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[bookmark: _Toc159940493]Executive summary

The aim of the case study is to support the decision-making of the owner of The Seacrest Lodge to find a turnaround strategy for improving revenues, occupancy rates, and customer satisfaction, which have been declining in recent years. The Seacrest Lodge with restaurant, bar, and event facilities is situated on a picturesque coastline, and it was once a thriving destination for tourists who needed relaxation and luxury. The market conditions have changed and are currently highly competitive, considering that several newer, more modern resorts have emerged in the vicinity of the Seacrest Lodge, while the company’s service quality has decreased and their amenities have become outdated for changing customer preferences.
The objectives of the case study include an assessment of Seacrest Lodge's financial performance over the past three years, finding the key motives behind the decrease in profitability, considering current macro-environmental events that impacted the economy, and proposing a comprehensive turnaround strategy to improve the company’s profitability and brand reputation. The financial performance is assessed based on the provided income statements, balance sheets, and additional financial information such as the average room rate (ARR) and occupancy rate.
The company must address market risks by enhancing the customer experience through increased quality of services and digital transformation of the business, meaning that they need to embed digitalization into operations and strategy. The quality of services includes the quality of amenities, food and drink services, and the services offered to customers by the employees. The increase in the quality of hospitality services will address at the same time market risks, operational risks, and financial risks, but it involves significant capital investment.
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The case study aims to support the decision-making of the owner of The Seacrest Lodge to find a turnaround strategy for improving revenues, occupancy rates, and customer satisfaction, which have been declining in recent years. The Seacrest Lodge with restaurant, bar, and event facilities is situated on a picturesque coastline, and it was once a thriving destination for tourists who needed relaxation and luxury. The market conditions have changed and are currently highly competitive, considering that several newer, more modern resorts have emerged in the vicinity of the Seacrest Lodge, while the company’s service quality has decreased and their amenities have become outdated for changing customer preferences.
The objectives of the case study include an assessment of Seacrest Lodge's financial performance over the past three years, finding the key motives behind the decrease in profitability, considering current macro-environmental events that impacted the economy, and proposing a comprehensive turnaround strategy to improve the company’s profitability and brand reputation. The financial performance is assessed based on the provided income statements, balance sheets, and additional financial information such as the average room rate (ARR) and occupancy rate.
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Financial risk management refers to the systematic approach to identifying potential financial risks, assessing their severity, and deciding how to mitigate them (Corporate Finance Institute, 2023). Additionally, the implementation of the chosen mitigation strategy must be monitored and adjusted if necessary (Hiles, 2012). To identify the financial risks, the first step is to assess the current financial situation to find the reasons behind the decrease in profitability; furthermore, the strategy to manage the risks can be defined, including risk avoidance, risk reduction, risk transfer, and risk retention.
According to the Corporate Finance Institute (2023), companies are facing market risks, credit risks, liquidity risks, and operational risks. Wut et al. (2021) argue that due to the losses caused by
With the COVID-19 pandemic in 2020, hospitality companies are facing an increased need for effective crisis management, incorporating disaster management and risk management.
The financial issues are identified using financial analysis ratios that evaluate profitability and liquidity, such as gross profit ratio, current ratio, and debt-to-equity ratio.
The gross profit ratio relates to profitability, and it determines the percentage of gross profit relative to total revenues. Please see the following table for calculating the gross profit ratio in the last three years.
	Item 
	2021 
	2022 
	2023

	gross profit ratio
	25%
	13.63%
	-15.79%



Gross profit ratio shows a decreasing profitability from 25% in 2021 to 13.63% in 2022 and -15.79% in the last reporting period. Thus, the gross profit has continued to drop significantly in the last 3 years, because the net sales have also significantly decreased.

The current ratio is a liquidity ratio evaluating a firm’s capability to pay its debts by dividing the current assets by the current liabilities (Saleem and Rehman, 2011). 

	Item 
	2021 
	2022 
	2023

	current ratio
	5:1
	3:1
	1:1



It can be observed that the capability of the firm to pay its current liabilities has significantly decreased, from 5:1 in 2021 to 3:1 in 2022 and 1:1 last year, because the current assets have constantly decreased while the short-term debt has constantly increased.

The debt-to-equity ratio represents a leverage ratio that analyses the significance of total debt and financial liabilities against total shareholders’ equity and shows how a business’s capital structure is tilted either towards debt or equity financing (Corporate Finance Institute, 2024). 

	Item 
	2021 
	2022 
	2023

	debt-to-equity ratio
	2.46:1
	 2.65:1
	5.16:1



The results of the debt-to-equity ratio in the last three years show an increasing weight of total debt and financial liabilities against total shareholders’ equity (Corporate Finance Institute, 2024), from 2.46 in 2021 to 2.65 in 2022 and 5.16 in 2023; hence, the company's capital structure is tilted towards debt.

The additional financial information provided shows that the average room rate (ARR) has also declined, from £260 in 2021 to £240 in 2022 and £210 in 2023, showing a decrease in demand and attractivity of the brand.
Moreover, the occupancy rate has also decreased every one of the three years analysed, from 65% in 2021 to 60% in 2022 and 50% in 2023, also showing a decrease in demand and attractivity of the brand.
This additional financial information also confirms the decrease in profitability, which must be further investigated by considering the different risks that the company has faced and has not effectively mitigated.
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Hotels are facing four major types of risks, such as:
· market risks due to changes in the market environment that impact revenues and profitability.
· operational risks due to ineffective internal processes, organisations, systems, or human resources
· financial risks arising from financial structure and debts
· regulatory and compliance risks arising from obligations to comply with law, regulation, and sector standards.

Market risks

It is clear that the main risk faced by The Seacrest Lodge is market risk. The market conditions have changed and are currently highly competitive, considering that several newer, more modern resorts have emerged in the vicinity of the Seacrest Lodge. More modern resorts have emerged in the vicinity and they effectively meet current customer preferences. To increase its portfolio attractivity, the hotel must invest in a differentiation strategy to compete with the new rivals in the area. This can be based on increasing the quality of services, undertaking a digital transformation of the business model, and modernising the amenities (Buhalis, 2000; Buhalis, 2003; Johnson et al., 2020).
Additionally, the Seacrest Lodge's customer reviews indicate declining service quality and outdated amenities. Today’s tourists base their selection of accommodation services on other customers’ reviews, which are posted online (Sparks, Perkins, and Buckley, 2013); hence, they have increasingly preferred to book their vacation at several newer, more modern resorts that have emerged in the vicinity, decreasing the Seacrest Lodge's occupancy rates and the average room rate. Sparks, Perkins, and Buckley (2013) explain that online review sites supply progressively influential sources of information in tourism offerings. The development of social media represents both a challenge and an opportunity for hospitality service providers, considering the popularity of platforms such as Facebook, YouTube, Twitter, third-party review sites, and blogs (Sparks, Perkins, and Buckley, 2013). Thus, tourists share their experiences on social media and emphasise different attributes of a specific destination or offering via electronic word of mouth. (Tham, Croy, and Mair, 2013). The logical consequence is that the company must address market risks by enhancing the customer experience through increased quality of services and digital transformation of the business, meaning that they need to embed digitalization into operations and strategy. The quality of services includes the quality of amenities, food and drink services, and the services offered to customers by the employees. The increase in the quality of hospitality services will address at the same time market risks, operational risks, and financial risks, but it involves significant capital investment.

Operational risks

Operational risks refer to risks related to operations in the hospitality sector, such as assets, employees, capacity to accommodate customers, productivity, service, income (or revenue control), and quality (Jones, 1999). Operations must be approached systematically and strategically, based on seven concerns: location, integration, affiliation, configuration, organisation, implementation, and adaptation (Jones, 1999). 
Thus, to address these risks, the Seacrest Lodge must identify the operational issues by analysing its assets, human resources, accommodation capacity, productivity levels, services, revenues, and quality of offerings. The feedback from customers shows that the main problems are related to outdated amenities and decreasing quality of offerings, which were the main causes of decreasing productivity and performance, along with increasing competition and the impact of macro-environmental forces. Hence, the Seacrest Lodge must focus on investing in modernising the amenities and increasing the quality of offerings by considering all their elements, including the interaction between employees and customers. Areas to consider include the quality of food and drinks, meaning to focus on suppliers and internal organisations regarding their delivery to customers, and employees’ skills, knowledge, expertise, and motivation. For this last aspect, the firm must focus on talent attraction, recruitment, and retention to enhance the productivity and financial performance of the organisation (Pandita and Ray, 2018).

Financial risks

The first section has explored the financial risks and identified them, assessing their severity, and now the organisation must decide how to mitigate them (Corporate Finance Institute, 2023). Furthermore, the implementation of the chosen mitigation strategy must be monitored and adjusted if necessary (Hiles, 2012). The current financial situation was assessed, and also the reasons behind the decrease in profitability. It is clear that the COVID-19 pandemic has caused heavy losses (Wut, Xu, and Wong, 2021) and the hospitality companies are facing an increased need for effective crisis management, incorporating disaster management and risk management. The financial issues were identified using financial analysis ratios that evaluated profitability and liquidity such as gross profit ratio, current ratio, and debt-to-equity ratio.

[bookmark: _Toc159940497]Turnaround strategy proposal
According to Warner and Wäger (2019), digital transformation involves utilising new digital technologies like mobile, artificial intelligence, cloud computing, blockchain, and the Internet of things (IoT) to enhance customer experience, optimise operations, or develop new business models.
Diversification is a challenging concept considering that, according to Dhir and Dhir (2015), by focusing on technical proficiency, market expertise, or both, companies have expanded the limits of their company, resulting in conglomerate, vertical, concentric, or horizontal diversification (Ansoff, 1957). According to Laurila and Ropponen (2003), there is limited flexibility in horizontal diversification because the enterprises are still subject to the same cyclical fluctuations and competitive pressures because they operate in the same economic environment (Wiersema and Bowen, 2008). Increased market power and scale efficiency can be attained primarily through synergy and technological range expansion (Helfat and Eisenhardt, 2004). Regulations and industry features have little bearing on the decision, but resource specificity, complete knowledge, and less resistance from organisational structure do (Shaffer and Hillman, 2000).
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The case study has offered support to the decision-making of the owner of The Seacrest Lodge to identify a turnaround strategy for improving revenues, occupancy rates, and customer satisfaction, which have been declining in recent years. The Seacrest Lodge with restaurant, bar, and event facilities is situated on a picturesque coastline, and it was once a thriving destination for tourists who needed relaxation and luxury. The market conditions have changed and are currently highly competitive, considering that several newer, more modern resorts have emerged in the vicinity of the Seacrest Lodge, while the company’s service quality has decreased and their amenities have become outdated for changing customer preferences.
The case study included an assessment of Seacrest Lodge's financial performance over the past three years, identified the key motives behind the decrease in profitability, considered current macro-environmental events that impacted the economy, and proposed a comprehensive turnaround strategy to improve the company’s profitability and brand reputation.
The company must address market risks by enhancing the customer experience through increased quality of services and digital transformation of the business, meaning that they need to embed digitalization into operations and strategy. The quality of services includes the quality of amenities, food and drink services, and the services offered to customers by the employees. The increase in the quality of hospitality services will address at the same time market risks, operational risks, and financial risks, but it involves significant capital investment.
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