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Financial Management for the Hotel Industry

Executive Summary

The report is developed to establish an understanding of ratio analysis. To demonstrate the implementation and requirements of financial analysis the report starts by comparing a firm's financial ratios. The selected business is Marriot. Then the report shows that financial ratio analysis is an important accounting tool and it can be crucial for a modern business like hotel management. Even it shows that ratio analysis can majorly help in the decision-making process of hotel management. By making an understanding of the firm’s financial condition and providing some key information the analysis helps in decision-making. However, there are some limitations to financial ratios. The limitations are presented so that managers can take them into account while doing financial analysis.
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[bookmark: _Toc120650407]Introduction
A company to understand its financial conditions uses financial ratio analysis. Financial ratios are able to visualize the financial capabilities and scope of a company. It shows if a company can continue its future projects with the current financial conditions or if it has some financial requirements to complete. It provides a major differentiation between financial needs and capability. To understand how these financial ratios work the discussion will cover a comparison of Marriott's financial ratios. Its motive is to show the importance of ratio analysis.
[bookmark: _Toc120650408]Marriott's Financial Ratios Analysis 
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From the comparison of Marriott's 2020 and 2021 financial ratios it can be found that:
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Figure 1: Current Ratio Analysis of Marriott (Macrotrends, 2022a)
The current ratio was at a growing rate till the second quarter of 2020 but there was a sudden drop (Figure 1). But in the last two quarters of 2021, the current ratio came to a stable position. That means the company had good liquidity at the end of 2021. There is a good increase in gross margin and operation margin ratios too. The change in gross margin is noticeable as it went from 13.8 to 20.2. EBIT margin represents the same rate as the operating margin as both are the same thing. According to Detar (2022), the organization had great earnings growth in the last three quarters of 2021 and the full year was a blowout year.
To talk about the debt ratios its long-term debt condition has lowered a little but there is a huge change in the Debt/Equity Ratio.
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Figure 2: Debt to Equity Ratio of Marriott (Ycharts, 2022)
Figure 2 shows the change was from 24.13 to 7.17 surprisingly. However, it is better to have a lower debt ratio. 
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Figure 3: Profit Margin Ratios of Marriott (Macrotrends, 2022)
Now if the profit margin ratios are focused again there is seen a positive increase in Pre-tax profit margin and Net profit margin. Especially, the Pre-tax profit margin and Net profit margin assessed a good positive result than the negative results in the previous year. 
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Marriott’s other ratios show:
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Figure 4: Asset Turnover Ratio of Marriott (CSIMarket, 2022a)
The asset turnover dropped in 2021 but also saw growth later. 
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Figure 5: Receivable Turnover Ratio of Marriott (CSIMarket, 2022b)
The receivable turnover also dropped in 2021 and saw growth later. However, the day sales in receivables have decreased. 
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Figure 6: Financial Ratios of Marriott (Macrotrends, 2022b)
Now to see the results of the returns it is obtained that the ROE or Return on Equity had a drastic change of -62.093 in 2020 to 77.72 in 2021. The Return on Asset and Return on Investment had positive changes too. The changes were -1.08 to 4.3 and -2.8 to 10.2. But the Return on Tangible Equity decreased to -6.6 from 1.5 in 2020. The ratio for Book Value Per Share has seen many fluctuations in the past several years. The fluctuation stopped at a t 4.3 rate in 2021 which is greater than the result of 2020. Operating Cash Flow Per Share had some fluctuations in the previous years too and had a slight drop in 2021 from the result of 2020. The rest remains the Free Cash Flow Per Share. It has come down to -2.36 from the 1.16 rate of the past year.
[bookmark: _Toc120650412]Knowledge of Ratio Analysis Hotel
Financial ratio analysis or simply financial analysis has expanded to different domains of business and management from emerging in the field of credit and investment. Now in almost every area that contains financial dealing it is used as means of planning and control (AREAS, 2018). Hotel Management is a part of the hospitality industry in the business sector. This is why this site of business and management also has the need to implement financial ratio analysis in its business operation. However, in general, where there is a call for an accounting system financial analysis is there. And hotel management system has to strictly deal with numbers. So a hotel business cannot ignore this useful method of accounting calculations. The benefits ratio analysis can bring to hotel management the growing aspect of the modern industry tourism industry are, it analyses the most important factors regarding a hotel’s proceeds and expenses and then shows what impact they have on the hotel’s profitability. From this, the analysis goes in-depth to present the critical accounting analytical methods for the hotel business and discusses their role in making the planning and monitoring of hotel activities efficient (Jawabreh et al., 2012). This is why the understanding of ratios and their fluctuations is necessary for Hotel management. However, financial ratio analysis can also extract some extra advantages from the financial statements prepared by the hotel management. Even the financial analysis process is regarded as the output of the accounting system and their inputs are the financial statements. Hotel management should not consider those statements as the final point in the accounting circle. Rather for critical financial evaluation, they are considered as the starting point (Jawabreh et al., 2017). And this process includes ratio analysis as the top priority as they provide a critical overview of the financial statements. The ratios go through the elements of financial statements and in brief shows the rate of stability of the business in a certain period.
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The ratio analysis actually contains several ratios like debt or equity ratio, asset ratio or liquidity ratio, profitability ratio, etc. The hotel management can implement all of the ratios in its financial analysis. But the ratios that can be especially used in hotel management are Liquidity Ratios, Debt Ratios, and Profitability Ratios (HotelTalk, 2022). Whatever ratio is used for evaluation from the results of the ratios the ratio analysis conducts a comparison to establish a clear picture of the actual financial position of the company. Then the condition helps in formulating future strategies and making decisions. From the perspective of Babalola and Abiola (2013), ratios provide a meaningful understanding of the financial performance of the firms in such a form that is simple, concise, understandable, and intelligible which provides insight to the management to move forward to the next step. This next step is deciding to improve the operating structure or improve a wing or restructure the business as per the requirement obtained from the result of the financial situation. Porter and Norton (2012) also say that the specialty and value-oriented exploitation of accounting information by the ratio analysis provide crucial information regarding decision-making to the managers of a firm. Even in a general sense firms needs to understand their financial condition so that they can make the appropriate budget for future planning and control (Zager and Zager, 2006). So ratio analysis both provides direct and indirect support in strategy formulation and decision-making. Such as the managers of Marriott can decide to focus its profit margin less but return on equity more. Such as it can try to increase its return rate on tangible equity. Also, its financial analysis shows that the managers may try to make decisions about how to maintain consistency in debt and equity ratios. The liquidity ratio also matters as it is an important ratio of hotel management. The decision of managers can include improving the condition of Free Cash Flow per Share too. So it can be said that financial ratios held a high significance in the decision-making of firms.
[bookmark: _Toc120650415]Limitations
Ratio analysis presents results by comparing information outlined in financial statements. It is obvious it is a useful tool to present a picture of the financial results of a business and its financial position. But it has some limitations.
Firstly, financial ratios analysis follows information of actual historical results for the baseline. But there are low chances that there will be the same results in the future. So there is a limitation to achieving consistency (Faello, 2015). Such as in Marriot’s ratio analysis it can be seen that there are many aspects where there have been a lot of fluctuations in the result.
Then the disparity of historical cost and current cost can present unusual ratio results. This disparity will take place as the income statement is based on current costs whereas the balance sheet includes some information regarding historical costs (Gadoiu, 2014). And as already mentioned historical cost usually doesn't match current costs, it varies substantially. So it is a necessary fact to recognize while doing ratio analysis.
Further, Though financial ratios provide a general understanding of financial statements there can be difficulties in interpreting why a certain ratio has provided certain results. A 2:1 result of the current ratio may be assumed to be good but it could be because of the recent sale of a large amount of stock by the company. It may have made a stable cash position for the company but there is some criticality present.  A more detailed analysis of the situation will show that the level of the current ratio obtained will decline in the near future as of sales of a huge amount of company stock. So the current ratio will temporarily be at a stable level. Such as Marriott’s current ratio had a drop but increased suddenly, which may have a reason. So sometimes it can establish a vague picture to managers and there is a need for detailed analysis. 
Also, a manager needs to consider the business conditions to understand if the result of the ratio is good or not (Babalola and Abiola, 2013). Comparing ratios in the context of the business environment is necessary because the impact of the result can vary as per the industrial or economic situation. Such as if there is a rapid growth of hotel booking in Marriott the result of 60 days of sales outstanding for receivables will be considered to be a poor result. But if the customers of the market are in a drastic financial condition due to economic contraction the result will be considered a great result. As where customers are unable to pay their bills the company is able to collect cash from receivables at a fast rate.
There are also other limitations: the change in inflation rate may show positive results which in reality is not as positive as expected (Ilter, 2012). Also, there can be aggregating issues like in the past analysis a ratio analysis may have been aggregated differently (Gadoiu, 2014). Change in the underlying operational structure of a company also limits the result and predictability of ratio analysis (Faello, 2015). 
[bookmark: _Toc120650416]Conclusion
The report starts with the ratio analysis of Marriott to develop an understanding of what results from ratio analysis can present. The analysis shows the different financial performances of the firms, their ability to pay back debt, their profitability, and financial stability. From this, a perspective can be gained about why ratio analysis is used in business. But there are some limitations to financial ratio analysis. This is why before going into depth of ratio analysis the report discusses the limitations managers will face. Then the report provides a clear understanding of the importance of using ration analysis in hotel management. It shows how it is an important accounting tool for hotel businesses. Even the tool is important for decision-making, planning and control. Financial ratio analysis brings out insight into the financial condition of the firm and helps managers with crucial information for decision-making.
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Figure 1: Current Ratio Analysis of Marriott (Macrotrends, 2022a)
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Figure 2: Debt to Equity Ratio of Marriott (Ycharts, 2022)
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Figure 3: Profit Margin Ratios of Marriott (Macrotrends, 2022)
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Figure 4: Asset Turnover Ratio of Marriott (Csimarket, 2022a)
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Figure 5: Receivable Turnover Ratio of Marriott (Csimarket, 2022b)
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Figure 6: Financial Ratios of Marriott (Macrotrends, 2022b)
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