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[bookmark: _Toc160137138]Introduction 
Businesses operating in the hospitality industry are confronted with an extensive array of internal and external challenges, which contributes to the industry's extraordinarily complex environment. A substantial number of moving parts within an organization may contribute to volatile financial performance and future uncertainty, according to Eun et al. (2021). Hospitality organizations may be significantly impacted by a variety of factors, such as the emergence of new challenges and a decline in their financial stability (Dirman, 2020). These elements consist of shifting market demands, evolving consumer preferences, an economic recession, and legislative modifications. Consequently, organizations must have competent financial management in such situations so that they can formulate strategies that will assist them in improving their financial performance. Effective financial management, according to Jawabreh et al. (2022), can provide a variety of advantages, such as enhanced strategic planning, decreased expenses, and improved decision-making, all of which can aid in navigating difficult times. As the case study of Seacrest Lodge highlights, even a few years ago the company was profitable. However, in recent years, Seacrest Lodge encountered severe financial challenges in the form of profit decline plus weakened financial performance. Based on detailed financial performance analysis, the reasons behind such financial challenges of Seacrest Lodge have been evaluated in this assignment along with presenting comprehensive turnaround strategies. 







1. [bookmark: _Toc160137139]Financial Performance Evaluation – Seacrest Lodge 
Financial Performance analysis offers detailed insights regarding the financial performance plus position of a business, enabling improved decision-making (Paramasivan, 2009). With a view to evaluating the financial performance of Seacrest Lodge, measures of financial ratio analysis along with performance indicator analysis (ARR and Occupancy rate analysis) have been applied. 
2. [bookmark: _Toc160137140]Financial Ratio Analysis 
Being a major contributor to overall financial performance, profitability analysis is considerably valued while conducting financial ratio analysis for performance evaluations (Jawabreh et al., 2022). Based on Net Profit Margin, Return on Equity (ROE), and Return on Assets (ROA), the profitability performance of Seacrest Lodge has been evaluated in the following table. 
	Year
	2021
	2022
	2023

	Net Profit Margin 
	25%
	13.64%
	-15.79%

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

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

	Net Profit Margin = (Net Profit/Total Revenue) *100

	Return on Equity (ROA) = Net Profit/Total Equity 

	Return on Asset = Net Profit/Total Asset 


Figure 1: Ratio Analysis
Source: Author
[bookmark: _Toc160137141]2.1 Net Profit Margin Analysis
As the above findings of ratio analysis highlight, in 2021, the net profit margin of Seacrest Lodge was 25% which is quite high than the average net profit margin of hospitality businesses which tends to be from 6% to 12%. However, the company encountered a sharp decline in its profit margin in 2022 as it dropped to 13.64%. Investigating the reasons behind such a drop, it was identified that the net profit of Seacrest dropped sharply in 2022 from £300000 to £150000. Again, this reduction in profit was caused by a decrease in revenue and a slight increase in operating expenses. In 2023, Seacrest encountered a negative net profit margin of -15.79%, indicating that the company was making losses. The company generated a loss of -£150000 in 2023 which was majorly caused by a significant increase in its operating expenses. 
[bookmark: _Toc160137142]2.2 Return on Equity (ROE) Analysis 
Return on Equity (ROE) offers insights regarding how efficiently a company is generating profits in relation to its equity measures (McMenamin, 2022). Strong ROE positions indicate the better capacity of the company to convert its equity financing into profits. On the other hand, low ROW measures indicate that the company is becoming less efficient in making profits (Eun et al., 2021). As the ratio analysis highlights, in 2021, the ROE of Seacrest Lodge was 48% which sharply dropped to 26% in 2022. A sharp decline in the net profits of the company was one of the key reasons behind such decreased ROE. Along with this, the revenue decline plus operating cost increase were reasons behind the ROE drop. Since Seacrest Lodge generated a net loss in 2023, the ROE of the company became negative in this third year and stood at -50%. This negative ROE implies that the shareholders of the company are losing on their investment in such a condition. The declining ROE persisted in all three years, indicating less efficiency of Seacrest in profit generation, 
[bookmark: _Toc160137143]2.3 Return on Asset (ROA) Analysis 
Measuring a company’s profitability in relation to its assets, ROA evaluates how efficiently a company is using its assets for profit generation (ATMADJA et al., 2021). In 2021, the ROA of Seacrest Lodge was 14% which dropped to 7% in 2022. Caused by the net loss in 2023, the ROE of this company turned negative this year and became -8%. This indicates the weaker efficiency of Seacrest in using its assets for profit-generation purposes. Being the core reason behind the declining ROA, decreasing net profit showcases the weakening financial performance of Sea
crest in the years 2022 and 2023. 





3. [bookmark: _Toc160137144]Performance Indicator Analysis
The performance of Seacrest Lodge has been analyzed in the following table through comparing its average room rate, occupancy rate, and revenue per room over the past 3 years. 
	Year
	2021
	2022
	2023

	Average Room Rate
	260
	240
	210

	Occupancy rate 
	65%
	60%
	50%

	Revenue per room 
	169
	144
	105


Figure 2: Performance indicator analysis
Source: Author
Evaluating three core performance indicators of Seacrest Lodge, it is evident that the company has gone through a reduced quality in the services it offers. Considering the ARR, a decreasing pattern can be identified since the lodge charged £260 in 2021 which reduced to £240 in 2022. This further decreased to £210 in 2023. A probable reason behind such decreasing ARR can be the reduced customer demand in the market due to which, the lodge had to decrease its ARR to attract more customers. However, this has had a severe adverse impact on company revenue generation. Evaluating the occupancy rate, it is evident that the lodge has also faced challenges in customer attraction in recent years since its occupancy rate has been following a continuously decreasing pattern. In 2021, the occupancy rate was 65%. Even though this was not a strong occupancy rate, the rate further decreased to 60% in 2022. A continuous decline took place in 2023, reducing the occupancy rate to only 50%. Decreased market demand plus the low quality of services offered by Seacrest Lodge can be core reasons behind such declining occupancy rates. Besides, increasing competition in the coastal market generated by the increasing number of modern lodges may have also contributed to such decline. Finally, caused by the declining ARR and occupancy rate, the revenue per room also reduced from £169 to £144 in 2022, and £105 in 2023. This severely hampered to revenue generation capability of the lodge. 

4. [bookmark: _Toc160137145]Reasons for the Decline in Profitability 
· Increased competition in the hospitality industry: Induced by changing customer preferences along with technological growth and adaptation, the level of competition in the hospitality industry has prominently heightened in the recent years (Dirman, 2020). In the UK, this industry is going at a CAGR of 2.54%, creating wider opportunities for new entrants. Also, modern lodges are adopting utilization of modern technologies in their operations, causing challenges for those lodges who are following outdated technologies (Pholphirul et al., 2022). This increased competition has resulted in an intricate as well as complex environmental setting which is one of the core reasons behind the profitability decline of Seacrest Lodge. Due to heightened competition, the lodge is losing customers to its competitors, resulting in a low occupancy rate and decreased revenue and profit. 
· Changes in customer preference: In recent years, customers highly value personalized services in hospitality businesses (ATMADJA et al., 2021). Tailored room amenities, personalised services, etc. are preferred by customers. On the other hand, Seacrest is offering outdated amenities without recognizing modern customer preferences. Thus, such changes in customer preference along with Seacrest’s failure to recognize and adapt to such changes is a major reason behind its declining profitability (Putri and Rahyuda, 2020). 
· Declining service quality: As the customer reviews of Seacrest suggest, the dining quality of the lodge has decreased over the last few years. Causing customer dissatisfaction, this can be a major reason behind the low occupancy rate in the lodge, resulting in low revenue generation as well. 
· High inflation in the UK: During 2022 and 2023, the UK encountered severe economic challenges in the form of high inflation rates. In 2022, the inflation rate in the UK was 11.1% (Francis-Devine et al., 2023). Causing an increase in operating costs, such high inflation rates caused lower profitability in Seacrest Lodge. 
· Implications of Brexit: Brexit caused multifactored economic uncertainties in the UK, adversely affecting businesses, especially in the hospitality industry (Ardani and Harianto, 2021). This economic event reduced customer demand for hospitality services due to regulatory changes. As a result, this hampered Seacrest’s profitability potential. As Seacrest Lodge’s case study confirms, they were also making a profit even a few years back. However, in the recent past, Seacrest Motel has been faced with continuous financial troubles of profit slump and unsatisfactory financial performance. Building on the meticulous profitability analysis, the root causes of such financial perils for Seacrest Lodge in this assignment are considered. There are proposed comprehensive turnaround strategies. The general trend is a steady decline, the occupational rate now being 50%. Nonetheless, the low demand from the market and the low-quality services offered by Seacrest Lodge as a reason for their low occupancy rate are key factors to be considered. On the other hand, other hotels and lodges that are already existing in the coastal market could also have experienced the increased competition due to the rising number of modern lodges. 












5. [bookmark: _Toc160137146]Comprehensive Turnaround Strategy 
· Integrating modern technology: Through integrating modern technologies, Seacrest Lodge can offer improved experience plus service to the customers. Recognizing the changing customer needs, the lodge must adopt the use of modern technologies such as automation, artificial intelligence, and augmented reality, the lodge shall improve its focus on modernizing its services (Salamah, 2023). This will support the business to optimize customer satisfaction, enhance customer repeat rates, and occupancy rates as well. Also, these collectively will improve the profitability performance of the business. 
· Adopting cost minimization strategies: One of the key reasons behind the weak financial performance of the lodge in recent years was heightened operating costs. To overcome this challenge, cost minimisation strategies must be adopted (Hayes et al., 2021). Through achieving operational efficiency, the business can achieve cost minimization (Putri and Rahyuda, 2020). Non-value-added costs shall also be controlled for this purpose. 
· Increasing strategic marketing initiatives: Strategic marketing will help the lodge build wider market awareness. Ultimately, this will increase the occupancy rate of the company, creating improved profit potential (Ardani and Harianto, 2021). Thus, for overcoming the financial challenges that it is currently facing, Seacrest shall focus on adopting further strategic marketing initiatives. 
· Conducting market research: This will assist the lodge to get latest insights regarding customer preferences and demands. Based on this, the company can better design its services plus offerings with a view to meeting customer demands (Sari et al., 2020). This ultimately will increase customer satisfaction, creating growth opportunities for the business. 
· Financial management: Finally, financial management is a fundamental need for Seacrest in this situation for the betterment of its financial performance. Financial management will allow the business to keep better track of its financial operations including costs, revenues, and profits (Grant, 2021). Also, effective financial management will allow the business to formulate efficient strategies targeting profit maximization. 



[bookmark: _Toc160137147]Conclusion
Detailed evaluation of the financial performance plus position of Seacrest Lodge highlights that the company is going through a severe profitability crisis. As the findings of the analysis suggest, to a large extent, this financial challenge is caused by increased competition in the market, failure to adopt modern technologies, and increased costs. Based on these findings, a comprehensive turnaround strategy has also been proposed for the business which includes the strategic initiatives of technology integration, market analysis, and cost minimization strategies. Besides these, focusing on strategic marketing plus financial management have also been suggested for the lodge. It is expected that through executing these proposed strategies, Seacrest Lodge will be able to successfully overcome its current financial challenges and be able to strengthen its financial performance.
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