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Executive Summary
The amount of money that the City Hotel has earned over the years has greatly reduced from £5.25 million in the year ending December 31, 2021, to £2.32 million in the year ending December 31, 2023. This has posed an immense challenge and brought about a situation that has been characterised by low levels of profitability and high levels of financial stress. The operating income of the hotel in 2023 became at a loss, £1.22 million, while it seemed to be in profit in previous years.
This has been placed into perspective by reasons such as an increase in employee costs, social and market costs and overall decrease in customer traffic. It can be concluded that the levels of liquidity and solvency prove a condition where the hotel cannot fulfil short-term payments and has a high amount of debt. Nevertheless, due to increased competition, the shift in consumer preferences as well as the effects of economic hardship in the industry, the situation has pulled down the bar lower.
To bring the recoveries to the desired standard, it is suggested that a turnaround strategy be adopted to achieve these objectives. It can be seen that the strategic direction is targeted at cost cutting, sales increase, and organisational changes. Main activities include the key cost driver being staff cost which has to be managed effectively by either laying off some employees or trying to find new cost-effective employees, reconsideration of supplier contracts, increasing marketing performance, and increasing the number of customers to enhance occupancy rates. Also, the existing loans’ consolidation and improved financing system will help stabilising the cash flow and enhance the group’s financial situation in the distant future.
If all these strategies are well employed appropriately, The City Hotel will be in a position to attain financial sustainability and profitability in the challenging market environment.
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[bookmark: _Toc189298857]Introduction
This report seeks to assess the operating performance of The City Hotel for the last three years and on what grounds a turnaround strategy can be implemented. The hotel has suffered a significant decline in its revenues, gross profit and liquid funds; thus, its sustainability is doubtful. This report aims to carry out an analysis of the financial performance ratios such as profitability, solvents and liquidity and identify the factors that have caused the firms into financial stress.
In this case, the financial ratios analysis, trend analysis, and benchmarking are used to analyse financial data. Furthermore, top-down approaches to external economic problems, current issues within the hospitality industry and internal operational problems in the hotel operation are being explored to determine the external factors that could be the possible reason for the restaurant’s poor financial performance.
A company needs to have sufficient capital in the case of the hospitality industry because there is always the pressure of competing for customers as well as other expenses. Finally, previous recommendations made in this report will summarise with the view of enhancing financial performance and the general competitiveness of the hotel for the long term.
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[bookmark: _Toc189298859]Revenue & Profitability Trends
Over the past three years, the City Hotel has seen a huge loss in revenues. The revenue grew slightly to £5,307,440 (2022) from £5,248,290 (2021), but fell sharply to £2,325,440 (2023), of 56% decline (Namazi and Nazemi, 2024). These are mostly responsible for the reduced business travel, economic downturns, and increased competition.
Overall, one major factor is the shift in business travel trends. UK business travel bookings have plummeted as corporate bookings follow the drop in remote work and virtual meetings, as the spending on business travel is 30% lower than the level before the pandemic (Junaidi and Marviana, 2025). In addition, inflation rose as high as 11.1% in October 2022, which resulted in the reduction of disposable income and the desirability of leisure travel. However, many consumers chose to go for cheaper alternatives with Airbnb, Premier Inn and Travelodge.


[bookmark: _Toc189298810]Figure 1: Key Financial Trends (Source: Author)

Financial stress culminated in considerable operating income losses from £674,730 (2022) to -£1,218,850 (2023) as well. However, they have eroded profitability due to high employee wages, external expenses, debt servicing costs and stable gross profit margin (92.42%).
Declining profitability emphasises the imperative of cost optimisation and revenue diversification through the ways of pricing strategies, targeted marketing as well as service improvements to obtain competitiveness.

[bookmark: _Toc189298811]Figure 2: Profitability of City Hotels (Source: Author)
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Further, the major components of City Hotel’s cost are employee, external, and depreciation (Khatter, 2025). This was due to reduced operations and employee costs increased from £1,724,760 (2021) to £1,770,700 (2022) but decreased to £1,233,160 (2023). Nevertheless, a considerable proportion of expenses consisted of wages.
Similarly, external expenses also followed an unappealing trend with the highest value of £1,894,720 in 2021 and reduced to £1,675,410 in 2022. These costs dropped to £1,071,030 by 2023 and business activity has likely diminished. Nevertheless, the steep decline in revenue implies that loss reductions did not compensate for revenue losses.
This pressure on profits came from breaking down depreciation and amortisation expenses to £661,590 (2023) from £409,190 (2021). The higher depreciation may mean that it is investing in assets where there are not enough returns to justify spending.
Out of the box, revenue reductions exceeded expense types so financial performance was worsening.
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[bookmark: _Toc189298812]Figure 3: Liquidity of City Hotels (Source: Author)
Liquidity ratios reveal that The City Hotel is not in a good position to meet short-term payables. The current ratio showing the capacity of the firm to pay off short-term liabilities dropped from 0.97 in 2021 down to 0.64 in 2023 (CFI team, 2022). A ratio below 1.0 would therefore imply that the hotel is not in a position to meet its short-term commitments using the current assets. The excluding the inventory received a similar treatment and it stood at 0.95 in 2021 and was down to 0.62 in 2023 thus underpinning liquidity.
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The solvency of hotels has also deteriorated during this period and the main reasons for this are the increasing their current liabilities (Walker, 2021). This has led to an increase in the debt-to-equity ratio from 4.74 in 2021 to 10.10 in the year 2023 due to the high utilisation of borrowed resources. This leads to debt levels being significantly high as for every £ 1 of equity, the hotel has more than £10 in debt. The ratio of total debt to assets increased from 0.83 in the year 2021 to 0.91 in the year 2023 which indicates that nearly all of the assets are financed from debt hence causing less financial sustainability. Also, the equity was low and reduced to 0.09 in 2023 meaning that shareholder equity has decreased to almost zero.
Some of the significant risks that are apparent with the City Hotel include high levels of debt and poor liquidity (Walker, 2021). In case the hotel's operational costs aggregately exceed income, solvency may be an issue, therefore, drastic measures are called for.
[bookmark: _Toc189298862] Key Factors Contributing to Financial Decline
The City Hotel's financial challenges are influenced by several factors affecting the UK hospitality industry.
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[bookmark: _Toc189298814]Figure 5: Market size of the hotel industry in the United Kingdom from 2013 to 2023, (Source: Statista 2025)
More changes have been experienced in the UK hotel industry in the recent past. The market significantly shrunk in 2021, though crossing half its market size in the pre-covid period. Although in 2020, it fell to £12.1 billion after the COVID-19 impact, it gradually started rising again and was £21.9 billion in the year 2021 after rising to £24.7 billion in the year 2023, exceeding its previous position. Nonetheless, it is predicted that in the year 2024, the market will deflate slightly by £400 million. Regarding occupancy rates, some changes have been observed, and the values have also risen to 81% in September 2022 (Statista, 2024). These fluctuations have instilled uncertainty in the market, which has become unfruitful for potential customers such as The City Hotel to enjoy usual and certain sales patterns. Hyatt, IHG and Radisson are leading hotel corporations that are seeking to diversify and grow in China by targeting the low-end segment because of the deterioration of the economic conditions in the country.
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This indicated that the UK hospitality sector experienced an increase in food prices from December 2021 to December 2023, which raised profits by 26.2%, while energy expenses increased by 238%. These soaring costs have stretched The City Hotel financially (Grant, 2024). Therefore, new pricing structures have had to be implemented and perhaps, having to cut costs in other areas that may affect price-conscious guests.
Decreasing occupancy levels continue to worsen the situation, reducing the utilisation of the common services and hence the income-generating capacity. The other threat is being associated with a decline in service or facilities offered that may have been cut as a measure towards reducing costs; hence a multitude of complaints leads to customer dissatisfaction, thus fewer bookings.
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About the general market in the UK, changes have occurred in the labour market The UK labour market has reforms in some ways. The highest record of job vacancies was recorded in 2022, where vacancies reached 1.3 million, resulting in only one unemployed job seeker for every vacancy. This resulted in high labour costs due to competition that arose from the shortages of talent that were in high demand.  Further, the UK’s working-age population has employment reduced as per reports at a significantly higher pace than it did over the last 40 years, alarming the economy about £25 billion annually together with an added £16 billion in public debts. Since COVID-19, about 800000 people are no longer in the labour force, which has caused the largest rate of unemployment since the 1980s. These factors have resulted in higher wage demands and the problems of human resource management in retaining qualified staff in The City Hotel.
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Inflation, or the general rise in the price level, increased in the UK to a 41-year high in October 2022, thus reducing the purchasing power of consumers. This surge in inflation has led to competition for prices among the businesses, which in turn has led to the raising of the operational costs, hence a cut back in consumption expenditure among the consumers (Lulaj, 2024). Therefore, it is rendering that, due to the reduction in business and leisure trips, more expenses have been observed by The City Hotel while getting fewer bookings.
All these factors have posed a great challenge to the performance of The City Hotel and a viable plan is required to respond with efficiency to these factors; both internal and external.
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Financial stability and competitiveness improvement should be achieved through a proper structure in the City Hotel. The following strategies focus on cost reduction, revenue growth, operation improvement and market positioning.
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To cut costs, The City Hotel should be able to reduce its expenses by adjusting staff levels according to the level of occupancy, eliminating unnecessary expenses and improving energy efficiency (Milojković, et al. 2024). It can also reduce costs for such things as food, beverages, and maintenance services, through renegotiation of food, beverage and maintenance services supplier contracts. Outsourcing of non-core services such as housekeeping and laundry, also helps in reducing fixed costs.
Dynamic pricing can be used to increase revenue by adjusting room rates based on the demand and the competition pricing of competitors. Additionally, the hotel should enhance marketing efforts by employing digital platforms that can bring in more bookings. Collaborating with online travel agencies as well as offering reduced rates can improve occupancy rates (Seal, 2019). Creating an additional revenue stream is to diversify services, for instance, by hosting events, premium dining experiences, or loyalty programs.
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It is important to improve cash flow management. The hotel should instill strict credit policies that close the gap of outstanding receivables and facilitate timely payment of customers. Immediate liquidity is available by implementing prepayment options for bookings.
When a hotel is saddled with a rising debt burden, debt restructuring or refinancing to gain lower interest rates and extend repayment time becomes necessary (Mueller and Sensini, 2021). In other instances, there is negotiating with lenders to convert short-term liabilities into long-term debt, which can help relieve the financial pressure.
Cross-training employees increases staff efficiency as there is no need to hire additional staff to be able to perform all functions required. It will reduce the need for any excess staff and maintain the service quality. Staff training is vital for the purchase as employees can provide best-in-class customer service, which in this case will enhance guest satisfaction and retention.
[bookmark: _Toc189298870]Competitive Positioning & Service Improvement
Firstly, it is necessary to increase the customer experience as it is very competitive to attract and keep the guests (Tsou, et al. 2025). In terms of service innovation, the hotel should enhance the experience by providing the customer with personalised services, for example, compatible experience room packages and special member benefits.
Technology can be invested in that will improve efficiency. Revenue revenue-managed system can help optimisation pricing strategy; a Customer Relationship Management system can help improve guest engagement. On top of that, digital check-in and smart room capabilities can also enhance convenience.
For strengthening brand reputation, a proactive marketing strategy is needed. Social media, customer reviews, and influencer partnerships will be the main steps that the hotel will utilise to have a strong online presence (Drury, 2021). Positive guest reviews and being present in the customer’s online spaces help reduce some hesitation and create more credibility and more bookings.
Through the implementation of these strategies, The City Hotel would be able to recover financially and get an edge over others in the market.
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Based on the financial analysis of The City Hotel, there is a decline in the revenue, profitability, and liquidity whereby the revenue has declined from £5.3 million in 2022 to £ 2.3 million in 2023. The financial structures in operational cost escalated, occupancy dropped, and the hotel has more debts bearing on it. Liquidity ratios provide information to reflect the firm’s ability to meet short-term commitments while solvency ratios point to very high use of debt.
However, the scrutiny scenario is achievable only when reduction, increase in sales, and financial restructuring strategies cost are correctly applied. It is therefore important to increase cash inflow, manage outstanding debts, and make positive changes that will help introduce favourable changes to the customer to get back to profitability.
Out of them, cost control, effective and intensive promotion and improving business performance should be the top priorities of the hotel. This paper shall argue that the establishment of strengthening the digital presence of hospitality firms, improving services and enhancing competitiveness are key factors to improve sustainability in the hospitality industry.
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Liquidity

2021	
Current Ratio	Quick Ratio	0.96659275759185848	0.94859402460456943	2022	
Current Ratio	Quick Ratio	0.93243506108409446	0.91518918277784367	2023	
Current Ratio	Quick Ratio	0.63828055197061451	0.6236523379330885	



Solvency

2021	
Debt to Equity	Debt to Assets	Equity Ratio	4.7358544087794412	0.82565869542875381	1.7434221202216196	2022	
Debt to Equity	Debt to Assets	Equity Ratio	5.1637224499909022	0.83776037806480463	0.16223962193519534	2023	
Debt to Equity	Debt to Assets	Equity Ratio	10.097541436855762	0.90988995123920646	9.0110048760793593E-2	



Key Trends

2021	
Revenue 	Gross Income	Operating Income	5248290	4836690	664160	2022	
Revenue 	Gross Income	Operating Income	5307480	4905970	674730	2023	
Revenue 	Gross Income	Operating Income	2325440	2149190	-1218850	



Profitability

2021	
Gross profit margin	Operating Profit margin	0.92157445567984997	0.12654788512067741	2022	
Gross profit margin	Operating Profit margin	0.92435016241229362	0.127128128603405	2023	
Gross profit margin	Operating Profit margin	0.92420789183982388	0.52413736755194718	
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Trends 2021 2022 2023

Revenue  5,248,290.00 £                                     5,307,480.00 £     2,325,440.00 £    

Gross Income 4,836,690.00 £                                     4,905,970.00 £     2,149,190.00 £    

Operating Income 664,160.00 £                                        674,730.00 £        1,218,850.00 £    
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Profitability Ratios Formula 2021 2022 2023

Gross profit margin (Gross profit / Revenue)*100 92.16% 92.44% 92.42%

Operating Profit margin

(Operating Profit / 

Revenue)*100

12.65% 12.71% 52.41%

Liquidity Ratios Formula 2021 2022 2023

Current Ratio

(Current Assets / Current 

Liabilites) 0.97 0.93 0.64

Quick Ratio

(Current Assets - Inventories / 

Current Liabilites)

0.95 0.92 0.62

Solvency Ratios Formula 2021 2022 2023

Debt to Equity

(Total Debt / Total Shareholders 

Equity) 4.74 5.16 10.10

Debt to Assets (Total Debt / Total Assets) 0.83 0.84 0.91

Equity Ratio

(Total Shareholder Equity / 

Total Assets)

1.74 0.16 0.09
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