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Introduction
City Hotel, which is located in a bustling urban area, is a hospitality establishment offering a range of amenities, such as a restaurant, bar, and event facilities. Over the years, the hotel has experienced different problems: its revenue has been dropping, occupancy rate and customer satisfaction have fallen. Such concerns, coupled with continuing revenue pressures, have necessitated that the owner consider ways to rehabilitate the hotel’s financial health. This report aims to conduct in-depth analysis of the financial situation of City Hotel, to identify the factors that have been causing the poor financial performance of City Hotel. Moreover, it also suggests a turnaround strategy which potentially could help City Hotel to turn around. Particular attention to the financial performance of the hotel over the past three years will be given, reasons for decline will be analysed, and strategic interventions will be suggested to improve the hotel’s profitability, customer engagement and operational efficiency.
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Financial Analysis Performance Analysis for City Hotel 
City Hotel has exhibited dramatic financial performance fluctuations in revenue, expenses, and operating income from 2021 to 2023. In 2021 and 2022, revenue was up modestly, rising from £5,248,290 to £5,307,480—then plummeted to £2,325,440 in 2023. In 2023, this is a 56.2% decline, which is due to a challenge in maintaining customer demand and adjusting pricing strategies. During this period the costs, including employee expenses and external services, were cut down, particularly employee costs from £1,724,760 in 2021 to £1,233,160 in 2023. Despite that, these costs cannot prevent a substantial revenue drop and operating loss of £1,218,850 in 2023, which contradicts profitable years in 2021 and 2022. 
[bookmark: _Toc182060350]
Ratio and Trend Analysis
1. Liquidity: City Hotel’s capacity to pay short term obligations is measured by the current ratio. The current ratio has fallen over the last three years (see Appendix 1). Pursuant to the current ratio reported in 2021 (0.97) and 2022 (0.93), there was limited liquidity. But the ratio fell to 0.64 in 2023, indicating a higher strain on covering short-term liabilities, which may have worsened due to revenue drop. Yousuff (2017) signifies that, an organisation with low liquidity level struggles to fulfil these obligations of its business operations and thus to support its operations, it is pressured to seek debt financing. 
2.Solvency: The debt-to-equity ratio, a measure of financial leverage, reveals that City Hotel is highly leveraged. This ratio was 4.74 in 2021, 5.16 in 2022 and even 10.10 in 2023 thus declaring high reliance on debt financing (refer to Appendix). Liquidity problems are created by the rising debt relative to equity, and could weaken the hotel’s ability to obtain favourable financing terms. As per Yenni, high debt-to-equity ratio indicates that business is struggling to pay off its debts and continue operations 
3.Profitability: Net profit margin and return on assets (ROA) show a pronounced downfall. In 2021, the net profit margin stood roughly 6.4%, a slightly lower 5.7% in 2022 (see Appendix 1). The net profit margin turned negative because of the substantial operating loss on which operating income was generated by 2023. Along with that, ROA was 2.6% in 2021, and declined in 2022, before turning negative in 2023 as the loss eroded asset profitability (refer to Appendix 1).  According to Yenni et al. (2021), working capital is the core element of profitability because if working capital management is inefficient, it can reduce profitability and causes financial crisis. As for the City Hotel, the poor management of working capital has led to the hotel’s financial crisis.
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Trend Analysis
The trend analysis of City Hotel indicates of alarming shifts in revenue and profitability. However, the most significant change is the sharp plummet in revenue in 2023 — which had a detrimental effect on the bottom line, despite reduced expenses. Liquidity and debt to equity ratio are both rising, which can indicate a potential over use of debt to finance operations and deteriorating liquidity ratios that may be due to cash flow constraints to function from day to day. Hantono (2018) argues that a high debt-to-equity ratio can badly impact an organisation performance as it increases interest burden, leading to less profit. 
[bookmark: _Toc182060352]
Benchmarking
In view of City Hotel’s financial ratios, the hotel is under performing against average of its industry, which normally hotels have current ratios above 1 and debt to equity ratios below 1.5 (Sarath 2023; Le Bijou 2022).  Implications for City Hotel will be of great importance because it indicates underperformance by financial ratios, hence strategic restructuring is required to improve liquidity and reduce debt levels.  Another concern is that hotels need to ensure revenue growth and would ideally want no less than 10% net profit margin, while City Hotel has low net profit margin as they are not able to continue to be profitable given market pressures (Elphick, 2024).  Low net profit margin also calls for swift action to generate a substantial revenue for the hotel so a sustainable profitability can be achieved to stay competitive in the marketplace.
[bookmark: _Toc182060353]
Identifying Causes of Decline in City Hotel’s Performance
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External Factors
Pressure that the UK hospitality industry bears in socio-economic conditions relates to inflation and a broader negative economic trend that threatens their sustainability. In 2022, the inflation level in the UK reached the highest ever at 11.1% (BBC, 2024). This leads to hospitality businesses bearing an increase in costs in goods, utilities, and wages. A BBC (2024) report states that such rising prices have squeezed profit margins for hospitality companies that are finding it hard to maintain profitability. The COVID-19 pandemic has changed consumer behaviour significantly. It is evident that there has been a clear shift in the trends of consumer behaviour after the pandemic, where travellers who works remotely now seek accommodations that support the dynamics of remote and hybrid work (Caros et al., 2023). Hotels now respond to such changes through offering flexible spaces for team gatherings and a collaborative environment, making them even more relevant and increase market share to competitors who fail to meet these emerging demands (Pavia et al., 2022).  This trend may be why the City Hotel’s financial performance is plummeting further in an increasingly competitive market. On the other hand, the entry of companies like Airbnb that offer consumers flexible as well as cheaper alternatives than traditional hotels through short term rentals have changed the competitive landscape (Guttentag, 2015). According to Dogru et al. (2019), with wide array of options provided by short term rentals such as cheaper cost and flexibility over traditional hotel services, has disrupted traditional hotel revenue streams. Cumulative external factors have collectively worked to discourage occupancy rates and revenue.
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Internally, City Hotel faces growing labour costs and operational costs that have grown with each passing year despite attempts at cost management. Crowe (2022) states that the industry has faced a persistent shortage of skilled worker that has translated to high wages due to a competitive fight among businesses for skilled staff. Additionally, the expenses on third party services and suppliers at City Hotel, besides depreciation charges which have been increased by 60% in comparison to the year 2021 up to the year 2023, reflect excessive investment without equivalent revenue. It can be termed as a situation where the assets have not been put to good use or effectively managed, indicating areas where efficiency improvements are necessary (Gowtham, 2023).
 During this period, the debt-to-equity ratio of the hotel doubled, from 2021 to 2023, signalling that the hotel was increasing its need for debt and less increasing revenue. Claessens and Kose (2013) argued that high leverage can amplify financial vulnerabilities, particularly during economic downturns, because businesses would be required to pay off their debts with low revenues. Considering this argument, decreasing current ratio and high leverage of the city hotel, compromises liquidity and increases the probability of becoming financially distressed. It thus poses an urgent requirement for financial restructuring and operational adjustments considering the prevailing drift of revenue collapse in 2023 against soaring costs and sinking liquidity. Otherwise, failing to create any type of financial stability for investments in improving customer-related quality, City Hotel will underperform compared to the competition and also remain unsustainable over the long term. 
[bookmark: _Toc182060356]Turnaround Strategy Development
A strategic approach that includes cost cutting, increased revenue attractive tools (targeted marketing and strategic partnerships), operational efficiency, and financial restructuring to counter City Hotel declining financial performance is necessary. These strategies can be employed aiming to increase profitability and liquidity while maintaining growth in a sustainable, long-term fashion.
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Cost-Reduction Initiatives
Financial strain can be eased without jeopardising the guest experience through equal measures of effective cost cutting. Controlling labour costs is a primary focus due to wages that have been on the rise nationally, under continued industry wage pressures. Controlling payroll expenses by reducing overtime during off peak and shifting to more flexible part time contracts during high seasons to maintain staffing levels (The Lee Group, 2023). Moreover, cross training staff to do more than one role can also make staff more flexible, decreasing the frequency of extra hires during busy seasons (Nguyen, 2018).
Another approach for cost reduction can be optimizing inventory management. The application of a just-in-time inventory approach aligns purchases with real time demand data and can reduce waste and thereby reduce holding costs (Chigozie and Olamilekan 2023). For example, City hotel can coordinate with the local suppliers to deliver fresh ingredients daily as per their restaurant menus requirement for the day, reducing waste and enhancing food quality. Moreover, by taking the automation of inventory tracking software processes, it’s possible to guarantee stock control accuracy, avoid over ordering, and reduce the perishable waste (Ghanem, 2020). With inflationary pressures that continue to increase the cost of goods, these cost reduction strategies are particularly important.
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Revenue-Enhancement Strategies
A successful turnaround depends on boosting revenue. The first is to increase occupancy rates with targeted marketing and strategic partnerships. By working with local businesses—such as tour operators, restaurants and transportation providers—to develop packages that appeal to travellers, both domestic and international, hotels can become better able to attract guests. As per Pfammatter et al. (2024), such partnerships are cost efficient as it uses the existing customer bases of the allied businesses.
Digital platform based targeted marketing campaigns to particular demographics can raise awareness of the brands. Social media’s can be employed to leverage engagement and personalized email campaigns to able to reach potential customers (Verma, 2024; Jacob, 2023; Turunen, 2021). In addition, dynamic pricing, such as adjusting room rates based on demand can help to optimize revenue. Research by Talón-Ballestero et al. (2022) shows that Dynamic price can generate revenue growth for the hospitality sector by attracting price sensitive guest during off peak periods.
Loyalty program can help push repeat bookings and customer satisfaction even more. According to Bardokova (2023) study, loyalty programs can help improve customer retention and guest experience by rewards and personal offer as loyalty programs. Moreover, improving service quality by elevating guest amenities or creating unique experiences, may spark positive reviews and recommendations, thus spurring brand new clients and further revenue.
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Operational Efficiency Improvements
 Technological adoption for process improvement can decrease costs of operations and improve service quality. It can streamline online booking and payment systems which can contribute to better customer experience and reduce workloads for administrative staff. For example, guests are ‘conveniently’ served via automation tools like self-check-in kiosks or mobile check-in options; freeing up staff to do other tasks (Bagadiya and Kathiriya, 2024). Moreover, a customer feedback system can quickly gather guest preferences and pinpoint areas of service that require improvement to move to more focused activities to improve satisfaction and loyalty (Vo et al., 2022).
Another opportunity are digital solutions for energy management. Smart energy controls for lighting and temperature can achieve drastic decreases in utility costs as well as sustainable goals (Smart Life Tech, 2024). The industry is showing a trend towards implementing energy saving systems, not only saving cost but also pleasing environmentally conscious travellers who are likely to choose eco-friendly accommodations.
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Financial Restructuring
City Hotel’s high debt levels require financial restructuring. During the recovery phase, if the hotel has long term lease obligations, renegotiating lease terms can reduce fixed cost, and thus improve the hotel’s financial flexibility in the recovery phase (Zhou, 2024). If the hotel is moving to implement its turnaround strategy, exploring short term financial options, for example, working capital loans, could assist the hotel with maintaining cash flow sufficiently to keep operations going until the recovery plan is implemented. (Payro, 2024).
Another way to simplify repayment terms and cut interest costs is through debt consolidation. Combining many loans into one can better enhance financial stability and also offers predictability in the cash flow management (Cabrera, 2024). Moreover, selling non-core assets to raise money can raise liquidity as Edmans and Mann (2019) suggest, which can facilitate City Hotel in reducing its debt and narrow its focus onto what is core to its operations.
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Conclusion
In summary, a description of critical problems at City Hotel, including a revenue decline, uprising in debt, and operational inefficiencies are reported in the report. 2023 led to a major collapse in the revenue with deteriorating profitability metrics and rising debt ratios, mandating for a radical turnaround strategy. Cost reduction measures emphasizing efficient staffing and inventory control; revenue enhancement techniques including targeted marketing or dynamic pricing; and technology driven operational improvements aimed at improving service quality while cost reduction are suggested key strategies. Furthermore, liquidity and financial stability is to be restored by financial restructuring through debt consolidation and asset sales in order to facilitate a sustainable recovery for City Hotel.
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Financial Performance Ratio
1. Profitability Ratios:
Gross Profit Margin:
Gross Profit Margin = Revenue - Cost of Goods Sold / Revenue ×100
2021: £5,248,290−£411,600 / £5,248,290 ×100 =92.16%
2022: £5,307,480 - 401,510 / £5,307,480 ×100 = 92.43%
2023: £2,325,440 - 176,250 / £2,325,440 ×100 = 92.42%
Operating Profit Margin:
Operating Profit Margin = Operating Income / Revenue ×100
2021: £664,160 / £5,248,290 ×100 =12.65%
2022: £674,7305 / £307,480 ×100 =12.72%
2023: £1,218,850 / £2,325,440 ×100 =52.39%
2. [bookmark: _Toc3899][bookmark: _Toc10316][bookmark: _Toc23107]Liquidity Ratio
Current Ratio:
Current Ratio= Total Current Assets /Total Current Liabilities
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 = 0.642,014,6001,285,880​=0.64
Quick Ratio:
Quick Ratio = Total Current Assets - Current Liabilities\ Total Current Liabilities​
2021: £1,891,970−35,230/£1,957,360 = 0.95
2022: £1,965,340−36,350 / £2,107,750=0.91
2023: £1,285,880−29,470 / £2,014,600 = 0.62
3. [bookmark: _Toc7116][bookmark: _Toc23864][bookmark: _Toc26864]Leverage Ratios
Debt-to-Equity Ratio :
Debt-to-Equity Ratio = Total Liabilities / Total Equity ​
2021: £10,684,940 / £2,256,180 = 4.74
2022: £13,338,050 / £2,583,030 =5.16
2023: £14,243,390 / £1,410,580 = 10.1
4. [bookmark: _Toc25793][bookmark: _Toc445][bookmark: _Toc4182]Efficiency Ratios
Asset Turnover Ratio:
Asset Turnover Ratio = Revenue / Total Assets ​
2021: £5,248,290 / £12,941,110 0.41
2022: £5,307,480 / £15,921,080 = 0.33
2023: £2,325,440 / £15,653,970 =0.15
5. [bookmark: _Toc27891][bookmark: _Toc9925][bookmark: _Toc31922]Solvency Ratios
Equity Ratio:
Equity Ratio= Total Equity / Total Assets×100
2021: £2,256,180 / £12,941,110 x 100 = 17.43%
2022: £2,583,030 /£15,921,080 x 100 =16.22%
2023: £1,410,580 / £15,653,970 x 100 = 9.01%

