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[bookmark: _Toc42082600]Terms of Reference
This report is dated 29th May 2020 for the purpose of critically appraising the latest published annual report for Barclays for the year ending 2019.

The business report has been written for the attention of the directors of the company. 








[bookmark: _Toc42082601]Executive Summary  
Changes to the global economy, unemployment, and a movement away from the European Union have put pressures on Barclays as these have caused changes to exchange rates and interest rates.  The Barclays business model allows profitability and cost efficiency to be sustainable, with potential to increase, yet lower gross domestic product could have a negative impact on the future profitability of the banking group.   

The liquidity at Barclays could be affected by leaving the EU due to increased borrowing costs and changes in regulatory licences and permissions.  However, in 2018 and 2019, liquidity remained above targets. 

The gearing ratios have decreased in recent years, with the net gearing for 2019 being 81.06, compared to 78.75 in 2018.  The decrease in income ratio for Barclays from 66% in 2018 to 63% in 2019 also indicates a lower efficiency rate in recent years.  However, profit before taxes increased by almost £1bn in 2019 from the previous year, showing a high investor ratio. 

The recommendations for Barclays are to monitor their financial position and review their position against their targets, improve cost efficiency and tackle problems when they arise to minimise the impact of negative external factors. 






[bookmark: _Toc42082602]Introduction 
Barclays is a British universal bank with a diverse range customer and client.  The business is a top-tier, full service, global corporate and investment bank, which covers consumer banking and payments operations around the world (Barclays Plc, 2020). 

The purpose of this report is to critically appraise the Barclays PLC Annual Reports for 2019 and 2018. It will provide information on the profitability, liquidity, gearing and investor ratios, and an evaluation of ratios, along with limitations of ratio analysis. The report concludes by making recommendations for maintaining profit at Barclays. 
[bookmark: _Toc42082603]Analysis 
This section of the report will analyse profitability, liquidity, gearing, efficiency and investor ratios in 2019, making comparisons with 2018.  

[bookmark: _Toc42082604]Profitability 

Profitability ratios refer to the company´s ability to make an adequate profit and return on investment. Profitability ratios are a good way to assess the financial health of an organisation and how well the company manages its assets (Lesáková, 2007).

At Barclays, the business model they use means that the profitability and cost efficiency are also sustainable, allowing profitability to increase. Over the past year, Barclays saw a material improvement to Corporate and Investment Bank profitability, with profit before tax (PBT) increasing by 15% (Barclays Plc., 2019).  This shows that the business is profitable.  The year before the PBT was £1,548m (Barclays PLC, 2018), meaning the PBT in 2019 was £1,780m.  However, Barclays PLC (2019) project a negative impact on profitability in the future as a result of “an unexpected rise in unemployment and/or an increase in interest rates could lead to increased levels of impairment” (Barclays PLC., 2019, p. 129). Furthermore, other issues that could impact profitability for Barclays include lower gross domestic product (GDP) growth, higher rates of unemployment and substantial changes in asset prices and profitability of industries (Barclays PLC., 2019). This concern about lower interest rates negatively impacting profitability was also an issue for Barclays last year.  In the 2018 report they state that “ongoing low interest rates constrain overall profitability” (Barclays PLC, 2018, p. 3). This suggests that while the business has increased its profitability since last year, there are external factors that could negatively impact future profitability. 


[bookmark: _Toc42082605]Liquidity 
Liquidity refers to liquid assets available to an organisation, such as cash (Bernardo & Welch, 2004).  Some organisation liquidate their shares due to losing profit without waiting for prices to recover.  This implies that “liquidity runs and crises are not caused by liquidity shocks per assets, but by the fear of future liquidity shocks” (Bernardo & Welch, 2004, p. 135). Like any organisation, Barclays is at risk of not having appropriate liquidity to support its assets, but as the example above shows, liquid assets fluctuate. 

Barclays PLC (2019) were concerned that leaving the EU would have consequences on their liquid position because of a potential credit rating downgrade and an increase to borrowing costs within the UK.  Furthermore, legal proceedings connected with leaving the EU could result in loss of regulatory licences and permissions and could lead to sanctions.  This could have a negative impact on Barclays’ reputation with clients and customers and on investor confidence within turn could affect capital, liquidity and funding. “Sudden shocks or geopolitical unrest…could alter the behaviour of depositors and other counterparties and affect the ability of the firm to maintain appropriate capital and liquidity ratios” (Barclays PLC., 2019). 

“Common Equity Tier 1 (CET1) is a component of Tier 1 capital that consists mostly of common stock held by a bank or other financial institution” (Grant, 2020). The percentage of CET1 at Barclays grew from 12.4% to 13.8% in 2019 and maintained a comfortable level above the regulatory minimum (Barclays PLC., 2019). In 2018 and 2019, Barclays’ liquidity risk appetite measure and the Liquidity Coverage Ratio remained above targets (Barclays PLC., 2019). 

Barclays’ liquidity pool of £211bn in 2019 (Barclays PLC., 2019) and £227bn in 2018 (Barclays PLC, 2018) reflects that they have an appropriate approach to liquidity management.  To break down the year 2019 further, although the overall liquidity pool was £211bn at the end financial year, in September of that year the liquidity pool was £226bn, which is closer to the liquidity pool for 2018.  This shows that the biggest change occurred after September 2019.  


[bookmark: _Toc42082606]Gearing 
Gearing is also known as the debt/equity ratio or leverage. “The ratio of debt (borrowings) to shareholder funds (broadly, share capital and retained profits), often expressed as a percentage or ratio” (Academic, 2020). 

Debt securities at Barclays include “government securities held as part of the Group’s treasury management portfolio for liquidity and regulatory purposes” (Barclays PLC., 2019). The debt for 2019 was £139,853.  The equity at the end of 2019 excluding non-controlling interests was £64.4bn (Barclays PLC., 2019). According to Shares Magazine, (2020) the net gearing for 2019 was 81.06.  This is not as good as the previous year which was 78.75.  

[bookmark: _Toc42082607]Efficiency 
Efficiency refers to the difference between what is actually achieved and what could be achieved with the same amount resources such as money, time and labour (Pilbeam, 2018).  Operational efficiency 

The income ratio for Barclays decreased from 66% in 2018 to 63% in 2019 as “favourable income and cost efficiencies were partially offset by continued investment” (Barclays PLC., 2019, p. 213).  This means that the efficiency is becoming less but this is due to cost efficiencies being partially offset by planned investment and inflation (Barclays PLC., 2019). In 2018, cost efficiencies were used to offset operational efficiency such as digitising the bank (Barclays PLC, 2018). 


[bookmark: _Toc42082608]Investor Ratios 
Investor ratios usually refer to the profit after tax of a business.  Investor ratios should be viewed over a period of time using trend analysis in order to make comparisons (Double Entry Bookkeeping, 2020). 

· In 2019 the profit before tax for the UK Barclays group was £4357m.  
· In 2018 the profit before tax for the UK Barclays group was £3494m.  
· In 2017 the profit before tax for the UK Barclays group was £3541m. 
· In 2016 the profit before tax for the UK Barclays group was £3230m. 
· In 2015 the profit before tax for the UK Barclays group was £1146m. 
· In 2014 the profit before tax for the UK Barclays group was £1313m. 
· (Cherowbrier, 2020)




[bookmark: _Toc42082609]Ratio Analysis 
Performance ratios
1 Return on investment ROI = Profit after tax / Shareholders’ funds
	
	Profit after tax
	Shareholders’ Funds
	ROI

	2019
	3,354.00
	64,429.00
	5.21%

	2018
	2,583.00
	62,556.00
	0.41%



				
2	Return on Capital Employed ROCE
 = Profit before interest & tax / (Shareholders’ funds + Long Term debt)
	
	Profit before interest & tax
	Shareholders’ Funds
	Long term debt
	ROCE

	2019
	4,357.00
	64,429.00
	133.05b
	0.002%

	2018
	3,494.00
	62,556.00
	228.07b
	0.000015%



				
3	Gross Profit Margin GPM = Gross profit / Sales
		
	
	Gross profit
	Sales
	GPM

	2019
	3,354.00
	n/a
	3,354.00

	2018
	2,583.00
	n/a
	2,583.00


		
4	Operating profit margin = PBIT / Sales
	
	
	PBIT
	Sales
	Operating profit Margin

	2019
	4,286.00
	n/a
	4,286.00

	2018
	3,425.00
	n/a
	3,425.00


			

Liquidity Ratios
5	Working capital ratio = Current assets / Current liabilities
	
	Current assets
	Current liabilities
	Working capital ratio

	2019
	1,140,229.00
	n/a
	1,140,229.00

	2018
	1,133,283.00
	n/a
	1,133,283.00



				
6	Acid test = (Current assets - Stock) / Current liabilities
	
	Current assets
	Stock
	Current liabilities
	Acid Test

	2019
	1,140,229.00
	n/a
	n/a
	1,140,229.00

	2018
	1,133,283.00
	n/a
	n/a
	1,133,283.00



				
7	Debtor days = (Trade debtors / Sales) x 365 
	
	
	Trade debtors
	Sales
	Debtor days

	2019
	0
	n/a
	0

	2018
	0
	n/a
	0


	
		
8	Creditor days = (Trade creditors / Purchases) x 365
		
	
	Trade creditors
	Purchases
	Creditor days

	2019
	0
	n/a
	0

	2018
	0
	n/a
	0


		
9	Stock days = (Stock / Cost of Sales) x 365 
	
	
	Stock
	Cost of Sales
	Stock days

	2019
	0
	n/a
	0

	2018
	0
	n/a
	0


			

Gearing ratios
10	Gearing ratio = Long term debt / (Shareholders’ Funds + Long term debt)
	
	Long term debt
	Shareholder’s funds
	Long Term Debt
	Gearing Ratio

	2019
	133.05b
	64,429.00
	133.05b
	67.35%

	2018
	228.07b
	62,556.00
	228.07b
	99.94%



				
11	Interest cover = PBIT / Interest payable
	
	
	PBIT
	Interest payable
	Interest cover

	2019
	4,286.00
	n/a
	4,286.00

	2018
	3,425.00
	n/a
	3,425.00


			

Investor ratios
12	Dividend per share = Dividends paid / Number of shares
	
	Dividends paid
	Number of shares
	Dividend per share

	2019
	1.4220
	4.2
	3.0p

	2018
	1.6406
	6.6
	4.0p



				
13	Dividend pay-out ratio = Dividends paid / Profit after tax
		
	
	Dividends paid
	Profit after tax
	Dividend pay-out ratio

	2019
	1.4220
	3,354.00
	0.042%

	2018
	1.6406
	2,583.00
	0.064%


	
14	Dividend yield = Dividends per share / Market value per share
	
	Dividends per share
	Market value per share
	Dividend yield

	2019
	3.0p
	104.72p
	2.86%

	2018
	4.0p
	93.00p
	4.30%



[bookmark: _Toc42082610]Evaluation of ratios 
The investor ratios show that profit before tax has been increasing at Barclays since 2015, with a huge influx in 2016.  There was a slight dip in 2018 but Barclays saw profit before taxes increased by almost £1bn in 2019.  

Barclays saw a decrease in their profit before tax in 2015 because of the estimated £1.1bn spent structural reforms (Arnold, 2015). The reason profit went back up in 2016 was that after the slump in 2015, Barclays decided to simplify their business model and cut dividends, meaning less payments to shareholders (Ellyatt, 2016).  As a result of these changes, profit before tax almost tripled in 2016.  In 2018 profits slightly reduced again because of the uncertainty with Brexit (Trefis, 2019).  In addition, operating expenses increased by 6.5% in the same year (Trefis, 2019).  

The calculations above show that all the performance ratios have increased in 2019 from 2018.  This includes Return on investment, Return on Capital Employed, Gross Profit Margin, and Operating profit margin.  This shows that the bank is performing well.  The liquidity ratios are also performing well, where they could be calculated but not all parts of liquidity ratios could be assessed because Barclays do not have stock, trade creditors or trade debtors.  Overall the liquidity ratios show that they were not losing profit in 2019.  The gearing ratio has gone downs since 2018, meaning that there is less debt in the company.  



Although ratio analysis is a popular method of financial analysis, there are limitations of ratio analysis.  The first limitation is that the information used in the analysis is based on historical information, meaning this analysis does not accurately predict the future finances of the company (CFI Education Inc., 2020).  Another limitation is that financial statements are released at certain times, so changes are not monitored in between these releases.  

Limitation that Barclays has experienced in changes to operational costs or expenses.  This changes the ratios making comparison between previous years inaccurate and possibly misleading (CFI Education Inc., 2020).  Another imitation seasonal effects and differences in ratios at different times of the year.  Although Barclays release annual report, they do monitor their finances quarterly, which keeps seasonality in mind.  
[bookmark: _Toc42082611]Recommendations   
Based on the analysis above there are several recommendations to improve the financial management of Barclays.  

One recommendation is to monitor their financial position.  Because the financial situation is constantly changing, Barclays need to monitor finances on a daily basis.  They also need to review their position against their own set targets. 

Because the financial climate is struggling, all businesses need to consider their cost efficiency.  Barclays therefore should look into to cutting costs in their offices by looking energy office efficient, lighting, heating, and air conditioning. 

Another recommendation is to tackle problems when they arise to minimise the impact of negative external factors. 

A final recommendation is for the bank to continue with its existing model, as they are continuously increasing profit and reducing their debt.  
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[bookmark: _Toc42082613]Appendix 1: Profit and Loss
	
	
	
	
	

	
	Analysis of Barclays UK 
	Year ended
	Year ended
	

	
	
	31.12.19
	31.12.18
	 

	
	Analysis of total income 
	£m
	£m
	% Change

	
	Personal Banking
	4,009
	4,006
	-

	
	Barclaycard Consumer UK 
	1,992
	2,104
	(5)

	
	Business Banking
	1,352
	1,273
	6 

	
	Total income
	7,353
	7,383
	-

	
	
	
	
	

	
	Analysis of credit impairment charges
	 
	 
	 

	
	Personal Banking
	(195)
	(173)
	(13)

	
	Barclaycard Consumer UK 
	(472)
	(590)
	20 

	
	Business Banking
	(45)
	(63)
	29 

	
	Total credit impairment charges
	(712)
	(826)
	14 

	
	 
	
	
	

	
	Analysis of loans and advances to customers at amortised cost
	£bn
	£bn 
	 

	
	Personal Banking
	151.9
	146.0
	 

	
	Barclaycard Consumer UK 
	14.7
	15.3
	

	
	Business Banking
	27.1
	26.3
	 

	
	Total loans and advances to customers at amortised cost
	193.7
	187.6
	 

	
	 
	
	
	

	
	Analysis of customer deposits at amortised cost
	 
	 
	 

	
	Personal Banking
	159.2
	154.0
	 

	
	Barclaycard Consumer UK 
	-
	-
	

	
	Business Banking
	46.3
	43.3
	 

	
	Total customer deposits at amortised cost
	205.5
	197.3
	 





[bookmark: _Toc42082614]Appendix 2: Balance Sheet
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[bookmark: _Toc42082615]Appendix 3: Calculations 

1. 3,354.00 /64,429.00 x100 = 5.21%
       2,583.00 /62,556.00 x100 = 0.41%

2. 4,357.00 /(64,429.00+133.05b) x100 = 0.002%
3,494.00 /(62,556.00 + 228.07b) x100 = 0.000015%

10. 133.05b / (64,429.00 + 133.05b) x100=	67.35%
      228.07b / (62,556.00 + 228.07b) x100=	99.94%

12. 1.4220 /4.2 = 3.0p
   1.6406 /6.6 = 4.0p

13. 1.4220 / 3,354.00 x100 = 0.042%
1.6406 / 2,583.00 x100 = 0.064%


14. 3.0p/ 104.72p x100 =	2.86%
4.0p/	93.00p	x100 = 30%




[bookmark: _Toc42082616]Podcast link 

Below is a link to my podcast summing up the main findings of Barclays ratios. 

https://youtu.be/vCKKKkHcjcY 	


[bookmark: _Toc42082617]Report Two: Jefferson PLC.											

[bookmark: _Toc42082618]Introduction 

Jefferson Plc, produce a variety of high quality garden furniture and associated items.  The business is considering whether or not to invest in the potential to expand the business.  

The purpose of this report is to explain whether the company should undertake the project or look for other opportunities. This will be done by evaluating the three investment options below, using the net present value (NPV) technique and recommended the most viable option with the internal rate of return (IRR) for that option.  For the purpose of this report, it is assumed that the cost of capital is 8%. 

The three main investment options over the next four years are as follows:

A. Expand its flourishing retail outlet to include all products.
B. Develop into internet sales.
C. Produce greenhouses and conservatories.

These options would require initial expenditure of (A) £750,000, (B) £1,200,000, or (C) £2,000,000.  The most recent estimates on year-end cash flows is as follows:

	
	Year 1
	Year 2
	Year 3
	Year 4

	
	£’000
	£’000
	£’000
	£’000

	(A)
	400
	500
	500
	500

	(B)
	500
	600
	800
	1,000

	(C)
	500
	1,000
	1,500
	1,500






[bookmark: _Toc42082619]Evaluation: Option 1
A retail outlet is “a store that sells smaller quantities of products or services to the general public” (Business Dictionary, 2020). 

Investment option 1 is to expand the retail outlet to include all of the products in the range.  The retail outlets current sells a select range of the products that the business sells, but as these outlets are becoming more popular, the business is considering offering all their products at these outlets.  

The initial cash expenditure for this option is £750,000.  The estimates on year-end cash flows is as follows:
	Year 1
	Year 2
	Year 3
	Year 4

	£400,000
	£500,000
	£500,000
	£500,000



This means that over the next four years, the total additional profit from option A would be £1,900,000, which equals £150,000 after the initial expenditure.  

The below equation shows the net present value (NPV) technique, assuming the cost of capital to be 8%
 +  +  +  – 750,000
=£148,437
By using the NPV method, it determines the current value of future cash flows if the company expands the range of products sold in their outlets. By including the initial cash expenditure the NPV calculation has shown that the value of future cash flow will be £266, 204.
[bookmark: _Toc42082620]

Evaluation: Option 2 

Option two is for the company to Develop into internet sales. There are many benefits to internet sales as more and more people are shopping online.  Many competitors in the garden furniture industry already have online shops, so getting into this area can help keep customers loyal to the company rather than moving away to other shops that offer online sales.  This is even more pertinent at the current time of writing because with the Covid-19 pandemic, most retailers are relying more on online shoppers or click and collect, which itself requires an online shop.  According to Marr (2020) businesses are not only relying on their digital strategy to cope with the pandemic, but having a good online presence will also determine if they are going to survive afterwards  

There are more options open to customers when selling online as they can shop at any time, rather than be restricted to shop opening hours.  On top of this E-commerce websites can help a business evaluate which products are selling successfully, which can help them ensure the stock levels of these products are increased.  This can help the sales of these products grow (Williamson, 2020).  

The initial cash expenditure for this option is £1,200,000 The estimated cash flow for option two is as follows:

	Year 1
	Year 2
	Year 3
	Year 4

	500,000
	£600,000
	£800,000
	£100,000




This means that over the next four years, the total additional profit from option b would be £20,000,000 which equals £18, 800, 000 after the initial expenditure. 

The below equation shows the net present value (NPV) technique, assuming the cost of capital to be 8%

 +  +  +  – 1,200,000
=£14,687,500
[bookmark: _Toc42082621]Evaluation: Option 3 
Option three is to expand into producing greenhouses and conservatories as well as their existing garden furniture.  This would give them more sales whilst keeping themselves within the garden furniture and garden improvement industry.  

The initial cash expenditure for this option is £2,000,000. The estimated cash flow for option three is as follows:

	Year 1
	Year 2
	Year 3
	Year 4

	£500,000
	£100,000
	£1500,000
	£1500,000



This means that over the next four years, the total additional profit from option b would be £4,500,000 which equals £2,500,000 after the initial expenditure. 

The below equation shows the net present value (NPV) technique, assuming the cost of capital to be 8%

 +  +  +  – 2,000,000
=£8,928,571

[bookmark: _Toc42082622]Internal Rate of Return 

By following the NPV technique, the value of future cash flows for the three options are as follows:

	Option 1: Expand its flourishing retail outlet to include all products
	£148,437


	Option 2: Develop into internet sales

	£14,687,500


	Option 3: Produce greenhouses and conservatories

	£8,928,571





This shows that option two will be the most viable.  Furthermore, it is the option that has the most impact of the future success of the company.  For these reasons, option two is the favoured choice for the company. 

The approximate internal rate of return (IRR) is a metric used in capital budgeting to estimate the profitability of potential investments (Hayes & Mansa, 2020).  

The IRR can be calculated in the following way: 
[image: ] 


[bookmark: _Toc42082623]Arguments for choice 
The NPV technique is the choice for best method of investment appraisal, over IRR for several reasons.  Firstly the IRR is expressed as a percentage whereas NPV shows the projected value in actual figures, making them easier to understand.  

The NVP method assumes the cash flows will go back into the company near the current cost of initial expenditure, whereas IRR assumes it can be reinvested at the projects IRR (Key Logic, 2013).  The NPV is more of a realistic expectation that the IRR because it is close to the current cost of capital.  Therefore, NPV is a better method for evaluating projects as it is a good indicator of profitability than IRR.  

[bookmark: _Toc42082624]Non-discounting methods of investment appraisals

Non-discount methods of capital budgeting are popular as a decision-making tool of investment appraisal.  These methods do not consider the time value of money, or how the money earned in the future does not necessarily have the same value year after year (Averkamp, 2020).  This only considers how long before the cash invested is returned, rather than how much it will be worth.  

These methods are popular because they are relatively easy to calculate. One of the most popular methods is the Payback period, which looks at how many years before the initial expenditure is returned. This is easy to calculate but does not always take tax into consideration.  Because of this, the payback period technique is more of a measure of liquidity than profitability (OpenLearningWorld, 2011).

When deciding on a project using the payback period method, the shorter the time to have the initial expenditure returned, the more desirable the project.  Projects with long payback periods are usually involved in long-range planning. 



[bookmark: _Toc42082625]Important factors 

There are other factors that should be considered before an investment decision is made. These include interest rates on borrowing, economic growth, depreciation, and inflation (Pettinger, 2019). These are all economic factors that need to be considered when deciding to invest in a business growth option because these could make a different when calculating projected finances.  

[bookmark: _Toc42082626]Other important factors are non-economic factors.  These can include meeting legislation requirements, matching industry standards and good practice, improving relationships with customers, suppliers, and the local community, improving the reputation of the company, strengthening management systems and anticipating and dealing with future threats (NI Business Info, 2020). 

[bookmark: _Toc42082627]For Jefferson Plc. they need to consider the environmental factors of developing an online shop.  This is because the energy and carbon footprint of using an increased amount of computers to deal with online shopping could harm their reputation as an environmentally friendly garden furniture company.  They also need to consider the cost of hiring new staff to deal with ecommerce or training up staff to deal with the digital side of the business.  



[bookmark: _Toc42082628]Proposed Investment 
In conclusion, the advice to the Board of Jefferson plc is to develop the company by developing an online shop.   This could be financed through bank loans or government grants.  The advantage of government funds is that eligible companies can get a grant without having to pay it back, but this is unlikely to cover the full amount, furthermore, there is strict criteria for eligibility. 

A bank loan is more feasible, but the interests would have to be weighed up against the profit. A better financing option would be to use the company’s profits as an investment for growth. 
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