Executive Summary: Hilton Worldwide Investment Appraisal
1. Overview & Single-Project Appraisal
This report evaluates capital investment options for Hilton Worldwide Holdings Inc. over a 5-year timeline, assuming an 8.00% cost of capital. Initially, a single Smart-Room Upgrade Project ($1,000,000 initial outlay) was appraised using three foundational financial models.
The project demonstrates strong standalone viability:
Payback Period (3.29 Years): Capital is fully recovered in approximately 3 years and 3.5 months, representing low liquidity risk.
Accounting Rate of Return (11.00% ARR): Average annual accounting profit comfortably exceeds Hilton's 8.00% hurdle rate.
Net Present Value (+$227,956 NPV): The project creates direct financial value for shareholders. On a standalone basis without budget restrictions, this project is financially acceptable.
2. Extended Multi-Project Evaluation
To reflect real-world hospitality management, the analysis was extended to compare three competing initiatives: Project A (Smart Rooms, $1.0M cost), Project B (Rooftop Solar, $800k cost), and Project C (AI Check-in Kiosks, $700k cost). Two additional discounted cash flow techniques were introduced: Profitability Index (PI) and Internal Rate of Return (IRR).
While Project A delivers the highest individual dollar profit ($227,956 NPV), Project C proves to be the most efficient user of capital. It achieves the highest Profitability Index (1.25) and the highest percentage return (17.29% IRR), generating $1.25 of present value for every dollar invested.
3. Capital Rationing & Strategic Recommendation
In practice, corporations operate under fixed budgets. When a $1,500,000 capital expenditure limit (Capital Rationing) is applied, choosing Project A becomes sub-optimal because it leaves $500,000 of unspent budget that cannot fund another project.
To maximize shareholder wealth, Hilton must select the combination of projects that generates the highest combined dollar return within the budget constraint:
Project A Only ($1.0M Cost): Generates $227,956 Total NPV.
Project B + Project C ($1.5M Cost): Fully utilizes the budget and generates a Combined NPV of $336,646.
This analysis demonstrates why NPV is superior to IRR for capital rationing: dollar values are additive, whereas percentage returns are not. By investing in the combination of Project B (Solar) and Project C (AI Kiosks), Hilton Worldwide Holdings Inc. creates $108,690 more wealth for shareholders than selecting Project A alone.
