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[bookmark: _Toc71583126]ABSTRACT
      The purpose of this study is to select a public company whose shares are traded on an exchange, and examine a brief history of the selected company, including the company's business model, marketplace and major competitors, and its major events over the past 5 years. Examining the reports of the last 5 years covering financial issues, calculating the basic financial ratios such as profitability, liquidity, gear shifting, efficiency of the selected company. Making a critical evaluation of the calculated ratios and to make an analysis by comparing them with a specific competitor. Prepare a report on how to improve the financial management of the company.

[bookmark: _Toc71583127]INTRODUCTION
 Easy Jet was founded in March 1995 by Sir Stelios Haji-loannou to offer low-fares flights in Europe. Uses easyJet as the company logo. Easy Jet is the 7th largest airline in the world with 342 aircraft on 981 routes and 48 million customers operating in 154 airports in 35 countries. easyJet has a strong capital base with a market value of £ 2.3 billion and a net debt position of £ 1.125 million on 30 September 2020. easyJet's credit ratings are among the strongest in the world for an airline. easyJet has a high-potential workforce of more than 14,000 people carrying over 8,000 cabin crew members and 4,000 pilots. (Anon., n.d.)
   easyJet has tested new services using the ‘easy’ prefix as part of easyGroup. Trials include: easyHotel - budget hotels, easyCar – a network of global rental companies. Most non-flight services such as vacations, car rentals and insurance are directly related to travel, usually provided by partners. (Dave Chaffey, 2018)
According to the company's 2020 annual reports, easyJet has 75% customer satisfaction. Ranked number one or two among UK airline brands with 87% customer loyalty. The company's strategic priorities include maintaining unique core network positions, providing unique value proposition for customers, delivering satisfactory flights with employee loyalty, developing cost positions and focusing on balance sheets. Despite Covid-19 and its accompanying flight restrictions, easyJet has developed a powerful balance sheet by providing fast access to over £ 2.4 billion in cash in 2020. (Annual Report and Accounts of easyJet, 2020)
With the realization of Brexit, the UK leaves the European Union. easyJet established easyJet Europe, headquartered in Vienna, to operate its flights freely across to Europe and domestically within EU countries. The easyJet investor relations program has focused heavily on Europe since 2016, with the goal of increasing this to over 50% before Britain's exit from the EU. (Annual Report and Accounts, 2018)
Some competitors of easyJet in the UK market are British Airways, Ryanair, Jet2, Loganair etc…Among these competitors, British Airways's 2020 data will be used to compare with easyJet's data.
By examining EasyJet's income statements and balance sheets for the last 5 years and comparing them with competitor's data and interpreting the rates obtained from these, the investors will be presented with ideas to make the right choices.
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[bookmark: _Toc71583129]REVENUE, REVENUE GROWTH AND MARKET SHARE OF EASYJET (2016-2020) AND BRITISH AIRWAYS (2020)
The meaning of revenue, named as turnover, is the value of all goods or services for cash or credit provided by customers. (Weetman, 2013)
[bookmark: _Hlk71418588]Table 1: Revenue, revenue growth and gross, operating, net profit of easyJet and British Airways
	[bookmark: _Hlk71418813]easyJet
	2016

	2017

	2018

	2019
	2020

	British Airways 2020


	Revenue
£ million
	4669
	5047
	5898
	6385
	3009
	4001

	Revenue Growth (%)
	(0.3%)
	8.1%
	16.8%
	8.3%
	(52.9%)
	(69.9%)

	Gross Profit
	770
	709
	836
	970
	(358)
	(2328)

	Operating Profit
	510
	404
	460
	466
	(899)
	(3881)

	Net Profit
	437
	305
	358
	349
	(1079)
	(3489)

	Fixed Asset
Property/plant/eq.
	3252
	3525
	4140
	5168
	5053
	10381

	Total Asset
	2548
	5972
	6995
	8163
	8473
	16077

	Total Equity
	2712
	2802
	3259
	2985
	1899
	1567

	Total Current Liability
	1573
	1670
	2060
	2668
	3826
	5801

	Total Current Asset
	1213
	1734
	2001
	2119
	2563
	2093

	Inventory
	152
	179
	181
	70
	12
	73

	Cash
	714
	711
	1025
	1285
	2284
	1261

	Total Debt
(Borrowing)
	756
	971
	977
	1324
	2731
	8787


[bookmark: _Hlk71423346]Source: Full year results and statements of easyJet and British Airways
The above data is compiled from annual reports from easyJet and British Airways. These data are used for the rates calculated below and for the evaluation of these rates. (Annual Report and Accounts, 2020)
The easyJet's revenue growth percentage is calculated by dividing the current year's income by the previous year.
Aviation industry faced many difficulties, such as low oil prices and interest rates; terrorism effect; the UK's decision to leave the European Union. There has been a lot of change because of that. Therefore, as seen in Table 1, the rate of income-decline in 2016 is negative. (Annual Report and Account of easyJet , 2016) 
Values ​​such as income growth percentage, gross profit, operating profit, net profit have negative values ​​in 2020. Because of COVID-19 related deadlocks and government travel restrictions, the 2020 fiscal year results were affected heavily. (Annual Report and Accounts of easyJet, 2020) It may appear that easyJet has a consistent income statement during periods when it is not affected by external factors. If we compare the income statement of EasyJet with British Airways, we see that the income growth rate of British Airways has decreased significantly.


[bookmark: _Toc71583130]PROFITABILITY RATIOS OF EASYJET (2016-2020) AND BRITISH AIRWAYS (2020)

The primary purpose of businesses is often to create wealth for their owners. Profitability ratios show the degree of success in achieving this goal. Associate the profit with other significant figures in the financial statements or with some business resources. (Atrill, 2016)
It is possible to calculate the profitability rates with values such as income, operating profit, gross profit, net profit in the income statement.
Gross Profit Margin = 
[bookmark: _Hlk71574749]Operating Profit Margin = 
Net Profit Margin = 
[bookmark: _Hlk71418870]Table 2: Profitability ratios of easyJet and British Airways
	easyJet
	2016
	2017
	2018
	2019
	2020
	British Airways 2020

	Operating Profit Margin
	0.10
	0.08
	0.07
	0.07
	-0.29
	-0.97

	Gross Profit Margin
	0.17
	0.14
	0.14
	0.15
	-0.12
	-0.58

	ROCE* (%)
	14.6%
	11.3%
	11.5%
	(11.4%)
	(23.0%)
	

	Net Profit Margin
	0.09
	0.06
	0.11
	0.05
	-0.36
	-0.87


*ROCE (Return on Capital Employed) is calculated on pre-tax (Annual Report and Accounts of easyJet, 2020)
Source: Full year results and statements of easyJet and British Airways
EasyJet’s operating profit margin difference between 2019 and 2020 is 35 per cent, whereas that of the gross profit margin difference between 2019 and 2020 is 27 per cent. (Annual Report and Accounts, 2019)
This means that operating expenses are greater, compared with sales revenue in 2020, than they had been in 2019. (Atrill, 2016)
It can be seen that the change of the ROCE percentage of the easyJet varies in proportion to the operating profit percentages.
EasyJet's operating profit margin in 2020 is 68 percent higher than British Airways. So I can say that easyJet has better in the profitability of sales than British Airways during the pandemic.
[bookmark: _Toc71583131]EFFICIENCY RATIOS OF EASYJET (2016-2020) AND BRITISH AIRWAYS (2020)
Efficiency rates, also called activity ratio, are used to measure the productivity of resources such as inventories or employees used in the business. (Atrill, 2016)
In traditional accounting, the term assets are used as resources available to the business. Liabilities, on the other hand, are the obligations of the business to one person rather than the owner. Assets and liabilities take place in a financial statement called a statement of annual financial position or balance sheet. As a statement of financial position, the accounting equation can be expressed as: assets minus liabilities equals ownership stock or equity. (Weetman, 2013)
Fixed Asset Turnover = Sales / Fixed Assets
Total Asset Turnover = Sales / Total Assets
Return on Asset = Net Income / Total Assets
Return on Equity = Net Income/ Book Value of Equity
Table 3: Efficiency ratios of easyJet and British Airways
	easyJet
	2016
	2017
	2018
	2019
	2020
	British Airways 2020

	Asset Turnover
	1.83
	0.85
	0.84
	0.78
	0.36
	0.25

	Fixed Asset Turnover
	1.43
	1.43
	1.42
	1.24
	0.59
	0.38

	Return on Assets
	0.17
	0.05
	0.05
	0.04
	-0.13
	-0.22

	Return on Equity
	0.16
	0.10
	0.11
	0.12
	-0.57
	-2.22


Source: Full year results and statements of easyJet and British Airways 

[bookmark: _Toc71583132]LIQUIDITY RATIOS OF EASYJET (2016-2020) AND BRITISH AIRWAYS (2020)
For a business to survive, it is essential to have sufficient liquid resources to meet due obligations. The relationship between liquid resources and the amounts to be paid in the near future is explained by liquidity ratios. (Atrill, 2016) 
Both the liquidity and leverage ratios assess the companies’ ability to meet their financial obligation. 
Liquidity ratios are Current Ratio, Quick(acid) Ratio and Cash Ratio. These ratios assess the company’s ability to meet its current liability.
Current Ratio= Current Asset/ Current Liability
Quick (acid) Ratio = (Current Asset – Inventory)/Current Liability
Cash Ratio = Cash / Current Liability
[bookmark: _Hlk71419234]Table 4: Liquidity ratios of easyJet and British Airways
	easyJet
	2016
	2017
	2018
	2019
	2020
	British Airways 2020

	Current Ratio
	0.77
	1.04
	0.97
	0.79
	0.67
	0.36

	Quick Ratio
	0.67
	0.93
	0.88
	0.77
	0.67
	0.35

	Cash Ratio

	0.45
	0.43
	0.49
	0.48
	0.60
	0.21


Source: Full year results and statements of easyJet and British Airways
Current ratio and quick ratio ratios seem to have decreased significantly in 2018 and 2020 compared to the previous years. Especially the decrease in the quick ratio indicates that the business may have difficulties in meeting its short-term obligations. (Annual Report and Accounts, 2017)
EasyJet needs to make short-term plans to increase non-current assets or employee numbers to overcome this liquidity problem.
[bookmark: _Toc71583133]INVESTMENT RATIOS OF EASYJET (2016-2020) AND BRITISH AIRWAYS (2020)
Certain ratios allow them to evaluate the returns and performance of the shares in a business with regard to their investment in that business for shareholders who are not involved in the management of the business. (Atrill, 2016)
Shareholders investing in a company want their stock to increase in value and eventually bring more wealth when sold. Meanwhile, the shareholders see the dividend as an income to be spent each year. Dividends may not be distributed if companies have cash shortages or are required for other purposes. The company management may consider the dividend as an expense to the business, but may also view it as a reduction in the rights the owners have over the net assets as a whole. (Weetman, 2013)
Earnings per Share (EPS) = Net Profit / amount of shares
Table 5: Investment ratios of easyJet and British Airways
	easyJet
	2016
	2017
	2018
	2019
	2020
	British Airways 2020

	Earnings per Share (pence)
	108.4
	77.4
	90.9
	88.6
	(264.9)
	

	Dividend per Share (pence)
	53.8
	40.9
	58.6
	43.9
	      -
	      -


Source: Full year results and statements of easyJet and British Airways
The above rates are taken from easyJet's 5-year summary report. (Annual Report and Accounts of easyJet, 2020)
Although there has been a decrease in easyJet's EPS values in the last 5 years, it is seen that there is a dramatic decrease in 2020 due to Covid-19. This is based on the fact that investors were less happy about the EasyJet's future in 2020. Since both easyJet and British Airways did not distribute dividends to their stakeholders in 2020, the value of dividend per share was not calculated.

[bookmark: _Toc71583134]LEVERAGE RATIOS OF EASYJET (2016-2020) AND BRITISH AIRWAYS (2020)
Leverage ratios assess the company’s ability to meets its overall borrowing liability. Leverage ratios are calculated as below:
Ratio1: Debt to Equity Ratio = Total Debt / Equity
Ratio2: Debt to Capital Ratio = Total Debt / (Debt + Equity)
Table 6: Leverage ratios of easyJet and British Airways
	easyJet
	2016
	2017
	2018
	2019
	2020
	British Airways 2020

	Debt to Equity Ratio 
	0.28
	0.35
	0.30
	0.44
	1.44
	5.60

	Debt to Capital Ratio
	0.22
	0.25
	0.23
	0.31
	3.28
	0.85


Source: Full year results and statements of easyJet and British Airways
There was no significant change in the debt to equity ratio of easyJet in 2016, 2017, 2018. However, in 2019, we see that this ratio increased by 15% compared to the previous year. In 2020, this ratio increased almost 3 times compared to the previous year. This implies that the borrowing level of the company has increased significantly compared to its financial resources. In this context, easyJet has an advantage in overcoming this crisis period, as it has a lower debt to equity ratio compared to British Airways.

[bookmark: _Toc71583135]EFFICIENCY OF EASYJET’S NEW INVESTMENT OPPORTUNITIES
EasyJet company is researching the prospects for a range of new investment opportunities. The cash flow details of two promising projects (which are mutually exclusive) are given below: 
Year         Projected Cash Flows (£m) 
              Project A    Cumulative Cash Flow (A)        Project B   Cumulative Cash Flow (B)
    0                   -80                        -80                              -75                         -75
    1                     25                        -55                              50                         -25
    2                     25                        -30                              20                          -5
    3                     20                        -10                              20                          15
    4                     45 +10= 55          45                              10 +10=20              35
I assume that the company’s cost of capital is currently at 9.75 per cent, and project has a residual value of £10m at year 4 in addition to the cash flow above. I assume that all cash flows arise at year ends and I ignore taxation and inflation about the calculations.
[bookmark: _Toc71583136]Payback Period (PBP)
 PBP (Project A) = 3+ (10/55) = 3.18 years
 PBP (Project B) =   2+ (5/20) = 2.25 years
Although almost the same capital of investments are made in Project A and Project B, the amount invested for Project B is recovered almost 1 year before compared to Project A. This puts the Project B in an advantageous position according to the Payback Periods.

[bookmark: _Toc71583137]Net Present Value (NPV)
Net Present Value (NPV) = Present value + sum of all the present values of all the cash flows
Present Value =  
[bookmark: _Hlk71559084][bookmark: _Hlk71558681]NPV (Project A) = -80 +  + +  + 
                            = -80 + 22.78 + 20.75 +15.13 + 37.90
                            = 16.56


NPV (Project B) = -75 +  + +  + 
                            = -75 +45.56 +16.60 + 15.13 +13.78
                            = 16.07

When I look at the NPV values ​​of Project A and Project B, it is seen that the values ​​of both projects are close. For this reason, it would not be right to decide on the superiority of any project by looking at the NPV values.

[bookmark: _Toc71583138]Accounting Rate of Return (ARR)
Project A  
[bookmark: _Hlk71560471] Initial Investment = 80          Average Investment =  = 45
 Total Accounting Profit = (25+25+20+55) -80 = 45
Average Annual Account Profit=  = 11.25
ARR (Project A method 1) =  = 0.25
Project B
Initial Investment = 75          Average Investment =  = 42.5
 Total Accounting Profit = (50+20+20+20) -75 = 35
Average Annual Account Profit=  = 8.75
ARR (Project B method 1) =  = 0.21
Although there is not a significant difference between the ARR and NPV results of both projects, the results of Project A appear to be better than Project B. 
However, Project A does not seem to have a very significant financial priority over Project B. And payback period of Project A is more than Project B. Project B's initial investment value is lower, and the initial investment is recovered 1 year before Project A. Therefore, choosing Project B makes more sense to me.


[bookmark: _Toc71583139]CONCLUSION AND RECOMMENDATION
In summary, I use the balance sheet to calculate the leverage and the liquidity ratios, income statement to calculate profitability ratios (Gross Profit Margin, Operating Profit Margin, Net Profit Margin). But both the income statement and balance sheet are used to calculate the efficiency ratios such as Return on Equity, Return on Asset, Asset Turnover and Fixed Asset Turnover.
 Based on the financial calculations above, I find that the financial structure of the easyJet company was consistent before Covid-19. However, Covid-19 affected the airline industry more than other sectors. I can see this in the financial statements of British Airways, which is easyJet's competitor. In order for easyJet to survive the Covid-19 period with the least loss, it is necessary to make effective planning and financial arrangements both in its fleet and in the number of employees and in the network system
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