Financial Management for the Hotel Industry
















Financial Management for the Hotel Industry


Executive Summary
The following report has focused on the different calculations of the ratios that has been prepared in order to ascertain the financial performance of the respective company Hilton Hotel considering both the years 2019 and 2020. Moreover, the evaluation of all the ratios has been prepared along with the importance of the ratios. Further, the limitations of the ratio analysis has also been prepared considering the years respectively. 
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[bookmark: _Toc104258910]Introduction
Financial management is defined as the strategic planning, organising, summarising and interpretation of all the needed financial transactions in an efficient manner so as to ensure a smoother workflow. Moreover, financial management also assists the business organisation in order to take an effective decision for grabbing better further opportunities. Hence, considering and focusing on the main concept of the importance of finance, the following report will highlight the different ratios that will be prepared for the respective company Hilton Hotels. The respective company is basically a hospitality company that mainly focuses on managing a portfolio of hotels worldwide. Here, all the different types of ratios will be prepared in order to ascertain the financial performance of Hilton Hotels for the two years 2019 and 2020. However, the advantages of the ratios will be discussed for the respective company. Further, the limitations of the ratios will also be elaborated for the respective company Hilton Hotels, to show the essentiality of the financial ratios respectively. 


[bookmark: _Toc104258911]Discussion on the ratio
The ratio, also termed a financial ratio, may be defined as the process through which a company or business organisations compute and ascertains the ratios in order to analyse the financial performance (ratiosys, 2021). Other than that, the ratio also helps the financial management in order to summarise the interpreted financial transactions and the results so as to make major financial decisions for grabbing better opportunities in future. Here, the ratio analysis has been computed for the respective company Hilton Hotels, considering the years 2019 and 2020, respectively (Muttakin, et al., 2021). 
[bookmark: _Toc104258912]Computing the financial performance of Hilton Hotels considering the years 2019 and 2020
To analyse the financial performance of the respective company Hilton Hotels, the ratios have been computed with a proper evaluation so as to meet the current trend that has been extracted from the calculations.  
	Profitability Ratios

	Ratios
	Formula 
	2019
	2020

	Gross profit 
	
	 = 25.76%
	 = 14%

	Net profit 
	
	= 9.32%


	 = 17%

	ROCE 
	
	) = 1.07%
	 = 2.8%



INTERPRETATION 
The above calculation has been done in order to show the profitability ratio, and hence, there are three types of ratios that come under the profitability ratios that is gross profit, net profit and the return on capital employed (deskera, 2022).
Gross profit – The GP has been calculated for Hilton Hotel for the years 2019 and 2020. Here it can be seen that for the year 2019, the GP has been ascertained as 25.76% and that of the year 2020 as 14%, respectively (Muttakin, et al., 2021). It can be seen the GP for the year has degraded and hence, Hilton Hotel needs to take effective measures for enhancing their gross profit respectively. 
Net profit - The NP has been calculated for Hilton Hotel for the years 2019 and 2020. Here it can be seen that for the year 2019, the NP has been ascertained as 9.32% and that of the year 2020 as 17%, respectively (Muttakin, et al., 2021). It can be seen the GP for the year 2020 is more than 2019, and thus, the performance has increased respectively.
Return on capital employed- The ROCE has been calculated for Hilton Hotel for the years 2019 and 2020. Here it can be seen that for the year 2019, the ROCE has been ascertained as 1.07% and that of the year 2020 as 2.8%, respectively (Muttakin, et al., 2021). It can be seen the ROCE for the year 2020 is more than that of 2019, and thus, the performance has enhanced respectively.
	Liquidity Ratios

	Ratios
	Formula 
	2019
	2020

	Current ratio 
	) 
	 = 0.71:1
	 = 1.8:1

	Quick ratio 
	
	= 0.10:1


	 = 1.8:1



INTERPRETATION 
The above calculation has been done in order to interpret the liquidity ratio of Hilton Hotel for considering the years 2019 and 2020. In addition to this, there are two types of ratios under the liquidity ratio that is a current ratio and a quick ratio, respectively (tofler, 2022). The different ratios are evaluated below:
1. Current ratio- The current ratio has been calculated for Hilton Hotel for the years 2019 and 2020. Here it can be seen that for the year 2019, the current ratio has been ascertained as 0.71 for the year 2019 and that of the year 2020 as 1.8, respectively (Gogolinskii, et al., 2019). It can be seen the GP for the year has enhanced, and this means that the respective company has utilised their assets in order to earn better revenues.
2. Quick ratio- The quick ratio has been calculated for Hilton Hotel for the years 2019 and 2020. Here it can be seen that for the year 2019, the quick ratio has been ascertained as 0.10 for the year 2019 and that of the year 2020 as 1.8, respectively. It can be seen the GP for the year has enhanced, and this means that the respective company has utilised their stocks in a better way so as in order to earn better revenues.
	Gearing/ Solvency Ratios

	Ratios
	Formula 
	2019
	2020

	Gearing 
	Debt/Equity
	2871000/482000
= 6
	2431000/1490000 =1.7



INTERPRETATION 
The above calculations have been computed in order to ascertain the gearing ratio in which the gearing ratio has been interpreted considering the year 2019 and the year 2020, respectively. Here according to the formula, the gearing ratio has been calculated in which for the year 2019, which has been interpreted as 6 (readyratios, 2022). However, the same gearing ratio has been computed in which the ratio for the year 2020, the ratio has been ascertained as 1.7 respectively Here it can be seen that the company Hilton Hotels has performed better in the year 2020 and thus, the respective company can approach for various loans from banks, stakeholders and many others as well. 
	Gearing/ Solvency Ratios

	Ratios
	Formula 
	2019
	2020

	Working capital turnover 
	(Sales/ Net current asset)
	)
= 4.6
	)
= 1.02

	Total assets turnover 
	
	(94452000/14957000-2871000) = 7.9
	) = 0.30

	Debtor days 
	
	2093000/9452000x365 = 81 days 
	4202000/4307000x365 = 266 days 

	Creditor days
	
	2871000/9452000x365 = 107days
	2431000/4307000x365 = 206 days



INTERPRETATION 
The above computation has been done in order to calculate the remaining portions of the gearing ratios; the calculations have been done in order to interpret the remaining ratios that have been considered for the two years, 2019 and 2020, respectively (Gogolinskii, et al., 2019). However, all the different ratios that come under the gearing ratio are discussed and evaluated below:
Working capital turnover- The working capital turnover ratio has been calculated for Hilton Hotel for the years 2019 and 2020. Here it can be seen that for the year 2019, the working capital turnover ratio has been ascertained as 4.6 for the year 2019 and that of the year 2020 as 1.02, respectively (Gogolinskii, et al., 2019). It can be seen the working capital turnover ratio for the year has degraded and hence, the respective company Hilton Hotel has not met the performance on that of the previous years. Here the respective company may have issues with raising a larger number of sales. 
Total assets turnover ratio- The total assets turnover ratio has been calculated for Hilton Hotel for the years 2019 and 2020. Here it can be seen that for the year 2019, the total assets turnover ratio has been ascertained as 7.9 for the year 2019 and that of the year 2020 as 0.30, respectively (Sadeghi, et al., 2020). It can be seen the total assets turnover ratio for the year has degraded and hence, the respective company Hilton Hotel has not met the performance on that of the previous years. Here the respective company may have issues with raising a larger number of sales by making optimum utilisation of the assets base and can make and earn higher revenue. 
Debtor days- The debtor day has been calculated for Hilton Hotel for the years 2019 and 2020. Here it can be seen that for the year 2019, the total debtor day has been ascertained as 81 days for the year 2019 and that of the year 2020 as 266 days, respectively. It can be seen the total debtor day for the year has degraded, and hence, the respective company Hilton Hotel has not met the performance on that of the previous years (Sadeghi, et al., 2020). Here the respective company may have issues with raising or collecting the payments since it has taken a higher number of days respectively. Therefore, the respective company Hilton Hotel needs to take an effective strategy to set back the number of days so that it can be reduced and can meet the performance of the previous year. 
Creditor days- The creditor day has been calculated for Hilton Hotel for the years 2019 and 2020. Here it can be seen that for the year 2019, the total debtor day has been ascertained as 107 days for the year 2019 and that of the year 2020 as 206 days, respectively. It can be seen the total creditor day for the year has degraded, and hence, the respective company Hilton Hotel has not met the performance on that of the previous years (Sadeghi, et al., 2020). Here, Hilton Hotel may have issues with paying back or clearing back the payments since it has taken a higher number of days respectively. Therefore, the respective company Hilton Hotel needs to take an effective strategy to set back the number of days so that it can be reduced and can meet the performance of the previous year.
[bookmark: _Toc104258913]Outlining the importance of using the ratio analysis in order to make an effective decision making 
Considering and understanding the importance of ascertaining and interpreting the calculations of the financial ratios, the financial ratio is defined as the strategy or the process of interpreting the financial ratios (ilearnlot, 2020). These financial ratios are computed so as to ascertain the financial performance of the respective company considering the particular period of time. However, the computation of the ratio is considered an important part of ensuring a smoother flow in order to gab better future opportunities. However, the importance of the financial ratio is discussed below:
1. Ratio analysis is considered an important part of a company as it enables the business companies in order to analyse the financial position considered for a particular time period.
2. The computation of the ratio analysis enables a business organisation to as ascertain the profitability, risk, and efficiency and also enables them to utilise the funds in a better way (commercemates, 2022). 
3. It also assists the financial management in taking effective decision making to enhance the business operations so as to grab future better opportunities. 
4. A business organisation, by the computation of the financial ratio, can determine the risk factors and also enable themselves to do future planning and forecasting (Maisharoh, et al., 2020, pp.63-71). 
5. The ratio analysis also enables the business organisations to compare the financial position in order to compare the financial performance considering the different years. 
[bookmark: _Toc104258914]Discussing the limitations of ratio analysis
To have the basic advantages of the ratios, there are certain limitations of the ratio analysis that are discussed below:
1. Preparation of the ratio analysis might ignore the level of prices that might get changed due to the changes in the inflation due to the reason as it computes the historical cost (Maisharoh, et al., 2020, pp.63-71).
2. The accounting ratio also neglects the qualitative aspects of the business organisation as this only considers the monetary aspects respectively (business, 2020).
3. There is no perfect and standard definition of the ratios as there are many different formulas that are used by the business organisation respectively. 
4. The preparation of the accounting ratio does not resolve any of the financial problems as it only helps the business organisation to ascertain and compare the financial performance and the health only (Maisharoh, et al., 2020, pp.63-71).

  

[bookmark: _Toc104258915]Conclusion
The following report has focused on the different ratios that have been prepared for the respective company Hilton Hotels. Hence, all the different types of ratios have been prepared in order to ascertain the financial performance of Hilton Hotels for the two years 2019 and 2020. However, the importance of the ratios has been discussed for the respective company. Further, the limitations of the ratios have also been elaborated for the respective company Hilton Hotels, to show the essentiality of the financial ratios respectively. 
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