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[bookmark: _Toc103801903]Introduction 
The report is based on the hotel industry and its usage of ratio analysis. The horizontal ratio analysis of Hotel Hilton is provided in the first segment. The next part involves the descriptions of the significance of the ratio analysis in decision-making. Finally, the limitation of ratio analysis as well as the importance of understanding financial ratios in hotel management is also narrated.
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A horizontal ratio is the calculation of a change by dividing the change between the comparison year and the base year by dividing the base year (Hirji, 2019). The horizontal ratio calculation of Hotel Hilton is provided below:
	Comprehensive Income Statement

	
	2020
	2019
	Change
	% Change

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

	Sales
	4,307,000
	9,452,000
	-5,145,000
	-0.544329242

	Cost of goods sold
	3,724,000
	7,017,000
	-3,293,000
	-0.46928887

	Gross profit
	583,000
	2,435,000
	-1,852,000
	-0.760574949

	Operating Expenses
	702,000
	859,000
	-157,000
	-0.182770664

	Operating income
	-119,000
	1,576,000
	-1,695,000
	-1.075507614

	Interest Expense
	429,000
	414,000
	15,000
	0.036231884

	Total Other income/ expenses net 
	-376,000
	82,000
	-458,000
	-5.585365854

	Income before taxes
	-924,000
	1,244,000
	-2,168,000
	-1.742765273

	Net income
	-715,000
	881,000
	-1,596,000
	-1.811577753



Here, the assumptions are that the base year is 2019 when Hilton Hotel started its operation. From the column name change, it is noticeable that the difference between 2020 and 2019 is significant and the sales/revenue of Hilton Hotel has been dropped alarmingly. Therefore, the horizontal ratio provides a negative outcome. As the sales of the Hotel dropped, the cost of goods sold, gross profit, operating expense, total other income/expenses, and finally net income decreased from the base year. Only Interest expense increased in the year 2020 and so the horizontal ratio is positive. Hilton Hotel suffered from poor sales consequently it has to incur net losses in the year 2020. On the other hand, it has generated satisfactory net profit in the previous year. It also took debt this year to meet its operational expense and therefore the amount of interest expense also increased in the year 2020. 





	Balance Sheet 

	
	2020
	2019
	Change
	%    Change

	Current Asset
	4,202,000
	2,093,000
	2,109,000
	1.007644529

	Non-Current Asset
	15,810,000
	12,558,000
	3,252,000
	0.258958433

	Total Asset
	16,755,000
	14,957,000
	1,798,000
	0.120211272

	Current Liabilities
	2,431,000
	2,871,000
	-440,000
	-0.153256705

	Noncurrent Liabilities
	15,810,000
	12,558,000
	3,252,000
	0.258958433

	Total Liabilities
	18,241,000
	15,429,000
	2,812,000
	0.182254197

	Common Stock
	3,000
	3,000
	0
	0

	Retained Earnings
	-6,732,000
	-5,965,000
	-767,000
	0.128583403

	Total Stockholders' Equity
	-1,490,000
	-482,000
	-1,008,000
	2.091286307

	Total Liabilities and Stockholder
	16,755,000
	14,957,000
	1,798,000
	0.120211272



Here, the assumptions are the same as the previous one where 2019 is the base year and 2020 is the comparable year. From the change column, it is noticeable that the change in total assets and total liabilities, and stockholders are positive which indicates that the total asset, as well as total liabilities and stockholders of Hotel Hilton, has been significantly increased from the previous year though the company has incurred losses in the year of 2020. The current asset of Hotel Hilton as well as the horizontal ratio is positive which might be generated from the increased amount in receivables, inventory, or cash. Also, the company invested in the non-current asset which also provided the outcome of positive change and horizontal ratio. The positive change in total assets is satisfying if the company has also generated net profit but, in this situation, it is only burdensome for the company because they are only looking after their balance sheet items, not on their operation. Again, its amount of current liabilities is decreased because it had to pay out its payables which also indicates the inefficiency of Hotel Hilton. Non-current liabilities have been increased due to taking loans in that period to meet its operational expense. The amount of retained earnings is increased negatively. The trend of Hotel Hilton is not satisfactory though it has positive changes on both sides. 
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Ratio analysis is a significant financial analysis tool that expresses the comparison between two-line items. Ratio analysis is calculated by dividing one figure by another it comments on the profitability, and solvency of a company. The Decision-making process also involves ratio analyses. Therefore, the significance of ratio analysis in decision making is provided below:
A. Test of solvency: Some specific ratio analyses provide a brief knowledge regarding the solvency of the firm. if the current ratio of a firm is increasing that means the current asset of the company can meet its current liabilities.
B. Financial Forecasting and Planning: The ratio is calculated based on historical data therefore it can be used to forecast the future (Iatridis, 2018). Moreover, estimation taken based on ratio analysis provides accurate information. Ratio Analysis also identifies the financial risk of the firm because it computes the leverage ratio, interest coverage ratio, etc. 
C. Comparability: Ratio analysis ensures comparability. The comparison of the same company between different years, with a different company in the same industry, etc. ensuring the comparability, is the main advantage of ratio analysis. Therefore, investors who are considering investing in a new firm should always use ratio analysis to compare between firms and take appropriate decisions. 
D. Profitability and Liquidity Analysis: some specific ratio analyses comment on the profit and liquidity position of the firm. it is always necessary for the investor to look at these values before making any investment decision. Ratio analysis also identifies the business risk of the company because it calculates the leverage of the firm (Mizen, 2020). It also comments on how the fixed cost and outstanding debt deploy the profitability of the firm. 
E. Operating Efficiency: Ratio analysis is not only necessary for the investors but also the management (Morley, 2021). Some specific ratio analyses provide qualitative results to give a better perspective to the management regarding their operations. Like, the hotel industry uses occurrence days to calculate the number of rooms available relative to the number of rooms booked. Management can identify their lacks through this analysis and work for the betterment of the firm.
F. Analysis of Business Trends: Ratio analysis Expose and identify trends that will result in more profitable actions as well as gives satisfactory outcome to the investors (Hirji, 2019). 
G. Cost Control and Improvement: Ratio analysis identifies the items, which is out of the control of the management, where this is a chance for improvement, and where the company can take corrective action. Therefore, ratio analysis is the best measure to control the cost as well as improve the performance of the company. 
Ratio analysis can be horizontal or vertical. Every form of ratio analysis provides the best information for decision-making (Analysis of Financial Tools, 2022).  Therefore, investors and management both use ratio analysis for making a successful investment decision. 
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Though ratio analysis is a significant financial tool it has some drawbacks which also can be identified as the limitations of the ratio analysis. The limitations of the ratio analysis are provided below:
A. Based on technical Knowledge:  Ratio analysis provides the result in the quantitative figure, Also the calculation process of ratio involves numerical data (Stinnett and Mullahy, 2021). Therefore, it is necessary to qualify to understand and develop the interpretation of ratio analysis. This qualification is also known as technical knowledge, so technical knowledge is the essential part of the ratio analysis. 
B. Lack of reliable Data: if the data are incorrect, ratios will provide wrong and misleading information. also, the data and figures that ratio analysis use is historical, not current information. So, there is debate whether the input that produces the output of ratio calculation whether reliable or not. 
Ratio analysis doesn’t give much importance to qualitative information therefore the number of qualitative ratio analyses is low, but qualitative analysis is also necessary for investment and management decisions.  Ratio analysis only takes into account the impacts of internal factors, it doesn’t consider the external factors such as a recession. The human element of the firm is not counted in the ratio analysis (Overview of Ratio Analysis, 2022). It is only useful when the firm is of the same size and same category. Comparison is not possible if the company is not categorized within the same industry and also in the same size.  Comparison becomes more difficult if other company doesn’t want to share information. Therefore, ratio analysis still has some limitations that need to be eliminated before choosing it for the analysis of financial statements. 
[bookmark: _Toc103801907]Understanding of Ratio and Its Fluctuations in Hotel Management: 
The hospitality industry is one of the largest service industries which includes hotels, lodging, transportation, etc. Hotel management is also a part of the hospitality industry so, a hotel management company needs to use a definite set of financial ratios to make comparisons within the industry (Tan, 2017). The quantitative figure for ratio analysis has always been collected from the financial statement. So, it is necessary to present these data correctly so that accountants can also make accurate financial ratio calculations. If the information presented in the financial information is incorrect the ratio calculation will also be incorrect. Therefore, the changes, fluctuations, and presentations of the line items in the financial statement of a hotel management company are necessary for the understanding and interpretation of ratio calculations of that particular company (Hilton Hotels and Resorts, 2022). Ratio calculation is influenced by the data presented in the financial statements (O'Fallon and Rutherford, 2016). So, the understanding of financial statements and their different line items are an essential part of the analysis of different ratios. Again, the specific ratio indicates different measurements in a different industry, so the accountant of hotel management also should be having enough knowledge regarding the line items and the specific ratio calculation so that they can draw conclusions correctly and comment on the profitability, liquidity, and solvency of the company. Besides, there is also some qualitative information available in the financial statement that gives measurements regarding the management of the hotel, that information should be correctly analyzed to comment on the present status of the company. 
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Ratio analysis is the financial tool that expresses the relationship between two-line items. The hotel management industry also uses ratio analysis so that it can compare its financial statement with other companies. Also, the significance of ratio analysis overcomes its limitations of it therefore ratio analysis should be used cautiously for making decisions. 
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