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Introduction
Corporate Financial Analysis is basically the process evaluating the performance of the business in order to see where the business stands or the position of the business (Healy and Palepu, 2012). Also, financial analysis helps to determine the profitability, liquidity and company’s stability after evaluation of financial statement of the company. There are many ways of analysing the financial data and one of the most common way to do so is the calculation of the ratios and comparison of these calculated ratios with that of the rival company or with the company own historical data, i.e. the past years’ performances of the company. In corporate financial analysis, the ratios of the company are calculated to conduct an analysis internally and to estimate the company’s future performances (Gibson, 2012). 
In this assignment the financial analysis of British Airways and Virgin Atlantic will be done and the financial performance of each of the companies will be seen. The first part of the assignment will focus on the history of the companies chosen. In the second part, the profitability ratios, efficiency ratios, liquidity ratios and efficiency ratios for past 5 years will be calculated and analysed to know the financial performance of the company. A critical analysis of the calculated ratios will also be done and an explanation of the changes in the ratio will be provided. A comparison will be shown between the two companies British Airways and Virgin Atlantic and the advantages and disadvantages of the ratio analysis will be done. The data for the financial analysis will be taken from the annual reports of the companies and few case studies.
British Airways is one of the largest airlines which are operating in United Kingdom based on the fleet size and the second largest, after EasyJet, if measured on the basis of passenger carrying capacity. The airline is actually based at Waterside close to its main centre at the London Heathrow Airport. British Airways have been created in the year 1974 after the establishment of the Board of British Airways by the government of UK in order to manage the two nationalised airline corporations, one being the Corporation of British overseas airways and the other airways in European countries. Two other regional airlines those are Cambrian Airways which is from Cardiff and the Northeast Airlines which is from Newcastle upon Tyne. These companies were being merged on March 31st 1974 to form the company of British Airways. In February 1987, after nearly 13 years of its existence as a state company, British government had privatised the briitis airways as their wider plan of privatization which was taken by the ruling conservative party of UK.
This company expanded further after the acquisition of British Caledonian which took place in the year of 1987, Dan Air in the year 1992 and the British Midland International in the year of 2012. The British Airways is considered the largest operator of the Boeing 747-400, with a number of 41 which are registered to the airline. British Airways is also a member of the One world airline alliance and it is one of the oldest member which is acting since its foundation, apart from that others like the American Airlines, Cathay Pacific, Qantas and the Canadian Airlines which are now defunct. The alliance is regarded as the third largest alliance after the SkyTeam and the Star Alliance. The history of British airways lies back in the year 1953 when the proposals had come to establish a joint British airline with the idea of combining all assets of the British Overseas Airways Corporation (BOAC) and the British European Airways (BEA) ahd been raised for the first time when the British Overseas Airways Corporation and the British European Airways was facing a lot of difficulties in attempting to negotiate the air rights through the British colonyofCyprus (Mills, 2017). There was increasing disagreement between BOAC and BEA regarding the use of Cyprus Airways, which was a subsidiary of BEA, by BEA will be circumventing an agreement saying BEA would not be able to fly the routes to further east than Cyprus, specifically to the regions having oil refineries in the Middle East which were increasingly significant. Due to this disagreement the chairmen of BOAC proposed the idea of a merger. Consequently, managing the BOAC and the BEA, and the two main regional airlines, the Cambrian Airways and the Northeast Airlines the British Airways Board was constituted in the year 1972. Then, after almost two years later when the British Airways Board started unifying its brand image rather than each airline’s individual branding. Gradually they effectively established the British Airways as a fully functional airline on March 31st 1974 (Grundy and Moxon).
Virgin Atlantic is the trading name that the Virgin Atlantic Airways Limited is using  and it is a British airline and has its chief office in Crawley, United Kingdom. The airline was initially  established in the year 1984 as British Atlantic Airways, and it was actually being planned by its two co-founders, they are respectievly Randolph Fields and Alan Hellary as they were keen to start the operation to fly between London and Falkland Islands. Soon after its establishment, the company’s name had been changed to Virgin Atlantic Airways and Fields did sell his shares of the company. Virgin Atlantic operated its first service between London Gatwick and NewarkLiberty International Airport on June 22nd 1984.The airline and Virgin Holidays are currently being controlled by a holding company which is Virgin Atlantic Limited, and the company is 51% owned by none other than  the Virgin Group and rest of the 49% is owned by Delta Air Lines. It is administratively separate entity from other Virgin-branded airlines. The company started making within the initial 12 months which was aided by its sister company Virgin Records. The firm had planned its operations strategically in order to take full advantage of summer from June to September, which is known as typically the most profitable time of a year. In the year 2012, Virgin Atlantic became the seventh largest airline of UK in terms of passenger carrying volume. It nearly carried up to 5.4 million of passengers. The company, during the time of November 1984, had launched the service between Gatwick Airport and Maastricht Aachen Airport which is in the Netherlands. Before the inception of Virgin Atlantic, British Airways was the only Airline service from the UK serving routes that are long haul to the destinations in North America, in the Caribbean and in the Far East. But in 1991, Virgin Atlantic was given the permission to operate from Heathrow. In the year, 1999, Virgin Group did sell 49% stake of the airline to the Singapore Airlines for an amount of £600 million (Abubaker et al.2015).
Financial Analysis of British Airways
As it has been already stated that, the second part of the assignment will focus on the financial analysis of British Airways for the past 5 years. For the evaluation of the performance of the company a few ratios will be calculated (e.g. profitability, liquidity, Gearing, efficiency ratios) to determine the company’s performance trends. Also, the source for the analysis will not only be the ratios but also few financial statements of the company. The evaluation of financial statements of different organizations are crucially important as this analysis is done for the assessment purpose of the performance of the organization over a specific period of time and also for the evaluation of  choices of investments and making decisions whether to invest in the project or not. According to (Atrill& McLaney 2013), when financial analysis is done using financial ratio, it becomes easier to measure the financial health and business stability quickly and accurately. The financial ratio also helps in determining the health of different businesses which are positioned in particular industry.
The ratios that that has been calculated are based on the statements of income, balance sheet and the statements of cash flow of the company. The ratios calculated will be interpreted and some possible explanations will be given for the performance of the company. Firstly, the profitability ratios, liquidity ratios, efficiency ratio and gearing ratio will be calculated (5 years for British Airways and 1 year for Virgin Atlantic) and interpreted. The list of ratios calculated and their formulae can be found in Appendix I.




Profitability Ratios
Tab. 1 Profitability ratios of British Airways (2012 - 2016) and Virgin Atlantic (2016)
	British Airways
	2012
	2013
	2014
	2015
	2016
	Virgin Atlantic

	Operating Profit ratio
	0.02
	0.06
	0.08
	0.11
	0.13
	0.086

	Gross Profit Ratio
	0.025
	0.057
	0.08
	0.11
	0.12
	0.057

	ROCE
	-1.87
	4.11
	0.13
	0.12
	0.12
	0.24

	Return on Equity
	-0.039
	0.12
	0.37
	0.57
	0.33
	0.12


Source: Author’s calculations and Annual Financial Reports of British Airways and Virgin Atlantic
The operating profit and the gross profit ratios depend upon the total revenue earned by the company in a particular year. Generally, in the aviation sector the profit margin of the companies is high. For every £1 revenue of sales an average of £0.08 could be found left as operating profit after they paid the cost for goods that have been sold and expenses of operating the business in 2014. The moderate declination of ratio can easily  be explained by looking at the margin of  margin.There are various costs that are involved in a company. The gross profit ratio is explained as the measure of profitability during the whole process of production and selling without taking in to account other factors.
 If there is a change in this ratio, it can have a considerable impacton the profit for the year (Khan et al.2010). In case of British Airways, there is a rising trend in the operating as well as in the gross profit ratio. If compared to the operating profit and gross profit of Virgin Atlantic in the year 2016, it can be seen that in both the cases, British Airways has a higher ratio than Virgin Atlantic. This means that the cost of sales has decreased in each year than the sales revenue earned by the company. In terms of profitability ratios of operating profit and gross profit, British Airways has higher ratios than Virgin Atlantic. Return on capital employed (ROCE) is taken as one of the key measure of operating performance. This ratio generally shows the relation between the profits earned by the company and the long-term investment of the company during a particular period of time. It measures the efficiency and profitability of the company in terms of capital investment. ROCE value must be greater than the rate of the company’s borrowing, otherwise it may reduce returns of shareholders (Khan et al.2010).The ROCE of British Airways has started as negative in the year 2012, but has accelerated the rate in the year 2013. In the year 2012 there was a rise in the cost of operations of the company in comparison to their revenue. But in the other years the company earned profits and as a result had positive ROCE. Considering the previous five years, ROCE has significantly been improved since 2012 and remains in fluctuating values in the years thereafter. In the year 2016 the ROCE of Virgin Atlantic shows better result than British Airways. However, the overall profitability ratios show a positive trend in case of British Airways.
Liquidity Ratios
Tab. 2 Liquidity ratios of British Airways (2012 - 2016) and Virgin Atlantic (2016)
	British Airways
	2012
	2013
	2014
	2015
	2016
	Virgin Atlantic

	Current ratio
	0.60
	0.63
	0.65
	0.596
	0.76
	3.83

	Quick ratio
	0.57
	0.61
	0.65
	0.283
	0.22
	3.83


Source: Author’s calculations and Annual Financial Reports of British Airways and Virgin Atlantic
The finances of an organisation are the main source on which the company survives in the market. The liquidity of a company refers to the ability of the company to make the payments that are outstanding or due. Every business organisation must have that sufficient resources in hand with which they can pay back the amounts which are pending and their maturing obligations. There are firms that are highly profitable but that does not mean that they are performing well in terms of liquidity too. Every firm must be profitable but it must also have the finances in hand so that it can make payments to its suppliers and employees and also make further investments (Moir, 2014). In order to measure the liquidity of the company, current ratio and quick ratio are used and also a proper analysis of the cash flow statement is done to see the cash position of the company.
The current ratio generally measures the firm’s ability to meet its short-term obligations. The current ratio compares the current assets like the liquid assets, cash or cash equivalents with the current liabilities. There is another interpretation to having a higher value of current ratio and that is it implies that most of the funds are locked up in the business as liquid cash or assets and are not being used for any productive purpose that the business could otherwise use (Moir, 2014). For a long period time, guideline that has been followed for the minimum current ratio was 1.00 though it differs from the industry nature and type.
The current ratio of British Airways is considerably low in all the years that are given on the table which indicates that the liabilities of short term exceeded their assets of short term constantly for a period of 5 years. It shows that the company has a low liquidity, with the lowest figure in 2015. In the year 2016, Virgin Atlantic has a much higher current ratio compared to British Airways. But British Airways has improved its cash liquidity over the 5 years’ time period though with a drop in the ratio in the year 2015. In the last year, the improvement in the liquidity of cash and other assets can be seen in the last year of 2016 (0.76) than 2012 which is 0.60.
In case of Quick ratio that is similar to current ratio but is stricter measure. Here, the inventories are deducted from the liquid assets as it cannot be transformed into cash very quickly. It can be said that Quick Ratio is the rectified form of current ratio. Like the current ratio, the preferred quick ratio is 1.00 though it varies from industry to industry. In analyzing the trend of quick ratio of British Airways, it can be seen that the figures are lower in case of quick ratio than current ratio which indicates that the company has low liquidity. For this, an argument can be provided that the company has made various investments in projects like acquisitions and others for the welfare of the business. The overall facts that have been observed in last few years is very similar to the trend of current ratio. Only exception is that case were 2008 and 2009. It refers to that fact that when inventories are being excluded, the company may become more liquid.
The quick ratio of British Airways has been low over the 5 years’ time period but has dropped to a great extent in the year 2015 and 2016, being the lowest in 2016. In case of Virgin Atlantic the quick ratio of the company in 2016 is much higher than that of British Airways which does not necessarily indicate that the company’s financial position is weak. It indicates that the company has made too many investments and requires a balance in making investments and maintaining the liquidity of the firm.
Efficiency Ratio
Tab. 3 Efficiency ratios of British Airways (2012 - 2016) and Virgin Atlantic (2016)
	British Airways
	2012
	2013
	2014
	2015
	2016
	Virgin Atlantic

	Asset turnover ratio
	0.97
	0.96
	0.87
	0.74
	0.69
	1.52


Source: Author’s calculations and Annual Financial Reports of British Airways and Virgin Atlantic
Generally, the asset turnover ratio of a company determines the amount of sales or revenue that is generated from the assets of the company. This is measured by comparing the net sales of the company with the total assets. In other words, this ratio gives the measure of how efficiently the company can utilize its assets in order to generate revenue from them (White et al.2005). In case of British Airways, the company has a moderately stable trend in the figure of asset turnover ratio which is highest in 2012 and lowest in the year 2016.The trend of the asset turnover ratio is low since the company has high profit margins. If compared to Virgin Atlantic for the year 2016, it has a higher asset turnover ratio than British Airways. British Airways can improve this rend by increasing he sales of the company and also by optimum and efficient utilization of the assets in the company. 
Gearing Ratios
Tab. 4 Gearing ratios of British Airways (2012 - 2016) and Virgin Atlantic (2016)
	British Airways
	2012
	2013
	2014
	2015
	2016
	Virgin Atlantic

	Interest Cover ratio
	0.07
	0.21
	0.24
	3.05
	0.31
	0.47

	Gearing ratio
	2.34
	2.49
	3.69
	1.60
	1.04
	1.85


Source: Author’s calculations and Annual Financial Reports of British Airways and Virgin Atlantic
The Gearing ratios mainly focus on the business’s financial structure. It indicates that finance proportion is contributed largely by the debt to finance which is provided by equity (or shareholder). The level of gearing  mainly has a significant impact on the degree of risks that are associated to the business (Wahlen et al.2014). Generally, in theory, a higher level of gearing ratio indicates a higher debt or borrowing which is associated with high risk in the business as there is an obligation to the company to pay the interests and make the capital repayments (Young, 2014).
The interest cover ratio generally shows the relationship with the amount of operating profit which is available in the company to cover or pay the interest payable or outstanding. A low level of operating profit indicates that the company is not in a position to clear the outstanding interest which again means that the shareholders and lenders ma take action against the company (Baños et al.2014).
Here, British Airways has a trend of low interest cover ratio over the 5 years’ time period. It has the lowest interest cover ratio in 2012 and the highest in 2015. Then again there is a notable drop in the ratio in the year 2016. In comparison to Virgin Atlantic, In the year 2016, Virgin Atlantic has a little higher interest cover ratio than British Airways.
The gearing ratio demonstrates the level of company’s borrowing has taken in the form of loans or borrowings and compares to the total finance that the business possesses. In other words, it is the debt proportion of a company to its equity and refers to the financial risk that the business is dealing with. If the gearing ratio is excessively higher, there is a risk of the loans not being paid back by the company to its investors/ lenders (Delen et al.2013). The gearing ratio of British Airways is slightly on a higher side if compared to the interest cover ratio. The highest gearing ratio can be seen in the year 2014 and the lowest in 2016 which means that the company’s ability to repay the borrowings has improved. In comparison to Virgin Atlantic, both the companies are on a similar platform where Virgin Atlantic’s gearing ratio is little higher than that of British Airways.
Pros and Cons of Ratio Analysis
Ratio Analysis of a company is done to determine the financial position of the company, to make investment decisions and is commonly used by the potential investors and creditors. Though these ratios are quite useful in determining the financial position of the company, there are certain pros and cons of these figures. Knowing these advantages and disadvantages help the business to understand in which areas of the business the ratios will be helpful (Bragg, 2012).
Advantages
· One advantage of these ratios is that they help to know the financial conditions of the business which are otherwise difficult to detect. With the help of these ratios the investors can calculate the liquidity or the solvency ratios of the company and have a direct access to comparison between alternate options.
· The ratio analysis of a company provides the future estimation of a company’s performance. Unlike the accounting information, ratios are future oriented. They also provide the company a view of their performance for their betterment in future.
· The calculations of these ratios are simple and are cost effective for small businesses. They require a few inputs and valuable information is obtained easily. These ratios are calculated using the information from the financial statements of the company and are useful for external and internal comparisons (White et al.2005).

Disadvantages
· There is an accuracy and reliability issue with these ratios. The ratios are calculated on basis of the collected data from the financial statements of the company that are available. Thus, the ratios are accurate to the extent of the accuracy of the data collected from the financial statements.
· Another disadvantage of the ratios is that often people do not agree over the interpretation of the ratios. These ratios lack interpretation standards and so there are different interpretations to different perspective of the people. Also, due to collection of financial information from different financial statements or sources may give different results as well as different interpretations (Mills, 2017).
· Financial ratios may also change due to the change in the accounting rules and methods. Thus, this makes it difficult to make any comparison. The companies to be compared may use different accounting methods which makes it difficult. It may act as a limitation to ratio analysis if the companies have different accounting policies and methods. For example, the method for calculation of depreciation may be different in different companies (Brealy et al.2012).
Comparison between British Airways and Virgin Atlantic
Above the calculations for the profitability, gearing, efficiency and liquidity ratios have been shown. The ratios for British Airways has been calculated for 5 years (2012-2016) and that of Virgin Atlantic have been calculated for 1 year(2016). For the year, 2016 it can be seen that Virgin Atlantic has performed better in case of profitability ratios, than British Airways. Except the return on equity ratio it has higher values of ratio than British Airways. In case of liquidity ratios also it has a significantly higher value than the ratio values of British Airways. Similarly, in case of efficiency ratio it is on the higher side compared to British Airways. In case of gearing ratios there is slight difference in the values of the ratio between the two companies with Virgin Atlantic being slightly on the higher side.
Also, the total revenue, the profit after tax and the sales growth of the two companies can be done. 
Tab. 5 Total revenue, Profit after tax and sales growth of British Airways (2012 - 2016) and Virgin Atlantic (2016)
	BRITISH AIRWAYS (£m)
	VIRGIN ATLANTIC (£m)

	YEAR
	2012
	2013
	2014
	2015
	2016
	2016

	Total Revenue 
	10827
	11421
	11719
	11333
	11443
	2689.9

	Profit/(Loss) After Tax
	-70
	281
	702
	2508
	1345
	187.3

	Sales Growth (%)
	8.41
	5.49
	2.61
	-3.29
	0.97
	-3.31


Source: Annual Financial Reports of British Airways and Virgin Atlantic


Here, an analysis of the total revenue earned by both the companies, the profit after taxes and the sales growth of the companies have been shown. It can be seen here that British Airways has a fluctuating total revenue in the 5 years’ time period. The company had faced a loss after taxes in the year 2012 and recovered from it in the years thereafter, being the highest in the year 2015. In 2012, the company acquired bmi from Lufthansa for a capital amount of £83 million. The acquisition of bmi will allow British Airways to manage properly its expanded Heathrow slot portfolio, will launch new routes and increase frequencies of the existing key routs. Thus, the company had a huge total capital expenditure of £781 million in 2012. In 2016 again,there is a significant drop in the profit earned by the company. The total capital expenditure in 2016 amounted up to £1755 million which comprised of the payments for aircrafts, aircrafts spares, modifications, fuel, refurbishments and aircraft progress payments. In terms of sales growth, the company’s sales growth declined from 2012 at a significant rate which indicates that the total revenue earned by the company increased every year but the difference in the figures is not much. In the year 2015, the sales growth is negative as the total revenue of the company in the year 2015 is less than the total revenue earned by the company in the year 2014. Again, the increase in the total revenue of the company is minimal in the year 2016 because of which the sales growth percentage has declined (0.97%). In case of Virgin Atlantic, the company earned a profit after taxes of £1873 million which is less than that of British Airways. In the year 2015, the company had earned a total revenue £2781.9 million which is greater than the total revenue earned by the company in the year 2016. Due to this decline in the total revenue of the company, the percentage of sales growth in the company has declined to -3.31%.
Investment Decisions
As per the analysis done here, the profitability ratios of British Airways have not shown any consistency or trend as it was analysed over the time period of 2012 to 2016. The profitability of the company is highly volatile. If investment decision is to be made on the basis of profitability ratios there lies a great risk for the investor as there is no surety that there will be any profit for the company. The return on capital observed in case of both the companies is below the average line. Investment decisions for Virgin Airlines cannot be made as only one year information of the company has been analysed. In case of British Airways, the performance has improved in the years. But again in 2016 the ratios have decreased in some cases. In case of liquidity, both the companies have a low ratio. The company can improve by repaying the debts and interest payments. In case of Efficiency ratios the company shows highly fluctuating figures. But the company has shown improvement in the ratios in 2015. But the ratios of 2016 again show a decreasing trend. Therefore, in case of making investment decisions both the companies are equal rivals of each other. No decision making comments can be passed in cased of Virgin airlines since only 1 year data has been analysed here. In case of British Airways, the overall financial performance shows a fluctuating trend. So, there is risk in making investment in British Airways. In the Annual report of 2016, the company has mentioned to take steps in improving the financial position of the company. The company has a scope of improving its cost handling as well as inventory management techniques. Thus, it will be beneficial to invest in lower amounts or wait to analyse the trends in the upcoming years.
Conclusion
According to the financial analysis, British Airways has performed well but in certain areas of the business the company has to improve in order to gain a better percentage of market share. There has to better growth n the company’s sales or total revenue earned. Also, the company has to improve its liquidity ratios as well as the gearing ratios. The company has to maintain and balance its investments and the cash resources or liquid assets in order to have a greater liquidity in the company (Abubakar et al.2015). In many aspects, like the liquidity of the company, the profitability ratios, the ability to pay the outstanding interests, Virgin Atlantic is in a better position than British Airways. Both the companies are growing and are in tough rivalry in the aviation industry. Though Virgin Atlantic seems to be in a better position in terms of the calculated ratios British Airways has a better performance when it comes to the total revenue or profit after taxes earned by the company. Both the companies re in a cut-throat competition and therefore, it is necessary for both the companies to improve in business finances as well as strategies (Bragg, 2012).
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Appendix I
Tab. 1 Profitability ratios of British Airways (2012 - 2016) and Virgin Atlantic (2016)
Gross Profit Margin = Gross Profit / Sales 
Operating Profit Margin = Operating Profit / Sales
ROCE = Operating Profit / Average Capital Employed 
[bookmark: _GoBack]Return on Equity = Net Income/Shareholder's Equity
Tab. 2 Liquidity ratios of British Airways (2012 - 2016) and Virgin Atlantic (2016)
Current Ratio = Current Assets / Current Liabilities 
Quick Ratio = (Current Assets – Inventories) / Current Liabilities
Tab. 3 Efficiency ratios of British Airways (2012 - 2016) and Virgin Atlantic (2016)
Asset Turnover = Sales / Total Assets
Tab. 4 Gearing ratios of British Airways (2012 - 2016) and Virgin Atlantic (2016)
Interest Cover = Operating Profit / Interest Payable
Gearing Ratio = Net Debt / Total Equity
Tab. 5 Total revenue, Profit after tax and sales growth of British Airways (2012 - 2016) and Virgin Atlantic (2016)
Sales Growth= Current year sales- Previous year sales/ Previous year sales*100

Comparison between British airways and Virgin Atlantic
YEAR	
VIRGIN ATLANTIC 	2012	2013	2014	2015	2016	2016	Total Revenue 	
VIRGIN ATLANTIC 	10827	11421	11719	11333	11443	2689.9	Profit/(Loss) After Tax	
VIRGIN ATLANTIC 	-70	281	702	2508	1345	187.3	Sales Growth (%)	
VIRGIN ATLANTIC 	8.41	5.49	2.61	-3.29	0.97000000000000064	-3.3099999999999987	
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