Financial Management for the Hotel Industry



Financial Management for the Hotel Industry
Name student : Corina Iordan 
Id student : 2021277
Modules code :BMIH5007
Lecturer: Dale Clarke 

Executive Summary 
Hilton Hotel is a global brand which provides the services of hotels and resorts across the world. The total numbers of these hotels are around 8584 hotels. The headquarter of Hilton Hotel in McLean, US. In addition to this, the stock price of this company is 131.74 USD. The report focuses on the ratio analysis of the company to evaluate its financial health. The significance of the financial ratio has been illustrated in this context along with the limitations. 
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[bookmark: _Toc104484115]Introduction
Financial management is important for the organisation to improve the growth of the business.  However, the senior manager of Hilton Hotel is asked to produce a report for the Chief Executive of the company. Hilton Hotel is a global brand which provides the services of hotels and resorts across the world. the report will discuss the Horizontal ratios for 2019 and 2020 for illustrating the financial information of the business for the years 2019 and 2020.  In addition to this, the ratio analysis of the business will be computed with the help of the income statement and balance sheet. importance of using ratio analysis for decision making. Along with this, the investigation of the current limitation of the ratio in terms of fluctuation of the ratio will be evaluated in this report. 

[bookmark: _Toc104484116]Interpretation of the ratio 
The ratio in accounting is an important part which is calculated by two numeric variables of the financial information of the company. However, the computation of the ratios is based on the financial statements of the business Hilton Hotel. The main importance of financial ratios is to accounting different types of financial calculations (Faello, 2021). In addition to this, the ratio analysis will be incorporated in the below context to evaluate the entire financial condition of the Hilton Hotel. Besides this, the other reason for the financial ratio is to measure the relationships of the financial condition with the business functions in the business. 
[bookmark: _Toc104484117]

Calculating the different ratios on the basis of financial information for 2019 and 2020 
The calculation of the Horizontal ratios for 2019 and 2020 with the financial information of Hilton ratio. Besides this, the evaluation of the financial ratio will be analysed to determine the profitability, liquidity, and solvency of the organisation. The calculation will be evaluated with the help of the authentic formula.
	Profitability Ratios

	Ratios
	Formula 
	2019
	2020

	Gross profit 
	
	 = 25.76%
	 = 14%

	Net profit 
	
	= 9.32%


	 = 17%

	ROCE 
	 x 100
	) x 100 = 1.07%
	 = 2.8%


 
Analysis of the above-calculated ratio: 
1. Gross profit
The gross profit of the business is defined by calculating the financial health of the Hilton Hotel. The above calculation has indicated the gross profit of the company for 2019 is 25.76% and for 2020 is 14%.  In addition to this, the company has faced business losses due to the high expenses of the products (Horvat, et al., 2019). The sales of the products of Hilton Hotels have been decreased in the time of the pandemic as compared to the previous year. The business operating expenses of the company have been high during the pandemic as the company has needed to spend high expenses to maintain the sanitization process. Thus, the financial health of the Hilton Hotel has fallen. 
2. Net profits
The net profits of the organisation are the measurement of the entire profits of the business. The above calculation has interpreted that the net profit of Hilton Hotel in 2019 is 9.32% and for 2020 is 17%. Thus, the company has focused on improving its financial performance of the company. The financial performance has improved during the pandemic as compared to the previous year. The company has placed the correct pricing of the products and services so that net profit has been improved in 2020. The management of the company has made good cost control during the time of the pandemic. Thus, some of the customers have maintained their brand loyalty to Hilton Hotel (accountingtools, 2020).
3. Return on capital employed 
The return on capital employed is defined by the measurement of comparing the profitability of the company after using the capital of the company. The above calculation has highlighted that return on capital employed for 2019 is 1.07% and for 2020 is2.8%. The management of Hilton Hotel has used its capital and assets in a proper way. Thus, the return on capital employed has been increased in 2020 as the company has used all the funds and working capital, trading capital and debt, and equity inefficient way as compared to the previous year. Thus, the organisation has not faced high losses in 2020 due to their product use of all the funds (Isaac, 2018).
	Liquidity Ratios

	Ratios
	Formula 
	2019
	2020

	Current ratio 
	) 
	 = 0.71:1
	 = 1.8:1

	Quick ratio 
	
	= 0.10:1


	 = 1.8:1



Analysis of the above-calculated ratio: 
4. Current ratio 
The definition of the current ratio is indicated by the entire liquidity of the business. The current ratio has been highlighted that the ratio in 2019 is 0.71:1 and in 2020 be 1.8:1. Thus, the organisation has faced low liquidity in the business in 2019 and moderate liquidity in the business (Messa, et al., 2018). however, the company has moderate liquidity in the business so that managers and employees can pay all the short terms obligations of the business. Along with this, the management of the company can pay all the debts of the business to the stakeholders of the company. The entire liquidity of the business is moderate so the brand image has been maintained in 2020 within the market. 
5. Quick ratio 
The quick ratio is the other part of the financial ratio of the business. The illustrated calculation has highlighted that the value of the quick ratio in 2019 is 0.10:1 and in 2020 is 1.8:1.   However, Hilton Hotel has maintained liquidity in the present year. The management of Hilton Hotel has used its capital and assets in the proper way (Couto, et al., 2020). However, the company has paid all the short terms obligations of the business at a specific time to the stakeholders of the company without selling any inventory in the market. 
	Gearing/ Solvency Ratios

	Ratios
	Formula 
	2019
	2020

	Gearing 
	Debt/Equity
	2871000/482000
= 6
	2431000/1490000 =1.7

	Working capital turnover 
	(Sales/ Net current asset)
	)
= 4.6
	)
= 1.02

	Total assets turnover 
	
	(94452000/14957000-2871000) = 7.9
	) = 0.30

	Debtor days 
	
	2093000/9452000x365 = 81 days 
	4202000/4307000x365 = 266 days 

	Creditor days
	
	2871000/9452000x365 = 107days
	2431000/4307000x365 = 206 days



Analysis of the above-calculated ratio: 
6. Gearing
The meaning of the gearing is representing the comparison between the total equity of the company to the total debts of the company (accountingtools, 2022). The illustrated calculation has highlighted that the value of gearing in 2019 is 6 and in 2020 is 1.7. however, the management of Hilton Hotel has accomplished all the business operations and used the business capital in a proper way. Thus, the company has reduced their debts as compared to the equity in the business. Thus, the company has faced low risk in the context of financial aspects. 
7. Working capital turnover
The working capital turnover means how efficiently the business can use the working capital to generate the sales of the products and services. However, the illustrated calculation has highlighted that the value of working capital turnover in 2019 is 4.6 and in 2020 is 1.02. Thus, the working capital has not been used properly to sales of the products and services. The low working capital indicates that the company can face low liquidity in future. 
8. Total assets turnover
The total assets turnover is referring to the entire efficiency of the company to generate revenues (accountingtools, 2020). The calculation interpreted that asset turnover in 2019 is 7.9 and 0.30 is in 2020. However, this financial information directs the management of Hilton Hotel to use their capital and assets in a proper way. Thus, the company needs to use all the funds and working capital, trading capital in an efficient way as compared to the previous year (Florczak, 2020).
9. Debtor days
The main definition of debtor days is how much time is to take all the payments from the business market. On the other hand, the days of the debtor is indicating is that in which period the company can get payment from the customers and other stakeholders of the business (Faello, 2021). The calculation has highlighted that debtor days were 81 days in 2019 and 266 days in 2020. This indicates that Hilton Hotel has gotten all the payments from customers in many days as compared to the year 2019. This has happened because of not so good professional relationship between customers and managers. 
10. Creditor days
The main definition of creditor days is how much time is to give all the payments to the business market and suppliers of the business (Isaac, 2018). In addition to this, the calculation has highlighted that creditor day was 107 days in 2019 and 206 days in 2020. The professional relationship and coordination between customers and managers are not good. This indicates that Hilton Hotel has given payment to suppliers in many days as compared to the year 2019.  This has not been beneficial to maintain the brand image within the market (Faello, 2021). 
[bookmark: _Toc104484118]Description of importance through using ratio analysis for decision making
The importance of the ratio of financial information is described below: 
1. The main importance of financial ratios is to account for different types of financial calculations. The other role of the financial ratio is to measure the relationships of the financial condition with the business functions in the business. 
2. The financial ratio indicates that the business is improving the financial health of the organisation. This determines the measurement of the entire profits of the business in the current days (Chrisos, 2019). 
3. The financial ratio highlights the measurement of comparing the profitability of the company after using the capital of the company. In addition to this, the ratio is indicating the entire liquidity of the business. In addition to this, the financial ratio is representing the comparison between the total equity of the company to the total debts of the company. 
4. Another focus of the financial ratio is that it measures the efficiency of the company to overcome financial losses. In addition to this, the financial ratio determines the profitability, liquidity, and solvency of the organisation (SZYDLOWSKA, 2018). 
[bookmark: _Toc104484119]Limitation of ratio analysis in terms of analysing fluctuations in financial growth in hotel management 
The illustration of the constraints of ratio analysing are described below: 
1. The major limitation of the ratio analysis is that it is based on the previous data of the company. The current data is not used in evaluating the financial ratio (De Neve, et al., 2020). 
2.  The calculation of the ratio is not enough for analysing the external accounting factors of the business.  The ratio analysis is not enough to measure the efficiency of the employees of the company. 
3. The values of the financial ratio may become manipulative if the wrong financial ratio is computed by the employees (Nugroho, et al., 2021). 
4. The deficiencies and approximations in financial evaluation can be made if managers can use previous financial information. Thus, the manager of the company can take the wrong decision in financial aspects with a wrong evaluation of the ratio. 


[bookmark: _Toc104484120]Conclusion 
The senior manager of Hilton Hotel has been asked to produce a report for the Chief Executive of the company. The report has discussed that financial management is important for the organisation to improve the growth of the business.  Along with this, the ratio analysis of the business has been calculated with the help of a balance sheet and income statement. In addition to this, the investigation of the current limitation of the ratio has been calculated in terms of fluctuation in this report. The above study has interpreted analysation of ratios for 2019 and 2020 for illustrating the financial information of the business.  In addition to this, the significance of using ratio analysis for decision making has also been evaluated in this report. 
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