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[bookmark: _Toc158668040]Introduction
The hospitality industry is highly competitive because there are many international and local players. The businesses operating in the industry face various challenges from the changing customer preferences, market trends, higher competition, economic downturn, and other external factors (Walker, 2021). The report will present various financial aspects of the Seacrest Lodge from the case study. It will provide an analysis of the financial performance of the lodge for the last three years. The company had a strong position previously but the recent developments have contributed to its financial distress. The report will identify the influencing factors of financial distress and provide recommendations with some turnaround strategies.
[bookmark: _Toc158668041]Analysing Financial Performance 
The Seacrest Lodge's financial performance analysis requires the evaluation of the company's financial data for the last three years. The fluctuations of these financial data and trends indicate the company's future directions and performance. Among financial data, revenue and net income are two important factors that investors analyse before making any investment decision.  Revenue is the amount of money generated by the company by selling its products and services (Seal and Rohde, 2019).  The Lodge's last three year's revenue inflow shows a consistent decline. In 2022, the company had 8.33% decline in its revenue and it increased to 13.63% decline in 2023. The overall revenue declined by 20.83% in the last three years. It shows that the business has lost its revenue generation capabilities significantly due to various influencing factors. In hotel businesses, the revenue generated by each hotel room can be calculated by Revenue Par Room (RevPAR) which shows the revenue performance and the pricing power of the business (Stuart-Hill and Parker, 2014). The Seacrest Lodge’s RevPAR for the last three years is calculated as follows:
The formula for RevPAR= Average Room Rate × Occupancy Rate (Jagels and Ralston, 2007)
RevPAR in 2021 = £260× 65% = £169 
RevPAR in 2022 = £240 × 60℅ = £144 
RevPAR in 2023 = £210 × 50℅ = £105
The RevPAR shows that the Lodge has been continuously losing its Re PAR regardless of the occupancy of the hotel's rooms. The loss of RevPAR indicates that the business is facing intense competition from the other businesses and so the hotel is generating less revenue from its each room (Stuart-Hill and Parker, 2014).
The average room rate is another indicator of the hotel's performance. The Lodge has reduced its average room rate from £260 to £210 in the last three years. The reduction in the room rate indicates the business is charging lower prices for the available rooms (Jagels and Ralston, 2007). As a result, the business is generating less revenue. The occupancy rate declined from 65% to 50% in the last three years meaning that the lodge has declining demand for its room booking. All these performance indicators have had negative impacts on the revenue generation of the company.
Net income can provide important insights into the company's financial stability and viability. The business has net income in 2021 and 2022 but it incurred a loss of £150,000. The reason for such loss is twofold. First, it has been experiencing a decline in the revenue generation. Second, the business's operating costs are increasing significantly. Hence, the revenue was not enough to meet the operating expenses in 2023. Net loss can affect the value of the firm and the prices of the shares. Investors find it unattractive for investment (Jagels and Ralston, 2007).
To analyse the financial performance of the lodge, return on equity (ROE) and return on asset (ROA) can be calculated. The two financial ratios are calculated below:




The ROE indicator shows that the business had a positive return on its equity in 2021 and 2022 but the return turns into negative. In 2023. The shareholders of the company are losing their equity value by 50% from the net loss in 2023. Although, the company performed better in 2021, the efficiency of the management of the company has led to the negative return that incurred due to the net loss and the declining equity value of the firm.




ROA ratio shows how efficiently the assets have been utilised to generate the net income of the company (Johnson, 2017). A decrease in both assets and the net profit has resulted in a negative return on assets in 2023. The company had a good position in 2021 and 2022 because it could generate positive returns in those years. But the following year, it experienced significant losses that reduced its asset position too. The lodge’s financial performance has deteriorated greatly in the last year.
The profitability ratios show that the company has lost its profitability due to the inefficiency in asset utilisation and the proper strategic directions (Johnson, 2017). Seacrest Lodge is a leveraged company because it uses debt to finance its business activities. Hence, its solvency ratio needs to be evaluated to comprehend its financial performance. The debt-to-equity ratio has been calculated below:




The use of debt has both positive and negative impacts on the company. Taking an optimal amount of debt can help the company to grow and attain higher returns. However, taking too much debt can lead to insolvency (Garcia Osma, Gomez-Conde and de las Heras, 2018). The lodge took 2.47 times the debt of the equity helped the company to get higher returns. The debt position increased significantly in 2023 which turned out to be 5.17 times the equity. Such a higher debt position has led to insolvency. Because the debtors will not be able to get back their investment in the current situation. Therefore, the company has been suffering from insolvency and financial distress.
[bookmark: _Toc158668042]Reasons Behind the Financial Distress of the Company 
There are various reasons why the company has been experiencing financial instability and distress. These reasons are identified and explained below: 
· Poor Management: A company can face financial distress and instability due to poor management. When the company has poor management, it fails to plan appropriately and execute the plan properly. The strategies that it makes become ineffective or fail to achieve the organisational goals and objectives (Walker, 2021). The case study shows that the lodge's management was not efficient and effective in planning and executing the plan. The management failed to perform a comprehensive market analysis and identify the competitive factors. Since it has not addressed the competitive challenges, the company faced a decline in its revenue and overall profitability. 
· High Competition: Intense competition can be detrimental to the firm's financial health. Because the rival firms come with innovative solutions to attract the target market (Viglia, Mauri and Carricano, 2016). The company's location is highly competitive and there are many modern lodges that have affected the market share of the company. Hence, the occupancy rate has consistently declined.
· Changing Customer Preferences: An established company can face financial distress and instability in the long-term if it does not adapt to the changing market preferences. The hospitality industry is highly challenging for businesses because the customer's tastes and preferences change quickly. The market trend influences the service delivery of the hotels (Srivastava and Kumar, 2021). The case study shows that the company's financial distress started when the revenue started to decrease. The revenue declined due to the changing customer's preferences. The company failed to understand the customer's preferences and did not adapted to the market trend. As a result, the company had a negative impact on its profitability.
· The Impact of the COVID-19 Pandemic: The recent development, of the COVID-19 pandemic, had a significant impact on the hospitality industry. Countries around the world suffered from this pandemic (Davahli et al., 2020). The UK as well as other countries had government restrictions on businesses and lockdowns on public movement. Hence, the hospitality industry suffered the most from the incident. People were very concerned about safety and health issues (Srivastava and Kumar, 2021). The demand for luxury and other hotel services declined greatly. The case study shows that the company has financial distress because of the loss of revenue. The COVID-19 pandemic has contributed to the financial performance of the company.
[bookmark: _Toc158668043]Recommended Turnaround Strategies to Overcome the Financial Distress 
The financial management and the leadership of the company need to make crucial decisions about the company to address the growing issues and overcome the financial distress (Sudarsanam and Lai, 2001). The company can make the following turnaround strategies to improve its financial performance and overcome the current situation: 
· Market Research and Customer Segmentation: The management should perform comprehensive market research for understanding the customer's needs and preferences. They have to analyse the market competitiveness and other external factors that can affect the company's performance. They may prefer PESTLE analysis, Porter's five forces framework, and SWOT analysis. These frameworks can help the company to assess the market position, external forces, and resource capabilities (Rothaermel, 2021). Based on these analyses, the management has to make effective strategies to attract the target market. Market segmentation strategy involves dividing the market into various segments based on certain characteristics and factors. The company should target the most profitable market segment and offer the market offerings to attract the market segment (Walker, 2021). It can enhance the revenue generation of the company. 
· Dynamic Pricing and Revenue Management System: The company can apply a dynamic pricing strategy by utilising the revenue management system. The revenue management system keeps a track record of market factors such as supply and demand (Stuart-Hill and Parker, 2014). Analysing these factors, it offers dynamic prices. The price can change based on the supply and demand. This strategy is helpful in increasing the occupancy rate. As customers are getting their expected prices, they will make purchases of the services.
· Introducing New Services and Improving the Service Quality: The company may seek to identify new sources for revenue generation. The primary challenge to improve the financial condition is to increase the revenue inflow. To overcome the challenge, the management has to identify new sources for revenue generation. They can offer personalised services to the guests and offer them various room services, and unique facilities in the dining options, bars, and other sources to generate more revenue (Walker, 2021). A diversified portfolio of services can help the company to create a strong position in the market and outperform its competitors. In addition to this, the management should focus on the service quality of the company. Service quality is crucial for guest satisfaction. The management should apply the SERVQUAL model to improve the hospitality services. The model has five dimensions of service: reliability, assurance, tangible, empathy, and responsiveness. Assessing these five dimensions can help the company to improve its service quality. Improving the service quality can make the customers loyal to the business influencing them to make repetitive purchases (Puri and Singh, 2018). The customers can also act as word-of-mouth to brand the company positively. 
· Upgradation of Property and Equipment: The company has taken a significant amount of debt. The funds are used in the operating activities of the company. The management has to utilise the debt effectively. It should utilise the funds in the upgradation of properties and equipment. Because the initiative is necessary for increasing the attractiveness of the luxury establishment. Moreover, the customers will get enhanced experience from the implementation of the initiative. The company can increase customer satisfaction and drive sales revenue (Stuart-Hill and Parker, 2014).

[bookmark: _Toc158668044]Conclusion 
The Seacrest Lodge has been experiencing financial distress in the last year. The company started to lose its profitability and performance in 2021 and encountered losses in 2023. The company has little solvency because of its higher debt usage. It faced such challenges because of the changing customer preferences, the COVID-19 pandemic, poor management, and high competition. To address these challenges, the management has to perform a comprehensive market analysis and choose the most profitable market segment. It can apply a dynamic pricing strategy, improve customer service, introduce new services, and upgrade the equipment and property. If the management can utilise the assets effectively and make informed decisions, the company can certainly make a successful turnaround.
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