1

		2

 


FINANCIAL ANALYSIS
Student’s Name: Nineta Florescu


Executive Summary
The focus of this study is on the Hilton Hotel's financial health. Using financial ratio analysis in combination with a thorough understanding of the elements that influence a company's success may be a powerful analytical tool for corporate decision-making. While they have their limits, they may be quite beneficial to a company’s management. The report further offer recommendations on how to utilise financial ratios to track their progress and determine what steps to take in order to achieve success.
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Introduction
Various stakeholders, including owners, consumers, managers, suppliers, vendors, lenders, regulators, and rivals may benefit from financial ratio research. This is accomplished by examining the financial accounts of the company in question. To determine a company's ability to repay a loan, banks in the United States began using this technique in the late 1800s. Investors' use of financial measures for corporate decision-making was subsequently broadened (Pochwat, et al., 2017). The need of ratio analysis became much more apparent when corporations began to emerge. It is also possible to determine the efficiency of an organisation's asset and liability management by doing a ratio analysis. A variety of ratios are used to aid decision-making by managers. Liquidity ratios like the current ratio, quick ratio, and cash ratio assess a company's capacity to satisfy its short-term obligations by drawing on the company's short-term assets.
Financial ratios determine whether a company is having difficulty paying back its debts or not. Lenders, bankers, and creditors use these quotients to assess a company's ability to meet its financial obligations. First and foremost, solvency metrics examine the firm's capacity to satisfy any future financial obligations and the fact that it has more equity than liabilities. By comparing the debt-to-equity ratio and the debt-to-assets ratio, it is possible to determine the financial health of a company (Burghardt, 2020). The third kind of metric used to assess a company's potential to make a profit against the expenses of doing business is a profitability ratio. An increase in profitability relative to last year or a competitor's profitability ratio indicates an improvement in fiscal strength (Lakada, 2017). Gross profit margin, net profit margin, return on equity, return on assets, and return on capital employed are some of the key profitability measures used in financial analysis.
Financial Analysis
Fiscal Year Ends	31/12/2021	31/12/2020	change 	% Change
Sales	4,307,000	9,452,000	5,145,000	119.46%
Cost of goods sold	3,724,000	7,017,000	3,293,000	88.43%
Gross profit	583,000	2,435,000	1,852,000	317.67%
Operating Expenses	702,000	859,000	157,000	22.36%
Operating income	-119,000	1,576,000	1,695,000	-1424.37%
Interest Expense	429,000	414,000	-15,000	-3.50%
Total Other income/ expenses net 	-376,000	82,000	458,000	-121.81%
Income before taxes	-924,000	1,244,000	2,168,000	-234.63%
Net income	-715,000	881,000	1,596,000	-223.22%


Income statement 	Hilton Worldwide Holdings Inc. (HLT)
	2020	2019	change 	% Change 
Current Asset	4,202,000	2,093,000	-2,109,000	-50.19%
Non-Current Asset	15,810,000	12,558,000	-3,252,000	-20.57%
Total Asset	16,755,000	14,957,000	-1,798,000	-10.73%
Current Liabilities	2,431,000	2,871,000	440,000	18.10%
Noncurrent Liabilities	15,810,000	12,558,000	-3,252,000	-20.57%
Total Liabilities	18,241,000	15,429,000	-2,812,000	-15.42%
Common Stock	3,000	3,000	0	0.00%
Retained Earnings	-6,732,000	-5,965,000	767,000	-11.39%
Total Stockholders' Equity	-1,490,000	-482,000	1,008,000	-67.65%
Total Liabilities and Stockholder	16,755,000	14,957,000	-1,798,000	-10.73%
		
				
				
				
				
				
				
				
				
				
				
				
				
				
				

Financial Analysis Trends
Calculate Horizontal ratios for 2019 and 2020 to aid the analysis of the financial information included within the attached financial statements.  You should discuss the trends seen in these ratios in detail, and draw appropriate conclusions.
				
Income statement Greene Inc			
Yr End 31 Dec 				
				
Income Statement				
	2020	2019	Change	% Change
Fiscal Year Ends	12/31/2021	12/31/2020		
Sales	675,000	594,000	81,000	12%
Cost of goods sold	426,250	360,000	66,250	16%
Gross profit	248,750	234,000	14,750	6%
Operating Expenses	199,875	181,440	18,435	9%
Interest Expense	10,125	9,360	765	8%
Profit before income taxes	38,750	43,200	-4,450	-11%
Income tax expense	8,913	11,232	-2,319	-26%
Profit  	29,838	31,968	-2,130	-7%
				
				
				
Applying Horizontal analysis you are to outline why Sale has increase even though profit has decline 	An increase in sales but decline in operating profits is an indication the that business is spending more on expenses. The business is likely spending more on overhead expenses. This happens regardless whether employees work extra hours or not. Overhead expenses such as increase in rent of office space, annual raises to long-term employees are likely to contribute to this. Another potential cause of this scenario is a change in mix of sales. If the business offers more than one product or service and experiences an increase in lower margin sales and a decrease in higher-margin sales, then the profits will most likely fall
				



The Importance of Using Ratio Analysis for Decision Making
When it comes to understanding a company's financial health, ratio analysis is critical for identifying trends and making comparisons of financial results that can aid shareholders in making investment decisions (El-Gazzar, Chung, and Jacob, 2011). Ratio analysis can reveal a company's liquidity, profitability, risk, solvency, efficiency, and operational efficiency. Furthermore, ratio analysis helps understand the figures on the balance sheet and the income statement. 
Different stakeholders have varying priorities when it comes to the financial health and success of an organisation. Long-term dividend growth and the company's ability to generate profits are more important to stock investors. If a company owes money, its creditors want to know that it will be paying them back on schedule. Profitability ratios are useful tools for determining a company's profitability (Abdul-Baki, Uthman, & Sanni, 2014). Return on assets and return on equity are useful metrics for assessing a company's profitability. When calculating a company's return on investment, divide net income by all capital invested. How much profit a corporation makes for each dollar it spends. Net income divided by shareholders' equity is known as return on equity. The ratio helps to understand how the company manages its money. Gross profit and net profit margin are examples of ratios. The capacity of a company to turn a profit from sales is evaluated using margins.
It is possible to determine a company's level of efficiency by using certain ratios such as the turnover ratios of account receivables, fixed assets, and inventories. When compared to other companies in the same industry, these ratios may be used to determine which ones have superior management than the others. A company's potential to create revenue via the use of its assets is also taken into consideration. Additionally, it examines several characteristics of the company, such as the time it takes to collect cash from creditors or the time it takes for the firm to convert its inventory to money. – It is for this reason why efficiency ratios are so important, since an increase in profitability will follow from an improvement. The company's ability to meet its short-term commitments is determined by its liquidity. Debts that can be paid off in a year or less are referred to as short-term commitments. For example, unpaid wages, unpaid taxes, uncollected debts, and so on. In order to determine a company's liquidity, the current and quick ratios are utilized.
Ratio analysis is a useful tool for assessing a company's overall risk exposure. Using the leverage ratios, a company may see how its profitability is affected by the deployment of its fixed costs and the amount of outstanding debt. As a result, the use of ratio analysis aids in identifying potential financial hazards. External stakeholders, including as investors, might rely on analysts and managers to see trends, anticipate the future, and make important decisions. Because of this, they may decide whether or not to invest in a certain initiative. Ratio analysis is primarily used to analyze the strengths and weaknesses of each company. Additionally, the ratios may be compared to the business's past ratios in order to see whether the company has made any progress.
Ratio analysis is an effective method for evaluating a company's financial health. As a consequence, they may make well-informed financial choices based on the data they have access to. For this reason, they may use historical ratios to determine whether or not the firm is doing better than in prior quarters or years. Also, the ratios of other firms in the same industry or sector may be compared. This will provide consumers with a better understanding of the genuine financial situation of the organisation. The P/E ratio, dividend payout ratio, or earnings per share ratio may be used by investors like shareholders to evaluate a company's financial performance. There are several uses for this ratio for creditors. It shows how much debt a firm has as a percentage of total equity and how well it can repay its debts, including interest and principal, on time.
To a company's inner management, ratio analysis is critical as well. Insight into key indicators and the company's performance is provided in great depth by this report. Using this information, management may review the outcomes, learn why they differed from the budget, and plan for the future more successfully. They aid in the performance of the control role because the management is able to see the difference between the planned and actual financials. It also aids management in developing budgets and projections that are both reasonable and attainable (Anggraini, 2022). Different degrees of deviation from the budgeted value and ratios of performance level provide scenarios in which the firm performed well and where it erred and the explanation behind it. The findings of this study will aid management in future budgeting and planning efforts to address these issues. As a result, the company's financial goals are met. 
Analysing a company's risk and how management addresses it is aided by the use of ratio analysis. Leverage ratios, such as the financial leverage and the operational leverage, are useful tools for assessing the risk of a company's operations. A user may quickly learn how much money the firm has borrowed to fund its assets and how far it can stretch its operational income by looking at these statistics. We may also use ratio analysis to determine a company's ability to pay its interest and debts (Pochwat, 2020). As a result, the risk of credit defaults may be minimized. There are a number of other ratios that may be used to measure financial health and risk, such as the debt-equity and interest-coverage ratios, as well as a number of others. 





Limitation of Ratio Analysis
To acquire a broad knowledge of a company's performance, financial condition, and cash flows, ratio analysis compares data from its financial statements. An outsider, such as a credit analyst, lender, or stock analyst, may benefit much from this examination. These experts must be able to draw conclusions about a company's financial health based only on its financial statements (Lan, 2012). Ratio analysis does have certain drawbacks, though, and they should be taken into consideration. Ratio analysis only uses data that has been gleaned from real, prior transactions. These findings aren't always indicative of future performance. But you may apply ratio analysis on pro forma data and compare it to prior outcomes to ensure that it's consistent. Income statements are shown in current costs, although the balance sheet may include historical costs for certain items (Anggraini, 2022). Due of this discrepancy, it's possible to have strange ratios. There may be a problem with comparing data if the rate of inflation has changed in any of the eras studied. It would seem that sales had doubled over the previous year if the inflation rate was 100% in that year, but in reality, sales had not changed at all. When doing a ratio analysis on a trend line, it is possible that the information in a financial statement line item you are considering has been aggregated differently in the past, making it impossible to compare the same information throughout the whole trend period. A company's operating structure might vary so much over time that comparing a ratio from many years ago to the same ratio now can lead to incorrect conclusions.
Accounting transactions may be recorded in a variety of ways depending on the company. Since no two firms are alike, comparing their ratios might lead to confusion. Ratio analysis has to be seen as a part of a larger company strategy. It's not always easy to figure out why a ratio has the consequences that it does (Lewellen, 2004). Comparing the ratios of two companies with contrasting business models might be perilous. Others rely on the financial statements for their information. Keep in mind that the figures on the balance sheet only reflect the situation as of the end of the reporting period. Due to a sudden rise or fall in account balances at the end of the reporting period, the ratio analysis might be affected (Caro, 2022). To summarize, there are a number of drawbacks to ratio analysis that limit its use. However, ratio analysis is still effective as long as you are aware of these issues and employ other approaches to gather and understand data.












Conclusion
The fact that ratio analysis is an all-in-one solution for every firm makes its significance clear. Every aspect of a company, from liquidity to profitability to leverage to market value is represented by these measures. A variety of ratios may be used by stakeholders. They don't have to make all of their selections based on a single ratio. A business's unfavourable characteristics are also revealed via ratio analysis, along with its favourable ones. The company's strengths and shortcomings are readily apparent to the company's management. They are able to identify and attempt to eradicate any adverse elements. Stakeholders, on the other hand, should use caution when interpreting the findings of ratio analysis. Management has the power to improve these ratios by altering the numbers in the financial statements. Choosing the components or inputs in a computation does not follow a precise structure or guideline. As a result, the ratios across different businesses and sectors may differ. As a result, making decisions only on the basis of these ratios is not recommended. When making a decision, it is important to do a thorough investigation and consider a variety of ratios.








Bibliography
Anggraini, N. T. (2022). Analysis of Financial Statements Based on Financial Ratio and Vertical-Horizontal Method in PT Unilever, Tbk, 2016-2017 Period. Journal of Social Science, 3(1), 171-176.
Burghardt, T. E., & Pashkevich, A. (2020). Materials selection for structured horizontal road markings: financial and environmental case studies. European Transport Research Review, 12(1), 1-10.
Lakada, M. N., Lapian, S. J., & Tumiwa, J. R. (2017). Analysing the financial statement using horizontal–vertical analysis to evaluating the company financial performance period 2012-2016 (Case Study at PT. Unilever IndonesiaTbk). Jurnal EMBA: Jurnal Riset Ekonomi, Management, Bisnis dan Akuntansi, 5(3).
Pochwat, K., Kordana-Obuch, S., Starzec, M., & Piotrowska, B. (2020). Financial analysis of the use of two horizontal drain water heat recovery units. Energies, 13(16), 4113.
Caro, F. R. (2022). Horizontal cooperation and financial relations in Spain: an analysis on how the Autonomous Communities set the agenda for the reform of territorial financing. In PSA Annual International Conference 2022.
Lewellen, J., 2004. Predicting returns with financial ratios. Journal of Financial Economics, 74(2), pp.209-235.
Lan, J., 2012. 16 financial ratios for analysing a company's strengths and weaknesses. AAII Journal, (September).
Abdul-Baki, Z., Uthman, A. B., and Sanni, M. 2014. Financial ratios as performance measure: A comparison of IFRS and Nigerian GAAP. Accounting & Management Information Systems/Contabilitate Si Informatica De Gestiune, 13(1).
El-Gazzar, S.M., Chung, K.H. and Jacob, R.A., 2011. Reporting of internal control weaknesses and debt rating changes. International Advances in Economic Research, 17(4), pp.421-435.


image1.png




image2.png




