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[bookmark: _Toc159949405]Executive Summary
The purpose of the case study is to assist The Seacrest Lodge's owner in making decisions by offering guidance on how to turn around the resort's deteriorating revenue, occupancy rates, and customer satisfaction. Situated on an attractive coastline, the Seacrest Lodge also houses a restaurant, bar, and event facilities. The Seacrest Lodge was once a bustling destination for travellers seeking vacation and relaxation. Due to the emergence of multiple newer, more contemporary resorts close to the Seacrest Lodge, as well as a decline in the company's service quality and outdated amenities due to shifting consumer preferences, the market conditions have changed, and it is now very competitive for the organisation.
The values of gross profit ratios confirm a falling profitability because the gross profits have significantly dropped in these reporting periods, considering that the net income has also pointedly fallen. Considering that the company's current assets have been steadily declining while its short-term debt has been steadily rising, it is evident that the company's ability to pay its current liabilities has dramatically declined. The company's capital structure is skewed towards debt, as seen by the debt-to-equity ratio results over the last three years.
The turnaround or growth strategy proposed is based on the digital transformation of the business model; modernising the amenities and providing higher-quality services are strategies to differentiate from the competition.
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1. [bookmark: _Toc159949406]Introduction

The purpose of the case study is to assist The Seacrest Lodge's owner in making decisions by offering guidance on how to turn around the resort's deteriorating revenue, occupancy rates, and customer satisfaction. Situated on an attractive coastline, the Seacrest Lodge also houses a restaurant, bar, and event facilities. The Seacrest Lodge was once a bustling destination for travellers seeking vacation and relaxation. Due to the emergence of multiple newer, more contemporary resorts close to the Seacrest Lodge, as well as a decline in the company's service quality and outdated amenities due to shifting consumer preferences, the market conditions have changed, and it is now very competitive for the organisation.
The case study's objectives include evaluating Seacrest Lodge's financial performance over the previous three years, identifying the primary causes of the decline in profitability, considering recent macroenvironmental events that have affected the economy, and putting forth a thorough turnaround plan to boost the business's earnings and reputation. The financial performance is evaluated based on the income statements, balance sheets, and other financial data presented, including the average room rate (ARR) and occupancy rate.

2. [bookmark: _Toc159949407]Financial performance analysis

The systematic process of detecting possible financial risks, determining how serious they are, and choosing how to reduce them is known as financial risk management (Corporate Finance Institute, 2023). Furthermore, it is imperative to oversee and modify the mitigation strategy's implementation as needed (Hiles, 2012). In order to determine the financial risks, one must first evaluate the present organisational financial context in order to determine the causes of the decline in profitability. Once the risks have been identified, several risk management strategies, such as risk avoidance, risk reduction, risk transfer, and risk retention, can be specified.
The Corporate Finance Institute (2023) explains that firms are confronting risks such as market risks, credit risks, liquidity risks, and operational risks. However, after the heavy impact of the COVID-19 pandemic on the hospitality sector, the companies in this market must focus on risk management to recover profitability levels (Wieczorek-Kosmala, 2021). According to Kizildag, Weinland, and Demirer (2023), small lodging establishments have a higher financial vulnerability to long-term crises.
In order to identify financial risks, one can calculate and examine financial analysis ratios to understand the variation in profitability and liquidity. For this reason, the following ratios are calculated based on the income statements and balance sheets for the last three financial years:
· gross profit ratio
· current ratio
· and debt-to-equity ratio.
Please see the following table for the calculation of the above financial analysis ratios.

	Ratio
	2021 
	2022 
	2023

	Gross profit ratio
	25%
	13.63%
	-15.79%

	Current ratio
	5:1
	3:1
	1:1

	Debt-to-equity ratio
	2.46x
	2.65x
	 5.16x


[bookmark: _Toc159949414]Table 1. Ratio calculation
The percentage of gross profit in relation to total revenues is determined by the gross profit ratio, which is related to profitability (Vipond, 2024). The values of gross profit ratios confirm a falling profitability from 25% (2021) to 13.63% (2022) and minus 15.79% (2023), when the company registered negative net income. This happened because the gross profits have significantly dropped in these reporting periods, considering that the net income has also pointedly fallen.
According to Saleem and Rehman (2011), the current ratio, which divides current assets by current liabilities, is a liquidity ratio used to assess a company's capacity to pay its debts. Considering that the company's current assets have been steadily declining while its short-term debt has been steadily rising, it is evident that the company's ability to pay its current liabilities has dramatically declined, going from 5:1 in 2021 to 3:1 in 2022 and 1:1 in 2023.
According to the Corporate Finance Institute (2024), the debt-to-equity ratio is a leverage ratio that illustrates how a company's capital structure is skewed towards debt or equity financing by weighing the importance of all debt and financial obligations against all shareholders' equity. The company's capital structure is skewed towards debt, as seen by the debt-to-equity ratio results over the last three years, which show a growing weight of total debt and financial obligations against total shareholders' equity (from 2.46 in 2021 to 2.65 in 2022 and 5.16 in 2023).
 
According to the additional financial data supplied, the average room rate has decreased as well, going from £260 in 2021 to £240 in 2022 and £210 in 2023. In addition, the occupancy rate dropped in each of the three examined years, falling from 65% in 2021 to 60% in 2022 and 50% in 2023. 
This additional financial data validates the decline in profitability, which has to be looked into more thoroughly while taking into consideration the various risks that the business has encountered and failed to adequately manage.

3. [bookmark: _Toc159949408]Principal causes of the decreasing profitability

Four main categories of risks face hotels include operational risks stemming from inefficient systems, processes, finances, or human resources; market risks from shifts in the market environment that affect revenues and profitability; financial risks from debt and financial structure; and regulatory and compliance risks from duties to abide by laws, regulations, and industry standards (Verma, 2024).
The market risk is the most significant risk faced by The Seacrest Lodge. The Seacrest Lodge was once a bustling destination for travellers seeking vacation and relaxation. Due to the emergence of multiple newer, more contemporary resorts close to the Seacrest Lodge, as well as a decline in the company's service quality and outdated amenities due to shifting consumer preferences, the market conditions have changed, and it is now very competitive for the organisation.
The Seacrest Lodge continues to draw guests because of its natural surroundings, but its appeal is decreasing because of outdated amenities in comparison to the more contemporary resorts that have sprung up nearby and successfully cater to contemporary customer trends. The hotel needs to make an investment in a differentiation strategy to compete with the new competitors in the area and boost the attractivity of its portfolio (Krupskyi et al., 2019). According to Buhalis (2000; 2003), modernising the facilities, digitally transforming the business model, and providing higher-quality services are strategies to differentiate from the competition.
The customer evaluations of the Seacrest Lodge also point to deteriorating amenities and low-quality service. Travellers of today choose their lodging options primarily based on online reviews left by previous clients (Sparks and Browning, 2011). The negative reviews for The Seacrest Lodge have determined potential customers to choose the modern resorts in the vicinity, which has negatively impacted the firm’s occupancy rates, average room rates, and overall profitability.
Online review sites are becoming increasingly important sources of information about tourism products, according to Sparks, Perkins, and Buckley (2013). Given the popularity of sites like Facebook, YouTube, Twitter, blogs, and third-party review sites, the rise of social media poses both a challenge and an opportunity for hospitality service providers (Sparks, Perkins, and Buckley, 2013).
Travellers thus use electronic word-of-mouth to highlight various aspects of a particular destination or hospitality provider and to share their experiences on social media (Tham, Croy,  and Mair, 2013). As a rational result, the Seacrest Lodge could integrate digitalization into operations and strategy, aiming to mitigate market risks by improving the customer experience through higher service quality and digital transformation of the business model, which can enhance productivity and profitability, as well as brand awareness (Sklenarz et al., 2024). Furthermore, the amenities, food and drink offerings, and staff services provided to clients are all significant aspects of service quality (Wilkins, Merrilees, and Herington, 2007). While it requires a sizable capital expenditure, the improvement of hospitality services will simultaneously address financial, operational, and market issues (Victorino et al., 2005).
According to Jones (1999), operational risks in the hospitality industry include those pertaining to resources, personnel, client capacity, productivity, service, income control, and quality. The author emphasises that the seven issues of location, integration, affiliation, configuration, organisation, implementation, and adaptation should guide a methodical and strategic approach to operations.
The Seacrest Lodge must analyse its assets, human resources, capacity for lodging, productivity levels, services, revenues, and quality of services in order to determine the operational challenges and mitigate them. Customer feedback indicates that the primary issues were obsolete facilities and declining quality of services, which were the main reasons for declining performance and productivity in addition to growing competition and the effects of external factors. Therefore, the Seacrest Lodge needs to prioritise investing in updating the amenities and raising the quality of services while considering every aspect of them, including the interactions between staff and travellers. Considerations include the food and beverages’ quality, which requires paying close attention to suppliers, as well as the abilities, motivation, and knowledge of the workforce. Pandita and Ray (2018) emphasise that, in order to improve the organisation's productivity and financial performance, a company needs to concentrate on attracting, hiring, and retaining talented staff.
The financial risks were investigated in the first part of the case study, and the Seacrest Lodge needs to choose a strategy to mitigate those risks and then monitor its implementation to adjust it if it is not performant (Hiles, 2012). 
Many macroenvironmental factors have affected the profitability of the hospitality industry, including Brexit, the COVID-19 pandemic, and the surging inflation caused by the impact of the war in Ukraine on global markets (Macqueen et al., 2022). Brexit has caused shortages in the hospitality labour market; the pandemic has significantly reduced occupancy rates; and surging inflation has increased operational costs and negatively impacted demand (Macqueen et al., 2022).

4. [bookmark: _Toc159949409]Turnaround strategy 
The turnaround or growth strategy proposed is based on the digital transformation of the business model; modernising the amenities and providing higher-quality services are strategies to differentiate from the competition (Buhalis, 2000; Buhalis, 2003). To implement digital transformation, the company must include technologies such as mobile tools, social media practices, e-commerce, artificial intelligence, cloud computing, blockchain, and also a configuration and consolidation of the internal IT system (Cepal, 2021).
Another aspect to consider is the diversification strategy, which allows companies to concentrate on technical proficiency, market expertise, or both, leading to conglomerate, vertical, concentric, or horizontal diversification (Dhir and Dhir, 2015). According to Laurila and Ropponen (2003), because businesses operate in the same economic environment and are therefore susceptible to the same cyclical fluctuations and competitive pressures, there is little flexibility in horizontal diversification, according to Wiersema and Bowen (2008). Synergy and technology range extension are the main ways to achieve increased market power and scale efficiency (Helfat and Eisenhardt, 2004). Furthermore, according to Shaffer and Hillman (2000), the decision regarding strategy is influenced more by human resource specialisation, knowledge, and less resistance from organisational structure than by regulations and industry legal requirements.

5. [bookmark: _Toc159949410]Conclusions and recommendations
The case study aimed to assist The Seacrest Lodge's owner in making decisions by offering guidance on how to turn around the resort's deteriorating revenue, occupancy rates, and customer satisfaction.
The values of gross profit ratios confirm a falling profitability because the gross profits have significantly dropped in these reporting periods, considering that the net income has also pointedly fallen. Considering that the company's current assets have been steadily declining while its short-term debt has been steadily rising, it is evident that the company's ability to pay its current liabilities has dramatically declined. The company's capital structure is skewed towards debt, as seen by the debt-to-equity ratio results over the last three years.
The turnaround or growth strategy proposed is based on the digital transformation of the business model; modernising the amenities and providing higher-quality services are strategies to differentiate from the competition.
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