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1. [bookmark: _Toc182502072]Introduction 
This report is designed to evaluate The City Hotel’s operating performance for the next three years, and covers important data on revenue, expenses, profitability, liquidity, and solvency. Through these financial metrics, this analysis report seeks to determine the main drivers behind the hotel’s recent drop in revenue, occupancy and customer satisfaction. The study will also include ratio analysis to provide a quantitative foundation to examine these patterns and identify key financial strengths and weaknesses. Set in an urban area, The City Hotel has been offering restaurant, bar, and event space for years, but the recent collapse has led to questions about its future. The hotel’s owner has called on this review to help decide if a full turnaround plan is able to bring the company back to financial viability and profitability, or something else is needed. The report, backed by financial ratios and industry metrics, will outline specific recommendations to address key financial concerns and revitalize the hotel’s position in the market.
2. [bookmark: _Toc182502073]Financial Performance Analysis
In financial analysis, the terms profitability, liquidity, efficiency, solvency are all important measures that help understand a company’s financial condition. Profitability is defined as the business’s potential to produce revenue over expenses and is vital to its survival. These common profitability indicators include gross profit margin, operating profit margin, and net profit margin. These are the factors that demonstrate how well a company handles expenses and revenue, which in turn has a direct bearing on reinvestment capacity and stakeholder satisfaction (Atrill and McLaney, 2021). Liquidity, in contrast, is how well a company can service short-term liabilities (the ratios, like the current and quick ratios). It is vital to maintain operational stability by determining if the business has enough capital to meet short-term liabilities (Wild, 2018). Efficiency metrics, including inventory turnover and receivables turnover, quantify a company’s use of assets, allowing businesses to focus more efficiently, decrease waste, and increase profits (Drury, 2021). Last, solvency is whether a company can repay its long-term debt, which indicates financial stability in the form of debt-to-equity and interest coverage. A high solvency value means that there is a healthy capital base, and no financial risk (Jagels, 2007). Together, these metrics give an all-around view of a business’s financial wellbeing that helps executives to make decisions about investments, budgeting, and expansion. Strong profitability, for example, means you can reinvest in assets, and strong liquidity provides the ability to continue running in times of downturns (Seal, 2019). Streamlined performance improves resource use and good solvency gives investors and creditors confidence in the future health of a business. In total, these financial terms provide stakeholders with the ability to assess current and long-term financial performance that helps a business respond to the changing market conditions while controlling risk (Guilding, 2014). Based on these data, The City Hotel’s balance sheet will be looking at how it manages the current financial environment and where it could be doing better to remain competitive.
2.1. [bookmark: _Toc182502074]Analysis of the business
	Ratio
	Year
	Result

	Gross Profit Margin
	2021
	92.16%

	Gross Profit Margin
	2022
	92.43%

	Gross Profit Margin
	2023
	92.35%

	Operating Profit Margin
	2021
	12.65%

	Operating Profit Margin
	2022
	12.71%

	Operating Profit Margin
	2023
	-52.41%

	Net Profit Margin
	2021
	6.36%

	Net Profit Margin
	2022
	5.74%

	Net Profit Margin
	2023
	-48.81%

	Return on Equity (ROE)
	2021
	14.8%

	Return on Equity (ROE)
	2022
	11.8%

	Return on Equity (ROE)
	2023
	-80.4%

	Return on Assets (ROA)
	2021
	2.58%

	Return on Assets (ROA)
	2022
	1.91%

	Return on Assets (ROA)
	2023
	-7.25%



The City Hotel’s revenue fluctuated dramatically between 2021 and 2023. In 2021 and 2022 the hotel recorded stable revenue, with £5,248,290 and £5,307,480, respectively, but in 2023 its revenues were sharply reduced, dropping to £2,325,440. This 56 percent drop indicates both external factors, including recession impacts on tourism, and internal issues, such as decreased occupancy rates and customer satisfaction (Walker, 2021). Typical expenses like COGS, employee costs, and external costs were still large compared to revenues. Employee expenditure, for example, declined from £1,724,760 in 2021 to £1,233,160 in 2023, but still a significant expense relative to declining sales, as a result of inefficiencies in staff and expenditure. These issues require strategic action at the highest level to control costs and recoup revenues (Tranter, Stuart-Hill and Parker, 2014). Gross Profit Margin — a cost control measure — averaged around 92% over all three years, which reflects strong direct cost control in the provision of services. Margins in hospitality are generally high, which is good because it’s a sign that management is effectively managing direct costs against revenue (Atrill and McLaney, 2021). The City Hotel’s stable gross margins imply strong direct cost control and allows for a high retention rate after COGS has been recouped. But even with this efficiency in the gross profit margin, absolute gross profit fell significantly in 2023 as a result of the decline in revenue, leaving less cash for other operational expenses. This chasm points to the fact that, while direct cost control is effective, lower revenue impacts the hotel’s ability to meet more generally defined costs (Gulding, 2014). This means The City Hotel needs to figure out how to drive up revenue while tightening its grasp on direct costs. Operating Profit Margin measures how well direct and indirect costs are being handled. Although it remained steady at 12.7% in 2021 and 2022, in 2023 it began to decline to -52.41%. This reversal shows that the hotel’s operating costs, including COGS, are not aligned with its reduced profits (Bhimani, 2006). Negative operating margin: Negative operating margin reflects the fact that operating costs are greater than revenues, which is a sign of bad cost management in terms of revenues (Wild, 2018). The 2023 decrease means that revenues were not adequately offset by cuts to indirect costs, i.e., operating costs were high despite falling income (Seal, 2019). It is important to immediately take actions to control costs, reduce ops and eliminate unnecessary expenses in order to re-establish operational profit. Net Profit Margin is the share of revenue after taxes and indirect expenses that provides an all-encompassing analysis of profitability (Albrecht, Stice, and Stice, 2011). The City Hotel’s net margin dropped from 6.36% in 2021 to 5.74% in 2022 and further decreases to -48.81% in 2023. This pattern reveals that the hotel didn’t earn enough money to pay its total bills in 2023, leaving it a significant financial hit. If the net profit margin is negative, even of this size, then the business is in trouble because they are losing money (Drury, 2021). The City Hotel’s net loss in 2023 translates into revenue recovery and cost reduction efforts. If not immediate measures are taken to mitigate operating and indirect costs, the hotel is at risk of sustaining financial losses and thus possibly being permanently bankrupt. Return on Assets (ROA) measure the performance of a company in using assets to achieve profit. In assets-intensive business like hotel, a high ROA is a signal that the hotel is leveraging its resources to make a profit (Guilding, 2014). The City Hotel’s ROA was 2.58% in 2021, falling to 1.91% in 2022, and then plunge to -7.25% in 2023. That is the trend with low ROA in 2023, and it shows that property, equipment are underutilised — either due to low occupancy or use of services. That inefficiency suggests that the hotel’s massive assets are not providing the expected return on their investment. Improve ROA would entail how to use existing assets best, by booking more rooms, hosting more events or improving services. Without these changes, The City Hotel is in danger of continuing to pay excessive asset prices with insufficient revenue (Weygandt, Kimmel, and Kieso, 2015). Return on Equity (ROE) denotes the return received by shareholders and it’s the profitability of the business as perceived by investors. ROE of The City Hotel in 2021 was 14.8%, it fell to 11.8% in 2022 and -80.4% in 2023. This draconian decline indicates the negative shareholder return of 2023’s net loss. In a negative ROE, you will see that the company is not only not returning value from shareholders’ investment but also destroying shareholder value. That is a troubling result for prospective investors, indicating a high degree of financial risk and highlighting the waste in the efficiency of equity capital to achieve profitability (Atrill and McLaney, 2021). This dwindling ROE will not be appealing to any new or existing investors at The City Hotel unless and until the hotel can show a sustainable turnaround plan with increased profitability and positive ROE.
3. [bookmark: _Toc182502075]Analysis of Decline Factors
The City Hotel recently faced financial challenges due to a combination of macroeconomic stresses and inefficiencies within the organization. Global hospitality has experienced many challenges in recent years with recessions and decreased tourism. As a result of recessions, consumers tend to spend less on discretionary goods, such as travel and lodging, which drives down hotel revenue (Walker, 2021). Furthermore, pandemics have resulted in travel bans and a massive drop in international tourism, which also exacerbates revenue loss for hospitality (Baum and Hai, 2020). These macroeconomic forces have made it challenging for hotels such as The City Hotel to stay at an occupancy rate and remain profitable. On the inside, The City Hotel might be losing money and running at a loss. Cost control is essential in the hospitality sector where margins are often very minimal (Guilding, 2014). Errors in labour management, procurement and energy consumption can add to operating expenses and reduce profitability. Additionally, poor customer service can have a negative impact on guest loyalty and retention. In many cases, low service quality can lower your loyalty and occupancy (Candra, Mahaputra, and Mahaputra, 2023). Operational challenges, such as outdated technology, poor employee training, and inefficient processes, can also impact service delivery and operation effectiveness, which results in falling revenues and occupancy. This internal weakness must be addressed through cost-reduction strategies, service quality and operational improvements in order for The City Hotel to strengthen its financial performance and positioning in the increasingly difficult hospitality market.
4. [bookmark: _Toc182502076]Conclusion
To conclude, The City Hotel has a huge challenge in coping with a drastic revenue loss, cost overruns and idle assets. Though gross profit margin has remained consistent, the declining operating and net profit margins reflect poor cost control compared to deteriorating sales. This is accompanied by a negative ROE, a warning to investors and a need for aggressive restructuring to rebuild trust and profitability. Reducing inefficiencies and maximizing the asset portfolio can increase ROA and cost savings is the key to sustainable profitability. And rapid measures in these areas, along with possible revenue-enhancing measures, will be essential for the hotel to re-enter a place of financial stability and strength in a difficult market.
5. [bookmark: _Toc182502077]Recommendations 
For The City Hotel to recoup its financial capital, the entire process of turnaround, including savings, revenue generation and efficiency, must be undertaken. The first is cost control for higher operating and net profit margins. They are renegotiating supplier agreements, streamlining inventory, and reducing labour expenses by matching staffing requirements to the demand for occupancy (Drury, 2021). Cuts to costs can save you money right away as it is said in the hospitality finance journals where cost control directly effects profits (Guilding, 2014). Second, a focus on increasing revenue should be on differentiated service offerings and segmentation. For instance, launching events or joining forces with local businesses can add additional revenue streams, while marketing initiatives directed to local and regional customers can increase occupancy particularly during times of low demand (Hudson, 2017). Building customer loyalty through tailored services and better service can also improve customer retention, a vital driver for long-term revenues (Baum and Hai, 2020). Parallel to this, The City Hotel must strive to optimize operations by using technology to automate day-to-day processes, optimize booking and customer service processes, and facilitate the efficient management of inventory and workers. Research has shown that hospitality technology adoption results in enhanced customer satisfaction and cost efficiency, which in turn, lead to improved bottom line performance (Bhatti  and Alawad, 2023). Lastly, utilization of assets should be maximized to increase ROA. This can be achieved by maximizing room occupancy rates, more effectively using event spaces and possibly incubating partnerships for collaborative events or corporate bookings, which can enhance asset yield without further capital expenditure (Guilding, 2014). Focusing on these critical elements — cost reduction, diversification of revenue, operational effectiveness, and asset utilisation — can help The City Hotel manage its cash flow risk, improve its profitability, and gain a competitive advantage in the hospitality industry going forward. These indicators will be complemented by regular financial assessments and tracking to keep them up to date with the market changes and deliver the results of your turnaround plan.
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[bookmark: _Toc182502079]Appendix 
Gross Profit Margin= [(Revenue−Cost of Goods Sold)/Revenue] ×100
Y2021= [(5,248,290-411,600)/5,248,290] ×100= (4,836,690/5,248,290) x 100=0.9216 x100= 92.16%
Y2022= [(5,307,480-401,510)/5,307,480] x100= (4,905,970/5,307,480) x 100=0.9243 x 100= 92.43%
Y2023= [(2,325,440-176,250)/2,325,440] ×100= (2,149,190/2,325,440) x 100=0.9235 x 100= 92.35%
Operating Profit Margin= (Operating Income/Revenue) ×100
2021= (664,160/5,248,290) ×100=0.1265 x 100=12.65%
2022= (674,730/5,307,480) ×100=0.1271 x 100=12.71%
2023= (−1,218,850/2,325,440) ×100=-0.5241 x 100= -52.41%
Net Profit Margin= (Net Income/ Revenue​) x100
Y2021= (333,930/ 5,248,290) x 100=0.0636 x 100=6.36%
Y2022= (304,650/5,307,480) x100= 0.0574 x 100=5.74%
Y2023= (-1,134,950/ 2,325,440) x 100=−0.4881 x 100=−48.81%
ROE= (Net Income/ Owner Equity) x 100
Y2021= (333,930/2,256,180) x 100=0.148 x 100=14.8%
Y2022= (304,650/2,583,030) x 100=0.118 x 100=11.8%
Y2023= ( -1,134,950/1,410,580) x 100=−0.804x 100=−80.4%
ROA= (Net Income/ Total Assets) x 100
Y2021= (333,930/12,941,110) x 100=0.0258 x 100=2.58%
Y2022= (304,650/15,921,080) x 100=0.0191 x 100=1.91%
Y2023= (-1,134,950/15,653,970) x 100=−0.0725 x 100=−7.25%
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