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[bookmark: _Toc104679084]Introduction
Using a company's historical financial data, ratio analysis allows an investor to evaluate its financial health and success over time. People use this type of study to determine the business's performance throughout time. Frequently, successful firms have high ratios that indicate sustained growth and sound financial health. It is also common for successful businesses to have managers that can handle a variety of issues. Before deciding on a firm, a person should evaluate its performance in all aspects (Nissim & Penman, 2017). This report will try to uncover the need for ratios for a company and how these help an investor to measure the success of the business.
[bookmark: _Toc104679085]Calculation of Horizontal ratios for 2019 and 2020
Income statement 2019 & 2020
Hilton Worldwide Holdings Inc. (HLT)

	
	2020
	2019
	Change
	% Change

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

	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 Other income/ expenses net 
	-376,000
	82,000
	458,000
	559%

	Income before taxes
	-924,000
	1,244,000
	2,168,000
	174%

	Net income
	-715,000
	881,000
	1,596,000
	181%



By looking at the sales and net income, we can see that there is a negative change in the income statement of the Hilton Worldwide Holdings. If the company is going to be successful, its owners and workers need to have an understanding of what the consumers want. If a company loses contact with its customers and does not fully comprehend the products and services that those customers desire to buy, then the planned activity will not be successful (Linxi, 2021). When it comes to making decisions that affect the company's operations, a company should always keep its long-term goals in mind. It is possible that a single mistake may lead to the downfall of the organisation. The CEOs of Hilton are to blame for the failure of their organisations, which leads to their collapse. One of the most common symptoms of ineffective leadership is a failure to delegate effectively (Nissim & Penman, 2017). Additionally, it may be an indication of a weak culture and a lack of readiness to deal with the unexpected. In addition, the company needs to give priority to the customers who have shown the most loyalty. It is imperative that Hilton place a high premium on cultivating trustworthy relationships with Hilton’s clients (Nissim & Penman, 2017). Customers who vent their frustrations about a company on social media might end up doing serious damage to the company's reputation. Hilton must first ascertain whether or whether the customer is of an appropriate age to make a purchase choice before closing the deal (Nissim & Penman, 2017). There will be times when Hilton will have a conversation with the wrong person. As a direct result of this, recent sales income has been on a downward trend. There are five distinct categories of people who are eligible to make purchases from Hilton.
Balance Sheet 2019 & 2020
Hilton Worldwide Holdings Inc. (HLT)
	
	2020
	2019
	   Change
	%    Change

	Current Asset
	4,202,000
	2,093,000
	-2,109,000
	-101%

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

	Total Asset
	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
	-5,965,000
	767,000
	-13%

	Total Stockholders' Equity
	-1,490,000
	-482,000
	1,008,000
	-209%

	Total Liabilities and Stockholder
	16,755,000
	14,957,000
	-1,798,000
	-12%



From the above comparison we can see that the total asset of Hilton is too high, on the other hand the liabilities also increased. If the account balance must be altered in the accounting record, either a debit or credit entry will be utilised. Depending on the account type, transactions such as debits and credits can either increase or decrease an existing balance (Nissim & Penman, 2017). After a debit input, an asset account's balance will increase. In contrast, the balance of an asset account will decrease following a credit entry. When the asset's value increases, it impacts both the account for fixed assets and the accounts payable (Liability). The asset and the liabilities on both sides of the transaction are now identical. Pay for the items Hilton purchase afterwards. As a result, the value of inventory and accounts payable, both assets and liabilities, increases (Nissim & Penman, 2017).
[bookmark: _Toc104679086]Outline the importance of using ratio analysis for decision making
Ratios are a useful technique to demonstrate the relationship between two data sets. They can be utilised for both internal and inter-firm comparisons. They are used to provide replies to inquiries that require answers rather than providing direct responses.
Ratio analysis enables quick assessment of a company's financial health, stability, and market value. A ratio falls into one of the following three categories: It aids bankers, investors, and management in making more informed business decisions. It is a crucial method for analyzing financial accounts, and it may be modified to meet the demands of various customers (Nissim & Penman, 2017). Hilton may utilize the ratios to learn about every aspect of a corporation. Ratio analysis may be used for more than just assessing the overall performance of an organization. Additionally, it may be used to gauge profitability and solvency (Sydney-Hilton et al., 2019).
Ratios are utilized rather frequently in the context of the area of finance. The ratios that need to be found are determined, in part, by the objectives of the study. In addition to this, every piece of data that was utilized in the computation of these ratios was taken into consideration (Nissim & Penman, 2017). The information that is found in an organization's financial statements can be used in the calculation of these ratios. Hilton has to find particular numbers before Hilton may insert them into the appropriate spaces. When we do an analysis of our current and future market prospects, we typically use a number of different ratios, including liquidity ratios, profitability ratios, solvency ratios, efficiency ratios, coverage ratios, and efficiency ratios. Find out how to discern and interpret the significance of these different ratio groups by conducting research on the matter (Nissim & Penman, 2017). It is a complete waste of time to analyze financial data without also performing a ratio analysis. Because the SWOT analysis is such an important part of strategic planning, it is difficult to perform one without also performing an analysis of the organization's finances. This is because the SWOT analysis is an essential component of strategic planning. As a consequence of this, ratio analysis is an essential part of the planning process for business strategy. A significant amount of accounting data is produced by each and every organization (Sydney-Hilton et al., 2019). Utilizing ratios, it is possible to get an overall picture of the financial health of an organization. For those individuals who require them, these reports eliminate the time-consuming chore of reading through the extensive financial statements. They are skilled at computing ratios, analyzing what such ratios mean, and carrying out the activities that are required of them. There will be a great deal of information presented concerning the functioning of the organization and the current state of its finances (Hilton, 2017).
Clients are able to better understand how profitable a company's assets are for them by using a variety of ratios, including return on assets, return on equity, and others. It is an indication of how well a firm may earn from its sales if the gross margin for that company is high (Sydney-Hilton et al., 2019). A company's ability to run its operations effectively may be evaluated using a metric known as the operational margin. In addition, the effectiveness of the business may be evaluated by considering a number of efficiency ratios, such as the turnover ratio of its account receivables, the turnover ratio of its inventory, and so on (Largay et al., 2017).
 With this information, investors may have a better understanding of the company's management and executive decision-making. It also helps determine whether the organization has excessive or insufficient debt. Ratio analysis may reveal whether assets are being utilized effectively and whether profits are expanding rapidly. Additionally, ratios can assist Hilton determine whether Hilton earnings are being invested wisely. Return on equity and dividend yield are two methods for calculating shareholder profit (Largay et al., 2017).
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There is a strong possibility that it will question everything Hilton has ever learnt. It is up to Hilton if they want Hilton to prosper. On the other side, does Hilton enjoy subpar performances? Any business owner should be able to answer this question. If Hilton compares their company's financial outcomes to those of similarly successful companies in Hilton field, Hilton will be driven to set greater goals (Kim & Ayoun, 2017).
The only error in ratio analysis is using average ratios rather than the ratios of high-performing organizations in Hilton’s industry. This is the situation when using average ratios. Redesigns of how things are performed. A corporation's operating structure can be drastically changed. These changes might affect their supply chain management as well as their product offers (Sydney-Hilton et al., 2019). If financial data are compared before and after substantial changes in how an organization performs in the market, it is easy to draw incorrect assumptions about the company's performance and future. Changes in a company's strategy on a massive scale can have substantial implications on the organization's operations (Nissim & Penman, 2017).
A balance sheet, much as its name indicates, is a document that demonstrates an organization's current financial health at a specific point in time. Examining the company's balance sheet may provide a wealth of information on the company's history. It is possible that the results have been affected by inflation that has happened after the data was gathered (Sydney-Hilton et al., 2019).
On balance sheets, it is common for the "reported" statistics and the "real" figures to not correspond with one another. The value of stocks and their rate of depreciation are both influenced by inflation, which also has an effect on earnings. When comparing two separate sets of financial accounts from different eras, it is possible that inflation will throw off Hilton’s ratios. If there been a shift in the rate of inflation throughout any of the time periods that was investigated, it's possible that the numbers are no longer comparable. Even if there was no change in sales, it would look as though there was a 100 percent increase in sales from the previous year if the inflation rate in a certain year was 100 percent (Sydney-Hilton et al., 2019).
It may be difficult to ascertain the factors that led to the outcomes of a ratio. For instance, having a current ratio of 2:1 may give the impression that the company is doing very well until Hilton find that it has just sold a significant number of its shares in order to strengthen its cash position. A further in-depth investigation could indicate that the current ratio is only anticipated to continue to be at this level for a constrained amount of time and that it is quite likely to decrease in the not-too-distant future. Although it is essential for users to consider the future, ratio analysis is founded on the information that has been gathered in the past. Even while we can use what happened in the past to make educated guesses about what will happen in the future, there will still be an element of unexpectedness (Alameri et al., 2021). For instance, just because the net profit margin of the firm has improved over the course of the previous three years does not always mean that it will continue to expand in the years to come. The analysis of ratios does not take inflation into consideration at any point. If there is a large amount of variation in inflation, it is impossible to utilize trend analysis since it is impossible to compare statistics from different time periods (Nissim & Penman, 2017).
Different firms' techniques of financial reporting may record the same transactions in a number of different ways. This is because different companies utilize different procedures. Due to the fact that their data are not comparable, ratio analysis cannot be utilized to compare these companies. When it comes to some aspects of finance, such as the useful life of fixed assets and the provision for questionable debt, management is required to make large estimates. Therefore, management has the ability to adjust these assumptions in order to change ratios, which makes it more difficult to compare ratios over different time periods.
Things alter as the seasons pass. Seasonal swings can make ratio analysis more challenging; therefore analysts must be aware of them. If the ratio analysis cannot be adjusted to account for seasonality, the study's findings may be misconstrued (Altman, 2016).
The financial statements were modified. Ratio analysis is used to assess how much money the company has made and spent based on its financial statements. In order to make it appear that the company fared better than it actually did, management may modify this information (Nissim & Penman, 2017). Due to the impossibility of determining if information was falsely submitted, a ratio-based examination could not expose the true nature of the company (Nissim & Penman, 2017). Before reaching conclusions, an analyst must have a comprehensive awareness of how data may be manipulated and do exhaustive research (Nissim & Penman, 2017). To assess the correctness of accounting ratios, only dependable data may be utilized. In certain instances, the financial statements are manipulated to look more favourable than they actually are. It is known as "window treatment." It might be brought on by a variety of circumstances. By inflating inventory values or omitting to deduct depreciation from fixed assets, it is possible to provide a favourable picture of the company's ability to generate revenue and its overall financial health. Therefore, the analyst must be always vigilant for examples of window dressing (Nissim & Penman, 2017).
[bookmark: _Toc104679088]Conclusion
Hilton’s management and its investors can utilize ratio analysis to learn more about the company's finances and operations and to forecast what will occur in the future. Using ratios derived from historical financial accounts is an excellent approach to forecast future finances, create a budget, and prepare for the organization's future operations (Abidali & Harris, 2017).
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