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Introduction   
The deterioration of financial status can be considered as the manifestation of failure, though it is not the main cause (Li et al. 2021). The use of financial statistics can provide a comprehensive analysis of the various factors that affect the profitability of the company. In order to identify the causes of failure, a thorough analysis of the financial statements will provide a clear picture of the failure in profit. A study conducted by Aissa and Goaied (2014) revealed that the profitability of a hotel is negatively affected by its indebtedness level and size. According to Bower (2017), profitability is defined as the financial metrics that assess an organization's ability to generate more revenue from its expenses and other expenses. 
The objective of this report is to analyse the factors that caused The Seaview Resort's profitability to decline over the past three years. It also explores the resort's possible turnaround strategy.

Background
The Seaview Resort is situated on a beautiful coastline, surrounded by nature. This is a great location for those seeking a relaxing holiday. James Henderson owns the resort, which has suffered from a decline in revenue over the past few years. According to the research, declining profitability can be caused by various factors. Some of these include poor understanding of the market cycles, the hiring of the wrong people, and not being able to analyse the competition. The success of a hotel depends on its ability to maximize its revenue, maintain high customer satisfaction, and control expenses (Tsai & Gu, 2012). 

Market analysis
As a result of a market analysis, new resorts arising rapidly. Due to the competition in the coastal resort market, many newer and eco-friendly establishments are being opened. Due to theirs increased number, many of them are now trying to run their operations in a sustainable manner. 
According to Vânia Gonçalves Costa and Costa (2022), an increasing number of companies are able to gain a competitive advantage by being aware of guests' concerns with sustainability. Sustainability encompasses various aspects, including the protection of the environment and the management of corporations' finances (Connell, 2012). The Seaview Resort has received negative customer reviews. It has outdated facilities and services.

Market strategies
Several tactics can be utilized to maintain a competitive edge in the coastal resort sector. One of these is by investing in the development of new products and services, which will allow resorts to stay ahead of the competition. The other strategy is to enhance the customer experience by developing a value proposition that revolves around personalized services (Fama and Jensen, 2021).
One of the most effective strategies that the resort can implement is to establish strong partnerships with its local suppliers and businesses. This will allow it to provide its customers with exclusive services and increase its market share (Ford Lumban Gaol, Mars and Hoga Saragih, 2014).
Coastal resorts can also benefit from ongoing development and training initiatives that will help enhance the guest experience and ensure high standards. These tactics can help them maintain their competitive edge in a constantly changing industry (Moreira et al., 2020). Modern amenities and facilities should be introduced to make the resort offer more enticing. This can also make its competitive advantage more visible. A hotel is an organization that has expensive and complicated structures that need to be maintained (Chan et al., 2001).





Income Statement Analysis (2020-2022):
	Item                              2020                           2021                                   2022


	Total Revenue            £520,000                    £480,000                          £430,000       


	Operating Expenses    £390,000                    £400,000                         £450,000                   


	Gross Profit                 £130,000                     £80,000                      £ (20,000)                      


	Net Profit (Loss)      £78,000                           £40,000                          £(47,500)                   


	Net Profit Margin          15%                                  8%                                  -11%
                     


                                                         Table 1

The analysis of the income statement shows a concerning decline in the company's financial performance over the three years. Based on the above data extracted from the income statement 2020- 2022 results a decrease in total revenue and an increase in operating expenses. In 2020, the resort's operating expenses were stable, as per Income Statement, £390,000 with a revenue of £520,000, but the expenses have started to increase from 2021 to £400,000 with revenue at £480,000 and growing in 2022 to £450,000 having only £430 000 in revenue. This suggests that the company's cost increased over time, which have contributed to its declining profitability.
A loss or net profit is a financial measure that shows the difference between the company's gross profit and its operating expenses. It can be a positive or a negative net profit. For instance, in 2020, the company's net income was £78,000, but it decreased to £40,000 in 2021 and then to £47,500 in 2022. This suggests that its financial performance has significantly deteriorated.
 It has also been revealed that the net profit margin has decreased from 15% to -11% due to the lack of proper segregation of the gross and net profits. It is important that the hotel maintains a consistent and accurate cost structure (Weber, 2016).
 A model that can predict the various factors that affect a company's financial performance is required in order to develop a more accurate estimate of its operating expenses. It suggests a decline in the company's income generation capability.
Operating expenses are the costs associated with running the day-to-day operations of the business. These can include:
· Salaries
· Rent
· Utilities
· Insurance
· Marketing.

Balance Sheet Analysis (End of 2022):
	       Item
	  Amount                                                                               


	Total Assets 
	£1,030,000

	- Current Assets
	£250,000

	- Property & Equip.
	£630,000 (£100,000 as inventory)

	- Other Assets
	£150,000

	Total Liabilities
	£580,000

	- Current Liabilities
	£180,000

	- Long-term Debt
	£400,000

	Equity
	£450,000                                                                                      


                                                               Table 2

A company's balance sheet is a vital part of its financial operations. It shows its overall financial standing and net worth. 
The resort's current assets amount of £250,000 are valued at £630,000(£100,000 as inventory). The liabilities section of the balance sheet shows that the resort has total liabilities of £580,000, with current liabilities of £180,000 and long-term liabilities of £400,000.
On the other hand, the property & equipment of £630,000(£100,000 as inventory) represent the long-term investments made by the resort in its infrastructure and facilities. These assets are essential for the resort to deliver its services and generate revenue over an extended period. Moving on to the liabilities section of the balance sheet, the resort has total liabilities of £580,000. This includes both current liabilities, such as accounts payable and short-term debt, as well as long-term liabilities, such as bank loans and mortgages. The resort's current liabilities of £180,000 indicating that the resort is not in the best position to meet its short-term obligations. The long-term liabilities of £400,000 represent the resort's obligations that extend beyond the current operating cycle. These may include loans taken out for the expansion or improvement of the resort's facilities. 


Cash Flow Analysis (2021):
	Item                                                                                                 Amount                                                                 

	Net Cash Flow from Operations                                                     -£80,000                                                       

	Capital Expenditures                                                                       £30,000                                                          

	Net Cash Flow (Change in Cash Balance)                               -£110,000                                                    


                                                  Table 3
The negative net cash flow from operations of -£80,000 suggests that the company's operating activities were not producing sufficient cash to support its business operations. This could be due to a variety of reasons such as low sales, high operating expenses, or inefficient management of working capital. The capital expenditure of £30,000 indicates that the company invested in long-term assets or infrastructure. 
While capital expenditures are important for the growth and development of a business, it is crucial to ensure that the company has sufficient cash reserves to fund these investments, especially when the net cash flow from operations is negative. 
The overall net cash flow, which shows a change in cash balance of -£110,000, highlights the company's cash flow position over the period. A negative cash flow indicates that the company's cash outflows exceeded its cash inflows during the period. This could potentially lead to liquidity issues and the company may struggle to meet its short-term liabilities and obligations.

Additional Financial Information:
 • Average Room Rate (ARR):
 • 2020: £250
 • 2021: £230
 • 2022: £210

 • Occupancy Rate: 
• 2020: 70% 
• 2021: 65%
 • 2022: 60%

The average room rate (ARR) for the resort has shown a steady decline over the three-year period from £250 in 2020 to £210 in 2022. This decrease in ARR indicates that the resort has been either lowering prices or facing challenges in maintaining the same level of pricing due to market conditions. A decreasing ARR can have implications for the resort's profitability as it may lead to a reduction in revenue unless there is an increase in occupancy to compensate for the lower rates. Looking at the occupancy rates, there is a similar trend of decline over the same three-year period. The occupancy rate decreased from 70% in 2020 to 60% in 2022. 
A drop-in occupancy rate can be attributed to various factors such as increased competition, economic downturn, changes in travel patterns, or even internal issues within the resort. A declining ARR and occupancy rate would result in a lower RevPAR, indicating a decrease in the resort’s overall revenue.
 The decrease in ARR and occupancy rate could have implications for the overall financial health of the resort. A decrease in revenue could impact the resort's ability to cover operating expenses, make necessary investments, or even pay off debts. It could also affect the resort's ability to remain competitive and attract guests in a saturated market.

 Turnaround strategy:
The analyse established that the company is facing financial challenges and requires strategic changes to improve its profitability and overall financial health. This may involve implementing cost-saving measures, improving the efficiency of working capital management, revisiting the capital expenditure decisions, or exploring alternative sources of funding. Measures to be implemented:
- reassess its pricing strategy
- marketing operational changes
- remain competitive 
- attract or retain more guests
- diversifying its target market
- explore new revenue streams
- Investing in technology and data analytics, however “what should be remembered when the dust settles from all of the spectacular new technologies and methods is that they are essentially a means of performing basic marketing functions” (Rosenbloom, Citation 2013, p. 194). 
- invest in renovating and upgrading its facilities. Renovations can significantly improve the image of a hotel, which is a vital marketing tool (Hassanien & Baum, 2002).

Recommendations:

1. It is important for the company to closely monitor its cash flow and take necessary steps to improve its cash position. 
2. implement measures to improve its cash flow in order to ensure its long-term financial stability and success.
3. take proactive measures to address the decline in performance and adapt to the changing market conditions in order to remain competitive and profitable in the long run. The strategy of a limited-service hotel is likely to be optimal as its customers are more likely to seek bargains (Tanford, Raab, & Kim, 2011).

Conclusion:

The cash flow statement provides valuable insights into the company's financial health and performance. The negative net cash flow from operations and significant capital expenditure reveals the challenges the company is facing in managing its cash flow (Filatotchev and Toms, 2006). The reduction in the ability to generate cash flows from a property can led to financial benefits eroding as the asset ages and the market changes (Blazenko & Pavlov, 2004).
In order to address the declining performance, the resort need to consider new changes services to appeal to a wider range of guests and justify its pricing and can also help the resort better understand guest preferences and behaviours, enabling them to make more informed decisions to improve performance (Essuman et al.,2021).The declining average room rate and occupancy rate over the three-year period indicate a challenging situation for the resort. It is essential for the company to address the underlying issues causing this negative cash flow from operations to ensure its long-term financial sustainability. It is important to calculate operating expenses, and businesses can be adversely affected if they are not appropriately budgeted.
 The lack of planning can increase the risk that a company will not have the required funds to operate efficiently (Jackson, 2003). According to corporate finance theory, the selection of projects should be rational in order to improve the performance of an organization (Kothari, Ramanna, & Skinner, 2010). Undistributed operating expenses are incurred in the hotel industry by providing various services to guests and supporting the revenue departments. As a property's number of customers and revenue sources increases, it becomes more complex to manage its operations (Whittington, 2006). This is why it is important that the company has more support personnel to coordinate its activities.
















Word count: 1937
       References:
1. Bower, J. L. (2017). Managing resource allocation: Personal reflections from a managerial perspective. Journal of Management, 43, 2421-2429.
2. Blazenko, G. W., & Pavlov, A. D. (2004). The economics of maintenance for real estate investments. Real Estate Economics, 32, 55-84.
3. Chan, K. T., Lee, R. H. K., & Burnett, J. (2001). Maintenance performance: A case study of hospitality engineering systems. Facilities, 19, 494-504.
4. Connell, J. (2012). Film tourism – Evolution, progress and prospects. Tourism Management, 33(5), pp.1007 – 1029.
5. Essuman, D., Asamoah, D., & Anin, E. K. (2021). How interfirm governance mechanisms and capabilities determine supply chain responsiveness in small businesses: Evidence from an African market. Africa Journal of Management, 7(3), 423–446.
6. Fama, E.F. and Jensen, M.C. (2021). Separation of Ownership and Control. The journal of Law and Economics, 26(2), pp.301-325.
7. Filatotchev, I. and Toms, S. 2006. Corporate governance and financial constraints on strategic turnarounds. Journal of Management Studies, 43, 3, 407-433.
8. Ford Lumban Gaol, Mars, W. and Hoga Saragih (2014). Management and Technology in Knowledge, Service, Tourism & Hospitality.
9. Hassanien, A., & Baum, T. (2002). Hotel repositioning through property renovation. Tourism and Hospitality Research, 4, 144-158.
10. Jackson, M. C. 2003. Systems thinking: Creative holism for managers: Wiley Chichester.
11. Kothari, S. P., Ramanna, K., & Skinner, D. J. (2010). Implications for GAAP from an analysis of positive research in accounting. Journal of Accounting and Economics, 50, 246-286.
12. Moreira, S., Klueter, T. M., & Tasselli, S. (2020). Competition, technology licensing-in, and innovation. Organization Science, 31(4), 1012–1025.
13. Rosenbloom, B. (2013). Functions and institutions. The roots and the future of marketing channels. Journal of Marketing Channels, 20(3–4), 191–203.
14. Tanford, S., Raab, C., & Kim, Y. S. (2011). The influence of reward program membership and commitment on hotel loyalty. Journal of Hospitality & Tourism Research, 35, 279-307.
15. Tsai, H., & Gu, Z. (2012). Optimizing room capacity and profitability for Hong Kong hotels. Journal of Travel & Tourism Marketing, 29, 57-68.
16. Vania Goncalves Costa and Costa, C. (2022). Sustainability and competitiveness in the hospitality industry. Hersey Pa: Business Science.
17. Whittington, R. 2006. Completing the practice turn in strategy research. Organization Studies, 27, 5, 613-634.
18. Weber, T. (2016). Product pricing in peer-to-peer economy. Journal of Management Information Systems, 33(2), 573–596.
19. https://www.gov.uk/guidance/turning-your-company-around (Accessed: 11 November 2023).
20. https://www.gov.uk/guidance/director-information-hub-dealing-with-company-distress (Accessed: 11 November 2023).










