350

	Cost of sales 
	£411,600
	£401,510
	£176,250

	Payable Days = *365
	467 days
	454 days
	831 days



The time period in days that are required for a business to provide the payments for purchases to suppliers is illustrated by the payables payment period (Carey et al. 2017). The City Hotel has delayed the payment to suppliers in 2023, as these funds have been used as trade credit in the recent financial year. This is good for managing the liquidity within the organisation, however, the relationship with the suppliers would take a back. 
[bookmark: _Toc181955507]Solvency
ix. Gearing ratio: 
	Measurement of the Gearing ratio

	Particulars
	2021
	2022
	2023

	Non-current liabilities
	£8,727,580
	£11,230,300
	£12,228,780

	Total shareholders' equity
	£2,256,180
	£2,583,030
	£1,410,580

	Gearing ratio = *100
	79.46%
	81.30%
	89.66%



The gearing ratio talks about the fraction of assets that long-term borrowings finance against the shareholders’ equity that long-term debts & obligations finance (GoCardless, 2024). Here, the gearing ratio of the company has gradually risen, indicating a higher fraction of the business’s equity financed by long-term debts. This indicates lower solvency of the City Hotel in 2023 which affects the financial stability of the business in the mentioned year. 
[bookmark: _Toc181955508]Reasons behind the decline in profitability
Here, the profitability of the City Hotel has not only declined, rather has been negative, indicating financial losses during the year. There are quite a few external factors affecting the profitability of the hotel in 2023 as shown in the income statement.
The Covid-19 Pandemic:
The hospitality industry in the UK is one of the worst hit industries by COVID-19. The pandemic enforced a lot of restrictions on travel, hotel stays, etc. which reduced the demand for customers for travel and hotel bookings. Even in 2023, some restrictions are still there, which led to lower occupancy rates for the City Hotel.  
High Inflation in the UK: 
In 2022, the inflation of the UK sky-rocketed because of the internal energy crisis and the Russia-Ukraine conflict. It has put a lot of cost pressure on the hospitality businesses (BBC, 2024). Similarly, the City Hotel had to bear significantly higher operating costs because of the inflationary pressures, that have exceeded the revenue of the business. 
Brexit: 
Brexit has been another relevant event that has had an adverse impact on the profitability of the City Hotel UK. Brexit has affected the supply chain of the hotel and a shortage of labour was also faced by the hotel because of the revised migration rules. Therefore, the wages for workers increased amidst this inflationary period, affecting the profit margins of the business (Russell, 2024).  
[bookmark: _Toc181955509]A comprehensive turnaround strategy for the City Hotel - Recommendations
A comprehensive turnaround strategy for the City Hotel UK can be useful in changing the financial outcomes of the business through the implementation of effective measures. These measures include -
Operating efficiency & cost control:
The management of the City Hotel needs to implement some cost-saving initiatives that will not compromise the quality. These initiatives include the renegotiation of contracts of suppliers, optimised use of energy sources, and adoption of the management systems for the inventory so that waste amount can be reduced. Also, flexibility can be useful in raising the efficiency of the workers for which cross-training staff is required (Erasmus, 2021).
Initiatives to enhance revenue:
Here, a dynamic pricing strategy can be useful for the City Hotel for the maximisation of turnover per room. Prices should be set according to the demand and seasonality. Also, the company can think of diversifying the revenue streams by promoting the hosting of different events like weddings, corporate retreats, local events, etc., spa treatments, dining and drinking packages, etc. (Jimenez and Afonso, 2022).  
Improvement of customer experience:
Customer complaints, feedback, and queries are to be taken into account by the management. Post-pandemic hygiene expectations are to be met by the Hotel. Workers are to be trained efficiently to provide customer services efficiently (Wetzels and Wetzels, 2023). A loyalty program will be introduced so that direct bookings and repeated bookings are incentivised to improve brand loyalty and room occupancy rates. 
Marketing and Rebranding:
Unique and efficient marketing campaigns are to be planned and implemented to address the target audience. Also, social media platforms like YouTube, Facebook, and Instagram, can be used for promotional activities (Ezeife, 2017). Besides, the Hotel can form partnerships with local travel agencies for events, night stays, etc. 
[bookmark: _Toc181955510]Conclusion 
This financial assessment of the financial strength and recital of the City Hotel & restaurant shows the use of different accounting methods like ratio analysis that has been effective in comparing between results of different years. The City Hotel can now consider the recommendations provided for the turnaround as these measures are applicable when improving the ongoing financial aspects like revenue, profitability, solvency, and liquidity for the upcoming fiscal period. 
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