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Executive Summary
Seacrest is one of the earliest pismo beach hotel in UK. It has a loyal customer base and successful business history. But nowadays it is facing a downturn in its business. After analyzing it has been found that Seacrest’s financial performance has not been satisfactory for the past few years. All items of the income statement and balance sheet have been found to be negative favors. Revenue is decreasing, operating expenditure is increasing, cash is decreasing, equity is also decreasing. In this situation a turnaround strategy consisting of financial and operational restructuring can get it back to its business. The most viable strategy will be collaboration of businesses with other new businesses which have high potential. The risk of turnaround strategy is also discussed in a later part. 
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[bookmark: _Toc159612355]Purpose of the Study:
The purpose of this study is to evaluate the financial viability of Seacrest Lodge as well as providing a turnaround strategy by which it will be able to get back its lost performance.
[bookmark: _Toc159612356]Introduction:
The Seacrest Lodge was established in 1960s to promote the pismo beach hotel and motel to the tourists and visitors (About the SeaCrest OceanFront Hotel, 2022). Their core priority is to protect the environment and create awareness in the community. It has an outstanding business performance over its activities. But currently facing a downturn in its sales and performance. Competitors have entered into the market with more updated services and amenities, that’s why customers are more likely to book rooms to enjoy their vacations for the recently updated customers. Post pandemic period changes the business conditions for all kinds of hospitality industries over the world. The Seacrest is not free from this revolution.


[bookmark: _Toc159612357]Scope and Objectives
· The primary objective of this assessment is to evaluate the financial performance of Seacrest for the past three years. 
· Identifying the reasons for the declining business performance by connecting the real-world scenario.
· Preparing a turnaround strategy.
[bookmark: _Toc159612358]Financial Analysis
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                                              Source: From Assignment Brief
[bookmark: _Toc159612359]Income Statement Analysis
Income Statement can be analyzed horizontally and vertically (Association of Chartered Certified Accountants (Great Britain 2011). Horizontal analysis conducts the growth trend for the company in terms of its revenue, costs, and other items for the past several years. On the other hand, vertical analysis can be done by comparing revenue or cost items one to one. Gross profit margin, net profit margin, and operating profit margin are also used to measure financial statement analysis for a company. 
The income statement of the Seacrest Lodging for the past three years is below:
	Item
	2021
	2022
	2023

	Revenue
	£1,200,000
	£1,100,000
	£950,000

	Operating Expenses
	£900,000
	£950,000
	£1,100,000

	Net Income
	£300,000
	£150,000
	-£150,000



Horizontal Analysis: In this table we can see that Seacrest’s net revenue decreases, operating expenses increases, and hence net income decreases over the three years from 2021 to 2023. So, it indicates that the performance of Seacrest Lodging is not satisfactory, and they are facing a downturn in their sales. Their operating expenses also increase over the period, which indicates a poor performance in the cost and expenditure section. They do not give proper consideration to the operating expense items such as legal fees, marketing and sales promotional activities require a huge amount of expenditure to run a business. Moreover, the rental fee of a company is approximately fixed in terms of total expenditure. But the revenue decreased over the period, so net income decreased. Net income is the consequence of the revenue and cost structure of the company. Over the years the revenue decreased but the cos is increased that’s why the net income decreased. 
Vertical Analysis: Vertical Analysis compares several items of the income statement among themselves. It tries to compare the performance of one item against another item for a certain financial year. For the Seacrest Lodging, it has been seen that in 2021 the percentage of operating expenses in terms of revenue is 75%, in 2022 it was 86.36% and in 2023 it was 116%. So, here the behavior of operating expenses is following increasing trend. In 2021 net income in terms of revenue is 25%, in 2022 it was 13.63% and in 2023 it is negative. This indicates the current situation of the Seacrest Lodging is not quite good enough to comply with their cost structure. 
Net Profit Margin: A net profit margin says how a company generates profit in terms of its revenue for a certain business period. The net profit margin in 2021 is 25%, in 2022 it was 13.63% and in 2023 it was negative 15.78%.  A net profit margin equal to 10% is regarded as a benchmark for maximum companies and a net profit margin over 20% is considered a very healthy performance. But a net profit margin lower than 5% is considered unstable and a potential bankrupt business situation that needs to be immediately workings on it. 
[bookmark: _Toc159612360]Balance Sheet Analysis
A balance sheet analysis of a company tells us a company’s available resources such as assets and properties and its sources of capital such as equities and liabilities (Krishnan 2019). This type of information assists a company’s stakeholders to assess a company’s ability to meet its short-term obligations, meet future long-term debt considerations, and profit distributions to stakeholders (Loth 2022). 
The balance sheet of the Seacrest is following:
	Assets 
	2021
	2022
	2023

	Cash and Equivalents
	£100,000
	£80,000
	£20,000

	Accounts Receivable
	£50,000
	£40,000
	£30,000

	Property and Equipment
	£2,000,000
	£2,000,000
	£1,800,000

	Total Assets
	£2,150,000
	£2,120,000
	£1,850,000

	Equity and Liabilities
	2021
	2022
	2023

	Accounts Payable
	£30,000
	£40,000
	£50,000

	Long-term Debt
	£1,500,000
	£1,500,000
	£1,500,000

	Total Liabilities
	£1,530,000
	£1,540,000
	£1,550,000

	Equity
	£620,000
	£580,000
	£300,000

	Total Equity and Liabilities
	£2,150,000
	£2,120,000
	£1,850,000



It has been seen that Cash and Cash Equivalent has decreased tremendously from 100,000 (2021) to 2023 (20,000). It is an alarming signal for Seacrest Lodging, indicating a very poor situation in its sales. As sales decreased, its cash earnings is also decreased. Accounts Receivable is also decreased over the years. It is due to the same cause, reduced sales for the company resulting in lower accounts receivable. In terms of property, plants and equipment the amount remained approximately the same over the years. Because whatever the business situation is, a company cannot liquidate its plant, property and equipment (Rich & Jones 2018). If anyone sells its PPE, then his company is supposed to be bankrupt in the very near future. 
In the liabilities and equity section, accounts payable increased in the opposite direction of accounts receivable. This is also not good for Seacrest, as its sales are decreasing but its short-term liabilities are increasing. This will create a bankruptcy problem in future because short-term liabilities cannot be met with its short-term assets. The amount of long-term debt remained the same over the years. Where it should be decreased instead of remaining the same. 
Equity of the Seacrest decreased over the three years. It may be due to meeting its obligations. Again, bad news for the stakeholders. Any company facing a constant loss of its equity will not bring success to its business (Solnet, Paulsen & Cooper 2010). 


[bookmark: _Toc159612361]Cashflow analysis
Cashflow analysis is another important aspect for stakeholders to know about the financial conditions of a company (Seal et al. 2018). Cashflow analysis is basically how a company generates its cash and how well it manages its cash for any activities. Cashflow maybe outflow and inflow generating from its activities. The net cashflow can be calculated by subtracting current liabilities from current assets. 
Cashflow for the Seacrest Lodging can be following:
	Particulars
	2021
	2022
	2023

	Current Assets 
	
	
	

	Cash and Equivalents
	£100,000
	£80,000
	£20,000

	Accounts Receivable
	£50,000
	£40,000
	£30,000

	Total Current Assets
	£150,000
	£120,000
	£50,000

	Current Liabilities
	
	
	

	Accounts Payable
	£30,000
	£40,000
	£50,000

	Total Current Liabilities
	£30,000
	£40,000
	£50,000

	Cashflow
	£120,000
	£80,000
	0


This table shows that for the year 2021 and 2022 it was satisfactory but follows a declining trend. The bad news is that in 2023 the cashflow is nil. So, there is a high possibility that Seacrest Lodging will face a severe financial crisis in the very near future. 
 A detailed cashflow statement of a company includes three categorizations of cash inflow and outflow, cashflow from operating activities, cashflow from investing activities, and cashflow from financial activities (CFI 2023). 
Cashflow from operating activities: net income, payroll, depreciation, office rent, a/c receivables etc. (CEPF® 2023).
Cashflow from investing activities: Equipment sales and Property and asset purchases (Franklin 2022).
Cashflow from financial activities: Loan payments, net cash from financing, dividend payments, interest expense. 
Cashflow can be several typed:
Positive cashflow: Positive cashflow is always a goal for the companies. If a company can able to maintain a positive cashflow for consecutive years, then it indicates that the company is capable of operating its business in a healthy way and can grow effectively (Gibson 2013). 
Negative Cashflow: A negative cashflow always does not indicate a financial trouble. For example, investing a high amount can result in a negative cashflow indicating the company is spending money on properties highly. 
 Free Cashflow: Having a free cashflow is a great advantage. It is the amount available after meeting operating expenses and buying needed capital. A firm can utilize its free cashflow to meet its debt, pay dividends and interest to the investors.
[bookmark: _Toc159612362]Key financial Ratios
	Ratios
	2021
	2022
	2023

	Liquidity Ratios
	
	
	

	Current Ratio
	5:1
	3:1
	1:1

	Cash Ratio
	3.33:1
	2:1
	0.4:1

	Solvency Ratio
	
	
	

	Debt to Equity Ratio
	2.4
	2.58
	5

	Debt to Asset Ratio
	0.7
	0.72
	0.83

	Profitability Ratios
	
	
	

	Net Profit Margin
	13.63%
	15.78%
	20%

	ROA
	13.95%
	7.07%
	-8.18%

	ROE
	48.38%
	25.86%
	-50%



In terms of liquidity ratios, current ratio and cash ratio both show a decreasing trend from 2021 to 2023. Though in 2021 and 2022 both ratios were satisfactory but in 2023 it is not quite a good one. 
In terms of solvency ratios, it has been seen that debt to asset ratios have increased over the years but have not exceeded one. So, immediately Seacrest must consider the debt control. Debt to equity ratio shows that there is less equity which is financed by debt. 
In terms of profitability ratios, the net profit margin is satisfactory. ROA and ROE is not good for the year 2023. 
[bookmark: _Toc159612363]SWOT Analysis
 A swot analysis is about examining a company’s strengths and weaknesses and exploring opportunities and threats (Joseph Takacs 2017). 
Strengths: Seacrest Lodging has the first mover advantage in pismo beach motel. It has longer experience in this industry than its competitors (Walker 2021). Can create entry barrier for the newcomers.
Weaknesses: Seacrest Lodging is not used to in technological usage in hospitality segments. Technological advancement is necessary. Lack of efficient financial management causes high expenditure and wastage of resources.
Opportunities: It has the opportunity to collaborate with a technologically efficient hotel. It had a loyal customer base before, so now they attract them again by offering superior quality and superior services. 
Threats: Threat of acquisition by another new firm. A new firm can acquire or merge with Seacrest. The threat of bankruptcy also exists. 
[bookmark: _Toc159612364]Market Analysis
Currently the hospitality industry is a highly competitive industry with high growth potential (Demsetz 2020). After the pandemic situation the business environment has changed dramatically. People are now having more vacations and relaxation tours. Hotels situated the near beach are more attractive and demanding. Seacrest is also located beside the beach, so it has an opportunity to turn back to high potential business within a certain period. Seacrest can attract its old loyal customers through a promotional activity with lots of amenities on the menu. As customers previously gave feedback to the hotel authorities they can work with that feedback. They can target business professionals and corporate tour groups to stay in their lodge. Technological adaptations must be needed to prosper its businesses. 
[bookmark: _Toc159612365]Turnaround strategy
Turnaround strategy for the Seacrest Loding: After analyzing the previous financial performance and SWOT & Market analysis it is time now to create a turnaround strategy for the Seacrest. Before planning a turnaround strategy Irwin, G 2023, Turnaround Strategies: a step-by-step Guide, Irwin Insolvency.
, the following elements must need to be managed:
1. Strong and efficient leadership must be needed to take back Seacrest to its lost golden past.
2. Efficient financial discipline is needed to make sure that the part repeated mistakes will not happen again. Effective cashflow management and rigorous financial control need to be maintained (Harrison 2003).
3. Strong communication within the organization must be created.
4. Must engage employees in the turnaround process and motivate them by recognizing their contribution.
The most deserving turnaround strategy for Seacrest Lodging is financial and operational restructuring. 
Financial Restructuring: Improving Seacrest Lodging’s condition by reducing debt, effectively managing cash flows and reducing its high dependency on long-term debt financing (Elgonemy 2002).
Operational Restructuring: It will consist of eliminating inefficient services and reducing costs through downsizing, process development, and efficient supply chain management (Elalouf et al. 2015). 
Another important strategy could be effective which is strategic alliances and partnerships with other companies by leveraging its strengths, expanding market, and accessing new resources (Drury 2020).
[bookmark: _Toc159612366]Financial Projections
Projected Income Statements:
	Item
	2024
	2025
	2026

	Revenue
	£1,045,000
	£1,170,400
	£1,310,848

	Operating Expenses
	£1,000,000
	£950,000
	£900,000

	Net Income
	£45,000
	£220,400
	£410,848


 Proper implementation of the turnaround strategy will increase revenue by 10%-12% in the next three years. Hence, due to operational restructuring operating expenses will also decrease (Franklin 2022). And net income will ultimately increase. 
Projected Balance Sheet: 
	Assets 
	2024
	2025
	2026

	Cash and Equivalents
	£40,000
	£80,000
	£100,000

	Accounts Receivable
	£50,000
	£80,000
	£120,000

	Property and Equipment
	£2,000,000
	£2,000,000
	£2,200,000

	Total Assets
	£2,090,000
	£2,160,000
	£2,420,000

	Equity and Liabilities
	2021
	2022
	2023

	Accounts Payable
	£50,000
	£40,000
	£30,000

	Long-term Debt
	£1,500,000
	£1,500,000
	£1,500,000

	Total Liabilities
	£1,550,000
	£1,540,000
	£1,530,000

	Equity
	£540,000
	£620,000
	£890,000

	Total Equity and Liabilities
	£2,090,000
	£2,160,000
	£2,420,000


So, it has been seen that due to the turnaround strategy the financial position of Seacrest has also improved. 


[bookmark: _Toc159612367]Risk Assessment
If this turnaround strategy will not work in favor of Seacrest, then there is a potential risk of going into bankruptcy due to the loss of company and increased cost of the turnaround strategy. Another risk is that due to the high competition in the market it is also possible that others new hotels will be more rigorous in their business plan and be more competitive (Ward 2024). Hence, strategic alliance will be a more advantageous strategy to adapt a new turnaround strategy. 


[bookmark: _Toc159612368]Conclusion
Seacrest is suffering from financial mismanagement and reduced sales. It is found that one of the main problems of Seacrest is its outdated amenities and bad feedback from customers. Besides, other new hotels are entering into the market with new technology-based services and amenities. As a result, it needs to collaborate with other companies that may help it to find its lost glaze (What Is a Strategic Alliance? - Association of Strategic Alliance Professionals, 2020). For this, a comprehensive turnaround strategy is formed and based on this strategy a financial projection of financial statements has also been prepared. It can be hoped that after successful implementation of the turnaround strategy Seacrest Lodging can gain success in upcoming days. 
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Income Statement (in GBP)

item 2021 2022 2023
Revenue £1200000  £1,100000  £950000
Operating Expenses £900,000 £950,000 £1,100,000
Net Income £300,000 £150,000 £150,000

Balance Sheet (in GBP)

Asset/Liability 2021 2022 2023

Cash and Equivalents £100,000 £80,000 £20,000
Accounts Receivable £60,000 £40,000 £30,000
Property and Equipment £2,000000  £2,000,000  £1800,000
Total Assets £2150000  £2,120,000  £1,850,000
Accounts Payable £30,000 £40,000 £50,000
Long-term Debt £1500000  £1,500,000  £1500,000
Total Liabilities £1530000  £1,540,000  £1550,000
Equity £620,000 £580,000 £300,000





