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Executive Summary
This report evaluates the performance of Hilton Hotels. First, it evaluates the trend in performance, and then evaluates the financial ratios. The ratios show that there was a decline in performance in 2020, because of the Corona virus pandemic. While the ratios have the advantage of making it possible to show trends and also compare performance with the rest of the industry, there are limitations in that they can conflict each other or may not give meaningful information. This is why the hotel industry has to evaluate other additional information to make it possible to make right decisions. In short, there was an overall decline in performance of Hilton hotels, and this can be related to Corona virus pandemic. 
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Introduction

Hilton holding is a group of hotels that operates worldwide. It is a US multinational company that was started in the year 1919. From the time it was started, it has opened branches all over the world, leading to its growth, and it is worth over 4billion US dollars as of 2020, with over 1700000 employees. The various stakeholders of the company are thus concerned about its performance, and this is why they have to evaluate the financial statements published by the company. However, financial statements alone may not tell much, and this is why ratio analysis is crucial. This report evaluates the performance of Hilton Holdings inc for the years 2019 and 2020.
Financial Analysis
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	-54.43
Cost of goods sold	3,724,000	7,017,000	-3,293,000	-46.93
Gross profit	583,000	2,435,000	-1,852,000	-76.06
Operating Expenses	702,000	859,000	-157,000	-18.28
Operating income	-119,000	1,576,000	-1,695,000	-107.55
Interest Expense	429,000	414,000	15,000	3.62
Total Other income/ expenses net 	-376,000	82,000	-458,000	-558.54
Income before taxes	-924,000	1,244,000	-2,168,000	-174.28
Net income	-715,000	881,000	-1,596,000	-181.16
 	 	 	 	 
 	 	 	 	 
 	 	 	 	 
 	2020	2019	Change	% Change
Current Asset	4,202,000	2,093,000	2,109,000	100.76
Non Current Asset	15,810,000	12,558,000	3,252,000	25.90
Total Asset	16,755,000	14,957,000	1,798,000	12.02
Current Liabilities	2,431,000	2,871,000	-440,000	-15.33
Non current Liabilities	15,810,000	12,558,000	3,252,000	25.90
Total Liabilities	18,241,000	15,429,000	2,812,000	18.23
Common Stock	3,000	3,000	0	0.00
Retained Earnings	-6,732,000	-5,965,000	-767,000	12.86
Total Stockholders' Equity	-1,490,000	-482,000	-1,008,000	209.13
Total Liabilities and Stockholder	16,755,000	14,957,000	1,798,000	12.02



Overall, the analysis shows deterioration in performance since the sales revenue fell by 54.43%, and the net income declined by 181.16%. While the expenses also fell, the fall in revenue adversely impacted the profitability of the company. 
The current assets increased by 100.76% because they were not utilized in 2020, due to corona virus pandemic. Current liabilities increased by 12.02%, The total liabilities increased by 18.23%. These statistics show there was an overall decline in performance of the company because of Corona Virus pandemic. 
Financial Analysis Trends

Horizontal ratios for 2019 and 2020
Profitability ratios
These ratios evaluate whether a company is creating value for the shareholders or not. With positive profits, it means that the value of company shares improves. The negative ratio shows poor performance that has to be rectified. Growth in the ratios towards the positive direction indicates the good performance of a business (Marr, 2012). Gross profit and net profit ratios can help understand the performance of the company. The table below summarizes the performance of the company;
Ratio	Formula	2019	2020
Gross profit margin	Gross profit/Total sales*100	25.76	13.54
Net profit margin	Net profit/Total sales*100	9.32	-16.60

(Yahoo Finance, n.d)

The chart below summarizes the gross profit and net profit margin;



The gross profit margin shows that there was a significant drop in profitability of the company from 25.76% in 2019 to 13.54% in 2020. This can be associated with the fact that the Coronavirus pandemic reduced visits to hotels and the occupancy rates were very low. However, the ratio was positive, showing that there was potential to create value for the shareholders. 

 For the net profit ratio, there was also a significant drop from 9.32% in 2019 to -16.60% in 2020. The reduced sales due to the pandemic is a major factor that explains the performance. However, it shows that the company did not do enough to cut various expenses, such as salaries, so as to generate positive value for the customers. Since it was an unforeseen occurrence, it had negatively affected the performance of the company in a significant way. Going forward, it was expected that the industry adapts safer ways of serving the customers and also reduce expenses so as to create some value. 
Liquidity ratios
These are ratios that tell whether a company can pay its short-term obligations that fall due. For the hotel industry, there is a need to have liquid cash since there are many items that would have to be purchased on a daily basis (Coulon, 2020). Difficulties in meeting daily obligations can mean that there are difficulties in serving customers who need consumables in the hotel. The following is the summary of the liquidity ratios for the selected two years;
Ratio	Formula	2019	2020
Current ratio	Current assets/current liabilities	0.73	1.73
Cash ratio	Cash and equivalents/Current liabilities	0.19	1.32

(Yahoo Finance, n.d)

The current ratio was 0.73 in 2019 and improved to 1.73 in 2020. The reason for this was because of the improved current assets. The current assets for the period improved because the operations of the company had reduced due to the pandemic. The current liabilities were not rising in the period because the company was not engaging in many operations. This is why the ratio improved, an indication that the company was in a better position to pay its current obligations. 
The cash ratio is a better measure of liquidity because it shows whether the available cash and equivalents are in reasonable quantities to pay current liabilities. The observation is that the ratio improved from 0.19 in 2019 to 1.32 in 2020. The reason for improved performance was that less cash was being utilized in 2020 in operations. The slowing of operations in the month is because of the pandemic, which meant fewer customers going to the hotel industry. 
Activity ratios
These are ratios that show whether a company is utilizing its assets well in creating value. The two ratios evaluated in this case are the receivable turnover and payable turnover. It is expected that the receivables are paid within a short period so that they can be invested in the company (Hisrich & DaSilva, 2015). if the payables take long to pay, it is better for the company. The following is the summary of the two ratios;
Ratio	Formula	2019	2020
Receivable turnover	Net sales/Average receivables	1.94	1.06
Payables turnover	Cost of goods sold/Average payables	6.66	1.66

(Yahoo Finance, n.d)

From the analysis, the receivable turnover was small, mainly 1 times for the two years. There was a slight decline from 1.94 in 2019 to 1.06 in 2020. This shows a decline in performance, showing that the stock was slow-moving as sales declined with the pandemic affecting business activities. There was a need for the company to find ways of boosting sales regardless of the pandemic conditions. 
The payables turnover declined from 6.66 in 2019 to 1.66. it shows that the company took more time to pay its short-term liabilities in 2020. This is because the business was not doing well (Marr, 2012). While the company was not doing well during the period, there is a need to also evaluate leverage in the company. 
Leverage ratios
The leverage ratios show the extent to which debt has been used to finance the operations of the company. There is a need to ensure that the company does not face the risk of bankruptcy by having too much debt, but at the same time, there is a need to ensure that the company benefits from the debts as a source of financing (Hisrich & DaSilva, 2015). The following is the summary of the leverage ratios selected;
Ratio	Formula	2019	2020
Debt ratio	Total debt/total assets	0.61	0.69
Debt-equity ratio	Total debt/total equity	19.01	7.8



The debt ratio measures the extent to which debt has financed assets. The ratio slightly increased from 0.61 in 2019 to 0.69 in 2020. This shows that there was a slight increase in debt. The company borrowed debt considering the poor performance in the year 2020. This was necessary to invest in changes that could help deal with the pandemic. It shows that the debt is slightly lower than the value of company assets, hence no threat of bankruptcy (Coombs et al. 2005). 
The debt-equity ratio shows that the ratio decreased from 19.01 in 2019 to 7.8 in 2020. This is far higher than the industrial average of 2.6. It shows that the company debt is far much higher than equity. While there is no risk as the company has assets to secure the debt, it is doing poorer than the rest of the industry and needs to manage its debts going forward (Marr, 2012). Prioritizing share capital can help reduce the cost of debts. 
The summary of the company's performance is that the COVID 19 pandemic adversely affected the company's sales, leading to negative profits in the year 2020. This trend is negative and needs to be managed by coming up with measures that can ensure that customers are served without putting the risks of the customers and the workers in danger. There is a need to find ways to remain relevant in the industry and generate profits amid the pandemic. This requires creativity on the part of the company (Walsh, 2010). the declining sales and profits, as well as company operations, have led to poor activity ratios for Hilton hotels. The low activity and sales have meant that there are idle current assets that make the liquidity of the company strong. However, the debt ratios have remained stable, and there is no risk of bankruptcy faced by the company. 

Importance of using Ratio Analysis
The use of financial ratios is important because it makes it possible to compare one variable against the other. An example is where it is possible to compare debts with the assets to find out whether the assets can pay for debts; hence the company remains with a positive net worth. It makes sense to compare variables in financial statements against each other. The financial ratios also help compare performance over a period. Additionally, it makes it possible to compare the performance of a company with another peer in the industry (Baker & Powell, 2005). An example is where ratio analysis helps compare two performances of two companies, even if the total capital invested in each of the two companies is different. Having ratios rationalize the comparison and can help stakeholders deduce important information for their decision-making (Sonar, 2020). 
Limitations of Financial Ratios
While the financial ratios are important in the analysis of the performance of a business entity, there are various limitations. An example is where two ratios in the same category contradict each other, leading to confusion on what to do. An example is where one leverage ratio shows that the company faces bankruptcy while the other shows that there are no such risks. This can lead to indecision. Another challenge of these ratios is that some ratios may become irrelevant for some industries. An example is the cash ratio in the banking sector, which can be misleading since banks deal with cash as their products. Finally, the ratios are as good as the financial statements (Walsh, 2010). If the financial statements are wrong, then the financial ratios are also misleading. This is why there is a need to use non-financial information alongside the financial ratios when making decisions. There is a need to evaluate other aspects such as future projects by the company, any pending legal suits and the management quality of a business. 
Conclusion
In conclusion, the financial ratio analysis shows that Hilton hotels and the industry, in general, are facing challenges in performance. This can be associated with covid 19 pandemic that has affected business activities. However, the company remains resilient since it has not overused its debts, and the liquidity remains stable. There is a need to come up with strategies that will reduce costs and boost profits. Methods to increase sales without compromising on the safety of staff and customers are desirable. While the financial statements are important, there is a need to use other information when making decisions to reduce the limitations that are associated with the use of the ratios. 
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