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How well a company is doing can be determined by calculating different financial ratios. To analyse these ratios, different statements need to be observed. Some of the most useful statements are the statement of financial proposition and statement of profit and loss (Financial management, 2014). Hospitality might be different from any manufacturing company, yet the analysis of the statement is similar to any other companies. To understand the year-by-year performance of any company, horizontal ratios need to be calculated. This report has showcased how such ratios can be calculated. From the analysis of the ratios, trends can be identified and the reason behind such a phenomenon can be discussed too. The report also focuses on showcasing why such analysis is important in decision making. It also needs to be informed that such analysis has some limitations. These limitations can influence the overall evaluation of the company.
[bookmark: _Toc104206316]Ratio calculation
To incorporate the horizontal analysis, initially the comparison year needs to be identified along the base year. In this case the recent year which is 2020 is the comparison year and 2019 is the base year. For identifying the change in different elements, values need to be subtracted from the year 2020 to 2019 (Frino, Chen and Hill, 2013). To find out the percentage change over the year, the change then needs to be divided by the base year. This has been followed below in order to find out the change and % change of two statements provided.
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The value in change indicates a negative value if the prior year has better numbers. In this case, apart from interest expense, all the other components have provided less value in 2020. From this phenomenon, it can be said that the company has been doing badly in terms of financial performance in 2020 (Jaafar, Salleh and Hamzah, 2021). The graph shows that all the elements in 2019 are higher compared to the similar elements of 2020. Interest expense, which is actually a loss making component of any income statement, has increased, this shows that, apart from being really bad at making sales, the company is still making huge chunks of payments in repaying its interest.
The performance of the company has been drastically dropped in 2020 due to unavoidable reasons. The reason can be the coronavirus pandemic. Restrictions were in practice in most of the countries of the world, flights and travel were restricted for a long period of time and for several times (NT, 2020). People could not visit their travel destinations. The hospitality industry has been highly negatively affected by this pandemic (Pantelidis, 2021)	. It is also notable that the company couldn't make comparable figures in 2020 yet, it has to incur similar level of operations costs which most of them couldn't ignore. These are technically fixed costs that are not influenced by total sales. Due to higher amounts in debt, the company has still incurred substantial amounts of interest that are due. Operating income has been down to negative balance due to expenses topping the gross profit.
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From the bar chart, this situation can be explained more clearly. It is visible that the Sales has dropped by a huge margin in 2020, roughly 54% if said. But in terms of expenses, it remained the same. The company couldn't find solutions to solve such issues and, in the end, ended up incurring huge costs that have negatively affected the overall financial health of the company (Lipson, 2019). Costs of goods sold in respect to sales have been relatively similar over the years, it has showcased only 47% downfall compared to 54% in sales. 
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As stated below, sales have been adversely affected by the pandemic yet some costs such as operations and financing costs, the company couldn't ignore. The graph shows the relative change in interest expenses. It is shocking that the company still incurred more expense in 2020 due to higher debts and the expenses needed to be paid within the allotted time (MANISHA B, 2012). 
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Net other income has dropped by more than 500%. This is also further frustrating the Earnings before taxes.
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In terms of balance sheet balances, the overall structure of the company has improved by a margin which is around 12%. Stockholders' equity has further degraded in 2020 due to the loss it has made over the years. Though the company has done noticeably badly in the recent year, total assets have increased a lot. Long term liabilities have increased too in terms of total liability where current liabilities show a downward trend. The retained earnings in both years have been in negative balance which shows that the company has nothing in its reserves to finance internal financing. Stockholders value has been decreased by more than 200% which indicates that stockholders are losing their value in the company. Though it is expected that, over the years, after the covid restriction will be no longer in place, the company can earn profits and the balance should indicate a positive position. 
Importance Ratio analysis
Apart from this ratio, some of the other useful ratios are there to evaluate the performance of any company. As in, profitability ratios indicate the profitability of the company by different ratios indicate profitability at different stages of the company, Profit margin, operating profit margin, return on capital employed are some of the pronounced ones. A company needs to focus on the short-term cash needs to finance its operations and pay its suppliers which are due in one years (Oliferuk, 2020). This is calculated by the liquidity of the company. Some of the liquidity ratios are current ratio and acid-test ratio. Other types of ratios include efficiency ratios such as debtors days and creditors days.
Ratios are an important element of any business to evaluate. Most of the ratios try to create differentiation between elements or same elements at different stages of the company life cycles. In this case, the horizontal ratios are mostly calculated to evaluate performance year by year. It is to identify the changes over the years. The differences in different elements are then critically analysed to figure out the core problem occurred during the period and implement the necessary procedures to turnaround the situation. The analysis sometimes highlight why some phenomenon has been occured. In this case, operating income has been dramatically done by more than 100% which is due to the lack of sales and gross profit in general. If the company needs to figure out the core reasons behind such downfall, it can clearly understand how it has been affected by other factors such as relatively lower gross profit in 2020.
The analysis can help implement new policies for business. Suppose, the business has some debt that is causing financial costs to increase every year. To solve this issue, the decision should be taken by the manager if the company wants to keep the company this leveraged or finance its operations by practising equity financing. Equity financing will surely not have such costs that are fixed and need to be paid timely. This will also affect the capital structure of the company and the financing should mainly focus on equity. Some of the other costs that are fixed and cannot be ignored no matter what can be identified by analysing the ratios. In this case, the company's operating expenses that it couldn't ignore. These costs are fixed and hard to avoid. Decisions need to be taken by the company, if they keep on relying on such high expenses that completely erase the gross profit of the company. It is the manager who needs to take a good look at the scenario and find out the core reasons of such fixed costs and solve them. If the company can make this cost variable by applying some sort of new policies, then it should maintain the profitability of the company in the upcoming years as well. For the hospitality industry, it has some fixed costs that no matter the revenue change, will incur. Managers need to find alternative ways to make the costs flexible so that in future, such a pandemic does not affect the financial health of the company drastically . The analysis also helps to identify the key profitable components of the company such as other income. In this scenario, the company has incurred loss in this balance. The manager needs to find out how exactly this can be made profitable and implement new policies to follow by all the relevant employees of the company.
[bookmark: _Toc104206318]Limitations
Ratio analysis only showcases the changes over the years. It also identifies the financial condition of the company. But it does not clearly indicate what to do or how to do it. It is the manager's responsibility to understand the hidden meaning and trends of ratios and take precautions and necessary steps accordingly (Petty, 2011). The analysis might be irrelevant to the business if the company has nothing to do where fixed costs cannot be ignored.
It is understandable that the hospitality industry mostly depends on tourism. So, any disturbance in the process can highly affect the industry. The pandemic was beyond everyone's imagination and it soon will be completely normalised by adopting new technologies and policies. These economic factors cannot be interpreted through this analysis and this does give any indication of such a phenomenon as well. Other factors such as, the human resources of a company cannot be measured through this process. This analysis is mostly done for internal use and for stakeholders who have an interest in the company. So, comparing with other large companies through ratios is not reliable. 
[bookmark: _Toc104206319]Conclusion
Analysing financial statements of any company provides in depth knowledge about the actual condition of the company. Anyone can be misled by the 12% increase of total assets in 2020. The base of this phenomenon is actually relatively weak. The fixed costs related to this industry cannot be ignored easily but some careful policies and procedures can somewhat change the overall figures of the statements (Technologies of Managing the Operating Assets, 2019). The company needs to focus on decreasing its costs that it incurs irrespective of revenues. The report has identified some of the ratios related to the performance evaluation of the company and has illustrated reasons behind this scenario. How ratios can be used by the managers in decision making is also discussed along with the limitations of such analysis.
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Income statement
Hilton Worldwide Holdings Inc. (HLT)

2020 2019
Fiscal Year Ends 31/12/2021 31/12/2020
Sales 4307000 9452000
Cost of goods sold 3724000 7017000
Gross profit 583000 2435000
Operating Expenses 702000 859000
Operating income -119000 1576000
Interest Expense 429000 414000
Total Other income/ expenses, net -376000 82000
Income before taxes -924000 1244000

Net income -715000 881000

Change % Change|

-5145000
-3293000
-1852000
-157000
-1695000
15000
-458000
-2168000
-1596000

-54%)
-47%)
-76%)
-18%)
-108%)
4%
-559%)
-174%
-181%)





image2.png
Balance Sheet
Hilton Worldwide Holdings Inc. (HLT)

2020 2019
Current Asset 4202000 2093000
Non Current Asset 15810000 12558000
Total Asset 16755000 14957000
Current Liabilities 2431000 2871000
Non current Liabilities 15810000 12558000
Total Liabilities 18241000 15429000
Common Stock 3000 3000
Retained Earnings -6732000 -5965000
Total Stockholders' Equity -1490000 -482000

Total Liabilities and Stockholder 16755000 14957000

Change % Change|
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