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[bookmark: _Toc158672554]Introduction
The hospitality industry has a remarkable contribution to the UK's economy. In 2022, the industry contributed nearly GBP 237 billion to the UK's GDP (Statista, 2023). Businesses in the industry need to manage their financial activities properly as they are subject to various internal and external challenges of the business environment. Financial management is the utilisation of financial resources in the most effective ways for enhancing the organisation's financial health (Madura, Hoque and Krishnamrti, 2018). It may involve revenue management, investment and finance decisions, budgeting and control, and ensuring transparency and accountability to the use of funds. The author of this report will analyse the financial performance of the Seacrest Lodge, identify the factors affecting the performance, and provide turnaround strategies.
[bookmark: _Toc158672555]Case Summary 
The Seacrest Lodge is located on a picturesque coastline. The company offers restaurant, bar, and event facilities. The target market segments were vacationers who seek luxury she comfort. The market is highly competitive. The drop in service quality, outdated equipment and amenities, change in customer presence have affected the company's profitability, performance, and market share.
[bookmark: _Toc158672556]Financial Performance of the Company
The financial performance and profitability of the company can be analysed using various financial ratios such as RevPAR, average room rate, occupancy rate, net income margin, return on equity (ROE), and return on assets (ROA). The calculation of these financial ratios and indicators is provided below: 
	Year
	RevPAR
	ARR
	Occupancy Rate
	Net Income Margin
	ROE
	ROA

	2021
	£169
	£260
	65%
	25%
	48.38%
	13.95%

	2022
	144
	240
	60
	13.64%
	25.86%
	7.08%

	2023
	105
	210
	50
	-15.79%
	-50%
	-8.10%



RevPAR: It is a performance measure that is calculated by multiplying the occupancy rate of the lodge with the average room rate. In the hospitality business, RevPAR is important because it explains the hotel’s revenue-generating capabilities. A higher RevPAR is always expected as it shows that the hotel has a higher demand for its rooms so it can generate higher revenue from each room (Tranter, Stuart-Hill and Parker, 2014). The case study shows that the Seacrest Lodge had a higher RevPAR in 2021. The business could generate £169 from each room. Then the business started to lose its revenue per room in the next two years. In 2022, the RevPAR was £144 and the amount decreased sharply in 2023 the business had only £105. The data from the calculation suggests that the company has lost its revenue-generating capability from each room.
ARR: Average room rate is another performance indicator. In the hospitality industry, the average room rate is calculated to understand the pricing capabilities of the business. ARR can be made higher by charging higher prices for each room of the hotel (Guilding, 2014). When the demand for hotel rooms is higher, the business can charge higher prices but lower demand can result in lower room rates. The Seacrest Lodge could charge higher prices in 2021. But the declining demand for hotel rooms has made the ARR lower in the next two years. The business is experiencing lower demand and difficulties to raise prices.
Occupancy Rate: The occupancy rate measures the number of rooms occupied by the hotel guests or booked by the guests relative to the total number of rooms (Tranter, Stuart-Hill and Parker, 2014). Hotel businesses want to maximize the occupancy rate by taking various measures such as hotel branding, promotion, loyalty programs, and so on. The case study shows that the lodge’s occupancy rate was 65% in 2021 which is moderately occupied. However, the business reached to 50% occupancy rate meaning that only half of the rooms are booked or utilised by the guests and the remaining half of the total rooms are vacant. Such vacancies can affect the profitability and performance of the business. Because the lodge is generating revenue by utilising 50% of its resources and facilities.
Net Income Margin: Net income margin is a profitability ratio that measures how much revenue has been converted into the net income of the company after meeting all the operating costs, taxes, and other expenditures. A higher net profit margin explains that the company is efficient in its operations (Karanović, 2023). The efficiency of the management helps to minimise the costs of the business and drive the sales revenue. The calculation of the net profit margin has been made by dividing the net profit by the total revenue of the company. The net income margin was 25% in 2021 which shows that the Seacrest Logde could convert 25 pounds from £100 into net income after meeting all the expenditures and taxes. The net income margin decreased to 13.64% in 2022 because the revenue decreased and the operating cost increased. In 2023, the operating cost further increased while the revenue decreased. As a result, the company incurred net losses and the net profit margin became negative. A negative net profit margin indicates that the company can not convert any portion of the revenue into net profit rather it is losing its existing assets for operating the business (Guilding, 2014).
ROE: Return on equity is another financial profitability ratio that is calculated by dividing the net profit of the company by the total shareholder’s equity. This particular financial ratio can express the financial performance of any business. To increase the return of the shareholders, companies need to increase the ROE (Madura, Hoque and Krishnamrti, 2018). In other words, the company has to increase the net income relative to the shareholder’s equity. The ROE calculation shows that the Seacrest Lodge is losing returns on the shareholder’s equity in the last three years. The company had an attractive ROE in 2021 which is more than 48%. The shareholders benefited from their investment in this period because the company used higher debt for financing its operations. More debt usage provided leverage for the company and enhanced the net profits (Needles and Powers, 2019). However, the company started to lose its profitability position in the next two years. In 2022, the ROE dropped to 25.86% and in 2023 it became negative. So the shareholders of the company are not getting any positive return in 2023. Rather, they are losing 50% of their investments. Hence, the company has lost its profitability recently.
ROA: Return on asset is a financial ratio that measures the net profits relative to the total assets of the company. At first, the total net income is determined and then the net income is divided by the total assets of the capital invested. It explains whether a company is performing better from the current investments (Karanović, 2023). The ROA calculation shows that the Seacrest Lodge has 13.95% and 7.08% ROA in 2021 and 2022. The positive return suggests that the company was profitable in these two years. However, it has -an 8.10% ROA in 2023 due to the net loss and the decrease in the total assets of the company.  The ROA indicator suggests that the company has performed poorly in the last year (Needles and Powers, 2019).
[bookmark: _Toc158672557]Factors Affecting the Company’s Profitability
The poor performance of the Seacrest Lodge can be influenced by various internal and external factors. These factors are identified and explained below: 
[bookmark: _Toc158672558]Internal Factors
· Inefficiency in the Management: The company has inefficient management that fails to make informed decisions for guiding the business in the right direction. Some of the inefficiency can be identified from the business operations. As the revenue inflow started to decrease, the management failed to control the operating expenses. It failed to generate revenues as well as control the operational expenditures. Insufficient management can cause failure to the businesses (Walker, 2021). It can decrease the competitiveness of the business in the industry. 
· Poor Customer Service: Customer service is the core of the hospitality business’s success. Customers are attracted to those hotels and resorts that offer them enhanced and personalised services (Sánchez-Franco and Aramendia-Muneta, 2023). The lodge’s poor customer led to the loss of revenue and demand. The company has lost many of its loyal customers due to poor service. 
· Lack of Renovation and Upgradation: The company did not upgrade its amenities and equipment following the market trend. The outdated amenities and equipment affected customer demands (El-Sayed and Abed, 2023). Hence, the occupancy rate declined over the years. 
[bookmark: _Toc158672559]External Factors
· Change in Customer Preferences: The customers are the leading factors that drive the success of the business. The management of the business requires to monitor the market trend, and changes in customer preferences for offering their desired products and services (Walker, 2021). The Seacrest Lodge failed to understand such changes and so the company experienced lower demands for the existing market offerings. Consequently, the revenue generation decreased and the maintenance of the outdated amenities increased the operating costs (Garrido-Moreno, Garcia-Morales and Martin-Rojas, 2021).
· Higher Competition: The market has intense competition. Porter’s five forces framework suggests that higher competition in the industry can lower the profitability of the company (Bruijl, 2018). The reduction of the company’s revenue can also be caused by the modern resorts and other hotel establishments. 
· Economic Downturns: The UK’s economy has experienced a decline in recent years because of the COVID-19 pandemic. Economic factors such as inflation and unemployment increased significantly that affected the hospitality service demands. The economic downturn reduced the disposable income of the people that they showed lower demand for the luxury hotel segments (Ramuni, 2021). This external force affected the profitability of the company.
[bookmark: _Toc158672560]Turnaround Strategies to Support the Company’s Growth and Address the Current Issues
Turnaround strategies can enhance the performance of the company and make the company more profitable. To address the identified issues, the company can choose the following strategies:
· Investing in Upgradation and Renovation: The company should apply modern amenities to be adaptable to the customer’s preferences (El-Sayed and Abed, 2023). The more adaptable it can be the more customers it can attract. For managing the investment fund, it can raise equity capital because the company has already a higher debt position (Guilding, 2014). 
· Personalised Offering: The company should offer the product and services based on the customer’s preferences. To enhance the guest experience, it can make personalised offerings. The guests will receive the services that they prefer to have. This strategy will help the company to improve its revenue inflow (Sánchez-Franco and Aramendia-Muneta, 2023). The company can also introduce a loyalty program for converting its existing customers into loyal customers. Hence, the market share will improve.
· Digital Marketing: The company has to apply a digital marketing strategy in which it will use digital media for performing its marketing activities. The company should improve its social media presence to get more positive reviews and improve customer awareness about the brand. Digital marketing strategy is effective in attracting a large pool of target customers by reaching them within a short period (De Pelsmacker, van Tilburg and Holthof, 2018). Moreover, the costs associated with the marketing are also reasonable. 
· Revamping Pricing and Cancellation Policies: The company can attract more customers by adopting a flexible pricing strategy. It can offer discounts, packages, and incentives for direct booking (Garrido-Moreno, Garcia-Morales and Martin-Rojas, 2021). The cancellation policy should maintain a balance between the customer's choices and the company's goals and objectives. The strategy is crucial to attract more customers and improve the financial position of the company. 
· Developing new markets, products, or services: The company has been experiencing financial distress because the demand for the business decreased and so the revenue declined significantly. To improve the situation, the company can introduce new products and services based on market trends and customer expectations (El-Sayed and Abed, 2023). The company can also target other profitable customer segments. By offering other market segments, it can enhance its revenue generation. Therefore, the Seacrest Lodge can turn into profitable again.
[bookmark: _Toc158672561]Conclusion  
The Seacrest Lodge was a profitable and successful business in 2021. But later, the company started to lose its profitability because of the lower demand for the products and services. The occupancy rate and average room rate declined significantly. The financial ratios explained that the company became unprofitable in 2023. The reasons for such financial instability are poor customer service, higher competition, inefficient management, economic downturn, use of outdated amenities, and changes in customer preferences. The company can be profitable again and turn into profitable again by applying some turnaround strategies. The strategies are revamping pricing and cancellation policies, developing new markets, products, or services, investing in upgrade and renovation activities, offering personalised services, and digital marketing. The company should also monitor the progress of these strategies regularly. 
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