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Introduction
EasyJet is an English airline based in London, founded in 1995. In 2019 the company carried more than 96 million passengers, recording a turnover of 6.3 billion pounds. The company's mission is full customer satisfaction, in addition to the focus on safety, innovation and punctuality.
The company is currently facing the consequences of Brexit and the crisis resulting from the Covid-19 pandemic. These problems impacted heavily on passenger and freight traffic, the workforce and revenue. 2020 for easyJet, as for the other major airlines, represented a year of crisis. However, a recovery is expected within three years that will bring the company back to the situation before the pandemic.
The purpose of this assignment is to propose an assessment of easyJet's business models, analyzing the market and its competitors. In the second part, a critical review of the company's financial performance will be conducted, taking into account some elements such as profitability, liquidity, gearing, efficiency ratios. Finally, in the third part, the Payback Period (PBP), Accounting Rate of Return (ARR) and the Net Present Value (NPV) of the project will be calculated and explained.

Company Background: EasyJet
EasyJet is one of the leading low-cost airlines in this sector and its main office is located at Luton Airport in London. It was founded in 1995 by the Greek entrepreneur Stelios Haji-Ioannou. Right from the start, the company chose to invest in new routes and airports, changing the air market and introducing important innovations, such as the ability to buy tickets online from the website, which is the first to be created. In 2019 easyJet flew between 159 airports, with a total of 1051 routes. EasyJet has been listed on the stock exchange since October 2000.
History
The foundation: Stelios Haji-Ioannou and the first flights (1995-97)
EasyJet was founded by Stelios Haji-Ioannou, a Greek Cypriot entrepreneur based in London. It is March 1995 and Haji-Ioannou is 28 years old, he detaches himself from the family companies and begins his personal career as an entrepreneur. Today he dedicates almost full time to his Stelios Foundation, whose mission is to support philanthropic activities in the places where he worked (United Kingdom, Greece, Cyprus and Monaco), through scholarships, economic support for entrepreneurship and cash donations. to environmental charities.
The first easyJet flights have only two routes, from England to Scotland, from London to Glasgow and to Edinburgh. The airport chosen as a base is Luton, but the airline does not yet have an airline operator certificate and those flights are operated in "wet lease": the aircraft and on-board personnel employed are lent by two other carriers, GB Airways and Air Foyle.



The first easyJet flight
In April 1996 easyJet flies beyond the borders of the United Kingdom creating the London-Amsterdam route. In October 1997, the National Aviation Authority issued him the aircraft operator certificate and thus allowed Haji-Ioannou to start his company.
The easy brand, easyJet Switzerland and the entry on the London Stock Exchange (1998-00)
In 1998 the new company appears in the registers of the English Chamber of Commerce: EasyGroup Holdings Ltd, the Easy brand was born. With this brand, the Greek Cypriot entrepreneur begins to market any kind of service and not just those related to flights. The only rule is the possibility for customers to obtain low-cost services.
Over time a series of sister companies will be born such as Fastjet, low-cost airlines operating in Africa, easyGym, for low-cost training, and easyHotel, for low cost stays, easyFoodstore, a new concept of "discount" supermarket, without brands with only about 100 items, easyTennis, to find a partner to play tennis, easybus, a shuttle service to the airports, easyPizza, for the delivery of pizzas (later joined to Just Eat), easyCinema, easyMoney, easyEnergy.
The easy brand currently operates in many other sectors, mainly in the travel, leisure, office and other consumer service sectors. Before the end of 1998 easyGroup acquires 40% of the shares of the airline TEA Switzerland and: easyJet Switzerland is born, the first subsidiary airline that flies at low cost in Switzerland.
Finally, in 2000 easyGroup became part of the London Stock Exchange.
The rise in Europe: the acquisition of GoFly, the Hall of Fame and the monopoly of Malpensa Terminal 2 (2002-06)
In 2002 easyJet was based in another London airport, Stansted, and acquired the competitor GoFly and all its aircraft, doubling its fleet. In the following years easyJet returned to focus on territories in Europe. First in Germany: between November 2003 and February 2004 it opens its bases in Berlin-Schönefeld and Dortmund, offering its passengers 19 new routes.
Later in October 2005 in Italy, it opened its base in Milan-Malpensa, of which it upgrades and gets Terminal two. Later, the Italian easyJet bases will become three with the addition of Naples-Capodichino and Venice-Tessera.
Finally, Spain: on 24 August 2006 easyJet announced the creation of its new base at Madrid-Barajas airport. Meanwhile, on the Germany-Italy journey, two other extraordinary events take place: Haji-Ioannou is welcomed into the UK Travel and Hospitality Hall of Fame in May 2004 and the easy family welcomes its 100 millionth passenger in May 2005.
EasyJet today: the fleet and Brexit
From 2006 to today, the British low-cost airline has achieved other sensational successes: at the end of 2007 it purchases the entire share capital of GB Airways, for a value of 103.5 million pounds; while in 2011 it opened its eleventh British base at London-Southend airport; finally, in 2013 it established its hundredth section, London-Moscow.
In 2017, however, easyJet is forced to face an unexpected challenge: Brexit. In 2021, Brexit was officially launched, the British run the risk of losing a huge share of their market because to continue flying in the skies of the Member States they need a European Air Operator Certificate. To deal with this danger, easyJet has decided on perhaps the most strategically simple but extremely effective solution: opening a new operational base in Europe. EasyJet chose Austria and the capital Vienna, creating easyJet Europe made up of 20 Airbuses borrowed from Air Berlin. This is also the prelude to the bankruptcy of the German low-cost airline, already on the verge of bankruptcy: in the following months, Lufthansa and easyJet shared out its planes and all its properties. Finally, the orange company will open another European base, in Berlin-Tegel.
The hundredth route
Today easyJet's fleet consists of 358 aircraft, mostly Boeing 737s or Airbus 320-319s, with which easyjet flies more than 1000 routes in 30 countries. In 2018, the number of passengers transported was close to 100 million.
The search for innovation
EasyJet is undoubtedly one of the most innovative airlines in Europe and the world. Among his pioneering choices, some deserve to be mentioned:
· In 2003 it was the first company to offer its customers the possibility to book their tickets online conveniently from the easyJet website.
· In 2011 he created a revolutionary nanotechnological coating that had previously only been used in the military field. Thanks to this new light polymer paint, the aerodynamic drag on the surface of its aircraft has been significantly reduced, consequently not only have fuel costs decreased but also the environmental impact caused by aircraft has decreased significantly.
· It was the first airline to partner with Flightradar24, making it possible to track flights via the mobile application for iPhone and Android.
· It has introduced the "passport recognition" service which, through the application, scans passport data using the mobile phone camera, making check-in easier and faster. Furthermore, the data can be stored for subsequent bookings.
· In 2014, it was among the first airlines to install Panasonic Toughpads on their aircraft in place of the laptops and printed nautical charts used in the cockpits. The paper removed weighed 27 kg per aircraft in flight, also allowing for a reduction of 20,000 tons of CO2 emissions per year.
EasyJet's success
The company has a strong capital base of £ 4.6 billion and its credit rating in 2019 was one of the strongest in the world among airlines. In 2019 EasyJet had 331 aircraft in its fleet. The company constantly invests in innovation and technology development to improve existing systems, the quality of its service and sustainability. He recently brought in new data research and development members to his team to provide insights into air traffic management and to try to reduce delays. In 2019 alone, there were 700 million visits to all digital platforms and the easyJet app was voted the best of the most popular airlines at the World Aviation Awards. At the end of 2019, the company's team had around 15,000 employees including pilots, flight attendants and cabin crews. However, after the Covid-19 pandemic, the company had to lay off 30% of its staff. Furthermore, the company interacts with an ever-increasing number of stakeholders, who are increasingly attentive to environmental and social aspects. To reduce the environmental impact, easyJet has invested in a new fleet with advanced technology to minimize pollution. The excellent relationship with stakeholders can be demonstrated by the record number of passengers who chose easyJet in 2019, 96.1 million people, an increase of 8.6% from 2018.
Business strategies
EasyJet chooses to invest in the airport network and direct its customers to them. It has a predominant position in the airports of London, Venice, Hamburg and has opened a new base in Nantes in France. The importance of a sustainable business is fundamental for society and in this context in 2018 the Airbus A321neo aircraft officially joined the fleet. The aircraft has 235 seats, allowing a 9% reduction in costs per seat and a 15% reduction in the environmental footprint. Another strategy of the company is linked to customer loyalty. EasyJet emphasizes the loyalty and satisfaction of its customers, investing in the quality of service and innovation. In 2018 the company was named "Best Value Short-Haul Airline" by Skyscanner and "Best Low-Cost Airline" by Business Traveler magazine. In addition, easyJet offers its customers the possibility of booking hotels and means of transport directly from its website or application to offer a complete holiday offer. The customer can also collect points for each purchase with the company and can use them for special benefits to be applied to his trip. This strategy allows the company to create a special bond of loyalty and trust with the customer. Finally, there is continuous innovation in digital and in particular in data analysis, to provide the best possible customer experience.
Shareholder policy
EasyJet's corporate governance includes the Board of Directors, responsible for company performance, development and business strategies, the Airline Management Board, responsible for managing capital and funds, the Board Committees, which deal with security, appointments, finance and remuneration and finally a Chairman who heads the board of directors. The corporate structure is made up of four main shareholders who hold 34% of the company's shares: Hajiloannou Family (easy Group Holdings Limited), Polys Holding Limited, Stelios Haji-loannou and Clelia Haji-loannou. There are also other significant shareholders such as Invesco Asset Management (10%) and BlackRock Investment Management (5%). Finally, the remaining 51% belongs to private investors and other companies.
The Market
The air transport sector is highly competitive and the main focus is on price reduction. In the last fifteen years, the demand for air travel has increased dramatically as low-cost airlines have also increased and therefore the possibility of buying a low-price ticket has become accessible to everyone. In recent years (before Covid-19) the aviation sector has recorded a net profit of 26 billion dollars. EasyJet's top competitors include Flybe, Norwegian Air Shuttle, Pegasus Airlines, Ryanair (Irish company), Vueling Airlines (Spanish company), Wizz Air, Transavia, Air Berlin (German company), The Norwegian (company Norwegian), Volotea, Air Baltic (Latvian airline), the Italian company Eurowings of the Lufthansa group, Wow Air (Icelandic company).



Critical Review
The critical evaluation of a company is fundamental and a fundamental requirement for financial management. It generally depends on many factors such as industry, economy, general company performance and evaluation methods. Between 2016 and 2019 there was a decline in the return on investment in this sector, determined by slower demand than the growth in the number of seats. However, the profitability of the sector was still very high by market standards until 2019. The aftermath of Covid-19 changed these estimates and all airlines, including easyJet, faced severe economic difficulties. Some airlines have been forced to close forever.
Full-service airlines VS low-cost airlines
Full-service airlines (FSA) are traditionally considered the best and continue to dominate the market, despite the excellent service offered by low-cost airlines. The prices of the FSA companies are higher, but they include efficient services and customer benefits included in the ticket price. On the other hand, low-cost airlines are known for their attention to cost reduction to offer competitive prices and affordable fares to passengers, but without extra benefits, such as meals and drinks on board. EasyJet is part of this second category of airlines. From the comparative analysis between the two categories, it can be seen that LCC (Low-Cost Carriers) airlines in recent years have been acquiring a good share of the air market compared to Full Services Airlines (FSA), which are greatly affected by the entry into the market of these new economic competitors. In recent years, low-cost airlines have accounted for 31% of the world's air share. Their rise is due to the choice of cheap prices and good customer service. On the one hand, the FSA companies, to compete with their economic rivals, must maintain a high-quality offer and decrease the price of tickets. On the other hand, airlines such as easyJet must greatly increase their competitive advantage by continuing to offer quality service at low cost to ensure the continued choice of their customers.
Macroeconomic environment
Fuel
The cost of fuel is extremely variable and high. In the last financial year, fuel represented 22% of total costs for easyJet, although the cost of oil, in general, has decreased in recent years and this has had a positive impact on the companies' balance sheets. For example, between 2014 and 2019 the price of oil decreased from $ 99.9 a barrel to $ 53.9, so the company's balance sheet went from £ 13.3 billion to £ 36 billion. This inverse relationship is linked to an increase in ticket demand, since in general when the price of oil falls, people have more money at their disposal. To mitigate the risk of the changing price of fuel, companies buy it in advance to avoid losses due to the sudden increase in prices. EasyJet buys 65% to 85% fuel in advance 12 months. Already on 30 September 2019, the company signed the contracts for the purchase of fuel for the years 2020 and 2021, covering 68% of its needs for 655 pounds per ton for the year 2020 and 45% of its needs for 643 pounds per ton for the year 2021. Another strategy to reduce the impact on oil costs is to use planes that consume less fuel and therefore more sustainable. Each new generation of aircraft represents approximately 20% fuel savings over the previous model. For easyJet, technological innovation is fundamental and in 2018 it started using the new Airbus A320 and A321neo models which produce 15% fuel savings.

Currency
Due to its international character, the aviation sector is naturally exposed to a high risk of monetary fluctuation. EasyJet's financial statements are presented in sterling and its main foreign currencies are the dollar, euro, Swiss franc and South African rand. For the main costs of the company such as fuel, maintenance, purchase and rental of aircraft, payments are made in dollars. After Brexit, the value of the pound has significantly decreased against the dollar and the euro, which has negative consequences on both easyJet's profits and expenses, especially as regards the exchange rate in dollars. However, the euro represents a revenue for the company since its revenues are higher than its costs in the same currency. There are three ways that changes in exchange rates affect an airline:
1. Demand changes when the currency changes because it directly impacts prices.
2. Foreign currency impacts a company through the supply and changes in the exchange rate can affect the company's supply decisions in the long run. For example, if the dollar increases in value, the cost of refueling aircraft will be higher as Airbus is easyJet's main supplier.
3. Lastly, the financial accounts of the companies must be converted to the primary environment currency. In the following years, it is expected that the dollar and euro keep performing stronger than the sterling, due to the uncertainty of Brexit negotiations, and, therefore, the foreign exchange risk is going to be always a concern. To mitigate this risk, airline companies take an offset position to prevent losses. Therefore, EasyJet hedges foreign currency forward contracts to avoid the foreign exchange risk.
GDP
In the last five years, the world GDP has increased and then decreased due to the acceleration of the Chinese economy first and then to the deceleration of the Indian economy in 2019. Furthermore, in 2020 and 2021 we have been forced to respect strict rules everywhere to the Covid-19 pandemic. In addition to uncertainty about the future, many countries are experiencing unprecedented severe financial and economic crises. In the period 2020 - 2021, the IMF expects a decrease in GDP of -3%, but a growth of 5.8% after 2021. GDP and air transport are closely linked. The air transport sector can benefit the economy because it allows people to have more mobility and companies to develop internationally. Furthermore, the growth of the GDP increases the purchasing power and consequently also the number of passengers. However, a sharp decline in passenger numbers is expected as GDP is declining sharply due to the effects of the pandemic. Spider Kingdom GDP, where easyJet has its headquarters, declined between 2017 and 2019 and suffered a second decline after Brexit. However, the British economy is expected to begin its recovery phase as early as 2021.






Financial analysis
Operating Revenues
According to easyJet's 2019 annual report, the airline has implemented a specific strategy with competitive pricing that has led to excellent results over time. EasyJet has two main sources of revenues: seat revenues and ancillary revenues. The former represents most of the company's revenues, but in the year 2020, there was a 60% decrease in total revenues for this category. EasyJet's chief executive announced that an agreement has been established with Airbus for the continuous supply of aircraft from 2024. However, due to the Covid-19 pandemic, the fleet has been reduced to 15% this year (302 aircraft), although the company is expected to return to the pre-pandemic situation by 2023 with 332 aircraft. From 2027 a slow increase in the fleet is estimated. The load factor considered the average value of the last five years, between FY15 and FY19, reaching a percentage of 92.02%. The number of seats per aircraft is 175 for the next years. This value is expected to remain constant since the size of the airplane does not change on a major scale. The seats flown depend on the number of passengers per aircraft and is expected a decrease in the number of seats flown on FY20, FY21 and FY22, as a result of the Covid-19 pandemic. For the subsequent years, it is expected a moderate growth
Although to a lesser extent, the company also reported ancillary revenues related to in-flight and Internet sales. In 2019 they represented 21.5% of total revenues. A strong decrease is also expected for these revenues and subsequently a slow recovery in 2023.
Operating Expenses
It should be noted that the company's operating costs and operating revenues are moving in the same trend, given that the increase in easyJet's main costs depends on the increase in revenues. EasyJet's operating revenues come from seven sources: fuel, airport & ground handling, crew, navigation, maintenance, selling & marketing and administrative & operational. From easyJet's reports, it can be seen that fuel, airport and service weigh 60% compared to the others. The pandemic has had catastrophic consequences for fuel. The World Bank predicts that the oil industry could recover after 2025. Airport and ground handling has seen an increase in their cost per seat of 1.5% based on the number of passengers and the continuous increase in inflation. To analyze crew costs, we look at the number of employees per million seats. The number of employees had increased in recent years, while the cost per seat was stable. However, during 2020 easyJet reduced its workforce by 30% to compensate for the consequences of the pandemic, so the actual number of employees last year was 10,326 compared to 14,751 in 2023. The cost of navigation per seat fell by 7, 5% due to the decrease in euro tariffs in 2019. The cost of aircraft maintenance decreased by 12.3%. Corporate sales and marketing include some costs applicable to ancillary revenues and had a negligible increase of 1%. Finally, administrative and operating costs include compensation pay to passengers, staff salaries, exchange gains and losses and profit or loss on property, plant and equipment. The year 2020 had an overall negative balance following the global pandemic.




EBIT
Aircraft's dry leasing and depreciation & amortization are other two representative costs for EasyJet. Aircraft dry leasing reflects the cost associated with provisions of aircraft leases. Aircraft dry leasing decreased by 3% per seat from 2019, while new growth is expected from the year 2023. Regarding depreciation & amortization, it has been increasing over the years, given that the number of assets has also increased. EBIT is made up of the sum of these costs and from easyJet's latest report it is clear that operating profit is significantly higher than easyJet's EBIT. In 2020, corporate EBIT recorded a sharp decline due to the pandemic but should start to grow back from 2023.
Property, plant and machinery
The Capital Expenditure of the company is the changes that occur in property, plant and equipment and other intangible assets. EasyJet's main expenses are investments in aircraft and everything that goes with it such as buildings, plants, equipment and vehicles. The fleet has decreased due to the pandemic but in 2023 it is expected to return to the pre-Covid-19 situation.
Debt and Taxe Rate
In the last financial year, EasyJet recorded a decrease in its net debt from £ 396 million to £ 326 million. The company's debt includes cash and money market deposits of £ 1.576 million and loans of £ 1.902 million. Furthermore, borrowing includes lease liabilities of £ 578 million. The company has also issued € 1,500 million in three bonds with maturity dates between 2023 and 2025. EasyJet pays taxes in the UK and the effective tax rate is 17.79%.














Investment Appraisal Techniques
In this final part of the assignment, I have to perform and explain the main investment evaluation techniques for two fictitious projects. It is assumed that easyJet is considering new investments between two different projects. Below is the cash flow details:
	Year
	A
	B

	0
	-80
	-75

	1
	25
	50

	2
	25
	20

	3
	20
	20

	4
	45
	10



The company’s cost of capital is currently at 9.75 percent, and the project has a residual value of £ 10m at year 4 in addition to the cash flow above. Given these factors, I will calculate:
• The Payback Period (PBP).
• Accounting Rate of Return (ARR).
• The Net Present Value (NPV).
• Finally, I will explain the advantages and disadvantages of the Payback Period, Accounting Rate of Return and Net Present Value techniques.
First of all, in order to obtain correct calculations, it is necessary to add the residual value to the cash flow of the fourth year of both projects: 45 + 10 = 55 and 10 + 10 = 20.
Payback Period
Project A
	A
	CF
	Cum. CF

	0
	-80
	-80

	1
	25
	-55

	2
	25
	-30

	3
	20
	-10

	4
	55
	


PBP = 3 years + 10/55 = 3.18 years
Project B
	B
	CF
	Cum. CF

	0
	-75
	-75

	1
	50
	-25

	2
	20
	-5

	3
	20
	

	4
	20
	



PBP = 2 years + 5/20 = 2.25 years
EasyJet will choose Project B because the 2.25 years solution is shorter than the project A solution (3.18 years), thus preferring a shorter payback period.
The Net Present Value 
Project A
	Years
	CF
	
	PV

	0
	-80
	
	-80

	1
	25
	
	22.7

	2
	25
	
	20.7

	3
	20
	
	15.1

	4
	55
	
	37.9



NPV = -80 + 22.7 + 20.7 + 15.1 + 37.9 = 16.4




Project B
	Years
	CF
	
	PV

	0
	-75
	
	-75

	1
	50
	
	45.5

	2
	20
	
	16.6

	3
	20
	
	15.1

	4
	20
	
	13.7



NPV = -75 + 45.5 + 16.6 + 15.1 +13.7 = 15.9
EasyJet will choose Project A because solution 16.4 is more extensive than the solution of project B (15.9), which involves the creation of more value for the company and therefore of greater profit in the long run. 
[bookmark: _Hlk71572212]Accounting Rate of Return
To calculate the Accounting Rate of Return we have two methods:
1. 

2. 

Project A
Total Cash Inflows: 25 + 25 + 20 + 55 = 125
Initial Investment: 80
Total Profit:125 – 80 = 45
Average Annual Profit: 45/4 = 11.25
Average Capital Employed: 80 + 45/2 = 62.5
Accounting Rate of Return Method one: 11.25/ 62.5 = 0.18
Accounting Rate of Return Method two: 11.25/ 80 = 0.14

Project B
Total Cash Inflows: 50 + 20 + 20 + 20 = 110
Initial Investment: 75
Total Profit: 110 – 75 = 35 
Average Annual Profit: 35/4 = 8.75
Average Capital Employed: 75 + 35/2 = 55
Accounting Rate of Return Method one: 8.75/55 = 0.15
Accounting Rate of Return Method two: 8.75/75 = 0.11
In both projects, Accounting Rate of Return Method is very similar but easyJet will choose Project A because it is slightly higher.
Now I will analyze the advantages and disadvantages of the three financial strategies The Payback Period (PBP), Accounting Rate of Return (ARR), The Net Present Value (NPV).
The Payback Period (PBP)
Advantages:
· This strategy is one of the simplest and easiest to understand and its application is intuitive and fast.
· The calculations are very easy to perform even for those who do not know the sector well or are not a Business Manager.
· It is easily applicable to small businesses.
· It takes into account the cash.
Disadvantages:
· It analyzes the cash flows only in the first period but does not consider the development of the project in the long term, it is therefore difficult to understand how the project will proceed over time.
· It does not consider the size of cash flows or their timing.
· It does not consider the value of money over time or the possible external and internal risk factors that a company may encounter.






The Net Present Value (NPV)
Advantages:
· Consider the changes in money over time.
· Use cash flow and not book profit.
· Throughout the project, it analyzes all cash flows and changes in the discount rate.
· Analyze the value of the project as a whole.
Disadvantages:
· Cash flows are often difficult to estimate.
· Often the cost of capital is nowhere to be found
· The cost of capital is variable and not constant.
Accounting Rate of Return (ARR)
Advantages:
· It is based on accounting information, so no other factors are needed to determine it.
· It is easy to understand and to calculate.
· It takes account of the accounting profit, analyzing the profitability of the investment.
Disadvantages:
· It does not consider the temporal nature of money.
· It does not take into account the cash flow of the investment but is based on profits.
· It does not analyze the terminal value of the project.
· It is easily influenced by subjective factors not related to the monetary sector, such as the depreciation rate for calculating profits.








Conclusion and Recommendations
This research analyzed the background, foundation and future of the easyJet airline, taking into account external and internal factors. The assignment makes solid claims based on facts and research; however, the company's future is not easily predictable. EasyJet certainly has the cash capital to deal with the consequences of the Covid-19 pandemic and Brexit, but it will certainly suffer greatly, like all other airlines. The estimates, even if still not entirely sure, foresee a return to the pre-crisis situation in three years from 2021. The reports on investments present optimistic prospects in the short term. Certainly, the company remains a good investment for investors, as when restrictions allow it, people will want to book vacations that they have not been able to do for two years or see loved ones in their home country. The company will continue to offer its loyal customers the values and offers that have always characterized its good service. Indeed, easyJet itself has stated that it will increase safety measures both during the flight and in airports, to ensure that all anti-Covid regulations are respected and that above all its customers remain loyal to the company.
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