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[bookmark: _Toc182473112]Introduction
The City Hotel, located in one of the central areas of the town, has faced significant management and financial challenges over the past three years due to an unprecedented drop in bookings, income, and profitability. These issues denote the necessity for the company to implement effective strategic measures to secure the hotel's long-term sustainability. This report examines the financial performance of The City Hotel, identifies the key factors contributing to its decline, and provides practical recommendations for achieving recovery.
[bookmark: _Toc182473113]Ratio Evaluation of the Past Three Years
The financial data for The City Hotel over the past three years reveals declining revenues, increasing employee costs, and rising indebtedness (Kaur, 2022). These trends are evident when examining key aspects of financial performance, focusing on profitability, liquidity, and solvency (Vogel, 2021).
[bookmark: _Toc182473114]Revenue Analysis
Revenue analysis aims to understand how effectively the hotel is generating income relative to its size and resources.
Revenue Growth
Formula: Revenue Growth =
Revenue for each year:
2021: £5,248,290
2022: £5,307,480
2023: £2,325,440
Revenue Growth from 2021 to 2022 == 1.13%
Revenue Growth from 2022 to 2023 = = −56.17%
The growth in revenue of the hotel was around 1.13% in 2022 compared to 2021. However, revenues drastically declined by -56.17% in 2023 (Hayes, Hayes, and Hayes, 2022). This significant drop indicates a substantial loss in business, potentially due to adverse external conditions like poor market conditions and low demand, or internal issues such as ineffective pricing strategies or service quality (Phillips, 2021).
The large decline in revenue between 2022 and 2023 underpins that the hotel would need to assess its current market position and price strategy with regard to the value proposition availed to recapture customer interest and, correspondingly, the occupancy rate. Additionally, the hotel might consider innovating its services to differentiate itself from competitors. 
[bookmark: _Toc182473115]Profitability Ratios
a. Gross Profit Margin
The Gross Profit Margin is calculated as: Gross Profit Margin =  
2021:   = 92.15%
2022:   = 92.44%
2023:   = 92.43%
The gross profit margin has remained consistent over the three-year period at about 92%. Meaning that the hotel manages its direct costs effectively such as the cost of goods sold or services provided (Sukmawardini and Ardiansari, 2018). This suggests that the hotel has positively performed from an operational perspective in terms of controlling expenses despite the declining revenue. 
b. Operating Profit Margin
The operating profit margin is calculated as: Operating Profit Margin =
2021:   = 12.64%
2022:   = 12.71%
2023:   = −52.44%
While the operating profit margin was healthy in 2021 at 12.64% and improved slightly in 2022 to 12.71%, it plummeted to -52.44% in 2023. This sharp fall is likely due to fixed costs such as salaries, utilities, and maintenance remaining high despite declining revenues (Issa, 2021). The hotel should identify arears where costs could be decreased or potentially cut. 
c. Net Profit Margin
The net profit margin is calculated as: Net Profit Margin =×100
2021: ×100 = 6.36%
2022: ×100 = 5.73%
2023: ×100 = −48.82%
The net profit margin has declined from a positive 6.36% in 2021 to -48.82% in 2023 (Nariswari and Nugraha, 2020). A negative net margin indicates not only poor management of operating expenses but also significant non-operating expenses such as interest payments or depreciation that have affected profitability. The hotel should potentially explore options to refinance or restructure its debt. 
While the hotel was profitable in the first two years, the profitability ratios for 2023 show substantial losses, which highlights serious operational inefficiencies and rising fixed costs due to poor financial management. Immediate steps must be taken to streamline operations and reduce costs.
[bookmark: _Toc182473116]Liquidity Ratios
a. Current Ratio
The current ratio is calculated as: Current Ratio =
2021:   = 0.97
2022:   = 0.93
2023:   = 0.64
The current ratio has consistently decreased from 0.97 in 2021 to 0.64 in 2023, not meeting the ideal benchmark of 1.0. Meaning that the hotel may possibly not be able to meet its short-term liabilities with its current assets (Akinroluyo and Dimgba, 2022). A less than 1.0 ratio presents liquidity risk or inability to meet obligations falling due in the short run without resorting to fresh finance or liquidation of assets. The City Hotel should focus on improving its cash flow management.
b. Quick Ratio (Acid-Test Ratio)
The quick ratio is calculated as: Quick Ratio =
2021: = 0.95
2022: = 0.93
2023: = 0.62
The quick ratio has also declined from 0.95 in 2021 to 0.62 in 2023, further reflecting the weak liquidity position of the hotel. A less than 1.0 ratio means that the hotel may face difficulties in paying short-term liabilities without selling its inventories or accessing financial resources with external financing. This accentuates the need of maintaining cash reserve for City Hotel.
[bookmark: _Toc182473117]Solvency Ratios
a. Debt-to-Equity Ratio
The debt-to-equity ratio is calculated as: Debt-to-Equity Ratio =
2021   = 4.73
2022   = 5.16
2023   = 10.1
The debt-to-equity ratio has increased significantly over the three years, indicating that the hotel is relying more on debt to finance its operations (Altman, Hotchkiss, and Wang, 2019). This may be regarded as risky, particularly in light of the decline in profitability. The hotel needs to explore options for reducing its debt. 
[bookmark: _Toc182473118]Key Issues Contributing to the Decline in Profitability
Several key issues are identified that have adverse effects on the financial performance of City Hotel. Assessing these factors will show the root causes and problems affecting profitability and long-term viability and hence indicate areas where immediate attention is needed.

Revenue Decline
The most major concern for City Hotel has been the sharp decline in revenues in 2023. The external factors such as global economic downturns, rising competition, and changed consumer behaviours most likely facilitated this shortfall. This is usually the case, as with rising inflation and cost-of-living pressures, discretionary spending on leisure and travel reduces (Adkins and Paxson, 2019). Fewer corporate events due to increase remote working and shrinking budgets for corporate travel have also negatively impacted the revenues. 
The tourism business also saw a change in the form of low-budget and experience-oriented accommodation, thereby making traditional hotels struggle and compete with other segments of the industry, such as boutique hotels, short-term rentals, and Airbnbs (Park and Mosley, 2017). Contributing to the low occupancy levels and low revenues for The City Hotel.
The City Hotel would need to explore leveraging digital marketing to reach a wider audience and partnerships with local businesses to attract more visitors. 

Cost Structure
Whilst the cost of goods sold for the hotel have gone down, employee costs and external expenses remain high compared to revenue. High employee costs may indicate inappropriate staffing levels in comparison to the current demand of the business or at higher-than-industry-average cost per employee due to wages or benefits increases (Cooper, 2017). This may indicate some imbalance in the basic cost structure and insufficiencies in people management which resulted in inappropriate adjustments to costs in comparison to the decline in revenue. 
This situation is further aggravated by a high volume of bought-in services, utilities, and costs of plant maintenance. Therefore, the hotel should optimise the cost structure of the hotel with regards to staffing levels, by reducing overtime costs or implementing more efficient scheduling. Additionally, they could also explore opportunities for reducing external expenses with their suppliers. 


Liquidity Issues
The current ratio explains the liquidity position of the hotel. The consistent low levelindicates ongoing problems in meeting short term obligations. A current ratio of below 1.0 means that liquid assets such as cash or accounts receivable are insufficient to meet the immediate needs of the hotel. Lack of working capital may be due to receivables being collected late, high operating expenses, or an inability to rely on cash reserve to offset temporary liquidity. 
If left unaddressed, the hotel is bound to default on its settlements of payments to suppliers, employees’ wages and loan repayments (Jeenas, 2023). Another critical influence this liquidity issue has is that the financial flexibility reduces the possibility to invest or make necessary improvements. 
The City Hotel should focus on improving its cash flow management by implementing a more efficient collection process, negotiate better terms with the suppliers and seek for short-term financing options.

Increased Debt
The increasing debt-to-equity level indicates that the hotel has become over-leveraged, and this is damaging to its long-term financial health. Larger debt-to-equity ratio suggests that the hotel depends on more borrowed cash to finance its operations, therefore becoming highly vulnerable if the revenue declines (Salmon and de Rugy, 2020). Excessive debt has a tendency to be associated with huge interest obligations that affects cash flow and profitability. Difficulties in supporting interest with earnings, would cause financial distress and a potential risk of default. 
To address the issue of increased debt the hotel should focus on strategic revenue initiatives, cost management, improvement in liquidity, and restructuring of debt that would help stabilize the business and thereby enable it to be resilient against the adverse conditions within the hospitality market. Engaging with financial advisors to explore options for debt restructuring and refinancing can also help the hotel achieve a more sustainable debt profile. 
[bookmark: _Toc182473119]Turnaround Strategy Recommendations
Based on the analysis, the following strategies are recommended to improve The City Hotel’s financial performance:


Revenue Diversification
The City Hotel should expand its market base through targeted marketing efforts (Niswonger, 2019). Well-defined segments could be weekend leisure travellers, corporate clients and locators. Promotional activities such as seasonal packages or weekend deals can appeal to diverse clientele to book during off-peak (Olson, Singh and Murphy, 2023). Increased exposure from corporate clients, event organisers, online travel agents can increase visibility and occupancy rates. 
To extend the reach of the hotel and further diversify revenue stream, the hotel could explore other services such as wellness programs, culinary experiences and offering bundle packages by partnering with local business. 
Cost Optimisation
To achieve financial recovery The City Hotel must enhance cost efficiency. The hotel needs to rationalise its operations by aligning staffing levels with the current demand, eliminating redundancies, and cross training the remaining staff for multidisciplinary roles. Reducing overheads by renegotiating supplier contracts and using energy efficient technology to reduce costs such as LED lights and smart thermostats. These measures will optimise assets and reduce expenses. 
The City Hotel should consider implementing a cost control system to manage expenses more effectively and review financial performance to identify cost saving areas to ensure that the hotel is operating efficiently. 
Debt Restructuring
The hotel should negotiate a reset with the creditors to restructure both short-term and long-term debt liability, in order to alleviate the immediate cash flow pressure. Exploring equity financing or venture capital investment can reduce dependence on debt, decrease financial risk, and improve ability to pay interest.  This approach will provide The City Hotel with necessary time to recover financially.
The City Hotel should consider engaging financial advisors to explore options for debt restructuring and refinancing to achieve a more sustainable debt profile.

Focus on Liquidity
Maintaining liquidity is essential for the stability of business concern. Better cash flow management can be achieved by renegotiating payment terms with clients and suppliers (Diamond and Kashyap, 2016). Sale of unused equipment such as furniture can enhance the cash reserve, improving liquidity levels. This will help the hotel withstand financial shock and support flexible operations.
The hotel should explore options for short-term financing, such as working capital loans or lines of credit or bridging any liquidity gaps.
[bookmark: _Toc182473120]Conclusion
The key financial issues facing The City Hotel include reduced revenues, high operational costs, and increasing debts. A focused turnaround strategy targeting revenue growth, cost efficiency, and financial restructuring is essential to restore profitability and ensure long-term sustainability. 
By implementing the recommended strategies, The City Hotel can improve its financial performance, enhance its competitive position, and restore its reputation in the market. The hotel must remain agile and responsive to market changes, continuously monitoring its financial performance and making necessary adjustments to stay on track.
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