
ASSIGNMENT 1: HILTON HOTEL
Rujina Akther 1704854



 
Executive Summary
Financial management builds the foundation of a successful business. Today every medium and large organisation depends upon transparent financial recording and analysis for taking any business decision, investing for the future and operating day-to-day business activities. Likewise, the most successful hotels focus on transparency and accuracy in financial accounts that rely on fundamental financial management principles. Best practices of financial management include recording and creating an annual budget, financial statement, and financial analysis paper for taking any critical business decision. The selected organisation is Hilton Hotel which is an American hotel and resort company, generally traded as Hilton Hotel. This report uses the financial accounts of Hilton Hotel for analysing financial stability and performance with the horizontal ratio tool. The calculated data shows that Hilton Hotel has experienced relatively negative operating expenses and income, but its assets and liabilities have increased by a substantial amount. The second part of this assignment will discuss the importance of ratio analysis in decision making, last part will address some limitations of ratio analysis and state the consequences in decision making in an organisation.
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An overview of Hilton Hotel
Hilton Hotel is a global brand of full-service hotels and resorts that operates business operation inside and outside in America. Hilton is a top brand of American multinational hospitality company. Hilton Hotel was founded in 1919 in Virginia USA. Conrad Nicholson Hilton was the founder of this hotel who is ambitious and very pessimistic about his success. In 2019, Hilton Hotel operates its business and service operate with 584 hotels in more than 94 countries. Hilton Hotel was ranked 1st among the top 100 hotel and services companies based on employee satisfaction and service quality. 



Literature review 
Financial management refers to the process of planning, analysing, directing and controlling financial activities. For example, procurement, investigation and ensuring proper utilisation of business funds for the enterprise. According to Singh, Schmidgall and Zhang (2015), financial management has three scopes such as investment decisions, financial decisions and dividend decisions. The investment decision is related to fixed and long-term assets, the financial decision relates to sources and disbursement of funds, dividend decision relates to shareholder and retained earning dividends (Singh, Schmidgall and Zhang, 2015). All have a direct interest in business prosperity and future progress. 
According to Laitinen (2018), financial management refers to the application of management principles in managing and controlling the financial assets of a business venture or organisation. The finance author mentioned financial objectives include managing and managing the supply of funds, ensuring investor returns, utilisation and procurement of organisation funds, finding real investment opportunities, etc. 
Guthman and Dougal defined financial management as the process of planning, raising, accessing, and controlling funds for the business. This focuses on the sources of capital and uses of capital to achieve the business goals. The organisation uses different tools for analysing the business progress, such as ratio analysis, benchmarking, key performance indicators, etc. This report uses ratio analysis tools for analysing Hilton Hotel's financial statement (Laitinen, 2018).


Task 1
Analysis of the Financial Statements

Calculate Horizontal ratios for 2019 and 2020 to aid the analysis of the financial information included within the attached financial statements.  You should discuss the trends seen in these ratios in detail and draw appropriate conclusions.
Calculate Horizontal ratios
Horizontal ratios analysis involves the comparison of a financial ratio over a number of financial periods. Another name for this ratio analysis is trend analysis. A business venture uses a Horizontal ratio for analysing and defining the actual changes over an accounting period (Krylov, 2018). Financial management identified the terms, accounting status and real changes in costs, sales, net income, and other financial statement items over the given accounting period.   
Formula of Horizontal ratio analysis 
Horizontal Analysis (absolute) = Amount in Comparison Year – Amount in Base Year
Horizontal Analysis (%) = [(Amount in Comparison Year – Amount in Base Year) / Amount in Base Year] * 100

Income statement 2019 & 2020
Hilton Worldwide Holdings Inc. (HLT)
	2020	2019	Change	% Change
Fiscal Year Ends	31/12/2021	31/12/2020	365	
Sales	4,307,000	9,452,000	-5,145,000	-54.432924
Cost of goods sold	3,724,000	7,017,000	-3293000	-46.928887
Gross profit	583,000	2,435,000	-1852000	-76.057495
Operating Expenses	702,000	859,000	-157000	-18.277066
Operating income	-119,000	1,576,000	-1695000	-107.55076
Interest Expense	429,000	414,000	15000	3.6231884
Total Other income/ expenses net 	-376,000	82,000	-458000	-558.53659
Income before taxes	-924,000	1,244,000	-2168000	-174.27653
Net income	-715,000	881,000	-1596000	-181.15778


The percentage changes in gross profit in 2020 have been relatively lower due to lowers sales. Hilton Hotel accounts for lowers sales and costs of goods sold in 2020 as compared to 2019. This resulted in a negative percentage of gross profit.
Future noted Hilton reduced its operating expenses by around 157000 as its experienced a negative sale. Other operating expenses such as interest expenses and day-to-day expenses also be reduced in 2020. This happened due to the COVID-19 pandemic. Hilton is able to reduce its costs when it noticed lower sales and services in 2020. This is a good sign in partial view. But overall growth rate seems negative due to lower sales and revenue.  
The overall growth has been relative lowers in 2020 as compared to that of the fiscal year 2019. Although Hilton Hotel has strong profitability conditions and goodwill, the financial statement shows negative and lower growth in 2020 comprising the year 2019.

Balance Sheet 2019 & 2020		
Hilton Worldwide Holdings Inc. (HLT)		
	2020	2019	   Change	%    Change
Current Asset	4,202,000	2,093,000	2,109,000	100.76445
Non-Current Asset	15,810,000	12,558,000	3,252,000	25.895843
Total Asset	16,755,000	14,957,000	1,798,000	12.021127
Current Liabilities	2,431,000	2,871,000	-440,000	-15.32567
Non current Liabilities	15,810,000	12,558,000	3,252,000	25.895843
Total Liabilities	18,241,000	15,429,000	2,812,000	18.22542
Common Stock	3,000	3,000	0	0
Retained Earnings	-6,732,000	-5,965,000	-767,000	12.85834
Total Stockholders' Equity	-1,490,000	-482,000	-1,008,000	209.12863
Total Liabilities and Stockholder	16,755,000	14,957,000	1,798,000	12.021127


Absolute comparison
The calculated value shows that the overall value increased in 2020 as compared to that of the year 2017. The absolute value column showed that current assets, non-current asset, and total asset increased in 2020. On the other hand, current liabilities decreased and total stakeholder liabilities increased.  
Percentage comparison
The percentage changes value shows that Hilton Hotel has relatively high growth in current assets, non-current assets, non-current liabilities, retained earnings, and total liabilities. Overall business assets and liabilities increased in 2020 than that in 2019. Hilton Hotel increases capital as its expansion policies in post-pandemic times. The organisation needs to be more concerned about operating expenses and revenues as in 2020 Hilton have a relatively lower net income.


Outline the importance of using ratio analysis for decision making.
Ratio analysis is important for an organisation. With this tool, a firm can analyse its financial position, profitability, business and financial risk, liquidity, solvency, operational and managerial efficiency, accounting transparency and efficiency, managerial effectiveness, resources management and utilisation. A business organisation uses ratio analysis to taking important decisions (Chung and Yoon, 2013). The financial manager calculates the ratio and draws a trend line that indicates comparative financial results helpful for decision making. Both shareholders and creditors can use ratio analysis for taking an investment decision. Hilton Hotel has a strong presence in Global Hotel Industry (Mishra, 2018). The covid-19 pandemic has been impacting world economic growth very badly. Hotel and hospitality services were reduced significantly due to COVID-19, Hilton Hotel suffered very much in 2020 (Van Niekerk, 2020). The financial manager of Hilton Hotel should analyse its financial state with ratio analysis tools in taking a strategic business decision. The importance of ratio analysis is discussed below.

Analysis of financial statements
Internal and external stakeholders need to analyse all financial statements of a firm. It is a very easy way to interpretation of a firm income and financial statement with ratio analysis. Equity investment wants higher retained earnings and lower dividend payments as they focus on value and capital maximisation instead of profit maximisation (Kirsten, 2018). Ratio analysis uses return on assets, return on income, growth analysis, and risk analysis ratio. A stable and positive ratio indicates a safe and risk-free investment.  
Helps in understanding the stability and profitability condition of the business
Stakeholders use the profitability ratio to determine how profitable the firm is. The profitability ratio indicates the ability of a firm in generating operating profits. In general, it states the value of how a firm earns by investing every dollar. A higher profitability ratio indicates better operational proficiency (Chung and Yoon, 2013). Two common tools for analysing business profitability conditions such as gross profit margin and net profit margin ratio.
Analysis of operational efficiency of the firm
Hilton Hotel can practise account receivable ratio and account payable ratio, inventory turnover ratio, fixed asset turnover ratio and so many others for scrutinising the operational proficiency. This ratio indicates how efficiently the firm in managing operating items. A higher account receivable value indicates the firm has smooth cash inflows, and a higher payable ratio specifies that the firm has loyal and stable creditors or suppliers. Similarly, a lower investor turnover period shows that firm is more capable ion managing its regular inventory (Bashaija, 2018).  
Identifying business risks and financial risks of the firm
Organisations use ratio analysis for recognising internal and external business and financial risk factors. The financial manager identifies how much the firm is reliable on fixed costs and external debts. A stable firm can reduce fixed costs when it will experience a negative sale. Another important reason for using ratio analysis is to measure financial risk factors. Some important ratios such as Leverage ratio, DSCR ratio, interest coverage ratio, etc. are used in investigating external and internal financial risks (Iqbal, 2016). The financial manager investigates whether the firm is capable to use external debt or not.
Forecasting and planning for the future
A financial manager can find a trend by using the ratio of different variables and using the path for future forecasting. Hilton Hotel uses a trend analysis tool for critical analysis and decision-making. External stakeholder also uses this trend to take investment decision, whether they should invest in this organisation or not. Ratio analysis also compares the performance of the firm and taking strategic decisions.   


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 does no doubt that ratio analysis is very effective in performance analysis, general understanding and positioning of the financial flows. However, the financial researcher found a number of limitations in ratio analysis. These are addressed below.
Historical vs. Current Costs: Balance sheet items such as assets, buildings, or share valued in historical costs. On the other hand, income statement items show current costs. This historical and current costs value imbalance some ratio value. Stakeholders felt difficult to compare some ratios use to this inconsistency (Iqbal, 2016).
Inflationary effects: Another limitation of ratio analysis is inflationary effects. Generally, financial statements are made periodically. If big inflation happened, this will create a large deviation between part and present financial statement value (Li, 2018). The hotel organisation felt difficult in analysing the current business progress in that condition.
Operational Changes: Hotel industry has to change its operational structure according to technology and transportation advancement. Hilton Hotel has also changed its operational structure many times. This impedes financial analysis and trends-making action (Kirsten, 2018).     
Accounting Policies Historical Basis of Ratios: Hotel industry uses different accounting policies as compared to other industries like technology, telecommunication, etc. This result in different value in the ratio. Hence, the effectiveness of ratio analysis might be in vain (Bashaija, 2018).
Point in Time: Another limitation of ratio analysis is a different point of time. Some Ratio extracts accounting value from the company's final statement. Be noted that the firm accounts final statement at the end of the period (Kirsten, 2018). Seasonal or unusual decreases of profit or asset value impact ratio value also. This variety of limitations impact and restrict the usefulness of different ratio analyses in hotel industry.


Conclusion 
Today, hotel and hospitality industry have practiced more competitions and growth opportunities due to technology advancement. Hoteliers records effective financial data, use financial management for gripping market opportunities and taking strategic decision. This report stated ratio analysis of Hilton Hotel. Hilton Hotel have accounted a lower income, on the other hand, Hilton increased its investment, both assets and liabilities were increased. Hilton Hotel should adopt new business and operating policies to increase net income.    


References
Bashaija, W., 2018. Effect of Risk Management on Financial Stability of Micro Finance Institutions in Rwanda. European Business &amp; Management, 4(3), p.75.
Chung, Y. and Yoon, N., 2013. Plural Form, Risk, and Performance in the Hotel Industry. The Journal of Hospitality Financial Management, 21(1), pp.31-44.
Iqbal, U., 2016. Financial Performance in Daily Hotel and Business Management. Journal of Hotel &amp; Business Management, 05(02).
Kirsten, C., 2018. The role of financial management training in developing skills and financial self-efficacy. The Southern African Journal of Entrepreneurship and Small Business Management, 10(1).
Krylov, S., 2018. Target financial forecasting as an instrument to improve company financial health. Cogent Business &amp; Management, 5(1), p.1540074.
Laitinen, E., 2018. Financial Reporting: Long-Term Change of Financial Ratios. American Journal of Industrial and Business Management, 08(09), pp.1893-1927.
Li, L., 2018. A Study on Enterprise Risk Management and Business Performance. Journal of Financial Risk Management, 07(01), pp.123-138.
Mishra, S., 2018. Financial management and forecasting using business intelligence and big data analytic tools. International Journal of Financial Engineering, 05(02), p.1850011.
Singh, A., Schmidgall, R. and Zhang, Y., 2015. What Keeps Hotel Asset Managers Up at Night: Key Industry Issues and Proposed Solutions. The Journal of Hospitality Financial Management, 23(2), pp.147-150.
Van Niekerk, M., 2020. Business, Technology, and Marketing Trends Influencing the Financial Performance of The Hotel Industry. The Journal of Hospitality Financial Management, 24(2), pp.153-157.



















































2

image1.png




image2.png




