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Introduction

Hilton worldwide Holdings Inc. is one of the largest and fastest growing hospitality companies in the world. As a quantitative method of gaining insight into a company’s liquidity, operation and profitability, ratio analysis reveals a lot of information about a firm by examining both the past and current financial statements. With their uses ranging from comparisons, and trend lines to operational efficiency, ratio analysis remains a critical financial tool for both the management and the investors (Easton et al. 2018). For this paper, we examine the ratios for Hilton Worldwide Holdings for the period between 2019 and 2020 to draw appropriate conclusions. These ratios are focused on exploring a company’s ability to pay its short-term maturing obligations (Welc, 2022). It is concerned with determining whether the company can use its current assets to cover current liabilities. Whereas the most used liquidity ratios are current, quick and cash.



















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% 
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	-40%
Total Other income/ expenses net 	-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%
				
				
				



	2020	2019	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	3,325,000	26%
Total Liabilities	18,241,000	15,429,000	2,812,000	18%
Common Stock	3,000	3,000	0	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%


Liquidity ratios

These ratios are focused on exploring a company’s ability to pay its short-term maturing obligations (Welc, 2022). It is concerned with determining whether the company can use its current assets to cover current liabilities. Whereas the most used liquidity ratios are current, quick and cash, in our case we only focus on current and quick ratios.

Current ratio

It is arrived at by diving current assets with current liabilities. Hilton Worldwide Holdings closed the year 2019 with a current ratio of 1.7 and in 2020 with 0.7. The current ratio being the best single indicator that illustrates the extent to which the claims of short-term creditors may be covered by the available current assets, it is recommended that a company maintain a ratio approximated one (Welc, 2022). Any below one means that the company face challenges in meeting short term debt obligations. On the other hand, anything above 1 is excess funds that should be invested to generate more income. In 2020, Hilton was more liquid compared to 2019.

Quick ratio 

It is calculated by dividing current assets fewer inventories by current liabilities. If Hilton had no stocks of inventories, the quick ratio is 2019 stood at 1.7 while in 2020 was 0.7. The ratio examines the ability of the firm to meet its short-term obligations with the most liquid assets. In this case, inventories are excluded because they are illiquid (Palepu et al. 2020). The ideal quick ratio is 1 and it appears in 2019 that the company is more liquid compared to the year proceeding.

Asset management ratios

These ratios illustrate the company’s efficiency in managing assets to generate and maximize sales revenues. They compare the assets of the firm with the total sales revenue generated. They are critical in deciding on the number of assets the company requires.  For our case, the main asset management ratios of focus are fixed assets turnover and total assets turnover.

Fixed assets turnover

The ratio is concerned with illustrating how well and efficiently the company is using fixed assets to generate sales. It divides net sales by net fixed assets. A higher fixed asset ratio suggests that the firm is effective in utilizing fixed assets to generate revenue. In 2019, the fixed ratio was 0.3 while in 2020 it rose to 0.8. A low fixed asset turnover ratio indicates that a business is over-invested in fixed assets. Therefore, in 2019 there was an over-investment in fixed assets compared to 2020.

Total assets turnover

The ratio measures the efficiency of the firm assets in generating revenue. It is used to compare the revenues with total assets (current and non-current). It is, therefore, calculated by diving revenues with total assets. In 2019, the total assets turnover ratio was 0.2 while in 2020 it close to 0.6. Higher ratios are favourable and thus 2020 was more efficient in utilizing assets to generate revenues compared to 2019
Debt management ratios

These ratios attempt to measure the firm’s use of financial leverage to avoid financial distress in the long run. Also known as solvency ratios, they indicate the riskiness of the firm by illustrating what operating income is attributable to bondholders instead of stockholders (Christiana, Purnima, and Ardila, 2020). They are both concerned with short-term and long-term solvency. For our case, we only focus on debt to total assets and times interest earned ratios.

Debt to Total Assets
Also known as the leverage ratio, the Debt to Total Assets ratio indicates the percentage of assets financed by debt. It is commonly applied to determine the creditworthiness of the company and its ability to repay debt. It may also be used to examine the solvency of the company and its ability to meet both current and future obligations and ability to generate a return from the investments. It is calculated by diving total debt with total assets. In 2019, Hilton Worldwide Holdings had a Debt to total assets ratio of 91.2% while in 2020 it stood at 105.3%. The degree of leverage was higher in 2020 compared to 2019 and thus increased financial risk.

Times Interest Earned

The ratio measures the firm’s ability to meet its debt obligations periodically. It is arrived at by dividing earnings before interest and tax (EBIT) with interest expense. It is used to illustrate the number of times the firm can meet its periodic interest expenses should it consider paying the entire debt with the available EBIT (Supriyanto and Darmawan, 2018). It is concerned with quantifying the probability of the company defaulting and thus can help arrive at a suitable interest rate to charge on debt. For Hilton, 2020 had a better ratio compared to 2019 at 4.0 and -1.2 respectively.

Profitability Ratios

These ratios are concerned with evaluating the ability of the firm to generate income for its shareholders. Higher ratios are suggestions for businesses performing well and generating revenues, profits, and cash flows. For this case, the focus is on the profit margin, operating profit margin, Return on Assets (ROA) and Return on Equity (ROE).

Profit margin

It is the most used ratio and is calculated by dividing adjusted net income by sales. It is concerned with examining what remains after covering the cost of goods sold. A higher profit margin is an indication that the company is efficiently earning revenue and covering expenses. In both 2019 and 2020, the profit margin of Hilton remained at 9.3%. The low profit margin is a suggestion for the minimal net incomes attained within the periods
Operating Profit Margin

The ratio examines earnings as a percentage of sales before deducting interest and taxes. It is arrived at by dividing operating profit with revenue. For both years, the operating profit margin for Hilton stood at 11.3%. It is critical in revealing the factors that make a company perform over the years. The slight deviation from the profit margin is an indication that the operating expense are minimal for the company.

Return on Assets (ROA)

It is concerned with the profitability of the firm to its total assets. It illustrates how a company is generating returns by considering its net income with the capital invested in assets. It is calculated by dividing net income by average assets. A higher return is an indication that the management is efficient in resource utilization. In 2019, Hilton had a ROA of -3.6% while in 2020 it rose to 6.0%, an indication that the management needs to improve on utilizing economic resources to be more productive.

Return on Equity (ROE)

The ratio is concerned with measuring the annual net income for the company to the shareholders’ equity. It is a metric that evaluates the investment returns and can be used to highlight how the management is using financing from equity to grow the business. Hilton’s ROE rose from -40.4% in 2019 to 113.2% in 2020. It is a suggestion that the company is generating shareholder value through wise reinvestment of earnings.











Importance of ratio analysis 

Traditionally, a ratio analysis refers to an investigation that seeks to illustrate a relationship between two variables. In financial statements analysis, ratios play a critical role in breaking down large figures into a more understandable form which can help in shedding light on the liquidity position, the efficiency of the management, profitability and even solvency of the business. They unearth the hidden facts behind the figures presented in the financial statements by breaking them into more relevant forms. In this section, we examine the importance of using ratio analysis. 
Out of the multiple types of ratios available for financial analysis, ratios analysis is mainly significant in decision making in different ways. Ranging from helping understand the profitability of the company to examine the operational efficiency of the firms, they play a critical role which the management should not underestimate. Return on Assets and Return on Equity helps the management to determine the firm’s ability to generate earnings (Subalakshm, Grahalakshmi and Manikandan, 2018). By understanding how much the firm earns a profit from every coin purchase, the management and the investors can tell how the invested money is working.
It is critical to examine the operational efficiency of the firm. Through ratio analysis, it is possible to tell the operational efficiency of Hilton by examining the ratios across the financial periods. It is out of these efficiency indicators that can signal whether the company is managed well and that it is the potential of generating income using the assets (Shim, 2022). A firm’s liquidity is an area that should be taken with a lot of care. Whether the ability of the firm to pay off its short-term obligations or long-term, decisions surrounding the area are critical and should be backed with a lot of evidence. Ratios give up to date insights on the position of the firm’s ability to meet the obligations as they fall due. By applying the ratio analysis, Hilton can manage its liquidity position from time to time adequately. 
Other significances of using rations include helping in the identification of business risks within the firm such as financial and operating leverage. They help in highlighting the financial risks of the firm and can shed light on whether the firm is able to repay debt using its wealth. Hilton can also use ratios for planning and future forecasting, comparing performance across financial periods and firms in the industry.










Limitations of ratio analysis


Despite the value attached to ratios analysis of highlighting the story behind the presented figures on the financial statements, ratios have shortcomings that users should be aware of. Though not as much as the uses, it is important to have them in the figure tips to know how to maximize the uses in the light of their shortcomings. 
The ratios are calculated at a certain point in time using historical information. The reliance on historical information does not necessarily represent the future company performance but can be used to compare historical results for consistency. The periodic release of the financial statements does not adjust for the inflationary effects that occur between the releases (Fatihudin, 2018). It is, therefore, incorrect to compare numbers across the different periods without adjusting for inflation. 
From time to time, Hilton World Holdings may have made significant changes in its operational structure in areas such as supply chain or products. With such kinds of operational changes, comparing financial metrics can result in misleading conclusions about performance and prospects (Kliestik et al. 2020). Firms are subject to seasonal effects that can potentially affect comparative aspects of the rations between the two years. Unless they are adjusted to the seasonality effects, then false interpretations of the results could arise. 
Ratio analyses are based on information reported on the financial statements by the management. Sometimes the information is subject to manipulation by the management to report better results than the actual performance. When calculated on manipulated financial statements, then the results of ratios will not reflect the real nature of the business because the analysis does not detect misrepresentation (Rao, 2021). Extensive due diligence on the reported financial information can, however, minimize the incidences of arriving at misleading conclusions.













Conclusion 

Ratios play a critical role in breaking down large figures presented in Hilton’s financial statement into ways that help shed light on the liquidity position, the efficiency of the management, profitability and even solvency of the business. They have helped the company identify business risks such as financial and operating leverage. However, the reliance on historical data and information not adjusted for seasonal effects and inflation could hinder the comparability of the ratios.
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