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Introduction 
Ratio analysis plays an important role in determining the strengths and weaknesses of an organisation, especially in regard to financial performance. The first form of analysis applicable to the study is horizontal analysis. The analysis is used to show changes in a specific financial analysis over a period of time. The analysis contains a comparison of financial statements for Hilton PLC for 2019 and 2020. As recommended by Faccia and Mosco (2), the earliest year, which in this case is 2019, should be used as the base period. The analysis in both cases was calculated using Excel. 
Horizontal Analysis of the Balance Sheet
	Entry 
	2020
	2019
	       Change
	    %Change 

	Current Assets
	4,202,000
	2,093,000
	2,109,000
	101

	Non-Current Assets
	15,810,000
	12,558,000
	3,252,000
	26

	Total Assets
	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
	3,252,000
	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
	-5,595,000
	-1,137,000
	20

	Total Stockholder's Equity
	-1,490,000
	-482,000
	-1,008,000
	209

	Total Liabilities and Stockholders 
	16,755,000
	14,957,000
	1,798,000
	12



Table 1: Balance Sheet (Source Hilton Annual Report, 2019; 2020)
Horizontal Analysis of the Income Statement
	Entry
	2020
	2019
	Change
	%Change

	Fiscal Year Ends
	31/12/2020
	31/12/2019
	
	

	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
	4

	Total Income Other
	-376,000
	82,000
	-458,000
	-559

	Income Before Tax
	-924,000
	1,244,000
	-2,168,000
	-174

	Net Income
	-715,000
	881,000
	-1,596,000
	-181



Table 2: Income Statement (Source: Hilton Annual Report, 2019; 2020)

Table 1 and 2 above shows the horizontal analysis for the balance sheet and income statement for Hilton hotels using 2019 as the base year. First, in regard to the balance sheet, there was a total increase in the total assets, which grew by 12% between 2019 and 2020. In regard to the income statement, all the values described in Table 2 above were negative except interest expense which increased by 4%. At this point, an increase in interest expense would also be considered to have a negative implication on the company since it indicates an addition in the cost of borrowing. Most importantly under the analysis is the change in sales and net income, which were reduced by 54% and 181%, respectively. The sudden drop in the sales and income for Hilton hotels could be explained in the context of COVID-19, which had devastating effects on the hospitality industry (Ntounis et al. 47). The pandemic resulted in reduced in-person visits to Hilton hotels resulting in the losses described above. 
The analysis further shows that liabilities grew by 18% between 2019 and 2020. Given that the company experienced losses in income and gross profit in 2020, it means that the firm had to borrow more to cater for the expenses. A general observation made here is that there was a general decline in the performance of the Hilton hotels in 2020. It is equally important to observe that while other financial accounts in the income statement experienced a significant decline, there was only an 18% drop in operating expenses. The above implies that Hilton hotels continued meeting other expenses such as rent, salaries, insurance and advertising. While it is unavoidable that the company would have paid for expenses such as rent, the use of financial analysis would have enabled the management to make appropriate decisions. 
Importance of Ratio Analysis
According to Hasanaj and Kuqi (17), ratio analysis assists investors and business owners in understanding the financial health of a firm and its performance over a period of time. The analysis assists in comparing the performance over different periods, which makes it easier for the management to make decisions. Hasanaj and kuqi (17) further observe that the ratios calculated during the analysis can be used in planning and forecasting the future. For instance, using past data on profitability or liquidity ratios, it is possible for analysts to forecast the possible profits that a company is likely to make in the future. 
One of the main benefits or importance of ratio analysis is that the ratios describe the ratios could be used to describe efficiency or the ability of an organization to make profits (Palepu et al.). The above is evident through the efficiency ratios, which measure the capability of a firm to generate returns. An example of such a ratio would be the return on assets ratio. 
Return on Assets = Net Income ÷ Total Assets
                             = 881,000 ÷ 14,957,000 (2019)
                             = 0.06
Return on Assets = Net Income ÷ Total Assets
                             = (715,000) ÷ 16,755,000 (2020)
                             = (0.04)
The calculations above show the efficiency of Hilton in making profits from its assets. The results indicate that in 2019, Hilton's return on assets was at 6%, which dropped to -4% in 2020. It means that in the year 2020, the company was unable to use its assets effectively to generate income. At this point, there were more costs than the revenue generated. The ratios can be used as a basis for making decisions on how the efficiency of operations at Hilton could be improved. The ratios could also be used as a basis for comparing the performance of Hilton with other peers in the industry. For instance, the return on assets for the main competitor, which is Marriott hotels was -1% in 2020, within an industry average of 1% (Macrotrends). The above is an indication that during the period, Hilton was lagging behind competitors and the industry in utilizing assets to make profits. In this regard, it is the role of the management to take up decisions and actions that would improve the performance of the firm. 
The next importance of ratio analysis relates to its ability to measure the solvency and the liquidity of a business. One of the main kinds of ratios used is the solvency ratio. According to Osadchy et al. (1), the ratios show the ability of a business to meet its obligations. For instance, 
Current Ratios = Current Assets ÷ Current Liabilities
                        = 2,093,000 ÷ 2,871,000 (2019)
                        = 0.73
Current Ratios = Current Assets ÷ Current Liabilities
                        = 4,202,000 ÷ 2,431,000 (2020)
                        = 1.73
In 2019, the current ratio for the company was 0.73, which increased to 1.73 in 2020. It means that in 2020, the company lacked enough current assets to satisfy existing short-term liabilities. In situations when the company lacks adequate liquidity, the management would have to make decisions on whether to use working capital to meet short-term obligations. 
Ratio analysis also assists analysts and business managers in identifying the risks that the firm or organisation is involved. Examples of such analysis are the leverage ratios which assist in determining the creditworthiness of a company. For instance, it is possible to calculate the debt ratio and determine how it can be used to indicate the riskiness of the company. 
Debt Ratio = Current Liabilities ÷ Total Assets
                  = 2,871,000 ÷ 14,957,000 (From Table 1 above, 2019)
                  = 0.19
Debt Ratio = Current Liabilities ÷ Total Assets
                  = 2,431,000 ÷ 16,755,000 (From Table 1 above, 2020)
                  = 0.15
Based on the calculations above, Hilton had a debt ratio of 0.19 in 2019, which was reduced to 0.15 in 2020. In both years, the company had a ratio of less than 20%, which implies a greater equity contribution. The above means that more of the company’s operations were financed by equity rather than debts. The ratio could also be interpreted to mean that it would have been less risky investments in the company over the stated period. 
As discussed above, ratio analysis provides the management in different organizations with reliable information concerning the financial state of the company. According to Greenberg and Hershfield (19), the analyzed state could be positive or negative depending on the prevailing conditions. If the results of the ratio analysis indicate negative performance, the management would have to make decisions to have corrective actions to revert the situation. Similarly, as described above, there are different kinds of ratios representing different facets of the organization. As a result of the above, Kadim, Sunardi and Husain (860) argue that business analysts and managers should not depend on only one type of ratio. While each type of ratio provides relevant information about the state of the business, combining different kinds of ratios enables the management within an organization such as Hilton to make decisions with a better understanding of the financial health of the business. 
Limitations of Ratio Analysis
While the ratios described above have a significant impact on the performance of Hilton hotels, there are several limitations associated with the ratios. Among them is that the information presented by these ratios is historical and does not necessarily show the future of the company. As a result, Ginting (459) argues that the information presented in the ratios does not necessarily present the real current status of the firm. For instance, the profitability ratios calculated above show that the company experienced huge losses in 2020. While the situation has been brought about by the COVID-19 pandemic, it does not necessarily show the future state of the company, as Hilton hotels are bound to make changes to improve performance. However, it is important to note that while the ratios contain historical information, they provide essential details on the direction that the firm is likely to take if corrective action is not taken (Singh). 
The next limitation is inflation which affects the real prices of the products. According to Sheremirov (63), it is possible for inflation to occur after financial statements have been released, meaning that the ratio analysis would not capture the real prices and status of the firm. For instance, based on Hilton's annual report, the financial statements for the year 2020 were released in March 2021, meaning that there was a gap period of three months which would have resulted in price level changes. In such situations, the decisions made, especially in regard to sales and expenses, may not reflect the real financial situation. 
The third limitation relates to the lack of common standards in analysing financial ratios. Kliestik et al. (74) note that different organisations may use different methods of arriving at financial ratios, which may make it difficult to compare the performance across the companies. Fatihudin (554) also finds that changes in accounting policies may also have an impact in comparing ratio analysis, especially in situations where the companies use different methodological approaches. Also, due to the lack of common policies and standards, it is possible that the management in some companies may manipulate financial statements to reflect a performance that is better than the actual financial status (Kliestik et al. 74). Such misrepresentation of financial analysis may result in the wrong decisions being made by the firm or its competitors. For instance, if the competitors of Hilton hotels provide unreal information, it is possible that the management at Hilton is likely to make inaccurate decisions as they pursue to reach the levels attained by the competitors. 
Despite the limitations described above, understanding the financial ratios and their fluctuations over time would be beneficial to the management at Hilton hotels, especially in making decisions that relate directly to their performance. In making the decisions, the management could also compare the ratios with their peers in the industry, which would be an indication of their relative strength. However, critics argue that the ratios are not a means to end by themselves, as the successful application is based on the ability of the management to correctly interpret the analysis (Fatihudin, 555). In contrast, Kliestik et al. (74) maintain that the ratios are easy to analyze, especially when they show trends in performance over time. The above makes it possible for the management to assess and implement the required changes. 
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