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Executive Summary
The purpose of the report is to conduct the financial analysis of Hilton Holdings for the financial year 2019, and 2020. The report has revealed that Hilton experienced a deteriorating performance for the financial year 2020. The COVID 19 pandemic negatively affected the hospitality industry. This is because Hilton had to close some of its restaurants to reduce the spread of the virus. As an analyst, I would not advice an investor to invest in Hilton. 
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Introduction

Financial statement analysis is an important field in finance which attempts to analyze how the company has performed in the past few years. Comparison of ratios of one year to another indicate whether the company has improved from one year to another. Improving ratios is a measure of financial health, and performance of a company. This could attract investors to invest in a particular company. However, a decreasing ratio could hinder or prevent investors to withdraw their interest in a particular company. The report is about the performance of Hilton Worldwide Holdings Incorporation which manages a portfolio of hotels and operate in the hospitality industry. 





















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%
Costs 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%

 

The analysis shows that Hilton’s revenues decreased by 54.43% from 2019 to 2020. The decrease in revenues was mainly contributed by the COVID 19 which restricted international travel. The closure of international boarders significantly affected the hospitality industry. It’s important to note that Hilton mostly generate revenues from the foreign guests. Hilton also closed some of its restaurants due to the government regulations to curb the spread of the corona virus. The decrease of revenues by over half from the previous years affected the company’s profitability (Pyles, 2013).
The reduction in revenues means that there were less activities that occurred in 2020 compared to 2019.  The closure of some restaurants meant that few raw materials, and supplies were made in 2020. This had an impact in the reduction of cost of goods sold from $7,017,000 in 2019 to $3,724,000 in 2020.  The reduction in cost of sales negatively impact the management efficiency.

The gross profit is an important metric which evaluates the ability of a company to generate profit after the cost of sales is deducted from the revenues (Needles et al., 2010). A rising ratio means that the company’s profitability improved from one year to another. Based on the calculations, the gross profit of Hilton Holdings decreased by 76.06% from $2,435,000 in 2019 to $583,000. The decrease in gross profit was contributed by the decline in sales revenues.
Operating expenses constitutes an important item since they must be incurred when generating revenues (Pyles, 2013). A decrease in operating expenses can be recommended since it demonstrates effectiveness in the operations. Hilton’s operating expenses declined by 18.28% from $859,000 in 2019 to $702,000 in 2020. The decline could be attributed by a decline in sales, and marketing, and employee costs. Hilton laid off some staff during the pandemic since there was reduced operations.
Operating income shows the profit generated after operating expenses are subtracted from the gross profit (Pyles, 2013). A rising ratio means that the company’s profitability is improving. Based on the calculations, the operating income declined by 107.55% from $1,576,000 in 2019 to -$119,000 in 2020.  The decline in operating income is contributed by a decrease in revenues in 2020. 
The interest expenses increased from $414,000 in 2019 to $429,000 in 2020. The increase was contributed by the growing level of debt in its capital structure. Lenders like banks usually requires payment of interest obligations at a specific period of time (Ryan, 2007). Despite the decline in operations, Hilton continued to pay the obligations as agreed with the lenders. 
The net income is the most common item which shareholders or potential investors looks when determining the company’s profitability (Ryan, 2007). The net income usually determines whether shareholders will receive dividends after the company generates profits. The net income decreased by 181.16% from $881,000 in 2019 to $715,000 in 2020. The decrease was contributed by the decline in sales revenues from 2019 to 2020. It is evident that Hilton was unable to pay dividends to shareholders since it generated net loss in 2020. Overall, Hilton performed dismally in 2020 due to COVID 19 impact.
Balance Sheet
	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%


The balance sheet is an important element in determining the company’s financial condition or status at a particular year (Ryan, 2007). It reveals the financial risks which shareholders are exposed. The balance sheet usually includes current assets, non-current assets, current liabilities, long term liabilities, and shareholder equity. These items have different meaning or interpretation to the company.

Current assets indicate the available resources needed to meet the short-term obligations (Brigham & Houston, 2012). The analysis shows that current assets increased from $2093000 in 2019 to $4202000 in 2020. The increase in current assets is a measure of liquidity improvement in 2020. This might be contributed by increased inventory, cash and cash equivalents, and accounts receivables. Hilton Holdings can be recommended for the improvement in current assets. 
The total assets represent the resources which the company holds, and used in revenues generation (Needles et al., 2010). This includes buildings, property, and equipment used in generating sales revenues. A larger proportion of Hilton’s total assets include buildings such as restaurants. The analysis shows that total assets rose from $12.02% from $14,797,000 in 2019 to $16,755,000 in 2020.  
The current liabilities indicate the current obligations which the company current holds. The current liabilities decreased by 15.33% from $2,871,000 in 2019 to $2,431,000 in 2020. The decrease in current liabilities is an indication of the management effort to improve the liquidity position. Notably, a decreasing current liability is a favorable to the company since it’s not tied to the debts.  However, the total liabilities increased from $15,429,000 in 2019 to $18,241,000 in 2020. This meant that the financial risks of the company increased in 2020 due to long term borrowings.
The retained earnings of Hilton Holdings decreased by $767,000 from 2019 to 2020. The decrease win retained earnings led to a large decline in shareholder equity from -$482,000 in 2019 to -$1,490,000 in 2020. This means that the shareholder equity was exposed to financial risks in 2020. The decrease in net income lowered the company’s profitability. This had a negative impact on the retained earnings, and total shareholder equity reported in 2020. Although Hilton performed well in terms of liquidity, the financial risks of the company rise in 2020. 
Outline the importance of using ratio analysis for decision making:
Ratio analysis is used in demonstrating the financial performance and health of a company. Various stakeholders such as suppliers, customers, managers, shareholders, competitors, and government agencies rely on these ratios to make useful decisions (Kota, 2020).  It is usually done by analyzing the information available in the company’s financial statements.  Ratio analysis originated in the 19th century in the United States and was useful in evaluating the loan repaying capacity of companies.  The tool was latter extended to investors for business objectives, and increased market competitiveness. 
Financial ratios are specifically used in evaluating the company’s performance in terms of profitability, liquidity, management efficiency, and leverage position (Banerjee & Vaidya, 2022).  This provides the direction which the company is taking.  Ratios are useful in identifying the trends which impact the company’s performance (Brigham & Houston, 2012).  Ratios can be used as a benchmark in comparing a firm’s performance against a competitor operating in the same industry. Through the ratios, an analyst is able to identify gaps, strengths, opportunities, threats, and competitive advantages.  This may also help a company improve the competitive position of the company in the industry (Nilima, 2022). Ratios can be a useful took in indicating how efficiently a company utilizes its financial resources to generate revenues (e finance management, 2022).  This can specifically reveal whether the financial resources are underutilized or over utilized (Kota, 2020).  Liquidity ratios such as current, and quick ratios reveal the ability of a company to meet short term obligations. Notably, liquidity is usually important to suppliers since they are able to gauge whether a company has the capacity to pay when they supply raw materials, and other supplies. For instance, a company that has a current ratio of above 2.0 reveals that it’s able to meet the obligations on time. A current ratio below 1.50 could be an indicator that the company is experiencing liquidity challenges. This could further serve as a warning to suppliers that the firm is having a lower capacity to settle the short-term obligations on time. 
Ratios can be used in showing the financial risks which a company encounters in raising and repaying its debts.  This is usually reflected by the leverage or debt ratios (Kota, 2020). The most stakeholders which are mostly concerned with the leverage ratios are lenders, creditors, and bankers. For instance, a company that has increasing debt ratios could be an indication of bankruptcy. This would hinder the lenders from extending loans to such companies. Times interest earned (TIE) ratio usually reveals the ability of a company to pay interest expenses using the Earnings before Income, and Taxes (EBIT). A higher or satisfactory number of times shows the ability to meet the interest expenses when extended with loan. 
Profitability ratios is another category of ratios useful in the decision making. This category usually examines the capacity of a company to generate profits compared to operating expenses associated with the firm (Kota, 2020). A higher or improving ratio from one year to another is an indication of financial strength and health of a company. Most investors in the market are usually attracted to a company whose profitability ratios are improving. For instance, the net profit margin is an example of profitability that demonstrates the ability of a company to generate profit after interest expenses, and income taxes. A company that generates improved profit margin could indicate that it’s providing a positive return on investment. However, a company that experiences a deteriorating ratio could hinder investors from investing in the company.
Investigate the limitation of ratio analysis.
Financial ratios are important analytical tools used in business decision making. However, the ratios are associated with certain limitations which it’s crucial to understand (Vaidya, 2022).   Understanding the limitations of ratio analysis can help investors avoid the possible shortcomings.  Firstly, the management could manipulate the financial statements to make them look appealing to investors (Management Study Guide, 2022). The management is usually aware that investors or shareholders are interested with certain numbers such as cash flow, revenues, and net income. The management will manipulate these numbers within legal framework to look appealing. Investors will rely on these manipulated in calculating and interpreting the ratios. The financial ratios prepared from these financial statements is misleading to shareholders, suppliers, customers, and the general public. 
Different companies either operating in the same or different keeps changing their accounting policies from one period to another (Management Study Guide, 2022). Comparing ratios of a company that has changed its accounting policies with another which has not changed is not meaningful.  The lack of standardization of financial statements is a major limitation of financial ratios. Different accounting policies is what make the financial ratios to become incomparable. 
Ratio analysis fails to consider qualitative factors such as inflation (Vaidya, 2022). There is a change in inflation from one year to another due to time value of money (TVM). However, the management fails to consider inflation when preparing the financial statements. The ratios computed and compared with one year with another is inaccurate since inflation is not factored (Management Study Guide, 2022).  Businesses keeps changing their business model or the way the business operate. There are certain rules such as rule of thumb which have become obsolete. Ratios fails to account meaningful information such as innovation which could help investors make useful business decisions. 
Conclusion 
Ratios are important in understanding the trends or changes which a company experience.  Analysts uses ratios for making business decisions such as investment. Particularly, ratios attempt to determine the liquidity, profitability, efficiency, and leverage position. The analysis has indicated that Hilton Holdings experienced a deteriorating performance in 2020 due to COVID 19 pandemic.  However, the company maintained a better liquidity position in 2020 compared to 2019. 
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Income statement

2020	31/12/2021	Sales	Cost of goods sold	Gross profit	Operating Expenses	Operating income	Interest Expense	Total Other income/ expenses net 	Income before taxes	Net income	4307000	3724000	583000	702000	-119000	429000	-376000	-924000	-715000	2019	31/12/2020	Sales	Cost of goods sold	Gross profit	Operating Expenses	Operating income	Interest Expense	Total Other income/ expenses net 	Income before taxes	Net income	9452000	7017000	2435000	859000	1576000	414000	82000	1244000	881000	




Costs of goods sold	31/12/2021	31/12/2020	2020	2019	3724000	7017000	

Balance sheet

2020	Current Asset	Non Current Asset	Total Asset	Current Liabilities	Non current Liabilities	Total Liabilities	Common Stock	Retained Earnings	Total Stockholders' Equity	Total Liabilities and Stockholder	4202000	15810000	16755000	2431000	15810000	18241000	3000	-6732000	-1490000	16755000	2019	Current Asset	Non Current Asset	Total Asset	Current Liabilities	Non current Liabilities	Total Liabilities	Common Stock	Retained Earnings	Total Stockholders' Equity	Total Liabilities and Stockholder	2093000	12558000	14957000	2871000	12558000	15429000	3000	-5965000	-482000	14957000	




image1.png




image2.png




