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Businesses in the hospitality industry face various internal and external challenges. These factors can affect financial performance and so they face uncertainties for the future viability and sustainability (Dimitrios et al., 2020). Effective financial management can help to address all the growing challenges by conducting a thorough market analysis, identifying the risk factors and making proper risk minimisation strategies, making viable and profitable investment and finance decisions, and monitoring the progress of the company (Chang, McAleer and Wong, 2020). Effective financial management is important as it enhances the firm's performance and also increases its value. In the case study, the Seacrest Lodge was a profitable business, but the company’s profitability and performance declined significantly in recent years. The lodge offers hotel services, bars, restaurants, and event space for luxury travellers. The author will use financial management and hospitality industry knowledge to analyse the company's performance and profitability over the past three years, determine why they are worsening, and propose ways to improve them.
[bookmark: _Toc159373225]Evaluation of Financial Performance of the Seacrest Lodge 
[bookmark: _Toc159373226]Profitability ratios like net profit margin, ROE, and ROA can assess financial performance and profitability. Other indicators of hospitality business profitability include average room rate (ARR), occupancy rate, and revenue per room (RevPAR) (Pavone et al., 2023). Financial ratios and profitability indicators are calculated and assessed below:
Financial Ratios 
Here, three profitability ratios have been calculated based on the information provided in the case study for the last three years. The three profitability ratios are net profit margin, return on equity, and return on asset (Wild, 2018). The formula for calculating these ratios is provided below:
Net profit margin= Net Profit ÷ Total Revenue
Return on equity (ROE) = Net profit ÷ Total equity capital 
Return on assets (ROA) = Net profit ÷ Total asset 
	Year
	2021
	2022
	2023

	Net Profit Margin
	25%
	14%
	-16%

	Return on Equity (ROE)
	48%
	26%
	-50%

	Return on Assets (ROA)
	14%
	7%
	-8%



The net profit margin of the Seacrest Lodge was 25% in 2021 which is much higher than the industry average. The company was highly profitable in 2021. The net profit slightly declined to 14% in 2022 because the total revenue decreased and the operating cost increased. The higher cost and lower revenue made the net profit to decrease. The situation further deteriorated in 2023 when the company had significantly dwindled in the total revenue and had no control over the higher operating costs. Consequently, the Seacrest Lodge had losses in the year and so the net profit margin became -16%. The negative net profit margin indicates poor performance and loss of profitability. The net profit margin can provide important insights into the company’s financial management’s efficiency (Wild, 2018). Because the management is inefficient, it cannot control the operating costs and manage the revenue properly (Seal and Rohde, 2019). The declining trend in the net profit margin for the last three years makes the company vulnerable and future viability.
The return on equity was 48% In 2021 which is higher than the industry average. The year, shareholders had higher returns on their equity. But the next year, ROE decreased to 26% for two reasons: firstly, the net profit was reduced and secondly, the equity was also reduced. The company had a negative ROE in 2023 because of the net losses. The declining trend started in 2022 and became persistent in 2023. The shareholders have lost almost 50% of their equity in 2023. The profitability of the company relative to the shareholder’s equity has declined (Pavone et al., 2023).
The return on assets (ROA) was 14% in 2021. The company lost half of the return in 2022 and ROA became 7% in the year. In 2023, ROA became negative, -8% which is the outcome of the net losses and reduction in the total assets of the company. The company not only has net losses but also has declining asset values (Harris and Mongiello, 2006). The asset values may reduced due to the depreciation and loss of market prices. The ROA trend suggests that the Seacrest Lodge will not be profitable in 2023. The company is unable to manage and utilise its resources to generate net profit which has driven the company to poor performance.
[bookmark: _Toc159373227]Performance Indicators 
The performance indicators of the Seacrest Lodge are average room rate (ARR), occupancy rate, and revenue per room (RevPAR). Among these performance indicators, ARR and occupancy rate were given in the case study’s information. By multiplying ARR with the occupancy rate, RevPAR can be calculated (Hayes, Hayes and Hayes, 2021). 
	Year
	2021
	2022
	2023

	ARR
	260
	240
	210

	Occupancy Rate
	65%
	60%
	50%

	RevPAR
	169
	144
	105



ARR is the amount that the lodge can charge for each room.  There are many rooms in the lodge. By calculating the average prices of these rooms, the ARR data shows that the company could charge higher prices in 2021. The price will be reduced by £20 in 2022. In 2023, the company had to reduce its ARR by £30. The reduction in the ARR suggests that the company is unable to attract customers (Tranter, Stuart-Hill and Parker, 2014). Therefore, it is consistently reducing its room prices to attract customers. Such a reduction has a negative impact on the total revenue of the company. Charging lower prices will lead to lower revenue generation. It reduces the performance of the company. The occupancy rate shows the percentage of the number of rooms that are booked and occupied by the customers (Harris and Mongiello, 2006). The occupancy rate continuously declined in the last three years. The decline was due to the lower demand of the market. As the company performs poorly, manages inefficiently, and provides poor services, customers lower their demand for the company. The RevPAR also declined in the last three years. The company is not getting enough revenue from its occupied rooms. This is due to the inability to utilise the resources properly.
[bookmark: _Toc159373228]Reasons for the Decline in Profitability
The key reasons for the declining profitability of the Seacrest Lodge are identified and explained below: 
· Brexit Uncertainties: Brexit has significant impacts on the UK hospitality industry. The hospitality businesses operating in the UK experienced lower demands for hospitality services as tourists from the EU countries faced new regulations and government restrictions. Brexit uncertainties may have affected the customer's confidence and spending patterns (Dutta et al., 2020). The declining revenue of the Seacrest Lodge can be related to Brexit uncertainties.
· The COVID-19 Pandemic: The world has experienced the COVID-19 pandemic recently   The global pandemic affected the world economy. The UK government imposed a nationwide lockdown to minimise the impact of the pandemic. During the period, the hospitality businesses had to remain shut down and they experienced losses and a reduction in the capacity. The pandemic has also caused economic downturns and recessions. As a result, the spending patterns of the people changed (Ntounis et al., 2021). This pandemic may have affected the profitability of the company. The Seacrest Lodge offers the luxury segment of the market. The people of this market segment may have reduced their spending due to the economic recession and downturn. 
· Increased Competition: The coastline area has many modern resorts and hotels that offer luxury and personalised services to the customers. The growing competition can affect the profitability of the company if it does not have any sustainable competitive advantage (Orîndaru et al., 2021). The declining occupancy rate of the lodge suggests that the company is failing to attract customers. The new firms that offer greater facilities are attracting these customers. Hence, the Seacrest Lodge is losing its profitability due to higher competition and lack of competitive advantage in the market.
· Shifting Customer's Preferences: The target customers of the Seacrest Lodge have changed their preferences and they are not choosing the lodge for their vacations. The change in customer preferences can be a continuous process which the hospitality businesses need to assess regularly and adapt to the changes (Chang, McAleer and Wong, 2020). However, the company did not adapt to the changes in the customer preferences. The impact of shifting customer preference was on the revenue inflows from the sale of hospitality services.
· Deteriorating Customer Service Quality and Outdated Amenities:  The customer service of the lodge has become so poor that customer complaints increased significantly. The management of the company did not address the complaints or improve the service quality. So the customers made negative reviews of the company that had negative influences on the company's profitability. Customer service quality can make a distinction for the company in the fiercely competitive market (Alvarez-Ferrer, Campa-Planas and Gonzales-Bustos, 2018). The outdated amenities influenced customer dissatisfaction. Customers preferred modern amenities. Hence, they shifted to other companies. The Seacrest Lodge lost its loyal customer base due to its poor customer service and outdated amenities. These two factors reduced the profitability of the company as the revenue declined.
[bookmark: _Toc159373229]Crafting a Comprehensive Turnaround Strategy for Lodge Financial Revitalisation 
· Strategic Marketing and Positioning: The company has to conduct a comprehensive market analysis to identify the niche market segments or unique selling points (Orîndaru et al., 2021). The company must achieve a competitive advantage in the fiercely competitive market by positioning itself differently. It may consider implementing a targeted marketing campaign that will aim to attract new customer segments along with re-engaging with the existing customer segments (Solnet et al., 2010). In marketing campaigns, the company should communicate with the target customer about the distinctive features of the lodge such as picturesque location, personalised services, or unique amenities. Such campaigns are effective in attracting the discerning travellers.
· Enhanced Customer Experience:   The customers were dissatisfied with the lodge's service quality. To address the issue, it can take various initiatives such as providing the guests with personalised services, training the staff, monitoring the guest experience, and resolving customer complaints instantly. The company should invest adequate resources in the training of its staff. It can take feedback from the guests to ensure continuous development in the service quality (Chang, McAleer and Wong, 2020). Moreover, investments should be made for the purchase and installation of new and modern amenities in the lodge's facilities. To provide an enhanced experience, the lodge must adapt to the changing customer preferences. It will require the company to be innovative in its service delivery (Solnet et al., 2010). All these initiatives will provide a unique and enhanced customer experience. So, the company will be able to increase the revenue inflow and become profitable.
· Operational Efficiency and Cost Minimisation: The increasing operating costs of the company are an indication of operational inefficiency. To improve its operational efficiency and minimise costs, the company has to streamline its operations (Zhang et al., 2020). To minimise the costs, it should review the existing cost structure and whether the costs are relevant to the current situation such as the number of staff, supplier's contract and so on. Based on the review, unnecessary costs should be eliminated and the waste must be reduced by taking energy-saving measures (Seal and Rohde, 2019).
· Revenue Management: The revenue management should be performed through the use of revenue management software (Martijn, 2019). The digital technology uses the current market data for analysing the trend and demand of the tourism services and the prices are made dynamic which reflects the market information. So, the pricing will be justified. The average room date will get higher if the pricing is justified and relevant to the customer's expectations (Tranter, Stuart-Hill and Parker, 2014). The company should seek to diversify its revenue-generating sources. To achieve diversified revenue streams, it needs to bring innovative and unique services to the target customers (Hayes, Hayes and Hayes, 2021). Hence, the company can increase its total revenue. It will be able to be profitable and achieve higher growth from the increased profitability.
[bookmark: _Toc159373230]Conclusion 
The Seacrest Lodge’s financial health is poor. It has lost its profitability and performed poorly in recent years. The company incurred losses in 2023 because of declining revenue and increasing operating costs. The reasons for such losses and declining profitability are changes in customers’ tastes and preferences, the COVID-19 pandemic, market competition, lack of competitive advantage, Brexit uncertainties, and poor customer services. To overcome these challenges and make the company profitable in the long term, the company has to perform strategic marketing, provide enhanced customer experience, ensure operational efficiency, and make proper revenue management. The management of the company should be proactive to address any challenges instantly.
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