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Component 2
Report Case Study: The City Hotel


Executive Summary
This report measures the City Hotel’s financial performance over the last three years by assessing its revenues, profitability and liquidity and shows reduced performance levels. When the revenue decreases from £5,307,480 in 2022 and to £2,325,440 in 2023 and even the operating income is negative, -£1,218,850, the hotel operational problems arise. Other challenges include high operational costs as well as unsatisfactory market demand triggered by increased competition as well as economic factors. There is an urgent need for a well-coordinated turnaround plan that addresses chiefly operating costs, targeted marketing, improvements on customer satisfaction, and a new and diversified revenue model that will help bring back financially stability and reputation.
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The goal of this report is to review the financial position of The City Hotel, as the performance of the hotel has deteriorated in the recent past through reduced revenues, occupancy, and guest satisfaction. This decline presents a serious threat to the sustainability of the hotel business, hence leading the owner to approach professionals to seek for management strategies to effect a change.
The purpose of this research is to perform an analytical review of the financial results of the hotel, using financial and economic indicators for revenue, expenses, profitability, liquidity, and solvency. By reviewing the financial ratios and financial statements for the past three years, this financial discussion understands and find explanations for the decline in profits. Moreover, this report also encompasses a strategic plan that will help manage the financial crisis, increase customer satisfaction, and bring back its position in the competitive hospitality industry. The findings will offer direction to an enhanced, more profitable financial position for the owner and help in steering The City Hotel to a more effective turnaround.
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To establish the financial ratios of The City Hotel for the past three years, the financial ratios will be used is stated as revenue rates, profitability indices, liquidity rates and solvency rates. These ratios include the revenue growth rate, gross profit margin, operating profit margin, current ratio, and the debt-to-equity ratio.
Revenue Growth Rate
The revenue for The City Hotel showed fluctuating performance over the three years. Last year 2021, it made a total of £5,248,290, in 2022 slightly up to £5,307,480 though the following year it drastically drops to £2,325,440. This is a big decline which means reduced revenue of about 56.18% from 2022 to 2023 which shows that operation is highly compromised.
Gross Profit Margin
It includes the Cost of Sales, which declines from £411,600 in 2021 to £244,175 in 2022 and £176,250 in 2023 due to the decline in the overall sales of the company. The gross profit margins for the respective years are calculated as follows:
2021: Gross profit margin = (5248290 – 411600) / 5248290 * 100 = 92.18%.
2022: Gross profit margin = (5307480 – 401510) / 5307480 * 100 = 92.43%.
2023: Gross profit margin = (2325440 – 176250) / 2325440 * 100 = 92.43%.
The gross profit margin stays near 92%, which is satisfactory, yet the positive stabilities are overshadowed by average of total sales.
Operating Profit Margin
Operating income turned negative in 2023 at £1,218,850, down from £664,160 in 2021 and £674,730 in 2022. The operating profit margins reflect significant operational inefficiency, calculated as follows:
2021: Operating profit margin = (664160 / 5248290) * 100 = 12.63%.
2022: Operating profit margin = (674730 / 5307480 * 100 = 12.70%.
2023: Operating profit margin = (-1218850 / 2325440 * 100 = -52.43%.
This trend reveals the inability to manage costs for income, a situation that when revealed shows the untold operational costs that impact on profitability.
Current Ratio
2021: Current Ratio = 1891970 / 1957360 = 0.97.
2022: Current Ratio = 1965340 / 2107750 = 0.93.
2023: Current Ratio = 1285880 / 2014600 = 0.64.
The current ratio has been deteriorated during the year and indicates an increasing level of liquidity risk. Consequently, a current ratio below 1 means that the hotel will find it difficult to discharge the current liabilities (Drury, 2021).
Debt-to-Equity Ratio
The debt to equity has rose contributing to the condition that The City Hotel is financially troubled. The total liabilities increased from £10,684,940 in the year ending in 2021 to £14,243,390 in the year ending in 2023, and equity reduced from £2,256,180 in the year ending in 2021 to £1,410,580 in the year ending 2023. The debt-to-equity ratios for the respective years are calculated as follows:
2021: Debt to equity ratio = 10684940 / 2256180 = 4.73.
2022: Debt to equity ratio = 13338050 / 2583030 = 5.17
2023: Debt to equity ratio = 14243390 / 1410580 = 10.09.
This increasing ratio shows that there is higher financial risk and health leverage, and this may impact on future investments on the hotel (Seal, 2019).
In the last three fiscal years The City Hotel has had financial problems. Earned revenues were nonetheless at their highest at £5307480 in 2022, whilst only £2325440 in 2023, which can be considered as a fall of around 56%. Employee cost and external expensed have been too high and the total operating loss is £1,218,850 in 2023. There has been a significant dampening of the profitability measure that we see portrayed in the -52.43% operating profit margin in 2023. A potential weakness is liquidity because the current ratio sadly reduced to 0.64. Thus, showing the company’s inability to pay its immediate bills. Besides, the debt-to-equity ratio stand at 10.09. This shows that there is more borrowing and thus credit risk that threatens the hotel’s insolvency eventually and capable of steering off investors (Walker, 2021).
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The main causes of the reduction in profitability include operating cost which has gone up, change in demand on The City Hotel and general hostilities affecting the economy.
Key Problems
Decreased Revenue: The hotel realized a severe decrease in income, an overall reduction to £2,325,440 in 2023, from £5,307,480 in 2022, a deterioration of 56%. This drop has an implication of a major dip in occupancy levels and event bookings due to changes in consumers’ behaviour and demand for travel. The coronavirus triggered changes in global travel behaviour and preferences of both leisure and business tourists of the hospitality industry (Finkler et al., 2022). This uncertain chain in customer’s purchasing behaviour has also placed a huge role in terms of decreasing the revenue generation of the City Hotel.
High Operational Costs: Nevertheless, the annual revenues were lower, and so were The City Hotel’s operational costs, such as the wages for the staff, and other costs outside of wages. Wages and salaries for the employees amounted to £1,233,160 in 2023/2014 and hence are not sustainable given the income generating capacity of the company’s revenues. Fixed cost therefore makes it difficult for the hotel to control cost with demand and makes the operating income come out to £1,218,850 which is negative.
Market Competition: The opportunity for greater profitability in the urban hotel market has emerged as a variety of competitors and substitutes, including new entrants that can offer lower prices or differentiated experiences (Jagels, 2007). They have put pressure on The City Hotel by either forcing the hotel to lower its charges or provide better services, which affects profit.
Economic Uncertainty: Higher fuel costs, coupled with inflation rate and increasing interest rates have all affected consumers’ expenditure pattern (Eun et al., 2021). In other cases, people with less disposable income will cut back spending on non-essential items such as hotel accommodation while they pay for the necessities.
Cost Inflation: The hospitality industry has also been on the receiving end about the increase in costs in the recent past. Costs such as food and beverages, utilities and maintenance have translated to higher costs of goods and services (Guilding, 2014). The cost of goods sold was also lower than before but nonetheless high compared to the reduced revenue, proving that cost control issues exist.
Debt Levels: The hotel’s capital structure also shows that total debt has increased tremendously, which in turn has raised the debt to equity of the hotel to 10.09 in 2023. This high financial leverage is also associated with some risks namely, as interest expenses increase, they might reduce cash flows and leave less money for reinvestment and operations upgrades (Atrill et al., 2021). Therefore, the variation of The City Hotel’s profitability means a multiple-factor problem of lower revenues, higher operational costs, increased competition, economic risks, and high debts. To address these challenges, there is need for a transformational turnaround plan aimed at getting the organisation back on financial and competitive operational heath.
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To revitalize The City Hotel’s financial health and restore its reputation, a comprehensive turnaround strategy focusing on four key areas is essential: 
1. Operational Efficiency: A look should be taken at all the outgoing expenses to establish if there are any that may be cut for proper cost control. Applying principles of zero-based budgeting, may guarantee that every expenditure will be properly justified, and no extra money is spent (Bhimani, 2006). First, the hotel can manage to reduce supplier expenses whereby there should be an agreement with better deals with suppliers to cut down on expenses in sections like maintenance and utility. Moreover, there is also the need to ensure the right workforce is fostered in the light of right capacity. When cross training employees is done properly, it can increase labor efficiency and mean that extra staff does not have to be hired during busy hours (Osipov et al., 2020). Flexible staffing arrangements means that the workforce will have the ability to balance the number of staff with the demand throughout the year and therefore prevent the hotel from incurring high operating costs.
2. Marketing and customers relation: Consequently, there is a need to redesign the marketing strategies of the hotels with an aim of developing market for the hotels and ensure that existing customer’s demands are met satisfactorily. Marketing campaigns addressed at specific client audiences, like businesspeople, families, or events, help to raise the profile and attract a greater number of clients (Jagels, 2007). Advertisement through the social media especially in uses website and the proper use of SEO will go a long way in reaching a more people and market the hotel. Moreover, if hotel & resort wants to maintain the direct contact with his guests then using the loyalty program is one of the biggest advantages, as guests may get discounted rates for booking direct along with some other complimentary services (Atrill et al., 2021). It not only helps in building customer relationship but serves a purpose of increasing the overall sales.
3. Enhancing Customer Experience: The enhancement of the value of the services provided to customers reflects as one of the keyways through which The City Hotel can rejuvenate its operations. Training staff will improve service delivery contributing to higher customer satisfaction, guest relations personalized training (Walker, 2021). Satisfied customers will tend to give good feedback and refer other persons into using services of that hotel. Moreover, communication with guests in a comfortable and updated contaminated area like the room improves the guest’s impression. Small changes in building structure, designs, and selections of additional services will make people more comfortable and encourage them to stay at the place for a longer time.
4. Expansion of Sales Portfolio: Finally, there is need for firms to diversify its sources of revenue to sustain itself in the future. The City Hotel should maximize the opportunity of the event amenities by developing market the rooms for weddings, business occasions and conferences which would bring in a different demographic of customers. This can also give extra revenue streams through developing relationships with businesses and organisations within the area (Finkler et al., 2022). Expansion of its service delivery system will be delivered through launching new services like the wellness programs and local tours which will improve on the guest experience and offer a niche for the hotel in the market.
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Nevertheless, this report demonstrates that the City Hotel can be recovered by an effective form of a structured turnaround strategy. However, commitment from ownership and management is critical. The current revenues and profitability of the company is significantly lower and implies a high level of operational difficulties, while the existence of necessary facilities and opportunities for their revitalisation still exist. This discussion establishes that if properly adopted and effectively practiced, operationally based strategies, marketing, customer experience, and revenue diversification strategies can address the challenges associated with the hotel’s financial problems and reputation. The fundamentals of organisational structure and internal environment of the hotel are favourable for the firm’s recovery. On this note, the 2 major issues which are based customer relations and costs control, need to be considered, and mitigated by the City Hotel.
However, the decline may continue if these strategies are not followed or if management keeps refusing to change. The situation might get worse by external factors including continuing struggling economic condition and stiff market competition. In this case the hotel faces several issues with high level of debts and declining liquidation may end up in insolvent. In conclusion, there is evidence that The City Hotel can still be saved bearing in mind some strategic keys and appropriate implementation. However, lack of willingness to change in response to the market forces or inability to properly control and maintain the operation costs may lead to the downfall of this company. Thus, commitment to its extensive strategic turn around is mandatory for its survival.
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