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[bookmark: _Toc150957939]Introduction
The Seaview Resort, once a thriving coastal destination, has experienced concerning declines in revenue, occupancy, and customer satisfaction over the past few years. This report will assess the organisation’s financial performance over the last three years (2020-2022) to determine whether the resort can be turned around or if other financial options may need to be considered. Apparently, the resort experienced a financial downturn and the report will find the root causes behind this by analysing the resort's financial statements from the past three years and recent market trends. The findings of this financial analysis will inform recommendations on a comprehensive turnaround strategy focused on revitalising financial performance and restoring the resort's reputation. Or, if the situation proves untenable, alternative options like selling the property or repurposing the assets may need to be explored. This report aims to provide an objective assessment of the resort's viability and options for creating the most favourable financial outcome moving forward.

[bookmark: _Toc150957940]Financial Performance Analysis
[bookmark: _Toc150957941]Income Statement
It is a financial statement that summarises a company's revenues, costs and expenses over a specified period of time (Seal and Rohde, 2018). The key elements of an income statement include revenue from sales and other business activities, the costs directly associated with earning those revenues, and other overhead operating expenses like administrative costs and depreciation (Finkler, 2021). The income statement provides an overview of a company's financial performance and is one of the three essential financial statements (the balance sheet and cash flow statement) (Elliott and Elliott, 2022). The Seaview Resort’s Income Statement is analysed below.
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[bookmark: _Hlk150953672]Figure 1: Income Statement of the Seaview Resort (Assignment brief)
Interpretation
· The resort’s total revenue has been steadily declining from £520,000 in 2020 down to £430,000 for the last three years. This indicates the sales/demand of the resort’s products or services is declining.
· Operating expenses have increased from £390,000 in 2020 up to £450,000 in 2022. This indicates the company's costs are rising faster than its revenue.
· Gross profit turned into a gross loss of £20,000 in 2022. It was a profit of £130,000 in 2020. This determines the company's core operations are now unprofitable.
· Net profit has declined significantly, from a profit of £78,000 in 2020 down to a net loss of £47,500 in 2022. Rising costs and declining sales have eroded the company's bottom line.
· The net profit margin shows a concerning trend, dropping from 15% in 2020 to -11% in 2022. This reflects the company's increasing lack of profitability as expenses overwhelm revenue.
Overall, the trends indicate declining financial performance and profitability issues for the company over the last 3-year period. Cost control and revenue generation appear to be the main challenges for the company.
[bookmark: _Toc150957942]Balance Sheet
It gives a compact overview of a company's financial position for a certain time (Tayles and Drury, 2020). It details the company's assets, liabilities, and shareholders' equity as of a particular date. Assets, listed in order of liquidity, include cash, accounts receivable, inventory, and fixed assets. Liabilities, ranked by due date, include accounts payable, wages, taxes owed, and long-term debt (Elliott and Elliott, 2022). Shareholders' equity represents funds invested by shareholders plus retained earnings. The balance sheet adheres to the accounting equation: Assets = Liabilities + Shareholders’ Equity. It summarises what a company owns and owes to outside parties as well as the owners' stake (Seal and Rohde, 2018). The Seaview Resort’s Balance Sheet is analysed below.
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Figure 2: Balance Sheet of the Seaview Resort (Assignment brief)
Interpretation:
· Total assets of £1,030,000 are composed primarily of long-term property & equipment (£630,000). This indicates the company has made significant investments in fixed assets.
· Current assets of £250,000 appear low relative to total assets and liabilities. The company may have limited cash on hand and accounts receivable to meet short-term obligations.
· Inventory is a moderate £100,000, likely tied to the property & equipment. Other assets of £150,000 could include intangibles like patents.
· Total liabilities of £580,000 are concerning at over 50% of total assets. This indicates high financial leverage and debt burden.
· The large long-term debt of £400,000 financing property & equipment contributes significantly to the high leverage position.
· Current liabilities of £180,000 seem manageable with the current assets, but liquidity is tight.
· Equity of £450,000 provides a cushion against liabilities, but the high debt use is risky.
From the analysis and interpretation, it is evident that the company is relying heavily on long-term assets and debt financing. Liquidity appears tight which could impact operations and debt repayment ability. The top management needs to take immediate steps to improve cash flow and reduce reliance on leverage.
[bookmark: _Toc150957943]Cash Flow Analysis
Cash flow analysis involves reviewing cash the inflows and outflows over a given period of time, normally a year (Seal and Rohde, 2018). It provides insight into how much cash is generated and used by operating, investing, and financing activities. A company's liquidity, solvency, and financial flexibility can be determined by examining its cash flow statements (Atrill and McLaney, 2023). Effective cash flow analysis evaluates trends and cash available for growth opportunities. The Seaview Resort’s Cash Flow for 2021 is analysed below.
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Figure 3: Cash Flow Statement of the Seaview Resort (Assignment brief)
Interpretation:
· Net cash flow from operations is negative at -£80,000. This indicates the company's core business activities are not generating positive cash flow, likely due to operating losses.
· Capital expenditures of £30,000 represent investments in long-term assets. This is cash going out.
· Net cash flow is negative at -£110,000. This means the cash balance has decreased by £110,000 over the period.
· The negative net cash flow combined with negative operating cash flow signals poor liquidity. The company does not seem to be generating enough cash from operations to fund capital investments and meet ongoing obligations.
· With negative operating cash flow, the company may need to rely more on financing activities to raise capital. However, increasing liabilities could worsen the financial position.
Overall, the cash flow analysis indicates the company is in a precarious liquidity position based on its negative operating and net cash flows for the period. At this stage, the resort must improve operations and cash flow from core business activities. It may conserve cash in the short term by reducing capital expenditures. 
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Financial Ratio Analysis
The Current Ratio measures a company's ability to pay short-term debts by comparing current assets to current liabilities (Sari et al., 2022). The Quick Ratio is more conservative, only including cash and highly liquid assets. The Debt-To-Equity Ratio shows the degree of financial leverage by comparing total liabilities to shareholder equity. Return On Assets evaluates how efficiently a company uses assets to generate profits (Seal and Rohde, 2018). Return On Equity measures the rate of return shareholders receive on their investment, found by dividing net income by average shareholders' equity. 
Together, these ratios provide insights into a company’s liquidity, leverage, profitability, and management effectiveness. Favourable ratios indicate financial health and efficient use of resources while unfavourable ones risk requiring remediation (Sari et al., 2022). The Seaview Resort’s financial ratios are calculated and analysed below.
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Current Ratio = Current Assets / Current Liabilities
= £250,000 / £180,000
= 1.39
The current ratio of 1.39 indicates the company has £1.39 in current assets for every £1 in current liabilities. This shows moderately adequate liquidity to cover short-term obligations. However, a ratio under 2 may still present challenges in paying bills on time.
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Quick Ratio = (Current Assets - Inventory) / Current Liabilities
= (£250,000 - £100,000) / £180,000
= 0.83
The quick ratio of 0.83 is more conservative than the current ratio. Removing inventory values better reflects assets that can quickly become cash. This ratio indicates potential difficulty meeting short-term obligations with the most liquid assets only.
[bookmark: _Toc150957947]Debt-to-Equity Ratio
Debt-to-Equity Ratio = Total Liabilities / Total Equity
= £580,000 / £450,000
= 1.29
A debt-to-equity ratio of 1.29 means the company has £1.29 in liabilities for every £1 in shareholder equity. This indicates high financial leverage and risk since debt financing makes up the majority of capital structure.
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Return on Assets = Net Income / Total Assets
= -£47,500 / £1,030,000
= -4.6%
The negative return on assets ratio shows assets are not effectively being used to generate earnings. For every £1 in assets, the company is losing -4.6p. Improving income and asset turnover could increase this significantly.
[bookmark: _Toc150957949]Return on Equity
Return on Equity = Net Income / Total Equity
= -£47,500 / £450,000
= -10.6%
Similarly, the negative return on equity shows shareholders are losing -10.6p for every £1 invested. The high debt levels negatively impact shareholder returns. Increasing income and equity would improve this ratio.


[bookmark: _Toc150957950]Reasons behind declining profitability
Based on the financial analysis, and state of other factors, this report can determine the following reasons behind the Seaview Resort’s declining profitability.
· Declining Average Room Rates: The resort's average room rate has steadily declined from £250 in 2020 to £210 in 2022. This downward trend indicates the resort has likely reduced rates in an attempt to attract guests as demand has softened. However, the lowered rates directly reduce revenue generation per occupied room which hurts overall profitability.
· Declining Occupancy Rates: In addition to lower room rates, the occupancy rate has fallen from 70% in 2020 to just 60% in 2022. The combination of lower rates and occupancy means the resort is generating significantly less revenue from its core operations. Even though costs may have been cut, the drastic revenue decline outpaces any expense reductions.
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Figure 4: ARR and Occupancy Rate of the Seaview Resort (Assignment brief)
· Increased Competition: New and more modern resorts may have entered the market near the Seaview. This increased competition added pressure to lower rates just to attract more guests. The Seaview's outdated amenities also likely make it less appealing compared to new resorts. Competitors may have poached customers with better offerings.
· Poor Customer Experiences: In the case mentioned, reviews citing declining service and outdated amenities indicate guests are not satisfied with the service at Seaview. Negative experiences lead to bad word-of-mouth and lost repeat business (Walker, 2021). Providing a subpar guest experience limits the resort's chances to command premium pricing and occupancy levels.
· Lack of Renovation: The resort's facilities and amenities can be considered outdated, as the bad reviews indicated. Without investment into renovations and enhancements, the property lost attractiveness over time. Outdated infrastructure made it challenging to compete on experience. From the financial statements, the lack of reinvestment appears a key factor in the resort's decline.
 

[bookmark: _Toc150957951]Recommendations
· The resort can invest in major renovations and upgrades to modernise its amenities and infrastructure. This is required to improve guest experiences and make the resort competitive in the market again. The process could be phased over 2-3 years.
· The company can re-position branding and marketing as a "classic, nostalgic seaside” resort. This type of narrative help hotels to capitalise on their heritage (Thirumaran et al., 2023). This approach will differentiate on guest experience rather than modern facilities.
· The resort must focus on superior customer service and hospitality to improve word-of-mouth and reputation. It can implement staff training programs.
· Instead of decreasing room rates gradually, the resort can introduce room rate discounts and packages during off-peak season to boost occupancy (Walker, 2021). It must not rely only on the summer peak.
· Additional services like spa services, retail, restaurants, and events facilities can boost the revenue streams (Tranter et al., 2013) for the Seaview Resort. 
· The resort can convert part of the property to residential/vacation ownership units to generate immediate capital for upgrades. 
· As a last resort, it can liquidate assets gradually over 2-3 years if no viable options. The resort can salvage value by selling off any valuable property, furnishings, or facilities (Guilding, 2014).
· If a financial turnaround is not feasible, the resort can consider selling it to a larger hospitality chain with capital to invest in restoration.


[bookmark: _Toc150957952]Conclusion 
The Seaview Resort has experienced a significant decline in financial performance and reputation driven by outdated amenities, increased competition, and poor customer experiences. The organisation's financial capacity is almost soiled. The resort must make substantial investments and strategic changes to modernise its property, improve hospitality, and boost occupancy to survive. If such a large-scale revitalisation is not feasible, the resort's best financial options may be the sale to a well-funded operator or systematic liquidation of assets. This report provided an objective analysis of the root causes of distress and actionable recommendations to either execute a turnaround or pursue the most advantageous financial exit for owners. There is hope that the Seaview Resort can make a turnaround following the recommendations. 
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‘Balance Sheet Analysis (End of 2022):
Item

Total Assets

- Current Assets

- Property & Equip.

- Other Assets

Total Liabilities

- Current Liabilities

- Long-term Debt

Equity

Amount

£1,030,000

£250,000

£630,000 (£100,000 as inventory)
£150,000

£580,000

£180,000

£400,000

£450,000
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pash Flow Analysis (2021):

|Item

‘ Net Cash Flow from Operations

|Capital Expenditures

‘Net Cash Flow (Change in Cash Balance)

Amount
-£80,000
£30,000
-£110,000
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Additional Financial Information:
« Average Room Rate (ARR):

« 2020: £250

« 2021:£230

« 2022:£210

e Occupancy Rate:

e« 2020: 70%

¢ 2021:65%

o 2022: 60%
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Income Statement Analysis (2020-2022):

Item

Total Revenue
Operating Expenses
Gross Profit

Net Profit (Loss)
Net Profit Margin

2020
£520,000
£390,000
£130,000
£78,000
15%

2021
£480,000
£400,000
£80,000
£40,000
8%

2022
£430,000
£450,000
£(20,000)
£(47,500)
1%





