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[bookmark: _Toc103888185]Executive Summary
This report has been prepared on Hilton worldwide Inc. The ratio analysis based on 2020 and 2019 data has been used to find out the trend and the percentage change of the performance. Here, the ratios to measure the profitability, liquidity and gearing activities have been used to get an idea of the overall performance.
Firstly, an introduction has been given showing the purpose, motivation and method of this study. Then, horizontal ratios have been calculated and explained. After that, trend analysis has been created to show a clearer picture. It has been found that the profitability and gearing ratios are below the industry threshold. But it is doing quite well in terms of liquidity ratios. That means the company has enough money to pay long-term debts. It also pays creditors frequently. Their debt level of them is quite high which might be turned as alarming. 
After this analysis, the impact of ratio anlaysis and the necessity of it to get strategic advantages are described. Then the limitations have been drawn. Finally, the study is summarized in the conclusion showing possible steps to improve the situation of Hilton.
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[bookmark: _Toc103888186]Introduction
Financial ratio analysis is a management tool that helps to extract data from the financial statement of a company and shape them into meaningful datasets so that, they can show the trends over periods and provide an indication of the company’s performance (Tian & Yu, 2017). Horizontal ratio analysis helps to assess the compare the ratios over several accounting periods and shows the relative changes from time to time (Hosaka, 2019). The motive of this report is to analyse the data from the financial statements of Hilton Worldwide Inc., one of the biggest hotel chains in the world having operations in over 100 countries (Hilton.com, 2022). Due to the cyclical nature of the industry, ratio analysis is a good way to measure the impact of changes in the environment on company performance. So, this study has calculated year-wise data for 2020 and 2019 and showed the trend analysis, absolute change and percentage change of performance. It has also discussed the relevance, importance and limitations of ratio analysis.













[bookmark: _Toc103888187]Calculations of Horizontal Ratios of Hilton Hotel
To analyse the performance of a company, the following ratios are used:
[image: ]
Figure 01: Financial Ratios
Source: Adapted from Rashid, 2018
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The ability to generate profits is measured by these ratios (Kadim et Al., 2020). The calculations for two consecutive years are as follows:
	No
	Name
	Formula
	Calculation for 2020
	Calculation for 2019
	% Change

	01
	Gross Profit Margin
	Gross Profit/Sales
	=(583,000/4,307,000) x 100
=13.54%
	=(2,435,000/9,452,000) x 100
=25.76%
	-47.46%

	02
	Net Profit Margin
	Net Profit/Sales
	=(-715,000/4,307,000)
x 100
=-16.60%
	=(881,000/9,452,000)
x 100
=9.32%
	-278.11%

	03
	ROCE
	EBIT/
Total Asset - Current Liabilities
	=(-495,000/14,324,000) x 100
=-3.46%
	=(1,658,000/12,086,000) x 100
=13.72%
	-125.19%


Table 01: Profitability Ratios
Source: Own Calculation
These calculations show that, the ratios are lower than the industry threshold (25%-40%), which denotes their incapability to generate enough profit. In fact, in 2020, ROCE and Net profit margin ratios went negative due to a reduction in revenue.
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	No
	Name
	Formula
	Calculation for 2020
	Calculation for 2019
	% Change

	01
	Total Assets Turnover
	Sales Turnover/Total Assets - Current Liabilities
	=4,307,000/
14,324,000
=0.30 times
	=9,452,000/
12,086,000
=0.78 times
	-61.55%

	02
	Fixed Assets Turnover
	Sales Turnover/Fixed Assets
	=4,307,000/
15,810,000
=0.27 times
	=9,452,000/
12,086,000
=0.78 times
	-63.81%

	03
	Working Capital Turnover
	Sales Turnover/Net Current Assets
	=4,307,000/
1,771,000
=2.43 times
	=9,452,000/
-778,000
=-12.15 times
	-120.02%


Table 02: Asset Turnover Ratios
Source: Own Calculation
The ability to incur profit as a percentage of assets is measured by these ratios (Marsha & Murtaqi, 2017). Hilton’s performance regarding Total and fixed asset turnover is below the industry benchmark, 1. This means the generated profit is lower than expected. But, the working capital turnover is good enough and is within the expected range (2).
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Liquidity ratios depict the ability to pay the short-term liabilities within short notice (Hasanaj & Kuqi, 2019). A ratio shows that, the company has enough liquid assets such as cash, marketable securities etc. at hand to fund its liquidity needs. 
	No
	Name
	Formula
	Calculation for 2020
	Calculation for 2019
	% Change

	01
	Current Ratio
	Current Assets/Current Liabilities
	=4,202,000/
2,431,000
=1.73:1
	=2,093,000/
2,871,000
=0.73:1
	137.10%

	02
	Quick Ratio
	Current Assets- Stock/Current Liabilities
	=3,989,000/
2,431,000
=1.64:1
	=1,799,000/
2,871,000
=0.63:1
	161.87%


Table 03: Current and Quick Ratios
Source: Own Calculation
In 2020, the company’s liquidity performance improved and became closer to the benchmark ratio 1. So, they have performed well.
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These ratios calculate the time required by the company to pay the creditors and get payment from receivables (Sudharto & Salim, 2021). 
	No
	Name
	Formula
	Calculation for 2020
	Calculation for 2019
	% Change

	01
	Debtors Days
	Debtors*365/Credit Sales
	=(771,000 x 365) /4,307,000
=65.34 Days
	=(1,261,000x 365) /9,452,000
=48.69 Days
	-34.18%

	02
	Creditor Days
	Creditors*365/Credit Purchase
	=(224,000x 365) /3,724,000
=21.95 Days
	=(303,000 x 365) /7,017,000
=15.76 Days
	-39.30%


Table 04: Debtor and Creditor Days Ratio
Source: Own Calculation
Hilton pays debt well within the threshold period and very quickly. But they are not efficient enough while collecting the amount from debtors. This ratio is greater than the threshold of 30-35 days, they need to collect it more frequently.
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Also known as leverage ratios, these ratios show the amount of debt a company possesses against its assets. It also discloses their ability to cope with financial risks. The most relevant leverage ratio for the hospitality industry are the following ratios whose calculations are shown here:
	No
	Name
	Formula
	Calculation for 2020
	Calculation for 2019
	% Change

	01
	Debt Ratio
	Total Debt/Total Assets
	=10,235,000/
16,755,000
=61.09%
	=7,748,000/
14,957,000
=51.80%
	17.92%

	02
	Interest Cover
	Profit Before Interest & Tax/Periodic Interest Charges
	=-495,000/
429,000
=-1.15
	=1658,000/
414,000
=4.00
	-128.81%


Table 05: Gearing Ratio
Source: Own Calculation
The performance of Hilton is disappointing as both of these ratios are way below the threshold. Moreover, in 2020, the company has invested more in taking debt, rather than paying them. As the profit level is low, they might face difficulties in paying interest. 
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Trends will be discussed here based on the calculations done before. Summary tables have been prepared for better closure for this purpose.  
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Table 06: Horizontal Analysis (Profitability)
Source: Own Calculation
In 2020, the company’s profit took a sharp lower turn, which reduced the profit margin by 47%. In terms of net profit and ROCE, they were more alarming as the net profit amount was negative there. This might be a result of a reduction in sales due to covid-19, which reduced by 278% and 125% respectively. 
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Table 07: Horizontal Analysis (Asset Turnover)
Source: Own Calculation
As seen before, due to lower gross and net profit, the total asset and fixed asset turnover ratios are not good. In 2020, total asset turnover was 61% and fixed asset turnover was 64% lower than in 2019, showing great concern. But, in terms of working capital, it performed well. The reason behind that is still alarming though as the probable better working capital is due to a reduction of current assets. 
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Table 08: Horizontal Analysis (Liquidity)
Source: Own Calculation
The capability of paying short-term debts has been improved in 2020, as the ratio is almost close to the industry benchmark. Also, the current and quick ratio has improved by around 150%, which shows a positive upward trend for the future. So, it can be said that they are maintaining enough liquidity.
Additionally, the debtor and creditor ratio shows a good ratio, which is within the benchmark. But, Hilton needs to pay attention to the increase of debtor days ratios, which is not supposed to increase. The debtor days are more alarming in this respect that, Hilton might have a shortage of cash when needed due to the high debtor days ratio. Meanwhile, the creditor days are good but a frequent payment to lenders may also lower liquid assets.

[bookmark: _Toc103888197]Gearing (Leverage)
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Table 09: Horizontal Analysis (Leverage)
Source: Own Calculation
In 2020, Hilton took more debts than before, as a result, they may find a shortage of assets, if they keep a lot of them as collateral. Also, it must be kept in mind that, their profitability is low now, which may generate lower cash flows, which in effect may hinder the payment of debts as well as interest shortly. So, they need to be cautious in this respect.



[bookmark: _Toc103888198]Impact of Ratio Analysis on Decision Making
Being a major performer in a cyclical industry, the hospitality industry is prone to several factors such as, changes in the economy, social situation, behavioral aspects of customers etc. So, companies performing in these industries need to have a clear picture in mind of where the industry might go soon (Vasilev et al., 2019). Ratio analysis provides a logical and trustworthy look at the trend of the performance with historical data collected from the financial statements. Following are the basic benefits of ratio analysis:
· Operational & Financial Planning- Horizontal ratio analysis show the increase or decrease of revenues, costs, liabilities and assets. Moreover, it shows the funding needs and level of leverage for periods, which helps managers to make decisions based on the changing environment.
· Getting an Overview of the Hotel- Ratio analysis not only detects the profitability but also the capability of paying short and long-term liabilities and the ability to generate cash flow, it gives an overview of the hotel’s performance (Park & Min, 2020).
· Data Visualisation- Ratio analysis is done every year, which shows a clear, constant follow-up of the company performance for the years used. Trend charts, graphs etc. help to visualise data.
· Budgeting regularly- The capability of the company for effectively generating money (revenue) is identified by these analyses, if the profitability analysis shows that, it is lowered than before, the company can have time to change its business strategy.
· Comparing among Firms- getting updated about the rivals is one of the major tasks of the company. Horizontal ratio analysis gives the scope to compare and contrast based on industry threshold and peer data.
These are the main importance of ratio analysis.
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It is undeniably true that, ratio analysis possesses significant value in analysing the performance of a company, nonetheless, it is not free from some limitations which are:
· As the analysis is based on historical data, it can not be guaranteed that it will fully predict the occurrence in the near future
· Human mistakes during calculations are not always unavoidable. It can bring significant changes in results and forecasts (Motta & Sharma, 2020).
· From company to company, accounting practices may differ. So, comparing with each other might be misleading to some extent as data must be interpreted keeping the practices in mind.
· The data from income statements and balance sheets are not always free from manipulations. These misrepresentations may lead to wrong forecasting.
· Ratio analysis is a fully quantitative analysis, so any problem during data collection might become a problem later.
The above-mentioned points are the most important limitations.
[bookmark: _Toc103888200]Importance of Understanding Ratios and their Fluctuations
Ratio analysis analyses the company's performance and through graphs and charts show the future trend that probably might happen in the future. The data from cash flow statements, balance sheets etc. can not always show the true picture of the company as they are not precisely gathered, while ratio analysis paves the way to visualize data and make it more meaningful (Fahlevi & Mukhibad, 2018). 
It gives a clearer idea about the debt level. Hotel industries are prone to the need of buying assets, which sometimes need lots of debt. But too much leverage is always harmful as it may take the company on the verge of being bankrupt. For example, Hilton has increased its debt level in 2020, which gives a clear warning that it might need to lower its debt level.
The preparation of budgets, strategies, and long and short-term goal setting are much important for the company and ratio analysis helps in that respect (Park & Min, 2020). The solvency and efficiency ratios provide knowledge of whether the management is doing well in keeping assets and leverage amounts in check. This analysis also checks why there is a significant change in the performance and helps to identify and mitigate it. These aforementioned points denote why this analysis should be done regularly.



[bookmark: _Toc103888201]Conclusion
The motive of this study was to calculate the financial ratios (profitability, gearing and liquidity ratios) of Hilton Worldwide Inc. for two consecutive years (2020 and 2019). It also prepared a trend analysis to show the year-wise change in performance. Additionally, the impact, limitations and importance of using and understanding ratio analysis have also been shown. So, it can be concluded that, Hilton is in serious issues regarding its profitability and leverage. Its profitability as became negative in 2020 concerning assets. Also, it has increased the debt level before which is 18% higher than in 2019. This may possess significant issues soon as this company is not generating enough profit and the current asset level is at a marginal point of the industry threshold. Despite all, it is doing well while paying the creditors and getting money from debtors, which can be a source of cash flows. All these reductions in performance might be a result of the covid-19 pandemic that has hit the industry hard. The impact of it is much lower now, so if they become able to develop proper strategies, the situation may improve. 
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Name of Ratios

Period 01 

(2020)

Period 02 

(2019)

Absolute 

Change

% Change

Benchmark 

Ratio

Gross Profit Margin 13.54% 25.76% -12.23% -47.46% <40%

Net Profit Margin -16.60% 9.32% -25.92% -278.11% <25%-30%

ROCE -3.46% 13.72% -17.17% -125.19% <20%
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Name of Ratios

Period 01 

(2020)        

(in times)

Period 02 

(2019)        

(in times)

Absolute 

Change

% Change

Benchmark 

Ratio

Total Assets Turnover 0.30 0.78 -0.48 -61.55% <1

Fixed Assets Turnover 0.27 0.75 -0.48 -63.81% <1

Working Capital 

Turnover

2.43 -12.15 -14.58 120.02% >2
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Name of 

Ratios

Period 01 

(2020)

Period 02 

(2019)

Absolute 

Change

% Change

Benchmark 

Ratio

Current Ratio 1.73:1 0.73:1 1.00 137.10% >1.5:1

Quick Ratio 1.64:1 0.63:1 1.01 161.87% >1:1

Debtor Days 65.34 days 48.69 days 16.64 34.18% >30-35 days

Creditor Days 21.95 days 15.76 days 6.19 39.30% <30 days
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Name of Ratios

Period 01 

(2020)

Period 02 

(2019)

Absolute 

Change

% Change

Benchmark 

Ratio

Debt Ratio 61.09% 51.80% 9.28% 17.92% >35%

Interest Cover -1.15 4.00 -5.16 -128.81% <1.5
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