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Executive Summary 
Financial performance of The Seacrest Lodge is evaluated in the study by calculating financial ratios for the last 3 years. “Profitability ratios, leverage ratios, efficiency ratios and liquidity ratios” of the hotel are calculated in the study. Availability of cash or current assets to pay off short-term liabilities is determined by calculating liquidity ratios. Financial obligations payment capacity of a company from its capital such as debt and equity can be understood from leverage ratios. Reason for reduction in performance and turnaround strategies has been also discussed in this work. The work includes dealing with financial problems of Seacrest Lodge in the role of “Financial Advisor”. In past years, the company was popular as a vacation destination however currently it faces significant issues in generating revenue, improving occupancy rate, and maintaining sound customer satisfaction. The main reasons behind the declining performance of this company are shifts in customer preferences, increased competition from new resorts, deteriorating quality of services, and outdated amenities. It can be understood that net income has declined to loss from 2021 to 2023 and the lodge has reduced cash reserves and assets whereas liability remains unchanged. This vast amount of liability adversely impacted the liquidity position of the lodge. Based on the analysis, key findings of this study include a reduction in revenue in the past 3 years along with a reduction in average room rate and occupancy rate. The company has an increasing trend in operating expenses that is adversely impacting profitability. 
The declining trend in cash reserves and assets is making the management concerned regarding the future viability of this lodge. Recommendations that can be provided to Seacrest Lodge are focusing on customer experience by improving amenities and adding modern facilities to the lodge. Management must evaluate Lodge’s pricing strategy to gain a competitive edge in the market. For completing new resorts and lodges, focusing on marketing and branding can help the company become a premier vacation destination. The company must focus on streamlining its operations by reducing costs without hampering the quality of services. Providing good quality services can help Seacrest Lodge attract more customers and boost performance. It requires negotiating with key stakeholders like vendors and suppliers for optimisation of the quality of products and services along with implementing cost-saving measures. As customer services are the main element in the hospitality business, focus should be provided on the quality of services provided by staff members. Providing adequate training and development sessions to staff can allow them to provide good quality customer service. The company needs financial restructuring to reduce the debt level in capital structure and improve liquidity. As the company has a high level of debt in capital structure, it hampers cash reserves of the company in the situation where it is incurring losses. Seacrest Lodge is currently facing significant financial and non-financial issues, but the adoption of a comprehensive turnaround strategy can help this venture enhance customer satisfaction and improve financial performance in optimising operations. Strategic decision-making is required from higher authorities of this lodge to acquire success in this highly competitive hospitality market. As a result, sound performance can be restored by Seacrest Lodge.  
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[bookmark: _Toc159715112]Introduction 
Financial Management is an important part of the hotel industry which helps to get valuable insights into financial information of a company such as revenue, profit or loss, cash flow and expenses evaluation. This report aims to increase understanding of financial performance evaluation of The Seacrest Lodge and identify the main reason behind decreasing profitability of the hotel. The Seacrest Lodge is a restaurant, bar and event service providing a hotel facing decreasing revenue, customer satisfaction and occupancy rates. Financial ratios are performed here to evaluate the financial performance of The Seacrest Lodge. The reason behind decreasing profitability and a turnaround strategy are also prepared here to improve financial help of the hotel. 
[bookmark: _ub1j3erv4fg8][bookmark: _Toc159715113]Analysis of the financial performance of Seacrest Lodge over the last 3 years
[bookmark: _fj16wlz7cy5k][bookmark: _Toc159715114]Financial ratios 
Comparison of line items from a financial statement to get a detailed inside about “profitability, solvency, liquidity and operational efficiency” of an organisation is known as financial ratio analysis. Financial ratios are mainly categorised into four parts such as “profitability, liquidity, gearing and activity or efficiency” ratios (ACCA, 2024).
[image: ]
Table 1: Financial ratios of The Seacrest Lodge in the past 3 years
(Source: Spreadsheet) 
[bookmark: _sfszcb9zgfh7][bookmark: _Toc159715115]Profitability ratios:
Profitability ratios measure the ability of an organisation to earn profit which is important for investors before making any decision to invest in a company. In contrast to Atrill and McLaney (2007), management accounting is important for making strategic decisions, forecasting financial performance, trend analysis and controlling financial performance. Net profit margin ratio of Seacrest Lodge is a part of the financial ratio which is 25% (2021), 14% (2022) and -16% (2023). A decreasing net profit margin ratio is observed for the hotel which reflects poor financial performance of the company in the last 3 years due to decreasing revenue value. 
ROE is also calculated to measure income retained to distribute to equity shareholders. Seacrest Lodge has an ROE of 48% (2021), 26% (2022) and -50% (2023) which decreased in the last three years. The increasing and higher value of net profit margin and ROE is expected from a company which reflects deterioration of profitability capacity of Seacrest Lodge. According to Saputra (2022), “return on asset (ROA)” measures the ability of a company to generate profit by using owned total assets. ROA of the business entity is calculated as 14% (2021), and 7% (2022) which is declined to - 8% (2023). Decreasing ROA reflects the company is not able to earn sufficient net income by using its total assets which reflects poor financial health and profitability capacity. However, a satisfactory value of net profit margin, ROE and ROA can be observed in 2021 and 2022 which declined in 2023. 
[bookmark: _x4oa675aa2g2][bookmark: _Toc159715116]Liquidity ratios:
Liquidity ratios are used to evaluate liquidity management of a company which are “current ratio, quick ratio and cash ratio” (Djohan, 2023). Current ratio is calculated to show the availability of current assets to pay current liabilities and Seacrest Lodge has a current ratio of 5.00 (2021), 3.00 (2022) and 1.00 (2023). Decreasing current ratio reflects poor liquidity position of Seacrest Lodge as they have lower current assets to pay off current liabilities. As described by Lubis (2023), cash ratio evaluates the ability of a company to meet short-term obligations by using cash owned. In addition, the cash ratio of the company is 3.33 (2021), 2.00 (2022) and 0.40 (2023). A lower current ratio indicates a poor liquidity position which means they do not have enough current assets to quickly pay current liabilities. However, in 2021 and 2022 cash ratio and current ratio were effectively maintained which deteriorated in 2023. 
[bookmark: _u56gpcxzelhl][bookmark: _Toc159715117]Leverage ratios:
The debt-to-equity ratio is calculated which is a part of the leverage ratio that reflects the relation between total debt and total equity of a company (Colline, 2022). Seacrest Lodge has a debt-to-equity ratio of 2.47 (2021), 2.66 (2022) and 5.17 (2023). Increasing debt-to-equity ratio reflects the company lending more capital from external sources which reflects the higher risk of the business. Equity multiplier reflects internal financial review of a company which is 3.47 (2021), 3.66 (2022) and 6.17 (2023). Increasing equity multiplier reflects high debt borrowing by Seacrest Lodge to finance its assets which also reflects the company has high risk in financial structure. 
[bookmark: _abl8r3yvgh5d][bookmark: _Toc159715118]Efficiency ratios: 
Efficiency ratio is useful to evaluate management of a company and measure efficiency in using resources for generating sales. Account receivable ratio helps to evaluate credit worthiness of a company and it is important to project future cash flow of a business (Fridson and Alvarez, 2022). Account receivable days of the company is 15.21 (2021), 13.27 (2022) and 11.53 (2023) which is expected to be lower. Asset turnover ratio calculates the ability to generate revenue by utilising total assets which are 0.56 (2021), 0.55 (2022) and 1.03 (2023). Increasing asset turnover ratio reflects the fact that the company is efficient in generating sales by using its total assets. However, a negative sales value of GBP1, 50,000 indicates poor revenue earning capacity.
[bookmark: _t2jy6oacqez][bookmark: _Toc159715119]Average room rate (ARR) and occupancy rate 
ARR of Seacrest Lodge in 2021 was £260 decreased to £240 in 2022 and £210 in 2023. ARR is used to find the average price of a room sold in a period which is calculated by dividing total room revenue by total room sold (Indrayono, 2022). Decreasing ARR reflects the company is not able to sell more rooms or customers are not visiting this hotel which reflects poor profitability capacity and revenue. Additionally, Seacrest Lodge has occupancy rates of 65% (2021), 60% (2022) and 50% (2023) which have declined in the last 3 years. It reflects the hotel has less rented space to the amount of available space which is the symbol of lower arrivals of customers in this hotel which results in lower sales generation capacity. 
[bookmark: _Toc159715120]Identification of reasons behind decline in profitability considering real-world events and the current economy 
Seacrest Lodge operates in the global hospitality industry with restaurant, bar, and event facilities on a picturesque coastline. As stated by Safaeva et al. (2019), the global hospitality industry comprises organisations that provide food, drink, and accommodation services to travellers. The global hotel and resort industry's market size was $1.5tn in 2023 (Ibisworld, 2024). Performance analysis of this company shows that there is a reduction in profitability and the main reasons behind such reduction were declining service quality and outdated amenities. This resulted in reduced customer satisfaction and occupancy rate. In last three years, a declining trend of occupancy rates has been found as occupancy rates were 65% in 2021, 60% in 2022, and 50% in 2023. 
Another reason behind decline in profitability of the company is inability to adapt to changing customer preferences dynamics. It contributed to reducing revenue and profitability of the company. In last three years, average room rent has been reduced to £260 in 2021, £240 in 2022, and £210 in 2023. Considering contemporary market events, it can be noted that during 2021, the hospitality industry was recovering from Covid situation. It is one of the industries that was highly affected by Covid situation. Thus, it can be one of the reasons behind decline in profitability of Seacrest Lodge. During 2022, the UK hotel industry had a market size of £16.42bn with a monthly occupancy rate of 81% (Statista, 2024). During this time, restaurant insolvencies jumped 64% as companies were struggling to maintain sound business performance in post-Covid times.            
[bookmark: _Toc159715121]Turnaround strategy to improve the financial health of Seacrest Lodge  
A turnaround strategy can be defined as set of strategies that can be utilised to rescue failing businesses. Such strategies can be implemented when a business is going into a situation where there is risk of closing (Rico et al. 2021). Such strategies are efficient for leading a business back to profitability and resilience. However, some of the common challenges associated with turnaround strategy include cash flow problems, persistent decreases in sales, and mounting losses. In case of Seacrest Lodge, turnaround strategy that can be used is financial restructuring. It comprises consideration of refinancing existing debt capital, repayment terms with debtholders for dealing with financial difficulties, and gradually improving liquidity. The company can take assistance from equity capital to include more capital in capital structure and supporting operations.
Another turnaround strategy that can be used by this company is upgrading and modernising. It comprises making investments in renovating the lodge facilities. This can help the company in adjusting as per changing market conditions. To attract more customers, the lodge can ensure technological advancement, refurbishing rooms, and improving recreational facilities. Another thing on which the company should focus is cost optimisation. The company must ensure conducting detailed assessments of operating expenses and identifying areas where cost reductions can take place. Ensuring usage of energy-saving measures, streamlining operations, and renegotiating with suppliers can be helpful.
One of the turnaround strategies that can be used by this company is improving customer experience. The company needs to focus on customer service quality by providing sufficient training to staff members. The lodge can use a guest feedback system and focus on personalised experience for each customer. This can help in boosting the satisfaction level of each customer and gaining positive reviews. Another thing is revenue diversification. As per Kenney et al. (2021), revenue diversification is capitalising on full potential by expanding in new markets, adding to product catalogues, and providing additional services to customers. 
A turnaround strategy that can be used by Seacrest Lodge is focusing on additional revenue streams such as hosting corporate events, wedding parties, or wellness retreats for using lodge's event facilities and generating more revenue from it. While focusing on revenue diversification, Seacrest Lodge can also focus on marketing and branding. This may include launching target market campaigns to reposition the lodge to highlight its key offerings, features, and services. It can be repositioned as a premier vacation destination with a serene ambience and picturesque coastline. Thus, it can help in attracting modern customers and increasing market share.           
[bookmark: _Toc159715122]Performance monitoring and evaluation 
After incorporation of a turnaround strategy, performance of the company must be thoroughly reviewed. It can help in understanding whether the turnaround strategies are working as per plans or not. As a result, Seacrest Lodge can use KPIs to track effectiveness of turnover strategies. As per Cruz Villazón et al. (2020), key performance indicators or KPIs are types of performance measurements that allow understanding the success of organisations. It helps in consideration of both financial and non-financial elements for understanding business performance. In the case of Seacrest Lodge, KPIs can be used for tracking customer satisfaction rate, occupancy rate, average room rate, and overall profitability of the lodge. The performance of the lodge must be regularly reviewed and updated as per results of KPIs. Thus, even if there is slight variation in actual results as per turnaround strategy, corrective measures can be taken to boost overall organisational performance. The company can take assistance from a budget plan for controlling expenses and resource waste. As opined by Valle-Cruz et al. (2022), a budget is a financial plan that helps in making an estimation of incomes and expenses for future periods and making resource allocations accordingly. Thus, if such a financial plan is being used in Seacrest Lodge, excessive spending can be avoided along with over or repurchasing of resources that can help boost profitability and liquidity.     
[bookmark: _Toc159715123]Recommendations 
As per the overall analysis, it can be recommended that risk management can take place by Seacrest Lodge with help of financial monitoring.
The company need to keep robust financial monitoring system for tracking revenue, profit margins, and expenditure. Risk can be associated with turnaround strategy used by Seacrest Lodge. 
It is recommended to use benchmarks for adjusting the strategies based on their performance. For profit generation, it is recommended that ensuring revenue diversification can be helpful. Apart from accommodation, 
Seacrest Lodge can offer dining experience, recreational activities, and spa treatment for attracting customers. Focus can be made on enhancing occupancy rate, betters revuces at affordable prices, and improved guest satisfaction through turnaround strategy. 
[bookmark: _Toc159715124]Conclusion  
As per the overall analysis, Seacrest Lodge has increased debt capital along with declining profitability in the last three years. The declining trend in profitability and liquidity ratio of this company has been found with a high risk of insolvency. Main reason for the declining performance of the company was its inability to perform well in post-Covid situation, and its inability to meet market demand and services as per modern customers' needs. The turnaround strategy that can be used by this company is revenue diversification, focusing on marketing, modernising services, technological advancement, and focusing on customer experience. 
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	Financial ratio analysis of The Seacrest Lodge for 2021-2023

	FINANCIAL RATIOS INPUT (GBP)
	2021
	2022
	2023

	Net Income
	 	3,00,000
	 	1,50,000
	 	-1,50,000

	Sales or revenue
	 	12,00,000
	 	11,00,000
	 	9,50,000

	Total Equity
	 	6,20,000
	 	5,80,000
	 	3,00,000

	Total Assets
	 	21,50,000
	 	21,20,000
	 	18,50,000

	Current Assets
	 	1,50,000
	 	1,20,000
	 	50,000

	Cash and Equivalents
	 	1,00,000
	 	80,000
	 	20,000

	Accounts Receivable
	 	50,000
	 	40,000
	 	30,000

	Current Liabilities (Accounts Payable)
	 	30,000
	 	40,000
	 	50,000

	Total Debt
	 	15,30,000
	 	15,40,000
	 	15,50,000

	PROFITABILITY RATIOS:
	2021
	2022
	2023

	Net Profit Margin
	25%
	14%
	-16%

	"Net Income/Sales"
	 
	 
	 

	"Return on Equity (ROE)"
	48%
	26%
	-50%

	"Net Income/Tot. Equity"
	 
	 
	 

	"Return on Assets (ROA)"
	14%
	7%
	-8%

	"Net Income/Total. Assets"
	 
	 
	 

	LIQUIDITY RATIOS:
	 
	 
	 

	Current Ratio
	5.00
	3.00
	1.00

	"Current Assets/Current Liabilities"
	 
	 
	 

	Cash Ratio
	3.33
	2.00
	0.40

	"Cash/Current Liabilities"
	 
	 
	 

	LEVERAGE RATIOS:
	 
	 
	 

	Debt/Equity Ratio
	2.47
	2.66
	5.17

	"Total Debt/Total Equity"
	 
	 
	 

	Equity Multiplier
	3.47
	3.66
	6.17

	"Total Assets/Total Equity"
	 
	 
	 

	EFFICIENCY RATIOS:
	 
	 
	 

	Account Receivable Days
	15.21
	13.27
	11.53

	"(Account Receivable/Sales) x 365"
	 
	 
	 

	Asset turnover ratio
	0.56
	0.55
	1.03

	"Net sales/ average total assets"
	 
	 
	 


Table 1: Financial ratios of The Seacrest Lodge in the past 3 years
(Source: Spreadsheet) 
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