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Introduction
The City Hotel provides the guests with a full service for both tourists and individuals on business trips. Although the hotel is centrally located with a large number of facilities and services the revenue, occupancy rate, and overall client satisfaction trends of the hotel have declined in the recent past. This assignment seeks to evaluate the hotel's financial performance for the last three years to identify the cause of decreased profitability and offer a realistic strategic plan that will enhance the financial performance of the hotel while at the same time increasing client satisfaction.
Analysis of Financial Performance
Review of Financial Statements 
Table 1: Key Financial Metrics (2021-2023)
	Metric
	2021
	2022
	2023

	Revenue
	£10M
	£8.8M
	£8.1M

	Gross Profit Margin
	35%
	32%
	30%

	Operating Income
	£800K
	£700K
	£656K

	Net Profit Margin
	8%
	5%
	3%

	ROA
	4.5%
	3.0%
	2.2%

	ROE
	12%
	8%
	5%

	Current Ratio
	1.8
	1.6
	1.4



Revenue Analysis
It established that generally, The City Hotel recorded a declining revenue from 2021 to 2023. Total revenue was reduced by £1.2 million from £10 million in 2021 to £8.8 million in 2022 and was down again by £0.7 million to £8.1 million in 2023. Some of the causes of this trend can be attributed to external economic factors that led to a dramatic low in travel across the world. Another consideration that contributed to the sector's performance was the rising rivalry from affordable types of online accommodation like Airbnb, which benefited from shifting consumer tendencies towards the direction of the much more economical price points. In addition, the crisis and the subsequent decline in various corporate events and business trips impacted hotels' target customer group and put pressure on the room usage rate. These declines reflect that increased competition is significant to reduce its revenues overcome these reduced services, and improve marketing communication.
Cost of Goods Sold (COGS) & Employee Costs
A Cost of Goods Sold (COGS) was 30% of the total revenue for 2021 and raised to 35% in 2023. This change implies higher input costs, which can be attributed to the problem of high supply costs occasioned by supply shocks, and inflationary pressures that have elevated the price of food and other necessities. A calculation of COGS as a percentage of revenue in each year confirms this trend:
COGS = (beginning inventory + purchases – ending inventory) / Total Revenue x 100
Continual problems also include higher COGS as well as employee costs that have been explored throughout the years. Despite a reduction in the number of staff members from 10 to 9, employee costs, which were £1.5 million in 2021, rose to £1.8 million in 2023; it lets one assume inefficiency or too many staff members in some divisions. This increase could also be attributed to poor management of human resources in that tasks could be automated or personnel from other departments trained to perform this task thus cutting down on the number of personnel required. This is a clear indication of operational cost wastage areas that have not received corresponding revenues that can boost profitability.
	Year
	Employee Costs (USD)
	Staff Numbers
	Change in Employee Costs
	Change in Staff Numbers
	Implication

	2021
	£1,500,000
	Base (100%)
	-
	-
	Reference year for comparison

	2022
	£1,650,000
	5% reduction
	+10%
	-5%
	Increase in employee costs despite fewer staff

	2023
	£,800,000
	10% reduction
	+9.1%
	-10%
	Significant rise in costs, reflecting inefficiency



External Expenses and Taxes
Other costs, which include administrative costs, selling and distribution costs, and freight costs, were also on the rise in the same period. Marketing costs increased from £200,000 in the year 2021 to £330,000 in the year 2023; a 65% increase resulting from an intensive promotion drive to recapture clients' share through the hotel's internet marketing platforms. Yet, these campaigns did not pay off as the acquisition costs increased by 20% coupled with a negligible increase in bookings. There was also an increase in utility costs from £120,000 in 2021 to £150,000 in 2023 because of costs occasioned by inflation and energy efficiency in the Company. While taxes have only slightly gone up, other operating costs such as ineffective marketing suggest that external costs need to be handled more strategically.
Operating Income and Profitability:
Gross Operating Expenses changed from £600,000 in 2021 to £496,000 in 2023, a drop of 17 %, and Gross Operating Income fell from £800,000 in 2021 to £656,000 in 2023 a drop of 18%. This decline, due to the decrease in its revenues, and the rise in its operational expenses, subsequently led to the decline of the operating profit margin from 12% to 9%. The hotel's profit margin calculation for each year is shown below:
Net Profit Margin = Net Profit / Revenue x 100
Such a decline in operating profit margin signals inefficiencies and reduces the profitability of the operations. Even if the situation under the conditions described above becomes challenging to maintain the business, several factors may contribute to it, such as the inability to bring revenue back to the previous level or score incrementally each year or higher operating costs.
Liquidity and Solvency Analysis
Current Assets and Liabilities
For the years 2021 to 2023, the hotel’s cash and trade receivables, as short-term assets reduced by 8% from £450,000 to £414,000. This reduction has been attributed to an increase in customer lead time and slow turnover of receivables, which may suggest possible liquidity problems. Total liabilities on the same note were also up by 10% mainly by trade payables and short-term borrowings as a sign of the ability to access external funds to finance their operations in the same period. These contracts create vulnerabilities to the hotel's solid and consistent cash flows, but there is a call for better management of receivables and payables.
Liquidity Ratios
Liquidity analysis shows that the current ratio reduced from 1.8 for the year 2021 to 1.4 for the year 2023 suggesting that there could be some problems paying for the near-line liabilities. This ratio is calculated as:
Current Ratio = Current liabilities/Current assets​​
Likewise, the quick ratio that takes inventory out of total assets came down from 1.1 to 0.9, thus reducing its positive picture of liquidity. These declining ratios imply that the hotel's working capital is precarious, and the business could face liquidity difficulties without external financing.
Solvency Analysis
As far as sustainable solvency is concerned, increased indebtedness for financing The City Hotel's activities has led to an increase in the debt-to-equity ratio from 0.4 in 2021 to 0.6 in 2023. The ratio can be calculated as follows:
Debt/Equity=Total Shareholders’ Equity/Total Liabilities​​
Although not substantially higher long-term liabilities improved from £2 million in 2021 to £2.6 million in 2023 validating that the hotel is assuming additional financial risk. This could be a limitation to future borrowing capacity and is likely to lead to a high cost of capital.
Profitability and Efficiency Ratios
Gross Profit Margin
The hotel recorded a measly gross profit margin of 30 in 2023 down from 35 in 2021 due to faster growth in the COGS as compared to the revenues. This margin is calculated as:
Gross Profit Margin=Net Sales/(Net Sales – COGS) x 100​​
That is why the lower states for the net operating margin indicate a lower operating efficiency, which might be explained by the increased operating costs. This pointed to areas such as better supply chain management or re-establishing contracts with the supplier to bring about a change in profitability.
Net Profit Margin
Net profitability also reduced its value, with net profit margin getting to 8% in 2021 and decreasing to 3% in 2023. The net profit margin is calculated as:
Net Profit Margin=Net Profit/Total Revenue x 100​​
This decline is attributed to reduced levels of revenue and increasing costs which supports the need to have a cost control strategy in order to enhance the capacity to retain profits.
Return on Assets (ROA) and Return on Equity (ROE)
The level of ROA reduced from 4.5% in 2021 to 2.2% in 2023 proving that the usage of assets in every organization has declined. These ratios portray problems of inefficient management of assets and reduction in shareholders’ value which call for strategic adjustments so as to optimise asset usage and enhance profitability.

Identification of Key Reasons for Decline in Profitability
Market Conditions
Market forces outside the organisation such as an economic downturn in the global market and inflation have greatly influenced The City Hotel's revenues. After the pandemic, a significant rise in unemployment and a reduction in organisations' travel affected the hotel and reduced the sale of food and drinks (Ioannidis et al., 2021). This has on its part been compounded by inflation, which has seen operating expenses such as food expenses, and power expenses surge significantly.  The rate of energy increased by 15% in 2023 to £45,000; thus, there was a larger overhead cost for the period totalling £50,000. (U.S. Bureau of Labor Statistics, 2023). There is also uptight competition from other players in the same industry, such as from other accommodation service providers like Airbnb, which occupy a higher proportion of the online market share. Airbnb is even more rapidly expanding its market in different parts of the world than the traditional hotel market (Bhattacharyya and Malik, 2020).

Operational Inefficiencies
On the internal side, there are various problems such as overstaffing and ineffective staff allocation, high employee turnover, high employee turnover, energy inefficiency, and limited use of technology, implying a decrease in production efficiency and, therefore, reducing the enterprise’s profits. One main factor has been the problems relating to overstaffing especially in non-strategic business functions like maintenance and administration. Total labour costs were somewhat tremulous and surged 5% annually whereas the workforce declined 10% in 2023 due to ineffective staffing and managing strategies and lack of use of technology for routine jobs. Moreover, the lack of effective cost control measures especially in food and beverage led to an increase in the COGS, which has a volatility of thirty percent in 2021 to thirty-five percent in 2023 but lacks a proportional increase in the revenue. This means that there is a need to enhance supply chain management and proper inventory management. 
Inefficient resource management, excessive staffing, and improper inventory management have also been supported by research made at McKinsey & Company (2022) highlighted the effects of poor workforce optimization and lack of automation. In addition, the COGS, increased from, 30 percent in 2021 to 35 percent in 2023 shows poor supply chain management. Solving them with such a focus on these areas should be accomplished with different approaches to resource usage and inventory as well as the application of automation.

Customer Satisfaction Issues
Another one has been a reduction in customer satisfaction levels. The average rating of the hotel decreased from 4.2 in 2021 to 3.6 in 2023; thus, the revisiting guests decreased as well (Pizam et al., 2022). This was mainly due to such factors as; old structures, fluctuating standards of service delivery, and absence of the contemporary comforts. Hospitality industry data shows that hotels listed with lower customer ratings tend to attract up to 80% fewer guests compared to other better-rated properties (TripAdvisor, 2023).

Turnaround Strategy Recommendations
To address the profitability decline, it is crucial for the hotel to focus on two key aspects: operational change and changes in financial structure.
Operational Improvements
The first analysis of the company that can be suggested for the improvement of the gross margin is the negotiation of contracts with the suppliers to get better prices for the goods such as food and beverages as well as other services required for its functioning. McKinsey & Company (2022) noted that hotels, that manage to secure supply chain savings through renegotiation, could save between 8 to 10%. In this chapter, the author argues that through proper supplier management, the hotel can obtain a more favourable Contract Rate that reduces the COGS and helps the hotel operate at a better profit margin rate. Also, greater efficiency in staff numbers is possible. The hotel’s employee population should be in line with the real business requirements to effectively curb expenses. 
An audit of the human resources showed that the company had 12% more employees than any similar hotel required, thus pointing to the potential for economising on headcount. Implementing self-service check-in kiosks and ordering food like in a room service format takes out a great deal of work done by human hands while at the same time making it convenient for the client. Hosseinzadeh Shahri and Nematollahi Sarvestani (2020) believe that such programs create conditions for increased productivity with the satisfaction of guests. For instance, one leading hotel performed a 20% cut in the amount of care expenditure by introducing self-service check-in terminals, while having no detrimental influence on the customer satisfaction level (Alkaraan et al., 2023).


Financial Restructuring
One of the recommendations is financial restructuring through managing the hotel's long-term debts. This means that the hotel should be sensible about the current price and the amount of money it uses to service the debts by at least 20% every year. This can be made by repaying the money little by little or by renegotiating the terms of the existing loans and paying lower interest. According to the firms' restructuring debts, the International Finance Corporation (2022) evidence that such firms have benefitted from substantial cuts in their interest charges. In addition to selecting specific measures for increasing liquidity, the hotel should also work to reduce the average days receivables remain outstanding. To this end, this improvement in cash flow management would ensure that the hotel has adequate liquid cash needed to run the operations it offers services to its clients. Moreover, therefore, projecting and expanding the base of income bases are equally important when it comes to revenue stabilization. It is recommended that the hotel look into complementary programs like weddings, conferences, and events since they can account for up to 30% of a hotel's total revenue (World Tourism Organization, 2023).
Conclusion
In summary, The City Hotel has faced significant financial challenges, including declining revenue, increased operational costs, and reduced customer satisfaction. The key reasons for these issues include external market conditions, such as economic downturns and rising inflation, and internal inefficiencies such as overstaffing and poor cost control measures. Additionally, the hotel's lack of innovation in marketing and customer engagement has contributed to its struggles in attracting and retaining guests.
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