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[bookmark: _Toc104119062]Executive Summary
Tourism industry is a peak source of foreign earnings as well as domestic, for instance in USA it is 3rd largest retail industry (Tanji, 2012). As per data survey, France’s tourism industry is at very large with 61.7m visits in 2017 (Lock, 2021). Hilton Worldwide Holdings Inc is a reputed corporation in the hotel and tourism industry with well class brand image and reputation (Hilton, 2021). This report will demonstrate an overview of the financial performance of Hilton with the aid of various financial parameters.
[bookmark: _Toc104119063]Introduction aim and methodology
Financial analysis consists of scrutiny of financial accounts and identify various trends as well as signs to conclude the performance of a company. Financial accounts and audit report plays an important role in this overall analysis. For a moderate analysis to take place various sectors are analyzed and evaluated. For the purpose of this analysis, the assessment will be broken down into three segments: profitability ratio, liquidity ratio, efficiency ratios.
[bookmark: _Toc104119064]Profitability:
[bookmark: _Hlk104029350]Gross Profit Margin (GPM)
This ratio calculates how much profit a company makes on its sales revenue (Horngren, 2014). A higher GPM indicates a proper cost control in manufacturing of products.


Net Profit Margin (NPM)
Net profit margin calculates how much profit a company made net of its expenses as a percentage of sales revenue (Kieso, Weygandt and Warfield, 2018). This ratio indicates a company’s expense control.



Return on equity (ROE):
This ratio indicates how much profit a company generates by utilizing its equity employed cumulatively. This ratio analyzes a company’s overall equity utilization (Thomas, Tietz and Harrison, 2019).


[bookmark: _Toc104119065]Liquidity:
Current Ratio
It calculates the ability of a company to pay off its existing current liabilities. The benchmark is considered to be 2:1 (Hill, 2014).


[bookmark: _Toc104119066]Efficiency:
Asset turnover
This ratio measures how efficiently a company is utilizing its assets. Lower asset turnover means the company is under-performing (Hayes, 2022).


Gearing Ratio
Gearing ratio calculates efficiency in the capital structure of a company. It measures how much debt are included in the equity section of a company (Kenton, 2022).



Interest Cover
This ratio measures how many times a company can pay its existing debt interest from its profits. It is a efficiency measure for a company (CFI Institute, 2018).

Receivables Collection Period
This ratio calculates the number of days a company allows its debtors to pay their existing debts. It is calculated in days and therefore the lower it is the better for a company since it is directly related to cash generations from debtors (Hill, 2014).



[bookmark: _Toc104119067]Data analysis / numerical investigation
	Parameters / Financial Ratios
	FY 2019
	FY 2020

	Gross Profit Margin
	25.8%
	13.5%

	Net Profit Margin
	9.3%
	-16.6%

	Return on Equity
	5.9%
	-4.3%

	Current Ratio
	0.73
	1.73

	Quick Ratio
	0.73
	1.73

	Asset Turnover
	0.63
	0.26

	Gearing Ratio
	53.2%
	62.3%

	Interest Cover
	3.8
	(0.28)

	Receivables Collection Period
	48.69
	65.34




[bookmark: _Toc104119068]Findings, analysis, interpretation of results and conclusion
[bookmark: _Toc104119069][bookmark: _Hlk104116365]Profitability
Gross profit margin fell in 2020 due to perhaps various COVID-19 restrictions which hampered sales revenue of Hilton as well as an increased cost of sales. These combined external factors reduced GPM of Hilton and hence reduced annual sales.

Moreover, net profit margin fell at a significant rate from 9.3% to -16.6% in 2020 which is due to Hilton entering into loss making phase (Lock, 2022). Hilton entered into loss making phase similarly with all hotel industry with COVID-19 shocks (Phocuswire, 2021). 

Similarly, it can be argued about return on equity ratio of Hilton which dropped from 5.9% to -4.3% in 2020. This is the direct reflection of loss-making trend of Hilton, as discussed above, due to pandemic. This trend of Hilton will cause shareholders to have a panic at their desired return investment.


[bookmark: _Toc104119070]Liquidity
Current ratio of Hilton improved over the last 2 years from 0.73:1 to 1.73:1 in 2020. This is due to increased cash flow from operating activities of previous financial year. This represents healthy cash flow which can be used for expanding the business internally.

[bookmark: _Toc104119071]Efficiency
Asset turnover of Hilton deteriorated from 0.63 to 0.26 in 2020, which represents a low utilization of the company’s assets when generating revenue. This is an efficiency check of the company which is essential for measuring short-term / long-term success and growth. 

Moreover, gearing ratio of Hilton jumped from 53% to 62% in 2020 which represents a more inflow of money into the company’s fund from long-term debts. This will cause company to bear its increased interests hence reducing profit margin. In times of loss-making phase, gearing ratio should be kept at minimum to avoid further loss in the company. 

Interest cover of Hilton was very poor in 2020 compared to 2019 (for e.g., 3.8 times to negative 0.28 times). This means Hilton could have paid interests from its profits almost 4 times in 2019 with their performance whereas, in 2020 due to loss, Hilton can not afford to pay its interest. Therefore, the company was on the verge of its financial risk.

Receivables collection period also lowered in 2020 due to perhaps less efficient credit control department as well as pandemic economic slowdown. Thereby, cash flow of Hilton reduced due to this.

A normal debtor of Hilton used to pay their debts within 48 days in 2019 but in 2020 the days were longer for this, for e.g., 65 days.
[bookmark: _Toc104119072]Usefulness of ratio analysis
· Ratio analysis helps to understand in-depth picture of a company’s financials which accounts does not explicitly present.
· It gives investors’ confidence thereby they can compare results with other players in the industry.
· It can be used to identify lacking in various components of accounts which are not normally found without ratio analysis.
· Business risks can be measured as well as financial risks, thereby management can take appropriate decisions regarding investments and other steps.
· Planning and coordination becomes accurate and more precise due to proper knowledge available regarding various areas of accounts.
· Company can know better about forecasting and budgeting therefore more accurate planning.
· Company can draw a well-structured conclusion regarding the performance of the company.  
(Sanjay Bulaki, 2021)
[bookmark: _Toc104119073]Limitations of ratio analysis
· Ratio analysis are based on historic data which are subject to fluctuate very frequently.
· Other factors are necessary for business assessment, such as, non-financial information.
· Business analysis should be used regularly to get a more accurate picture of a company such as, SWOT, PESTLE, ANSOFF & BOSTON MATRIX etc.
· Ratio analysis doesn’t take account of human element of a company which is essential in day-to-day running operation of a company.
· Many companies might not be in favor of sharing their internal information hence, comparison is not available.
(BBC, n.d.)
[bookmark: _Toc104119074]Conclusion
Hilton should take proper actions after analysing its ratio analysis results. The company should give proper attention towards various red alert ratio results and capitalize on those in order to improve the relevant sectors which were hampered due to pandemic and other external factors. Also, Hilton should exercise business analysis in order to get a proper and more accurate picture of the company. Thereby, a combination of both analyses will enable Hilton to get a balanced picture hence a more accurate and on point plan can be adopted in order to recover from pandemic crisis as well as other external shocks which Hilton might have faced in 2020.  
[bookmark: _Toc104119075]References
BBC (n.d.). Purpose and limitations of Ratio Analysis - Ratios - Higher Business management Revision. [online] BBC Bitesize. Available at: https://www.bbc.co.uk/bitesize/guides/zrxn47h/revision/5#:~:text=ratio%20analysis%20does%20not%20measure.
CFI Institute (2018). Interest coverage ratio. [online] Corporate Finance Institute. Available at: https://corporatefinanceinstitute.com/resources/knowledge/finance/interest-coverage-ratio/.
Hill, J.W. (2014). The accounting. The Author.
Hilton (2021). Hilton Brands. [online] Hilton.com. Available at: https://www.hilton.com/en/corporate/.
Horngren, C.T. (2014). Accounting. Toronto: Pearson Canada.
Hayes, A. (2022). Asset Turnover Ratio. [online] Investopedia. Available at: https://www.investopedia.com/terms/a/assetturnover.asp.
Hilton Annual Report (2020). Annual Report. [online] https://www.corporatereport.com/hilton/2020/ar/downloads/hilton_2020_10k.pdf. Available at: https://www.corporatereport.com/hilton/2020/ar/downloads/hilton_2020_10k.pdf.
Kenton, W. (2022). How the Gearing Ratio Works. [online] Investopedia. Available at: https://www.investopedia.com/terms/g/gearingratio.asp#:~:text=Gearing%20ratios%20are%20financial%20ratios.
Kieso, D.E., Weygandt, J.J. and Warfield, T.D. (2018). Intermediate accounting. Hoboken, Nj Wiley.
Lock, S. (2022). Hilton Worldwide’s net income 2021. [online] Statista. Available at: https://www.statista.com/statistics/297764/net-income-of-hilton-worldwide-holdings-inc/#:~:text=The%20hotel%20company%27s%20net%20loss [Accessed 22 May 2022].
Lock, S. (2021). Topic: Tourism worldwide. [online] Statista. Available at: https://www.statista.com/topics/962/global-tourism/#dossierKeyfigures [Accessed 5 May 2022].
Phocuswire (2021). Hilton posts big losses for 2020 yet forging ahead with new properties. [online] www.phocuswire.com. Available at: https://www.phocuswire.com/Hilton-q4-FY-2020.
Sanjay Bulaki (2021). Importance of Ratio Analysis. [online] eFinanceManagement. Available at: https://efinancemanagement.com/financial-analysis/importance-of-ratio.
Tanji, H. (2012). Tourism & Hospitality Industry at a Glance. [online] Hospitality Management - Free Waiter, Front Office,Housekeeping, Hotel job Training Tutorials. Available at: https://www.hospitality-school.com/tourism-hospitality-industry-1/ [Accessed 21 May 2022].
Thomas, C.W., Tietz, W.M. and Harrison, W.T. (2019). Financial accounting. New York: Pearson.

Asset Turnover
FY 2019	
Asset Turnover	0.631944908738383	FY 2020	
Asset Turnover	0.257057594747836	





Gearing Ratio	
FY 2019	FY 2020	0.531924851240222	0.622560429722471	




Interest Cover	
FY 2019	FY 2020	3.80676328502415	-0.277389277389277	




Receivables Collection Period	FY 2019	FY 2020	48.6949851883199	65.3389830508475	




Gross Profit Margin	
FY 2019	FY 2020	0.257617435463394	0.13536104016717	




Net Profit Margin	
FY 2019	FY 2020	0.093207786711807	-0.166008822846529	




Return On Equity	
FY 2019	FY 2020	0.0589021862672996	-0.0426738287078484	




Current Ratio	FY 2019	FY 2020	0.729014280738419	1.72850678733032	



