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Financial Performance Analysis

In the last three years, the hotel's total revenue has been on a decreasing trajectory. In 2020, the income realized was £520, 000 which reduced to £480,000 in 2021. The total revenue further decreased in 2022 to £430,000. The decrease in the revenue collected shows that the organization will not have the same flow of cash to offset the expenses. This is due to poor marketing, which means decreased sales or increased costs of materials and labor, which raises the organization's expenditure. Therefore, the declining total revenues indicate that the company is not growing but is retrogressing financially. This deterioration means ill financial health, and consequently, the hotel management needs to not only identify problematic areas but also adjust its pricing. 

Moreover, Seaview Resort's income statement analysis indicates an increasing trend in operational expenses. In 2020, operating costs were £390,000, which later increased to £400,000 in 2021 and to £450,000 in 2022. This increase in operational expenditure poses a threat to the hotel's financial performance. The increasing expenditure trend has translated to a decreasing trend in both gross and net profits, with the organization experiencing a drop in gross profit from £130,000 in 2020 to £80,000 in 2021 and a further decrease to a loss of £20,000. The hotel's net profits dropped from £78,000 in 2020 to £40,000 in 2021. In 2022, the business incurred a loss of £47,500. 

The decrease in profits to a severe level of losses shows that the hotel is operating on a negative profit margin, with the most recent being -11% in 2022. Therefore, the entity operates based on an unsustainable business model because it spends more than it makes. This indicates poor pricing, unsuccessful marketing, high materials and labor costs, recession, increased interest rates, or rising competition. Also, the negative net cash flow from operations of - £ 80,000 and a negative change in cash balance of -£110,000 indicate that the hotel is spending more than it receives. Therefore, it needs adequate money, possibly from investments and financing, to cover its expenses for the business to stand in a viable financial position. The company may become insolvent if this trend proceeds uncontrollably for some time. 

The hotel's balance sheet shows that it has more assets than liabilities, and thus, it has a positive equity. This is a good sign, although it has a high long-term debt that calls for focusing more on its debt obligations. A positive equity of £450,000 shows that the business has enough assets to cover its liabilities. It can also access credit facilities and use the resources to fund its way back to the top. 

The organization has a decreasing average room rate (ARR), showing that the value of the revenue the hotel makes from occupied rooms is falling with time. The average room rate has dropped from £ 250 in 2020 to £ 210 in 2022. ARR is a key performance indicator, and Seaview Resort's ARR trend signals the hotel's managers to decide on rates and occupancy levels. Additionally, the hotel has a decreasing occupancy rate, showing an increase in empty rooms at any given time. This indicates that something may be wrong with the hotel. 

Key Reasons for Decreased Profitability

There are many reasons for the declining profitability of the hotel. The first is the high expenditure encompassing high costs of materials and labor, high operational costs, and expensive overhead costs. The high costs of the materials the hotel uses to make its products and prepare its food affect profits by requiring more revenue to cover the expenses (Curtis et al., 2020, p.420). Increased materials costs result in a high production cost that nears or exceeds the product's price (Adiansyah et al., 2021, p.49). This leads to less profits or incurring losses, thus giving the business a negative profit margin. An increase in materials costs adversely affects all levels of the supply chain, thus lowering the profitability of entities. Labor costs incurred in the payments of wages and salaries consume a significant portion of the expenditure budget (Manning, 2021, p.9). An increase in wages the organization pays reduces the revenue realized. The rise in labor costs may result from hiring more employees or paying the employees more than usual, as overtime, especially during production delays. High labor costs have the same impact as high costs of raw materials, decreasing the hotel's profits. 

High overhead costs consume the hotel's profits, making it difficult to grow or expand. Moreover, the high overhead costs make the hotel less competitive because it has to increase its prices for products and services to cover the overhead costs (Asep Mulyana et al., 2021, p.755). By doing this, consumers are forced to look for affordable substitute hotels. Just as overhead costs reduce profitability, expensive operational costs reduce the hotel's profit by expanding its expenditure and thus needing it to increase prices (Demerjian et al., 2020, p.411). An increase in prices risks the business losing customers to competitors who may be able to provide the same products and services as Seaview Resort but at a lower price. Moreover, unexpected financial expenses also contribute to the high expenditure. The unexpected costs stretch the budget past the hotel's comfort zone. This budget stretch further reduces profitability. 

Furthermore, uncontrollable spending and poor financial planning reduce the hotel's economic performance. Failure to control costs leads the business to incur high charges without comparing its actual financial results with the budgeted expectations (Edmans, 2023, p.3). Uncontrollable spending results from poor financial planning, leading to long-term debt situations as the entity resorts to borrowing to resolve financial troubles due to mismanagement of funds.  

The other reason for the decreasing profitability of the business is rising interest rates. When banks raise the fees associated with the loans, companies with bank debts, like Seaview Resort, incur extra costs in the repayment of the loans (Brunnermeier & Koby, 2018, p.21). Such costs are usually not projected by the businesses. Thus, they mean expanding the budget created without these extra fees covered. Making debts more expensive than they originally were affects the hotel's financial health and profit margins (Blanchard, 2019, p.1204). The impact of this is decreased flexibility to invest in long-term growth and dropping day-to-day cash flow stability. 

Unsuccessful marketing is the other reason for decreasing profitability. This is due to ineffective marketing strategies that cannot attract new customers and retain existing ones (Al-Surmi et al., 2020, p.41). Marketing determines the number of people who know the hotel and its services and products through targeted advertisements and campaigns. Adopting unsuccessful marketing strategies that fail to reach specific demographics results in a small customer base (Lockett, 2018, Para.13). The result of such a customer base is a limitation in sales, which results in reduced revenues and, thus, negative profit margins. The hotel's engagement in marketing without doing sufficient research to fully understand why the audience does not respond positively to the hotel's products and services marketing efforts bears no fruit. 

Poor pricing is also a cause for decreased profits in the hotel industry. It affects the amount of money the entity makes from selling products and services (Phillips, 2021, Para. 9). If one of the hotel's products costs more than their prices, less revenue is realized. This affects profit from other products, and the overall gain is used to cover the production of the incorrectly priced product. Therefore, if the hotel does not base its pricing on production costs, it has to realize less profits or even incur losses. Additionally, according to Nagle & Muller (2018, Para.14), if a firm does not adjust the prices for products whose production costs have increased, the business realizes less profitability. 

Increased competition also leads to decreasing profitability of the hotel. The hotel industry has become a highly competitive industry with the new hotels whose approaches are advanced being at a competitive advantage (Dupire & M’Zali, 2018, p.607). These new hotels attract customers and thus share their market, leaving them suffering from decreased revenues. When faced with stiff competition and the hotel reacts by cutting prices instead of re-evaluating its costs, it lands into falling revenue, especially if costs remain the same. 
Low staff productivity also limits an entity's profitability because it is the motivation and efficiency of the workforce that drive the financial performance of a business. The hotel's low-performing teams with poor productivity result in limited financial ability because the employees are incompetent. Thus, the hotel does not benefit from the maximum potential of a workforce as it should (Skelton et al., 2020, p.106). Low staff productivity either results from managers allocating low-priority tasks to highly skilled staff or having an unmotivated workforce not driven to work towards the company's profitability goals and objectives. Low staff productivity increases the firm's operational costs since the workforce takes longer to complete work (Wagner III & Hollenbeck, 2020, Para.17). It also results in customer dissatisfaction, which leads to losing customers to competitors. 

The other cause for the hotel's low profitability is recession. This is an external factor that contributes to negative profit margins because, during a recession, consumers experience tough economic times and thus are compelled to cut their spending (Junior et al., 2021, p.441). When they reduce their budget, they only focus on primary wants and leave others that seem secondary. They abandon taking hotel meals and prefer family meals at hoes. This results in reduced sales and, thus, less revenue. 
Comprehensive Turnaround Strategy
The strategy that Seaview Resort can adopt to revitalize its financial health and restore its reputation as a preferred destination is a multi-faceted approach. The approach encompasses reducing expenditure, effective marketing, dealing with competition, investing in staff productivity, and correct pricing. Reducing the spending will involve substituting expensive raw materials with less costly ones (Ma & Du, 2018, p.329). The hotel can also bargain with the suppliers to get the raw materials at fair prices. Also, having a competent workforce will reduce operational costs by having tasks completed within a short time, therefore eliminating the need for hiring more employees or paying overtime fees due to delays. Cost control is required to reduce the expenditure (Manning, 2021, p.16). Cost control is essential for a business to be profitable and sustainable in the long term. It involves setting a budget for the expenses and sticking to it. Adhering to the set budget prevents uncontrollable spending and helps identify areas where costs can be reduced. The budget should include an emergency fund for unexpected financial expenses. Additionally, it helps the management make informed decisions about future costs. 

Additionally, after budget making, the expenses should be analyzed regularly to identify unnecessary or duplicative costs. Analysis of the expenses will lead to the need for strategies for cost-saving (Ahmad et al., 2021, p.817). Such techniques, which include energy-efficient equipment and telecommuting policies, should be implemented. Also, non-core functions such as accounting should be outsourced to cut costs. In addition, the entity must also adopt the correct pricing method that is based on the production costs of a product. 

Reducing expenditure will help the hotel realize more profits because increased costs can eat into a business's profits, making it difficult to invest in growth or expansion. Additionally, high costs also make the company less competitive, as it increases the price of products and services (Taher, 2021, p.157). A reduced expenditure will help Seaview Resort to improve its cash flow and increase its competitiveness in the marketplace. This will help the business invest in growth, expansion, and new technologies. Therefore, by setting a budget, analyzing expenses regularly, negotiating with vendors and suppliers, implementing cost-saving measures, and outsourcing non-core functions, the hotel can improve its profitability and sustainability. 

The Seaview Resort must also adopt influential marketing through effective marketing strategies preceded by adequate research on the market. These effective marketing strategies will help the organization reach its target audience and influence them (Bala & Verma, 2018, p.326). This increases the chances that potential customers will become actual customers. As a result of this kind of marketing, there will be more paying customers, resulting in more significant revenue for the business. Therefore, the hotel must implement marketing approaches to attract new customers and retain existing ones. This will result in a large customer base, increasing sales, and high profitability. 

Besides marketing, the hotel must adjust its business strategy to deal with competition better. It must drop cutting of prices as a way to fight competition and adopt emphasis on quality and customer satisfaction as its tools to remain at a competitive advantage in the highly competitive hotel industry. This means that the entity must employ efficient management that drives the organization toward attaining its profitability goals and objectives (Simons, 2019, p.181). An efficient management eliminates the likelihood of mismanagement of funds. The hotel must hire a highly skilled workforce competent enough to ensure high-quality products and services. It must also invest in employee training, which equips the staff with the required skills to improve customer service and thus enhance customer satisfaction. Also, a trained and motivated workforce is efficient, and this efficiency reduces operational costs. Hiring highly skilled employees and training them ensures that the business benefits from the workforce's maximum potential. 
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