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[bookmark: _Toc182344776]Introduction
The City Hotel, which has a restaurant, a bar and event areas, is having a financially difficult time currently. Due to its location in an area with a lot of people, it has a history of good service and satisfied customers. There are concerns about its long-term viability, though, as sales, occupancy rates, and customer satisfaction are all going down. The report examines the hotel's financial performance over the last three years, figures out why it's been getting worse, and proposes a feasible turnaround strategy to either fix the hotel's financial situation or find another way to move forward.
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[bookmark: _Toc182344778]1.1 Profitability Analysis
The profitability figures of a business help to figure out how profitable it is. The sharp drop in these numbers signifies that the hotel is losing its profit generation capacity, mainly for the year 2023.
Gross Profit Margin:
	Year
	
	Percentage

	2021
	
	92.16%

	2022
	
	92.44%

	2023
	
	92.42%



The gross profit margin has stayed at a good level over the years due to diligent oversight of direct costs like inventory and materials. Despite strong gross margins, issues with operational and net profit levels suggest issues beyond direct cost management. These issues are most likely linked to fixed spending and debt service costs (Drury, 2021).
Operating Profit Margin
	Year
	
	Percentage

	2021
	
	12.65%

	2022
	
	12.71%

	2023
	
	-52.41%



The operating profit margin dropped sharply to negative value in 2023. This indicated that fixed costs like wages and outside services were not enough to make up for the loss of income. Beaver, Correia, and McNichols (2014) mentioned that the hotel's primary business is unable to generate profits with the current level of revenue, and the alarmingly low negative margin shows that the operations aren't running as efficiently as they could.
Net Profit Margin:
	Year
	
	Percentage

	2021
	
	6.36%

	2022
	
	5.74%

	2023
	
	-48.79%



Due to high-interest payments and a negative operating margin, the net profit margin fell to -48.79% in 2023. This sharp drop in profits shows a major problem with profitability that could threaten long-term survival if quick steps aren't taken to boost sales or drastically cut costs.
[bookmark: _Toc182344779]1.2 Liquidity Analysis
The liquidity ratio is one way to figure out how healthy a hotel's finances are. As these ratios have gone up, liquidity issues have been becoming more severe.
Current Ratio:
	Year
	
	Ratio

	2021
	
	0.97:1

	2022
	
	0.93:1

	2023
	
	0.64:1



The negative trend of the current ratio shows that the hotel is losing the ability to meet its short-term debts with its current assets, which is a cause for concern. The value of 0.64 shows that the hotel may need to get outside financing or take urgent steps to control its cash flow in 2023 because it doesn't have enough assets to cover short-term debts.
Quick Ratio:
	Year
	
	Ratio

	2021
	
	0.95:1

	2022
	
	0.91:1

	2023
	
	0.62:1



Also, quick ratios dropped from 0.95 in 2021 to 0.62 in 2023, showing that the hotel still doesn't have enough cash on hand even when inventory isn't considered. This shortfall suggests that it might be hard to settle bills without selling long-term assets, which could make operations less resilient and flexible (Seal, 2019).
[bookmark: _Toc182344780]1.3 Solvency Analysis
The solvency ratio for a hotel shows how much debt it has and how well it can meet its long-term obligations. A trend towards higher amounts of debt is a sign of rising financial risk.
Debt-to-Equity Ratio:
	Year
	
	Ratio

	2021
	
	4.74

	2022
	
	5.17

	2023
	
	10.10



The debt-to-equity ratio went up by 100% from 2021 to 2023, hitting a dangerous level of 10.10 that year. Financial risk goes up because too much debt is being used, as shown by this trend (Bhimani, 2006). This high number shows that creditors have more power than shareholders. This could hurt the company's finances and make it harder for it to take on more debt.
[bookmark: _Toc182344781]1.4 Efficiency Analysis
Efficiency ratios measure the hotel's asset utilisation in relation to revenue generation. Declining efficiency, especially in asset utilisation, is shown by these ratios.
Asset Turnover Ratio:
	Year
	
	Ratio

	2021
	
	0.41

	2022
	
	0.33

	2023
	
	0.15



The hotel can't turn its assets into cash as easily as it used to; the asset turnover ratio dropped from 0.41 in 2021 to 0.15 in 2023. This drop might be because customers aren't buying as much or the company isn't using its assets as well as it could be (Guilding, 2014). Both of these things hurt the company's bottom line.
Inventory Turnover Ratio:
	Year
	
	Ratio

	2021
	
	11.68

	2022
	
	11.05

	2023
	
	6.06



The decreasing inventory turnover ratio shows that product movement has slowed down over the past few years. A decrease in inventory turnover could be a sign of overstocking or decreased demand, both of which can put pressure on cash flow and raise holding costs.



[bookmark: _Toc182344782]Section 2: Key Issues Contributing to Decline
The City Hotel has a lot of major problems, which can be seen in its financial ratios and have led to its financial downturn. These issues are caused by various factors and pose various strategic and practical challenges.
1. Revenue Decrease: The hotel's bottom line is being hurt by lower revenue, especially in 2023. A drop in sales affected the operational and net profit margins adversely because the hotel couldn't pay its fixed costs with less money (Drury, 2021). It's possible that this loss is due to fewer reservations or lower occupancy rates. This could be because of more competition or a general drop in demand in the hospitality business (Fridson and Alvarez, 2022). It's no longer possible to depend only on traditional sources of income, and the falling revenue shows how important it is to bring in more guests and find other ways to generate profit.
2. High Fixed Costs: The City Hotel's bottom line is under even more pressure because the cost of salaries, utilities, and outsourced services has stayed about the same or even gone up. The operating profit margin goes down from 12.65% in 2021 to -52.41% in 2023, which shows that costs are being managed inefficiently and costs are being set in a rigid way. When a company's sales go down, keeping its set costs high can be hard on its finances because it gets harder to adjust spending in response to changes in sales (Seal, Garrison, and Noreen, 2008). A lot of work needs to be done to make these expenses fit the hotel's current budget.
3. Increased Debt Load: Due to its rising debt-to-equity ratio, which doubled between 2021 and 2023, the hotel is in grave financial danger. A ratio that goes up to 10.10 in 2023 (Tranter, Stuart-Hill, and Parker, 2014) means that the balance sheet is highly leveraged, which means that debt rather than stock is the main source of funding. With a negative interest coverage ratio of -0.69 in 2023, the hotel is even more at risk of big interest payments and changes in interest rates. These problems could make it harder for the hotel to get loans or pay its bills in the future if it doesn't get rid of its debt or restructure its debt.
4. Liquidity Challenges: The City Hotel is having difficulty with its cash flow because its current and quick ratios are going down, to 0.64 and 0.62, respectively, in 2023. They show that the hotel might not have enough cash flow, which could make it tough for them to pay their short-term debts (Subramanyam, 2014). The hotel would have trouble paying its suppliers and workers on time if it doesn't get short-term funding or get better at managing its cash flow. This would cause problems with how it runs.
5. Declining Efficiency in Asset Utilization: The efficiency ratios show that it is getting harder to make money from assets, as the asset change ratio drops to 0.15 in 2023. Low asset utilisation could be due to the inefficiency of rooms or event places that aren't being used (Atrill and McLaney, 2021). Since there were fewer visitors, product movement slowed down, which is likely what caused inventory turnover to drop from 11.68 in 2021 to 6.06 in 2023. Improving efficiency will require a reassessment of resource allocation and an increase in asset productivity.










[bookmark: _Toc182344783]Section 3: Turnaround Strategy
To address the identified issues, a structured turnaround strategy is needed that places managing debt, increasing revenues, and controlling costs as top priorities.
[bookmark: _Toc182344784]3.1 Short-Term Actions
Cost Management: Due to high demand, the City Hotel needs to adjust its set costs, especially its employees. These steps could include making staffing options more open so that work hours are matched with occupancy rates (Wild, 2018). It should negotiate with sellers for better terms to cut down on inventory and outside service costs even more.
Revenue Enhancement: The hotel can generate the most revenue during off-peak times by using dynamic price models, which might attract guests who are watching their budget. It should also promote that it can host events and serve food to bring in locals and offer more services so that it can make more money than just from rooms (Seal, 2019).
Liquidity Improvement: The City Hotel can improve its cash flow management in two ways: it can put off non-essential capital spending and keep a close eye on its receivables. It should also try to get longer payment terms with suppliers so that it has cash on hand for running costs (Williams, et al., 2018).
[bookmark: _Toc182344785]3.2 Long-Term Strategies
Debt Restructuring: The City Hotel should negotiate with its creditors about renegotiating or refinancing its current debt. This will help it cover its interest costs better and may even allow it to lower its interest payments. It needs to lower its debt-to-equity ratio and rely less on debt, so it should analyse equity financing and other ways to obtain funds (Walker, 2021).
Asset Optimization: The hotel should take note of how its assets are being used and see if any of them are just sitting there. If they are, they can either sell off assets that aren't needed to generate revenue or find better ways to use their resources. Reviews of inventory management methods can help align stock levels with real demand, lower holding costs, and increase inventory turnover.
Rebranding and Marketing: Franklin (2019) mentioned that the City Hotel should initiate a smart marketing campaign to bring in new types of customers, like business clients, by giving them better deals and more complete service packages. To stand out in a crowded market, it should also show off the hotel's unique selling points and show it as a place that puts the customer first and offers great value (Jagels, 2007).
[bookmark: _Toc182344786]3.3 Financial Forecasting and Monitoring
The hotel should set up regular monitoring systems to keep an eye on measures like profitability, liquidity, solvency, and efficiency ratios that are important for its finances. Using this proactive method, management can change the strategy as needed based on metrics for performance.






[bookmark: _Toc182344787]Conclusion
Over the past three years, the City Hotel's finances have had problems with efficiency, liquidity, profitability, and solvency. The finances are in a dire situation because of falling revenues, a large amount of debt, and poor asset utilisation. It is possible for the City Hotel to get its finances back on track and earn greater profits in the future if it follows a detailed plan to cut costs, bring in additional revenue, and renegotiate its debt. To stay in business over the long term, it also needs to pay attention to financial indicators.
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