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Executive Summary
Other than having negative profitability ratios (which is not uncommon amongst competitors), UWTSD has experienced positive financial management (and ratios) from 2016 to 2017:
· Lowering its current and quick ratios from 2.9 to an acceptable level of 2.
· Improving efficiency metric scores.
· Continuing to have a gearing ratio below 25%, being a low risk opportunity for lenders.
As such, the University should:
· Continue its financial management which has resulted in improvements with its liquidity, efficiency and gearing ratios, identifying relevant risks and taking action to address them as required.
· Take action to increase its productivity where possible, increasing income (particularly from tuition fees and education contracts), and reducing expenditure.

1.0 Introduction
The University of Wales Trinity Saint David (UWTSD) was formed on 18th November 2010 through the merger of the University of Wales Lampeter and Trinity University College Carmarthen, under Lampeter’s Royal Charter of 1828. On the 1st August 2013, Swansea Metropolitan University became part of UWTSD (UWTSD, 2018).
The most recent financial statements listed on UWTSD’s website (as of 20th December 2018) are the Consolidated Financial Statements 31 July 2017, which can be accessed via the link below:
https://www.uwtsd.ac.uk/media/uwtsd-website/content-assets/documents/finance/consolidated-financial-statements2017.pdf
This is the set of statements used for the ratio analysis within this document. The analysis focuses on the consolidated figures within the financial statements.
1.1 Ratio Analysis
A ratio analysis is a quantitative analysis of information contained in a company’s financial statements. Ratio analysis is used to evaluate various aspects of a company’s operating and financial performance such as its profitability, liquidity, efficiency, gearing and investment return (Investopedia, 2017). 
This document will explore these ratios in relation to UWTSD’s most recent consolidated accounts, drawing conclusions from these before presenting a set of recommendations accordingly.
While ratio analysis provides vital and succinct financial information about an organisation, there are some limitations which should be noted:
· Historical information: information used in the analysis is based on real past results that are released by an organisation, and therefore metrics do not necessarily represent future company performance;
· Inflationary effects: if inflation has occurred in between periods, then real prices are not reflected in the financial statements, meaning the numbers across different periods are not directly comparable until they are adjusted for inflation;
· Operational changes: when significant operational changes occur, the comparison of financial metrics before and after the operational change may lead to misleading conclusions about an organisation’s performance;
· Changes in accounting policies: if an organisation has changed its accounting policies and procedures, it may significantly affect the financial reporting;
· Seasonal effects: the inability to adjust the ratio analysis to the seasonality effects may lead to false interpretations of the results from the analysis;
· Manipulation of financial statements: financial information may be manipulated by the company’s management to report a better result than its actual performance (Corporate Finance Institute).
Furthermore, for a lot of ratios, yearly comparisons, competitor comparisons and sector benchmarks are required to provide a useful context to allow for actionable insight.
2.0 Profitability Ratios
Profitability ratios can state how good a company is at converting business operations into profits (InvestingAnswers).
A higher ratio is commonly desired by most companies, as this usually means the business is performing well by generating revenues, profits, and cash flow (Corporate Finance Institute).
2.1 Return on Capital Employed (ROCE)
This financial ratio determines a company’s profitability and the efficiency the capital is applied. The formula for ROCE can be seen below:
ROCE = (Earnings before Interest and Tax / Capital Employed) x 100.
Where Capital Employed = Total Assets – Current Liabilities 
(The Strategic FMO, June 2018).
· ROCE for UWTSD in 2017 = -24,956 / 181,351 = -14%.
· ROCE for UWTSD in 2016 = -3,646 / 196,502 = -2%.
2.2 Gross Profit Margin
Gross profit margin assess a company's financial health and business model by revealing the proportion of money left over from revenues after accounting for the cost of goods sold. The formula for gross profit margin can be seen below:
	Gross Profit Margin = ((Revenue – Cost of Goods Sold) / Revenue) x 100
	(Investopedia, May 2018).
· Gross profit margin for UWTSD in 2017 = -25,530 / 119,340 = -21%
· Gross profit margin for UWTSD in 2016 = -3,738 / 104,650 = -4%.
2.3 Operating Profit Margin
Operating profit margin is used to calculate the percentage of profit a company produces from its operations, prior to subtracting taxes and interest charges. The formula for the operating profit margin can be seen below:
Operating Profit Margin = (Operating Profit (or Earnings before Interest and Tax) / Revenue) x 100
(Corporate Finance Institute, December 2018).
· Operating profit margin for UWTSD in 2017 = -24,956 / 119,340 = -21%
· Operating profit margin for UWTSD in 2016 = -3,646 / 104,650 = -3%.
2.4 Net Profit Margin
Net profit margin is the percentage of revenue remaining after all operating expenses, interest, taxes and preferred stock dividends (but not common stock dividends) have been deducted from a company's total revenue. The formula for the net profit margin can be seen below:
	Net Profit Margin = (Net Profit / Revenue) x 100.
	(InvestingAnswers, December 2018)
· Net profit margin for UWTSD in 2017 = -24,972 / 119,340 = -21%
· Net profit margin for UWTSD in 2016 = -3,658 / 104,650 = -3%.
2.5 Return on Assets
Return on assets (ROA) is an indicator of how profitable a company is relative to its total assets. The formula for the return on assets margin can be seen below:
	Return on Assets = (Net Profit / Total Assets) x 100.
	(Investopedia, November 2017)
· Return on assets margin for UWTSD in 2017 = -24,972 / 203,025 = -12%
· Return on assets margin for UWTSD in 2016 = -3,658 / 211,653 = -2%.
2.6 Return on Net Assets
Return on net assets (RONA) is a measure of financial performance calculated as net income divided by the sum of fixed assets and net working capital. RONA can be calculated as:
	Return on Net Assets = (Net Income / (Fixed Assets + Net Working Capital)) x 100
	Where Net Working Capital = Current Assets - Current Liabilities
	(Investopedia, June 2018).
· RONA margin for UWTSD in 2017 = -24,972 / (134,298 + 21,495) = -16%
· RONA margin for UWTSD in 2016 = -3,658 / (142,145 + 28,600) = -2%.
2.7 Profitability Ratios Summary
The ratios are negative for both years across all profitability metrics due to deficits for the year in both 2016 and 2017, with the annual deficit increasing by over £21,000,000 in the 12 months.
As per the most recent statements, UWTSD defines itself as an institution with medium risk in relation to its financial status. However, the University has identified key objectives and challenge areas, and also taken corrective action to reduce costs which should ensure sustained financial health in future years.
The recorded deficit is after provision for significant property impairment charges totalling £21.7 million. Of this amount, £18.2 million reflects impairments of two campus properties in Swansea. In addition, UWTSD provided £3.1m for the expected impairment of the Canolfan S4C Yr Egin development in Carmarthen, and £0.4 million in charges made against some of the property in Lampeter. Such impairments have significantly increased the expenditure, hence contributing to the negative profitability ratios.
Furthermore, there has also been significant capital investment in the year of £19.7 million, with major building projects including the new SA1 development in Swansea and the Canolfan S4C Yr Egin Centre in Carmarthen (UWTSD).
Income from tuition fees and education contracts is the largest source, hence showing the importance of student recruitment and retention. Steps should be taken to improve this by increasing income stream therefore, in what is currently a very competitive higher education sector.
Comparing UWTSD’s gross profit margin ratio with its competitors in south Wales gives some additional context, and reiterates the current competitive nature of the sector:
	HEI
	Gross Profit Margin 2016/17

	Swansea University
	7%

	University of South Wales
	5%

	Cardiff Metropolitan University
	0.10%

	Aberystwyth University
	-2%

	Cardiff University
	-2%

	UWTSD
	-21%



3.0 Liquidity Ratios
Liquidity ratios indicate how capable a business is of meeting its short-term obligations. Companies without enough liquidity to pay short-term debts can be forced to make difficult decisions in order to raise funds, such as sell assets at a lower price and borrow money at high interest rates (InvestingAnswers).
3.1 Current Ratio
The current ratio measures the ability of a company to cover its short-term liabilities with its current assets. The formula is:
Current Ratio = Current Assets / Current Liabilities
(Investopedia, 2018).
· Current ratio of UWTSD in 2017 = 43,169 / 21,674 = 2.
· Current ratio of UWTSD in 2016 = 43,751 / 15,151 = 2.9.
As stated above and on page 8 of the most recent financial report, the Group’s liquidity level remain acceptable with a current ratio of 2.0 as at 31st July 2017, down from 2.9 at 31st July 2016.
The reduction in liquidity ratio was planned in order to part finance the significant capital development programme being undertaken across the UWTSD Group, and reflects both the utilisation of surplus cash and draw down of loans (UWTSD).
Comparing UWTSD’s current ratio with its competitors in south Wales provides some additional context, and shows that the University is fairing fairly well against these institutions:
	HEI
	Current Ratio 2016/17

	Aberystwyth University
	1.5

	Cardiff Metropolitan University
	1.7

	Swansea University
	1.8

	UWTSD
	2

	University of South Wales
	2.6

	Cardiff University
	4.2



3.2 Quick Ratio
The quick ratio (also known as the acid-test ratio) is similar to the current ratio in that it's a measure of how well a company can meet its short-term financial liabilities. However, this ratio subtracts inventory (or stock) inventory because it assumes that selling inventory would take several weeks or months. The formula is:
Current Ratio = (Current Assets – Stock) / Current Liabilities
(InvestingAnswers).
· Current ratio of UWTSD in 2017 = (43,169 – 458) / 21,674 = 2.
· Current ratio of UWTSD in 2016 = (43,751 – 419) / 15,151 = 2.9.
Given that UWTSD has limited stock given it is an education provider, the quick ratio and current ratio remain the same to 1 decimal place.

4.0 Efficiency Ratios
These ratios give management (and investors) insight into how efficiently a business is employing resources invested in fixed assets and working capital (InvestingAnswers).
4.1 Capital Employed Productivity
The formula can be seen below:
	Capital Employed Productivity = Sales / Capital Employed
	Where Capital Employed = Total Assets – Current Liabilities
	(Analysis & Interpretation of Accounts – Some Key Ratios, Moodle, December 2018)
· Capital employed productivity for UWTSD in 2017 = 119,340 / 181,351  = 0.7
· Capital employed productivity for UWTSD in 2016 = 104,650 / 196,502 = 0.5.
UWTSD increased this ratio from 2016 to 2017 by 0.2 which is a positive gain, with total income (sales) increasing by 14% in the period. 
4.2 Working Capital Employed
The formula can be seen below:
	Working Capital Turnover = Sales / (Current Assets – Current Liabilities)
	(Analysis & Interpretation of Accounts – Some Key Ratios, Moodle, December 2018)
· Working capital turnover for UWTSD in 2017 = 119,340 / (43,169 – 21,674) = 5.6. 
· Working capital turnover for UWTSD in 2016 = 104,650 / (43,751 – 15,151) = 3.7.
Again, UWTSD has increased this ratio from 2016 to 2017, but quite considerably this time. As stated above, income has increased by 14%, with current assets remaining similar but current liabilities increasing quite significantly in 2017.
4.3 Non-current Asset Productivity
The formula can be seen below:
	Non-current Asset Productivity = Sales / Non-current Assets
(Analysis & Interpretation of Accounts – Some Key Ratios, Moodle, December 2018)
· Non-current asset productivity for UWTSD in 2017 = 119,340 / 159,856  = 0.7
· Non-current asset productivity for UWTSD in 2016 = 104,650 / 167,902 = 0.6.
A higher ratio signifies greater efficiency in the use of non-current assets, meaning that UWTSD has increased its efficiency from 2016 to 2017. 
4.4 Net Asset Productivity
The formula can be seen below:
Net Asset Productivity = Sales / Net Assets
(Analysis & Interpretation of Accounts – Some Key Ratios, Moodle, December 2018)
· Net asset productivity for UWTSD in 2017 = 119,340 / 156,111 = 0.8.
· Net asset productivity for UWTSD in 2016 = 104,650 / 178,964 = 0.6.
As with the previous three ratios, UWTSD has increased its metric score, showing increased efficiency. 
 5.0 Gearing
Gearing focuses on the capital structure of a business, meaning the proportion of finance that is provided by debt relative to the finance provided by equity (or shareholders). Gearing measures the proportion of assets invested in a business that are financed by long-term borrowing.
The formula can be seen below:
Gearing % = (Long Term Liabilities / Capital Employed) x 100
Where Capital Employed = Total Assets – Current Liabilities
(Tutor2U)
The optimal level of gearing is generally determined by a company in comparison to others within the same sector. However, there exists some basic guidelines:
· A gearing ratio in excess of 50% is typically considered highly geared. As a result, the company would be at greater financial risk because during times of lower profits and higher interest rates, with a greater risk of bankruptcy.
· A gearing ratio lower than 25% is typically considered low-risk by both investors and lenders.
· A gearing ratio between 25% and 50% is typically considered optimal or normal for well-established companies (Investopedia, May 2018).

· Gearing % for UWTSD in 2017 = 25,240 / 181,351 = 14%.
· Gearing % for UWTSD in 2016 = 17,538 / 196,502 = 9%.
Therefore, UWTSD has been geared at a low level for the previous two financial years, being a low-risk for opportunity for lenders. 
For comparison and context, Swansea University’s gearing ratio in 2016/17 was 32%.
6.0 Investment Ratios
Investment (or price) ratios are used to get an idea of whether a stock's price is reasonable or not. As with other ratios, investment ratios are only useful when comparing with a company in a similar sector, comparing over a time period to see how it has varied, or to a particular benchmark.
Typical investment ratios include:
· Price-to-Earnings Ratio (P/E)
· Price-to-Sales Ratio
· Price-to-Book Ratio (P/B)
· Dividend Yield
· Return on Equity
· Interest Cover (InvestingAnswers)
UWTSD is a registered charity and therefore investment ratios do not apply to the organisation.
7.0 Conclusions
Other than having negative profitability ratios (which is not uncommon amongst competitors), UWTSD has experienced positive financial management (and ratios) from 2016 to 2017:
· Lowering its current and quick ratios from 2.9 to an acceptable level of 2.
· Improving efficiency metric scores.
· Continuing to have a gearing ratio below 25%, being a low risk opportunity for lenders.
8.0 Recommendations
Based on the information provided in this report, I would propose two key recommendations:
· For the University to continue its financial management which has resulted in improvements with its liquidity, efficiency and gearing ratios, identifying relevant risks and taking action to address them as required.
· For the University to take action to increase its productivity where possible, increasing income (particularly from tuition fees and education contracts), and reducing expenditure.
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