


BA International Hotel Management

Module: Financial Management for the Hotel Industry
Module code: BMIH5007
Lecturer: Tristan Hawkins
Student ID: Rezaul Rabbani (1813391)
Word Count: 2000








Financial Management for the Hotel Industry


Contents
Introduction	3
Analysis of Financial Performance	3
Key Reasons behind the Decline in Profitability	6
Turnaround Strategy	7
Conclusion	10
References	11

Case Study: The Seacrest Lodge

Introduction
This report analyses The Seacrest Lodge's present circumstances thoroughly. Once a popular tourist site, it was currently seeing a drop in profits, occupancy rates, and client satisfaction. It carefully examines the resort's major performance metrics, such as the administration of assets, operating costs, and revenue patterns. The report also includes a look at outside variables that are causing it to suffer. To drive The Seacrest Lodge towards a strong recovery in finances and reclaim its prestigious standing as a top vacation spot in an evolving economic environment, the research offers a complete set of ideas to revitalise the resort's position.
Analysis of Financial Performance
Liquidity
The estimated current ratios for the three-year timeframe suggest that The Seacrest Lodge's liquidity position is concerning. The company's strong current ratio of 5.00 in 2021 indicated a sound capacity to pay immediate obligations. Nevertheless, this ratio saw a sharp decrease to 3.00 in 2022 and a further dip to 1.00 in 2023. A current ratio of 1.00 suggests that there may be a liquidity constraint for the firm because its current assets barely cover its current obligations (Fridson & Alvarez, 2022). The decrease in cash and equivalents from £100,000 in 2021 to £20,000 in 2023 highlights the difficulty in obtaining the necessary funds to fulfil urgent financial commitments.
	Year
	Current
Assets
	Current
Liabilities
	Current
Ratio
	Net Credit Sales
(Proxied by
Total Revenue)
	Average
Accounts
Receivable
	AR
Turnover

	2021
	£150,000
	£30,000
	5.00
	£1,200,000
	£45,000
	26.67

	2022
	£120,000
	£40,000
	3.00
	£1,100,000
	£35,000
	31.43

	2023
	£50,000
	£50,000
	1.00
	£950,000
	£25,000
	38.00


Table 1: Liquidity Ratios
The decreasing income stream may impact the cash situation because of the tendency to lower average room prices and occupancy rates. Seacrest Lodge should properly evaluate and address the issues behind this drop (Subramanyam, 2014).  Enhancement of revenue-generating techniques might be an essential elements of a complete turnaround strategy to strengthen the company's cash position and guarantee its financial sustainability.
Profitability
For three years, Seacrest Lodge's financial condition exposes a complex problem. With a robust Gross Profit Margin of 25% in 2021, the firm demonstrated its ability to generate revenue even after deducting direct expenditures. The effective cost management demonstrated by the Net Profit Margin of 25% resulted in a significant part of revenue being converted into net income. The efficient use of equity and assets to produce profits was shown by the Return on Equity (ROE) at 48.39% and Return on Assets (ROA) at 13.95%. But by 2022, there had been a noticeable drop in profitability, as seen by the Gross Profit Margin decreasing to 13.64%, indicating higher costs in comparison to sales (Fridson & Alvarez, 2022). Additionally, the ROA, ROE, and net profit margin dropped to 13.64%, 7.08%, and 25.86%, respectively. These cuts indicate difficulties in maintaining profitability.
	Year
	Net Income
	Total Revenue
	Gross Margin
	Net Margin
	ROA
	ROE

	2021
	£300,000
	£1,200,000
	25.00%
	25.00%
	13.95%
	48.39%

	2022
	£150,000
	£1,100,000
	13.64%
	13.64%
	7.08%
	25.86%

	2023
	-£150,000
	£950,000
	N/A
	-15.79%
	N/A
	N/A


Table 2: Profitability Ratios
The most significant element appears in 2023 when Net Income goes negative to -£150,000, signifying significant losses. As demonstrated by these ratios, the negative numbers make several profitability comparisons unfeasible or useless. This troubling scenario has resulted from a rapid fall in income and an inability to pay operating expenditures (Subramanyam, 2014). The financial burden is exacerbated by the negative ROA which suggests that the assets are not favourably contributing to earnings.
Solvency
Over the three years, The Seacrest Lodge’s solvency condition offers a difficult and complex scenario. With debt-to-equity ratios of 0.48 in 2021 and 2022, the firm showed a reasonably steady position of solvency, demonstrating an equitable balance of debt and equity in funding its financial resources. The ratio of long-term debt to equity stayed modest, indicating that long-term debt levels are acceptable concerning equity (Wright et al., 2004). But the disturbing change came in 2023 when the Equity fell to a negative £300,000. The combination of this poor capital position and £1,550,000 in total liabilities yields a 5.17 debt-to-equity ratio and a 5.00 long-term debt-to-equity ratio and both of which point to a highly indebted and precarious financial situation.
	Year
	Total Assets
	Total Liabilities
	Equity
	D/E Ratio
	Long-term D/E ratio

	2021
	£2,150,000
	£1,530,000
	£620,000
	0.48
	0.37

	2022
	£2,120,000
	£1,540,000
	£580,000
	0.48
	0.41

	2023
	£1,850,000
	£1,550,000
	£300,000
	5.17 (Negative Equity)
	5.00 (Negative Equity)


Table 3: Solvency Ratios
The company's inability to meet long-term obligations is seriously raised by the negative equity. It indicates that its liabilities outweigh its assets. This may be explained by persistent losses that have an impact on the long-term profitability of the company. Negative equity may also make it more difficult for the business to raise capital or get funding for required upgrades (Wright et al., 2004). Working together with stakeholders and financial professionals to create a workable strategy is essential to overcoming solvency issues and guaranteeing the company's long-term viability. It is essential to act quickly to recover solvency.

Key Reasons behind the Decline in Profitability
The pandemic's devastating effects have not only changed consumer behaviour in the near term but also led to a more comprehensive re-evaluation of travel objectives and expectations. The increased emphasis on health and safety has made it a top priority for travellers impacting their selection of lodging. Contemporary resorts featuring cutting-edge health and safety protocols have an advantage in drawing visitors who are worried about their well-being while visiting (Bradshaw et al., 2015). Like many other hospitality organisations, Seacrest Lodge must make significant investments in health and safety standards to win back consumer trust and conform to the changing post-pandemic travel norms (Milovanović, 2021). The obsolete amenities and declining service quality mentioned in the unfavourable customer evaluations underline how urgently the lodge needs to solve internal operating issues. Reduced customer satisfaction affects not just the possibility of recurring business but also the internet reputation that attracts future reservations. Enhancing the entire guest experience requires doing a thorough analysis of consumer opinions and putting in place staff training initiatives to match modern standards.
Unpredictability in the world economy makes its financial crisis worse. The wider economic environment is marked by shifts in individual purchasing habits and currency exchange rates have a big influence on the financial success of the hotel industry. The resort's 2023 net losses could be a sign of these more general economic difficulties and the requirement for financial plans that are resilient to outside forces (Paminto et al., 2023). In addition to the obvious effects of the COVID-19 epidemic and sharp competition, several other actual occurrences have also had a role in its declining profitability. The growing cost of electricity is one significant aspect that has impacted firms in the hotel industry especially. The Seacrest Lodge is experiencing higher operating expenditures because of the increase in energy costs brought on by geopolitical concerns (Joshi & Klein, 2021). Utility costs have increased since the resort probably uses a lot of energy-intensive features like air conditioning and heating. Profit margins have been further compressed by the failure to pass along these higher expenses to customers.
interruptions in the supply chain have become a serious problem. Due to the pandemic-induced disruptions, there are shortages and price instability throughout the world's supply chains. The impact was particularly felt by the hotel sector as it is highly dependent on a consistent supply of commodities. Increased expenses and inefficiencies in operations resulted from price variations in necessary goods and possible delays in sourcing (Hendricks & Singhal, 2011). Moreover, these difficulties are compounded by swings in currency and interruptions in shipping as the resort is dependent on imported supplies. The corporate climate is impacted by the uncertainty brought about by the geopolitical situation. The company's financial health is immediately impacted by the implementation of new rules or modifications to tax laws. It may be necessary to make additional expenditures in infrastructure or personnel training to comply with changing regulatory standards. The resort's profitability is directly impacted by modifications to tax laws through its net income. ongoing planning for finances becomes difficult in an atmosphere of uncertainty. It makes it more difficult for it to make strategic choices that might improve its financial success. The resort's financial performance is also impacted by global warming occurrences. For example, a strong storm or hurricane that hits the resort's seaside location causes wreckage and expensive repairs. There is a loss of revenue and reservations due to the accompanying downtime during repairs. The cost of insurance also went up. The unpredictable nature of climate-related occurrences adds a layer of risk that may eventually undermine the resort's capacity to make money.
Turnaround Strategy
Cost Management and Control
For the Seacrest Lodge, a thorough analysis of cost structures must be carried out. The resort may deliberately reduce expenses without sacrificing service quality by revisiting arrangements with partners and optimising workforce levels. Automated procedures and energy-efficient technologies help to improve efficiency in operations by correcting the mismatch between expenses and revenues (Paminto et al., 2023). This methodology not only maximises internal processes but also augments profitability by guaranteeing that expenditures correspond with revenue-producing endeavours.
Restructuring the Brand Image
To reclaim itself in the market, the resort must implement a detailed marketing plan and rebranding. Rebuilding customer confidence requires emphasising exclusive offers and contemporary conveniences (Milovanović, 2021). The resort can reach a wider audience through focused digital advertising efforts that are implemented on many channels. Boosting overall satisfaction with guests and the resort's image requires responding to customer comments and resolving issues raised in ratings.
Customer Orientation
Investing in modern technology is essential to raising operational effectiveness and improving the visitor experience. Using sophisticated online booking platforms and smartphone-based concierge services helps businesses meet changing customer demands while optimising internal workflows (Bradshaw et al., 2015). It stands out in a crowded market because of its smart technology integration. It also satisfies the expectations of tech-savvy tourists and provides a smooth and contemporary stay for guests.
Reassessments of Strategic Partnership
Working together with regional companies and business leaders enables The Lodge to develop unique products. This might entail special offers, cooperative marketing initiatives, or shared facilities. These collaborations improve the resort's appeal by providing visitors with unique experiences (Hendricks & Singhal, 2011). Working together with regional tourist boards enhances marketing initiatives aimed at positioning the lodge as a key component of the holiday visit and drawing a varied audience.
Responsible Tourism Practices
Adopting sustainable practices is consistent with consumers' evolving inclinations towards travel which is fair. A favourable impression of the brand is enhanced by environmentally responsible operations and community service initiatives. By appealing to a rising market group, marketing materials that openly communicate these initiatives can draw eco-aware tourists (Bradshaw et al., 2015). The Lodge's basic principles now include sustainability which not only follows international trends but also cultivates a feeling of accountability.
Business Diversification
The Seacrest Lodge may want to consider varying its sources of income. This might necessitate adding other services like event planning, wellness initiatives, or collaborating with nearby tour companies to provide guided tours. In addition to customary services, the resort might reach out to various consumer groups to lessen its reliance on hotel reservations. Variety makes a company model more tolerant and flexible to shifts in the economy and increases opportunity (Hendricks & Singhal, 2011).
Human Capital Restoration
The Seacrest Lodge ought to put money into thorough training initiatives for staff members and give staff happiness priority. When employees are enthusiastic and proficient, they can solve issues brought up in client feedback enhancing the quality of services provided. Improved visitor experiences have a favourable effect on patron loyalty as well as fulfilment. Employers may build a cohesive team that is committed to maintaining the resort's high standards by supporting professional growth and employee welfare (Joshi & Klein, 2021). This focus on the needs of the staff not only improves visitor experiences but also enhances the resort's standing.

Conclusion
The results highlight the many ways in which the resort has struggled due to outside factors such as the COVID-19 pandemic's lasting effects, stronger rivalry, and rising fuel costs. The difficulties are exacerbated by ineffective operations and a mismatch between income and expenses. The suggested tactics provide a comprehensive revival plan and range from cost optimisation to strategic collaborations and ongoing efforts. By taking a thorough and flexible approach to resolving these discoveries. The Seacrest Lodge cannot only surmount its present difficulties but also surface as a robust and distinguished location within the dynamic hospitality industry.
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