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[bookmark: _1fob9te]Introduction 
The primary purpose of this report is to discuss the financial performance of The City Hotel. To evaluate the financial performance of The City Hotel, this report will provide patterns of revenue and expenditures within the periods of 2021, 2022, and 2023 on the basis of their financial statements. This report will additionally describe the profitability, liquidity, and solvency structure of the company. To describe the financial and profitable downfall of the company, this report will serve its simple considerations for key real-life economic reasons. Lastly, this report will serve as a comprehensive turnover strategy to build a better and more profitable structure for the City Hotel.
[bookmark: _3znysh7]Trends and patterns of financial performance
[bookmark: _2et92p0]Revenue structure
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Figure 1: Revenue Structure of City Hotel
(Source: Self-Developed)
Revenue helps to determine the capabilities of business earnings by selling their effective products and services (Helmold and Helmold, 2020). By following the trend line from the above chart, a decline pattern among the revenues from 2021 to 2023 is visible. The City Hotel contained a revenue value of £5307480 in 2022, which became 2325440 in 2023, which reflects their decreasing revenue-generating capabilities.
[bookmark: _tyjcwt]Expenses structure
[image: ]
Figure 2: Expenses Structure of City Hotel
(Source: Self-Developed)
Expenses refer to the spent of money to generate the most effective outcomes from the business (Kok, 2021). The City Hotel is capable of controlling some of its expenditures whereas some of its expenditures faced increasing trends. For that, the company controlled their costs of goods sold from £411,600 in 2021 to £176,250 in 2023. In addition, they are capable of reducing their employee's costs and external expenses from £1,724,760 and £1,894,720 to £1,233,160 and £1,071,030 between the period 2021 to 2023. However, the company faced huge growth in its Depreciation & amortisation and Other operating income and expenses factors, which are £409190 and £34780 in 2021 to -661590 and £216650 in 2023.
[bookmark: _3dy6vkm]Profitability structure
Profitability ratios help to determine the profit-earning capacity of a business by analyzing its current structure of profit (Rafid et al. 2024). For that, the net profit ratio from the table below reflects a huge loss in the year 2023 by utilizing their net profit portion as -52.41%. It additionally reflects their decreasing net profit earning capacity from 2021 to 2023. 
	Calculation for Profitability Ratio

	Net Profit Ratio

	Particulars
	2021
	2022
	2023

	
	Amount
	Amount
	Amount

	Total Revenues
	5,248,290
	5,307,480
	2,325,440

	Net profit
	664,160
	674,730
	-1,218,850

	(Revenue /Net profit )* 100
	12.65%
	12.71%
	-52.41%

	Return on equity

	Particulars
	2021
	2022
	2023

	
	Amount
	Amount
	Amount

	Total Equity
	2,256,180
	2,583,030
	1,410,580

	Net profit
	664,160
	674,730
	-1,218,850

	Net Profit/Total Equity
	0.29
	3.83
	-0.86


Table 1: Profitability Ratio
(Source: Self-Developed)
The return on equity ratio is another effective profitability ratio that helps to gain knowledge about the earnings of the business by using their equity capital (Desmon and Meirinaldi, 2022). In 2022, the City Hotel Contained a return on equity ratio of 3.83, which became -0.86 in 2023. Following that, the capability of the business to provide proper profitable returns on their equities is lost. It can affect the trust of their equity holders within the operational process of the business and reduce their investments within the company.
[bookmark: _1t3h5sf]Liquidity structure
The liquidity ratio refers to the evaluation of the assets of the business to settle down short-term obligations of the company and secure the financial structure of the company (Markonah et al. 2020). Following that, the current ratio of the City Hotel helps to determine their liquidity structure in the below table. In 2021, the current ratio of the company was 0.97, which became 0.64 in 2023. It reflects rising short-term debts and liquidity threats on the financial structure of the City Hotel.
	Calculation for Liquidity ratio

	Current ratio

	Particulars
	2021
	2022
	2023

	
	Amount (£)
	Amount (£)
	Amount (£)

	Current Assets
	1,891,970
	1,965,340
	1,285,880

	Current Liability
	1,957,360
	£2,107,750
	2,014,600

	Current Assets/ Current Liability
	0.97
	0.93
	0.64

	Quick ratio

	Particulars
	2021
	2022
	2023

	
	Amount (£)
	Amount (£)
	Amount (£)

	Current Assets
	1,891,970
	1,965,340
	1,285,880

	Inventories
	35,230
	36,350
	29,470

	Current Liability
	1,957,360
	2,107,750
	2,014,600

	Current assets - Inventories/ Current Liability
	0.95
	0.92
	0.62


Table 2: Liquidity Ratio
(Source: Self-Developed)
The quick ratio is another effective financial ratio that helps to determine the short-term debt-settling capabilities of the business by using the portions of assets that can easily be convertible into cash (Kumoro et al. 2020). However, the City Hotel contained a rising threat of liabilities and reducing assets, which can be convertible into cash as follows the quick ratio of 0.95 in 2021 to 062 in 2023. As follows, the long-term debt-setting capabilities of the business are deeply affected.
[bookmark: _4d34og8]Solvency structure
The solvency ratio helps determine the long-term debt risks within the business and the capabilities of the company to stay solvent (Yusnita, 2023). The debt-to-assets ratio of City Hotel reflects a rising threat of debts on their structure of assets as follows the ratio of 0.66 in 2021 to 0.79 in 2023. 
	The calculation for the Solvency ratio

	Calculation for Debt to Assets ratio

	Particulars
	2021
	2022
	2023

	
	Amount
	Amount
	Amount

	Total Debt
	8,513,470
	11,142,530
	12,420,100

	Total assets
	12,941,110
	15,921,080
	15,653,970

	Total Debt / Total Assets
	0.66
	0.70
	0.79

	Calculation for Debt to Equity

	Particulars
	2021
	2022
	2023

	
	Amount
	Amount
	Amount

	Total Debt
	8,513,470
	11,142,530
	12,420,100

	Total Equity
	2,256,180
	2,583,030
	1,410,580

	Total Equity/
Total Debt
	0.27
	0.23
	0.11


Table 3: Solvency ratio
(Source: Self-Developed)
The debt-to-equity ratio helps to determine the risks of debts within the equity structure of the business (Tarsono, 2021). The debt-to-equity ratio of 0.27 in 2021 to 0.11 in 2023 reflects a reduction threat of long-term debts on the equity structure of the company. The reductions of debts from the equities reduced the threats to investments.
[bookmark: _2s8eyo1]The Key reason behind the decline in profitability
Uncertainty and reduction of consumer spending
Uncertainty attached to Brexit instances, COVID-19, and recent economic turndown has resulted in careful disposable income spending within the United Kingdom. Of these uncertainty reasons, the country faced a decline in customer spending by 3.2% from 2021 which increased by only 1.4% in 2023 (Office for National Statistics, 2024). For that, it received gaps in consumer spending in the U.K. As seen from their spending habits, individuals have been inclined to reduce extra spending such as travelling and hotel accommodation. Domestic tourism, which is usually considered to be a reliable source of income for the City Hotels, has also suffered through this because people cut down their unnecessary expenditure, and the only thing that comes first is the basic needs (Office for National Statistics, 2024). Further, budget constraints for corporate travel, conferences, and events, affect City Hotels that mainly serve corporates. Since there are fewer guests and they tend to stay less, the ability of any hotel to generate per-room revenues has been affected thus the overall profitability (Office for National Statistics, 2024).
Inflation and Rising Operational Costs
The U.K., particularly after Brexit, has experienced inflationary forces that made it costly universally. The country contained an inflation rate of 2.52% in 2021 which became 11.1% in 2022 (Francis-Devine, 2024). This for hotels is inclusive of the costs of energy, food, beverages, and other necessities whose prices have also gone higher. Also, the cost of labour has gone up because new minimum wages have been introduced, which limit the availability of skilled workforce and hence raise the payroll. In the hospitality business, where the margins differ in most cases thin, such cost variations are very likely to affect the business's bottom line.  Additionally, in 2023, the country faced an inflation level of 6.79%, which is the main cause of the rising operating costs of the company in 2023 (Francis-Devine, 2024). City Hotels, especially in current big cities, are most affected since their business greatly depends on business travellers and international guests who are relatively more sensitive to the price factor. When the operational cost goes up without corresponding room rates, the profitability of a hotel decreases, moving down gross margins (Francis-Devine, 2024).
[image: ]
Figure 3: Higher Inflation in the U.K.
(Source: Francis-Devine, 2024)
Higher Interest rates and rising debt
Higher interest rates in the U.K. have put further pressure on operating margins in the hotel business. Most hotels rely on loans to finance their operations, expansion, or renovations, and the increased interest rates as a response to inflation made borrowing expensive for these hotels. In 2021, the interest rate of the country was 2.0%, which became 5.25% in 2021, which is the cause of higher interest in banking and corporate debts of the business (Bank of England, 2024). Higher interest rates mean higher costs of debt so this reduces the cash flow necessary for the enhancement of guest services as well as enhancement of facilities. Regarding City Hotels which predominantly depend on bank funding because the expenses on strategic spatial areas are high, the pressure is still higher (Bank of England, 2024).
[bookmark: _17dp8vu]Comprehensive Turnover Strategy 
Optimization operational costs strategy:
As operational costs are on the rise, City Hotels should perform an evaluation of costs to determine efficient ways of cutting spending. Having L.E.D. lights, smart thermostats, or low–flow water fixtures will greatly reduce utility bills in the long run (Hayes et al. 2021). Hotels should also source their supplies locally so as to cut down on costs of transacting and also to negotiate for more favourable prices, especially for ratable items such as linen, cleaning items and food. Some of the areas identified to utilize technology are checking systems and forecasting inventory demand, and in most cases, no or less manpower is required, especially during low patronage. These are efficiencies, the effects of which, if incorporated, can guarantee massive, continuous and immediate savings that lift the profit line (Hayes et al. 2021).
Diversity of Revenue Source:
Despite the fact that room bookings are a powerful source of income, they can restrain the organization's income-making capacity in the case of low occupancy. In response to this, City Hotels should adopt a diverse service delivery system that addresses new changes and improves guest interaction. Development of coworking spaces can bring employees who work from home or are self-employed who are in most cases in search of an environment that is conducive to working but at the same time inspiring (Nguyen et al. 2022). Available day passes under the facility of a gym, swimming pool, or lounge encourage the local people the use the property during the day. Moreover, it is also necessary to create strong and long-term partnerships with local event planners that will help City Hotels brand the hotel as the right place for holding events to gain additional recognition and generate more sales (Nguyen et al. 2022).
[bookmark: _3rdcrjn]Conclusion
This short report serves as a detailed discussion of the financial structure of the City Hotel. This report analysed the revenue and expenditure trends of the company and served their profitability, liquidity and solvency position. To reflect this position of the business, this report provides net profit ratio, return on equity ratio, current ratio, quick ratio, debt to assets ratio and debt to equity ratio. It additionally describes the reasons for the financial downfall of the business. To describe the key reasons, this report evaluated the increasing inflation and interest rates of the U.K. as well as their uncertainty crisis. It also reflects some of the effective strategies to improve the profitable structure of the company.
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