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Executive Summary
The report deals with the major aspects of ratio analysis. It consists of how a business corporation will be able to properly use it to its benefit. It has been found that with the help of the financial ratios the business organisations can make better decisions. This report also consists of the major ways in which the organisation calculates the ratio. The report also puts forwards discussions regarding the major limitations of the financial ratio analysis. At the end of the report, a conclusive statement has also been provided for a better summary of all the discussions done. 
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[bookmark: _Toc104037741]Introduction
Financial analysis is one of the main ways in which the organisation will be able to make comparative analysis more effectively (Maglio et al., 2018). It is a way in which a business corporation can make proper changes to the major organisational requirements. This report will majorly focus on how the organisation can make use of the financial information for better decision making. The organisation of interest for this report is Hilton Hotels. It was founded in the year 1919 by Conrad Hilton (Hilton, 2022). The organisation is headquartered in Texas, United States and headed by Christopher Nassetta who acts as the CEO of the corporation. 


[bookmark: _Toc104037742]Part A
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.
Ratio analysis is an important part of any form of organisational procedure. It can be therefore said that there are ways in which the corporation its yearly performances and take proper decisions (Kourtis et al., 2019). The following are the main ratios which have been calculated regarding the Hilton hotel with the help of the balance sheet and the income statement provided by the organisation. 
Profitability Ratio
	Ratio
	Formula
	Explanation
	2019
	2020
	%(+/-)

	Gross Profit Margin
	(Revenue – Cost of Goods Sold)/ Revenue
	The gross profit margin will help the corporation to understand how well the organisation is able to properly make money from selling the core product or service of the organisation.
	(9,452,000 - 7,017,000)/ 9,452,000
= 25.76%
	(4,307,000 - 3,724,000)/ 4,307,000
= 13.53%
	-47.47%

	Operating Profit Margin
	(Operating Profit/ Sales Revenue)
	This is a similar ratio to gross profit margin which helps the business corporation in calculating the real profitability of the organisation. 
	1,576,000/ 4,307,000
= 36.59%

	-119,000/9,452,000
= - 1.2%
	-2949%


Table 1: Profitability Ratio
Analysis
The gross profit margin is one of the main profitability ratios that is required to be calculated by the organisation. It can be seen that in the year 2020 the gross profit margin of the organisation has fallen in comparison to the year 2019. There is a drastic fall of around 12% in the year. This can be due to the fact there has been a fall in the total amount of sales made by the corporation. However, it can be seen that the corporation has had an immense decrease in the operating profit margin. This is because in the year 2020 the organisation has decreased its total amount of operating income by a big margin. 

Figure 1: Profitability Ratio
(Created by the learner)
It can be seen that the business corporation in the year 2020 has immensely faltered in aspects of profit-making in the year 2020. There are ways in which the business corporation will be able to properly analyse the facts in which the reasons for falling profit can be determined. One major external reason that can be assumed for this fall in profit is the coronavirus pandemic in the year 2020.



Liquidity Ratio
	Ratio
	Formula
	Explanation
	2019
	2020
	%(+/-)

	Current Ratio
	Current Asset/ Current Liabilities
	This helps the organisation in assessing how the health liquidity of the corporation is to properly meet the short-term obligations within a year.
	2,093,000/ 2,871,000
= 0.72
	4,202,000/ 2,431,000
= 1.72
	+138.88%

	Quick Ratio
	(Cash and Cash Equivalents + Accounts Receivables)/Current Liabilities 
	The quick ratio is also known as the acid test ratio which will allow the corporation to measure the organisation’s ability to meet the liabilities with its most liquid assets.
	(538,000+1,261,000)/2,871,000
= 0.62
	3,218,000 + 771,000)/2,431,000
= 1.64
	+164.51%


Table 2: Liquidity Ratio
Analysis
The liquidity ratio helps the business organisation in ensuring that they can properly analyse how liquid they are to properly pay the short-term liabilities (Sartika et al., 2021).  It can be seen from the calculations made that in the year 2019 the current ratio of the organisation stood at 0.72 which has increased in the year 2020 to 1.72. An increase in the current ratio of the organisation will mean that there is a better balance in the organisation’s current assets and liabilities and it will more easily pay off the liabilities. On the hand, there has been a similar rise in the quick ratio of the organisation as well. In the year 2019, the ratio stood at 0.64 while in the year 2020 the ratio is 1.64. This means that in the year 2020 the organisation has more amount of quick assets than current liabilities. It implies that more assets can be quickly converted to cash properly. 

Figure 2: Liquidity Ratio
(Created by the learner) 
Thus, it can be said that in the year 2020 the organisation has been able to properly increase the organisational liquidity.  This implies that in the year 2020 the organisation will not have any issues in maintaining and paying off its liabilities of the organisation.

Efficiency Ratio
	Ratio
	Formula
	Explanation
	2019
	2020
	%(+/-)

	Debtors Collection Period
	(Account Receivables/ Sales made) *365
	This ratio will help the organisation in calculating the number of days that are taken to properly collect cash from the organisational debtors.
	(1,261,000/9,452,000) *365
= 48.69 Days
	(771,000/4,307,000) * 365
= 65.33 Days
	+ 34.17%

	Creditors Payable Period
	(Total Payables/ Cost of Sales) *365
	The ratio shows how many days the corporation takes to pay off the creditors of the organisation.
	(303,000/7,017,000) *365
= 15.76 Days
	(224,000/3,724,000) *365
= 21.95 Days
	39.27%


Table 3: Efficiency Ratio
Analysis
The efficiency ratio shows how efficient the organisational operations are. Two important ratios have been chosen here which show how cash is managed by the organisation in the operational context. In the case of the debtor’s collection period, the organisation will benefit if the collection is faster (Campisi et al., 2019). It can be seen from the calculations made that in the year 2019 the organisation was collecting the receivable from the debtors at a faster rate than in the year. There has been an increase by at least 17 days which is not a very good sign. On the other hand, an increased number of days for creditors’ payable period can be considered a good sign. In the year 2020, there has been an increase of 6 days approximately in the creditors payable period which is a good sign for the organisation. 

Figure 3: Efficiency Ratio
(Created by the learner)
The efficiency analysis of the hotel chain shows that there has been a mixed change in the year 2020 as compared to the year 2019.
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Outline the importance of using ratio analysis for decision making.
Ratio analysis is how the organisation can properly analyse its liquidity, operation and efficiency.  It is done with the help o studying the financial statement of tech organisations. Some of the major types of ratios that are calculated by the organisation are – the current ratio, quick ratio, net profit margin and return on capital (Otekunrin et al., 2019). Various aspects are required to be considered by the organisation. Ratio analysis helps a business corporation not only to make viable comparisons but aids in decision making as well. It is the cornerstone of fundamental equity analysis.
With the help of the ratios, the organisation can make decisions regarding the ways it can maintain the ratios efficiently. For instance, the calculation of the current ratio will help the organisation in understanding the fact that how well it needs to manage the current ratios of the corporation (Islami and Rio, 2019). It will show the major trends in the organisation and help them in making a proper investment decision. The return on capital employed ratio will allow the corporation to make pivotal decisions regarding how the capital can be utilised in the company.
Efficient ratio analysis allows the business corporation to ensure that they are making decisions regarding the competitive advantage in the industry. Ratio analysis helps the business organisation in ensuring that they can properly analyse how they can be adding financial aspects to the business. Efficient ratio analysis will help the corporation in determining the profitability of the business organisation (Rashid, 2021). The ratio analysis allows the major stakeholders of the organisation to properly analyse if the organisation is worth investing in or not. There are ways in which the corporation can make proper liquidity-based decisions as well. Once the organisation can properly analyse the major decisions regarding the operational efficiency of the organisation can be properly taken (Dance and Imade, 2019). It can be therefore said that proper ratio analysis will help the organisation in making proper decisions regarding organisational aspects. 
Once the ratio analysis has been done the organisation can make decisions regarding which aspects need to be improved by the corporation. The improved calculation will allow the corporation to aid in better decision making and ensure the fact that the liquidity and profitability of the organisation are also made efficiently. It can be therefore said that the management of the corporation will also be able to make decisions regarding the management of the inventory and how can it be handled properly. 
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You are to investigate the limitation of ratio analysis, including why an understanding of ratios and their fluctuations is essential for hotel management in analysing the information seen in their financial statements.
Ratio analysis is indeed a very important aspect that is required to be considered here and it can be said that there are ways in which it helps in properly analysing the major aspects of the business organisation. However, it is very important to note that there are major limitations of the ratio analysis. One of the concerning limitations of the ratio analysis is that it is historic (Tascóne et al., 2018). It implies that the analysis is not current therefore it cannot be considered absolute. It also does not account for the major external factors that impact the business corporation. This means that the analysis will not take into consideration the major external aspects such as recession and inflation. 
Now, if the organisation plans on changing the ley accounting policies, then the organisation will not be able to properly analyse the ratio (Corporate Finance Institute, 2022). This is because there will be a change in the financial information and trend as well. For instance, the fall in the operating margin of the hotel will be majorly attributed to the fact that the organisation has had a decreased amount of operating income. However, it will miss out on the external aspect of the fall in the operating income ratio. Thus, it can be said that the corporation has lost its profit due to the ongoing pandemic in the year 2020. 
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Figure 4: Limitations of Ratio Analysis
(Source: Corporate Finance Institute, 2022)
In the hotel management industry, it is important to understand the major reasons behind the fluctuation of the ratios. It can be therefore said that the hotel will be required to make sure the fact that they can properly analyse the major financial implications intricately. By analysing the financial ratios of the organisation, it can be stated that the corporation will be able to properly understand the reasons behind the fall in profit the organisation. It has been seen that in the year 2020 the organisation has had an immense drop in profitability. This can be well attributed to the fact that due to the coronavirus pandemic the profitability of the company has fallen.
Proper ratio analysis will allow the corporation to ensure that there are ways in which the hotel chain will be able to understand the major reasons behind the changes in assets. It will let the organisation make amends in various departments in need of improvement (Husain and Sunardi, 2020). Thus, it can be simply put in this way that the organisation will be able to properly increase its efficiency with the help of proper ratio analysis. The limitations of the ratio analysis can be impactful on the organisation but it does not count out the utility of the ratio analysis aspects. 
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At the end of the analysis, it can be concluded that the organisation needs to consider ratio analysis as an important factor. It allows the corporation to ensure that there are ways in which the company will be able to have a competitive advantage. It has been found that proper ratio analysis will help the corporation in ensuring that they will be able to properly analyse the ways to make effective decision making. Another important aspect that has been found here is that there are certain limitations to ratio analysis of a business corporation as well. Finally, it can be said that the corporation can make better and more informed decisions with the help of proper ratio analysis. 
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Efficiency Ratio

Debtors Collection Period	2019	2020	48.69	65.33	Creditors Payable Period	2019	2020	15.76	21.95	



Profitability Ratio

Gross Profit Margin	
2019	2020	0.2576	0.1353	Operating Profit Margin	
2019	2020	0.3659	-1.2E-2	



Liquidity Ratio

Current Ratio	
2019	2020	0.72	1.72	Quick Ratio	
2019	2020	0.62	1.64	
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