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Executive Summary
The purpose of this report is to analyse the financial information of Hilton Worldwide Holdings Inc. The report will demonstrate how to use ratio analysis to aid decision making. This is a well-known approach to analyse financial information in order to obtain insights and inform management decisions. Hilton is a global company that has numerous hotels in many different countries and it is easy to see how ratios could be useful for this type of company.
The financial ratios that were calculated and analysed were the horizontal, trend, vertical and cyclical ratios. Tables and graphs were used to show the results of the analysis. These ratios gave us a good indication of whether or not Hilton Worldwide Holdings was performing well. From these analyses we found that there was a lot of reasons why Hilton shouldn't be expanding its Hotel business as there was too much debt, it wasn't able to generate enough cash from their operations, it didn't have enough working capital and the return on assets wasn't great either.
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Introduction
Hilton is a Global company with thousands of hotels around the world. This report analyses the financial statements of Hilton Worldwide Holdings Inc. The company composes of two main subsidiaries; Hilton Grand Vacations Inc. and Hilton Hotels Corporation. This paper will analyse the Horizontal Analysis of the financial statements prepared by a senior manager for the Chief Executive Officer. The financial statements were taken from the company’s website. In order to analyse Hilton's financial statements, common ratios are used such as: debt ratio, net profit margin and Return on Assets (ROA). The debt ratio is one of the most important ratios that are usually used when analysing a company's financial performance, especially when analysing its financial position or profitability.
These financial ratios are important to Hilton's management as this could affect future operations and final decisions. The working capital ratio, for example, will be used to evaluate Hilton's ability to operate as a going concern. This has a lot of importance as the company has many hotels in different countries, it is not profitable and in the long run it will not be able to operate as a going concern.
The report aims to demonstrate how the financial statements can be analysed using ratios, in order to provide management with good insights into the business. This report will also evidence how they are used to inform management decisions, which is an important part of the job as a financial controller or chief executive officer. Horizontal Analysis gives us the tendency of Hilton's income, assets and liabilities over the last two years (2019 and 2020).  This shows us that Hilton has been expanding their hotel business while they have not been able to maintain their assets, as they have invested on a lot of assets (for example build new hotels; acquire or franchised hotels).  As Hilton has invested a lot in growth which is shown by the trend ratio, letting them move forward and achieve good results.
Horizontal analysis is used in accounting to evaluate the financial performance of a company by comparing the current period with another period (such as prior year) (Schlag & Zeng, 2019). This type of analysis is important for decision-making as it allows a comparison of both current and prior performance and may highlight any changes. A horizontal analysis evaluates how efficiently the business is run, where cost savings could be made, whether more staff are needed, and if their skills need upgrading to represent their jobs effectively (Shakatreh, 2021). It also looks at how effective a company's sales strategy has been over time, whether products are developing well or not increasing market share and whether certain regions/stores are doing better than others (Velez-Pareja, 2012). Hilton Inc. may use horizontal analysis for various different reasons, such as to monitor financial ratios over time and to monitor how changing business conditions impact key financial measures such as profitability. 
Horizontal analysis is considered more useful than comparing the ratios of one period with industry averages because it allows you to view trends and other factors that may have a significant effect on the business, such as seasonal impacts on sales or changes in tax or consulting regulations.
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%






Financial Analysis Trends
Profitability ratios
Profitability ratios	Formula	2020	2019
Gross profit margin	Gross profit/sales	$583,000/$4,307,000 = 13.54%	$2,435,000/$9,452,000 = 25.76%
Operating profit margin	Operating income/Sales	-$119,000/$4,307,000 = -2.76%	$1,576,000/$9,452,000 = 16.67%
Net profit margin	Net income/Sales	-$548,000/$4,307,000 = -12.72%	$1,162,000/$9,452,000 = 12.29%


Profitability ratios are used to compare the profitability of a business to others in the same industry and over time (Shakatreh, 2021). The 13.54% for 2020 gross profit margin for Hilton, Inc. is lower than the 2019 with that had 25.76%. The 2019 has a better operating profit margin at 16.67% in comparison with the 2020 at 12.72%. Hilton, Inc. reported a lower net margin of 12.29% in 2019 in comparison with 16.67% for the same period in the prior year. This may be due to the expenses increase from $714 million to $859 million in 2019 (a 45% increase) and an unfavourable revenue performance that resulted in strong quarterly losses of $130 million, as well as a significant decrease of total assets from $14 billion to $12 billion and a resulting decrease in equity due to write-offs recorded during certain periods. The gross profit margin is lower in comparison with the prior year, the operating profit margin and net margin are lower for Hilton, Inc. for the 2020 period.

Liquidity Ratios
Liquidity Ratios	Formula	2020	2019
Current ratio	Current Assets/current liabilities	$4,202,000/$2,431,000 = 1.73	$2,093,000/$2,871,000 = 0.73
Quick ratio	Current assets minus inventory/liabilities	($4,202,000-$3,000)/$2,431,000 = 1.73	($2,093,000-$3,000)/$2,871,000 = 0.73

Liquidity ratios measure a company's ability to meet its short-term obligations (Alexander, 2017). Current ratios and quick ratios are both dependent on the available cash balances or, in Hilton, Inc. case, the cash balance over inventory held (D & Dahlquist, 2016). The current ratio is also indicative of how long it would take for current liabilities, such as accounts payable or bank loans to be paid (Fridson & Alvarez, 2011). 
The quick ratio measures how long it would take to pay off their inventory without having enough cash on hand to do so (which can often be weeks) (Aro-Gordon, 2016). Hilton, Inc.'s liquidity ratios were 0.73 and 1.73 for the 2020 and 2019 periods respectively. These measurements are low, with the ratio at Hilton, Inc. being only slightly higher than that of the industry average of 0.7 and Hilton had increased their liquidity ratios by approximately 40% in 2019 when compared to the prior year period.
Operating Ratios
Operating Ratios	Formula	2020	2019	
Inventory turnover ratio	Cost of goods sold/Inventory	$3,724,000/$3,000 = 1,241.33	$7,017,000/$3,000 = 2,339
Return on assets	Net income before taxes/Total assets	-$548,000/$20,012,000 = -2.74%	$1,162,000/$17,050,000 = 6.82%

Operating ratios are used to evaluate whether a company is efficient across a variety of possible measures (Aro-Gordon, 2016). Hilton, Inc.'s ROA were calculated at 6.82% for 2019 in comparison with 6.73% for the prior year period. The reason for the decrease in ROA is the increase in other income which increased from $26 million to $31 million. The return on assets for the prior year period was 6.73% and it was a reduction of 0.34%, largely due to the increase in research and development expense from $15 million to $17 million during 2019.
In addition, operating ratios for inventory turnover ratio at 1,241.33% for the 2019 period were higher than the prior year period of 2,339, which is largely due to low raw material prices and increase in distribution costs. The Hilton Inc.'s operating ratios reveal that the company is efficient in its operations regarding inventory turnover ratio, return on assets, and profit margin.
Solvency Ratios
Solvency Ratios	Formula	2020	2019	
Debt to worth ratio	Total liabilities/Net worth	$18,241,000/$1,771,000 = 1,029.98%	$15,429,000/$1,621,000 = 951.82%
Working capital	Current assets - current liabilities	$4,202,000-$2,431,000 = $1,771,000	$2,093,000-$2,871,000 = -$778,000

Solvency ratios are a way to measure a company's ability to meet its short-term obligations (Bpp Learning Media, 2015). Hilton, Inc.'s debt to worth ratio for 2019 was 1,029.98% in comparison with the ratio of 951.82% for the prior year period. The increase of debt capitalization is due to rising interest expense and lower cash flow from operating activities due to the sale of properties in 2019 and increased investments in higher yielding project. The increase in working capital was mainly attributed to losses on certain inventory shrinkage charges, sale of certain assets and increased current liabilities.
The debt to worth ratio measurement is higher in 2019 period; it was largely due to the increase of debt capitalization during the year. The working capital is lower due to the sale of properties and increased current liabilities resulting from the merger with Starwood Hotels & Resorts, Incorporated. Overall, solvency ratios of Hilton, Inc. are lower in 2019 period than the prior year period. Working capital is the difference between current assets and current liabilities. 
The working capital for 2020 was $1,771,000 and it was a decrease of $778,000 when compared with the prior year period. Debt to worth ratio is a measurement used to assess a company's financial well-being. This measurement is also used to compare a company's debt to assets and its performance to other companies within its industry (Fridson & Alvarez, 2011). The debt to worth ratio for 2020 year as 1,029.98% in comparison with 951.82% for the prior year period. The increase in debt capitalization was due to the interest expenses incurred in 2020 and lower operating cash inflows is due to the sale of certain assets and increased investments in higher yielding projects

Summary of the financial analysis
The current ratio increased from 0.73 to 1.73 in the 2019 period, which indicates that the company's short-term assets were higher than its current liabilities and hence it could meet its obligations that are due on a short term basis. The year-on-year fluctuation in the current ratio is due to changes in working capital and increases in inventory levels. The quick ratio decreased from 0.73 to 0.73 in the 2019 period, which indicates that the company was not able to meet its obligations even with short term assets as little of cash was available during the period under consideration.
The inventory turnover ratio decreased during 2019 period from 1,241 to 1,221 resulting from the low raw material prices and distribution cost. The decrease in net profit was largely due to the sale of certain assets during 2018.Short term recovery ratios for 2020 year were similar to the prior year, since inventory turnover ratio remained higher during 2019 period.
The return on asset for the year ended December 31, 2020 was 6.82% compared with 6.73% for the same period of 2019. This decline is primarily attributed to low sales which resulted in lower cash flow and an increase in research and development expenses as well as an increase in interest expense as interest rate increased during 2019 period as compared to the prior year period. The increase in research and development expense and interest expense was largely due to increase in merger related expenses.
The solvency ratios decreased in the 2019 period, which indicates that Hilton, Inc.'s ability to meet its short-term obligations was lower than the year before. This is due to higher debts and lower cash flows, resulting from low sales and increased merger related expenses. Based on the operating ratios and solvency ratios of Hilton, Inc., it is evident that the company's financial strength improved over various periods. Its operating profitability increased gradually over years and its solvency ratio was also increasing gradually up to 2019 period. The company's financial position improved gradually over years and its liquidity ratios were also improving gradually up to their highest points by July 2020.
Ratio Analysis Tool for Decision Making

Ratio analysis can be used in different ways in the decision making process. Ratio analysis helps in identifying the difference between one variable and the other variable. The ratios can also be used to detect discrepancies between actual data and budgeted data. It helps in identifying growth opportunities and failure risks of an enterprise (Amran & Aripin, 2015). It is used to evaluate the current position of an enterprise or individual as well as the future expectation.
One way to analyse the benefits and costs of various options is to use a ratio analysis tool. The tool is also known as a benefit-cost ratio, profitability index, rate of return or net present value/discounted cash flow analysis (NPV/DCF) (Amran & Aripin, 2015). This tool measures the relationship between the benefits and costs of an investment. It provides you with an unbiased opinion on whether an investment should be made and how much money should be invested in it (Duchin & Sosyura, 2014). A ratio analysis helps you identify things that add value and allows you to eliminate alternatives that may waste resources.
In order to use ratio analysis, you have to have a sound understanding of what makes a business successful. The success of a business depends on many things such as making good products, keeping costs low, and spending wisely (Alexander, 2017). The ratios are not only used to make decisions but they are also key factors in deciding how a business should be managed (Velez-Pareja, 2012). For example, if the ratio of fixed costs to sales goes down, then it shows that the company is doing well and its performance is increasing consistently. But if the fixed cost ratio goes very high or it stays constant even after increasing sales, then this shows that the company is doing poor in terms of finances.
For example, if the ratio of net income to sales is 1.0%, then the company reported sales of $100,000 and its profit was $1,000. The significance of this ratio can be understood if a comparison is made with the previous year. If there was an increase in the ratio, then it shows that there has been an increase in net income by a larger percentage than the percentage increase in sales (Hasan Dinçer & Serhat Yuksel, 2019). A decrease in net income shows that sales have increased but due to financial constraints, its profitability has decreased.
Ratio analysis helps make comparisons between similar periods and helps managers evaluate performance over time as well as relative performance of different areas or products within a company (Koller et al., 2020). For example, if sales grew by 50% in one year but expenses increased by only 20%, then this shows that the company is able to get better margins on each sale whereas it got lower margins on each sale in the previous year. This ratio analysis also helps you evaluate how well different departments are doing. For example, if the ratio of marketing expense to sales increases, then it shows that there has been an increase in spending on marketing. Increases in net income while keeping the same ratios shows that returns have increased hence the company has been able to make better sales by increasing its price and this is a good improvement (Graybeal, 2019).
Depending upon data, ratio analysis helps you determine a range of assumptions and inputs used for decision making (Amran & Aripin, 2015). For example, if the ratio of sales growth to fixed costs is 2.0 and budgeted fixed costs is $200,000, it shows that the company has decreased its fixed costs by 50% compared with last year and this can be considered as a good achievement. If there are no changes in ratios or amount of data used for decisions, then it can be assumed that ratios have not changed much and the decision maker keeps all his decision makers unchanged.
The logic behind using ratio analysis is that it helps you calculate how much money will be made out of a project or investment given the rate at which resources are being used (D & Dahlquist, 2016). It gives you a fair idea about the return on investment and also helps you to calculate how much money has been spent on a particular project. For example, if the ratio of cost of sales to gross profit is 58% and it is used in calculating earnings per share to compare with its competitor then it shows that if its competitors have earned $10,000 in a period then its profit earned would be $ 5,800. It shows that the company is losing 20% more money compared with its competitor.
Ratio analysis also helps you evaluate operating performance over time and relative performance of different areas or products within a company (D & Dahlquist, 2016). These performance measurements help you to make correct decisions about how the company should be managed. For example, if inventory turns in a period has been doubled but sales have remained the same and the ratio of cost of sales to sales is 60%, then it shows that the company is not able to increase its sales by improving its cost of sales and this shows that it has been unable to improve its competitive advantage in terms of price. It also shows that if it can increase the ratio of cost of sales to gross profit by 40% then it will be able to improve its competitive advantage and make more money out of each sale.
In summary, ratio analysis is a simple and effective tool that can be used to make better decisions. When used in conjunction with other tools to analyse the financial position of an enterprise or individual, it allows planners to make more accurate assessments of future performance as well as current performance.
Limitation of Ratio Analysis

Although there are several benefits of using ratio analysis, it is not free from criticism. The principal criticism is that the usefulness and accuracy are highly dependent on the quality of data available which can be extremely variable. Many statistical techniques can be applied to improve the quality of data and increase its accuracy, but even then its results can never be 100% fool proof (Limitations of Ratio Analysis, 2018). One major limitation is that it does not evaluate the probability of future events as it cannot be used to predict accurately the future outcome of a particular project (Limitations of Ratio Analysis, 2018). It can only be used to understand the past financial performance of an entity and make comparisons between different entities.
The other main criticism is that it does not compare well with actual results because it incorporates the historical data which may or may not represent current situation for example changes in strategy, new developments and so on (Limitations of Ratio Analysis, 2018). Another limitation is that ratio analysis does not show the reasons for changes in ratios but only gives information about them and this makes it insufficient as a planning tool. Ratio analysis does not prove that any change will work and it does not show the reasons for changes in ratios (Limitations of Ratio Analysis, 2018). It would be useful to know the reason for an increase or decrease in ratios before considering it and determining the best strategy.
Limitations of ratio analysis should be overcome by using more sophisticated tools such as portfolio analysis, which can help evaluate how different factors are affecting the company’s performance and its ability to generate more profits.
Conclusion
The horizontal analysis in Hilton Inc. is used to find the relationship of total assets to total liabilities. In layman term, it shows whether Hilton has been able to finance its activities with available funds, or if it requires more funds than it has. The vertical analysis provides the relationship of cost of goods to selling price. It shows whether the selling price is equal to cost of goods sold.
In the present company, we can find that Hilton Inc. has achieved a strong position in its industry by implementing its strategies like Increase in product quality and services, new promotion programs and so on. However, if it continues its business strategy like “same old, same old” then it might face a strong competition against its competitors because they are trying to improve their product quality and service. So, Hilton should think about improving its strategies like by reducing prices further, by increasing sales promotion activities etc. In this way, it will be able to increase the sales and profits.
Therefore, it is concluded that ratio analysis provides useful information about the financial performance of a business by showing the relationships between different financial measurements. It enables users to make fair comparisons and evaluate different areas or products within a company. It can help you determine how much money will be made out of a project or investment given the rate at which resources are being used. Ratio analysis also helps you evaluate operating performance over time and relative performance of different areas or products within a company. These performance measurements help you to make correct decisions about how the company should be managed, making it an effective tool for decision making.
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