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[bookmark: _GoBack]The report has been made to analysis the performance of Hilton Worldwide Holding Inc., one of the biggest players of international hospitality business. For the purpose, at first, an introduction of the overall study has been provided. Then, different financial studies, such as- profitability, liquidity and gearing ratios have been calculated. 
Then the trend analysis has been prepared showing horizontal ratios for the year 2020 and 2019. The analysis shows the percentage changes from one year to another to get a clearer image of the company’s performance. It was found that, they are doing quite bad in respect to the previous year. The profitability and asset turnover is lower than threshold and in 2020, it was negative. Though in terms of paying to creditors and receiving from debtors, they are doing well.
The liquidity position is quite good too. After the trend analysis was done, importance of the analysis and their limitations and advantages of calculating has been discussed too. After all of the discussion, it has been concluded that, the company needs to make strategies to increase revenues, cut costs and reduce debt level.
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Financial ratios are the key to measuring and comparing the data gathered from the financial statements of a certain company (Hosaka, 2019). These ratios are calculated from the balance sheets and income statements and are often used to measure liquidity, profitability, efficiency and solvency etc. (Robinson, 2020). This report focuses on one of the biggest hotel chains in the world- Hilton Worldwide Inc., which has operations in around 122 countries on 6 continents (Hilton.com, 2022). The hospitality industry is a very competitive one that needs continued service and customer management. So, ratio analysis helps to find out whether the hotel is doing good based  on year basis. This study has analysed the data from 2020 and 2019 to calculate the profitability, liquidity and gearing ratios to detect the trend from one year to another. It also discussed the importance and shortcomings of ratio analysis in the hospitality industry.
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To analyse the financial performance of a company, several ratios are used:
[image: Prepare ratio analysis of your financial statements by Mariapalaj96 | Fiverr]
Figure 01: Financial Ratios
Source: Adapted from Rashid, 2018
Before moving towards the ratio calculations, the horizontal analysis of the financial statements are shown below:
Income Statement of 2020 and 2019:
	Hilton Worldwide Holdings Inc. (HLT)

	Income Statement

	 
	2020
	2019
	Change
	% Change

	 
	USD
	USD
	
	 

	Sales
	4,307,000
	9,452,000
	-5,145,000
	-54.43%

	Cost of Goods Sold
	3,724,000
	7,017,000
	-3,293,000
	-46.93%

	Gross Profit
	583,000
	2,435,000
	-1,852,000
	-76.06%

	Operating Expenses
	702,000
	859,000
	-157,000
	-18.28%

	Operating Income
	-119,000
	1,576,000
	-1,695,000
	-107.55%

	Interest Expense
	429,000
	414,000
	15,000
	3.62%

	Total Other income/ expenses net 
	-376,000
	82,000
	-458,000
	-558.54%

	Income before taxes
	-924,000
	1,244,000
	-2,168,000
	-174.28%

	Profit Before Interest
	-495,000
	1,658,000
	-2,153,000
	-129.86%

	Net income
	-715,000
	881,000
	-1,596,000
	-181.16%


Balance Sheet of 2020 and 2019:
	Hilton Worldwide Holdings Inc. (HLT)

	Balance Sheet

	 
	2020
	2019
	Change
	% Change

	 
	USD
	USD
	
	 

	Current Asset
	4,202,000
	2,093,000
	2,109,000
	100.76%

	Cash
	3,218,000
	538,000
	2,680,000
	498.14%

	Receivables
	771,000
	1,261,000
	-490,000
	-38.86%

	Non Current Asset
	15,810,000
	12,558,000
	3,252,000
	25.90%

	Total Asset
	16,755,000
	14,957,000
	1,798,000
	12.02%

	Current Liabilities
	2,431,000
	2,871,000
	-440,000
	-15.33%

	Payables
	224,000
	303,000
	-79,000
	-26.07%

	Total Assets Less Current Liabilities
	14,324,000
	12,086,000
	2,238,000
	18.52%

	Net Current Assets
	1,771,000
	-778,000
	2,549,000
	-327.63%

	Long-term Debt
	10,235,000
	7,748,000
	2,759,000
	35.61%

	Non current Liabilities
	15,810,000
	12,558,000
	3,252,000
	25.90%

	Total Liabilities
	18,241,000
	15,429,000
	2,812,000
	18.23%

	Common Stock
	3,000
	3,000
	0
	0.00%

	Retained Earnings
	-6,732,000
	-5,965,000
	-767,000
	12.86%

	Total Stockholders' Equity
	-1,490,000
	-482,000
	-1,008,000
	209.13%

	Total Liabilities and Stockholder
	16,755,000
	14,957,000
	1,798,000
	12.02%
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Gross Profit Margin
The formula is:
Gross Profit Margin =                                                           The capability of a company to generate profit is measured by these ratios. (Purba & Septian, 2019). Here, this ratio has been calculated for 2020 and 2019:


	2020
	2019

	Calculation
	Result
	Calculation
	Result

	583,000  x 100     4,307,000
	 
13.54%
	2,435,000 x 100          
9,452,000
	
25.76%


Table 01: Gross Profit Margin 
Source: Author’s Calculation
Here, it can be seen that, the ratio is too low for the benchmark of 40%. It is doing poorly in generating gross profit.
Net Profit Margin
Formula:
Net Profit Margin = 
Following is the calculation:
	2020
	2019

	Calculation
	Result
	Calculation
	Result

	-715,000   x 100          
4,307,000
	
-16.60%
	881,000 x 100          
9,452,000
	
9.32%


Table 02: Net Profit Margin
Source: Author’s Calculation
It shows the proportion of net profit from overall sales. It helps to see whether costs are too much. Hilton hotel has been unable to keep a positive margin, which shows that, they are generating very low profit while costs are high.
Return on Capital Employed (ROCE)
Net Profit Margin = 
The calculations are shown below:
	2020
	2019

	Calculation
	Result
	Calculation
	Result

	-495,000x 100
14,324,000
	
-3.46%
	1,658,000 x 100
12,086,000
	
13.72%


 Table 03: ROCE
Source: Author’s Calculation
In 2019, Hilton generated 13.72% profit in this aspect. Additionally, it faced negative ROCE in 2020 due to Covid-19 pandemic. The performance is quite alarming.
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Current Ratio and Quick Ratio
The calculations for 2020 and 2019 are as follows:
	Formula
	2020
	2019

	
	Calculation
	Result
	Calculation
	Result

	Current Assets   
Current Liabilities
	4,202,000
2,431,000
	1.73:1
	2,093,000
2,871,000
	0.73:1

	Current Assets – Stock 
Current Liabilities
	3,989,000
2,431,000
	1.64:1
	1,799,000
2,871,000
	0.63:1


Table 05: Current & Quick Ratio
Source: Author’s Calculation
The ability to pay short-term liabilities and generate cash within a short time is measured by these ratios (Moghaddam & Abbaspour, 2017).  As the current ratio is higher than 1.5 and the quick ratio is higher than 1, it shows that they have enough liquid assets to them. 
Debtor days ratio shows the days taken by a company to get payment from them, while the creditor days ratio shows the days within which payables are cleared (Rahmawati, 2020). So, here goes the necessary calculation:
	Formula
	2020
	2019

	
	Calculation
	Result
	Calculation
	Result

	Debtors  	x 365          
Credit Sales
	771,000  	x 365          
4,307,000
	65.34
	1,261,000  	x 365          
9,452,000
	48.69

	Creditors  	x 365          
Credit Purchases
	224,000  	x 365          
3,724,000
	21.95
	303,000  	x 365          
7,017,000
	15.76


Table 06: Debtor & Creditor Days Ratio
Source: Author’s Calculation
Hilton is doing very well in paying the creditors as they take only 15-25 days on average. But, they take a much longer time in receiving payments from the debtors. But their overall performance in this aspect is good.
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The 2020 and 2019 horizontal ratios are shown below:
	Formula
	2020
	2019

	
	Calculation
	Result
	Calculation
	Result

	Total Debt
Total Asset
	10,235,000
16,755,000
	61.09%
	7,748,000
14,957,000
	51.80%

	Profit before Interest & Tax
Periodic Interest Charge
	-495,000
429,000
	-1.15
	1,658,000
414,000
	4.00


Table 07: Gearing Ratio
Source: Author’s Calculation
The amount of financial leverage usage of a company is measured by gearing ratios. It shows the debt management capability of the bank (Sudharto & Salim, 2021). Hilton is not doing well in this respect as they have way too much debt against assets. It may lead their failure to repay the loans in the future.
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The trend calculated from the previous horizontal ratio analysis is shown below based on profitability, liquidity and gearing aspects.
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Here go the summarized values for 2020 and 2019:
[image: ]
Table 08: Profitability Ratios
Source: Author’s Calculation
The ratios above indicate that, the hotel is not performing well in generating profit. Specifically, during 2020, the gross profit margin declined by 47%. The other two ratios show a more alarming situation, which is, that the net profit margin and ROCE became negative in 2020, showing a major fall of 278% and 125% respectively. 
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Here goes the summary table for 2020 and 2019:
[image: ]
Table 10: Liquidity Ratios
Source: Author’s Calculation
This hotel is doing well in maintaining liquid assets, such as cash, receivables etc. The horizontal analysis shows clearly that, the liquidity situation has been improved from 2019 by 137% and it is closer to the acceptance region. So, it can be said that, they are doing good while keeping the liquidity.
In addition to these ratios, debtors and creditors ratios show that, Hilton possesses good capability while repaying the debts of the creditors. But the capacity has decreased by 40% from 2019. Again, its collection days from the debtors have decreased by 39%. So, it reflects the good capacity to pay instant liquid asset needs by the company.
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Following is the horizontal ratio summary:
[image: ]
Table 11: Gearing Ratios
Source: Author’s Calculation
[bookmark: _Toc94728151]As the debt ratio is too high at 61%, in 2020, it means that, the company is putting more emphasis on increasing the weight of debts. This is evident from the percentage change from 2019 to 2020 too. This increase may possess a significant impact as it will increase both costs and liabilities in future. From the interest coverage ratio, it is clear that, the company is not capable enough to pay the interests. So, they should try to reduce the debt amount to avoid collapse in near future.
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Hospitality industry is one of the most competitive industries in the world. Being a cyclical industry that heavily relies on economic, social, cultural and environmental changes, it is prone to a sudden change in action (Al-Wattar et Al., 2019). So, the key financial analysts need to keep an eye on the performances of the hotels through ratio analysis. These analyses give them the ability to interpret data from financial statements. Following are the most significant necessities of ratio analysis:
i. Finding the True Picture of the Hotel- Horizontal ratio analysis shows the year-by-year ratios’ changes in percentage amount. So, any drastic change can be identified easily and can open scopes for further research.
ii. Laying out Plans- Trend charts are prepared from the ratio analysis. These charts help to compare results. For example, in this study, Hilton’s profitability has been changed negatively and it has changed very rapidly. It will help the management to find out the core problem and to solve them. 
iii. Continuity- Ratios are done constantly each year. It helps to keep a record of the track of how the hotel has performed previously. Also, it helps to compare the result regularly with the peer companies and overall industry data. 
iv. Budgeting- Ratio analysis helps to find out whether the company is managing money properly (Gemer et Al., 2019). For example, if it is spending more than it is generating, then there might be some need of cost-cutting.
v. Financial Efficiency Measurement- Liquidity and solvency ratios help to find out the efficiency of the company to measure the capability of paying long and short-term debts. Also, it keeps checking the level of assets against liabilities and vice versa.
So, these are the core issues of using ratio analysis.

[bookmark: _Toc104625885]Limitations of Ratio Analysis
Though ratio analysis brings in several great conveniences, it is not free of limitations too. Some of them are: 
· Any mistakes while calculating the ratios can lead to wrong answer production. 
· Ratio analysis is purely based on previous data. Due to economic, social and other reasons, significant change might happen in the future (Valaskova et Al., 2018). So, it cannot give absolute certainty.
· Accounting practices differ from company to company. Therefore, comparing one to another needs a special analytical skill set which may not be always available, which may lead to the wrong interpretation of data.
· Sometimes, data might be manipulated in the source, which may create wrong assumptions and forecasting.
These are the limitations of ratio analysis.










[bookmark: _Toc104625886]The necessity of Understanding Ratio Analysis
Ratio and trend analysis help to see the probable future performance of a company which may help to avoid any probable financial issues beforehand (Kim, 2018).  For example, in this study, it has been seen that Hilton is heavily using debts. They have increased their leverage volume from 2019 to 2020. It may possess a significant problem in the future as they need to have a lot of money to repay them, which might become tough due to low profitability.
Like this, much other knowledge can be attained from this analysis, which is pointed out here (Li, 2019):
· To gain knowledge of the operational efficiency
· To analysis the ability to generate profits
· To predict the near future change in trends and activities of the industry
· To compare against peer groups and industry data
· To identify proper reasons behind any significant change
· To prepare strategies and ensure managerial support
These are the reasons why ratio analysis should be done properly.
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The main purpose of this study was to calculate several ratios and show their trend analysis for 2020 and 2019 Hilton Hotel. Additionally, it has discussed the importance, limitations and benefits of understanding ratio analysis in the hospitality industry. After the analysis and interpretations have been performed, it can be seen that, Hilton’s efficiency has significantly reduced from 2019 to 2020. The reason behind this might be the covid-19 pandemic, which is needed to be researched further. As the analysis goes, Hilton is unable to generate positive profit and its revenue and net profits have declined. Additionally, from the gearing ratio, it has been seen that they are taking a lot of debts against assets and their profit is not enough to cover the costs. So, they need to manage business better to generate more profit. In terms of liquidity ratios, they are doing better than in 2019, especially in repaying loans to creditors. But as they are not as efficient to collect receivables, a proper strategy should be made to resolve debtor payment issues too.
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2020 2019 Change% Change

Gross Profit Margin Gross Profit/Sales 13.54% 25.76% -12.23% -47.46%

Net Profit Margin Net Profit/Sales -16.60% 9.32% -25.92% -278.11%

ROCE

Profit Before interest/Total Asset 

less Current Liabilities

-3.46% 13.72% -17.17% -125.19%

Profitability Ratios
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2020 2019 Change % Change

Current Ratio Current Assets/Current Liabilities 1.73 0.73 1.00 137.10%

Quick Ratio

Current Assets- Stock/Current 

Liabilities

1.64 0.63 1.01 161.87%

Debtor Days Debtors*365/Credit Sales 65.34 48.69 -16.64 -34.18%

Creditor Days Creditors*365/Credit Purchase 21.95 15.76 -6.19 -39.30%

Liquidity Ratios


image5.emf
2020 2019 Change % Change

Debt Ratio Total Debt/Total Assets 61.09% 51.80% 9.28% 17.92%

Interest Cover

Profit before Interest & 

Tax/Periodic Interest Charge

-1.15 4.00 -5.16 -128.81%

Gearing Ratios
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