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[bookmark: _gmgtsj3rit7n][bookmark: _Toc159342152]Introduction
[bookmark: _GoBack]Financial management is basically based on financial planning along with managing and tracking all the financial activities of a company. This particular financial report is based on the financial management of the company which is based on the hotel industry. The company is Seacrest Lodge which is located on the picturesque coastline, this report will be based on the financial management of this company. This report will discuss and analyse the financial performance of the company over three financial years. Along with this, it will evaluate the reasons which are based on the declining profitability of the company. Moreover, this report will develop a proper strategic plan in order to deal with the issues which are faced by the company.  
[bookmark: _wh1tibco946q][bookmark: _Toc159342153]Financial performance for the company over the past three financial years
Financial ratio 


	Financial ratios
	Formula
	Financial year 2021
	Financial year 2022
	Financial year 2023

	Net profit Margin
	Net profit / Total revenue
	300000 / 1200000 * 100
	150000 / 1100000 * 100
	-150000 / 950000 * 100

	
	
	25.00%
	13.64%
	-15.79%

	Current Ratio
	Current liabilities / Current assets
	150000 / 30000
	120000 / 40000
	50000 / 50000

	
	
	5
	3
	1

	Asset turnover ratio
	Total revenue / Total assets
	1200000 / 2150000 * 100
	1100000 / 2120000 * 100
	950000 / 1850000 * 100

	
	
	55.81%
	51.89%
	51.35%

	Debt to equity
	Total Debt / Total Equity
	1500000 / 620000
	1500000 / 580000
	1500000 / 3000000

	
	
	2.42
	2.59
	0.5



Table 1: Financial ratio for the company Seacrest Lodge for three financial ratio 
(Sources: Generated by self)  
From the above table (table 1), it can be clearly identify that this table represents the financial ratio over the past three years. According to the words of Kliestik et al., (2020), the financial ratio is calculated in order to analyse and evaluate multiple factors in the financial health and performance of an organisation. Therefore, this financial ratio is used to analyse and evaluate the financial activates and performance of the company Seacrest Lodge. Hence, the net profit margin ratio has been calculated in order to measure the profitability of the firm along with the current ratio in order to analyse the liquidity of the company. Moreover, in order to analyse the efficiency of the company it has calculated the assets turnover ratio and in other to measure the financial leverage it has calculated the debt-to-equity ratio. 
Based on this table, it can be seen that the net profit ratio of the company in the financial year 2021 was 25% and the financial year 2023 was -15.79%, hence this means that the company is having negative net profit in that financial ratio. According to the words of Mahdi and Khaddafi, (2020), the reasons for negative net profit margin means that a company is operating less sales or can be due to increasing operating expenses. Along with this, it can be seen that the current ratio in the financial period 2021 was 5 times and followed by the financial period 2023 was 1 times, which means that the current ratio of the organisation is decreasing over the years. Aslamiah et al. (2023) stated that the lower current ratio means a firm is facing financial problems in order to satisfy its current liabilities with its current asset. 
On the other hand, the debt-to-equity ratio is calculated in order to measure the financial leverage of a company. In the financial year 2021, the debt-to-equity ratio was 2.42 and in the financial year 2023, the ratio was 0.5. According to the words of Coulon and Coulon, (2020), if the ratio of debt to equity is 0.5 means that a company has half its liabilities for its equity. 
	Working note

	
	Financial year 2021
	Financial year 2022
	Financial year 2023

	Current assets
	100000 + 50000
	80000 + 40000
	20000 + 30000

	
	150000
	120000
	50000

	Current liabilities
	30000
	40000
	50000


Table 2: Working note based on the financial ratio
(Sources: Generated by self) 
Common size analysis 

	Common-size Income statement analysis

	Particular
	Financial year
2021
	% of revenue
	Financial year
2022
	% of revenue
	Financial year
2023
	% of revenue

	Revenue
	£1,200,000
	100.00%
	£1,100,000
	100.00%
	£950,000
	100.00%

	Operating Expenses
	£900,000
	75.00%
	£950,000
	86.36%
	£1,100,000
	115.79%

	Net Income
	£300,000
	25.00%
	£150,000
	15.79%
	-£150,000
	-15.79%


Table 3: Common-size analysis based on the income statement for the three financial years 
(Sources: Generated by self)
According to the words of Merlita et al., (2022), the common size analysis is a financial analysis tool which is used by a firm that involves expressing each financial items in a financial statement as a percentage value. Moreover, it also allows for easy comparison of financial data across different time periods. Based on this above table, it can be observed that the percentage of operating expenses based on the revenue is 75% in the financial year 2021, in the financial year 2022 the percentage was 86.36% and in the financial year 2023, the percentage was 115.79%. This means that the company is increasing its operating expenses over a period of time which is not a good sign for its financial health.
Similarly, the net profit percentage based on the revenue was 25% in the financial year 2021, followed by in the financial period 2022 was 15% and in the FY 2023 was 1-15.79%. Hence, based on this financial analysis it can be stated that the company Seacrest Lodge is increasing its operating expenses in order to increase its sales, but the company is not able to generate that much amount of profit compared to its expenses. Therefore, due to increasing operating expenses the revenue of the companies is decreasing at the same time net income is decreasing. 
	Common-size Balance sheet analysis

	Particular
	Financial year
2021
	% of total assets
	Financial year
2022
	% of total assets
	Financial year
2023
	% of total assets

	Cash and Equivalents
	£100,000
	4.65%
	£80,000
	3.77%
	£20,000
	1.08%

	Accounts Receivable
	£50,000
	2.33%
	£40,000
	1.89%
	£30,000
	1.62%

	Property and Equipment
	£2,000,000
	93.02%
	£2,000,000
	94.34%
	£1,800,000
	97.30%

	Total Assets
	£2,150,000
	100.00%
	£2,120,000
	100.00%
	£1,850,000
	100.00%

	Accounts Payable
	£30,000
	1.40%
	£40,000
	1.89%
	£50,000
	2.70%

	Long-term Debt
	£1,500,000
	69.77%
	£1,500,000
	70.75%
	£1,500,000
	81.08%

	Total Liabilities
	£1,530,000
	71.16%
	£1,540,000
	72.64%
	£1,550,000
	83.78%

	Equity
	£620,000
	28.84%
	£580,000
	27.36%
	£300,000
	16.22%



Table 4: Common-size analysis based on the balance sheet for the three financial years 
(Sources: Generated by self)  
From the above table (table 4) it can observed that this table shows the common size analysis based on the balance sheet of the company Seacrest Lodge over the past three financial years. Moreover by observing this financial table, it can be stated that the percentage of property and equipment based on the total assets was 93.02% in the financial year 2021 and 97.30% in the financial year 2023. Therefore, it can be seen that the fixed assets of the company are increasing over the period of time. Moreover, the percentage of long-term debt based on the percentage of total assets was 69.77% in 2021, 70.75% in 2022 and in the financial year 2023 was 81.08%. It means that the long-term debts of the company are increasing over a period of time. According to the words of Peng et al., (2022), the increase in long-term debts means a company has more financial risk which is a drawback of its financial health, because the investors may not prefer this company in terms of investments. 
[bookmark: _en6m4ayd5ji3][bookmark: _Toc159342154]Identification of the primary reasons behind the decline in profitability of the company over the past three years
Based on the income statement of the company Seacrest Lodge, it can be identified that the profitability of this organiasation has been decreasing for the past three financial years. It can be observed that in the financial year 2021, the net income of the company was £300,000, in the financial year 2022 the financial year was £150,000 and in the financial year 2023 -£150,000. It can be seen that in the financial year 2022, the profit has decreased approximately 50% of the profit that was generated in the financial year 2021. One of the key reasons for decreasing the profit of the company in the financial year 2022 was COVID-19 in this sector of hotel management. 
Due to the impact of post-pandemic many businesses in this sector have faced multiple issues in order to generate profit (Gurbuz et al., 2020). This is because, in the time of the pandemic, the government has announced lockdowns all over the world. In such a financial year the people of the country were restricted from visiting any restaurant or any kind of social gathering place. Therefore, in such a financial year it was very difficult for these sectors to generate profit. Further, some other economic factors such as customer preferences or economic downturn, can affect the profitability of the company in the financial year 2023. Due to the changes in the services that are provided by the companies in the hotel sector along with the changes due to this modification, the customer may not prefer to visit this restaurant (Customer Satisfaction in Hotel Services, 2024).
Along with a decrease in the occupation rate the services which are provided by the company have also decreased. This can be another key reason for the company to decrease its total income in the financial year 2023. According to the words of Malik et al., (2020), it is very important for a company which is based in the hospitality sector to satisfy its customer's preferences by providing good quality services to them, by doing so the company will gain customer loyalty and trust which is good for its sustainable growth. 
[bookmark: _fmd51kjc2900][bookmark: _Toc159342155]A comprehensive turnaround strategy to revitalise the financial health and restore of the company
A strategic plan is required in order to boost the financial health of the company so that it can increase its profit over a period of time. 
· Enhance customer services: It is very important that a company should improve its services in order to increase its profitability (Alzoubi et al., 2022). It can be seen that in the financial year 2023, the profit of the company was negative which means that the company Seacrest Lodge can sell much of its services to its customers. Therefore, due to decreasing the rate of the rooms the services which are provided by the company have also decreased. Therefore, in order to deal with these issues the company can implement or hire more professional staff along with focusing on the preference of the customer. 
· Proper operational management: Based on the above discussion it can be observed that the company has increased its operational expenses in order to generate more revenue. Therefore, due to improper management of operations, a company is spending more money on its operations and at the same time its total net income has decreased (Tzenios et al., 2022). In order to manage its operation effectively the company needs proper business practices to develop the highest level of efficiency possible within an organisation.
· Renovation and Modernisation: Adopting new technology or investing in advanced modernisation will help a company in order to attract new customers (Xie et al., 2022). By renovating the resorts or by adding more advanced technology this will help the company to retain its customers and by adding new items in their restaurant it will help them to attract new customers. By including new technology, upgrading the rooms along improving recreational facilities. 
[bookmark: _fqcsiwiophqb][bookmark: _Toc159342156]Conclusion
Based on the highlights of the report it can be summarised that this report is depended on the financial management of the company Seacrest Lodge. This report has discussed many major factors which are needed for analysing and evaluating its financial performance. In order to analyse the financial health of the company it has used financial ratio and common size analysis for depth analysis of its financial performance. Moreover, this report has discussed the reasons behind the decline in the profit of the company over the past three years. Along with this, the report has discussed the strategic plan in order to deal with this problem which will help them for sustainable growth. 
[bookmark: _6oepf66ktqwl][bookmark: _he0d8ftkt58k][bookmark: _Toc159342157]
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