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Executive Summary
Financial statement provides information regarding financial performance and position of an entity whereas financial statement analysis presents the financial information in a manner that is more decision useful. The following report shows the financial statement analysis of Hilton Worldwide Holdings Inc. (HLT) and its financial trend for the year 2019 to 2020. The report finds significant downfall of financial performance and position of the company. Primary reason might be the impact of COVID-19. However, the managerial efficiency may also be accused of such decline trend in its financial performance and position. In conclusion of the report, some recommendations are made which might be effective to overturn the current trend. Along with this analysis, the benefits and limitations of financial statement analysis is discussed in the report. 
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Ratio analysis is one of the most significant tools of financial management in simplifying and analyzing financial statements. Management, investors, analyst and other stakeholders use this tool to take decisions. Ratios can be used for horizontal analysis or vertical analysis as well as analysis of liquidity, efficiency, profitability, solvency, leverage, etc. (Davidson, 2020). The report provides practical and theoretical understanding of ratio analysis briefly. The horizontal analysis of Hilton Worldwide Holdings Inc. (HLT) is shown in this report. The advantages and limitations of ratio analysis are briefly discussed. 
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Horizontal analysis of financial statement refers to determining the change in financial statements over two or more than two periods. The percentage changes of components of financial statements are calculated to find out the pattern of change. It is a good measure of progress of business entity. By horizontal analysis, entity can find out by what percentage the assets, liabilities, income, expense, equity and their components changed from prior year (Fajar, 2021). 
The horizontal analysis of Hilton Worldwide Holdings Inc. (HLT) is calculated and interpreted below. First, horizontal ratios of income statement of HLT are given by:
	Income statement 2019 & 2020

	

	Hilton Worldwide Holdings Inc. (HLT)

	Particulars
	2020
	2019
	Absolute change
	% change

	Sales 
	4,307,000 
	9,452,000 
	 (5,145,000)
	-54

	Cost of goods sold 
	3,724,000 
	7,017,000 
	 (3,293,000)
	-47

	Gross profit 
	583,000 
	2,435,000 
	 (1,852,000)
	-76

	Operating Expenses 
	702,000 
	859,000 
	 (157,000)
	-18

	Operating income
	 (119,000)
	1,576,000 
	 (1,695,000)
	-108

	Interest Expense 
	429,000 
	414,000 
	15,000 
	4

	Total Other income/ expenses
	 (376,000)
	82,000 
	 (458,000)
	-559

	Income before taxes 
	 (924,000)
	1,244,000 
	 (2,168,000)
	-174

	Net income
	 (715,000)
	881,000 
	 (1,596,000)
	-181





The horizontal analysis of balance sheet of HLT is calculated and interpreted below:
	Balance Sheet

	

	Hilton Worldwide Holdings Inc. (HLT)

	Particulars
	2020
	2019
	Absolute change
	% change

	Current Asset 
	4,202,000 
	2,093,000 
	2,109,000 
	101

	Non-current Asset 
	15,810,000 
	12,558,000 
	3,252,000 
	26

	Total Asset 
	16,755,000 
	14,957,000 
	1,798,000 
	12

	Current Liabilities 
	2,431,000 
	2,871,000 
	 (440,000)
	-15

	Non-current Liabilities 
	15,810,000 
	12,558,000 
	3,252,000 
	26

	Total Liabilities 
	18,241,000 
	15,429,000 
	2,812,000 
	18

	Common Stock 
	3,000 
	3,000 
	-   
	0

	Retained Earnings
	 (6,732,000)
	 (5,965,000)
	 (767,000)
	-13

	Total Stockholders' Equity 
	 (1,490,000)
	 (482,000)
	 (1,008,000)
	-209

	Total Liabilities and Stockholder 
	16,755,000 
	14,957,000 
	1,798,000 
	12
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Trend analysis is an important tool of horizontal analysis. Trend represents percentage change in accounts of financial statement. Companies expect increasing pattern in its income and asset and at the same time decreasing pattern in its expenditure. The financial analysis trend of HTL is discussed below:
HTL experienced significant downturn in its financial performance. Firstly, the sales of the company have been fallen by 54% which is very alarming. The company might lose its major market share due to such fall in sales revenue. Since sales revenue decreased, cost of goods sold also decreased by 47%. Thus, the gross of the company is decreased by 76%. The decrease in operating expense is by 18% on the contrary. Operating income of 2020 decreased by 108% from 2019. But interest expense increased by 4% indicating the company increased its debt financing. Other income of the company is also decreased by 559%. Due to such decrease in income, the income before tax has decreased by 174% and net income has decreased by 181%. 
Above analysis shows that the company lost its sales and other incomes in 2020. Although expenses decreased by at a lower rate than revenue decreased. As a result the company made huge loss in 2020. 
In case of financial trend in balance sheet, the current asset of the company significantly increased by 101% and the non-current asset by 26%. Thus, the total asset of the company has experienced 12% increase. In the liability section, current liabilities decreased by 15%. Non-current liabilities increased by 26% which resulted in increase of interest expense that we observed in income statement. Thus, total liabilities increased by 18%. In shareholders’ equity section, we see common stock remain unchanged indicating HTL didn’t issue any stock during this period. Retained earnings increased by 13% since HTL made huge loss during the year. The total shareholders’ equity decreased by 209% consequently. Finally, total liabilities and shareholders’ equity has similar rate of increase as total asset. 
The company acquired assets by financing from debt sources. The company is highly leveraged which might give rise to risk of bankruptcy. The interest of equity holders in the company is at great risk since retained earnings and total equity decreased greatly. 
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Ratio analysis is one of the most important tools of decision making. Not only the management, other stakeholders like investors conduct ratio analysis to take better financial decision.  Some notable advantages of ratio analysis in decision making are briefly discussed below:
1. Simplifying accounting information: Users of accounting information are many. Not all of them are financially literate. Ratio analysis simplifies the accounting information and users find it easier to make decision based on such ratios (Rashid, The efficiency of financial ratios analysis to evaluate company's profitability, 2021). 
2. Analysis of financial position: The statement of financial position can be analyzed using ratio analysis. Horizontal analysis provides insight about percentage change in its assets, liabilities, shareholders’ equity and their components from the prior period. It helps to find out the pattern of progress. Other than these ratios like current ratio, working capital ratios helps to measure liquidity level and debt to asset ratios enable find out optimum capital structure (Rashid, Efficiency of Financial Ratios Analysis for Evaluating Companies’ Liquidity, 2018). 
3. Analysis of financial performance: Financial performance that is measured by calculating gross, operating and net income can be better understood by ratio analysis. The growth or downfall of financial performance can be measured by horizontal analysis. Again, ratios like return on asset (ROA), return on equity (ROE), gross profit margin, operating profit margin, and net profit margin are good measure of profitability (Rashid, The efficiency of financial ratios analysis to evaluate company's profitability, 2021). 
4. Analyzing operational efficiency: There are different ratios to measure operational efficiency. For instance, asset turnover ratio is calculated to measure the managerial efficiency to generate sales by appropriate use of its assets. Some other efficiency ratios are fixed asset turnover ratio, receivable turnover ratio, inventory turnover ratio, etc. The user of financial statement can assess the expertise of management by ratio analysis. 
5. Assessing profitability: Profit is the ultimate objective of business activities. A manager will aim at achieving maximum profit, an investor will require project with higher profitability and other stakeholders also have key interest on profit of a business. The profitability ratios help to assess current and future potentials an entity (Rashid, The efficiency of financial ratios analysis to evaluate company's profitability, 2021). 
6. Determining optimal capital structure: There are ratios of capital structure that are used to determine the optimum capital structure that maximize the objectives. When an organization issues greater equity, it loses the opportunity of tax deduction of interest. However, by taking more debt financing, the entity is exposed to risk of bankruptcy. Thus, there’s need to determine the optimum level. Debt to asset, debt to equity ratios help to reach capital structure (Pant, 2021). 
7. Taking investment decision: The investors must assess current and future prospects of an investment project before making decision. Ratio analysis helps to assess the profitability, liquidity, long term solvency, efficiency and overall financial health of a company as well as the future potential which help to make investment decision (Pant, 2021). 
8. Identifying potential risk: Ratio analysis helps to assess potential risks. An organization may face risks like liquidity risk, long term solvency risk, bankruptcy risk, financial risk, business risk, etc. There are ratios which are calculated to identify such risks. Researchers have established benchmark for each financial ratios with which the ratios of an entity can be compared and assess potential risks. For instance, the current ratio of HTL in 2019 was 0.73:1. But the standard current ratio is 2:1. So, the ratio indicates high liquidity risk for HTL that the company might be unable to pay-off its short term obligations in due time with its current liabilities (Pant, 2021). 
9. Comparing firm performance: Management can make better decision by comparing the financial performance with other companies. By financial statement numbers, it is not possible to compare with other companies with absolute values. However, ratios are calculated based on relative values. Thus, the management can compare performance with own past records or with companies operating in similar industry. Investors can also do the similar to find out appropriate project (Mulyawan, 2015). 
10. Future forecasting: Forecasting the future is one of the most important benefits of ratio analysis. Based on past performance, financial managers can predict future outcome and plan to achieve a higher target. Future forecasting enables manager find out the risks and their relative impact on performance. Managers of every department of an entity heavily rely on predicted financial statement to set goals and plans. (Yahya et al, 2013)
Despite lots of benefits, ratio analysis is supposed to some limitations. These are mentioned below: 
1. Based on historical information: Ratio analysis is conducted based on past accounting numbers. So, the future prediction by ratio analysis may not become accurate (Faello, 2015).
2. Quantitative measure: Ratios are quantitative measure not qualitative. Other than accounting numbers, performance of business depends on many other aspects. For instance, companies with great prospect in the past failed even to survive during past pandemic. The industry, government structure, management authority, monitoring, macro and micro environmental factors etc. have great influence on firm performance (Faello, 2015). 
3. Not considering accounting policies: Accounting policies are not considered in ratio analysis. The management may use a specific policy over others to show good numbers in the financial statements. Since ratios do not consider accounting policies, real scenario may not be projected properly (Faello, 2015). 
4. Seasonal effects: In particular time, the entity may experience uneven results. If ratios do not exclude such seasonal effects, the findings may not be appropriate for decision making (Faello, 2015). 
5. Manipulation of financial statement: Agency theory states that managers are driven by self-interest at the cost of owners. Thus they have incentive to manipulate the financial statements. Since ratios are calculated based on financial statements, manipulated data might give inaccurate results (Faello, 2015). 
6. Inflationary effect: The inflation rate has huge impact on financial results. Most of the time, ratios of different years are horizontally compared without converting the past data by using inflationary change. Thus, there is scope of inappropriate analysis (Vaidya, 2022). 
7. Not suitable in comparing firm from different industries: Ratios of company operating in one industry cannot be compared with company of other industry. For instance, banks are supposed to maintain greater level of liquidity. On the other hand, manufacturing companies might not keep huge liquid assets as idle money. So, the current ratio of these two companies cannot be compared (Vaidya, 2022). 
Again, there is also limitation regarding benchmark of ratios. Theses benchmarks are not suitable for every company or every industry. The user might find it very complex to interpret the results of ratio analysis (Vaidya, 2022). 
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Conclusion
Ratio analysis is crucial tool in assessing financial performance, position, future prospect and potential risk. By horizontal analysis it is found that the financial performance and position of Hilton Worldwide Holdings Inc. (HLT) has deteriorated during 2020. There is obvious reason of pandemic. Ratio analysis can potentially provide insights regarding measures need to revive firms performance and accelerate growth (Yahya, Ali, Mir, Yaqoob, & Khan, 2013). Hilton Worldwide Holdings Inc. (HLT) should increase its sales, reduce costs and minimize dependency on debt financing to overturn its financial downfall. 
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