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[bookmark: _Toc103559993]Introduction
The summary of the performance of a company is presented in the financial statements. In order to understand and analyze the presented information in the financial statements a sound knowledge of ratio analysis is required. Ratio analysis is useful to all types of decision-makers- investors, creditors and management. In this task, it will be performed horizontal ratio analysis for Hilton Worldwide Holdings Inc. for the year of 2019 and 2020. Furthermore, it will be discussed the importance of ratio analysis and how ratio analysis helps in hotel management along with its limitations.


[bookmark: _Toc103559994]Requirement a) Calculate Horizontal Ratios
[bookmark: _Toc103559995]Trends in financial statements
Two types of analysis are important for companies to understand their financial strengths. The first one is vertical analysis also termed commons size analysis and another one is horizontal analysis. The vertical analysis evaluates the financial statement at a point of time (Rao, 2021). The financial statements of a company are expressed in common percentages of a base item and compared with other companies. On the other hand, in horizontal analysis, the changes in amount or ratios are compared over a period of time (Rao, 2021)s task, we focus on horizontal analysis. First, we look at the absolute as well as the percentage change of the items of the income statements and balance sheet from 2019 to 2020. Then, we compare some profitability and liquidity ratios from the given financial statements over the periods. The following table presents the changes in income statement items in absolute amount as well as in percentage.
	Hilton Worldwide Holdings Inc. (HLT)

	Income Statement 2019 and 2020

	 
	2020
	2019
	Change
	% Change

	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

	Other Income (Expneses)
	               (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



From the table above, it can be seen that the company’s sales decreased by more than half in 2020 from 2019. In amount, it was more than 5 million and in percentage, it was 54% negative change. In 2020, the cost of sales also became nearly half the cost of sales in 2019. It was a negative 47%. With the change in sales, it is expected that the cost of goods sold will decrease. In this case, it is evident that although the sales decreased by more than 50%, the cost of sales decrease by less than 50%. As the company failed to cut the cost of sales by the same percentage of sales, the overall profit of the company decreased by more than the percentage change in sales. The gross profit decreased by 76%. If we look further at the operating expenses we can observe that operating expenses did not change much. It decreased only by 18%. The phenomenon indicates that the company relies heavily on fixed costs that could not be cut with the change in sales (Wahlen et al., 2014). Although the level of sales decreased in 2020, the interest expense increased by 4%. It indicates that the company might face financial distress that leaded costly financing (Subramanyam, 2014).. While the company reported net other income in 2019, it reported other expenses in 2020 which indicates the company’s further financial distress. Overall, the company has experienced a 181% decrease in net income. The net income of $881,000 turned into a net loss of $715,000 in 2020.
Now, we focus on the horizontal changes in the balance sheet. The following table shows the absolute as well as the percentage change in the balance sheet.
	Hilton Worldwide Holdings Inc. (HLT)

	Balance Sheet 2019 and 2020

	 
	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

	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 Equity
	           16,755,000 
	   14,957,000 
	    1,798,000 
	12



The current asset is related to the level of operation. It is expected the current asset will increase when the company’s sales increase. Additional working capital or current asset is needed to support additional sales (Singh and Kumar, 2014). And when sales decrease, the current asset is also expected to decrease. In this case, the current asset becomes double although the level of sales decreases. The current asset increased by 101%.  It remains a matter of inquiry why current assets increased even though sales decreased. The company might make many credit sales to boost sales during the financial distress (Subramanyam, 2014). The non-current asset also increased by 26% and the overall assets increased by 12%. The company’s current liabilities did not reduce much in comparison with the decrease in sales. It decreased only by 15%. It indicates that the company is in trouble to pay its obligations. Even though, the company experienced a negative growth its non-current liabilities increased by 26%. If we look at non-current assets, it looks equal to non-current liabilities. The company might have invested all of its long-term liabilities in long-term assets. As the company experienced net loss in 2020, retained earnings has also decreased by 13%. Although net loss is $715,000, net change in retained earnings is negative $767,000. The company may distribute some money as a dividend. 
[bookmark: _Toc103559996]Trends in financial ratios
In this section, we focus on two more ratios over the period. One is the profit margin measuring profitability and another one is the current ratio measuring liquidity. 
Profit Margin= Net Income/ Sales
Profit margin in 2019: -715/ 4307000= -17%
Profit Margin in 2020: 881/ 9452000= 9%
The calculations above show that the company’s profit margin in 2019 was 9% and in 2020, it was -17%. The positive profit margin turned into a huge negative profit margin in 2020. It indicates that it performed poorly in 2020. The profitability decreased due to the decrease in sales and not a decrease in the cost of sales and operating expenses. In some cases operating expenses increased.
Current Ratio = Current Assets/ Current Liabilities
The current ratio for 2020= 4202000/ 2431000= 1.73 times
Current ratio for 2019= 2093000/ 2871000= 0. 73 times
Liquidity is important for companies to survive in the short run. If the company does not have sufficient current assets to pay its current liabilities it will bear the risk of bankruptcy (Easton et al., 2018). The company’s liquidity position has increased in 2020. While it was less than 1 in 2019, it became sufficiently more than 1. So, the company could become able to manage enough liquidity for short-term survival.
[bookmark: _Toc103559997]Requirement (b) Outline the importance of using ratio analysis in decision making
Ratio analysis is a useful tool to understand the company’s financial results over the period. It makes a sharp comparison of performance indicators across the financial years. The calculated ratios also provide the ground to make an intercompany comparison. Ratio analysis aids in decision-making at least in the following areas.
Measuring financial performance: One of the key use of ratio analysis is that it measures organizational performance (Woodruff, 2019). Looking into the profitability ratio, we can easily conclude that Hilton hotel performed poorly in 2020 compared with 2019. By performing horizontal analysis we can find out the factors that contributed most to the financial success and failure. Sometimes, ratios are useful to make comparisons between operating segments of the company.
Maintaining debt covenants: Sometimes, debt covenants are attached to financial ratios. For example, creditors may set a limit on the liquidity ratio to give short-term loans. If the company fails to maintain certain ratios the debt may become subject to immediate call (Griffin et al., 2019). So, the financial ratios are important for decision-makers and they try to maintain the desired ratio so as to avoid financial distress.
Planning and forecasting: Financial ratio analysis plays an important role in forecasting future trends. There are relationships among sales, cost of sales, receivables, working capital, and operating expenses. Based on horizontal ratio analysis, decision-makers become able to predict the future trends in these accounts (Monahan, 2018). It is also possible to predict the future profitability of the company with the help of ratio analysis.
Measuring operational efficiency and risk: Ratio analysis is very helpful in evaluating the operational efficiency of the company. Some ratios such as inventory turnover, asset turnover and receivable turnover are useful to know how well the company used its resources to generate income (Richardson et al., 2010). Ratios such as the debt/equity ratio measure the company’s ability to sustain for the long run.
[bookmark: _Toc103559998]Requirement (c) Investigate the limitations of ratio analysis including why its understanding is essential in Hotel management
[bookmark: _Toc103559999]Limitations of ratio analysis
Despite its usefulness, ratio analysis has some limitations that urge users to interpret the ratios carefully. Some of the limitations are briefly discussed below.
The difference in accounting standards: The companies in different countries use different accounting standards for financial reporting. IFRS and US GAAP are two dominant standards that the companies follow. It is unwise to blindly compare the financial ratios of the company following IFRS with the rations of the company following US GAAP (Shim, 2022).
The provision of discretion in accounting for some items: Even the financial statements of the companies following the same accounting standard may be different as the standards kept options for accountants to choose accounting methods (Shim, 2022). For example, for the same items managers of different companies may have different estimations of life, hence, depreciate differently.
Not considering non-financial information: The year 2020 was a different financial year for many companies due to the pandemic. Only looking at the financial ratio, we may conclude the company is not worth to invest. But the consideration of non-financial information may provide different insights (Vitez, 2020).
[bookmark: _Toc103560000]The necessity of understanding financial ratios in hotel management
The understanding of financial ratios in hotel management is very important as it provides useful information regarding profitability, liquidity, and solvency. It is important for managers to know what the key factors are for the profitability and continuity of the business. For example, if the company does not have enough working capital, it will fail to meet its day-to-day expenses that are necessary for serving customers as well as fail to pay its short-term obligations (Griffin et al., 2019). If we look at the current ratio of Hilton Hotels, we will find that company’s current ratio is higher in 2020 than in 2019 even though the company experienced negative profitability. Perhaps, managers understood that maintaining liquidity is crucial for survival in the short term.


[bookmark: _Toc103560001]Conclusion
Ratio analysis is very useful for understanding the financial statements of a company and for decision-making. Ratio analysis generates further information from the financial statements (Subramanyam, 2014).. From the ratio analysis of Hilton Worldwide, it has been found that company’s financial performance was very poor in 2020. On the basis of ratio analysis the decision-makers becomes able to evaluate performance, maintain the terms of debt covenants, forecast future profitability and evaluate operational efficiency. Although the ratio analysis is useful in decision-making, the inherent limitations in accounting limit its usefulness.
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