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[bookmark: _Toc532804893]Introduction:
Royal Mail Group is one of the oldest companies in the world. Its existence can be traced back to 1516. Henry VII Knight Brian Tuke was the first master of the post. He established the first formal postal network by establishing post towns. However, for the next 119 years, the service was only available to the king and court (Royal Mail Group, 2018).
Royal Mail Group has two main businesses, one is the general logistic systems and the other is their UK operations. It is now a global organisation with operations in 44 countries. They have employed over 160000 people worldwide and their global revenue exceeds £10 billion per annum.
[bookmark: _Toc532804894]Ratios:
[bookmark: _Toc532804895]Profitability Ratios:
These ratios measure the profitability of the firm. Some the most relevant ratios are calculated below,
	Ratios

	Profitability Ratios:
	2017
	2018

	ROE
	5.52%
	5.88%

	EPS
	0.2758
	0.2583

	DPS
	19.13
	20.65

	P/E
	19.33612128
	15.67554479

	ROC
	4.38%
	1.49%

	ROA
	3.28%
	3.56%


[bookmark: _Toc532804896]Return on Equity (ROE)
This is a measure of how well the funds of the owners are being utilised. It is one the most common measure of profitability (Nissim & Penman, 2001). The higher the ratio will be the better would be performance. The ratio is calculated by dividing after-tax profit with net worth. 
The return on equity for FY 2017 was 5.52% and this ratio improved in 2018 and was 5.88%. This was an increase of 0.36%. The increase was because of a proportional decrease in equity and a decrease in after-tax profit.
[bookmark: _Toc532804897]Earnings per Share (EPS)
This ratio is a measure of profitability for an ordinary shareholder. The higher the ratio will be the better would be performance. This ratio is calculated by dividing net income with a number of shares outstanding (Purnamasari, 2015, p85). 
In FY 2017, the EPS was 0.275. This measure of profitability for the common shareholder decreased to 0.258 in FY 2018. This is a decrease of 0.17. This was because of a decrease in profit.
[bookmark: _Toc532804898]Dividend per Share (DPS)
This ratio simply measures how much dividend the company is distributing to its shareholders. A higher ratio would indicate that the company has excess cash. This ratio is calculated by dividing the total dividends with the number of common stock outstanding (Goldmann, 2017, p.108). 
In FY 2017 Royal Mail Group distributed 19.13p to its shareholders. This amount increased to 20.65p in FY 2018. This indicates that the company had a surplus cash in 2018.
[bookmark: _Toc532804899]Price to Earning (P/E)
The investor uses this ratio to check the undervalued and overvalued share price of the company. This ratio is also an indication of expected earnings. This ratio is calculated by dividing the market price of shares with earning per share (EPS) (Goldmann, 2017, p.108).
The P/E ratio for FY 2017 was 19.33 and this ratio decreased to 15.67 by 2018. This was because of the decline in Royal Mail’s market price.
[bookmark: _Toc532804900]Return on Capital (ROC)
This indicates how well the company is using its invested capital to earn a profit. Higher the ratio better the performance. This ratio is calculated by dividing net operating profit with capital employed. Capital employed is the difference between total assets and current liabilities (Goldmann, 2017, p.111).
This ratio was 4.38% in FY 2017. There was a dramatic decrease in the ratio in FY 2018 and it decreased to 1.49%.  The increase was because of a proportional decrease in equity and a decrease in net operating profit.
[bookmark: _Toc532804901]Return on Assets (ROA)
This ratio indicates how well the company is using its assets to generate profits. The higher the ratio would be the better the performance (Kucukaltan, Irani, & Aktas, 2016, p.350).
This ratio is calculated by dividing net profit with the total assets.
In FY 2017, the ratio was 3.28% and the ratio increased to 3.56% in 2018. This was an increase of 0.28%. This was because of a proportionally decrease in assets and net profit.
[bookmark: _Toc532804902]Liquidity Ratios:
These ratios tell us how quickly the firm can convert its asset into cash to pay off its debt (Penman & Penman, 2007). Some of the relevant ratios are given and calculated below, 
	Ratios

	Liquidity Ratios
	 2017
	 2018

	Current Ratio
	0.721230159
	0.865994236

	Acid Test
	0.709821429
	0.853986551

	Absolute Liquidity Ratio
	0.148313492
	0.288184438

	Basic Defence Ratios
	0.061578604
	0.095365783



[bookmark: _Toc532804903]Current Ratio
This ratio measures the financial strength of the company. It would give a measure of how much the company has borrowed compared to its asset, or simply its ability to payback short-term liabilities. This ratio is calculated by dividing current assets with current liabilities (Kucukaltan, Irani, & Aktas, 2016, p.338). 
This ratio was 0.72 in FY 2017 and increased to 0.86 in FY 2018. This was because of an increase in current assets. Although this is a good indication, this ratio should at least be one (1) in case the firm has to pay back its current liabilities.
[bookmark: _Toc532804904]Acid Test
This is a more accurate ratio than the current ratio. This is because it removes all the non-cash accounts from current assets. This means the asset, which takes relatively more time to convert to cash, are not included in the ratio. This ratio is calculated by dividing quick assets with current liabilities. The quick assets are calculated by subtracting prepaid expenses and inventory from current assets. Acid test ratio is also known as the quick ratio (Kucukaltan, Irani, & Aktas, 2016, p.354).
The Acid test ratio was 0.709 in FY 2017, which increased to 0.854 in FY 2018. This was a positive indication. A ratio of 1:1 is usually preferred. This was because of an increase in current assets.
[bookmark: _Toc532804905]Absolute Liquidity Ratio
This ratio is helpful for calculating the ability of the company to pay off its short-term debt. To achieve its target it only takes into account cash and marketable securities, these are the extreme liquid accounts that the company has on its sheets. This ratio is calculated by dividing the sum of cash and marketable securities with current liabilities (Dujak, Jeger, &Bilandžić, 2016, p.296). 
The absolute liquidity ratio was 0.148 in FY 2017, which increased to 0.288 in FY 2018. This was a positive indication. The company has to make efforts to improve this ratio to avoid any uncertain situations. This was because of an increase in current assets.
[bookmark: _Toc532804906]Basic Defence Ratio
This ratio calculates the number of days the operations of the company would sustain if it does not rely on the income from any external sources. A higher number of days indicates that the company is liquid and will not be facing difficulties in times of cash flow distress. This ratio is calculated by dividing the sum of cash, receivables and marketable securities with the sum of operating expenses, tax expense and interest expense (Dujak, Jeger, &Bilandžić, 2016, p.296).
The basic defence ratio was 0.0615 in FY 2017, which increased to 0.0935 in 2018. This was because of an increase in current assets. These ratios indicate that the company would not sustain even one day without relying on income from other sources. A negative ratio would mean that the company would not sustain even one day without relying on income from other sources. 
[bookmark: _Toc532804907]Gearing Ratios:
The financial leverage of the company is calculated by gearing ratios. The firm must strive to keep a balance capital structure, debt and equity, to maintain these ratios (Watson, Shrives and Marston 2002). Some of the relevant gearing ratios are calculated below,
	Ratios

	Gearing Ratios
	 2017
	2018 

	Debt to Equity Ratio
	0.66780068
	0.635933273

	Debt to Capital Ratio
	0.11620092
	0.120190401



[bookmark: _Toc532804908]Debt to Equity Ratio
This ratio measures the financial leverage of the company. This ratio is calculated by dividing the interest bearing short-term and long-term liabilities with the shareholder's equity. Since the interest tax shield is an essence of interest, bearing debt it increases the returns on equity but at the same time increases the financial risk of the company and the chances of insolvency (Campbell, Galpin, & Johnson, 2016, p.338).
The debt to equity ratio for FY 2017 was 0.667, which decreased to 0.635 by FY 2018. This was because of a proportional decrease in long-term interest bearing borrowings as well as an increase in equity (Annual Report 2017-2018).
[bookmark: _Toc532804909]Debt to Capital Ratio
Another metric for calculating the financial leverage of the company is the debt to capital ratio. This ratio is calculated by dividing the long-term and short-term interest bearing liabilities with the sum of long-term and short-term interest bearing liabilities and stockholders’ equity (Campbell, Galpin, & Johnson, 2016, p.338).
The debt to capital ratio for FY 2017 was 0.116, which decreased to 0.12 by FY 2018. This was because of a proportional decrease in long-term interest bearing borrowings as well as an increase in equity.
[bookmark: _Toc532804910]Efficiency Ratios:
The efficiency ratios measures how well the company utilises its assets to generate revenues and maximize profit. These ratios are useful for investors as well when they need to make investment decisions (Halkos and Salamouris 2004). The management also uses these ratios to set the benchmark for the company to improve efficiency and ultimately maximise profits. Moreover, if the efficiency ratios are showing a good performance then the profitability ratios will also be increasing. Some of the relevant ratios are calculated below,
	Ratios

	Efficiency Ratios
	 2017
	2018 

	Working Capital Ratio
	0.721230159
	0.865994236

	Asset Turnover Ratio
	1.254056828
	1.304855365



[bookmark: _Toc532804911]Working Capital Ratio
This ratio measures the efficiency of the firm to pay off its short-term liabilities. The ratio is calculated by dividing current liabilities with current assets. 
This ratio was 0.72 in FY 2017 and increased to 0.86 in FY 2018. This was because of an increase in current assets. Although this is a good indication, this ratio should at least be one or more so that the firm is able to pay its short-term liabilities such as interest payments.
[bookmark: _Toc532804912]Asset Turnover Ratio
This ratio also measures the efficiency of the company. The asset turnover ratio is an indication of how well the company is using its assets to generate profits. The more efficient the operations will be the higher the ratio. This ratio is calculated by dividing net sales with average assets (Halkos and Salamouris 2004). The average assets is simply a two-year average, or an average of the beginning and ending asset balances.
The asset turnover ratio for FY 2017 was 1.25 and this increased to 1.30 by FY 2018. This was because of an increase in current assets. This is a positive indication since the pound earned for each asset has increased. This would help the company to raise funds more easily since it can prove that its efficiency is increasing. 
[bookmark: _Toc532804913]Investors Ratios:
Investors take a risk when they invest in the company. Investor ratios help them make decisions, whether the risk is worth taking or not. Investor ratios give technical insights on the earnings of the company (Martani, Khairurizka and Khairurizka 2009). Some of the relevant investor ratios are calculated below,

	Ratios

	Investor Ratios
	 2017
	2018 

	DuPont Analysis
	5.84%
	5.41%

	Quality of Earnings Ratio
	2.981684982
	3.779069767



[bookmark: _Toc532804914]Quality of Earnings Ratio
Quality of earnings ratio measures the consistency and quality of earnings of the company. If the income of the company is consistent, does not involve non-recurring income and is bas based on relevant accounting policies then the quality of earnings ratio would show a good performance. This ratio is calculated by dividing net cash flow from operating activities by net income. 
The quality of earnings ratio for FY 2017 was 2.98 and this increased to 3.77 by FY 2018. This increase can be attributed to a decrease in net income (Annual Report 2016-2017). A ratio that is greater than 01 indicates that the net income is lower than the cash flows from operations. This means that the company is following conservative accounting policies.
[bookmark: _Toc532804915]Du Pont Analysis
The DuPont analysis breaks down the return on assets in different components. It depicts that return on asset is dependent upon the profit margin ratio and asset turnover ratio. This is a more conservative way of calculating the return on assets. It is calculated by multiplying the asset turnover ratio with the profit margin (Tandon, Dhankhar, &Goel, 2015).The return on asset, according to DuPont analysis, was 5.84% in FY 2017, which decreased to 5.41% in 2018. This was because of a decrease in the equity of the firm.
[bookmark: _Toc532804916]Limitations of Ratio Analysis:
Ratio analysis is useful for calculating the financial details of any company. These ratios are useful to investors, who are willing to invest, and the management, to compare and make timely adjustments (White, Sondh & Fried, 2005). However, there are some drawbacks of ratio analysis; the most common problem is that ratio analysis is not useful if we have stand-alone values. There must be a benchmark set for comparison that can be either with the industry, another company or with the company’s own past performance. 
Some other factors that can distort a company’s analysis include inflation, the accounting procedures that are in place, seasonal factors and others (Lesakova, 2007). In addition, no generalisation can be made about the ratios, that whether a set benchmark is good or not. To avoid this companies normally adjust their benchmark with time.
Inflation affect ratios since the reporting is done periodically. So after adjusting inflation a more reliable ratio analysis can be calculated. Seasonal effects also distort the analysis because during the season everything is on peak and the ratios also look good, but the analyst should be aware of the fact that this was because of a particular season and once that is over everything would go back to be normal. The overall economic conditions should also be considered since the business operations differ at different business cycle points. 
[bookmark: _Toc532804917]Recommendations: 
As far as the ratios are concerned, the profitability of the company seems to be doing well. They have witnessed an increase in the profitability ratios and the efficiency ratios support this argument. However, their stand-alone net income has witnessed a decrease. They need to work on improving their net income, since most of the positive ratios are either because of a decrease in equity or assets.
As far as the financial leverage of the firm is concerned, they need to work on acquiring more assets or retiring debt. This is because their ratios are below the benchmark of one, which would mean that they are able to pay back their liabilities. This situation would also make the financing difficult and expensive (Tandon, Dhankhar, &Goel, 2015). 
Their EPS also decreased and their P/E ratio decreased, so they need to make sure that their position in the stock market is stable, since they also sent a signal by increasing the dividends. The investors would be expecting an increase in income if not; their share price might also decrease.
[bookmark: _Toc532804918]Conclusion:
In conclusion, the most appropriate thing to mention would be that most of the good performance depicted in the ratios is because of a decrease in assets or equity or even both. If we observe the income statement, the stand-alone net income value has decreased from the previous year and the EPS has also decreased even though the equity decreased, this shows that the decrease in net income in relation to equity was proportionally greater. This is not a good sign and may pose future threats to the company. Royal Mail group has shown an increase in efficiency, which is a good signal. They should stay focused on improving this, and try to stabilise their net income. Moreover, they should also focus on increasing their marketable securities so that their leverage could be balanced. This would also help the company to get quality and reasonable financing.
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