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[bookmark: _Toc180802322]Purpose of Report
The report evaluate the current financial challenges facing The City Hotel, where the hotel company faces massive declines in revenue, growing operational costs, and deteriorating liquidity. The report provides a turnaround strategy that aim to revitalize the financial health of the hotel as well its reputation. 
[bookmark: _Toc180802323]Trends and Patterns in Financial Performance 
[bookmark: _Toc180802324]Ratio Analysis
[bookmark: _Toc180802325]Gross Profit Margin
Gross Profit Margin= Revenue − COGS/Revenue * 100
	Year
	Gross Profit
	Revenue
	Gross Profit Margin (%)

	2021
	4,836,690
	5,248,290
	92.14%

	2022
	4,905,970
	5,307,480
	92.44%

	2023
	2,149,190
	2,325,440
	92.41%


[bookmark: _Toc180802326]Operating Profit Margin
Operating Profit Margin= Operating Income /Revenue * 100
	Year
	Operating Income
	Revenue
	Operating Profit Margin

	2021
	664,160
	5,248,290
	12.65%

	2022
	674,730
	5,307,480
	12.71%

	2023
	(1,218,850)
	2,325,440
	-52.41%
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Current Ratio = Current Assets​/ Current Liabilities
	Year
	Current Assets
	Current Liabilities
	Current Ratio

	2021
	1,891,970
	1,957,360
	0.97

	2022
	1,965,340
	2,107,750
	0.93

	2023
	1,285,880
	2,014,600
	0.64


[bookmark: _Toc180802328]Debt to Equity Ratio
Debt to Equity Ratio = Total Liabilities / Total Equity
	Year
	Total Equity
	Total Liabilities 
	Current Ratio

	2021
	2,256,180
	10,684,940
	4.74

	2022
	2,583,030
	13,338,050
	5.16

	2023
	1,410,580
	14,243,390
	10.10


[bookmark: _Toc180802329]Interpretation of Ratio Analysis and Trend Analysis 
The gross profit margin determines how well a company is able to make profits from its main total operating revenues while excluding overhead expenses (Nariswari and Nugraha, 2020). The gross profit margin of The City Hotel remained remarkably stable over the years, with minor fluctuations: 92.14%, 92.44%, and 92.41%, for 2021, 2022, and 2023 respectively. This shows that through 2022 the hotel successfully managed the increase in Cost of Goods Sold in relation to revenue which significantly declined in 2023. The steady gross profit margin as percentage of total operating revenue indicates that operations have been effective in exerting top-down control over costs related to service revenues, including accommodation and food despite various exogenous shocks to the total operating revenue base (Drury, 2021). 
Operating profit margin, evaluates the general profit making ability through evaluating the direct and indirect costs and presents the extent of profit remaining after diverting all operation costs (Ledley et al., 2020). For 2021 and 2022, the operating profit margin was slightly above 12%, which shows that the Hotel manages to control costs that are above the product level effectively (Seal, 2019). In contrast, the operating profit margin at the end of 2023 at -52.41% is low because the hotel’s operating expenses are high in relation to the reduced operating revenue. 
The current ratio captures another aspect of liquidity by comparing the ratio of the hotel’s current assets to its current liabilities or solvency (Blessing and Sakouvoguim, 2023). In 2021 their current ratio was 0.97 which is just below 1, implying there were minimal liquidity constraints. It reduced to 0.93 in 2022 and plunged to 0.64 in the forecast for 2023. A closer insight at the implication of this trend reveals a rising inability to cover short-term liabilities with near cash resources mainly because of deterioration in cash and current assets to current liabilities ratio (Fridson and Alvarez, 2022). The position means that the hotel can be put at a vulnerable place where it becomes almost impossible to finance most of the day to day operations due to lowest cash and cash equivalent levels (Yanto et al., 2021). Such a trend calls for financial repair, probably through sourcing more working capital, or eliminating current liabilities (Song et al., 2020).
The debt-equity ratio examines the proportion of financing through debts out of the equity investment in the hotel business (Sukma et al., 2022). Concerning the long-term solvency ratios, the debt-equity ratio went up from 4.74 in the year ended 2021 to 5.16 in the year ended 2022 and farther to 10.10 in the year ended 2023. Dependence at such a level can be dangerous, especially given that the business is reporting losses, as in 2023. High leverage is a dangerous tool as it exposes the business to risks of insolvency especially when the business offers no profitable and positive cash flows to meet the interest and principal on the debts. (Markonah et al., 2020) 
[bookmark: _Toc180802330]Trend Analysis
The trend analysis of revenues, expense and profitability for The City Hotel reveals the movement within a three year period. The operating and net profit margin were also consistently positive in 2021 and 2022. But the company demonstrates a complete reversal in the year 2023, down to over 56% of its revenues and turning into the negative operating income that indicates a net loss. This massive revenue drop can be attributed to poor market threats such as low arrivals due to no tourism, high fluctuation, or stiff competition that lowered occupancy levels and enterprise outcomes (Susetyo and Abdurohman, 2024). The hotel experienced growing employee wages, external services; depreciation affected further erosion of profitability (Yrigoy and Cañada, 2019). The inability to sustain profit due to high operating expenses reduced the hotel profitability hence, the decline of the net income and retained earnings showing a negative net profit margin of 48.81% for the year ended December, 2023.
[bookmark: _Toc180802331]Key Reasons behind the Decline in Profitability
One of the key areas that continues to impede The City Hotel returns is the macro-economic problems, including the prevailing want and chronic inflation. Rising inflation has had a two-fold effect on the hospitality industry (Walker, 2021). It has raised operation expenses in consumption objects, such as supplies, utilities, and maintenance, and has cut the people’s purchasing power, thereby reducing consumption (Handayani and Winarningsih, 2020). To The City Hotel this connotes that though traditional costs such as costs of food and housekeeping accessories have risen in proportion to the hotel’s growth so has the overhead cost of the physical infrastructure. Furthermore, high utility and energy costs which are basic in a service oriented industry add pressure to the business budget (Cardoso et al., 2023). The problem is especially due to the fact that consumers are willing and able to pay less for their living expenses, decreasing the prospects of spending on non-essential, sometimes even luxury services such as The City Hotel and restaurant. 
These recent years have been characterized by the mixture of two major crises that negatively affected global tourism (Khalid et al., 2020). The COVID-19 outbreak, and later on, occasional border closures significantly influenced tourism and consumers’ behavior. Those that ventured into the marketplace for purchase cannot travel due to health concerns and or new variants that erupted globally and locally for both internal and overseas travels. In addition, related to the tourism flow, ownership and political climate like Brexit or consequent economic policies influenced the official arrival number in the UK (Mulyadi and Sinaga, 2020). These events have led to low traffic to prominent tourism attractions, meaning low hotel occupancy, thus affecting the main business opportunity for hotels to make high returns in high demand periods. These cuts are decreasing the number of visitors to the hotel, more so, fewer corporate executives and tourists contribute significantly to the revenues for The City Hotel.
Another key financial ratio that animated the growth rate of debt and equity. There was a dramatic increase in debt to equity ratio from 2021 to 2023 showing that the Hotel relied on debt to fund its operations and investment. This is particularly worrying given that debt has increased over time, and is most vulnerable when revenue shrinks: debt repayments and accrued interest are inflexible to changes in revenues (Sari and Rijanto, 2024). High interest payments reduce the amount the hotel has available to re- invest in main activities that need attention, like revamping properties, improving guest satisfaction, or promoting services. Restrictions on inflation through raising of the interest rates has compounded the problem of high costs in financing affecting the hotel’s cash flow negatively. This kind of rigidity intensifies the hotel’s problem in a declining market because obligations honored must first come from cash inflow before the hotel can invest in strategic, revenue-generating decisions. 
[bookmark: _Toc180802332]Turnaround Strategy
In order to boost the financial viability of the hotel and to reclaim its image, the mobilization of a strategy with strong focus on the digital change and flexibility of the bookings through smart technology is an appropriate turnaround strategy. Use of smart devices will enable guest convenience in tenets like entry, check-in and digital concierge among others in The City Hotel. From the moment a guest books a room to the time they check-out, these technologies offer a more efficient service tailored for a world filled with enthusiasts of ‘touch-less’ solutions (Ercan, 2019). For instance, combined mobile check-in and check-out save time and provide a more convenient situation if less time is spent to receive guests and create the first positive impression. The idea behind smart room controls, such as application controlling a room environment like temperature, or lighting, is to add value and to create unique and individual experience making the stays in The City Hotel unique and overcoming the lack of major differences and setting the hotel apart from other similar businesses. Given that the services to be provided are technology infused, the hotel has the potential of increasing its occupancy given that guests looking for a convenient and technologically charged Hotel would choose it over the others. 
Offering guests free cancellations and “Booking Now, Pay Later” possibilities and welcoming easy date changes will stimulate bookings and lessen guests’ concerns. Through the implementation of dynamic pricing software in the hotel, the hotel can determine the appropriate prices at any single point in time, thus reach the greatest levels of profitability set against the background of the powerful market competition. This flexibility can yield positive results in terms of customer base loyalty, direct bookings and recommendations (Neuhofer et al., 2020). Parents and children love fluency and transition for future use to improve brand retention and possible lifetime customer ship. Also, since booking flexibility is a best practice in the current market, bringing this change puts the hotel strategically ahead every other competitor.
[bookmark: _Toc180802333]Financial Projections
	Income Statement (In GBP)

	Year>
	2024
	2025
	2026

	Revenue
	              3,000,000 
	           3,500,000 
	           4,000,000 

	Room Sales
	              1,800,000 
	           2,100,000 
	           2,400,000 

	Food & Beverge
	                 800,000 
	              900,000 
	           1,000,000 

	Co-working spaces
	                 200,000 
	              300,000 
	              400,000 

	Event Packages
	                 200,000 
	              200,000 
	              200,000 

	Cost of goods sold
	              1,500,000 
	           1,700,000 
	           2,000,000 

	Employee cost
	                 600,000 
	              650,000 
	              700,000 

	External expenses
	                 400,000 
	              450,000 
	              500,000 

	Taxes and duties
	                   50,000 
	              600,000 
	                70,000 

	Depreciation
	                   80,000 
	              100,000 
	              130,000 

	Operation Income
	                 470,000 
	              540,000 
	              600,000 



	Balance Sheet (In GBP) 

	 Year > 
	                 2,024 
	                 2,025 
	                 2,026 

	 Goodwill 
	200,000
	200,000
	200,000

	 Other intangible assets 
	150,000
	150,000
	200,000

	 Property, plant and equipment 
	4000000
	4200000
	4500000

	 Right of use 
	500,000
	500,000
	500,000

	 Investments in associates 
	-
	-
	-

	 Non-current financial assets 
	100,000
	150,000
	200,000

	 Deferred tax assets 
	50,000
	60,000
	70,000

	 Total Non-current Assets 
	5,000,000
	5,260,000
	5,670,000

	
	
	
	

	 Inventories 
	100,000
	120,000
	140,000

	 Trade receivables 
	200,000
	250,000
	300,000

	 Current tax assets 
	50,000
	60,000
	70,000

	 Other receivables 
	100,000
	120,000
	150,000

	 Current financial assets 
	150,000
	200,000
	250,000

	 Cash and cash equivalents 
	300,000
	400,000
	500,000

	 Total Current Assets 
	900,000
	1,150,000
	1,410,000

	
	
	
	

	 Total Assets 
	5,900,000
	6,410,000
	7,080,000

	
	
	
	

	 Share capital 
	100,000
	100,000
	100,000

	 Retained earnings and other reserves 
	1,200,000
	1,400,000
	1,600,000

	 Net Income for the year 
	470,000
	540,000
	600,000

	 Total Equity 
	1,770,000
	2,040,000
	2,300,000

	
	
	
	

	 Long-term borrowing 
	1,500,000
	1,800,000
	2,000,000

	 Long-term lease debt 
	600,000
	650,000
	700,000

	 Deferred tax liabilities 
	50,000
	60,000
	70,000

	 Other non-current liabilities 
	50,000
	60,000
	70,000

	 Total Non-current Liabilities 
	2,200,000
	2,570,000
	2,840,000

	
	
	
	

	 Short-term borrowings 
	300,000
	400,000
	500,000

	 Short-term lease debt 
	150,000
	150,000
	150,000

	 Other current provisions 
	50,000
	60,000
	70,000

	 Trade payables 
	200,000
	250,000
	300,000

	 Current tax liabilities 
	40,000
	50,000
	60,000

	 Other liabilities 
	10,000
	20,000
	30,000

	 Total Current Liabilities 
	750,000
	930,000
	1,110,000

	
	
	
	

	 Total Equity and Liabilities 
	4,720,000
	5,540,000
	6,250,000

	
	
	
	



[bookmark: _Toc180802334]Conclusion and Recommendations
The report has concluded that City Hotel’s financial situation characterized by reduced demand pressure, increase costs and high dependence on debt. Applying a turnaround strategy based on digitalization and the innovative pricing policy can offer a way of the hotel’s escape from the crisis, thus overcoming a set of factors that hinder its development at the operational level and attracting new customers. 
For the purpose of the implementation of the above mentioned digital strategy at The City Hotel, the company should invest in mobile check-in/check-out, digital keys, and smart room controls and so on. Outsourcing these systems through dealing with technology vendors through lease or getting involved in contracts to co-develop them makes it possible to control upfront costs. Most of the times it will be mandatory to train the staff so that these can be put into maximum and optimum use by the intended target consumers. 
The absence of automated system in the City Hotel needs to be addressed by establishing flexible pricing that change the room tariffs as per the market forces, competition and market demand. This system will entail the development of generic and more importantly data-based pricing, which can be adjusted to match the hotel occupancy objectives. A first-time investment in software and calibration of the historical booking data will help the hotel to adjust its pricing to the prevailing market forces in order to capture both the price-sensitive and price-inelastic customers so as to achieve optimal revenues and hence enhance the hotel’s ability to buffer against future shocks.
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