[image: ]                               
FINANCIAL MANAGEMENT FOR THE HOTEL INDUSTRY
Assignment 1: Hilton Hotel
Student name: Georgiana Mirela Olaru
Student id:2021034
Lecturer name: Dale Clarke
[image: ][image: ]


Executive Summary
[bookmark: _Int_YgpsSbMo]This assignment has helped in understanding as well as evaluating the various information and requirements related to management associated with the decision-making process involving different financial criteria, costs, and revenues by implementing different techniques. The report has implemented the Horizontal ratio analysis that has helped in understanding Hilton Worldwide Holdings Inc.’s financial position within the hospitality market and how its trends are changing according to different scenarios and finances. Apart from that, the importance and limitations of ratio analysis techniques have been discussed. This shows how important analysing ratios is for a business to understand its financial performance and make decisions accordingly.
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Introduction
Hilton Worldwide Holdings Inc. is a well-known hospitality business that has a good financial position within the market. The report aims to understand the financials and trends of this business for the past 2 years to appropriately analyse how the business is performing and the trends noticed in ratios. This report shall also reflect an understanding of ratio analysis and its importance in the company followed by evaluation of their limitations. Ratio analysis tends to be a significant aspect of identifying the organisational performance along with being a method to evaluate its performance.
[bookmark: _Int_CDDTxuqV]Calculate Horizontal ratios, discuss the trends in the ratios, and draw appropriate conclusions
	Horizontal Analysis

	Hilton Worldwide Holding Inc

	Income Statement
	2020
	2019
	Change
	% Change

	Fiscal Year Ends
	31-12-2021
	31-12-2020
	
	

	Sales
	43,07,000
	94,52,000
	-51,45,000
	-54%

	Cost of goods sold
	37,24,000
	70,17,000
	-32,93,000
	-47%

	Gross profit
	5,83,000
	24,35,000
	-18,52,000
	-76%

	Operating Expenses
	7,02,000
	8,59,000
	-1,57,000
	-18%

	Operating income
	-1,19,000
	15,76,000
	-16,95,000
	-108%

	Interest Expense
	4,29,000
	4,14,000
	15,000
	4%

	Total Other income/ expenses net
	-3,76,000
	82,000
	-4,58,000
	-559%

	Income before taxes
	-9,24,000
	12,44,000
	-21,68,000
	-174%

	Net income
	-7,15,000
	8,81,000
	-15,96,000
	-181%

	
	
	
	
	

	Ratios
	2020
	2019
	Change
	% Change

	Gross Profit Ratio
	0.14
	0.26
	-0.12
	-47%

	Operating Profit Ratio
	-0.03
	0.17
	-0.19
	-117%

	Net Profit Ratio
	-0.17
	0.09
	-0.26
	-278%

	Interest Coverage Ratio
	-0.28
	3.81
	-4.08
	-107%


 
	Horizontal Analysis

	Hilton Worldwide Holding Inc

	Balance Sheet
	2020
	2019
	Change
	% Change

	Current Asset
	42,02,000
	20,93,000
	21,09,000
	101%

	Non-Current Asset
	1,58,10,000
	1,25,58,000
	32,52,000
	26%

	Total Asset
	1,67,55,000
	1,49,57,000
	17,98,000
	12%

	Current Liabilities
	24,31,000
	28,71,000
	-4,40,000
	-15%

	Non-current Liabilities
	1,58,10,000
	1,25,58,000
	32,52,000
	26%

	Total Liabilities
	1,82,41,000
	1,54,29,000
	28,12,000
	18%

	Common Stock
	3,000
	3,000
	0
	0%

	Retained Earnings
	-67,32,000
	-59,65,000
	-7,67,000
	13%

	Total Stockholders' Equity
	-14,90,000
	-4,82,000
	-10,08,000
	209%

	Total Liabilities and Stockholder
	1,67,55,000
	1,49,57,000
	17,98,000
	12%

	
	
	
	
	

	Ratios
	2020
	2019
	Change
	% Change

	Current Ratio
	1.73
	0.73
	1.00
	137%

	Debt To Assets Ratio
	1.09
	1.03
	0.06
	6%





The above calculations with respect to Horizontal Ratio Analysis have helped in providing different ratios with respect to the income statement and financial statement of Hilton Worldwide Holdings Inc. The analysis of the horizontal ratios has been discussed below in detail.
[bookmark: _Int_7oIbbdvE]Gross Profit Ratio - The aspect of Gross Profit Ratio tends to be one of the major monetary measurements that is utilised to distinguish the exhibition of an organisation and it is a utilised monetary proportion. In 2020, Hilton Hotels' gross profit ratio was 0.14, but in 2019, it was 0.26, which was slightly better. As a result, the Gross Profit Ratio will have a value decrease of 47% in the year 2020. The company's decreased sales in 2020 resulted in a decrease in gross profit, which is the cause of the changes in the gross profit ratio's value. The organisation needs to work on its deals and net benefits to working on the worth of the net benefit proportion (Husna & Satria, 2019).
[bookmark: _Int_vi5P3QmK]Operating Profit Ratio - Another crucial financial ratio used to evaluate an organizational value and success is the operating profit ratio. In the years 2020 and 2019, the company's operating profit ratio was -0.03 and 0.17, respectively. The company had an annual loss in the year 2020, which caused the operating profit ratio's valuation to reduce. In the previous year, 2019, the operating profit ratio was 0.17, so there seems to be a major change. As a result, the organization needs to increase revenue and reduce costs to optimize the operating income ratio's long-term value.
[bookmark: _Int_JUg2vUKZ][bookmark: _Int_IJlYqtnP]Net Profit Ratio - Another significant ratio that is frequently used to assess a company's performance is the Net Profit Ratio. In the year 2020, the Hilton Hotel's Net Profit Ratio was 0.17, while it was 0.09 in the year 2019. The value of the net profit ratio has decreased by 278%. Because the company experienced a net loss in the year 2020, the value of the net profit ratio is such that it indicates a negative factor for the business. The company must increase sales and reduce costs to increase the value of the net profit ratio in the future. Both actions are necessary for the company to achieve this goal (Nuryani & Sunarsi, 2020).
Interest Coverage Ratio - The company's financial performance is also measured by the interest coverage ratio, another important financial metric. The Hilton Hotel's interest coverage ratio in 2019 was 3.81, while the Hilton Hotel's interest coverage ratio in 2020 was -0.28. As a result, the value of the interest coverage ratio decreased significantly in 2020, falling by 107 per cent. One of the most important financial ratios is the interest coverage ratio, which must be the same for the company to be regarded as performing better. 

[bookmark: _Int_pneyz6bj]The EBIT or Operating loss has resulted in a decrease in the value of the interest coverage ratio, resulting in a negative value. The company must improve its EBIT to improve the interest coverage ratio's value in the future (Linares-Mustarós, et al., 2018).
Current Ratio - Among the most important financial tools for assessing a company's financial health and a common way to gauge its liquidity is the current ratio. In the instance of the Hilton Hotel, the Current Ratio had a value of 1.73 in 2020 compared to 0.73 in 2019. In that scenario, it is a favourable indicator for the business if the current ratio's value has increased in 2020 (Ho, 2018).
Debt to Assets Ratio - The debt to assets ratio is another important financial metric that shows a company's performance as well as its condition by showing how much debt the company has compared to its assets. In the case of the Hilton Hotel, the Debt to Assets Ratio value in 2019 was 1.03, whereas it was 1.09 in 2020. As a result, the ratio's value has increased by 6%, indicating a positive value; however, the business must increase this value by minimising debt and maximising assets (Pérez-Lara, et al., 2020).
Outline the importance of using ratio analysis for decision making
[bookmark: _Int_gPlKbYnw][bookmark: _Int_TVsc66vg]A common method of financial analysis is ratio analysis. It is used to visualise financial statements and extract information from them. It focuses on ratios that show a company's profitability, efficiency, and financing leverage, among other essential information. Both horizontal and vertical analysis can be performed with the ratios. Financial analysts should be aware of the many limitations of ratio analysis, even though it is a popular method of analysis (Ding, et al., 2019).
[bookmark: _Int_ocNWu7ts]The aspect of ratio analysis tends to be important for an organisation as it helps in analysing the financial position, profitability, efficiency, liquidity, solvency, risks, appropriate use of funds and effectiveness of business operations. It also helps in indicating different trends or comparisons related to financial results that are important for the decision-making process in terms of investment by the shareholders of the company. The ratio analysis gives a clear description of an operating value of a business. By viewing this, a company can quickly recognise its advantages and weaknesses. It can also make improvements to its efficiency if necessary. Therefore, the ratio analysis not only aids in performance assessment but also identifies problems with the firm's earnings so that they can be resolved. As a result, the strategic and operational decisions of the business also receive a summary of the firm's earnings and are shown the critical aspects of the company. The decision-makers can then quickly develop plans for improvement and use ratio analysis to see a firm's productivity to make decisions (Haddad, et al., 2020).

Investigate the limitation of ratio analysis including why an understanding of ratios and their fluctuations is essential for hotel management in analysing the information seen in their financial statements
There are various limitations associated with the ratio analysis process. Some of the key limitations are - 
· The information received from ratio analysis is historic, that is, it is not current
· The process does not consider the external factors for falling trends like recession
· [bookmark: _Int_K9r33MzK]This method can be used only for comparing them with other organisations that so same type and size
· [bookmark: _Int_bFt9maDE]Rat6io analysis does not measure any human element of the business
· In several cases, it might be difficult in comparing the information with other companies since they might not be interested in sharing their information (Elhindwan & Nobanee, 2020).
· Financial reporting may be significantly impacted if the company has altered its accounting policies and procedures. The key financial metrics that are used in ratio analysis have been changed in this instance, and the financial results that were recorded after the change are not comparable to the results that were recorded before the change.
[bookmark: _Int_SwXupeuK]Among the significant financial measures used to evaluate a company's economic success is ratio analysis. Accounting ratios can be used to gauge a firm's productivity. The ratio's volatility is crucial to hospitality management since it indicates that the business is working to develop itself as evidenced by the proportion analysis' fluctuating result. Even so, the hospitality industry must account for the percentage value fluctuating (Gaspars-Wieloch, 2019). As shown in the Hilton Hotel's ratio analysis, modifications in the proportions' values indicate that the firm is having issues with earnings, and since the decision-makers in the corporation were conscious of this after viewing the ratio analysis, they used it to create new choices and strategies to continue improving the business for the ratios' values to rise. 
[bookmark: _Int_viwxADlG]Even so, it clearly demonstrates productivity as well as maintenance and replacement, which aids businesses in adjusting. Moreover, a company's future performance—for better or worse—can be predicted using ratio analysis. Any sudden hint of weakness in one area may cause a significant stock sell-off, but successful businesses typically have solid ratios in all areas. When using these financial ratios, investors need to be aware of the differences between them and use them together to get a complete picture of a stock (Hasanudin & Awaloedin, 2020).
Conclusion
[bookmark: _Int_1JiCtbG8]Therefore, it can be concluded by saying that this project has assisted in better comprehending and assessing the numerous data and management requirements related to the decision-making process involving various financial criteria, costs, and revenues by employing various methodologies. To comprehend Hilton Worldwide Holdings Inc.'s financial position within the hospitality business and how its trends are changing according to various situations and finances, the research utilized the horizontal ratio analysis. In addition, the significance and restrictions of ratio analysis methods have been highlighted. This demonstrates how crucial ratio analysis is for a corporation to comprehend its financial performance and make decisions in line with it.
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