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Executive Summary
This report analyses the financial condition of Hilton Hotel over the years 2019 and 2020. The majority portion of the report consists of the financial analysis of the hotel company through horizontal and ratio analysis. The overall financial scenario for two years was found through the calculation of profitability, liquidity and gearing ratios. These ratios are the best way to compare financial information over time.  
Through the use of Gross profit margin, Net profit margin, Return on Capital Employed, Asset turnover and Working capital turnover ratio, it was found that the profitability of the company was adversely affected by the break out of the pandemic. The current ratio, quick ratio and cash ratio have shown that the company needs to concentrate more on liquidity management. Lastly, the gearing ratio has shown the company’s risky position in the capital structure with negative equity. 
The latter portion of the report comprises the knowledge over ratio analysis in a company and its significance in the Hilton Hotel. The very last portion shows the limitations of the ratio analysis in financial management. 
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Introduction
Hilton Hotel has been operating all over the world and is famous for its warm hospitality services since the last century. This hotel and resort company is ruling over the hotel management industry with its sound financial condition over 84 countries (Brindisi, 2018). But during the pandemic crisis caused by COVID-19, their revenue-driving variables got adversely affected. Surprisingly their financial performance deteriorated the year before the pandemic took place. The change in their financial performance and condition can be analysed through horizontal and ratio analysis.
With a view to getting a better understanding of the company’s financial health, this analysis will help find out profitability, liquidity and structure of capital (Easton, 2018).  Financial statement analysis can find subtle connections among the items through the use of a different mathematical formula which will in turn determine overall financial performance (Duston, 2019). Here, the report will assess the trends with the analysis of financial information that is taking place over time. All kinds of biases and should be ignored in decision making. 
Financial Analysis of Hilton Hotel’s Financial Information discussion on the trends in ratios
The horizontal analysis gives an insight into how specific financial information is changing over time in the financial statements (Collin, 2021). From the given financial information of Hilton Hotel, it is evident that, the pandemic crisis deteriorated the financial condition to a great extent from the previous year. The analysis was conducted through the following formula:
Horizontal Analysis (%) =  *100
With the use of Microsoft Excel, the horizontal analysis has been conducted for all the items in the statement of financial performance and condition. By using the above-stated demonstrated formula, the change of each item has been found out over one year period. Later, the analysis will include the important ratios that can depict their profitability, liquidity and leverage condition. 


Profitability Ratios
Profitability ratios analyze the company’s ability to generate profit over their revenue in a given period of time. The report will determine Gross profit margin, Net profit margin, Return on Capital Employed, Asset turnover and Working capital turnover ratio based on financial information of Hilton Hotel as follows:
Gross profit margin: This ratio calculates the amount of revenue over its cost of sales divided by the total amount of sales (Ashley, 2013). The hotel management industry requires a higher gross profit margin ranging between 30%-40% (Shriver, 2018). 
Gross Profit Margin=*100
2019:  *100=26%
2020:  *100=14%
In 2019 and 2020, the company experienced a 26% and 14% gross profit margin respectively which means that their profitability performance is slightly reduced in 2019 than the standard ratio. But in 2020 traveling restrictions for , COVID-19 disrupted the positive trend in the gross profit margin (Nassetta, 2021). 
Net Profit Margin: Net profit margin ratio shows the percentage of net income after interest and tax over the total revenue of a company (Dilallo, 2022). This ratio takes all the operating income and expenses into account and finds out the ability of a company to generate profit. 
Net Profit Margin=*100
2019: *100=9%
2020: *100=-17%
Here, we can see that, the net profit margin has drastically decreased from FY2019 to FY 2020 due to the breakout of the pandemic. The amount of net loss was more huge than the previous year, which in turn has weakened the overall financial performance. 
Return on Capital Employed: This ratio shows one of the indicators which means that a company is generating a good profit by using its capital (Maverick, 2021). Here, the capital employed by the company is the total asset minus the total current liabilities of the company. 
Return on Capital Employed=*100
2019: *100=7%
2020:  * 100=-5%
Hilton Hotel has generated 7% in 2019 which gradually turned into -5% in 2020 as of the same reason of restriction and lockdowns during the period of COVID-19. 
Total Asset Turnover: The ratio of total asset by sales demonstrates the efficiency in the operation (Sayantan, 2017). The more the asset turnover, the more efficiently a company can conduct its operation with its use of assets. 
Total Asset Turnover=
2019: =0.78
2020: =0.30
An asset turnover ratio of more than 1.5 shows a standard efficiency of the assets of a company (Sayantan, 2017). But Hotel Hilton’s asset turnover ratio for both years is below 1.5. Especially in 2020, the company could not efficiently use their asset to generate revenue.
Working Capital Turnover: The difference between current assets and liabilities is called net working capital.  It is divided by the sales turnover of a company and determines the working capital turnover (Hayes, 2013).
Working capital turnover=
2019: =-12.15
2020: = 2.43
In FY 2019, the company had a negative working capital turnover because of a large amount of loan repayment. But in the latter year, it increased significantly. 
Liquidity Ratios
The ratios that assist a company to determine the ability to pay off its short-term obligation are called liquidity ratios. Hilton hotels' horizontal liquidity ratios are, current ratio, quick ratio and cash ratio. 
Current ratio: The ratio shows the company’s capacity of paying short-term needs with the present current assets (Sembiring, 2021). 
Current Ratio= 
2019: =0.73
2020: =1.73
It has been found that, Hilton Hotels’ current ratio was lower in 2019 than in 2020. It is due to the scarcity of net available current assets. A current ratio of less than 1 means that there are liquidity problems in the short-term financial management (Sembiring, 2021) but the company regained it in the following year by reaching 1.73.
Quick Ratio: This ratio indicates the company’s ability to pay short-term loans instantly with the use of current assets.
Quick Ratio=
2019: = 0.73
2020: =1.73
Here, the company’s quick ratio is similar to its current ratio. The justification is the same for the respective ratio in this case. 
Cash Ratio: It is a measurement of liquidity found by dividing the most liquid asset that is cash by the company’s current liabilities.
Cash Ratio=
2019: = 0.19
2020: =1.32
In the year 2020, the company had enough cash and cash equivalents than the previous year. They will have to struggle to pay the cash when it will be demanded at once. 
Gearing Ratios:
Gearing ratios are related to a company’s capital structure. They can find the amount of financial leverage a company can take in its capacity. The debt ratio, Debt to Equity ratio and Interest Coverage ratio will help understand the financial performance of Hilton Hotels. 
Debt Ratio: The debt ratio determines the portion of assets that are funded by loans in a company’s capital structure (Bragg, 2014). A higher gearing ratio indicates higher leverage-associated risk. 
Debt Ratio= *100
2019: =0.52
2020: =0.61
The portion of debt-funded by assets increased from 2019 to 2020. Non-current assets increased in the due time for running the operations. 
Debt to Equity Ratio: It is a ratio of debt over its equity value (Bragg, 2014). Hilton Hotel has had negative equity for the two consecutive years.
Debt to Equity Ratio= *100
2019:  = -26.05
2020: =-10.61
Negative equity comes when the cost of a property falls below the outstanding balance on the mortgage that was used to purchase it.
Interest Coverage Ratio: This ratio determines the ability to bear interest on the outstanding debt capital. A ratio lower than 1.5 is unhealthy for a hotel management company. 
Interest Coverage Ratio= 
2019: = 7.61
2020: =-0.55
Hilton hotel has a lower interest coverage ratio than the standard in 2019. Moreover, in 2020, the company had a negative ratio of it which means they didn’t have any ability to cover their interest with revenue due to significant loss in the pandemic.  
Financial Analysis Trends
Profitability
In this comparison table, all the profitability ratios followed a negative trend from 2019 to 2020 except the working capital turnover. So, the overall profitability scenario deteriorated over one year. The gross profit ratio decreased by 12% from 2019 to 2020. Besides the net profit margin also decreased to a great extent due to earnings disrupted by the COVID-19. Especially in the fourth quarter, during summer and fall, the company faced a $225 million loss (Tesse, 2021) which is quite new in the company’s history.






The company was not even able to raise enough equity capital from the stock market (Tesse, 2022). As a result, the ratio of return of capital employed was reduced in the negative terms. 

The company’s asset turnover ratio decreased to a great extent because of the huge amount of net operating loss in the year 2020. The company experienced negative working capital turnover, which means they have a large amount of repayment for a particular account payable for purchasing products for hotel services (Blokhin, 2021). In the year 2020, for adding more services and for attracting customers their accounts receivables increased. For this reason, they got a positive ratio in the latter year. 





Liquidity 
The liquidity position of the company is not up to the mark during both financial years. Hilton hotel should be more careful in maintaining their liquid asset for getting efficient in their operation. 





Compared to the previous year, the liquidity ratios improved in 2020 by injecting liquid assets in the firm. The hotel managers should get aware of maintaining proper level of current assets which will help to pay off the current liabilities. 
Gearing
The leverage ratio of Hilton Hotel for both years is shown in the table below. The hotel's debt ratio is increasing, indicating that it is using loan capital to support more of its investments. The hotel's ability to pay interest rates, on the other hand, has to be improved.






The company has experienced negative equity during both years. The most probable cause behind that is their property value went below the outstanding balance of the mortgage during that time.
Knowledge from Ratio Analysis in making Financial Decision
Ratio analysis plays a significant role in making any important financial decision (Easton, 2015). Companies use ratios to assess if their financial performance and forecasting potential turns in the trends. The resulting pattern can be used to project future financial performance and identify any prospective financial issues that would be nearly impossible to predict using ratios for a single reporting period.
Ratio analysis is also used by a company's management to measure the degree of efficiency in the balance sheet items. Ratio analysis in the hotel business can provide information about the ratio's operating performance as well as provide analytical information about the business's operational performance (Lipson, 2020). They can also be used to detect whether financial resources are being used too much or too little. 
Limitations of Ratio Analysis and its significance in the company
Ratio analysis is an easy form of identifying the connection between the items over the years. But sometimes it may not take every factor into the account. Though having so many benefits ratio analyses, it also has some downsides. Those are stated as below:
Ratio analysis does not take external factors like recession, inflation or exchange rate into account. As a result, sometimes a significant change in the items cannot be explained properly. 
There may arise many men who made mistakes in preparing a financial statement. In that regard, the flaws or misstatements cannot be detected through the use of ratio analysis.
One of the most remarkable shortcomings of ratio analysis is, that it is a worthy way of comparison only when the companies are of a similar kind. 
Many important facts can be eliminated in this analysis because sometimes developed formulas can make some rigidities. 








Conclusion
In short, it can be said that the financial management of Hilton Hotel is not up to mark in the given years. Due to the pandemic crisis, the company has to go through different financial challenges that are needed to be solved shortly. Horizontal ratio analysis has made the comparison easy over time to look at the trends. Only changes in ratios do not certainly depict the true financial condition of a company, some other factors are to be taken into account arising out of the external environment. Though there are some limitations of ratio analysis, the benefit of this analysis always outstrips them. 
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Gross Profit Margin	2019	2020	0.257617435463394	0.13536104016716971	



Net Profit Margin	2019	2020	9.3207786711807031E-2	-0.1660088228465289	



Return on Capital Employed	2019	2020	7.2894257818964095E-2	-4.9916224518290982E-2	



Asset Turnover Ratio	2019	2020	0.78206188978983948	0.30068416643395701	



Working Capital Turnover	2019	2020	-12.149100257069408	2.4319593450028232	


Current Ratio and Quick Ratio

Current Ratio	2019	2020	0.72901428073841867	1.7285067873303168	



Cash Ratio 	2019	2020	0.18739115290839428	1.3237350884409709	



Debt Ratio 	2019	2020	0.51801831918165409	0.61086242912563415	



Interest Coverage Ratio	2019	2020	7.6135265700483092	-0.55477855477855476	



Debt to Equity Ratio	2019	2020	-16.074688796680498	-6.8691275167785237	
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Income Statement
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Balance Sheet
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Profitability Ratios 2020
Gross Profit Margin 14%
Net Profit Margin -17%
Return on Capital Employed -5%

2019
26%
9%
7%




image6.png
Profitability Ratios 2020 2019
Asset Turnover Ratio 0.30068417  0.78206189
Working Capital Turnover 2.43195935 -12.1491003
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Liquidity Ratios 2020
Current Ratio 173
Quick Ratio 173

Cash Ratio 132
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0.73
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0.19
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Gearing Ratios 2020 2019
Debt Ratio 0.61 0.52
Interest Coverage Ratio -0.555 7.614
Debt to Equity Ratio -10.6107383 -26.0539419
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