Strategy & Finance 1

Guidelines For Module Assignment


The purpose of this assignment is to analyse an annual report of an airline company. 

The report consists of four parts:

Part A – An analysis of the communicative value of the report.

This part of the assignment is about discussing general aspects of the annual report and specific analysis on how this company tries to position itself through its annual report.

Part B – Financial analysis.

This part of the assignment is about making a thorough analysis of the financial situation of British Airways.

Part C – Presentation and handout.

This part of the assignment is about giving a presentation and reporting the findings of Part A and also conclusions on how the airline is doing financially from Part B. Also a handout on Part B will be produced and be handed to the tutor and all the other airline company groups. This section will be carried out in week 6.

Part D – Comparison.

This part of the assignment is about making a comparison between The Airline company chosen and the other airlines of the other groups. For this the handouts given for Part C from the other groups were used.
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Vertical Analysis:
1. Balance Sheet

· Asset: Each individual asset ÷ by total asset × 100

· Liability: Each individual liability ÷ by total liability × 100

Example:
	British Airways

	Comapritive Income Statement (Vertical Analysis)

	Years Ended March 31, 2008 and 2007

	
	Amounts
	% of Net Sales

	 
	2008
	2007
	2008
	2007

	Traffic revenue
	
	
	
	

	Passenger
	7541
	7263
	86.15
	85.53

	Cargo
	616
	598
	7.04
	7.04

	
	8157
	7861
	93.19
	92.57

	Other revenue
	596
	631
	6.81
	7.43

	Revenue
	8753
	8492
	100.00
	100.00

	Employee costs
	2166
	2277
	24.75
	26.81

	Depreciation, amortisation and impairment
	692
	714
	7.91
	8.41

	Aircraft operating lease costs
	68
	81
	0.78
	0.95

	Fuel and oil costs
	2055
	1931
	23.48
	22.74

	Engineering and other aircraft costs
	451
	414
	5.15
	4.88

	Landing fees and en route charges
	528
	517
	6.03
	6.09

	handling charges, catering and other operating costs
	977
	930
	11.16
	10.95

	Selling costs
	359
	436
	4.10
	5.13

	Currency differences
	6
	18
	0.07
	0.21

	Accommodation, ground equipment and IT costs
	576
	618
	6.58
	7.28

	Total expenditure on operations before non recurring items
	7878
	7936
	90.00
	93.45

	Operating profit before non recurring items
	875
	556
	10.00
	6.55

	Credit arising on changes to pension scheme
	0
	396
	0.00
	4.66

	Provision for settlement of competition investigations
	0
	-350
	0.00
	-4.12

	Operating profit 
	875
	602
	10.00
	7.09

	Fuel derivative gains/(losses)
	12
	-12
	0.14
	-0.14

	Finance costs
	-175
	-168
	-2.00
	-1.98

	Finance income
	111
	129
	1.27
	1.52

	Net financing income/(expense) relating to pensions
	34
	-19
	0.39
	-0.22

	Retransalation (charges)/credits on currency borrowings
	-11
	13
	-0.13
	0.15

	Profit on sale of property, plant and equipment and investments
	14
	47
	0.16
	0.55

	Share of post tax profits in associates accounted for using the equity method
	26
	5
	0.30
	0.06

	(Charges)/income relating to financial assets
	-3
	14
	-0.03
	0.16

	Profit before tax
	883
	611
	10.09
	7.20

	Tax
	-187
	-173
	-2.14
	-2.04

	Profit after tax from continuing operations
	696
	438
	7.95
	5.16

	Loss from discontinued operations (after tax)
	-2
	-134
	-0.02
	-1.58

	Profit after tax 
	 
	 
	 
	 

	Attribute to:
	
	
	
	

	Equity holders of the parent
	680
	290
	7.77
	3.41

	Minority interest
	14
	14
	0.16
	0.16

	 
	694
	304
	7.93
	3.58


2. Income Statement:

· Each item of expense ÷ total revenue × 100

Example

	British Airways

	Comapritive Income Statement (Horizontal Analysis)

	Years Ended March 31, 2008 and 2007

	 
	Amounts
	Change

	 
	2008
	2007
	Difference
	%

	Traffic revenue
	 
	 
	 
	 

	Passenger
	7541
	7263
	-278.00
	-4%

	Cargo
	616
	598
	-18.00
	-3%

	 
	8157
	7861
	-296.00
	-4%

	Other revenue
	596
	631
	35.00
	6%

	Revenue
	8753
	8492
	-261.00
	-3%

	Employee costs
	2166
	2277
	111.00
	5%

	Depreciation, amortisation and impairment
	692
	714
	22.00
	3%

	Aircraft operating lease costs
	68
	81
	13.00
	19%

	Fuel and oil costs
	2055
	1931
	-124.00
	-6%

	Engineering and other aircraft costs
	451
	414
	-37.00
	-8%

	Landing fees and en route charges
	528
	517
	-11.00
	-2%

	handling charges, catering and other operating costs
	977
	930
	-47.00
	-5%

	Selling costs
	359
	436
	77.00
	21%

	Currency differences
	6
	18
	12.00
	200%

	Accommodation, ground equipment and IT costs
	576
	618
	42.00
	7%

	Total expenditure on operations before non recurring items
	7878
	7936
	58.00
	1%

	Operating profit before non recurring items
	875
	556
	-319.00
	-36%

	Credit arising on changes to pension scheme
	 
	396
	396.00
	#DIV/0!

	Provision for settlement of competition investigations
	 
	-350
	-350.00
	#DIV/0!

	Operating profit 
	875
	602
	-273.00
	-31%

	Fuel derivative gains/(losses)
	12
	-12
	-24.00
	-200%

	Finance costs
	-175
	-168
	7.00
	-4%

	Finance income
	111
	129
	18.00
	16%

	Net financing income/(expense) relating to pensions
	34
	-19
	-53.00
	-156%

	Retransalation (charges)/credits on currency borrowings
	-11
	13
	24.00
	-218%

	Profit on sale of property, plant and equipment and investments
	14
	47
	33.00
	236%

	Share of post tax profits in associates accounted for using the equity method
	26
	5
	-21.00
	-81%

	(Charges)/income relating to financial assets
	-3
	14
	17.00
	-567%

	Profit before tax
	883
	611
	-272.00
	-31%

	Tax
	-187
	-173
	14.00
	-7%

	Profit after tax from continuing operations
	696
	438
	-258.00
	-37%

	Loss from discontinued operations (after tax)
	-2
	-134
	-132.00
	6600%

	Profit after tax 
	 
	 
	0.00
	#DIV/0!

	Attribute to:
	680
	290
	-390.00
	-57%

	Equity holders of the parent
	14
	14
	0.00
	0%

	Minority interest
	694
	304
	-390.00
	-56%

	 
	 
	 
	0.00
	#DIV/0!

	Earnings/(loss)per share
	 
	 
	0.00
	#DIV/0!

	Continuing operations:
	 
	 
	0.00
	#DIV/0!

	Basic
	59.2p
	37.2p
	#VALUE!
	#VALUE!

	Diluted
	58.8p
	36.8p
	#VALUE!
	#VALUE!

	Discontinued operations:
	 
	 
	0.00
	#DIV/0!

	Basic
	(0.2)p
	(11.7)p
	#VALUE!
	#VALUE!

	Diluted
	(0.2)p
	(11.7)p
	#VALUE!
	#VALUE!

	Total:
	 
	 
	0.00
	#DIV/0!

	Basic
	59.0p
	25.5p
	#VALUE!
	#VALUE!

	Diluted
	58.6p
	25.2p
	#VALUE!
	#VALUE!
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