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Executive Summary
The purpose of the report is to analyse the financial statements of Hilton Worldwide Holding Inc for the period 2019 and 2020 to perform the year-on-year percentage change in significant financial variables. This report will also explore some significant vertical ratios such as liquidity and solvency ratios for Hilton. Finally, the report will present the importance of ratio analysis in decision making for the stakeholders of Hilton and the limitations associated with such analyses.
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This report will conduct a horizontal ratio analysis of the financial figures of Hilton Worldwide Inc for the periods 2019 and 2020. I will also measure the efficiency and solvency of Hilton through relevant ratio analysis. Next, I will explain how Rati analysis helps the company in logical and informed decision making. Finally, I will stay the limitations of rationally and recommend ways to consider during the analysis.
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Horizontal ratio analysis relates to the analysis of percentage change in financial variables over some periods. Commonly, financial managers look into the percentage change in variables in the current period in relation to the prior period to find trends and other comparative information. Comparative horizontal rationalises helps managers to keep control in the amounts of financial variables and take necessary measures if any discrepancy occurs (Paton and Russell Alger Stevenson, 2016).
In this section, I will be conducting the horizontal ratio calculation and presenting the interpretation of the financial variables for Hilton Worldwide Holdings Inc for the financial years 2019 and 2020. In The table below, I have used the amounts of variables presented in the assignment brief and the calculation of the percentage change is based on the automated formulaic operation in Microsoft Excel.

	Income statement 2019 & 2020

	Hilton Worldwide Holdings Inc. (HLT)

	 
	2020
	2019
	Change
	%Change

	Fiscal Year Ends
	31/12/2021
	31/12/2020
	 
	 

	Sales
	4307000
	9452000
	-5145000
	-54

	Cost of Goods Sold
	3724000
	7017000
	-3293000
	-47

	Gross Profit
	583000
	2435000
	-1852000
	-76

	Operating Expenses
	702000
	859000
	-157000
	-18

	Operating Income
	-119000
	1576000
	-1695000
	-108

	Interest Expense
	429000
	414000
	15000
	3.60

	Total Other Income/Expenses Net
	-376000
	82000
	-458000
	-559

	Income Before Taxes 
	-924000
	1244000
	-2168000
	-174

	Net Income
	-715000
	881000
	-1596000
	-181





Before starting the analysis, one common underline cause should be mentioned that has significantly influenced the financials of Hilton during the periods. This hidden macroeconomic effect is the advent of the COVID-19 pandemic. Because of Hilton being a hospitality company, it has been severely affected because of the lock downs and restrictions on peoples travel and tourism activities throughout the globe.
From 2019 to 2020, Hilton experienced a decrease of about 54% in its revenue. That is, the revenue of the company filled by more than half due to discontinued tourism activities. This effect was undoubtedly a direct consequence of the pandemic. As a result, the cost of sales of the company should have been reduced to the same extent whereas the reduction in cost was less than the reduction in revenue, being around -47%. This change can be attributed to increase materials of production and service provision for the company. As a net effect, the gross profit of Hilton has reduced by 76% in comparison with the prior period. The profits were around 2.4 million in 2019 and it was reduced to only about 583,000 in 2020. Despite the reduction in the overall operations, the operating expenses of the company reduced only by 18% from prior period. The only item with a positive change of 15000 is interest expense as it increased by 3.62% between 2019 and 2020. The most changed item is total other income/expenses net. This change was -458000 or -558.54% between two years, which indicates that while income from other sources was greater than total other expense in 2019, it was the opposite in 2020. The change in net income before tax between two years is -2168000 or -174.28%, This means that net income before tax reduced and resulted in net loss in 2020. And accounting for the operating expenses and other income and expenses, Hilton had to face a loss of 715,000 in 2020 from a profit of 881,000 in 2019. The percentage change in net profit after tax is beyond imagination, which is -181%. The common conclusion drawn from the financial operations of Hilton is that any unexpected situations can lead the revenue of the company to fall significantly but costs and expenses do not reduce to the same extent and these activities result in huge losses for the company (Weygandt, Kimmel and Kieso, 2019).




	Balance Sheet 2019 & 2020

	Hilton Worldwide Holdings Inc. (HLT)

	 
	2020
	2019
	Change
	%Change

	Current Asset
	4202000
	2093000
	2109000
	101

	Non-Current Asset
	15810000
	12558000
	3252000
	26

	Total Asset
	16755000
	14957000
	1798000
	12

	Current Liabilities
	2431000
	2871000
	-440000
	-15

	Non-Current Liabilities
	15810000
	12558000
	3252000
	26

	Total Liabilities
	18241000
	15429000
	2812000
	18

	Common Stock
	3000
	3000
	0
	0.00%

	Retained Earnings
	-6732000
	-5965000
	-767000
	13

	Total Shareholder's Equity
	-1490000
	-482000
	-1008000
	209

	Total Liabilities and Stockholder's Equity
	16755000
	14957000
	1798000
	12



Now looking at the statement of financial position part of the table, it appears that current assets where almost doubled in 2020 than in 2019. Noncurrent assets on the other hand increased as well by 26%. This increase in current and noncurrent assets can be attributable to the increase in noncurrent liability to the same extent. The total asset has increased 1798000 or 12% in 2020 than total asset of 2019. However, there is evidently a decrease of 15% or 440000 in current liabilities in 2020 and an increase of 26% or 3252000 in non-current liabilities. Therefore, the total liabilities increased by about 18% or 2812000 in 2020 compared to 2019.There was no change in common stock number throughout the years, so no new common stock has been issued. We can also see an increased retained loss of 767000 in 2020. In other words, the retained loss increased 13% more in 2020 than 2019.The stockholders’ equity for Hilton decreased from -482,000 in 2019 to -1,490,000 in 2020. This change is 209% which is obviously significant and a real cause of concern for the management of the company. The stockholders’ equity of negative 1.5 million bears a very bad impression to investors in the market who will not find confidence in investing in the company (Kieso, Weygandt,  and Warfield, 2018). 
Finally, we can see the total liability and shareholder’s equity has increased 12% or 1798000 in 2020 compared to 2019. This was mostly because of the increase in non-current liabilities.  To come out of this situation in a profitable way, the company should look for alternative sources of revenue and Foster sustainable growth by conducting intensive research and development activities.
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Below are some other important ratios and their interpretation in light of the financial data of Hilton for financial years 2019 and 2020.
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Table 1: Relevant ratio calculation for Hilton Worldwide Inc in 2019 and 2020 (Student’s Analysis, 2022)
The debt-to-asset ratio implies what portion of a company's total assets constitute the company's total debt (Robinson, 2020). For Hilton in the given table, its debt-to-asset ratio was 0.84 in 2019 which increased to 0.94 in 2020. The higher the debt-to-asset ratio, the higher the chances that a company can default on its outstanding long-term loans and borrowings. For Hilton in 2020, 94% of its total assets are clogged up as debt implying a high leverage risk for the company. Hence, the company's leverage risk is very significant (Wilson, 2018). As such, if sudden claims by debtholders are made on the company's assets, Hilton may have to liquidate its business.
The return on asset (ROA) for Hilton was almost 6% in 2019 which reduced significantly and became negative 4% in 2020. That is, the company incurred losses in 2020. A negative return on asset signals negative information in the market which may hurt share prices in the short term.
The net margin of Hilton reduced from positive 9% in 2019 to negative 16% in 2020. That is, despite selling sufficiently, the company could not generate profits in 2020. This loss situation has decreased the company's equity. The operating margin of the company has also followed the same trend. It was positive in 2019 but reduce significantly and indicated a negative operating margin in 2020.
The current ratio implies the liquidity of a company by providing a measure of the ratio between the company's current assets and current liabilities (Wahlen, Bradshaw,  and Baginski, 2018). The current ratio of Hilton in 2019 was 0.73, implying that the company had only 0.73 pound current asset for every 1 pound of current liability. The position in 2020 went positive, however, the current ratio being 1.73 which was quite near to the standard. The higher the current ratio of a company, the stronger the company's liquidity to meet the demand for short-term creditors instantly.
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Russian analysis provides relative measure in standard absolute comparison and that is why it is very relevant in comparative analysis both horizontally and vertically. The importance of ratio analysis in decision making in terms of Hilton is as follows.
1. Logical comparison: Ratio analysis measures various financial variables and compares them on the basis of relative measures such as the percentage. For example, the absolute change in the sales figure of a company from one period to another is unnecessary unless it can be measured the ratio of the change in light of the sales figure in the prior period (Gibson, 2013). 
2. Business risk identification: Ratio analysis provides various measures of risk by comparing a company's current and noncurrent liabilities with other variables. 
3. Planning and future forecasting: Ratio analysis helps the company to identify and observe past trends in various figures such as sales or operating income. Based on the trend in a specific variable change, the future estimate of the variable can easily be made on the basis of the past information which is calculated through ratio analysis.
4. Measures of efficiency: Ratio analysis provides the guideline for measuring the efficiency of the operations of a company. For example, the horizontal analysis in sales figures and profit figures indicates how better or works the performance of the company has been in terms of the prior period (Thomas, Tietz, and Harrison, 2019). 
5. Way of corrective actions: A company can make period to period comparison through ratio analysis to find what negative changes have taken place regarding the financials of the company. If the management games any negative change to be of great significance, it can identify the reasons for such change and take necessary correct directions so that the change can be reduced or eliminated to an acceptable level.
6. Comparison between businesses of unequal sizes: It is undoubtedly illogical to compare the financial strength and performance of a large business with those of another small business in the same industry. But ratio analysis provides a comparative or relative measure (F  J  C Benade et al, 2017). From that perspective, even a logical comparison can be made between a large and small business.
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As I have discussed that ratio analysis is significantly a key player in the effective decision making of any company like Hilton. It has some limitations as well which are important to know so that the probable pitfalls during business decisions can be avoided and taken proper care of. The limitations are:
1. Historical information: Critics argue that the information on whose basis the ratio analysis is performed is historical and it does not relate to the current or future period. From that perspective, analysing past data is not quite useful because the events have already occurred. However, past information is still useful in predicting future trends and taking corrective actions.
2. No importance on external factors: The external factors such as the market impression or the effect of current research and development on future sales are overlooked. That is, ratio analysis is limited to only the internal financial variables of the company which are obviously calculated but it does not takes into account other external factors.
3. No focus on the human element: Ratio analysis only focuses on the outcome but it does not shed any light on the human element of the organisation which is the building block of organisational efficiency and revenue generation. For example, one efficient department of head of Hilton may be significant to the efficient operations of the company (Steffy, Zearley,  and Strunk,  2014). His skills, abilities, and experiences are not reflected in the ratio analysis.
4. No consideration of seasonal effect: Sometimes, the amount of sales and relevant cost of sales there is from season to season or from quarter to quarter due to the type of the product the company operates in (Green, 2013). For example, Hilton and its business activities remain completely occupied during the summer season when the demand for travel and tourism services is high. The opposite occurs when the summer is gone and in other seasons Hilton does not generate the same amount of revenue as in summer. Therefore, such analysis makes the comparison illogical when making comparisons from one season to another or from one quarter to another.
Despite all the limitations discussed, ratio analysis is essential for companies as well as other stakeholders to have a clear and complete ID about the financials and the relationship between variables of the company. 
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Conclusion
The ratio analysis for Hilton revealed the poor financial condition and performance of Hilton in 2020 in comparison with 2019. As stated earlier, the downward trend in profits and operations was due to the advent of the COVID-19 pandemic. The last situation also had negative complications on the market price of the shares of the company. It is recommended that the company undertakes innovative actions to regenerate the lost profits through providing more products and services than before. 
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2020 2019

Debt-to-asset ratio Total debt/Total asset 0.94 0.84

Return on asset (ROA) Net income/Total asset -4.27% 5.89%

Net margin Net income/Total sales -16.60% 9.32%

Operating margin Operating income/Total sales -2.76% 16.67%

Current ratio Current asset/Current liability 1.73 0.73

Ratio Formula

Result


