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[bookmark: _heading=h.30j0zll]INTRODUCTION
The City Hotel, a renowned hotel for its quality service and in the best location is now struggling financially. The hotel has seen dwindling revenue, declining occupancy rates, and falling customer satisfaction levels over the past several years (Olayinka, 2022). Broader economic shifts and increasing competition in the hospitality sector have exacerbated these challenges. This report is prepared to analyze the financial performance of The City Hotel for three years, concentrating on revenue growth and profitability as well as liquidity and solvency of the hotel. This report aims to identify internal and external factors leading up these struggles to lay out a targeted turnaround plan. The focus will be to return The City Hotel to profitability whilst ensuring the continued long-term ownership by the owner.
[bookmark: _heading=h.1fob9te]FINANCIAL PERFORMANCE ANALYSIS
To assess The City Hotel’s financial health, financial ratios and trend analysis are considered very effective as those analysis have the ability to provide insight into the hotel’s ability to meet short-term obligations, generate profits, and maintain a stable capital structure (Rashid, 2021).
[bookmark: _heading=h.3znysh7]PROFITABILITY RATIOS
Profitability ratios assess a company’s ability to generate profit relative to its revenue, cost structure, and assets, indicating how efficiently the company manages its resources (Olayinka, 2022). 
[bookmark: _heading=h.2et92p0]GROSS PROFIT MARGIN
The Gross Profit Margin measures the percentage of revenue remaining after deducting the cost of goods sold (COGS), reflecting the efficiency of production and pricing strategy (Akinleye et al., 2023). By calculating the difference between revenue and COGS, we assess how much revenue exceeds direct production costs.
[image: ]
FIGURE 1: GROSS PROFIT MARGIN ANALYSIS
From Figure 1, it is found that the Gross Profit Margin remained stable across all three years, suggesting that the cost of goods sold did not fluctuate significantly relative to revenue. This indicates effective cost management in production, despite declining revenue.
[bookmark: _heading=h.tyjcwt]OPERATING PROFIT MARGIN
The Operating Profit Margin evaluates the percentage of revenue left after all operating expenses, excluding interest and taxes, are subtracted. It reflects operational efficiency. This ratio compares operating income to revenue, providing insights into cost management and profitability before financing and tax impacts (Jayathilaka, 2020).
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FIGURE 2: OPERATING PROFIT MARGIN ANALYSIS
Figure 2 shows that the Operating Profit Margin dropped significantly to -52.4% in 2023 from 12.7% in previous years. This drastic change highlights challenges in covering operational expenses, likely due to lower occupancy rates and revenue.
[bookmark: _heading=h.3dy6vkm]NET PROFIT MARGIN
The Net Profit Margin indicates the portion of revenue that becomes net profit after all expenses, including taxes and interest, have been deducted (Hutagalung & Siagian, 2022). This ratio measures overall profitability, giving a complete picture of how much revenue remains after all business expenses.
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FIGURE 3: NET PROFIT MARGIN ANALYSIS
Figure 3 shows that, the Net Profit Margin turning negative at -48.8% in 2023 underscores a critical loss in overall profitability, signalling that even after all expenses, the hotel faced severe net losses.
[bookmark: _heading=h.1t3h5sf]LIQUIDITY RATIOS
Liquidity ratios examine the company’s ability to cover its short-term obligations using current assets. High liquidity indicates financial flexibility (Purwanti & Warasto, 2023).
[bookmark: _heading=h.4d34og8]CURRENT RATIO
The Current Ratio evaluates the company’s ability to cover current liabilities with its current assets, representing short-term financial health. This ratio is calculated by dividing total current assets by total current liabilities, assessing the hotel’s capacity to meet short-term obligations  (Purwanti & Warasto, 2023).
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FIGURE 4: CURRENT RATIO
Figure 4 shows that the Current Ratio decreased from 0.97 in 2021 to 0.81 in 2023, indicating a declining ability to cover short-term liabilities. A ratio below 1 implies that the hotel’s current assets are insufficient to meet short-term obligations.
[bookmark: _heading=h.2s8eyo1]QUICK RATIO
The Quick Ratio measures liquidity without relying on inventory, providing a stricter view of the company’s ability to cover immediate liabilities. By excluding inventories, this ratio provides a clearer picture of liquid assets available for immediate liabilities (Purwanti & Warasto, 2023).
[image: ]
FIGURE 5: QUICK RATIO
Similar to current ratio, Figure 5 shows that the Quick Ratio declined from 0.95 to 0.79 over the same period. Excluding inventories, the hotel still struggled to meet immediate liabilities, suggesting a need for improved cash management or restructuring of current liabilities.
[bookmark: _heading=h.17dp8vu]SOLVENCY RATIOS
Solvency ratios assess a company’s capacity to meet long-term obligations, indicating its long-term financial stability (Omodara, 2023).
[bookmark: _heading=h.3rdcrjn]DEBT-TO-EQUITY RATIO
The Debt-to-Equity Ratio reflects the company’s financial leverage by comparing total liabilities to shareholder equity. A high ratio may indicate heavy reliance on debt (Omodara, 2023). By dividing total liabilities by total equity, this ratio shows how much debt the hotel uses to finance its assets compared to owner’s equity. 
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FIGURE 6: DEBT-TO-EQUITY RATIO
Figure 6 shows that, the Debt-to-Equity Ratio rose sharply from 4.7 in 2021 to 10.1 in 2023, indicating a heavy reliance on debt financing. This increase in leverage raises concerns about the hotel’s ability to manage its debt sustainably and limits options for future borrowing.
In summary, the financial analysis reveals that The City Hotel faces declining profitability, weakened liquidity, and increased reliance on debt. These trends suggest an urgent need for a turnaround strategy to stabilize operations, reduce debt dependence, and restore profitability.
[bookmark: _heading=h.26in1rg]REASONS FOR DECLINE IN PROFITABILITY 
[bookmark: _heading=h.lnxbz9]INTERNAL FACTORS
The internal factors leading to The City Hotel in a financial crisis identified as ineffective cost strategies, operational inefficiency and underutilized assets which will affect profitability as well as liquidity. 
The first is that costs are simply being mismanaged, as seen with the sharp decline of the Operating Profit Margin going from 12.7% in 2022 to -52.4% in 2023. It suggests that [operational costs] have increased far more than revenue run, especially when employee-related expenses and other external expenses remain large. In 2021, the staff costs were already £1,724,760 and then in 2022 they advanced to a total of £1,770,700 whereas little added revenue was gained. Despite these costs being cut to £1,233,160 in 2023, the significant reduction in revenue caused a negative impact on profitability. Such high fixed costs become much more of a burden when there are relatively few rooms occupied to help defray these steady expenses (Atrill & McLaney, 2020).
Also, their current Debt-to-Equity Ratio reflects a worrying increase of 4.7 in the year 2021 to 10.1 in the year 2023 which indicates financial leverage along with it over-dependence on debt to run their operations. Meanwhile, the Current Ratio – an even more telling liquidity measure – believes that better cash flow management is in order too, having plummeted from 0.97 (2021) to 0.81 (2023), suggesting that hotel may not have enough assets to pay off bulging current liabilities in a timely manner.
The third big issue is utilization of the assets. The increase in depreciation and amortization from £409,190 (2021) to £661,590 (2023) implies continued investment, however such assets may not be generating a sufficient return. 


In summary, The City Hotel is internally financially stressed because it has high fixed costs during lower revenue periods, must increasingly rely on debt itself which will lead to higher interest payments and its profitability may reduce in the future due to less capacity usage of its assets. These have highlighted the necessity for better cost control and asset management to return back to financial health.



[bookmark: _heading=h.35nkun2]EXTERNAL FACTORS
Economic Conditions and Inflation: The inflationary trend has created upward pressure on operational costs for hospitality businesses across the board. According to Access (2024), the prices of food are over 26.2% more expensive between December 2021 and December 2023, while energy price has increased in general by 238% in the year of 2022 making hotel expenses higher as well. Profitability has become under a lot of pressure from the cost side which is certainly not sustainable.
Changes in Customer Spending: Consumer pressures have limited the propensity to spend discretionary capital, impacting industries such as hospitality. With the emergence of the 'imperious' trend—consumers choosing in-home experiences opposed to going out for dining—the demand for hotel services has continued decreasing (Robinson, 2024). This change in the way consumers are travelling has helped with occupancy and revenue falling in hotels.
Increased Competition: Competition has increased, the hospitality industry competition is expected to experience new entrants and can dominate alternative lodging sectors such as Airbnb (Roma et al., 2019). Such competition has led to traditional hotels lowering prices or improving service levels which have impacted revenue and profitability.
Post-COVID Industry Impacts: Hotel occupancy rates dropped sharply due to long lockdowns and worldwide travel restrictions during the COVID-19 pandemic. While the industry slowly started to recover, it was never back to pre-pandemic levels. As of 2023, global hotel occupancy remained lower than the pre-pandemic average of 68.3% through 2019 (McCracken, 2021; HVC, 2023). The pandemic has also led to changes in travel behaviour with remote work and virtual meetings causing business travel to decline, which negatively affected the hotel revenue per available room.
Overall, the City Hotel's decline is influenced by external factors including cost push inflation, changes in consumer spending patterns later aggravated by recession, competition with star hotels and longer term implications of COVID-19 pandemic. 
[bookmark: _heading=h.1ksv4uv]TURNAROUND STRATEGY
To address The City Hotel’s current financial challenges, a comprehensive turnaround plan is needed. These may be through revenue generation, cost control mechanisms, sustainability efforts, strategic market repositioning and strong risk management to build a resilient business model.
REVENUE INCREASE
The City Hotel should use the demand base pricing to cope with reduce in its revenue. This approach enables variable room pricing, responsive to shifts in demand, which can aid in filling vacancies during low occupancy times while maximizing sales potential when demand is high. Numerous hotel data show that the introduction of demand-based pricing increases revenue by providing prospective consumers with a price that is consistent with real consumer demands, especially around periods of changing occupancy (Kotler & Keller, 2016). Moreover, creating package offers that bundle room rates with dining or event services can help generate ancillary revenue, especially for restaurants or event spaces that are not utilized to their full potential. This resonates well with the concept of hotels generating additional revenue by providing a wider range of services to guests, creating desired offerings that draw local and foreign travellers to benefit from it.
COST MANAGEMENT
Considering The City Hotel operates with high labour and overhead fixed costs, controlling cost is essential. Zero-based budgeting can help assess and eliminate non-essential expenses by building the budget from square one, allowing only those costs that directly impact operational efficiency. In a turnaround scenario where historical budgets are likely no longer accurate reflections of the financial reality for the business, zero-based budgeting helps ensure that management is appropriating funds based on current requirements as opposed to past spending patterns (Kazar et al., 2023). Furthermore, flexible staffing models—whereby staff hours are matched with occupancy—will reduce labour costs without compromising service standards (Coates, 2024). Not only does this eliminate any unproductive labour costs during low occupancy periods, it can be with the added awareness of when the company should begin to operate normally on lower fixed staffing levels.
SUSTAINABILITY INITIATIVES
Sustainability is both imperative for saving costs and catering to customer expectations, making it an important keyword in hospitality. Long-term solutions, like energy-saving programs that include the installation of LED lighting and heating, ventilation and air conditioning system (HVAC) optimization can cut your utility costs. By implementing green technologies, many hotels managed to reduce energy use sustainably resulting in lowering the costs while attracting environmentally conscious travellers (Gashi et al., 2023). The restaurant can save money in the short run by cutting down on waste, especially for food and single-use plastic and move towards achieving its sustainability goals. For example, incorporating Corporate Social Responsibility (CSR) principles and getting guests involved in sustainable practices can create loyal brand ambassadors who are on the lookout for green lodging.
MARKENING
In response to changing customer expectations, The City Hotel should consider repositioning itself through a differentiation strategy. This can be achieved by emphasizing the hotel’s unique offerings, such as local cultural experiences, personalized services, and quality amenities, which could distinguish it from budget competitors. Using Porter’s differentiation strategy, the hotel can justify a premium rate by enhancing the guest experience and meeting specific customer preferences, particularly those of mid-range to upscale travellers who seek a balance between quality and affordability (Porter, 1985) . In parallel, targeting Nic, like eco-conscious or business travellers, could enhance appeal and fill a specific market gap in the competitive landscape. Such targeted repositioning can help the hotel avoid being “stuck in the middle,” a strategic pitfall where neither low cost nor distinctive value is achieved .
RISK MITIGATION
The City Hotel should adopt a comprehensive risk management strategies to mitigate financial, capital and operational risks. One way is to have multiple streams of income so you can do more than just room rentals, like serving corporate events, which will offer stable revenue from the operations that are not seasonal. Decoration creates less dependence on any one source of income and can protect the hotel itself from market fluctuations (Lawrence et al., 2021). Also, obtaining suitable property and liability insurance as well as business interruption insurance will help preserve the hotel financially during adverse events. In addition, regular financial planning and forecasting such as these will also allow the hotel to better be prepared for cash flow needs, as well as low revenue periods, ultimately helping ensure liquidity and stability in tough times.
[bookmark: _heading=h.44sinio]CONCLUSION
[bookmark: _heading=h.2jxsxqh]In conclusion, The City Hotel is losing its profitability as a result of declining income level, decreasing liquidity position an point out reliance on debt. Some of the internal issues are: High fixed cost, Cost inefficiency; and externally there is already pressure on financial health arising due to rising inflation & Competition. The turnaround strategy we have proposed addresses these challenges through cost reduction and higher revenue from demand-based pricing and better asset utilization. In the immediate term, it may require: aligning staffing and other costs with occupancy levels; pursuing energy saving initiatives; and rebalancing the hotel to service a larger portion of the customer base. Regular financial reviews then will be imperative, keeping tabs on progress and making necessary adjustments for changing market conditions. If the hotel is flexible and quick to implement necessary changes, The City Hotel can regain financial health and establish a platform for long-term prosperity.
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