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The City Hotel is a busy city hotel with restaurant, bar and event facilities. As one of the best locations historically, the steady business it has received has been due to its strategic location, versatile amenities, etc. But in the past three years it has undergone serious financial instability, with revenues, occupancy rates and customer satisfaction falling sharply. From 2021 to 2023 revenue decreased from £5.2m to £2.34m, a 56 per cent fall in part due to increased market competition and rising operational costs. Occupancy rates also took a huge hit, making it very difficult to cover the costs and keep the profitability where it needs to be.
This report aims to go deeper into the financial challenges of these financial challenges and develop a sustainable turnaround strategy to rejuvenate the hotel’s financial position and reputation. The strategy will involve analysing past performance trends, identifying core issues in profitability, and creating business process specific to heightened stream revenue and current retention. The report will also provide a detailed overview of how the factors of a financial, operational and market nature are involved in each other using tools like financial ratios, operational and competitive analysis.
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[bookmark: _Toc182335485]Revenue and Profitability Trends
Over the last three years the City Hotel has proved to have dramatic revenue and profitability problems. In 2021 revenue was £5.2 million, it fell to £5.3 million in 2022 and was down to £2.3 million in 2023. There is this decline reflecting the hotel’s vulnerability to economic downturns and the competitive pressures of the industry (Abubakar et al, 2024). Furthermore, the hotel’s operating income was £664,160 positive in 2021, fell slightly to £674,730 in 2022, and then plummeted to £1.2 million loss in 2023, strongly signs of a huge sacrifice in profitability. It shows that because revenue wasn’t sufficient to cover a rising expense base, the hotel is in danger of running out of money.
[bookmark: _Toc182335486]Cost Analysis
Cost examination reveals that employee expenses and external costs contribute most to declining profitability. From 2021 to 2022 employee costs only increased marginally from £1.7 million to £1.8 million, and subsequently fell to £1.2 million in 2023, perhaps as a result of staff cuts alongside falling revenues. As with external expenses, external expenses declined from £1.9 million in 2021 to £1.6 million in 2022, and then to £1.1 million in 2023. While these cost reductions gave some respite, they were never sufficiently broad to prevent a hit to revenue and leave the hotels with negative operating income in 2023 (Lee et al, 2024).
[bookmark: _Toc182335487]Balance Sheet Analysis
In the balance sheet, total assets of the hotel decreased from £12.9 million in 2021, £15.9 million in 2022 and then slightly to £15.6 million in 2023. This indicates asset changes or overall liquidation facts of the hotel to increase cash flow in period (Romanopoulos and Metaxas, 2024). Specifically, cash and cash equivalents too fell from £740,590 in 2021, to £295,510 in 2023, being illustrative of cash flow strain. However between 2021 and 2023 total liabilities increased from £10. 7m in 2021 to £13.3m in 2022 to £14. 2m in 2023, contributing to a weakened balance sheet. Furthermore, retained earnings reduced from £2.1 million in 2021 to £1.3 million in 2023, and it appears that the proportion of retained earnings in relation to the debt of the business in 2023 increased from a relative position in 2021.
Declining revenues have held back the City Hotels’ financial performance along with persistent costs and rising liabilities. These trends illustrate the imperative for a turnaround strategy aimed at fixing these revenue trends and advancing operational efficiencies toward excellence and financial sustainability (Anand and Munjal, 2024).  
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The key ratios of the City Hotel are the following:
	Ratio Type
	Metric
	Formula
	2021
	2022
	2023

	Profitability
	Gross Profit Margin
	(Revenue - COGS) / Revenue × 100
	92.16%
	92.43%
	92.42%

	
	Net Profit Margin
	(Net Income / Revenue) × 100
	6.36%
	5.74%
	-48.79%

	
	Return on Assets (ROA)
	(Net Income / Total Assets) × 100
	5.13%
	4.23%
	-7.25%

	Liquidity
	Current Ratio
	Current Assets / Current Liabilities
	0.97
	0.93
	0.64

	
	Quick Ratio
	(Current Assets - Inventory) / Current Liabilities
	0.94
	0.91
	0.63

	Solvency
	Debt to Equity Ratio
	Total Liabilities / Total Equity
	4.74
	5.16
	10.10

	
	Interest Coverage Ratio
	Operating Income / Interest Expense
	7.36
	7.48
	-13.52



Key financial ratios for The City Hotel are analysed to discuss its liquidity solvency and profitability challenges. The ratios reveal significant trends affecting The City Hotel's financial health. Despite a consistent Gross Profit Margin (92%), the Net Profit Margin and ROA show a sharp decline, particularly in 2023, where a large negative Net Profit Margin (-48.79%) and ROA (-7.25%) indicate substantial profitability issues. Liquidity ratios (Current and Quick) have dropped from near 1.0 in 2021 to below 0.65 in 2023, which highlights the increased difficulty in meeting short-term obligations. The Solvency analysis reveals a troubling Debt-to-Equity Ratio, which doubled to 10.10 in 2023, this suggests reduced equity (Asuga, 2024). Additionally, the Interest Coverage Ratio plunged to -13.52 in 2023, that indicates the inability to cover interest expenses from operating income (Saepudin and Rinandiyana, 2024). These metrics indicate urgent financial distress and signal the need for immediate restructuring. These ratios point to substantial financial stress coupled with the need for strategic force changes to achieve liquidity, reduce debt dependency and restore profitability toward a long-term stable future.

[bookmark: _Toc182335489]Current Operational Analysis 
The financial decline of the City Hotel has been influenced with it operational inefficiencies. Some of the key internal issues that always come up are poor cost control, as continued high employee expenses dip only marginally from £1,724,760 in 2021 to £1,233,160 in 2023 despite big revenue decimation (Chen et al, 2023). Finally, as external expenses have fallen from £1,894,720 in 2021 to £1,071,030 in 2023, this too illustrates the current disproportionate relation of costs to shrinking income (Barber et al, 2023). Poor management of fixed cost, as well as poor provision on resources, exacerbate operational inefficiencies which then lead to poor profit margins. The increased depreciation and amortisation cost over 61% showed asset intensive operations that stress the cash flow (Shanshool and Al-Mashhadani, 2024). Collectively, these factors show that strategic cost management has its own weaknesses, which have created instability of the hotel's financial positions as well as reduced its operational efficiency.
[bookmark: _Toc182335490]Market and Competitive Position Analysis 
The relative standing of the City Hotel on the market has deteriorated from its previous competition because of changes in customer preferences and a rise in competition in the hospitality industry. Lack of digital innovations and personalised services on the other hand have made competitors such as The City Hotel lag behind, since competitors have exploited the adoption of digital innovations and personalised services to adapt more easily to changing consumer expectations. An urban setting which was previously an advantage, is now competing against both implied and boutique hotels with unique experiences and flexible pricing structures (Santos et al, 2023).
These challenges have been worse hit by recent economic conditions. It is a result of economic disruptions stemming from the COVID-19 pandemic and incresed inflation which has kept consumers from spending on non essential services such as travel and leisure (Lee et al, 2024). Inflation has driven rising operational costs further, eroding profit margin, although occupancy rates come under pressure as customers become keener on price (Seal, 2018).
It appears that the industry is moving towards sustainable and technology integrated hospitality services, areas where The City Hotel has not made much progress. This creates a gap that does not appeal to environmentally conscious travellers and tech savvy consumer (Jerez and Foroudi, 2024). Furthermore, such external factors as labour shortages negatively affect service delivery, operational efficiency and improve customer satisfaction, while decreasing repeat business (Atrill and McLaney, 2021). For these reasons strategic adjustments are needed to reposition the hotel competitively in these combined market pressures. 

[bookmark: _Toc182335491]Strategic Recommendations for Turnaround 
To turn a financial and operational turnaround, The City Hotel needs to implement a strategic approach. The first step is to put in place revised pricing structures to grab customers from different customer segments. Robust flexible, multi tiered pricing models can be used to attract guests on the budget and premium rates for peak periods. What this approach can do is increase revenue streams and occupancy rates.
Digital platforms need to become marketing priorities. Visibility and appeal to younger, tech oriented audiences is boosted with targeted online adverting as well as through social media campaigns partnered with travel influencers (Johnson et al, 2021). By improving the hotel’s website and improving the book and formalise function by adding promotions, it forces direct bookings and reduces reliance on commission heavy 3rd party platforms (Deloitte, 2022).
Streamlining operational expenses in the form of streamlining occupancy forecasts based on occupancy forecast and energy saving strategies to minimise utility costs (Khan et al, 2024). Technology based solutions such as automated cheque ins and mobile key entry can increase efficiency and reduce dependency on labour (Sujood et al, 2023).
In improving customer engagement, the hotel may consider taking up personalised experiences, such as loyalty schemes and curated packages that would help them to sustain repeat business and enhance customer satisfaction. (Drury, 2021). Feedback mechanisms integration can drive service customisation based on guest preferences that improves the customer experience. With this multi pronged strategy The City Hotel will rebound to financial stability and operational efficiency.

[bookmark: _Toc182335492]Financial Forecast and Expected Outcomes 
The proposed strategy is expected to have a large financial impact on The City Hotel. Flexible pricing and targeted marketing are introduced, which is expected to grow revenue by 15 percent in the first year, reversing the trend downward from 2023 (Johnson et al, 2021). Total revenue could amount to in excess of £2.67 million. Predicted measures to enhance cost management through energy efficiency and optimised staffing are anticipated to reduce operational cost by 10% whilst reducing total costs to about £2.2 million (Atrill and McLaney, 2021).
Net profit margins are expected to shift from their current negative of -52.3% and move into a range of positive 5–10% for profitability over next two years. The turnaround will come through balanced cost reductions and increased occupancy rates, generated by modernised service offer and targeted customer engagement (Deloitte, 2022). This forecast highlights the potential of the financial stability through a strategic execution.

[bookmark: _Toc182335493]Risk Assessment and Mitigation Measures 
The City Hotel is exposed to the major risks in its turnaround strategy including market volatility which influences in fluctuating demand, according to the economic conditions and competitive pressures (Porter, 2008). In order to counterweigh this, the hotel should use the dynamic pricing and flexible service models to adapt instantly to changing market shifts (Sujood et al, 2023). However, such things as personnel gaps and project delays can become operational challenges that disrupt progress. Mitigation measures are to provide investment in cross training employees and phased roll out of technology to ease the task workloads with employees (Suyono et al, 2024). The strategy can be adjusted quickly with regular performance monitoring which will enable alignment with current trends (Deloitte, 2022).




[bookmark: _Toc182335494]Conclusion and Recommendations
The analysis shows that The City Hotel needs an improvement in overall strategy to revitalise itself from the decline. Finding dynamic pricing, digital marketing, and efficient cost management to address issues like high costs, poor liquidity, and weakened market position are found to be key findings. These recommendations should lead to revenue boosts of 15% a year in the first year, reduce costs by 10% and put net profit margins into the black, providing a secure platform for growth.
For the support of implementation, the hotel owner should invest first in technology that helps with operational efficiency and data driven marketing. Keeping labour challenges at bay can be done through staff training programmes and cross training. Financial reviews at regular intervals and flexible adjustments to strategy will help market changes and keep profitability.
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