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Executive Summary
The following financial ratio is of interest to stockholders, short-term lenders, and long-term lenders alike: quick ratio, current ratio, and debt-to-equity ratio. Short-term lenders have a strong preference for the liquidity ratio (quick ratio). This ratio becomes more important when users extend the sense of responsibility for the short term to the form (Mautz et al., 2022). Lenders working with longer terms make use of the solvency ratio. A creditor with a long-term investment in the company might gain an idea of the company's ability to repay the debt by using this ratio (Lesakova, 2021).
As a direct consequence of this, a corporation must utilise both financial ratios and financial analytical procedures. It is essential to employ them alternately because this reveals both their strong points and their weak points, as well as how well they can compete with one another. The Following Assignment provides the ratio analysis of Hilton Incorporation for the years 2019 and 2020 where the year 2020 provides negative results in maximum cases.
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Introduction
Financial ratios can be used by business owners and managers to keep track of how their organisations are progressing toward achieving their goals. Using these ratios over a while reveals how company trends change over time (Rakhmawati, 2022). Correlation created from financial data kept by a company and used for benchmarking is called a financial ratio. Finding the product of dividing one financial data by another produces the resulting financial ratios (Tinkelman et al., 2022). Financial ratios are critical to understanding a company's image at the time the underlying numbers are being calculated. One of the reasons financial ratios are so important is because of this.
However, the financial analysis examines a company's activities and transactions to determine whether or not they are reasonable and how effective they are. Analysing historical financial data is fundamental to financial analysis, which aims to provide light on a company's current and future financial state (Mautz et al., 2022). An evaluation's objective is to determine a company's future revenue, as well as its profitability, accountability and strengths. Let us analyse the financial performance of Hilton Incorporation along with the limitations and importance of the Ratio Analysis discussion.
Financial Analysis
Before Analysing the Ratio of Hilton Incorporation, let us define the changes that occurred in the financial statement of Hilton Incorporation between 2020 and 2019 fiscal year.
Income statement 2019 & 2020
Hilton Worldwide Holdings Inc. (HLT)
20202019Change% ChangeFiscal Year Ends31/12/202131/12/2020Sales4,307,0009,452,000   -5145000-54.43%Cost of goods sold3,724,0007,017,000-3293000-46.93%Gross profit583,0002,435,000-185,2000-76.06%Operating Expenses702,000859,000-157,000-18.28%Operating income-119,0001,576,000-169,5000-107.55%Interest Expense429,000414,00015,0003.62%Total Other income/ expenses net -376,00082,000-458,000-558.54%Income before taxes-924,0001,244,000-2168000-174.28%Net income-715,000881,000-1596000-181.16%



Balance Sheet 2019 & 2020
Hilton Worldwide Holdings Inc. (HLT)
20202019   Change%    ChangeCurrent Asset4,202,0002,093,000-167,2800-79.92%Non Current Asset15,810,00012,558,000325,200025.89%Total Asset16,755,00014,957,00017,98,00012.02%Current Liabilities2,431,0002,871,000-440000-15.33%Non current Liabilities15,810,00012,558,000325,200025.89%Total Liabilities18,241,00015,429,000281200018.23%Common Stock3,0003,00000%Retained Earnings-6,732,000-5,965,000-76,70,0012.86%Total Stockholders' Equity-1,490,000-482,000-1008000209.13%Total Liabilities and Stockholder16,755,00014,957,000179,800012.02%



Ratio Calculation
Profitability Ratio
Operating Ratio: Operational expenses as a percentage of sales are known as the operational ratio in accounting. Organizations like railroads, which rely on a large percentage of revenue to run their business, commonly use this financial ratio. An operating ratio of 80 or lower is regarded as ideal in the railroad industry (Tinkelman et al., 2022). The following result shows that 2020 presents a huge negative result as revenue is negative.
Operating Ratio = 
.
Explanation:
2020	2019
	
= -589.91%	= 54.51%


Gross Profit Margin: Ratios used to represent gross margins include In most cases, computed by subtracting the item's selling price from the cost of goods sold and dividing the result by the original price (Kamnikar et al., 2022). The following result enunciates that gross profit decreases by 12% in 2020.
Gross Profit Margin = 
Explanation:
	
	
	


Operating Profit Margin: An organization's operating margin will tell users how much money it makes on each pound of sales after all variable production expenses, such as labour and raw materials, have been paid for, but before interest or tax payments have been made (Guan et al., 2021). The formula for determining this amount, which is employed to arrive at this result, is the operating income of a business divided by its net sales. Since the revenue in 2020 is negative, thus it provides a -.2.76 result.

Operating Profit Margin = 
Explanation:
	
	
	


Return on Capital Employed: An financial ratio known as return on capital employed is utilised in the fields of finance, valuation, and accounting (Yanghon et al., 2021). After taking into consideration the total amount of money that was invested, it is a helpful indicator for comparing the relative financial performance of selected businesses. 2019 provides a positive return on investment but 2022 provides a negative return.
ROCE = 
Explanation:
	
	
	


Liquidity Ratio
Current Ratio: The current ratio is one of the most important liquidity ratios since it determines whether or not a company can meet its short-term commitments using the assets it now possesses (Biancone, 2022). The current ratio is a useful metric for determining whether or not the current assets are adequate to satisfy the current liabilities. 2020 provides a good ratio as it is above 1.00. The main reason behind it is low liability
Current Ratio = 
Explanation:
2020	2019
	
= 1.73	= 0.73


  
Gearing Ratio
Equity Ratio: One type of financial ratio is known as the equity ratio, and it indicates the relative share of stock that is utilised to finance an organisation's assets (Mautz, 2022). The good Equity ratio should be 0.05 or above. In the following case, 2020 years provides a good one.

Equity Ratio = 
Explanation:
2020	2019
	
= 0.09	= 0.03


Debt to Equity Ratio: It is a financial measure that indicates the relative amount of owners' equity and debt that is used to finance a firm's resources. This share is indicated by the debt-to-equity ratio (Tinkelman, 2022). The ratio is also known as risk, gearing, or leverage, and it is closely tied to the concept of leveraging. The lower it is, the better it is. But in the following cases, both are too high indicating a huge amount of debt of Hilton Incorporation.
Debt to Equity Ratio = 
Explanation:
2020	2019
	
= 12.24	= 32.01


. 
Financial Analysis Trends
Profitability
The following are Hilton Incorporation's profitability ratios for 2019 and 2020. It reveals that 2020 has performed worse than 2019 in terms of negative performance.
Year	Operating Ratio	Gross Profit Margin	Operating Profit Margin	Return on Capital Employment
2019	54.51%	25.74%	16.67%	10.29%
2020	-589.91%	13.54%	-2.76%	-6.45%


Liquidity
There has been a poor result in every field of fund management for the year 2019. This is something for which Hilton Incorporation needs to plan ahead of time.
Year	Current Ratio
2019	0.73
2020	1.73


Gearing
According to the information provided below, it can be inferred that the company is taking out additional loans from third parties to cover its expenses, indicating that it has grown financially very weak enough to pay back its debts. But in 2020 it becomes much lower compared to that of 2019.
Year	Equity Ratio	Debt to Equity Ratio
2019	0.03	32.01
2020	0.09	12.24


Importance of Using Ratio Analysis
The following are the importance of financial ratios in Hospitality businesses.
They provide a standardized method of comparison: Financial ratios provide a standardized method with which to compare companies and industries. The use of ratios in companies enables their owners to understand deeply the performance of their business and those of their competitors without considering the size of the business or the sales volume (Kamnikar et al., 2022). 
Stock Valuation for Strength and Weakness: Ratio analysis enables business owners and financial analysts to understand broadly the strengths and the weaknesses of their stock. This analysis is crucial for investing purposes since investors would be highly interested in investing in companies with higher performances (Yanhong et al., 2021). They are also used in the planning and performance of businesses. Entrepreneurs use financial ratios as their guide in the creation of business plans or preparation.
Financial ratios provide a tool for entrepreneurs to assess the health of their organisations. In addition, they compare their results to those of other firms in the same industry. Ratios are used to highlight the relationship between various financial statement components, which are more useful when comparing results over a range of periods (Biancone, 2022). Proportional calculations give information about a company's profitability and ability to pay off its debts when they are done correctly. Operations, profitability, liquidity, and leverage are all subcategories of financial ratios that provide a variety of services.
The ratios should be taken into account while evaluating the effectiveness of the various activities. The profitability of a business and the preservation of its liquidity depend on the efficiency and effectiveness of its operations. Financial ratios provide these data, which are indicators of the company's asset turnover (Guan et al., 2022). As an example, a company's accounts receivable turnover can be used to determine how quickly it receives money from its clients. Various metrics may be used to determine how well a company can pay its debts in a certain period, such as the liquidity ratio. The financial ratio includes a profitability indicator that shows how much money was made.
Necessitate Additional Research:  Financial information, such as those listed above, can be used to pinpoint problem areas that necessitate additional research. When the current ratio falls below 2:1, for example, they sound the alert about possible liquidity concerns (Mautz et al., 2022). The comparison of the firm's ratios to the industry's standards highlights areas in which the company must improve, putting the company in a competitive position. A variety of financial ratios can be employed to glean further insights into a company's financial performance, depending on the company's goals.
A company's long-term prosperity hinges on its ability to conduct sound financial analysis. For the company to identify the areas of the organisation that are struggling, the financial analysis must be done correctly. A company's financial status might be improved or worsened based on the results of financial analysis. To efficiently run a business, it is necessary to have access to a wide range of financial instruments, including return on assets, current assets, and profit margins (Tinkelman et al., 2022). If the office of finance conducts a thorough financial analysis, stakeholders and investors can get a clear picture of the company's financial health. With the help of financial analysis, firms can plan the acquisition of equipment and other important tasks.
Limitations and Essentiality of doing Ratio Analysis
Ratio analysis does give a picture of the company's financial success, however, it is also true that ratio analysis does not always show genuine financial performance. As a result of the multiplicity of variables at play, the estimated ratio's value can be unclear. The results of a ratio study do provide insight into the financial health of the organisation (Zager, 2022). Comparing the operations of numerous organisations in various industries can be problematic when utilising ratios to analyse large corporations active in a wide range of different industries. Ratio analysis, for example, relies on publicly available data from prior years' worth of financial performance. There is a strong indication that the ratio metrics may not necessarily reflect the organization's normal state of operation (Sandin et al., 2021).
Depreciation and inventory costs are only two examples of how economic factors like inflation and interest rates can impact a company's bottom line by altering the value of assets on the balance sheet (Yanhong et al., 2022). As a result, undertaking a long-term study of a company or comparing it to other companies of various ages can lead to inaccurate findings.
Window dressing is a practice in which managers manipulate ratios or allow seasonal elements to distort results to provide the impression of a strong financial situation, which diminishes the accuracy with which they can assess the organization's performance. The adoption of different operating practises and accounting processes, such as the decision to lease rather than buy equipment, can significantly distort comparisons (Rakhmawati et al., 2022). For this reason, rather than relying on the value of a single ratio at a specific point in time to determine whether a ratio is favourable or unfavourable, an in-depth financial study should be used instead. As a result, it may not be wise to judge a company's financial health based solely on the value of a ratio at any given point in time.
There is no way to tell how successful a company is by looking at financial ratios. As a result, metrics are based on previously reported outcomes, and this is how they can be relied upon (Lesakova, 2021). A large percentage of companies do regular updates to their accounting policies. Modifications to these policies and processes have a significant impact on the way financial data is reported. As a result of the change in financial measures, the previously recorded financial results cannot be compared to those reported before the change. As a result of this, financial analysts must have advanced knowledge of accounting policies.
The financial ratio analysis is predicated on the publicly available information found in the company's financial statements (Mautz, 2022). Organizational leaders are more prone to alter or manipulate this data to present a more optimistic picture of performance than is the case. Consequently, the conclusions of the ratio analysis may be misconstrued if they are based on this information. Financial ratios are analysed taking into consideration seasonal factors.
Unfortunately, because the ratio analysis cannot be refined, an incorrect result may be drawn (Kamnikar, 2022). A further point should be made: Companies routinely change their operational methods. An organization's prospects and current performance may be incorrectly predicted if the organization's functional structure is changed, according to ratio analysis.
Conclusion
Financial ratio analysis is a widely used and essential technique in the field of financial analysis. Financial statements are presented in a way that can be visualised using this method. There are various limitations to the application of financial ratio analysis.
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