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Introduction

This report analyses the financial performance and soundness of a hotel industry business named The Seacrest Lodge. This lodge with other services including restaurant, bar and event facilities is found on a

 beautiful coastline. It was used to be a flourishing visit destination for visitors looking for natural peace and luxury. But this hotel along with other business of same industry has seen some downfall. To assess the future performance, operational efficiency, liquidity and probability relating growth and development, company is preparing this report and going through the financial ratios as well (Fridson, and Alvarez,2022). 

This report is focused on various aspects related with decline in revenue of the business along with measures to deal with it. Also, it will decide the key reason behind decline in liquidity and profitability of the business. By considering micro and macro environment effecting it. The aim of this report is to state strategies to revival development and profit earning pace of the company along with serving customers with efficient level of satisfaction. 

Main body

Seacrest Lodge is one of those hotels which is situated on the beautiful coastline in UK. It was one of the popular tourist spots at some point of time for youth due to its desirable location. But with passing of time the demand of Seacrest Lodge started declining and thus the revenue of the hotel. Reason behind decline of demand of the hotel can be said as rise in numbers of new hotels in the market with more attractive infrastructure, out burst of Covid, global recession and Russia Ukraine war. But several opportunities came into existence in previous years. In the analysis of report, the focus in on the financial position and financial performance of the hotel by analysing its liquidity and profitability ratios (La Rosa, 2020). Liquidity ratio is used to measure debt payment capacity of the company and profitability ratio measures profitability capacity of the company based of its income from sales (Sihombing, Maffett, and Ilham, 2022). 
Ratio analysis
Ratio analysis is a quantitative measure used by any firm or organisation to analyse and measure financial and functional efficiency of the firm by considering various aspects including liquidity, sale value, profit efficiency and solvency of the business. It helps to understand trends of the company and to evaluate fundamentals of the business. 
Liquidity ratio 

It includes all the ratios which are used to measure debt paying efficiency of the company. It decides the efficiency of company in paying short term liabilities (Lee and et.al 2023). It consists of two types of ratios: current ratio and quick ratio.
· Current ratio refers to the quantitative evaluation of company's current asset to pay off current liability of the firm. And the formula for current ratio is Current Asset/Current Liability. 

	Particulars
	Year 2021
	Year 2022
	Year 2023

	Current asset
	150000
	120000
	50000

	Current liability
	30000
	40000
	50000

	Current ratio
	5 times 
	3 times
	1 time


· Quick ratio is same as current asset to an extent. The only difference is of replacement of current asset with quick asset. The quantitative measure to check efficiency of quick assets to pay off company’s current liability is called quick ratio (Ananda, and et.al, 2023). Quick asset does not include inventory of the organisation. Formula for quick ratio calculation is Quick Asset/ Current Liability. Here, in this hotel inventory value is absent so current asset is considered as quick asset to decide quick ratio. 

	Particulars
	Year 2021
	Year 2022
	Year 2023

	Quick asset
	150000
	120000
	50000

	Current liability
	30000
	40000
	50000

	Quick ratio
	5 times
	3 times
	1 time


Net Profit ratio
As defined by the name it is a quantitative assessment of values of financial statement to decide the profitability efficiency of the firm (Mulyadi, and Sinaga,2020). This ratio focuses on net profit efficiency of the business. The formula for calculation of net profit ratio is Net Profit/ Net Sales * 100. 
	Particular    
	Year 2021
	Year 2022
	Year 2023

	Net profit
	300,000*100
	150,000*100
	-150,000*100

	Net sales
	1200000
	1100000
	950000

	Net profit ratio
	25.00%
	14.00%
	-16.00%


Gearing ratio

Gearing ratio is defined as an analysing tool of the financial statement that is relevant to investors of any company to understand leverage of the company (Robinson, 2020). Basically, it is amount of debt in capital with proportion to equity capital. And the formula for the calculation of gearing ratio is Debt/ Equity. 
	Particulars
	Year 2021
	Year 2022
	Year 2023

	Debt 
	1500000
	1500000
	1500000

	Equity 
	620000
	580000
	300000

	Gearing ratio 
	2.42 times
	2.59 times
	5 times


Return on capital employed.
It refers to evaluation of the amount of return any company gets on its capital to perform efficiently in the market (Drake and Fabozzi, 2012). This financial ratio helps to measure financial soundness of the company. Formula for calculation of this ratio is EBIT (earnings before interest and tax)/ capital of the firm.
	Particulars
	Year 2021
	Year 2022
	Year 2023

	Operating profit
	300000*100
	150000*100
	-150000*100

	Capital employed
	2120000
	2080000
	1800000

	Return on capital employed
	14%
	7%
	-8%


Analysis of the Seacrest Lodge's financial performance
As per the above discussed ratios of the Seacrest Lodge, analysis of the hotel can be performed efficiently that will be relevant for stakeholders of the company and managers himself. While analysing The Seacrest Lodge's ratios various aspects relating financial performance became clear. The analysis is given below: 

· Liquidity ratio includes current and quick ratio. In current ratio it is detectable that the ratio is declining with each passing year from 2021 to 2023. Ratio for these three years is 5:1, 3:1, and 1:1 consecutively. Ideal current ratio for any business organisation is 2:1. In 2021 and 2022 actual current ratio is exceeding the ideal one which is signifying towards efficiency in liquidity for Seacrest Lodge. But the decline in value of current ratio is signifying towards inefficiency of management of cash and cash equivalents into the business (Palepu and et.al 2020). Quick ratio of this hotel is same as current ratio of the same due to non-availability of inventory into the financial statement of the hotel. Quick ratio is 5:1, 3:1, and 1:1 for the three consecutive years which is signifying towards exceeding value of liability than of asset. But it must also be considered that the lowest ratio is of 1:1 which says a condition of asset is equals to liability of the company and company is sufficiently able to pay off its liability (Abdulshakour, 2020). 

· Net profit ratio is calculated by any firm to analyse profit efficiency in proportion of value of its sale. It helps to decide financial value of a company and in evaluation of financial performance (Rao, 2021). But as per the calculated ratios, the ability of the business is declining along with decrease in net profit ratio of the business. Net profit ratio for the given number of years is 25%, 14% and -16% consecutively. The ratio is declining at increasing pace and turned negative in year 2023. the declining net profit ratio states towards inefficient management within company by key managerial personnel’s, higher level of involvement of cost and ineffective price decisions relating product or services by the marketing in charge. 

· Gearing ratio of The Seacrest Lodge decide the times of debt is on capital of the company, which kept increasing with each year (Revsine, Collins and Johnson, 2021). For three years consecutively, gearing ratio is 2.42, 2.59 and 5. The rise of ratio is signifying towards enhancement of debt into the business and so the leverage. That will lead to enhancement of risk within the business. 

· Lastly, return on capital employed discusses about the return a company gets on its capital to perform efficiently in the market. This ratio of  Seacrest Lodge determines that return on capital of the lodge is being declining with each year and then it becomes negative (Huang, Sim, and Zhao, 2020) This pattern of return on capital employed is signifying towards  inefficient use of capital by the lodge and also towards the too low return it is getting on the capital. 
Key reasons behind the decline in liquidity, profitability and return
The Seacrest Lodge is facing lots of issue since year 2021. And as per given combined financial statement of this business, the calculated ratios are saying all these issues clearly. After the detection of issue, now it’s time to understand the reason or cause behind such issue. Key reasons behind decline in liquidity, profitability and return of business are as follows: 

· UK had experienced a recession in year fourth quarter of 2023 (Hasina and Kuqi, 2019). This led to decline in monetary value of currency all over the world and increase in demand with lesser supply of goods and services. This also add up to the problem of less profitability and liquidity of the hotel. 

· Due to outrage of Covid 19 in the year 2021, entire world was in dearth of growth and development (Bhattacharya and et.al 2020) ... Every service including hospitality and lodge sector, was closed and inactive. Trips, vacations and tourism was almost closed at that time due to lockdown that led the company to shut up for that particular point of time. And thus, it results in lesser revenue and so profit margin.
· Due to Russia Ukraine war in 2022, prices of oil hiked as both countries are good supplier of oil. And it resulted to inflation. Also, being a hotel The Seacrest Lodge need oil as raw material for several purposes. And this rise in price of oil lead to cost enhancement for the hotel and thus decline in profitability (Mbah, and Wasum, 2022). 

· Decrease in return on capital employed is consequence of declined profit margin and enhanced cost of the product or services being made. Due to the above discussed reasons, return on capital employed also declined. 
Strategy to revitalize the lodge's financial health and restore its reputation.
For the hotels like The Seacrest Lodge, it has become especially important phase to improve their financial health by some genuine strategies that helps in efficient and effective growth (Jin, Liu, and Long, 2021). The plans and strategies for revival of Seacrest Lodge has been discussed below: 

· Company must decide the future net worth to figure out realistic and achievable goals and aims of the business (Subramanyam, 2014). It helps in forecasting the amount of expenditure, saving and income. 

· To tackle upcoming issues and shortcomings it becomes important for any business to work on preparation of effective financial plan (Olayinka, 2022). It is importance for any declining business to have short- and long-term goals to conduct them and guide the plan. 
· Business must create a budget so that management of cost, determination of price, expenses and income related decisions becomes effective and efficient. Budget must be updated and reviewed to keep its efficiency for the business. Hotel should also report and review their expenditure (Hanifah, Sarpingah, and Putra, 2020). Hotel should also work on minimising debt as at the time of calculation of gearing ratio, it was clear that debt of the firm is exceeding its equity. To tackle the problem of enhanced leverage and financial risk of the hotel, debt ratio must be declined.
Conclusion
Based on discussed analysis relating financial ratios, it is concluded that Seacrest lodge was able to manage the liquidity in the most adverse time but even then, it needs to work on many financial aspects to enhance profitability of hotel. Due to emergence of new hotels as well it is facing threat of shut down. But with discussed plans and strategies hotel can perform well again into the industry. For the evaluation of financial performance and efficiency of the company number of ratios have been considered to evaluate the fiscal soundness well. With the help of ratio analysis identification of the problem has become easier for the business. And after identification business is considering many such measures to resolve it. Now it can be said that profitability, liquidity and return relating business's financial operation will be an easier task. 
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