[image: C:\Users\samantha.birdsell\AppData\Local\Microsoft\Windows\INetCache\Content.MSO\5FEB1F47.tmp]

Student Name: Madalina Nagy
Student Number: 2019619
Module: Financial Management for the Hotel Industry (BMIH5007)
   LEVEL 5
Programmes: BA (Hons) International Hotel Management
		 School of International Hotel Management

FINANCIAL ANALYSIS OF HILTON HOTELS
Financial Ratio Analysis

Lecturer:   Dale Clarke
Executive Summary

The purpose of this report is to examine Hilton Hotels and Resorts' financial status, additionally the business has suffered much due to the current pandemic as shown by the decrease in sales and profitability. All the financial aspects for the company are negative except liquidity. Because of the present pandemic, all the business's primary ratios have plummeted. The pandemic has affected the business's operating efficiency due to the reduction in profitability. Another essential factor to consider is the debt-to-equity ratio, which has reduced from 2019 to 2020. The business's single redeeming quality is its liquidity, which indicates that it has more current assets than current liabilities. 
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Introduction

Assessment of financial performance is an important aspect for all the businesses. Financial ratios are an important tool for assessing the performance of the business both against its past performance and peers. The chosen organization for financial analysis is Hilton hotels and resorts which works in the hospitality industry. There are some external factors affecting the performance of the businesses. Recently, the current pandemic had an enormous impact on the businesses. Thus, any negative financial performance of the business can be attributed to it. Additionally, the failure to control the expenses effectively can also hurt the financial performance. Keeping in view all these aspects, the first section shows the analysis of financial ratios whereas the next two sections show the importance and limitations of the financial ratios. The tables represent the financial statements for the business as well as the percentage change in each item of the financial statements.

Financial Analysis

Table 1: Income Statement for hotel
Income Statement		Hilton Worldwide Holdings Inc. (HLT)	
	2020	2019	Change	% Change
Fiscal Year Ends	31/12/2021	31/12/2020		
Sales	4,307,000	9,452,000	-5,145,000	-54%
Cost of goods sold	3,724,000	7,017,000	-3,293,000	-47%
Gross profit	583,000	2,435,000	-1,852,000	-76%
Operating Expenses	702,000	859,000	-157,000	-18%
Operating income	-119,000	1,576,000	-1,695,000	-108%
Interest Expense	429,000	414,000	15,000	3.60%
Total Other income/ 	expenses net 	-376,000	82,000	-458,00	-559%
Income before taxes	-924,000	1,244,000	-2,168,000	-174%
Net income	-715,000	881,000	-1,596,000	-181%


Table 2: Balance Sheet for hotel
	2020	2019	Change	% Change
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%




Table 3: Ratio Analysis

Ratio	2020	2019
Current Ratio	4,202,000/2,431,000 = 1.73	2,093,000/2,871,000 = 0.73
Debt to Equity	1,8241,000/1,490,000 = 12.24	15,429,000/482,000 = 32.01
Assets Turnover	4,307,000/16,755,000 = 0.25	9,452,000/14,957,000 = 0.63
Gross Profit Margin	583,000/4,307,000 = 13.54%	2,435,000/9,452,000 = 25.76%






Financial Analysis Trends

The above tables show the percentage changes in different items of the income statement and balance sheet for the business. Most of the items have decreased mainly due to the impact of the pandemic on the hospitality industry. The revenues of the company have decreased by 54% and the business has gone into loss as shown by the negative net income.  
The last table (table 3) depicts the company's ratios for the years 2019 and 2020. By comparing current assets to current liabilities, the current ratio depicts the company's liquidity status (Bloom, 2009). The industry guideline for this ratio is 2 to 1, which means the company should have $ 2 in current assets for every dollar in current liabilities. The company's current ratio improved in 2020 compared to 2019, which might be ascribed to the company's operations slowing down. A decrease in expenses will mean that the business will have more cash and other current assets available with it. The increase in current assets can be attributed to the increase in cash due to sale of securities or collection of receivables. The increase in current liabilities will decrease the current ratio. This will be the situation when the company has higher amount of accounts payable. The cash cycle of the company can be considered an important aspect related to the current ratio because the receipt and payment of the company is involved in the ratio. If the receipts are coming faster than the payments, the current ratio will be higher for the company. Another important aspect is the nature of current assets of the company. If these assets include items like cash and cash equivalents, the liquidity will be higher. 

The debt to equity shows the leverage of the firm. A high ratio will show that the firm is highly leveraged whereas a lower ratio shows lower leverage. The percentage of debt utilised as compared to equity is derived by dividing the number of total liabilities by the total equity. There has been a considerable decrease in the ratio for the business from 2019 to 2020 showing that the business has decreased its dependence on debt. The creditors and relevant institutions will be ready to give loans to the business based on a decrease in this ratio. Additionally, there will be a lower risk of default by the business. This ratio is an important representative of the capital structure of the company. A higher amount of debt will be dangerous for the company because it will hurt the ability of the company to take on further loans from different sources. The increase in equity will mean that the management will have a lower level of control over the operational issues as the shareholders will be looking after them. Normally, a debt-to-equity ratio of 0.5 is suitable for the business meaning that the company has equal amount of debt and equity in the system. 
Total Assets Turnover is an efficiency ratio measuring how well the business is using its assets to generate sales. The ratio is computed by dividing total assets by net sales. As opposed to other turnover ratios, this ratio does not talk about the number of times assets are sold rather it shows how efficiently assets are used. The assets held by the company require higher investment, so a considerable amount of time is spent making the decision of purchasing or leasing the assets. Additionally, these assets also play a crucial role to enhance the ability of the business to generate sales. A manufacturing plant may not be able to make products without machinery. There has been a considerable decrease in the assets turnover ratio that can be attributed to an increase in total assets as shown by the balance sheet. Thus, the ability of the company to generate sales through its assets has declined. The increase in net sales may result in the increase in relevant expenses meaning that the business will not have enough amount to buy the assets. Thus, the ratio will be high, but it will be misleading for the various stakeholders. 
The gross profit margin is derived by dividing the gross profit by the sales volume (Needles, et al., 2011). From 2019 to 2020, the company's ratio has decreased significantly. This is due to the fact that sales have dropped, but the corporation has been unable to keep costs of items sold under control. Thus, a decrease in the sales has been accompanied by a consistency in the costs of goods sold resulting in a much higher decrease in the gross profit. A change in sales will also change the gross profit depending on whether the business is controlling the direct expenses effectively or not. 
PART B

Financial ratios play a very important role in business and finance, and they are generally calculated from the financial reports which are formal reporting documents for the business. The ratios are generated from the data in financial reports and these insights are then used to make business decisions. Financial ratios are used to compare a company's performance to its own prior performance as well as that of its competitors.
Financial ratios are generated from the financial reports that contain information regarding company income, expenses, liabilities, assets, and equity. The items from the same or various financial statements are combined to produce these ratios. The interpretation of financial statements and the relevant data is important for all the internal and external stakeholders of the business. Ratios can be calculated through the balance sheet, income statement or both. Additionally, different stakeholders have their own interests in the financial ratios. Investors will be interested in the return on their investments whereas the creditors will be interested in getting back their loans. 
Profit is the goal for any business and profitability ratios help in assessing the profitability of the business against the competitors as well as its own performance in the past. Stakeholders like shareholders and other investors will be interested in return on assets and equity. Both these ratios are calculated by keeping the net income on total assets and equity. The gross profit margin and net profit margin are two more profitability measures. These ratios show gross and net profit as a percentage of net sales. Thus, these ratios also show whether the changes in these ratios are due to the change in sales or the profits. 
Another important use of ratios is to assess the operational efficiency of the business. Ratios like inventory and receivables turnover are calculated in this section. Furthermore, these ratios can be compared to the past performance of the company as well as to the peers within the same industry. The ratios show how quickly the business is converting the inventory and receivables to cash. These ratios also assess the ability of the business to generate income by using the assets. Additionally, the time taken by the business for collecting cash and converting the inventory to cash is also assessed.  
The most important use of financial ratios is to assess the liquidity of a firm. The company's capacity to fulfil its short-term obligations is referred to as liquidity. These obligations are normally due within the operating cycle or 12 months. These debts may include outstanding expenses, interest payable, and insurance payable. To evaluate a company's liquidity, current and quick ratios are typically utilised.
The financial ratios allow the management to assess the business risks of the firm by calculating the financial and operating leverage for the firm. Additionally, the fixed costs may hurt the profitability of the company. Additionally, the amount of outstanding debt may also be assessed by using financial ratios. The financial risks are also identified by using the different financial ratios. Ratios like interest coverage and leverage ratio can help the business in assessing the dependence on external capital. 
The last usage of the financial ratios is to allow the business to forecast the different items for the future. These forecasts will help the business in making the appropriate decisions about future. These decisions may include whether the business should invest in a particular project or not.

PART C

The major limitation of the ratio analysis is that the information used in them is based on the past. Thus, this kind of analysis cannot be efficiently used to assess the future performance of the business. There are time differences between each release of the financial statements. Real prices cannot be reflected in the financial statements in the event of inflation happening during the periods. The information in the financial statements should be adjusted for inflation to make them meaningful. 
Changes in accounting procedures have an impact on the importance of financial ratios. When accounting policies change, the relative relevance of the ratios changes as well. Thus, if the company wants to take more loans, it will be more interested in the ratios like times interest earned whereas an investor’s perspective will see return on assets and equity as more important for the company. 
Businesses with seasonal businesses may have very high ratios in their peak seasons. This can also be applied to Hilton Hotels because some of their ratios are very high whereas some of them are very low. However, the ratios cannot account for these drastic changes. 

Conclusion 

The financial ratios help a business assess its performance and compare it to the past as well to the other companies. There are some major concerns in the financial analysis of Hilton Hotels and Resorts. Most of these concerns are related to the profitability of the organization. Additionally, the amount of debt has increased rapidly and there is low or no equity available to the business. The only positive aspect of the business is the liquidity which shows that the business has more current assets as compared to the current liabilities. Almost all the other aspects have created serious concerns for the business.  All the major ratios for the business have decreased because of the current pandemic. The operational efficiency of the business has also been hurt by the pandemic because of the decrease in profitability. Another important aspect is the ratio between debt and equity that has decreased from 2019 to 2020. 
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Horizontal Ratio

2019	gross profit margin	net profit margin	current ratio	gearing ratio	0.257617435463394	9.3207786711807031E-2	0.72901428073841867	1.0315571304405964	2020	gross profit margin	net profit margin	current ratio	gearing ratio	0.13536104016716971	-0.1660088228465289	1.7285067873303168	1.0886899433005073	
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