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Introduction
Horizontal analysis is a method for examining financial statements that involves comparing specific financial data from one accounting period with data from previous accounting periods. This type of study is also known as a cross-period analysis. Analysts make use of this technique to investigate historical trends (Horizontal Analysis, 2022). In other words, one of the measuring tools that is used to analyse the performance of an organization is called a horizontal analysis. A horizontal analysis is performed whenever historical data, such as ratios or line items, are analysed over several different accounting periods. In a horizontal analysis, absolute or percentage comparisons might be employed, with the baseline amount expressed as one hundred percent and successive values represented as percentages of the baseline quantity. An additional name for this notion is the base-year analysis (Tuovila, 2021). As part of this study, we will investigate Hilton Worldwide Holdings Inc.'s (HLT) income statement and balance sheet for the years 2020 and 2019, and we will evaluate the absolute and percentage horizontal ratio changes between the two sets of financial statements. After this, we will discuss the importance of ratio analysis when it comes to choosing decisions. In addition to this, we will discuss the constraints of ratio analysis, including the reasons why hotel management must be knowledgeable of ratios and the changes in those ratios to assess the financial statements.
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The following table shows the horizontal analysis of the Income statement of Hilton Worldwide Holdings Inc. (HLT) between 2020 and 2019.
	Income statement 2019 & 2020

	Hilton Worldwide Holdings Inc. (HLT)

	 
	2020
	2019
	Change
	%Change

	Fiscal Year Ends
	31/12/2021
	31/12/2020
	 
	 

	Sales
	4307000
	9452000
	-5145000
	-54

	Cost of Goods Sold
	3724000
	7017000
	-3293000
	-47

	Gross Profit
	583000
	2435000
	-1852000
	-76

	Operating Expenses
	702000
	859000
	-157000
	-18

	Operating Income
	-119000
	1576000
	-1695000
	-108

	Interest Expense
	429000
	414000
	15000
	3.60

	Total Other Income/Expenses Net
	-376000
	82000
	-458000
	-559

	Income Before Taxes 
	-924000
	1244000
	-2168000
	-174

	Net Income
	-715000
	881000
	-1596000
	-181



Using horizontal ratio analysis, we can see, 
· The absolute change of gross profit was -1852000 or -76.06% which indicates both the sales and production was reduced in 2020. In 2020, the sales and cost of goods sold reduced by 54.43% and 46.93% respectively compared to 2019. We are assuming this reduce in sale and production was because of the economic crisis due to Covid 19 pandemic.
· We can also see the change in operating income was -1695000 between 2019 and 2020. This indicates operating income reduced 107.55% in 2020 than 2019.
· There is also decrease in operating expenses. The change of operating expenses was -157000 between 2019 and 2020. This indicates that operating expenses reduced by 18.28%
· The only item that has a positive change of 15000 is interest expense. In 2020, interest expense increased by 3.62% compared to 2019.
· The item that has changed most significantly is total other income/expenses net. The change was -458000 or -558.54% between two years. This indicates that although in 2019, income from other sources was greater than total other expense but in 2020 total other expense was greater than total other income.
· The change in net income before tax between two years is -2168000 or -174.28%, This means that net income before tax reduced and resulted in net loss in 2020.
· The absolute change of net income was -1596000 which indicates a net loss in 2020. In 2020 the net income decreased to 181.16% compared to 2019. We are assuming this loss has occurred because of the economic disaster due to the pandemic.
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The following table shows the horizontal analysis of the Balance Sheet of Hilton Worldwide Holdings Inc. (HLT) between 2020 and 2019.
	Balance Sheet 2019 & 2020

	Hilton Worldwide Holdings Inc. (HLT)

	 
	2020
	2019
	Change
	%Change

	Current Asset
	4202000
	2093000
	2109000
	101

	Non-Current Asset
	15810000
	12558000
	3252000
	26

	Total Asset
	16755000
	14957000
	1798000
	12

	Current Liabilities
	2431000
	2871000
	-440000
	-15

	Non-Current Liabilities
	15810000
	12558000
	3252000
	26

	Total Liabilities
	18241000
	15429000
	2812000
	18

	Common Stock
	3000
	3000
	0
	0.00%

	Retained Earnings
	-6732000
	-5965000
	-767000
	13

	Total Shareholder's Equity
	-1490000
	-482000
	-1008000
	209

	Total Liabilities and Stockholder's Equity
	16755000
	14957000
	1798000
	12



Using horizontal ratio analysis, we can see, 
· The current Asset increased more than double in 2020 comparing to 2019. The absolute change was positive 2109000 or 100.76% in 2020 compared to 2019. 
· The non-current asset has also increased 25.90% in 2020 compared to 2019. The absolute change was 3252000 increases in non-current assets in 2020
· Overall, the total asset has increased 1798000 or 12.02% in 2020 than total asset of 2019.
· On the other hand, we can see a decrease of 15.33% or 440000 in current liabilities in 2020 and increase of 25.90% or 3252000 in non-current liabilities.
· Overall, the total liabilities increased about 18.23% or 2812000 in 2020 compared to 2019.
· The common stock number didn’t change between the years. This means no new common stock has been issued.
· 

· We can also see an increased retained loss of 767000 in 2020. In other words, the retained loss increased 12.86% more in 2020 than 2019.
· Overall total shareholder’s equity has seen a change of -1008000 or 209.13%. This is the item that has changed significantly in 2020. This negative equity increased because the total liabilities are more than shareholder’s equity.
· Lastly, we can see the total liability and shareholder’s equity has increased 12.02% or 1798000 in 2020 compared to 2019. This was mostly because of the increase in non-current liabilities. Also, there was increased retained loss. We are assuming this situation has happened because due to covid pandemic the organization had no income, so it had to take long-term loans or other liability options which increased its overall liability.
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Task:2 Importance of Ratio Analysis in Decision Making
In modern management, decision making is one of the most essential components. Fundamentally, rational or sound decision making is seen as the most important managerial role. Every manager makes hundreds upon hundreds of decisions, whether unconsciously or deliberately, making it the most important aspect of their job (Juneja, 2022). Important roles are played by decisions since they determine both organizational and management activity. Decision making is the process of gathering information, identify alternatives, analysing them and deciding to choose the best alternative (Dartmouth, 2022). 
However, managers can’t make essential decision based on just their judgement. There are many tools that can help managers taking decisions. Ratio analysis is one of such tools.
Ratio analysis is the technique of analysing various parts of the financial data contained in a company's financial statements. Usually, analysts employ ratio analysis to identify the company's essential financial elements, such as solvency, liquidity, and profitability. These are some of the essential metrics that enable industry executives to develop more effective company strategies and make timely decisions (Horngren, 2014).
Financial statements from the past and present must be used by data analysts to collect data that will allow them to obtain important information about the company's financial performance. With this information, analysts may establish if a company's finances are improving or deteriorating and compare it to its competitors. And comparing these they can take effective decisions (BLOOMENTHAL, 2021).
Ratio analysis also helps managers to identify risks. This helps them to avoid taking risky decisions (Banerjee, 2022). 
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Although ratio analysis is a very important tool for decision-making it has some limitations. They are-
· Ratio analysis usually compares historical data. This implies that the result derived in the past may not be same in present. It can only be used to compare past data with present data.
· Ratio analysis cannot be used to compare different companies if their sizes and natures are not comparable (Bragg and Bragg, 2022).
· There is no established ratio norm. Only rules of thumb are recognized and obeyed for all ratios. Therefore, ratio interpretation is challenging.
· Information on the income statement is presented in current costs, but some balance sheet items may be stated in historical costs. Due of this discrepancy, it's possible to have strange ratios.
· Human element is not considered in ratio analysis (Purpose and limitations of Ratio Analysis - Ratios - Higher Business Management Revision - BBC Bitesize, 2022).
· External variables such as a global recession are not taken into consideration when calculating ratios.
· Financial statements may have been aggregated in diverse manners in the past, which means that doing a ratio analysis on a trend line does not compare exactly the same information throughout time (Bragg and Bragg, 2022).
· In ratio analysis, there is a time lag between calculation and communication. After the end of the accounting year, the financial statements are compiled and audited by a qualified auditor. Financial statements are issued following the conclusion of an annual general body meeting of the corporation. It might take anything from six to nine months to complete. There is no use in using ratios if this is the case (Contents for Management Studies, 2022). 
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Hotel management and hospitality sector is one of the most booming economic sectors now a day. Hotels and accommodation, event organizing, theme parks, transportation, cruise lines, and other industries in the tourism business are all part of the hospitality industry. But a successful business cannot run without proper decision making. Ratio analysis can help a hotel management business a lot in decision making (Kieso, Weygandt and Warfield, 2018). As a result of the vast number of sub-sectors that comprise the hospitality sector, it is hard to compare businesses within it (Tarver, 2022). The following ratios can be used for an apple-to-apple comparison.
· Liquidity Ratios: Liquidity ratios provide information on a company's capacity to satisfy its short-term financial obligations to its stakeholders. Since the hotel business requires a substantial quantity of working capital and has numerous short-term financial obligations to meet, liquidity ratios are an essential part of its assessment.
· Financial Leverage Ratios:  Financial leverage ratios show stakeholders a hotel's long-term solvency. These ratios assess a firm's capacity to repay long-term debt. Hospitality companies require a lot of long-term assets and long-term debt funding. The debt ratio assesses a firm's capacity to service long-term debt. Hospitality firms need low debt ratios, suggesting their long-term assets surpass their debt (Tarver, 2022).
· Profitability Ratios:  Profitability ratios quantify a company's gross profit, operational profit, and net profit levels of profitability. The hotel business generates billions of dollars, and many enterprises are well-established, implying that profit margins at all levels should be substantial. This ratio is also used for comparing profits with competitors. 
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From the report we can see ratio analysis is a very important tool for decision making in businesses despite having many limitations. In this report we have computed horizontal ratios of Income statement and balance sheet of Hilton Worldwide Holdings Inc. (HLT). We have also discussed the importance of ratio analysis and limitations of it. Lastly, we tried to highlight the importance of understanding ratio analysis in terms of hotel management industry. We hope this report will give a student a basic idea of ratio analysis and its importance for business. 
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