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The hotel and tourism industry is a major sector that relies on cross-sectional analysis and financial ratios. The report provides a discussion on ratio analysis that is a tool for the decision making for the management to make effective outcomes. Financial ratios are evaluated from the viewpoint of accounting and reflect the possible outcomes that help the management to service business operations. A calculation is done with available information from the income statement and balance sheet. The report also explains that ratio analysis in the context of the hospitality sector. Besides, the benefits and limitations of ratio analysis on decision making are also discussed. 
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The following us the calculation of suitable ratios for 2018 and 2019 to aid analysis-
Liquidity ratios
Current ratio: The current ratio determines the ability of a company to pay back short term debts and its short term liabilities. This ratio indicates that the higher the ratio, the higher the ability of the firm to pay off its short term debts or short term obligation
Current ratio=current asset/current liabilities
In 2018, £1980, 000/£1539, 000=1.28
In 2019, £2185000/£1696000=1.29
Analysis: The financial statements are evaluated by the current ratio and it is found that the company is having a similar outcome. The outcome over 1.00 tells that the business is at risk due to having too much debt. 
Quick ratio: A quick ratio is a fast-way to identify whether the company can meet its short term obligations. In this regard, inventories are included and this enables to identify whether the company incur a loss if it has to liquidate its assets. 
Quick ratio= Current asset-inventories/current liabilities
In 2018, £1980, 000-800,000/1539, 000=.77
In 2019, £2185, 000-900,000/1696, 000=.76



Leverage ratios
Debt to Equity:
Debt to Equity =

Short Term Debt + Long Term Debt
Total Equity (including grants)
For 2018, £1539, 000+150,000/£3591, 000=0.47
For 2019, £1696, 000+145,000/£6288, 000=0.29
Analysis: Owner of the company needs to get some leverage on the investment so that the company can get a boost up to its overall outcome.
Debt ratio: 
Debt ratio=Total debt/total assets
For 2018, £1539, 000+150,000/11891, 000=0.14
For 2019, £1696, 000+145,000/12,954,000=0.14
Profitability ratio
Gross profit margin
Gross profit margin is used to find gross profit earned throughout a fiscal period. With reference to the hospitality and tourism sector, most of the costs come from the operations. so in this regard, gross profit margin provides an outlook on the company`s profit. 
Gross profit margin=sales-cost of goods sold/sales
For 2018, £14,000,000-1250, 000/14,000,000=0.91
For 2019, £13,000,000-1750, 000/13,000,000=0.87
Net profit margin
Net profit margin indicates the net profit earned for the company. Net profit is related to its operating costs to operate a company. 
Net profit margin=net profit/total sales
For 2018, £8150, 000/14,000,000=0.58
For 2019, 6521, 000/13,000,000=0.50
Analysis: The hotel has a stable gross profit margin and net profit margin. The organisation needs to increase its overall sales to improve gross profit that reflects into net profit also. 
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Financial ratios and their fluctuations examine the current performance of the company which means that these ratios typically compare past results with present outcomes of that company. It is recommended that companies use financial ratios to identify problems in the development of the financial instruments to direct attention to potential problems (Guilding, 2007). Ratios show a broad trend that exists in the current structure of the organisation to assist in decision making. 
To the reference of Hotel management, the various function of the operations attaches varying degrees of importance to ratios and their fluctuations. The General Manager of hotel management focuses on operating ratios and activity ratios. Besides, General Managers consider profitability ratios in the context of the operations of the hospitality sector (Delen, Kuzey and Uyar, 2013). This is because profit ratios can determine the outcome of the operations of that hospitality sector apart from the challenges it encountered. Meanwhile, corporate executives prefer and consider liquidity ratio which also relates to the aspect of the hospitality sector. 
Understanding of ratios and fluctuations is discussed further with the viewpoint of analysing financial statements of room departments. Ratios are developed to assess different aspects of financial statements. With the reference to hotel operations, ratios and fluctuations of ratios are preferred by the hotel decision makers (Hales, 2006). As a result, comparative statement analysis and income statement are used in analysing the financial ratios; a tool that is used by the managers to impact the outcome to the context of the hospitality industry. A recent study investigated profitability ratios, solvency ratios, liquidity ratios and operating ratios of over 500 financial executives and found that operating and profitability ratios are the most commonly used ratios by managers. To the aspect of the hospitality sector, these ratios also incorporate the aspect that hotel managers also consider the profitability ratios to find the outcome of the business operations (Kim and GU, 2006). Hotel activity no longer remains in the circle of providing accommodation to guests only rather have exposure to other factors. So it is evident that understanding of ratios is seen in the financial statement to disclose the performance of the hotel sector. 
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Discuss the benefits and limitations of using ratio analysis to aid decision making within the hotel and tourism industry
Ratio analysis is a powerful tool that aids in decision making in the hospitality sector perspectives. Ratio analysis shows the strengths and weaknesses of a hotel and tourism organisation. The following represents the benefits of ratio analysis to aid decision making within the hotel and tourism industry.
Forecasting and planning for the hotel and tourism industry: Profits, sales and costs add to the perspective of trend analysis. It assists in forecasting with credible information that is available for the hotel and tourism sector (Jawabreh, et al., 2017).
Budgeting: Estimation of future activities based on experience is a beneficial part of ratio analysis. This adds to decision making because a hotel manager can understand that what factor needs to be changed in respect of decision making for the hotel industry. The benefit of ratio analysis is also realised by sales budget that linked to finding analysis of past sales. As a result, a hotel manager can take decisions on the ground of the developments financial changes over the period (Guilding, 2007).
Finding measurement of operation efficiency: Ratio analysis aids the management in decision making by indicating the degree of efficiency in the operational management. Operating and activity ratios indicate the operational efficiency of the organisation (Harris and Mongiello, 2006). A manager can take decisions by analysing the solvency of hotel operations depending on the aspect of generating sales revenue over some time. 
Controlling of performance and Cost: It is evident in the process of ratio analysis that it assists in controlling costs for different departments of the organisation. In this regard, the hospitality industry can control its overall costs by analysing the findings of ratio analysis. It means that a hotel manager can use ratio analysis to control the performance of the service department that is room service and outdoor services for the travellers coming to the hotel (Hales, 2006). 
Indicator of the liquidity position of the hospitality sector: Ratio analysis benefits a manager of the hospitality sector in identifying the liquidity position in the competitive market. It means that a manager of a hotel can comprehend whether the organisation can pay short-term debt (Dopson and Hayes, 2016). Besides, it is also critical for hospitality sector to assess whether the company can pay creditors and short-term loans and if credit analysis by banks is feasible or not.
Assessing long-term solvency position: A hotel management industry can use ratio analysis to assess long-term debt and also recognise strengths and weaknesses in the respect of paying off debt. Moreover, long-term solvency measurement is essential for hotel management due to changing nature of business complexities. The hotel management measures its solvency position by measuring the leverage and capital structure and earning power of the management. 
Assessing overall profitability of hospitality sector: Ratio analysis is essential in respect of overall profitability of the financial period. This is to recognise that the hotel management industry is concerned with overall profitability. Besides, the hotel management wants to know whether it can meet long-term obligations to its creditors and utilise the assets of the organisation. As a result, the management concerned with overall profitability understand the way forward to ensure a reasonable return to its stakeholders. So the management needs to make a ratio analysis to take effective decisions in the respect of the progress of the hospitality sector.

Limitations of using ratio analysis:

The following shows limitations of ratio analysis in decision making-
Depends on historical information: Financial statements used in doing ratio analysis come from history of the available information regarding the operations. To this aspect, the hotel management can reflect current conditions depending on the information available. The historical information may sometimes provide inconsistent results which is a limitation of the information (Dopson and Hayes, 2016). So while the management put ratio analysis in the context of that information become difficult to make decisions. 
Lacking standard comparison: The hotel management use ratio analysis to make comparison to different situations with available information. Sometimes ratio analysis does not provide a clear picture of the company with no fixed standards can be laid. The management of hotel and tourism industry cannot make effective decisions. 
Changes in price level: Ratio analysis provides results based on a standard price level. Sometimes the price level may fluctuate and making it difficult for the hotel management to make effective decisions and thus making the comparison difficult to be taken (Harris and Mongiello, 2006). As a result, the management cannot take decisions due to the changes in price level affecting the business operations. 
Window-dressing: Financial statements are presented in such a way that indicates that the company is in good shape. But the reality may be different, and this “window-Dressing” make the management pay for its decisions on the basis of the position that is being reflected. Hotel management may find that a revenue expenditure is treated as capital expenditure (Kim and GU, 2006). As a result, the reflection comes in the overall outcome of the profit statement. Ratio analysis may not find that gap and fails to scan the financial position of the business. 


[bookmark: _Toc86524485]Conclusion
The report shows a detailed investigation of financial ratios to analyse the hospitality sector of the Hilton National UK. The results of ratio analysis are discussed to understand the financial characteristics of each segment in analysing the outcome of ratio analysis. The limitations of ratio analysis in decision making should be considered before performing a thorough assessment and this is a prime duty of a financial analyst. 
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