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1. EXECUTIVE SUMMARY

This report will discuss a company from the London Stock Exchange FTSE 100 Index, EasyJet Plc’s, financial situation for the past two years (2017, 2018). EasyJet is a low-cost airline company that has made the biggest fall on the FTSE 100 index this year.  A short presentation of the company will be followed by the analysis of the finances with the use of financial ratios as requested. Profitability, liquidity, gearing and efficiency ratios will be discussed as follows and also the limitations of ratio analysis with regards to each of the points just mentioned. Finally some recommendations will be made based on the analysis on possible improvement in some of the financial areas of the company.
2. INTRODUCTION

EasyJet Plc is one of the largest European low-cost airlines that operates over 250 airbuses and has 820 routes covering 30 countries. It was founded in 1995. Year after year it is growing its revenues with over 16% and its net income that now improved with over 17% (Financial Times, 2018).  The UK segment also increased with 14% in revenue (Investing.com, 2018). It offers a mobile application that targets customers that wish to switch flight on the day of travel and also offers vouchers that can be purchased in advance. The company employs over 12.000 staff. It received the award for Best Value Airline from Skyscanner (EasyJet, 2018).
The company’s strategy is to develop strong positions all around Europe’s airports by offering more affordable flights and by flying more frequently. In 2017 the company announced that will apply for an Air Operator Certificate in one of the EU states to secure the flight rights after the UK will leave the EU and that it was granted to fly from Austria with its headquarters in Vienna (BBC, 2018). 

 This way a new airline was established: easyJet Europe. The Group comprises now of three airlines, easyJet UK, easyJet Europe and easyJet Switzerland (EasyJet, 2018). 

BBC reports that the company plans to increase its capacity with 10% for 2019, even though they have been reported to be the biggest faller in FTSE 100 with their shares falling 3.7% to £11.29 currently. The analysts still consider EasyJet’s situation challenging (BBC, 2018).
3. ANALYSIS

3.1 Financial ratios
We can asses the financial health of a company through ratios. Different figures in the financial statement of companies can be related to each other and these make up the ratios.  There are many standard ratios that can help us evaluate the companies and they are universally used to provide the information on the health of the business and its profitability (Kenton, 2017).
The gained data from statements is used to compare the performance over time and asses whether it is performing better or worse (Kenton, 2017). Ratios measure and assess profitability, efficiency, liquidity, financial gearing and investment capacity of a business (Atrill, 2009).
There could also be some drawback in using ratios. You cannot use them to compare companies from different industries to each other as ratios could be too high or too low in different sectors (Kenton, 2017). There are also no clues given by ratios to tell us why changes occur, they only show us the situation past or present. They do not measure the quality of the management and the values in the financial statement refer to historical costs most of the time (Mohr, no date).
3.2  Profitability
A. Gross profit

Gross profit for the year 2017 was of 8% and slightly decreased to 7.8% in 2018. This low percent of profits is related to the expenses of buying Berlin Tegel in 2017 at a cost of €40 million as reported in its 2017 annual report (EasyJet, 2017) and than in 2018 integrating Berlin Tegel at a cost of £40 million, IT platform charges of £65 million and other costs cumulating to £133 million reported in its 2018 annual report (EasyJet, 2018).
B. Operating profit /Net profit

EasyJet has accounted for a rise in profits from 6.04% in 2017 to a 6.07% in 2018. This shows good control of overhead costs taking into consideration the large investment incurred in 2018. Also looking at industry average growth that has realized net profits of 6.16% in 2018 and 8.22% in 2017 EasyJet is has slightly fallen below.
C. Return on capital employed

EasyJet falls below industry average in both years (2018 – 30.3%; 2017 - 28%) with a low return on capital employed of 6.87% in 2017 and slightly lower 6.68% in 2018. EasyJet has not managed its funds efficiently. This was possibly due to accrued expenses of £432 million in 2017 and of £600 million in 2018.
3.3  Liquidity
A. Current ratio

EasyJet current ratio has fallen since 2017, when it was already relatively low at 1.04% to its current one in 2018 of 0.97%. The low numbers suggest liquidity problems or a bigger investment, such the one of purchasing Berlin Tegel that will only start producing revenue from 2019. 
£98 million revenue is related in the 2018 Annual report presented by EasyJet’s Chief Executive (EasyJet, 2018).  A big raise in liabilities can be noticed at the end of 2017, and later on 2018 balance sheet that could be the Brexit-related costs (Austrian Air Operator Certificate) and the integration costs of Berlin Tegel.
B. Quick ratio

EasyJet’s quick ratio is shown in its Ratio calculations have decreased from 0.94% in 2017 to 0.84% in 2018. This percentage is higher than the average per industry in both years, that being of 0.38% in 2017 and 0.32% in 2018 (CSI Market, 2018). 
A ratio below 1 shows us that the company could struggling to pay off debts and this fact comes through its Debtor/Creditor ratios as well showing a 17.5 days in receiving outstanding money, but it is taking EasyJet 138.3 days to pay off its debts. These numbers will be discussed later on in efficiency ratios.
Through these number-based ratios we can look inside the business but this might not offer a complete picture, other additional information might be needed (Kenton, 2018).

3.4  Efficiency
A. Asset turnover & Return on assets

The asset turnover ratio of 0.85% in 2017 and 0.84% in 2018 are in line with the industry average of 0.85% in both years. These numbers are not alarming as they are still in range with the industry average and EasyJet is not falling below its competitors.
B. Debtors

Debtors (receivables) ratio is really low 23.7 days in 2017 and 17.5 days in 2018. This means that it took the customer to payback its debt around 24 days in 2017 and around 18 days in 2018, which is an overall improvement and means customers are paying their debts back earlier than the industry average of 24 days. This shows a good management of debts and also that the company has good quality customers that are able to pay their debts back in time.
C. Creditors

Creditors’ ratio for EasyJet looks quite low (131 days in 2017 and 138 days in 2018); this means that the company is paying slowly its suppliers. This could be sign of cash flow problems (possibly the case of EasyJet, due to major expenses in development and investments throughout the 2 years – detailed in the liquidity ratio analysis) or the company has managed to successfully negotiate a longer payment term. This would allow them to make the payments less frequently and not get penalised. There was no data found on industry averages for the airline industry to compare the above data so conclusions cannot be draw at this point as no comparison could be made with competitors (CFI, no date).
D. Stock turnover

There was no stock reported in 2017 or for 2018, so stock turnover ratio could not be calculated for the year. The average industry stock turnover is 64.75 days. 
Due to lack of information I was not able to compare numbers, but assuming that stock for airline companies means seats, the number of stock is unchangeable.

To improve “its stock turnover” EasyJet would need to concentrate on better sales. Firstly there is a need for better forecasting, to ensure that the correct number of inventory level is kept, or in this case good offers are made to ensure better sales. To improve sales EasyJet needs an excellent marketing strategy (advertisements, promotions & offers). In off-peak periods the company needs to reduce the prices per seats to make the product attractive for the customers and increase sells. Stock turnover ratio is very important point to analyze to see the overall health of the companies; neither the very low nor the very high ratios are a good sign.

E. Capital employed turnover

A company can get negative capital employed turnover when current liabilities exceed current assets. The cause of the decrease in the working capital could be a decrease in sales or mismanagement in inventory or problems with accounts receivables. Negative capital employed turnover is meaningless and cannot be compared across companies (Blokhin, 2015)

3.5  Gearing

Gearing Ratio and Long Term Debt to Equity 

The gearing ratio of EasyJet is of 34.36% in 2017 and 29.70% in 2018. This ratio measures the size of the debt of the company towards the equity. An excessive debt can produce difficulties for the company financially. A gearing ratio of between 25% and 50% is normal for established companies (Boyte-White, 2018). EasyJet managed its debt well as the decreased ratio for 2018 shows. 
The gearing indicates the risk associated with the company, so EasyJet’s gearing ratio is normal, it is a medium risk company to invest in. It is acknowledged that a company needs to borrow money to invest it and improve its profitability by possibly taking advantage of a good finance. EasyJet has invested £40 million in purchasing Berlin Tegel in 2017 and another €40 million in integrating it. The investment should start to make profits in 2019 as it is related in their annual report (EasyJet, 2018).
The long term debt to equity in 2018 was of 29.7% compared to industry average of 26.09% which is slightly better than EasyJet’s, but the company does not pose investment risk as it has really high earnings. 
3.6  Investment

A. Earnings per Share & Cash per share
The earnings per share ratio indicate if a company is profitable. EasyJet has reported a 76.80p/share in 2017 and 90.20p/share in 2018.  The ratio increased so an improvement was made towards making the company more profitable.
EasyJet has reported a cash flow per share of 167p/share for 2017 and 247.07p/share in 2018. This shows an improvement as this ratio represents the money a firm produces per shares. Compared to industry average of 126p/share for 2018 it is higher ratio.
B. Interest coverage
The ratio determines how well the company can pay its interests on its debts. Interest coverage ratio for EasyJet in 2017 was of 14.28% and it grew to 15.83% in 2018. Compared to the industry averages of 2017 of 14.34%, approximately the same, and the ones in 2018 of 17.49% when it falls below average, EasyJet still improves its percentage slightly in the one year period. This shows that the company is taking the right steps strengthening its financial position.
C. Dividend cover and dividend yield 
Dividend cover has increased from 1.16% in 2017 to 2.74% in 2018, which shows that the right management steps are being taken to strengthen EasyJet.  This means that the earnings are enough to serve the shareholders with dividends. A ratio above two is considered good (Borad, 2018). Comparison to industrial averages is not available. 
Dividend yield is 3.7% in 2018, as for the previous years nothing was reported. Compared to industrial average of 2018 of 3.21% is slightly higher. 
The increased dividend cover and the dividend yield could possibly show that there is less retained profit for equity and possibly a closer compensation rate for the investors. 
4. CONCLUSIONS

After analysing EasyJet’s financial statements and ratios I believe there is a need of strengthening their liquidity position. This seems to be the highest challenge at the moment as there has been several long term investments made to grow the equity of the company, such as the Berlin Tegel investment, or to strengthen its market position, that of purchasing an Austrian Air Operator Certificate. Both of these investments had increased the company’s debts that are now totalling a £3.736 million. EasyJet’s long term debts are larger than its available current assets at the moment but the company is still able to cover its debts by the assets it holds. 

In its annual report for 2018 the company reports the ancillary revenue per seat, having been able to make an increase of 11.7% (EasyJet, 2018).
Due to reoccurring trends in the airline industry (operational performance dropping due to disruption and delays) customer satisfaction has declined during the summer months. EasyJet initiatives arisen from this situation have led now to an increase of 4.4% in customer satisfaction. There have also been cost management initiatives that led to savings such as the automated bag drop system already in use by 30% of its travellers. 
The gross profit of 7.8% and net profit of 6.07% in 2018 has shown an increase in profits from 2017 even in the circumstances of high investments being made. This shows a good managerial strategy for the company. 

EasyJet is not falling below its competitors either in asset turnover ratio, even though it is a low number, 0.85%.
Debtors are well managed average debts to the company are being paid back in 17.5 days on average. Creditor ratio number is high; this is due to the liquidity problems the company is experiencing at the moment. 

The gearing ratio of 29.7% for 2018 has EasyJet as a medium risk company, approaching the range of low risk companies, that of below 25%. 

Earnings per share and cash flow per share have improved in the two years; this makes the company more reliable for shareholders. 

Interest coverage, dividend coverage and dividend yield have also improved so the company is in better position to pay its investors. 

5. RECOMMENDATIONS

I. Productivity of assets: 
Strategy to be followed: 

· Financial planning to integrate new investments 
· Financial planning to asses all wet leases

· Asses the brand continuously to make it market leader

II. Management strategy:

Strategy to be followed:

· Continuous review of market strategies

· Financial planning/ forecasting 

· Control of debtor/creditor ratios to improve liquidity

III. Sales strategy:

Strategy to be followed:

· Review and audit product continuously
· Compare product prices to competition

· Review and improve market positioning strategies

IV. Culture and leadership

Strategy to be followed:

· Ensure clear financial strategies are in place 

· Maximize potential for investments to the company’s capital

· Review business strategies regularly

All these recommendations are of high importance for the need of the business, some of them being already incorporated in the annual report of the company.
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7. APPENDICES

7.1 Appendix 1

EasyJet Balance Sheet for 4 years
	Period Ending:
	2018

	2017

	2016

	2015


	Total Current Assets
	2001
	1734
	1442
	1279

	Cash and Short Term Investments
1373

1328

969

939

Cash
-

-

-

-

Cash & Equivalents
1373

1328

969

939

Short Term Investments
-

-

-

-

Total Receivables, Net
191

157

205

120

Accounts Receivables - Trade, Net
111

91

205

58

Total Inventory
-

-

-

-

Prepaid Expenses
217

118

-

86

Other Current Assets, Total
220

131

268

134



	Total Assets
	6995
	5971
	5484
	4828

	Property/Plant/Equipment, Total - Net
4140

3525

3252

2877

Property/Plant/Equipment, Total - Gross
5134

4405

-

3528

Accumulated Depreciation, Total
-994

-880

-

-651

Goodwill, Net
365

365

365

365

Intangibles, Net
181

179

152

127

Long Term Investments
-

-

-

-

Note Receivable - Long Term
-

-

-

-

Other Long Term Assets, Total
308

168

273

180

Other Assets, Total
-

-

-

-



	Total Current Liabilities
	2060
	1670
	1569
	1768

	Accounts Payable
329

201

565

101

Payable/Accrued
1023

-

565

-

Accrued Expenses
600

432

-

326

Notes Payable/Short Term Debt
-

-

-

-

Current Port. of LT Debt/Capital Leases
9

8

92

194

Other Current liabilities, Total
1122

1029

912

1147



	Total Liabilities
	3736
	3169
	2790
	2579

	Total Long Term Debt
968

963

664

322

Long Term Debt
879

870

664

228

Capital Lease Obligations
89

93

-

94

Total Debt
977

971

756

516

Deferred Income Tax
348

249

237

176

Minority Interest
-

-

-

-

Other Liabilities, Total
360

287

320

313



	Total Equity
	3259
	2802
	2694
	2249

	Redeemable Preferred Stock, Total
-

-

-

-

Preferred Stock - Non Redeemable, Net
-

-

-

-

Common Stock, Total
108

108

108

108

Additional Paid-In Capital
659

659

659

659

Retained Earnings (Accumulated Deficit)
2192

1996

1902

1720

Treasury Stock - Common
-

-

-

-

ESOP Debt Guarantee
-

-

-

-

Unrealized Gain (Loss)
-

-

-

-

Other Equity, Total
300

39

25

-238



	Total Liabilities & Shareholders' Equity
	6995
	5971
	5484
	4828

	Total Common Shares Outstanding
	397.21
	397.21
	397.21
	397.21

	Total Preferred Shares Outstanding
	-
	-
	-
	-


* In Millions of GBP (except for per share items)

EasyJet Balance sheet (Investing.com)

7.2 Appendix 2

EasyJet Income statement for 4 years
	 Period Ending:
	2018

	2017

	2016

	2015


	Total Revenue
	5898
	5047
	4669
	4686

	Revenue
5898

5047

4669

4686

Other Revenue, Total
-

-

-

-



	Cost of Revenue, Total
	3385
	3018
	2808
	2886

	Gross Profit
	2513
	2029
	1861
	1800

	Total Operating Expenses
	5438
	4643
	4159
	3998

	Selling/General/Admin. Expenses, Total
1210

1041

886

836

Research & Development
-

-

-

-

Depreciation / Amortization
214

195

169

-

Interest Expense (Income) - Net Operating
-

-

-

-

Unusual Expense (Income)
132

-

-

-

Other Operating Expenses, Total
497

389

296

276



	Operating Income
	460
	404
	510
	688

	Interest Income (Expense), Net Non-Operating
	-7
	-14
	-2
	-1

	Gain (Loss) on Sale of Assets
	-
	-
	-
	-

	Other, Net
	-8
	-5
	-1
	-1

	Net Income Before Taxes
	445
	385
	507
	686

	Provision for Income Taxes
	87
	80
	70
	138

	Net Income After Taxes
	358
	305
	437
	548

	Minority Interest
	-
	-
	-
	-

	Equity In Affiliates
	-
	-
	-
	-

	U.S GAAP Adjustment
	-
	-
	-
	-

	Net Income Before Extraordinary Items
	358
	305
	437
	548

	Total Extraordinary Items
	-
	-
	-
	-

	Net Income
	358
	305
	437
	548

	Total Adjustments to Net Income
	-
	-
	-
	-

	Income Available to Common Excluding Extraordinary Items
	358
	305
	437
	548

	Dilution Adjustment
	-
	-
	-
	-

	Diluted Net Income
	358
	305
	437
	548

	Diluted Weighted Average Shares
	397
	397
	397
	397

	Diluted EPS Excluding Extraordinary Items
	0.9
	0.77
	1.1
	1.38

	DPS - Common Stock Primary Issue
	0.59
	0.41
	0.54
	0.55

	Diluted Normalized EPS
	1.31
	0.78
	1.11
	1.38


* In Millions of GBP (except for per share items)

EasyJet Income statement (Investing.com)

7.3 Appendix 3

EasyJet Cash flow statement for 2 years

	Period Ending:
	2018

30/09
	2018

31/03
	2017

30/09
	2017

31/03

	Period Length:
	12 Months
	6 Months
	12 Months
	6 Months

	Net Income/Starting Line
	460
	-58
	404
	-220

	Cash From Operating Activities
	961
	602
	663
	294

	Depreciation/Depletion
199

95

181

85

Amortization
15

7

14

7

Deferred Taxes
-

-

-

-

Non-Cash Items
242

759

184

756

Cash Receipts
-

-

-

-

Cash Payments
-

-

-

-

Cash Taxes Paid
74

48

51

28

Cash Interest Paid
29

17

30

-

Changes in Working Capital
45

-201

-120

-334



	Cash From Investing Activities
	-637
	-350
	-878
	-681

	Capital Expenditures
-1012

-387

-630

-302

Other Investing Cash Flow Items, Total
375

37

-248

-379



	Cash From Financing Activities
	-27
	-4
	214
	338

	Financing Cash Flow Items
-4

1

-

115

Total Cash Dividends Paid
-

-

-

-

Issuance (Retirement) of Stock, Net
-17

-2

-10

-6

Issuance (Retirement) of Debt, Net
-6

-3

224

229



	Foreign Exchange Effects
	17
	-19
	-2
	8

	Net Change in Cash
	314
	229
	-3
	-41


* In Millions of GBP (except for per share items)

EasyJet Cash flow statement (Investing.com)

7.4 Appendix 4
EasyJet Ratios

 


	Valuation Ratios
	Company 
	Industry

	P/E Ratio TTM
13.05

9.69

Price to Sales TTM
0.78

0.76

Price to Cash Flow MRQ
-

59.53

Price to Free Cash Flow TTM
-

7.37

Price to Book MRQ
1.42

2.9

Price to Tangible Book MRQ
1.71

3.95



	Profitability
	Company 
	Industry

	Gross margin TTM
42.61%

64.29%

Gross Margin 5YA
40.6%

59.24%

Operating margin TTM
7.8%

11.45%

Operating margin 5YA
10.65%

5.62%

Pretax margin TTM
7.54%

9.9%

Pretax margin 5YA
10.49%

4.52%

Net Profit margin TTM
6.07%

8.31%

Net Profit margin 5YA
8.45%

4.03%



	Per Share Data
	Company 
	Industry

	Revenue/Share TTM
14.86

9.33

Basic EPS
0.91

1.1

Diluted EPS
0.9

0.85

Book Value/Share MRQ
8.2

5.05

Tangible Book Value/Share MRQ
6.83

4.11

Cash/Share MRQ
3.46

3.44

Cash Flow/Share TTM
1.44

1.26



	Management Effectiveness
	Company 
	Industry

	Return on Equity TTM
11.81%

29.48%

Return on Equity 5YA
16.71%

15.08%

Return on Assets TTM
5.52%

11.09%

Return on Assets 5YA
7.93%

3.81%

Return on Investment TTM
7.75%

20.47%

Return on Investment 5YA
11.45%

6.15%



	Growth
	Company 
	Industry

	EPS(MRQ) vs Qtr. 1 Yr. Ago
-16.9%

213.01%

EPS(TTM) vs TTM 1 Yr. Ago
18.92%

43.63%

5 Year EPS Growth
-2.05%

32.51%

Sales (MRQ) vs Qtr. 1 Yr. Ago
15.37%

6.42%

Sales (TTM) vs TTM 1 Yr. Ago
16.86%

10.06%

5 Year Sales Growth
6.73%

11.28%

5 Year Capital Spending Growth
19.17%

4.06%



	Financial Strength
	Company 
	Industry

	Quick Ratio MRQ
-

1.35

Current Ratio MRQ
0.97

0.87

LT Debt to Equity MRQ
29.7%

26.09%

Total Debt to Equity MRQ
29.98%

30.71%



	Efficiency
	Company 
	Industry

	Asset Turnover TTM
0.91

1.05

Inventory Turnover TTM
-

64.74

Revenue/Employee TTM
450.09K

343.04K

Net Income/Employee TTM
27.32K

30.29K

Receivable Turnover TTM
17.27

20.32



	Dividend
	Company 
	Industry

	Dividend Yield
-

3.21%

Dividend Yield 5 Year Avg.
3.77%

1.35%

Dividend Growth Rate
2.01%

32.11%

Payout Ratio
65.08

26.01




TTM = Trailing Twelve Months  5YA = 5-Year Average  MRQ = Most Recent Quarter
EasyJet Ratios (Investing.com)
7.5 Appendix 5
EasyJet Dividends

	Fiscal Year Ends
	2015
	2016
	2017
	2018

	
	
	
	
	

	Dividend per share p
	45.40
	55.20
	53.80
	40.90

	Dividend Growth %
	0.36
	0.22
	-0.03
	-0.24

	Dividend Yield %
	-
	-
	-
	3.70

	Dividend cover %
	2.75
	2.38
	1.16
	2.74


EasyJet Dividends (Morningstar.co.uk)
7.6 Appendix 6
Key ratios used for calculations:

Profitability: 

Return on capital employed: (Profit before interest and tax/ Capital employed) x100%

Net profit: (Profit after interest and tax/Sales) x100%

Gross profit: (Gross profit/Sales) x100%

Liquidity:

Current ratio: Current assets/Current liabilities
Quick ratio: (Current assets-Stock)/Current Liabilities

Efficiency:

Asset turnover: Sales/Total assets

Debtors: Receivables/Sales x365

Creditors: Payables/ Cost of sales

Stock turnover: Stock/Cost of sales /365
Capital employed turnover: Sales/Working capital

Gearing:

Gearing: (Long term debts/Shareholder’s funds) x100%

Investment: 

Earnings per share: Profit after tax/Nr. of shares issued

Interest cover: Profit before interest and tax/ Interest on long term borrowings

Dividend cover: Profit after interest and tax/Market value per share

Dividend yield: Dividend per share/Market value per share

Price earnings: Current share market price/Earnings per share
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