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Introduction
Ratio Analysis is a tool for Analyzing and interpreting the financial position of a business. It is an effective method of evaluating the financial statement of a company to determine its progress and improvement over time. Ratio analysis can be very useful in comparing the financial performance of a company with other top performing organizations within the industry. Companies can find out the strengths and weaknesses of their financial performance and take effective measures to minimize the future risks. There are different types of ratios that are analyzed such as liquidity, profitability and solvency ratio. Each of them represents the different performance level of the company. For example, when investing in a company the shareholders can inspect the financial ratios including net profit. Asset turnover and solvency to determine the risks in the investment and the its profitability. A high profitable company is always good for making investment as the shareholders will gain profit after a period of time. 
Ratio analysis simplifies the financial ratios and makes it usable for different types of audiences. The managers and financial investors can easily understand the ratios and make them count in term of making decisions. For example, when comparing the financial ratios of multiple years, companies can determine the different performance factors and their growth. Companies can evaluate the past performance and then simulate the future values to determine the future change in business, performance level and customer trend. For example, the sales of a certain is increasing and will be higher in the future so the company need to increase the production of the certain product to meet the customer demand. Ratio analysis can be very effective tool for any organization to evaluate its performance and take the best decisions but it has some specific limitations that reduces its effectiveness in some points. Financial statements provide historical information. They do not reflect current conditions. Hence, it is not useful in predicting the future. So, considering some other external factors is also needed to have more reliable results. 





Financial Analysis

Income Statement	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	-5145000	-54
Cost of goods sold	3,724,000	7,017,000	-3293000 	-47
Gross profit	583,000	2,435,000	-1852000	-76
Operating Expenses	702,000	859,000	-157000	-18
Operating income	-119,000	1,576,000	-1457000	92
Interest Expense	429,000	414,000	15000	4
Total Other income/ expenses net 	-376,000	82,000	-458000 	-559
Income before taxes	-924,000	1,244,000	-2168000	-174
Net income	-715,000	881,000	166000	-181
				
				
				



Balance sheet	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	3252000   	26
Total Asset	16,755,000	14,957,000	1798000	12
Current Liabilities	2,431,000	2,871,000	-440000	-15
Noncurrent Liabilities	15,810,000	12,558,000	381000	3
Total Liabilities	18,241,000	15,429,000	2812000	18
Common Stock	3,000	3,000	0	0
Retained Earnings	-6,732,000	-5,965,000  	-76700   -1	
Total Stockholders' Equity	-1,490,000	-482,000 	-1008000  	-209
Total Liabilities and Stockholder	16,755,000	14,957,000	1798000              	120



Financial Analysis Trends



Calculate Horizontal ratios for 2019 and 2020 to aid the analysis of the financial information included within the attached financial statements.  You should discuss the trends seen in these ratios in detail, and draw appropriate conclusions


Profitability ratio
Ratio analysis simplifies the financial ratios and makes it usable for different types of audiences. The managers and financial investors can easily understand the ratios and make them count in term of making decisions (Rashid, 2018).For example, when comparing the financial ratios of multiple years, companies can determine the different performance factors and their growth. 

Ratio	Formula	2019	2020
Gross Profit	(Gross pofit/sales)*100	(2,435,000/9,452,000)*100	25.76%	(583,000/4,307,000)*100	13.53%
Net Profit	(net profit/sales)*100	(881,000/9,452,000)*100	9.32%	(-715,000/4307,000)*10	-16.60%
ROCE	(net profit+loan interest/total assets less current liability)*100	(881,000+414,000/12086000)*100	88.1	(-715000+429000/14324000)*10	71.5


When investing in a company the shareholders can inspect the financial ratios including net profit. Asset turnover and solvency to determine the risks in the investment and the its profitability. A high profitable company is always good for making investment as the shareholders will gain profit after a period of time. In this case the net profit for the company is 9.32% in 2019 and 16.60 in 2020. Net profit is the most important factor of the performance level of a company. It is done by reducing all the operating expenses and taxes. A high net profit ratio shows that the company is good performing and investable. In this case there about 7% percent growth of net profit between the years which is good for the company. Although the net profit was not satisfactory level in the past, the company is trying to recover its net profit and sustain performance growth. 

Liquidity ratio
Liquidity ratios measure a company’s ability to meet its debt obligations using its current assets. When a company is experiencing financial difficulties and is unable to pay its debts.
Ratio	Formula	2019	2020
Current ratio	Current asset/current liability	4,202,000/2,871,000	1.64	2,093,000/2,431,000	0.86
quick ratio	Current asset-stock/current liability	4,202,000-3000/2871000	1.46	2,093,000-3000/2,431,000	0.85


Liquidity ratio includes the current asset and current liability to determine the ability of the company to pay off the current liability within limited time (Zorn, et al 2018). Having cash in hand is important for bearing the operating expenses and solve the everyday problems. Liquidity ratio is also called the quick ratio in this case the liquidity ratio for the company between 2019 and 2020 is decreasing which is a bad indicator for the organizational performance. Generally, a 1/1 liquidity ratio is preferable for optimal business solvency so the company is not very far behind the optimal results and can recover from this situation soon.  

Solvency ratios
Solvency ratios measure a company’s long-term financial viability. These ratios compare the debt levels of a company to its assets, equity, or annual earnings (Arroyave, 2018.
Solvency Ratios	Formula	2019	2020
Debt to Capital 	Total debt/Total capital	1.03	1.08
Gering	Total debt/Shareholders equity	32.01	12.24


Solvency ratio is also a very important indicator of the company’s performance level. It determines if the company has the ability to meet the long-term debts effectively within the fiscal year. It includes the gearing ratio and debt to capital ratio. The interest cover ratio evaluates the company’s ability to pay the interest of the debts within the specific period of time. In this case the debt and capital ratio of the company is 1.03 and 1.08 in the years 2019 to 2020. The difference between the years is not very significant and the company has a good position in this so it can take measures to ensure that the problems are solved within a short period of time. Generally, and 1/1 ratio for the debt to capital indicates that the company has the ability to pay all the debts properly. It indicates that the company is solvent and far from being bankruptcy (Linares-Mustarós et al 2018). 



Ratio 	Formula	2019	2020
Working capital Turnover	Sales/Net current asset	1.025	4.516
Total Asset turnover	Sales/Total assets less current liability	0.302	0.78

Asset turnover is the ratio of total sales or revenue to average assets. It helps investors understand how effectively companies are using their assets to generate sales. In this case the total asset turnover for the company is 0.3 and 0.78 for the 2 years. Generally, a high asset turn over rate is preferrable for the company it means increased sales. 



Outline the importance of using ratio analysis for decision making.

Forecasting and Planning: Forecasting can be done with proper analysis of the financial ratios. Companies can evaluate the past performance and then simulate the future values to determine the future change in business, performance level and customer trend. For example, the sales of a certain is increasing and will be higher in the future so the company need to increase the production of the certain product to meet the customer demand.
Control of Performance and Cost: Companies can find out the strengths and weaknesses of their financial performance and take effective measures to minimize the future risks. There are different types of ratios that are analyzed such as liquidity, profitability and solvency ratio. Each of them represents the different performance level of the company.
Inter-firm Comparison: Ratio analysis can be very useful in comparing the financial performance of a company with other top performing organizations within the industry. Companies can find out the strengths and weaknesses of their financial performance and take effective measures to minimize the future risks (de Angelis, 2022). 
Improved Decision-making: Ratio analysis will promote better decision making. When investing in a company the shareholders can inspect the financial ratios including net profit. Asset turnover and solvency to determine the risks in the investment and the its profitability. A high profitable company is always good for making investment as the shareholders will gain profit after a period of time. 
Simplification of Financial Statements: Ratio analysis simplifies the financial ratios and makes it usable for different types of audiences. The managers and financial investors can easily understand the ratios and make them count in term of making decisions.

You are to investigate the limitation of ratio analysis, including why an understanding of ratios and their fluctuations is essential for Hotel management in analysing the information seen in their financial statements.
Historical Information: Ratio analysis can be very effective tool for any organization to evaluate its performance and take the best decisions but it has some specific limitations that reduces its effectiveness in some points. Financial statements provide historical information. They do not reflect current conditions. 
Lack of Standard of Comparison: When comparing different companies, it do will not reflect proper performance comparison and effective decisions can not be made since the companies may have different business strategies, products and market value. Both financial and non-financial indicators should be analyzed in making the decisions. 
Window-Dressing:  Window dressing refers to the activity of re-engineering the financial ratios to show them more lucrative for the shareholders. when comparing the financial ratios of multiple years, companies can determine the different performance factors and their growth. Selecting the low performing sectors and taking different steps to improve them is the key to increase the overall performance level and make the company more popular among the shareholders for investment.
Seasonal Factors Affect Financial Data: Seasonal factors also affect the financial ratios (Wildavsky, A. (2018). For example, a company that sells winter dresses will have more profit in the winter season than summer season. So, considering the sales of only one season will not reflect its actual operating performance level. 


















Conclusion 
Ratio analysis can be very useful in comparing the financial performance of a company with other top performing organizations within the industry. Companies can find out the strengths and weaknesses of their financial performance and take effective measures to minimize the future risks. When investing in a company the shareholders can inspect the financial ratios including net profit. Asset turnover and solvency to determine the risks in the investment and the its profitability. A high profitable company is always good for making investment as the shareholders will gain profit after a period of time. Although the net profit was not satisfactory level in the past, the company is trying to recover its net profit and sustain performance growth. Selecting the low performing sectors and taking different steps to improve them is the key to increase the overall performance level and make the company more popular among the shareholders for investment. Forecasting can also be done with proper analysis of the financial ratios.
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