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Financial management is the process of managing the financial resources to maximise the firm's wealth (Guilding, 2014). In the hospitality industry, financial management is crucial for achieving sustained success and higher profitability. The organisation has to perform various activities to ensure effective financial management. The activities include budgeting and forecasting, cost management, revenue management, cash flow management, investment decisions, risk management, performance measurement, and technology integration (Johnson, 2017). To explore the various aspects of financial management in the hospitality industry, the Seacrest Lodge's case study can be analyzed. The lodge has various facilities that it offers to the upscale market segments such as restaurant, bar, and event management facilities. The company had a good position in the market but in recent years, it faced some challenges which affected the company's profitability and performance. Hence, the report aims to evaluate the financial performance of the company for the last three years. The reasons for such declining profitability will also be analysed. Finally, some turnaround strategies will be recommended to overcome the existing challenges and make the business profitable again.
[bookmark: _Toc159370555]The Seacrest Lodge’s Financial Performance Analysis
The financial performance of the Seacrest Lodge can be analysed and interpreted by applying the financial ratios and performance indicators. The case study provides financial information such as ARR and occupancy rate. These two performance indicators show a decline in their values (Stuart-Hill and Parker, 2014). The declining ARR suggests that the organisation has been decreasing the room prices for the last two years. Room prices are decreased when the supply side surpasses the demand. The lodge has lower demands for the rooms. The occupancy rate also suggests the company has lower demands for the room. In 2023, the occupancy rate became only 50%. The two performance indicators have suggested that the company is facing challenges and performing poorly.

	Year
	Occupancy Rate
	ARR

	2021
	65%
	260

	2022
	60%
	240

	2023
	50%
	210



The net income margin is a financial ratio that is used to measure the profitability of the company. The net income margin is calculated by dividing the net profit by the revenue (Johnson, 2017). The net profit margin of the company has declined in the last two years. The company was profitable in 2021 and 2022. In 2023, the net loss has resulted in a negative net profit margin. The company is losing its investments by keeping its operations continued. It incurred a loss in 2023 because the operating costs were remarkably higher while the revenue decreased at a good margin. So the ratio suggests that Seacrest Lodge is not profitable currently and failing to make a positive return.
	Year
	2021
	2022
	2023

	Net Income Margin
	25.0%
	13.6%
	-15.8%



The return on equity (ROE) is a profitability ratio and it is determined by dividing the net income by shareholder’s equity (Wild, 2018). The company’s ROE was favourable in 2021 and 2022 as it was positive in both years. The ROE became -50% in 2023 when the company faced losses from its operations. The negative ROE decreases the equity value. The Seacrest Lodge’s shareholders have lost from their investments in recent years.
	Year
	2021
	2022
	2023

	ROE
	48.4%
	25.8%
	-50.0%



The profitability ratio, return on asset (ROA) has been calculated by dividing the net profit by the company’s assets value (Guilding, 2014). Like the previous two profitability ratios: net income margin and ROE, ROA is also negative in 2023 while the ratio was positive in the first two years. The company is not utilising its total assets to generate enough revenues to meet all the expenditures and become profitable in 2023. Hence, it faced losses.
	Year
	2021
	2022
	2023

	Return on Assets (ROA)
	13.9%
	7.0%
	-8.1%



The current ratio is a liquidity ratio that indicates the proportion of cash, cash equivalents and short-term assets assets at hand to meet the short-term obligations. Keeping a higher current ratio can decrease profitability as the assets are not utilised properly (Wild, 2018). On the other hand, keeping a lower current ratio suggests that the company might face difficulties in meeting short-term obligations and hence it can lead to insolvency (Johnson, 2017). The Seacrest Lodge has reduced its current ratio from 5 to 1 in three years. This is due to the reduction in short-term assets and liquidity. The company’s performance can be affected by the shortage of liquidity in future operations.
	Year
	2021
	2022
	2023

	Current Ratio
	5.0
	3.0
	1.0



The D/E ratio is a solvency ratio which is calculated by dividing the total debts by the equity (Guilding, 2014). The company have always used higher debts for financing the capital investments. The debt/equity ratio was 2.5 times in 2021. This can be an optimum mix of debt because the company has performed better and the net profit was higher in such a debt-equity ratio. However, taking too much debt can increase the financial risks for the company as it has to meet the debt obligations such as paying the interest rate and the principal amount on time (Johnson, 2017). The company's D/E ratio reached to 5.2 in 2023. such capital structure has higher debt leverage. In addition to this, the losses in the year have made it challenging to meet the debt’s costs. Hence, the company may face insolvency in future if the losses become persistent in future operations.
	Year
	2021
	2022
	2023

	D/E Ratio
	2.5
	2.7
	5.2



All these financial ratios have indicated that the company has lost its profitability in the last three years. 
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The Seacrest Lodge's profitability and performance dropped due to the ineffective management of the financial resources and lack of proper strategic directions. Some key factors can be identified as the key reasons which affected the company's profitability and performance in the last three years. Some of these factors and reasons are explained as follows:
· Poor Customer Service: The company has poor customer service. The guests can not have their expected services here and they face other issues such as poor products and service offerings, and mismatch in the service types and quality. The service quality may have dropped because of higher employee turnover, lack of training and feedback, employee motivation, latest technology, and modern amenities (Walker, 2021). The UK tourism industry has the highest employee turnover. Luxury businesses like Seacrest Lodge can experience this issue. As the company has higher employee turnover, its experienced staff leave the workplace and so the service quality drops (Seo, 2022). The company may have poor training and motivation for dealing with the guests properly. Because poor training and motivation, have increased the number of customer complaints and service-related issues. The latest technological trend was also ignored by the management. It affected the overall service quality. Moreover, the use of outdated amenities provides adverse impacts on the company's branding and customer satisfaction (Wang and Hung, 2015). The overall service quality dropped recently and customers have reduced their demands for the products and services from Seacrest Lodge. Its declining ARR, occupancy rate, and total revenue show the financial impacts of poor service quality.
· The COVID-19 Pandemic: The COVID-19 pandemic has affected the tourism industry greatly. During the pandemic period, the UK hospitality businesses had to remain closed or operate within the reduced capacity. The pandemic has a cascading effect on the overall UK economy because other economic indicators worsen from the pandemic impacts. The pandemic brought an economic recession and the UK GDP declined in 2021 (Office for National Statistics, 2021). It also increased the inflation rate, unemployment rate, and the living costs. As a result, the disposable income of the people is reduced. The pandemic has brought about a contraction in the demand for tourism services (BBC News, 2023). The Seacrest Lodge may have declining trends in financial ratios due to the impact of the COVID-19 pandemic. 
· Poor Financial Management: The company has poor financial management. This is reflected in the drop in net income in the last three years. The financial management had poor revenue management that failed to improve revenue generation (Stuart-Hill and Parker, 2014). The decreasing cash and cash equivalents and mounting long-term debt have led the company to financial strains and liquidity issues. Since the financial management has not been able to address the growing issues that are affecting the profitability of the company, its financing and investment decisions have become ineffective. The company is losing its value consequently.
· Poor Risk Management: The company has poor risk management and it failed to assess future competition in its target market. The fiercely competitive market forces have reduced the company's profitability (Wut, Xu and Wong, 2021). The poor risk management also failed to assess the changes in customer preferences. Customers have changed their preferences and now demanding personalised services and modern amenities. As the company has not met their requirements, it lost the market share which was reflected in the declining revenue trend.
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The company must implement some turnaround strategies to improve its performance of the company and make it profitable. Some turnaround strategies are recommended below: 
· Improving Customer Service Quality: Customer service quality can be improved by taking different measures. First, the company should recruit capable and experienced staff to manage the workplace. The staff should be trained properly and motivated by giving the necessary incentives. Regular feedback should also be provided (Walker, 2021). Secondly, the company has to make significant investments in the purchase of modern amenities and install them in the establishment. It will attract the customers. Thirdly, the company has to adopt digital transformation. Digital technology must be adopted. It may consider using revenue management software which is a part of digital transformation. Digital technology will facilitate the company's operations such as online booking and reservation, customer relationship management (CRM), Contactless technology for the check-in and check-out processes, and data analytics for understanding the customer's needs and preferences (Busulwa, Pickering and Mao, 2022). The digital technology will enable the company to meet the changing customer preferences, to offer enhanced guest experience. As a result, the company will get higher demands for the services. 
· Strategic Partnership and Collaboration: The company may create strategic partnerships with local businesses, tourism boards, travel agencies, and other organisations to attract new customer segments. The partnership and collaboration will improve the performance of the company by providing cost synergy and revenue synergy (Zhou, 2010). Sourcing products from the partners can reduce costs while it can create more revenue streams from the customer segments of the partners. This way the company can improve its profitability and performance in the fiercely competitive market.
· Financial Restructuring and Capital Investment: The company has lower liquidity and a higher long-term debt position. Under such situations, it will be difficult to perform renovation, technology adoption, and other capital investments. The company has already a higher debt position and it increased the company's financial risk. The management may consider issuing shares to raise the required funds for capital investments (Johnson, 2017). This will also bring liquidity to the firm enhancing its performance. 
· Adapting to the COVID-19 Pandemic: The company has to adapt to the changing regulations, health and safety standards, and customer preferences. It can introduce innovative experiences for the customer such as a virtual experience or outdoor activities for increasing the sales revenue (BBC News, 2023). 
· Strengthening Risk Management: To address the growing challenges of the Seacrest Lodge, the company has to focus on strengthening its risk management. The risk management activities need to perform thorough market analysis to identify the market trends, and changes in customer preferences, and determine the market competitive forces (Wut, Xu and Wong, 2021). Risk management should also be focused on the management of financial resources such as debt usage and liquidity management. As the risks of the company are minimised, it will be able to improve its performance.
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Financial management plays a leading role in a company’s performance and profitability. The poor financial management of Seacrest Lodge has resulted in a drop in profitability and performance. The company’s performance dropped immensely in the last three years as the management could not address the changing customer preferences, poor service quality, the COVID-19 pandemic, and other forces. The company can return to its profitability position if it improves service quality, creates strategic partnerships, makes financial restructuring, adapts to the market conditions, and strengthens risk management.
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