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[bookmark: _9k5klrewzd03][bookmark: _Toc179763117]1. Introduction
The City Hotel, once a thriving town in business operation, has lately encountered some financial issues resulting from various factors both from within and outside it. For the last three years, the revenue of the hotel has drastically reduced profitability and also customer satisfaction. This created operating losses and raised questions for the hotel about whether it would stay in business in the future with the business environment today.

This report analyses the financial performance of The City Hotel, identifies reasons why the profitability had declined, and proposes an overall turnaround strategy to restore the economic health and operational stability of the hotel. The report has used the key financial ratios-profitability, liquidity, and solvency interpret the hotel's performance over the period from 2021 to 2023, and based on the findings, strategic recommendations have been made to improve operations with long-term sustainability.

[bookmark: _f6ueh5j6idf2][bookmark: _Toc179763118]2. Corporate Financial Performance Report 
[bookmark: _hyg0dxs35cx4][bookmark: _Toc179763119]2.1 Revenue Trends
Revenue is a key indicator of financial health, and in the case of The City Hotel, the trend over the three years shows concerns. In 2021, the hotel's total revenue was at £5,248,290; in 2022, it was at £5,307,480. This means that it was essentially a stabilization period, which meant that the hotel was standing firm in the marketplace. However, for the year 2023, revenue dropped sharply to £2,325,440, which was down 56% from the previous year.
Revenues most likely decreased as a result of soft market conditions such as low occupancy rates, recessionary threats, or changes in consumer preferences and behaviour due to factors such as inflation, economic uncertainty, or post-pandemic changes in travel patterns. The dramatic fall in revenues depicts a shockwave downline in the overall performance (Rutten, 2020).

[bookmark: _v4ns4llruafq][bookmark: _Toc179763120]2.2 Profitability Ratios
[bookmark: _5u35qdt80s0z][bookmark: _Toc179763121]2.2.1 Gross Profit Ratio
The gross profit ratio illustrates how well the hotel has managed its cost of goods sold relative to revenue:
Since,
[image: ]
Therefore, for each of the three years respectively,
2021: (5,248,290 − 411,600) / 5,248,290 ×100   =   92.16%
2022: (5,307,480 − 401,510) / 5,307,480 ×100   =   92.44%
2023: (2,325,440 − 176,250) / 2,325,440 ×100   =   92.42%
Even though it stayed roughly the same at 92%, given that revenue declined in 2023, the gross profit ratio shows the hotel was well within control of its cost of goods sold. With a high gross margin, it did not offset the negative result of total revenue decline.

[bookmark: _oeb6g7z9x21u][bookmark: _Toc179763122]2.2.2 Operating Profit Ratio
This ratio indicates how well the hotel keeps its operating expense under control relative to its revenue:
Since,
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Therefore,
2021: 664160 / 5248280 × 100   =   12.65%
2022: 674730 / 5307480 × 100   =   12.71%
2023: (-1,218,850) / 2,325,440 × 100   =   -52.38%
While the operating profit ratio has remained stable at around 12% during the periods of 2021 and 2022, it has fallen to -52.38% during 2023. This reflects that the hotel could not control the expenses, such as staff costs and external costs, of the operation (Walker, 2021).
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2.2.3 Net Profit Ratio
This ratio measures profitability after deducting all expenses:
Since the formula for,
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Therefore,
2021: 333,930 / 5,248,290 × 100   =   6.36%
2022: 304,650 / 5,307,480 × 100   =   5.74%
2023: (-1,134,950) / 2,325,440 × 100   =   -48.76%
In 2021 and 2022, the net profit margin was positive, though it began to decline to 5.74% from 6.36%. But in 2023, it dropped to -48.76%, indicating a net loss by the hotel. It highlights the necessity of changes in operations and cost management to regain profit (Faster Capital, 2024).

[bookmark: _kaudfpt9x9zg][bookmark: _Toc179763124]2.2.4 ROA
ROA indicates how properly the assets of the hotel are being used to produce income:
We know,
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Therefore,
2021: (333,930) / (12,941,110) × 100   =   2.58%
2022: (304,650 / 15,921,080) × 100   =   1.91%
2023: (−1,134,950) / (15,653,970) × 100   =   -7.25%
ROA declined annually to a negative of −7.25% in 2023. The hotel cannot be effective in using its assets to generate earnings, though it seriously underperformed in 2023 due to low revenue.
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2.2.5 Return on Equity (ROE)
ROE is the return on equity owned by the shareholders:
Since,
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Therefore,
2021: 333,930 / 2,256,180 × 100   =   14.77%
2022: 304,650 / 2,583,030 × 100   =   11.79%
2023: (−1,134,950) / 1,410,580 × 100   =   -80.38%
ROE declined from 14.77% in 2021 to -80.38% in 2023. This steep drop is due to value destruction generated by poor financial performance contributed by the huge net loss (Wall Street Prep, 2024)

[bookmark: _dqrsehohrwq9][bookmark: _Toc179763126]3. Liquidity and Solvency Analysis
[bookmark: _l2ete2c8b98][bookmark: _Toc179763127]3.1 Liquidity Ratios
[bookmark: _msnv1vckydxk][bookmark: _Toc179763128]3.1.1 Current Ratio
The current ratio measures the ability of the hotel to cover its short-term liabilities with short-term assets:
Since,
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Therefore,
2021: 1,891,970 / 1,957,360 ≈ 0.97
2022: 1,965,340 / 2,107,750 ≈ 0.93
2023: 1,285,880 / 2,014,600 ≈ 0.64
The current ratio of the hotel declined from 0.97 in 2021 to 0.64 in 2023. The hotel experienced increased liquidity stress over that period. A ratio below one may indicate that the hotel faces problems meeting its short-term liabilities (eCapital, 2024).
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3.1.2 Quick Ratio
The quick ratio excludes inventories from current assets. 
Since,
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Therefore,
2021: (1,891,970 − 35,230) / 1,957,360 ≈0.95
2022: (1,965,340− 36,350) / 2,107,750 ≈ 0.92
2023: (1,285,880− 29,470) / 2,014,600≈0.62
The quick ratio decreased from 0.95 in 2021 to 0.62 in 2023, indicating that the liquidity problem has grown. The hotel has lost its ability to service the short-term liabilities without relying on its inventory (Bereźnicka et al., 2024).

[bookmark: _jl36cok7hf4k][bookmark: _Toc179763130]3.2 Solvency Ratios
[bookmark: _36ab7i8hmuic][bookmark: _Toc179763131]3.2.1 Debt Ratio
The debt ratio reflects the total risk that the hotel faces compared to the equity created by liabilities:
Since,
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Therefore,
2021: 10,684,940 / 12,941,110 × 100   =   82.89%
2022: 13,338,050 / 15,921,080 × 100   =   83.78%
2023: 14,243,390 / 15,653,970 × 100   =   91.02%
The debt ratio level was steeply high in 2023 at 91.02%. This implies that the hotel relies heavily on debt to raise its assets while it raises concerns over its long-term solvency (CFI, 2024).
[bookmark: _f1t8cfbrr277][bookmark: _Toc179763132]
3.2.2 Equity Ratio
Since,
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Therefore,
2021: 2,256,180 / 12,941,110​×100 = 17.41%
2022: 2,583,030/ 15,921,080 ×100 = 16.22%
2023: (1,410,580)/ (15,653,970) ×100   =   8.98%
The equity ratio is on a declining trend. This is the exact opposite of the debt ratio. The equity ratio is at 17.41% in 2021 and is coming to as low as 8.98% in 2023. This clearly shows that the financial structure is coming to be debt-oriented with less equity that supports the assets (Cleartax, 2024).

[bookmark: _istqklkclo0p][bookmark: _Toc179763133]3.2.3 Debt to Equity Ratio
This ratio shows the hotel's leverage whereby the total debt is divided by shareholders' equity:
Since,
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Therefore,
2021: 10,684,940 / 2,256,180 ≈ 4.73
2022: 13,338,050 / 2,583,030 ≈ 5.16
2023: 14,243,390 / 1,410,580 ≈ 10.09
The debt-to-equity ratio increased from 4.73 at the end of 2021 to 10.09 by the end of 2023, a strong indication that the hotel is highly leveraged. This placed tremendous pressure on the general financial health, and equity levels have plummeted (Risk Management & Financial Strategies, p.g. 40).

[bookmark: _gfpnntbhnwyg][bookmark: _Toc179763134]4. Cost Management Analysis 
[bookmark: _3ttfo8pnofx5][bookmark: _Toc179763135]4.1 Employee Costs
Employee costs form the largest share of the operating. Employee cost, over three years, has moved with some modest swings. In 2021, employee cost was £1,724,760; it grew to £1,770,700 in 2022 but declined sharply by £537,540 to stand at £1,233,160 in 2023.

The drop in 2023 in labour cost was cut by the hotel, probably due to lower occupancy and revenue. However, the cost savings were too low to compensate for the sequential reduction in revenue indicating that the hotel still has much to explore in cost optimization. 
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4.2 External Expenses
These are external costs, which include utilities, maintenance, marketing, and all other services sought from outside. During 2021 this cost aggregated to £1,894,720; however, during 2022, it reduced to £1,675,410, and a further reduction to £1,071,030 is seen in the year 2023.
While the hotel managed to reduce the cost of external factors during the period, these reductions were largely a response to declining revenues. The hotel must devise a more strategic mechanism like better bargains in supply contracts, shifting to energy-efficient products or outsourcing non-core activities like housekeeping or IT services to reduce overheads (Abbey Jenkins, 2024).

[bookmark: _7j3narx2anao][bookmark: _Toc179763137]4.3 Depreciation and Amortization
Depreciation and amortization costs increased from £409,190 in 2021 to £634,030 in 2022 and slightly up again to £661,590 in 2023. This concerns direct maintenance of the fixed assets involving properties and equipment, maintained and updated regularly
The steadily rising depreciation and amortization costs indicated that the hotel investments in assets, created pressure on the profitability (Ross, 2024). The hotel needs to reconsider its capital expenditure strategy to ensure that it brings the highest return on investment to make the asset upgrade profitable. 

[bookmark: _ugl0ps5mvv33][bookmark: _Toc179763138]4.4 Provisions and Other Operating Expenses
A positive charge towards provisions during the years 2021 and 2022 is £5,960 and £17,950. This has reversed considerably during the year 2023 with a negative charge of £55,550. This depicted inefficient management of provisions, possibly due to unforeseen liabilities or operational risks (Financial Management Revenue Management, p.g. 3).
Other operating expenses were relatively constant and fluctuated very little over these three years. The hotel should take a closer eye on how it manages the provisions and create a stronger risk management system.
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4.5 Total Cost Analysis
A total of £4,624,860 was incurred costs in 2021but, increased to £4,639,660 in 2022 and then dropped drastically to £3,625,380 in 2023. Although the decrease for 2023 is very high, the high drop in revenue meant that the drastic operating loss was £1,218,850. This shows that The hotel needs to involve active cost containment that would not deteriorate service quality (Furlong, 2021).
The cost centre head needs a comprehensive analysis that would give scope for places to recover extra savings. This might include the renegotiation of contracts with suppliers and reductions of unbeneficial expenditures.
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5. Turnaround Strategy 
Considering all the financial problems that The City Hotel has faced so far, a turnaround strategy is needed to gain profitability and maintain the business in the long run. The recommendations are as follows:
[bookmark: _jr0x7w3lwwgd][bookmark: _Toc179763141]5.1 Generation of Income
The steep reduction in income in 2023 indicated that the hotel needs to increase its drive towards high occupancy and sources of revenue. 
· Marketing may focus on niche markets, such as businesses, weddings, and events (Page and Connell, 2020). 
· Additionally, electronic marketing will enhance booking and encourage alignment with online travel agencies (Chamboko-Mpotaringa and Tichaawa, 2021).
· It should diversify its revenue streams (Perwira and Almira, 2024). 
· It can begin by adding wellness packages, guided city tours, and co-working spaces, which attract guests and locals (Mishra and Kumar, 2024). 
· It can continue its food and beverage offerings or even launch a loyalty program to encourage repeat business (Webb, Cho, and Legg, 2022).
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[bookmark: _x8pa2sod9fye][bookmark: _Toc179763142]5.2 Cost Optimization
While The City Hotel has already made steps for the reduction of costs a strategic measure to be followed is necessary. There should be a full analysis of the roles of its employees and the efficiency of operations where savings can still be made. This may include some form of restructuring, automation, or outsourcing of functions that are not part of the core operations (Pang, Zhang and Jiang, 2021).
Additionally, it shall consider energy-preserving technologies, like installing LED lighting and upgrading heating and cooling systems, which will contain utility costs. External costs may be further reduced if longer deals are sealed with suppliers and proper cash flow management is conducted (Drury, 2021).
[bookmark: _tblyyvtnekjx][bookmark: _Toc179763143]5.3 Debt Restructuring
The increasing debt burden, particularly in the period 2023, raised a tremendous challenge to its financial stability. Long-term borrowings must be restructured with negotiations on better terms from creditors (Seal, 2019). This could include extending the repayment duration, agreeing upon lower interest rates or refinancing the debt to reduce the debt-to-equity ratio and alleviate some pressure on the cash flow of the hotel (Velickovic, Stanojevic and Veselinovic, 2023).
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5.4 Asset Utilization
The City Hotel should rethink its utilization of assets. Increasing occupancy levels through effective marketing with some strategic investment in those high-return areas like room refurbishment or better guest services would then increase revenue without too much additional cost. There should be capital expenditure projects that impact most guest satisfaction and overall profitability that the hotel should focus on (Al-Shourah, 2020).
[bookmark: _8h79pf4xivr]
[bookmark: _sgux53otvo0t][bookmark: _Toc179763145]6. Conclusion 
This financial analysis for the last three years at The City Hotel indicates significant challenges, mainly the sharp decline in revenue in 2023, with related losses from operations. Also, while cost control has been particularly effective in certain areas, overall financial performance needs more strategic revenue generation and effective cost optimization. Considering suggested turnaround strategies of action, like marketing cost management, debt restructuring, and asset utilisation, City Hotel can work towards restituting profitability and ensuring long-term financial stability.
[bookmark: _9udrlzh4dyz9]
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Operating Profit Ratio = (Operating Profit / Net Revenues) * 100
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Net Profit Ratio = (Net Profit / Net Revenues) * 100
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Return on Assets (ROA) = (Net Income / Total Assets)
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Return on Equity (ROE) = (Net Profit / Total Equity)*100
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Current ratio = (Current Assets / Current Liabilities)
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Quick Ratio = [Current Assets- Current Liabilities] / Inventories
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Debt Ratio = (Total Liabilities / Total Assets) *100
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Equity Ratio = (Total Equity/ Total Assets)*100




image11.png
Debt-to-Equity Ratio = Total Liabilities/ Total Equity
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Gross Profit Ratio = (Revenue-Cost of Goods Sold)/ Revenue * 100




