
FINANCIAL MANAGEMENT FOR THE HOTEL INDUSTRY
Analysis on Hilton Hotel


Student: Alexandra Madalina Patrascu 
ID: 2019192
Tutor: Dale Clarke
Module: Financial Management for Hotel Industry BMIH5007

Executive Summary
This report has been written on an extensive analysis of the financial management of Hilton Hotel from the year 2019 to 2020. The analysis of the financial statements was done through horizontal ratio analysis over two years. The main objective of the report is to compare the financial scenario in the different years and after the breakout of the pandemic crisis.
Profitability, liquidity and gearing ratios have been done throughout the report along with a graphical trend analysis. Gross profit margin, Net profit margin, Return on Capital Employed, Asset turnover and Working capital turnover ratio have been determined to find out the capacity of profitability of the company. The current ratio, quick ratio and cash ratio were done for understanding the liquidity position and gearing ratios such as Debt Ratio, Interest Coverage Ratio and Debt to Equity ratio have been calculated to find out the capital structure and the risk associated with it. In most of the cases, the ratios turned re in the following year. But the gearing ratios were giving almost the same negative results in both financial years respectively. 
The second portion of the report encompasses describing the benefits and the applied knowledge of the ratio analysis making a financial decision. The last portion of the report shows the limitations a company may face while conducting ratio analysis over a period of time.
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Introduction
Hilton Hotel, which is a household name in the worldwide hotel industry, has been serving customers with warmth and hospitality for the greater part of the last century. It is currently operating in 84 nations with a distinctive operational prowess. The hospitality business is one where different cultures come under the umbrella of one organization. Having survived for so many years in so many different countries, Hilton Hotel has proven its worth. But in recent years, the company is facing many financial challenges and they are quite visible from their financial statements.
In the analysis of the financial statement, the ratios that are to be calculated for the Hilton hotel, include profitability ratios (gross profit margin, net profit margin, return on capital employed, asset turnover and working capital turnover ratio), liquidity ratios (current ratio, quick ratio and cash ratio) and capital structure ratios (debt ratio, interest coverage ratio, debt to equity). This ratio analysis will reveal the company’s present financial situation. It will also show the relationship among different elements of the financial statement. Ratio analysis is an important tool for the managerial decision-making process of the company.
Calculating horizontal ratios for 2019 and 2020 to assist the analysis of financial information of Hilton hotel
The horizontal analysis demonstrates the changes in the elements of the financial statements over a certain period. It is conducted to understand the change in the items that are taking place in the financial statements over time. From the analysis of the given financial information of the Hilton hotel, it is possible to find the company’s year-on-year growths and declines among the elements of the financial statements. 
Ratio analysis in the hotel business can provide information about the ratio's continuing performance as well as provide analytical information about the business's operational performance (Chadwick, 2014). The ability to generate profit, liquidity and maintain capital structure or leverage is easy to find out through the application of ratio analysis. Besides, some extraneous factors should also be taken into account for a better understanding of the financial performance of the Hilton Hotel.  
Financial Analysis through calculating ratios: 
Profitability Ratios along with trends
Profitability ratios are the measurements that are used to examine a company's ability to generate earnings over time in terms of revenue, operating costs, and assets, using data from a certain time in a financial statement. (Chatham, 2021). When this ratio reveals higher results, then the company has efficiency in making profits. 
Gross profit margin: The gross profit margin determines the amount of revenue over the
cost of goods sold divided by the total amount of revenue. The majority of expenditures in the hospitality industry are incurred through operations rather than the cost of items supplied, hence the gross profit margin should be high (Tesse, 2021). The ratios have been calculated by applying the following formula with the help of Microsoft Excel:
  Gross Profit Margin= ((sales - cost of goods sold) / sales) *100
	2019	2020
Gross Profit Margin	26%	14%




In 2020, the company experienced a gross profit margin of 26%, but in 2019, it has dropped to 14%. So, the company did not maintain as high a gross profit margin in 2020, as it did in 2019. This could be as an aftermath of a pandemic struck year which was 2020, when the hospitality industry suffered a hard blow in terms of revenue.

Net Profit Margin: Net Profit Margin is another crucial indicator in checking a firm’s profitability. It shows the profitability scenario better than the gross profit margin as it considers all the expenses made by a company. A positive 10-15% of Net profit margin would be considered very solid. The net profit margin for Hilton Hotels was in a good spot in 2019, but it drastically deteriorated in 2020.
Net Profit Margin= (Net Profit/ Sales) x 100
	2019	2020
Net Profit Margin	9%	-17%



From this ratio, it is clear that Hilton Hotels’ operational and administrative expenses widely increased in the year 2020 as compared to 2019. For this reason, in 2020, the net profit margin was -17% as compared to 9% in the year 2019. So, according to this indicator, Hilton hotel is not in a very good position in terms of profitability.
Return on Capital Employed: A company’s capability to generate a profit using the invested capital is calculated by the ratio of this ratio (Justin, 2021). The employed capital in a firm is calculated by subtracting the total current liabilities from the total asset of the company. This ratio indicates how well a company is using the capital it is employing.
Return on Capital Employed= (Profit Before Interest/ Total Assets -current liabilities) x 100
	2019	2020
Return on Capital Employed	7%	-5%





From the financials of Hilton Hotel, it is clear that the company’s ability to manage its capital employed has gone worse in 2020, compared to 2019. In 2019 the company’s ROCE was in a solid position of 7%, but in 2020, it went down to -5%.
Total Asset Turnover: The asset turnover ratio indicates how efficiently the company is using the assets that are at its disposal. A higher asset turnover ratio makes a company better off. It displays the capabilities of the company to use its assets.
Total Asset Turnover= Sales Turnover/Total assets - current liabilities
	2019	2020
Asset Turnover Ratio	0.78	0.30



The Hilton hotel’s Asset turnover ratio is 0.78 for the year 2019. But it nosedived to 0.30 in the year 2020. It can be traced to the COVID-19 pandemic. During the pandemic, the assets of the Hilton hotel were not used efficiently. This is why there was a 0.48 decline in the asset turnover ratio.
Working Capital Turnover: Working capital is a crucial part of the financing for a company. This is calculated by subtracting the current liabilities from the current assets. This is also called net current assets. 
Working capital turnover= Sales Turnover/ Net current assets
	2019	2020
Working Capital Turnover	-12.1491	2.431959



The working capital turnover for Hilton hotel for the year 2019 was -12.1491. This large negative figure indicates a repayment of credit hotel service product purchases. New hospitality services require an array of products that the company usually buys on credit (Michalski, 2015). This has led to a negative working capital turnover. But in 2020, the short-term liabilities were paid to a great extent and hence there is a positive working capital turnover of 2.431959.
Liquidity Ratios with Trends 
Current ratio: Current ratio is one of the most important ratios for a company to measure its liquidity. The current ratio displays the company’s ability to pay off the short-term liabilities of the company using current assets. A 2:1 ratio is a standard measure for the current ratio. 
Current Ratio= Current Assets/ Current Liabilities
	2019	2020
Current Ratio	0.729014	1.728507



The Hilton hotel’s current ratio was not in a very good position back in 2019. It went down to an alarming level of below one. This means that the company had more short-term liability than it had short-term assets. But in 2020 it recovered quite well by increasing to 1.728507 which means that for 1 dollar of current liability the company has 1.728507 dollars of current assets.
Quick Ratio: Quick ratio is close to the current ratio in terms of calculation and results. But it considers a span of the even shorter term. It checks the firm’s ability to pay the short-term liabilities instantly. 1:1 is a standard for quick ratio. 
Quick Ratio= (Current Assets – Stock)/ Current Liabilities
	2019	2020
Quick Ratio	1.00	2.00



In 2019, the quick ratio for Hilton hotel is 1 and in 2020 the ratio improved to 2. This shows that the company had acquired more current assets during this period.  
Cash Ratio: It is a liquidity metric which is calculated by dividing the company's most liquid asset, cash, by its current obligations. (Rohrs, 2021). 
Cash Ratio= (Cash + Marketable Securities) / Current Liabilities
	2019	2020
Cash Ratio 	0.187391	1.323735



The firm had more cash and cash equivalents in 2020 compared to the previous year. They will, however, struggle to pay the money when it is demanded immediately. 
Gearing Ratios with Trends
Debt Ratio: In a company's capital structure, the debt ratio specifies the percentage of assets that are supported by loans (Artil, 2014). A greater gearing ratio signifies a larger danger of leverage.
Debt Ratio= Total debt/total assets
	2019	2020
Debt Ratio 	52%	61%



The portion of debt-funded by assets increased from 2019 to 2020 by 9%. Due to the increase in non-current assets in the following year the company’s capital structure got stronger than the previous year.
Debt to Equity Ratio: It is the ratio of the value of debt in the company over its value of equity. The Hilton Hotel has been in the red for the subsequent two years.
Debt to Equity Ratio= Total Debt / Shareholders’ Equity
	2019	2020
Debt to Equity Ratio	-16.0747	-6.86913



The most likely reason for negative equity is because the value of real estate nosedived below the outstanding balance remaining in the mortgage. As a result, they are facing a lack of financial leverage. 
The hotel's debt ratio is rising, indicating that it is borrowing more money to fund its investments. On the other hand, the hotel's capacity to pay interest rates must be improved.
Interest Coverage Ratio: This ratio is one of the significant ratios among the gearing ratio which finds out the capacity to repay the debt capital.  A ratio lower than 1.5 is below the standard for a hotel management company. 
Interest Coverage Ratio= Profit before Interest and tax/ Periodic Interest Charges
	2019	2020
Interest Coverage Ratio	7.61	-0.55



Hilton hotel has a lower interest coverage ratio in 2019 but had a negative one in the following year. It indicates that, they didn’t have any ability to cover their interest with revenue due to significant loss in the pandemic.  
Knowledge acquired from Ratio Analysis for Financial Decision Making 
Ratio analysis is regarded as one of the easy of interpreting the results from one year to another. Ratio analysis can help forecast the movement in the information of financial statements (Morley, 1984). Ratio analysis in the hotel business can provide information about the ratio's operating performance and analytical understanding of the business. The knowledge acquired from ratio analysis helps financial managers by-
Projecting the movement of financial trends
Preparing budgets along with the analysis of the previous trends
Giving a better understanding of operational efficiency in the company
Providing significant information to the stakeholders and peer businesses. 
Comparing two or more similar kinds of firms
Indicating any potential financial problems that would be impossible to predict with other measures
Measuring the degree of efficiency in asset and liability management. 
Detecting whether financial resources are being used too much or too little. 
Limitations of Ratio Analysis and its significance in the company
Analysis of financial ratios is an efficient way of finding out the relationships between the different elements of financial statements. Although the ratios are easy to understand and calculate, they come with a lot of limitations (Arnold, 2013. One simple calculation cannot encompass the entirety of variables that affect an element of the financial statement. Some of the limitations of the ratio analysis are provided below:
A business organization are affected by both internal and external factors. Ratio analysis only considers the internal financial factors. It fails to account for external factors like recession, depression, inflation, interest rate, foreign exchange risk, etc. For this reason, large changes are often misinterpreted as merely internal financial shortcomings (Bull, 2008).
Financial statements may have many internal inconsistencies and mistakes. These mistakes, if remained unidentified, can cause problems in ratio analysis. Ratio analysis cannot identify such mistakes as well.
Ratio analysis only works in comparing situations of different companies if they are of a similar kind and run similar business operations. Any comparison among different industries and countries is irrelevant. So, it has a small window to work effectively. 
The formulas that are used in ratio analysis are fixed and cannot be changed even when a change makes sense. This is a major limitation of ratio analysis.






Conclusion 
In summary, the financial administration of the Hilton Hotel has not been up to par in recent years. Due to the pandemic issue, the corporation is facing many financial problems that must be addressed quickly. Horizontal ratio analysis has made it simple to compare patterns throughout time. Changes in ratios alone may not always accurately reflect a company's genuine financial situation; other factors emanating from the external environment must also be considered. Though ratio analysis has significant drawbacks, the benefits of this technique always outweigh 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	2019	2020	0.72901428073841867	1.7285067873303168	



Quick Ratio	2019	2020	1	2	



Cash Ratio 	2019	2020	0.18739115290839428	1.3237350884409709	



Debt Ratio 	2019	2020	0.51801831918165409	0.61086242912563415	



Debt to Equity Ratio	2019	2020	-16.074688796680498	-6.8691275167785237	



Interest Coverage Ratio	2019	2020	7.6135265700483101	-0.55477855477855476	
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