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BMIH5007 Financial Management for the Hotel Industry

Assignment 1: Hilton Hotel 








[bookmark: _Toc104989589]Executive Summary 
Financial management is the process of keeping the track of financial activities of a company. In a business organization, different types of financial activities occur every day. Without keeping records there can occur mismanagement in future budgeting and operation of the business activities. There are different industries, among them the hotel industry is the most competitive one. The proper management of financial activities can be managed by doing the ratio analysis that gives the accuracy of how the business organization is operating. In this assignment, the financial activities of the Hilton Hotel will be analyzed by the ratio analysis and comparison between two fiscal years.  
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Introduction
Business organizations are becoming competitive with time as there is rapid digitalization. For sustaining in the long run, the business organizations are adopting different innovative strategies. For the planning and execution of the financial activities of the business organization, it is immensely important to keep records of the business's financial activities. In this case, the ratio analysis is the beneficial one. From the ratio analysis, the liquidity, assets, earnings per share, and other relevant information are retrieved. The ratio analysis gives a proper understanding of trending financial results over time and it provides the key information about the organizational performance. 



[bookmark: _Toc104989591]Financial Analysis 
It is the numerical approach to knowing the daily activities of the business organization and evaluating its performance of it. From the financial analysis, the business organizations can assess the place of improvement and where to focus on. In the financial analysis, some important parts are included (Lee, 2009). They are the income statement, balance sheet, cash flow statement, and owner’s equity analysis. In the income statement, the profitability of the business organization is evaluated. Then, the balance sheet reflects the comparison of assets and liabilities. Finally, the cash flow statement shows the inflow and outflow of the money in the business organization. From the financial analysis, business organizations can manage their short-term and long-term debts accurately (Palepu, 2020). The business performance can be evaluated and improved. Besides, the cash flow management of a business organization can be done effectively. Most importantly, the risk and uncertainty of the future activities of the business can be predicted and necessary steps can be taken to resolve the risks. 
Income Statement: In the income statement, the profitability of the business organization is evaluated (Titman, 2018). The financial activities of Hilton Hotel in the year 2019 and 2020 are given, and the comparison between the two years are shown below: 
	[bookmark: _Hlk104938160]Hilton Worldwide Holdings Inc. (HLT)

	Income Statement
	

	Particulars 
	2020
	2019
	Change 
	Percentage 

	Fiscal Year Ends
	44561
	44196
	365
	0.83%

	Sales
	4,307,000
	9,452,000
	-5145000
	-54.43%

	Cost of goods sold
	3,724,000
	7,017,000
	-3293000
	-46.93%

	Gross profit
	583,000
	2,435,000
	-1852000
	-76.06%

	Operating Expenses
	702,000
	859,000
	-157000
	-18.28%

	Operating income
	-119,000
	1,576,000
	-1695000
	-107.55%

	Interest Expense
	429,000
	414,000
	15000
	3.62%

	Total Other income/ expenses net 
	-376,000
	82,000
	-458000
	-558.54%

	Income before taxes
	-924,000
	1,244,000
	-2168000
	-174.28%

	Net Income 
	-715,000
	881,000
	-1596000
	-181.16%

	
	
	
	
	



Interpretation: From the given data the above calculation of change in two years and the percentage are found. In this financial statement, 2020 is the current year and 2019 is the base year. By subtracting the base year from the current year the change in the years is found. The change mainly shows the comparison between the two years. This comparison shows how better or worse the company operated in the past and what improvements are required for future endeavors. From the financial statement, it can be stated that 2019 was operating better than 2020. As all the indicators, sales, operating income, expenses, and gross profits are drastically fallen. The fiscal year shows a 0.83% change in the case of the comparison between the two years. Also. In 2020, some financial ratios showed negative results also. 
Balance Sheet: The balance sheet reflects the comparison of assets and liabilities. The balance sheet of the Hilton Hotel is represented following for comparing in between two years. 
	Hilton Worldwide Holdings Inc. (HLT)

	Balance Sheet
	

	Particulars 
	2020
	2019
	Change 
	Percentage 

	Current Asset
	4,202,000
	2,093,000
	2,109,000
	101%

	Non Current Asset
	15,810,000
	12,558,000
	3,252,000
	26%

	Total Asset
	16,755,000
	14,957,000
	1,798,000
	12%

	Current Liabilities
	2,431,000
	2,871,000
	-440,000
	-15%

	Non current Liabilities
	15,810,000
	12,558,000
	3,252,000
	26%

	Total Liabilities
	18,241,000
	15,429,000
	2,812,000
	18%

	Common Stock
	3,000
	3,000
	0
	0%

	Retained Earnings
	-6,732,000
	-5,965,000
	-767,000
	13%

	Total Stockholders' Equity
	-1,490,000
	-482,000
	-1,008,000
	209%

	Total Liabilities and Stockholder
	16,755,000
	14,957,000
	1,798,000
	12%

	Current Asset
	4,202,000
	2,093,000
	2,109,000
	101%



Interpretation: From the given balance sheet of Hilton Hotel, the comparison between 2020 and 2019 is created. The formula for creating the comparison between 2020 is subtracting the base year 2019 from the current year 2019 and dividing the base year 2019. From the balance sheet, it can be concluded that the current and non-current assets have increased in 2020. Also, the liabilities decreased and the percentage is -15%. There is a positive change in 2020 compared to 2019. Though some elements remained unchanged there is an improvement in 2020. 
[bookmark: _Toc104989592]Trends in Financial Ratio Analysis 
In the business organization, the financial data of different years are preserved for preparing the budget for the next year.  These records are evident for certifying the changes required in the business organization (Brigham, 2019). Financial analysis is the process of comparing the relationship between the financial elements of the business organization. By doing the ratio analysis, the business organizations can forecast the future uncertainties and keep the necessary initiatives. Besides, the budgeting for the next year becomes easier for the financial manager. 
[bookmark: _Toc104989593](a) Calculation of Ratio analysis and the trends: 
	Hilton Worldwide Holdings Inc. (HLT)

	Ratio Analysis

	 
	2020
	2019
	Trends

	Liquidity Ratios
	 
	 
	 

	Current Ratio
	173%
	73%
	100%

	Quick Ratio
	173%
	73%
	100%

	 
	 
	 
	 

	 
	 
	 
	 

	Profitability Ratio
	 
	 
	 

	Gross Profit Margin
	14%
	26%
	-12%

	Net Profit Margin
	-17%
	9%
	-26%

	Return on capital employed
	8%
	-334%
	342%

	Total Asset Turnover (times)
	0.51
	1.26
	-0.75

	 
	 
	 
	 

	Gearing Ratios
	 
	 
	 

	Debt to Equity Ratio
	-12.2423
	-32.01037
	19.76809

	Debt Ratio
	109%
	103%
	6%

	Interest Coverage Ratio
	-28%
	381%
	-408%



Interpretation
Liquidity Ratio: It is immensely important for business organizations to maintain the safety margin for sustainability. The liquidity ratio is the process of assessing the ability of the company to pay debts and maintain the safety margin. There are two types of liquidity ratios. One is the quick ratio which shows the company's position of short-term liquidity. Formula: (Current assets-Total inventories)/ current liabilities. Another one is the current ratio which shows a company’s ability to pay off its short-term debts. Formula: (Current assets/current liabilities). 
From the calculation, it is reflected that in the case of the current ratio there was a positive change in trend. Also, in the quick ratio, there is a 100% positive change in trend. 
Profitability Ratio: Business organizations are dependent on the maximization of profits. The profitability ratio evaluates the company’s ability to earn revenues and bear the day-to-day operating costs. There are some different types of profitability ratios (Stickney, 2007). 
Firstly the gross profit margin shows the company’s financial capability. The formula is: Subtracting cost of products sold from total sales and then dividing by total sales. Secondly, Then another profitability ratio is net profit margin which shows the process of the generation of profits for a company. Formula: (Total Revenue/Net Income).  The calculation shows there is a negative change in trend compared to 2020 and 2019.
Thirdly, Return on capital employed is the process of knowing the company's ability to pay its employees against the capital they invested. Formula: (Net operating profit/ capital employed).  The calculation shows there is a positive change in trend compared to 2020 and 2019. 
Finally, Total asset turnover is the process of evaluating the ability of the company’s assets in producing profitability. Formula: (Net sales/ Average total assets). The calculation shows there is a negative change in trend compared to 2020 and 2019.
Gearing Ratio: This type of ratio is important to analyze the situation of the company against the capital, debt, or funds borrowed by other companies. There are some ratios under this ratio analysis. They are briefly discussed following: 
Firstly, the Debt to equity ratio is the comparison between a company’s total debt incurred with the amount of capital invested. For calculating this, all types of debt are added and then divided by the number with shareholder’s equity. From the calculation, it is reflected that there is a positive change in the trend for this ratio (Babalola, 2013). 
Secondly, the Debt Ratio is the process of assessing the total debts against the company’s availability of assets. Formula: (Total debts/Total Assets). In the ratio analysis of Hilton Hotel, the debt ratio has a positive trend. 
Finally, the Interest coverage ratio shows the ability of the company to pay interest against its debts. The formula for calculating this ratio is: (Operational Income/ Interest expense). The calculation of the company shows the negative change in trend against this ratio in the comparison of two years 2020a and 2019. 
[bookmark: _Toc104989594](b) Importance Of Using Ratio Analysis for Decision Making
The importance of the ratio analysis is briefly discussed following: 
Future planning for the company: In a business organization, different activities are operated and different innovations are introduced. For developing the innovations, the business organizations have to check their financial and organizational abilities. Therefore, the ratio analysis makes it easier to plan the future structural and abstract changes. 
Opportunity Cost reduction: Business organizations have to make choices from alternative resources. Business organizations cannot choose all the resources, they have to select from different resources and give up once this is called opportunity cost. So, if the business organizations keep an accurate report about the profitability, they can reduce the problem of opportunity cost (Tracy, 2012). 
Business sustainability: The proper recording of the business transactions and profitability will maintain the sustainability of the business. The business organizations will be able to make plans for future activities and run their operational features accurately. So, in the long run, the business will be able to maintain sustainability (Hales, 2007). 
Profitability: Profitability maintenance is a vital issue for business organizations. Therefore, the ratio analysis ensures the profitability of the maintenance of the company. As it gives full information about the assets, liabilities, capital ratio, earnings per share, and so on. Business organizations can easily plan for future activities. 
Budget Imposition: Business organizations have to prepare an annual budget for correctly running their business. So, the financial ratio analysis makes the budgeting smooth and to the point. The managers of the business can compare and plan according to the current and future requirements of the company. 
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It is critical to retain records of the business's financial activities for the planning and execution of the financial activities of the business. The ratio analysis is advantageous in this scenario. There are some benefits of ratio analysis that are immensely important for the survival of the company. The benefits are briefly discussed following:
· The hotel industry is a big and competitive one in the business organization. So, the ratio analysis will be helpful to analyze the data and conducting market research.
· The data analysis of the financial records will be simplified and easy to continue. 
· The financial management and organizational management of the business organization 
· The financial and non-financial activities of the business organizations will be easier and more manageable (Moyer, 2013). 
There are also some significant limitations of the ratio analysis. They are briefly discussed following: 
· High inflation will distort the previous records of the business organization. Therefore, it won’t be useful for future success.
· Different ratio analyses will create confusion among the financial managers that which ratio to pick up in business activities. 
· By using window dress, the firms can cheat on the record-keeping regulations. 
· The ratio analysis is only useful for the small firms, not the large ones. As the large ones can only use it for divisional purposes. 
· Different accounting regulations may create a haphazard situation for the managerial head to continue with the business recording (David, 2011). 


[bookmark: _Toc104989596]Conclusion
Financial management is the practice of maintaining track of a company's financial activity. Every day, many forms of financial activity take place in a commercial organization. It is possible that future budgeting and business operations will be mismanaged if records are not kept. Business organizations are burdened with different types of responsibilities that are a must fulfill. The financial ratios and accounting records are evidence of how the business is operating and the expenses and other relevant activities. So, the business organizations can pre-plan and act according to the future requirements of the company. 
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