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[bookmark: _Toc104986718]Executive Summary
This report aims at evaluating the performance of the company named Hilton Worldwide Holdings Inc. which is a hospitality company managing portfolios of hotels around the world through horizontal ratio analysis. The report first starts with a horizontal ratio analysis and trend analysis by drawing a conclusion based on the results of the horizontal ratio analysis. The next sections present the importance of ratio analysis in the process of decision making and the limitations of ratio analysis in decision making.
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[bookmark: _Toc104986719]Introduction
[bookmark: _Hlk103560525][bookmark: _Hlk103474643]Financial management is one of the most important tasks performed by the managers in the organization. Finance is the core of running any business organization thus managing finance is important to run the business successfully. Financial management can be defined as the process of planning, organizing, directing, and controlling the financial activities of a company (Crane et al., 2012). Evaluation of the current performance of the company is also a part of financial management. The paper is a case study on Hilton Worldwide Holdings Inc. which is a hospitality company managing portfolios of hotels around the world. The first portion of the report starts with a horizontal ratio analysis of the company followed by a trend analysis of these ratios and drawing conclusions based on the results. The report also includes the importance of ratio analysis in decision-making and the limitations of ratio analysis in decision-making.


[bookmark: _Toc104986720]Financial Analysis
The given financial statement of the company is as follows:
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Ratio Calculations: 
	
	
	2019
	2020
	Change

	Gross Profit Margin
	25.76%
	13.54%
	-47.46%

	Operating Profit Margin 
	16.67%
	-2.76%
	-116.57%

	Net profit margin
	9.32%
	-16.60%
	-278.11%

	Return on Asset
	5.89%
	-4.27%
	-172.45%

	
	
	
	
	

	Current Ratio
	0.73
	1.73
	137.10%

	Debt to Asset Ratio
	83.96%
	94.36%
	12.39%



[bookmark: _Toc104986721]Financial Analysis Trends
Ratio analysis is one of the most important tools used by business organizations for evaluating the financial performance of the company (Brigham and Houston, 2011). In this section, the financial ratios will be calculated and compared with the year 2019 to 2020. These ratios are acted performance indicators of the business organizations that indicate how the company is performing in a specific period. 
Before driving into the ratio analysis of the financial statements, first, the horizontal analysis of the financial statement will be discussed. First, the analysis of the change in income statement figures is discussed below:

[bookmark: _Hlk104988712]Figure 1: Change Analysis; Income Statement
From the figure above it is evident that the sales of the company have decreased by 54.4% indicating the company’s lack to capture the market due to the global pandemic of 2020. As the hospitality industry was the most affected due to the lockdowns and travel restrictions.  Along with the sales, the COGS has also decreased by 46.9%. The profitability of the company was also got affected thus reducing the gross profit by 76.1%, operating income by 18.3%, income before tax by 174.3%, and net income by 181.2%. Now moving on to analyse the changes in the figures of the balance sheet as follows: 

Figure 1: Change Analysis; Balance Sheet
From the figure above it is clear that the total asset section of the company has moved to an overall increase. The total asset of the company has increased by 12.02%.  Even though the liabilities have increased except for current liabilities, the total equity has been negative and decreased by almost 210%. That indicates the use of excessive long-term debt to finance the new asset as the equity has become negative. Now the next section includes the ratio analysis of the company.
Profitability Ratio: The profitability ratios are measured relative to different measures such as sales or total assets (Heesen and Moser, 2017). In other words, profitability ratios are measured to assess the business’s ability to generate profit relative to its operating costs, revenue, and assets (Goel, 2010). These ratios also indicate the company’s efficiency to earn profit. The higher ratios are generally preferable in the case of these profitability ratios.
Gross Profit Margin: The gross profit margin is calculated by dividing the gross profit of the company by the net sales or revenue of the company. Gross profit is the difference between the net revenue or sales and the cost of goods sold (Krueger, 2013).
The gross profit margin of the company is presented below:

Figure 2: Gross Profit Margin; Source: Author
The graph presented above shows that the gross profit margin was 25.76% in 2019 and it reduced to 13.54%. The gross profit margin has been reduced by 47.46% from the year 2019 to the year 2020. This indicates the company’s ability to generate profit has reduced over the year because both the sales and gross profit have reduced over the year.
Operating Profit Margin: The operating profit margin shows how much profit a business earns before it pays out its financial expenses and tax. This ratio is calculated by the operating profit or EBIT by net sales or revenue (Brigham and Houston, 2011). The operating profit margin of the company is presented below:

Figure 3: Operating Profit Margin; Source: Author
[bookmark: _Hlk103478105]The graph presented above shows that the operating profit margin was 16.67% in 2019 and it reduced to -2.76%. The operating profit margin has been reduced by 116.57% from the year 2019 to the year 2020. This indicates the company’s ability to generate profit has reduced over the year because both the sales and operating profit have reduced over the year.
Net Profit Margin: Net profit margin is the ratio that calculates the percentage of net profit earned for every dollar sale. Net profit margin is the most popular among the profitability ratios discussed. The net profit margin is calculated by dividing the net profit after tax by the net sales or revenue of the company (Morley, 2015). 
The net profit margin of the company is presented below: 

Figure 4: Net Profit Margin; Source: Author
The graph presented above shows that the operating profit margin was 9.32% in 2019 and it reduced to -16.60%. The operating profit margin has been reduced by 278.11% from the year 2019 to the year 2020. This indicates the company’s ability to generate profit has reduced over the year because both the sales and net profit have reduced over the year.
Return on Asset: Return on asset is a ratio that indicates how much profit a company earns for each unit of asset invested. The return on assets shows the efficiency of a company using its resources to generate profit for the company. The ratio is expressed as dividing the net income by the total asset of the company (Rees, 2011).
The calculated ROA of the company is presented below: 

Figure 5: ROA; Source: Author
[bookmark: _Hlk103524625]The graph presented above shows that the return on assets was 5.89% in 2019 and it reduced to -4.27%. The return on assets has been reduced by 127.45% from the year 2019 to the year 2020. This indicates the company’s ability to generate profit for each unit of asset invested has reduced over the year because the net profit earned has reduced from 2019 to 2020.
Liquidity Ratio: Liquidity ratios are most important as these ratios measure the firm’s ability to continue its day-to-day operations. The main kind of liquidity ratio that is most used is the current ratio.
Current Ratio: The current ratio is measured by dividing the current asset of the company by the current liabilities. Current ratios measure the company’s capability to pay for its short-term obligations with the current assets for a specific period. The current ratio above 1 is considered satisfactory and the higher the ratio the less the risk of financial distress. However, a very high current ratio indicates inefficient use of assets by the company’s management. The current ratio is called the current ratio as it shows the short-term liquidity or financial ability of the company. This ratio can also be called the working capital ratio. 
The current ratio of the company is presented below: 

Figure 6: Current Ratio; Source: Author
The graph presented above shows the current ratio of 2019 is 0.73 which is lower than 1 indicating the business does not have enough resources to pay for its short-term obligations. However, the current ratio has increased from the year of 2019 to 2020 from 0.73 to 1.73 indicating the company’s ability to pay for its short-term obligations is at a satisfactory level as the ratio is greater than 1.
Solvency Ratio: The solvency ratio is a measure that presents the company’s financial ability to pay for its long-term debts of the company. The solvency ratio measures the company’s long-term financial strength of the company. This ratio focuses on the long-term financial capability of the company (Johnson and Melicher, 2011).
Debt to Asset Ratio:  The debt to asset ratio is a solvency ratio that indicates how much of the asset is financed by debt. The debt to asset ratio is calculated by dividing the total debt or liabilities of the company by the total asset of the company.
The debt to asset ratio of the company is calculated below: 

Figure 7: Debt to Asset Ratio; Source: Author
The debt to asset ratio of the company is 83.96% which indicates 83.96% of the asset is financed by debt and the company is capable to pay its long-term liabilities with its assets. The debt-to-equity ratio has become 94.36% in 2020 indicates that the proportion of assets financed by debt has increased by 12.39%.
[bookmark: _Toc104986722]Importance of Ratio Analysis
Ratio analysis is one of the most important tools used for making financial decisions. Ratio analysis provides different aspects of financial performance. This ratio analysis shows the profitability, liquidity, and solvency of the company, and all of these are important elements to make decisions (Hrishikes, 2014). The decisions are made in the company considering all these aspects of the business. The profitability ratios show the company’s ability to generate profit. This insight is helpful to understand if the business doing well or earning profit. These ratios are also compared to analyze if the company is improving overall and if the company need to change its strategy or not (Johnson and Melicher, 2011). For example, if the company wants to invest more in a current project but wants to know whether it will be profitable or not, then the company can use profitability ratios to measure its profitability. The liquidity and solvency ratios both are important to measure financial capability. Measuring financial capability is important for making the decision to take a further loan for any project and measuring the risk of financial distress when deciding on any new project (Johnston and Johnston, 2016).


[bookmark: _Toc104986723]Limitations of Ratio Analysis
Ratio analysis has many limitations as a tool for making financial decisions. The first limitation is the use of historical data. Thus, deciding based on these can be misleading. In the case of any business so as the business of hotel management, analysis using this information can lead to misleading decisions as the present condition might be different from the historical information (Morley, 2015). The second limitation is the effect of inflation. This limitation says that the effect of inflation may affect the decision-making ability. For example, the company may be operating profitably at the previous inflation rate but the new rate may make the business unprofitable. Thus, to make effective decisions for the hotel management, the effect of inflation needs to be adjusted (Rees, 2011). The next limitation is the change in accounting policies. If the accounting policy changed in recent years, then the ratios are not comparable to the previous years and thus may affect the decisions made based on these comparisons. The hotel management companies must know how these changes affect the ratios and the results of these ratios to make effective decisions (Sagner, 2011). Understanding these limitations of the ratio analysis is important for any business organization as well as the hotel business management to avoid making misleading decisions for the company.


[bookmark: _Toc104986724]Conclusion
Ratio analysis is one of the most important tools used by business organizations for evaluating the financial performance of the company. The report aims at evaluating the performance of Hilton Worldwide Holdings Inc. which is a hospitality company managing portfolios of hotels around the world with horizontal ratio analysis followed by outlining the importance of ratio analysis and limitations of ratio analysis for making effective decisions.
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Gross Profit Margin	
2019	2020	0.257617435463394	0.13536104016716971	



Operating Profit Margin	
2019	2020	0.16673719847651292	-2.7629440445785931E-2	



Net Profit Margin	
2019	2020	9.3207786711807031E-2	-0.1660088228465289	



ROA	
2019	2020	5.8902186267299594E-2	-4.2673828707848402E-2	



Current Ratio	
2019	2020	0.72901428073841867	1.7285067873303168	



Debt to Asset Ratio	
2019	2020	0.83960687303603665	0.94359892569382275	
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Income Statement

Hilton Worldwide Holdings Inc. (HLT)

2020 2019 | Absolute 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 -115,000 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%
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Balance Sheet

Hilton Worldwide Holdings Inc. (HLT)

2020 2019 Absolute
Change
Current Asset 4202,000 | 2093000 | 2,109,000
Non-Cusrent Asset 15,810,000 | 12,558,000 | 3,252,000
Total Asset 16,755,000 | 14.957.000 | 1,798,000
Current Liabilities 2431,000 | 2,871,000 440,000
Non-current Liabilities 15,810,000 | 12,558,000 | 3,252,000
Total Liabilities 18,241,000 29,000 | 2,812,000
Common Stock 3,000 3,000 0
Retained Eamnings 6,732,000 | 5,965,000 | -767,000
Total Stockholders' Equity 1,490,000 | 482,000 | -1,008,000
Total Liabilities and 16,755,000 | 14,957,000 | 1,798,000

Stockholder





