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Executive summary 
This report will examine the role of return on investment for the proposed luxury hotel in Swansea. It will highlight how ROI is used to measure the profitability and how it can relate to loss and support informed financial decision making. It will include how effective ROI can improve forecasting, maximise returns and increase investor confidence. Although risks such as market fluctuations and cost pressures remain. 
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The hotel industry within Wales is responsible for contributing to roughly £5 billion to the economy (Working Wales, 2022). This report is focused on the proposed luxury hotel located in Swansea, a key business and student lead destination. The hotel will aim to attract and entice both corporate and leisure travellers, running in an industry characterised by fluctuating demand and price.  
A critical financial consideration within hotel operations is Return on Investment also known as ROI. Return on investment refers to the evaluation of the profitability of an investment (York Health Economics Consortium, 2025), this can be calculated by dividing the net return on investment by the cost of investment and multiplying it by 100 (BPX, 2024). Effective ROI is vital to any business as its masseurs’ profitability, efficiency and the value of the investment (York Health Economics Consortium, 2025). It also allows businesses to compare percentages and figures of projects to make informed decisions on their investments. 
This report will examine the application of return on investment within the setting of a proposed luxury hotel project within Swansea. It will examine how the hotel will utilise ROI, the financial gain and outcomes, an analysis using theory, and recommendations. Additionally, it will examine the potentials risks and limitations connected to return on investment. 
Applying relevant theories, such as Neoclassical theory of investment, will aim to provide a critical analysis of how return on investment contributes to profitability. Through these findings will informative recommendations for this project will be generated to the long-term sustainability for this project.
[bookmark: _Toc227842192]2. Main findings 
[bookmark: _Toc227842193]2.1 Overview of Return on Investment 
Return on investment is a financial tool used to evaluate the efficiency and profitability of an investment by comparing the net profit by its total cost (Staff, 2024). It is calculated as a percentage, with a positive ROI indicate a gain exceeding costs, while negative ROI will indicate a loss. 
It is a financial tool which helps businesses and investors decide if this will be a financial gain or a burden by comparing the efficiency and effectiveness of different investment strategies (CodeLucky, 2025). There are two formulas used when calculating ROI and these are shown below;
Formular 1:
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Formular 2:
[image: A black text on a white background

Description automatically generated] (https://www.facebook.com/Tipalti, 2022)
The demand forecasters for return of investment symbolises the financial gain from the improved accuracy (Wairforretail, 2025). This can be seen as a financial gain to a new luxury hotel within Swansea as this can now be done with various software and Ai meaning businesses can cut on this specific job saving money. 
By generating the return on investment will help a new hotel as they will be able to see clearly what a good investment would be and likewise what would financially be a bad investment. By knowing this type f information before making any type of financial decision will save money and potentially bankruptcy for a new company. 

[bookmark: _Toc227842194]2.2 Application to the luxury hotel project in Swansea 
For a luxury hotel within Swansea, it is vital that the pricing is correctly priced based of the time of year to get the most profit. Failing to do so will result in a loss which can push investors away, making them less likely to want to invest within the company due to the standards that has been set. Likewise, if the prices are too low this can also result in a loss as the company won’t be making enough money. Although the demand will remain the money won’t be the enough to keep running. Small issues like this can deter investors and ultimately lose out on money. 
If the hotel was to spend £50,000 on renovations to hotel rooms which will over the space of a year will increase revenue by £75,000, after £15,000 in related expenses the net profit will be £10,000 and the ROI will be 20% (Sadler, 2025).  For a hotel to sit comfortably in regard to investment, they will need to be sat between 6-12% annually dependant on location and target market (Takahashi, 2025). 
[bookmark: _Toc227842195]2.3 Financial outcomes and impacts 
Effective return on investment can improve the financial forecast by merging accurate historical data with real-time market insights for example competitor pricing. By utilising this type of information will help to gain a greater image on what is best for the company to maximise the profit and limit the chances of loss.  It will help to improve the hotels financial forecast by bettering the strategic decision-making and identifying the profitable investments while optimising staffing ultimately driving a higher cash flow and profitability through revenue management. Furthermore, it will build confidence for future investors as it enables benchmarking against competitors. 
However, there are also risks. Within the hotel industry it is often overestimating the occupancy and daily rate which can cause a loss (Opus Business Advisory Group, 2025). Not only can overestimating be an issue but so can high fixed operational costs, and unexpected market shifts (Opus Business Advisory Group, 2025). Failing to fix these issues fast can ultimately result in competitors taking action, leading you more to loss than profit.
[bookmark: _Toc227842196]2.4 Critical analysis using theory 
The Neoclassical theory of investment states that firms invest in order to reach an optimal capital stock, machines and buildings to maximise the profits gained. It suggests that to balance the cost of capital against the marginal revenue product of capital (Girardi, 2025). The optimal capital stock refers to the ideal amount of capital to amplify the amount of profit if it is less than their ideal number they should invest (Chodorow-Reich, 2025).
Similarly, Jorgenson Model calculates the desire capital by a simple calculation, price of output multiplied by the output divided by the user cost. 
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This calculation is important as it provides a foundation to understand business investments drive economic growth (CEPR, 2022). It links closely to cost of capital, productivity, tax policies and economic policy (muna.subedi, 2026).
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Return on investment is a vital financial strategy for the proposed hotel in Swansea as it ensures profitability and efficiency by insuring well thought out decision making based off a calculation to ensure it will result in a profit not a loss. It ensures practice statistics that allows companies to work out a strategic plan in order to grow and expand (Xero, 2024). The application of academic theory supports the effectiveness and importances of this strategy. Overall, return on investment is essential for ensuring success and competitiveness with other hotels within Swansea in regards to this hotel project. 
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A main recommendation for the project team is to adopt a phased investment strategy combined with continuous return on investment monitoring to ensure financial sustainability and minuses risk. The hotel project should priorities high-impact areas such as room quality and essential guest serves before expanding on additional amenities. This will allow the hotel to start gaining revenue earlier, increasing cashflow and reducing the payback period. 
Another important recommendation is to focus on revenue diversification in order to strengthen the return on investment. The hotel should not solely rely on room sales but also think outside the box on what else they could sell in order to maintain that income. For example, food and beverages, by having a restaurant and bar will help to maintain the cash flow but can also help to attract more customers from a wiser target audience. This can also be done in the form of partnership/ collaborations, by getting other brands to hold an event in the hotel will generate a higher footfall into the hotel making it seen more by others. This will create a word of mouth about the company and can generate more sales and high a wider target market. 
It is also important that cost control is also factored. The team should adopt a strict budget plan while in the development stage and operational phase. Monitoring key performance indicators such as cost per available rooms will ensure expenses do no erode return. 
 Lastly, it is recommended that the hotel tract their real-time financial performance and adjust accordingly. By regularly reviewing this data will ensure that the team can make informed decisions to optimise resource allocations and respond quickly and efficiently to rectify any issues regarding loss of profit. This will ensure the company doesn’t miss out on opportunities that could prevent the company form bankruptcy or a loss of investors. 
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