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SUMMARY
This report aims to provide a detailed financial analysis of the company for the past five years based of the company’s accounts and using the key financial ratios. John Lewis will be compared with Marks and Spencer due to their similarities and as a conclusion recommendation will be made on how to improve their financial management, followed by the proposed project analysis, references and appendices with the ratios formulas and company’s income statements and balance sheets.
JOHN LEWIS PARTNERSHIP OVERVIEW:
John Lewis & Partners is a chain of high-end department stores operating in UK, comprising of supermarkets, fashion retails and convenience shops. John Lewis is the UK largest employee-owned business and also includes two of the UK most loved brands: John Lewis & Partners and Waitrose & Partners. John Lewis PLC serves UK area but they also have few concessions In Republic of Ireland and Australia. John Lewis Partnership operates around 52 John Lewis shops and Waitrose & Partners has 338 stores across UK. Waitrose also exports goods in about 52 countries and they have few locations in Middle East. Their subsidiary Waitrose and partners The company has a royal warrant to supply groceries and other related products to Queen Elizabeth II and Prince Charles.(Wikipedia, 2020)
More than 100 years ago, John Spedan Lewis, the founder started an experiment where a better way of doing business was by including staff (currently called Partners).Spedan Lewis wanted to create a business environment which was both democratic and commercial, by giving every Partner a voice in the business that is currently owned in a Trust. So far this business model proved to be profitable and also in the benefit of the 83900 partners.
John Lewis Partnership makes his profits through the trading operations of Waitrose and Partners and John Lewis & Partners. They also try to ensure that profit remains sufficient to sustain the Partnership’s commercial vitality. Their financial strategy is formulated in such a way that the business is able to maintain investment levels whatever the economic environment
Gross sales and revenue across the business increased in the past years but although operating profit grew in Waitrose & Partners, these profits were substantially down in John Lewis & Partners because of “weaker Home sales, gross margin pressure, higher IT costs, the property impact of new shops and lower profit on sale of assets”.(Marketline,2020)
Due to the current level of economic uncertainty 2018/19 was a challenging year for John Lewis Partenship as the profits ended 45% lower than the previous year. Because of this John Lewis intends to create stronger brands by product differentiation. They also limited their investments in spaces for new shops in order to reduce the debts and improve their balance sheet. This initiative will enable John Lewis Partnership to invest and develop their own products and services with the idea to increase their brand awareness, their sales and to deliver an exceptional experience.(Marketline, 2020)
On 27 June 2018, it was announced that Co-operative Group will acquire 4 Waitrose stores from John Lewis and Aldi will acquire one Waitrose store. Going backwards in 2016 on 2 November a new partnership was announced between John Lewis and Clippers Logistics PLC.
Also to be noted that in June 2019, John Lewis announced that will start furnishing and renovating homes and on 20 March 2018 John Lewis opened the doors of its £33m stores in Westfield Shepherd’s Bush.(Marketline, 2020). Another large store opened on 24 September 2015 in Birmingham and is a part of the new Grand Central shopping centre. John Lewis & Partners has closed its smallest store, Knight & Lee in Southsea, Hampshire in July 2019.Also Portsmouth store closed down in 2019, while in the past 5 years John Lewis Partnership opened 6 smaller stores across UK.
Based on an analysis made by Craft (2020) and Mbaskol (2019), John Lewis main competitors are Debenhams (currently in administration), Ocado (mostly for Waitrose &Partners), House of Fraser (Frasers Group PLC), Marks and Spencer Group Plc, Asda Group Plc, Tesco Plc, Wm Morrison and Lavada. The most prolific competitor is Marks and Spencer who is also a leading multinational retailer based in UK with a strong and unique sense of brand value.(Wikipedia, 2020)
JOHN LEWIS FINACIAL ANALYSIS AND COMPARATION WITH M&S
On an introductory note the 2019 Annual Report and Accounts their Profit before Partnership bonus, tax and exceptional items was £160m compared with £292.8m for 2017/2018, Exceptional items net income was of only £2.1m compared to a net of £111.3m last year. Their profit before tax was £117.4m compared with £107.5 for 2017/2018 and the Revenue was £10.3bn higher than past year figure of £10.2bn. Also by reducing their total debts they maintained the Debt Ratio at 4.3 times and also lowered their actual debts in 2019 to £2682m compared to £3084m for 2017/2018. (Companieshouse, 2020)Also based on Table 1 figures, the Operating Profit and Net Profit are in continuous decline since 2015 due to several factors like margins, higher discounts to attract customers, higher costs to buy overseas goods due to the weaker pound, Brexit uncertainty, shift to online shopping and high street department stores failures as customer are reluctant to spend due to no deal Brexit and the wages who barely keep up with the inflation.(Kollewe, 2018). Despite this figures the company maintains their financial direction.(Companieshouse, 2020)
Financial ratios are usually percentages of specified values in the financial statements of a company. There are quite few financial ratios used in order to evaluate an enterprise. Financial ratios may be used by different professionals within or outside a company, by the owners of a firm or by a firm's creditors. Financial ratios allow for comparisons between businesses, between industries and also between a company and its industry average. Financial ratios are used to compare the strengths and weaknesses of companies. (Infrontanalytics, 2020)
Profitability ratios measure the returns made on sales and investment, thus the capability of the company to generate profits. (Infrontanalytics, 2020) Profitability ratios include margin ratios such as gross profit margin, net profit margin or operating margin.
Liquidity ratios measure the degree to which the company relies on debt to fund its operations, and its capacity to pay back the debt back. These ratios include current ratio, quick ratio and cash ratio.
Leverage or gearing ratios are a type of financial ratios that compares company debt relative to different financial metrics, such as total equity, where gearing means company leverage. In this case will be used Debt-Equity ratio and Debt-to-Capital ratio
Efficiency ratios measure how efficiently the company's daily operations are managing inventory, selling and producing goods, or using its assets to generate income. In this case assets efficiency ratios will be used.
The selected ratios were calculated based on the figures from John Lewis Financial Statements for the past five year and the latest year for M & S.(Appendices 5-8)

Table 1 Profitability ratios for John Lewis Partnership (2015-2019) and M&S (2019)
	John Lewis
	2015
	2016
	2017
	2018
	2019
	M&S 
2019

	Gross Profit Margin %
	29.99
	30
	29.22
	33.32
	28.88
	36.91

	Operating Profit Margin %
	4.1
	4.8
	5.71
	2.18
	1.95
	1.56

	Net Profit Margin %
	1.31
	2.02
	3.11
	0.66
	0.65
	0.36

	Sales m £
	10,942.6
	11,018.8
	11,374.2
	11,609.5
	11,724.1
	10377.3

	Gross Profit m £
	3,274.1
	3,306.7
	3393.1
	3,368.1
	3,385.7
	3830.1

	Operating income m £
	450.2
	531.4
	649.4
	253.1
	229.1
	162.4

	Net Income m £
	143.5
	223.2
	353.5
	77
	77.3
	37.3


Appendix 1 formulas, Appendix 5 income statement John Lewis, Appendix 7 income statement M&S
Gross profit margin is a ratio(usually in percentage)  “used to assess a company's financial health and business model by revealing the amount of money left over from sales after deducting the cost of goods sold.” (Investopedia, 2020)
As seen in table 1, John Lewis sales are steadily growing but this could be due also to the inflation. Looking at the GPM figures for 2015 and 2016 financial years, the figures were stable and maintaining the value. However there is a small decrease in 2017 with 0.07%, but this may be due to a slight increase in the cost of sales and this may be because of the rise in the cost of buying goods overseas due to the weak pound. However going forward the 2018 figure shows that from every pound of sales, the company made 33.32p in gross profit, an increase of 4.1p comparing with 2017.This increase maybe due to the fact the sales increased, while the cost of sales and gross profit decreased. In 2019 there is a sharp decline showing for every pound of sales only 28.88p. Although the company total sales are at the highest point for the past five years, the cost of sale also had a ‘jump’ for 2019 and the small increase of the Gross Profit doesn’t help the situation.
M&S has lower sales than John Lewis for 2019, but their Gross Profit is higher which helps towards the final figure of 36.91p gross profit for every pound of sales. M&S seems to be more profitable than John Lewis regarding their gross margin figures.
Operating Profit margin is the most common profitability ratio and measures the degree to which a company or a business activity makes money from each pound of sales before interest and taxes. 
In this case there is a healthy increase starting 2015 and ending 2017 where John Lewis managed somehow to keep their operational costs under control and starting with a 4.1p for every pound of sales they successfully achieved 5.71p for every pound of sales in 2017.However starting 2017, there is a sharp decline in this ratio, where the main factor is the increase of operating expenses. The 2019 shows a low figure of 1.95%, which means that the firm made only 1.95p in operating profit from every pound of sales and this has a negative impact on John Lewis. This situation could be down to several factors like an increase in the operational expenses, the economic situation related to Brexit uncertainty, managerial decision in not keeping the operational cost down or maybe increase in raw materials and other goods.
In M&S case this ratio shows that from every pound of sales, the company made 1.56p in 2019 and by looking at their better GPM ratio this means that their operating expenses are much higher than John Lewis. In this case John Lewis has higher ratio of profitability
Net profit margin represents how much net income or profit is generated as a percentage of revenue and explains the efficient management of expenses within the company. (Investopedia, 2020)
The net profit margin ratio follows the pattern of the operating profit margin where the ratio has an increase starting 2015 from 1.31% to 3.11% in 2017.However there is a sudden fall in 2018 where the firm made only 0.66p net profit from every pound of sales. This ratio slightly decrease in 2019 to 0.65p.As above the cause could be the effect of the same factors but also due to interest received by John Lewis in banks and other investments, tax paid, interest on leasing and bank loans or interest paid on hire purchase.
“Net profit margin is one of the most important indicators of a company's financial health.”(Investopedia, 2020)Through this ratio it can be assessed if the company generates enough money from its sales and if total expenses are contained. Ideally these figures should rather increase to ensure the profitability of a firm.
Compared with M&S which has a low figure of 0.36% for 2019, John Lewis seems to have a better position than M&S in terms of Net Profit Margin.
Overall speaking John Lewis is more profitable than M&S across the above profitability ratios applied.

Table 2 Liquidity ratios of John Lewis (2015-2019) and M&S (2019)
	John Lewis
	2015
	2016
	2017
	2018
	2019
	M&S
2019

	Quick Ratio
	0.34
	0.49
	0.54
	0.53
	0.62
	0.35

	Current Ratio
	0.69
	0.83
	0.89
	0.87
	0.94
	0.67

	Current assets m £
	1,170.4
	1,534.7
	1,627.6
	1,690.6
	1,929
	1,490.4

	Current liabilities m £
	1,692
	1,848.7
	1,834.2
	1,945.1
	2,055.9
	2,228.4

	Inventory
m £
	580.7
	621.9
	627.8
	661.5
	657.6
	700.4


Appendix 2 formulas, Appendix 6 balance sheet John Lewis, Appendix 8 balance sheet M&S
Quick ratio or acid test ratio is a liquidity ratio that measures a company’s ability to pay its short terms debts, with its most liquid assets (excluding inventories) (Investopedia, 2020). The quick ratio is considered stricter than the current ratio because it takes in consideration fewer items.
John Lewis quick ratio has increased over the past few years steadily starting with a low of 0.31 in 2015 and increasing to 0.62 in 2019.However in 2018 there was a slight decrease from 0.54 in 2017 to 0.53 figures, which is very small and doesn’t play a major factor in this analysis. Based on the above figures at this point John Lewis is unable to pay its short term debts using quick assets but is moving steadily to a healthier cash position.
However in the case of this ratio by dismissing inventory might not obtain an accurate picture of liquidity. For example, supermarkets (Waitrose and M&S) move inventory rather quickly which means their stock would likely represent a large portion of their current assets. To take out inventory for supermarkets would make their current liabilities look inflated relative to their current assets under the acid test ratio.
Benchmarked against M&S ratio of 0.35(2019), John Lewis has a better position in terms of liquidity.
Current ratio is also a liquidity ratio that measures a company's ability to pay the short-term obligations (usually within one year). (Investopedia, 2020).
Starting with a 0.69 ratio in 2015, John Lewis boosted its figure to 0.94 in 2019.As above there was a slight decrease starting 2017 with a figure of 0.89 to a 0.87 in 2018.This slight decrease may be due to the increase in its current liabilities. It may be the fact that the company opened its £33m store in March 2018 in Westfield Shepherd’s Bush.
With a quick ratio of 0.94 and increasing yearly, John Lewis appears to be well positioned to cover its current liabilities and has assets available to cover almost each pound of short-term debt. However, M&S may not be able to pay off their current debts using only the assets since the company has a lower rate ratio of only 0.67 in 2019.
In the retail industry which is this case, a store might stock up on merchandise leading up to the holidays, or following holidays, or any other major events like opening few stores etc,  so automatically its current ratio will dramatically increase. However, when the season or the event is over, the current ratio would come down substantially.
Generally speaking some businesses have a very low quick ratio, and the retail sector is one of them. ( Hargreaves, 2013)
Table 3 Gearing ratios of John Lewis (2015-2019) and M&S (2019)
	John Lewis
	2015
	2016
	2017
	2018
	2019
	M&S
2019

	Debt-Equity (D/E) Ratio
	1.71
	0.75
	0.47
	0.41
	0.4
	0.67

	Debt-to-Capital Ratio %
	63
	43
	32
	29
	28
	40

	Total Debt (borrowings) m £
	2602.4
	1,551.1
	966.9
	936.8
	1,047.2
	1,792.6

	Total Equity m £
	1,518.8
	2,065.1
	2,055.4
	2,301.7
	2,620
	2,680.9

	Total Equity+ Total Debt
	4,121.2
	3,616.2
	3,022.3
	3,238.5
	3,667.2
	4,473.5


Appendix 3 formulas, Appendix 6 balance sheet John Lewis, Appendix 8 balance sheet M&S
The D/E ratio is used to evaluate a company's financial leverage. This ratio can be calculated using book or market values and in this case were used book values. Basically “reflects the ability of shareholder equity to cover all outstanding debts in the event of a business downturn” (Investopedia, 2020)
[bookmark: _GoBack]Based on different researched literature and from a pure risk perspective, lower ratios (0.4 or lower) are considered better debt ratios and higher debt ratio (0.6 or higher) makes it more difficult to borrow money and company is considered higher risk. Other sources take as a benchmark the higher and lower of 0.5.This also depends on the industry where the company it’s from. The above information is commonly applied in retail sector therefore this case.
John Lewis had in 2015 a higher risk ratio of 1.71 meaning that the company had high debts which could have been large investments prior to 2015 financial year, market conditions or bad management of finances or increase in short term liquidity. A sharp decrease by almost 1 is seen in 2016 with a figure of 0.75.The company has reduced his debts and also had a higher net income than the previous year by almost £80m.The ratios is continuously decreasing to a figure of 0.47 in 2017. Further reduction is seen in 2018 to 0.41 and a slight decrease in 2019 to 0.40.This means that the company maintained its financial position by reducing debts for the past two years.
Looking at M&S 2019 figure of 0.67 high debt/equity ratio a conclusion would be that the company assets are financed through debt and that John Lewis has a lower risk profile.
Debt-to-capital ratio gives a clear image about a company's financial structure and whether or not the company is a suitable investment and the higher the ratio is, the riskier is the investment in the company. (Investopedia, 2020) This ratio can be calculated using book or market values and in this case were used book values.
John Lewis Debt-to-Equity ratio has also decreased over the five year period starting with 63% in 2015 to 43% in 2016.Over the next 3 years the ratio further decreased steadily rounding up to 28% in 2019.This is due to reducing their total debts over the years and also could be attributed to a good management of the inventory, good management of customers and probably reducing their operating & purchasing costs for the past two years.
Assuming John Lewis is being considered as an investment by a portfolio manager and looking at M&S that had a debt-to-capital ratio of 40% in 2019, John Lewis Partnership is a safer choice since its financial leverage is almost  half of M&S figure.
Table 4 Asset efficiency ratios for John Lewis (2015-2019) and M&S (2019)
	John Lewis
	2015
	2016
	2017
	2018
	2019
	M&S
2019

	Asset turnover ratio
	6.47
	5.96
	6.2
	5.97
	5.70
	1.44

	Fixed asset turnover ratio
	2.63
	2.63
	2.76
	2.92
	3.07
	2.57

	Sales m £
	10,942.6
	11,018.8
	11,374.2
	11,609.5
	11,724.1
	10377.3

	Total assets m £
	1,692
	1,848.7
	1,834.2
	1,945.1
	2,055.9
	7,200.2

	Fixed assets(PP&E) m £
	4,160.1
	4,189.3
	4,112.4
	3,971.2
	3,809.7
	4,028.5


Appendix 4 formulas, Appendix 5and 6 income statement and balance sheet John Lewis, Appendix 7 income statements and balance sheet M&S
The asset turnover ratio is an efficiency ratio that measures a company's ability to generate sales from its assets by comparing sales with average total assets. 
The asset turnover in 2015 of 6.47 was at its highest in the 5 year period. It decreased to 5.96 in 2016 only to increase to 6.2 in 2017.Since 2017 a decline is seen again to 5.97 continuing in 2019 with 5.70.
As John Lewis is part of a low margin industry the ratio of 5.70 for 2019 is an overall good figure and in general companies with high profit have a lower asset turnover.
In 2019 for every pound in assets, John Lewis generated £5.7 in sales, while M&S generated only £1.44 and concluding that John Lewis is more efficient at using its assets than M&S.
The fixed asset turnover ratio (FAT) is generally used by professionals to measure operating performance. This efficiency ratio “compares net sales (income statement) to fixed assets (balance sheet) and measures a company's capability to generate net income from its fixed-asset investments, property, plant, and equipment (PP&E).” (Investopedia, 2020)
John Lewis Fixed asset Turnover has slightly seen an increase from 2.63 in 2016, going steady towards 2016 with the same figure continuing with 2.76 in 2017.Looking at 2018 the ratios jumps to 2.92 and ending in 2019 at 3.07. This means that John Lewis increased his ability to use his fixed assets more efficiently in order to generate revenue.
Even if john Lewis has a good fixed asset turnover ratios over the past five years, it can still lose money because the amount of sales generated by fixed assets speaks nothing of the company's ability to generate good income or a balanced cash flow.
M&S made in 2019 £2.57 for every pound in fixed assets a lower figure than John Lewis with £3.07.John Lewis has more efficiency than M&S in using its fixed assets to generate revenue.
LIMITATION OF USING FINANCIAL RATIOS
Financial ratios are mostly used by different professionals in order to assess the performance of a business or considering to loan or invest in a particular company. There are few limitation when using ratios for a financial analysis:
· Ratios are looking at the past not future and any predictions are based on assumptions
· Ratio deals with numbers and they don’t take in consideration the value and quality of goods or services offered by a company
· Financial ratios do not take in consideration the rate of inflation when an analysis is made
· Ratios depends on the industry where the company operates
· Companies have different accounting periods therefore market price of the companies can vary
· Ratios do not consider the size of a company
RECOMMANDATIONS 
An area of concern for John Lewis is the geographical concentration and its high dependency of a single country to generate income, will affect severely affect its operational and financial performance. Therefore is recommended that John Lewis should look closely to a European expansion by opening further stores in future.
As cost of sales are higher due to the weaker pound and increase in labour force cost and also higher purchasing costs of goods John Lewis should look for cheaper suppliers 
Due to the shift in their customer spending and align some of its products prices in line with their competitors.
The actual trend is a shift to online shopping therefore is recommended that John Lewis should invest more in digital channels in order to improve their online sales.
All John Lewis competitors are involved in expansion initiatives like alliances, mergers, new store opening and product portfolio expansions to increase their financial performance: Marks and Spencer acquired a 50% stake in Ocado Retail Ltd, J Sainsbury agreed to merge with Asda Group to create combined business, Wm Morrison Supermarkets Plc acquired Chippindale Foods etc. As competition is strong John Lewis besides opening other stores, should consider a merger or an alliance.
To ensure a long term financial sustainability and to improve the values of Quick ratio and Current ratio to 1,John Lewis could free up more debts while maintain a healthy level of investment. 

JOHN LEWIS PROPOSED PROJECT ANALYSIS
Project terms:
· Mutually exclusive
· Cost of capital 8.73%
· Straight line depreciation
                                 Projected cash flows (£m)
	Year 
	A
	B

	0
	-103
	-115

	1
	10
	60

	2
	30
	40

	3
	50
	60

	4
	65
	5



Calculations and Formulas used:

Project A




Average annual accounting profit is 

Depreciation











In order to calculate the correct IRR and to bring the NPV2 close to 0, R2 will be allocated different values. Let’s consider R2=14.75% for the beginning and then repeat the steps until obtaining the desired value.
There is an easier and straightforward way to calculate in Excel for an instant result. However for a better understanding of this technique it was also done manually in this case.



R2=14.40%
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Project B







Where average annual accounting profit
Depreciation










By repeating the steps from Project A let’s make R2=19.75%





R2=19.95%









Results:

	Investment appraisal methods 
Used:
	Project A
	Project B

	PBP
	3.2
	2.25

	ARR
	12.62
	10.87

	IRR
	14.4
	19.95

	NPV
	16.98
	24.27



Conclusions:

Looking at the above two projects and the results there is to be noted that the capital to be invested at Project B is £12m higher than Project A. However based on the information from John Lewis annual accounts, their actual and future financial strategy is to free up their debts while maintain an investment level of £400-£500m yearly, so the capital shouldn’t be an issue for John Lewis in choosing any of the projects. By looking at PBP, Project B is more profitable as the period to recover the investment of 2.25 years is almost one year shorter than Project A. However going further the ARR=12.62% makes the project A more attractive as in case of mutual exclusive investments is advisable to choose the project with higher ARR. Looking at the NPV figure a higher return is offered by Project B and usually NPV gives always the correct selection advice however ignores the cost of capital which may change in time.
IRR in this case indicates that Project B is more suitable as the known rule is to adopt all the projects with an IRR greater than the targeted rate of return. However in case of mutual exclusive projects IRR figure might not give the best choice.
Taking in consideration John Lewis financial strategy mentioned above, their target to increase their profits in a shorter period of time and free their debts quicker and also the actual economic uncertainty due to Brexit and inflation, John Lewis should choose Project B, and it will give a quicker return. On the other hand Project A will only give most of its return in the fourth year. Further will study the techniques applied to make sure Project B is the right choice in John Lewis case.


INVESTMENT APPRAISAL TEHNIQUES 

Payback period (PBP)

PBP is a generally used economic benchmark for evaluating investment alternatives and represents the length of time that elapses before the net operating savings from a project investment accrue to equal the project's initial cost. When comparing capital projects, the PBP gives an indication of investment risk-how long it will take for one project to recover, in net annual savings over another one. Unfortunately PBP ignores basic things like the time value of money and the benefits of a project over its lifetime (Nowakowski, G. A., 2000)
According to the literature, the PBP method is usually used along net present value (NPV) and internal rate of return (IRR) for evaluation of capital project with an imperfect foresight of project-based cash flows.
As it is quite difficult to project future cash flows precisely, investment proposals with a short payback are more attractive to the investors than suggested by NPV or IRR. (Avery, A. E. et al, 2011)
Block and Hirt (2005) as cited by Avery, A. E. et al (2011) commented that most companies use a maximum time scale of 3 to 5 years in corporate planning, and a quicker payback might be notably important to enterprises especially on today market conditions.

STRENGTHS: It's easy to calculate, easy to understand and provides some indication of risk by separating long-term projects from short-term projects.

WEAKNESSES: It doesn't measure profitability, doesn't account for the time value of money and ignores financial performance after the break-even period and is a inferior relative to present value techniques

Accounting rate of return (ARR)

Whittington (1988) as cited by Brief, P.B. and Lawson, R.A. (1992) mentions that the accounting rate of return (ARR) is "not only a central feature of any basic text on financial statement analysis but also figures commonly in the evaluation by investment analysts of the financial performance of firms". The ARR is a measure of the rate of return that is normally associated with a firm rather than an individual project.
ARR also known as ROCE or ROI is a profitability ratio, measures how efficiently a company is using its capital. “The return on capital employed shows how much operating income is generated for each pound invested in capital.”A higher ROCE is always more favourable and implies that more profits are generated per pound of capital employed. In case of mutually exclusive project, the project with higher ROCE should be chosen. ROCE is commonly used by investors to determine whether a company or project is suitable to invest in or not.(Corporate Finance Institute, 2020).
There are limitation in using ARR in order to estimate economic rate of return and there is talk about how accounting data are used in the decision making process, such discussions are characterized by generalities rather than specifics. Although the DCF (discounted cash flow) techniques used to value investments are often accounting-based valuation approaches, the link between accounting figures and the calculation of present value is, in practice, indirect. This provides a compelling reason to give IRR, its companion method a more prominent place in this type of analysis (Brief, P.B. and Lawson, R.A., 1992)
Also Livingstone, J. L. and Salamon ,G. L. (1970) studied the relationship between ARR which was calculated by using either total or average investment and straight-line depreciation(as in this case) and IRR for investment projects which generated cash flows. They formulated expressions for ARR in terms of project life and IRR to assess when the “ARR for the project was a closer approximation to IRR than other rules of thumb, such as the payback reciprocal.  They deemed that IRR would be a desired measure.”
Important weaknesses would be that ARR ignores time value of money, ignores size of initial investment and uses average profits and ignore timing of profits
Internal rate of return (IRR)
“The IRR is a measure of the rate of return that is normally associated with a project but it can also be used as a measure of a firm's rate of return.” (Livingstone, J. L. and Salamon, G. L., 1970)
The internal rate of return (IRR) is a technique used for analysing investment alternatives but requires familiarity with its limitations so as to use it with complete confidence. 
The IRR, however, can yield solutions that do not necessarily maximize shareholder wealth. Its technique also is deficient in evaluating these investment situations: lending versus borrowing, multiple internal rates of return, mutually exclusive projects, and interest rate differentials. (Daning, S. and Queyranne, M., 2002)
Net Present Value (NPV)
Net present value (NPV) is considered by many to be a superior technique of capital investment analysis, partly because of its simplicity, reliability, and it’s very easy to apply. It is also conceptually sound when evaluating alternative investments. A positive NPV means the investment is recommended if the goal is to maximize shareholder wealth. Practitioners should make greater use of the NPV because: 1. it is in no way inferior to IRR, 2. its application is much easier than that of IRR, and 3. unlike IRR, a thorough comprehension of the methodology is not critical to its successful application.
NPV is the standard methodology in theoretical analysis, and the most frequently used method for making financial decisions and is widely used in business decisions to reflect the time value of money
NPV is a very popular used method and has a rate of 80% for expansion or new operations decisions and 60% for replacement decisions and “has risen dramatically (tripling in 24 years) for capital budgeting and financial decision making. “(Daning, S. and Queyranne, M., 2002)


Non-Financial Factors
When making an investment decision based on financial techniques, non-financial factors should also be taken in consideration. (Nisbusinessinfo, 2020) The chosen project should:
· meet the requirements of actual and future legislation
· match the industry standards and good practice
· improve the relationships with suppliers and customers and also staff morale 
· making it easier to recruit and keep the current staff
· improve the  business reputation and relationships with its local community
· develop the business efficiency such as building skills and experience in new areas
· strength management systems 
· anticipate and deal with future threats, like intellectual property protection and also competition 
· take in consideration any environmental impact (if not already reflected in the financial factors)
Conclusion: 
According to the results obtained by applying the above four capital investment techniques and also based on the findings regarding these methods through relevant literature, the preferable investments methods would be PBP witch goes well with IRR and NPV where ARR is not such a desired method in this case and where the difference between the two projects is only 1.75%.Therefore all the preffered methods give positive figures and higher than Project A which means the final conclusion is to keep Project B.
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Appendix 6 John Lewis balance sheet for 4 years
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Appendix 7 M&S Income statement for 2019
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Appendix 8 M&S balance sheet for 2019
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Appendices:
Appendix 1 Profitability ratios
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Appendix 2 Liquidity ratios
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Appendix 3 Leverage (gearing) ratios
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Appendix 4 Asset efficiency ratios
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Consolidated income statement
For the year ended 26 January 2019

Our Revenue minus
our incurred expenses
showing

the Partnership's
overall Profit for

the year.

For the year ended 26 January 2019

Profit as shown in the

Income statement plus
other income and
expenses not yet
realised, giving Total
comprehensive income
for the year.

2018
(restated, see
2019 note 1.14)
Notes £m m
12,21 Gross sales 11,7241 11,609.5
21,22  Revenue 10,316.7 10,215.8
Cost of sales (6.931.0) (6.847.7)
Gross profit 3,385.7 33681
23 Other operating income 1121 113
24 Operating expenses before exceptional items and Partnership Bonus (3,270.1) (3.114.0)
33 Share of loss of joint venture (net of tax) (0.7) (1.0)
21 Operating profit before exceptional items and Partnership Bonus 227.0 3644
25 Exceptional items 24 (111.3)
21 Operating profit before Partnership Bonus 2291 2531
51 Finance costs (80.6) (85.7)
54 Finance income 13.6 141
Profit before Partnership Bonus and tax 162.1 181.5
Partnership Bonus @4.7) (74.0)
26 Profit before tax 174 1075
29 Taxation 40.1) (305)
Profit for the year 773 770
21 Profit before Partnership Bonus, tax and exceptional items 160.0 292.8
The accompanying notes are an integral part of the financial statements.
Consolidated statement of comprehensive income
- S 5 2018
(restated, see
2019 note 1.14)
Notes £m £m
Profit for the year 773 770
Other comprehensive income:
Items that will not be reclassified to profit or loss:
6.1 Remeasurement of defined benefit pension scheme 2727 247.5
29 Movement in deferred tax on pension scheme (55.3) (574)
29 Movement in current tax on pension scheme 71 17.2
Items that may be reclassified subsequently to profit or loss:
Fair value gain/(loss) on cash flow hedges' 218 (309)
o) Movement in deferred tax on cash flow hedges A1) 59
Gain on foreign currency translations 02 04
Other comprehensive income for the year 2424 182.7
Total comprehensive income for the year 319.7 2597

1 Presentation has changed as a result of IFRS 9. See note 1.14.

The accompanying notes are an integral part of the financial statements.
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I It’s Your Results |

Consolidated income statement
for the year ended 28 January 2017

Image removed

In 2 nutshell

Our earned revenue minus our
incurred expenses to show the
Partnership’s overall profit.

2017 2016
Notes £m m
12,21 Gross sales 11,374.2 11,0188
21 Revenue 10,026.2 97488
Cost of sales (6,633.1)  (64421)
Gross profit 3139311 33067
Other operating income 92.6 852
2 Operating expenses before exceptional items and Partnership Bonus (3.007.8) (29898)
33 Share of profit of joint venture (net of tax) 03 -
21 Operating profit before exceptional items and Partnership Bonus 4782 4021
23 Exceptional items 171.2 1293
2 Operating profit before Partnership Bonus 6494 5314
51 Finance costs (109.7) (1008)
sl Finance income 19 iz
Profit before Partnership Bonus and tax 5416 4348
Partnership Bonus (894)  (1450)
24 Profit before tax 452.2 2898
27 Taxation (987)  (666)
Profit for the year 353.5 2232
21 Profit before Partnership Bonus, tax and exceptional items 3704 3055
Image removed
Consolidated statement of
comprehensive income/(expense) e —
for the year ended 28 January 2017 ot mﬂ;ﬂ*gg‘g‘m
2017 2216
Notes £m £m
Profit for the year 353.5 2232
Other comprehensive (expense)/income:
ftems that will not be reclassified to profit or loss:
61 Remeasurement of defined benefit pension scheme (432.6) 4114
27 Movement in deferred tax on pension scheme 46.1 (946)
27 Movement in current tax on pension scheme 247 -
ftems that may be redlassified subsequently to profit or loss:
: Net (loss)/gain on cash flow hedges (1.1) 79
27 Movement in deferred tax on cash flow hedges 03 (14)
(Loss)/gain on currency translations (0.6) 0.l
Other comprehensive (expense)/income for the year (363.2) 3.1
Total comprehensive (expense)/income for the year (©.7) 5463





image4.jpeg
STRATEGIC REPORT ‘GOVERNANCE REPORT FINANCIAL STATEMENTS 87

Consolidated balance sheet

As at 26 January 2019
2018 c
(restated, see
2019 note 11.4)
Notes m m

A financial snapshot
of the Partnership,

Non-current assets

31 Intangible assets and goodwill 5124 57 | v
512 Property, plant and equipment 3,809.7 39712 | and how they

42 Trade and other receivables 584 653 are financed.

72 Derivative financial instruments 02 =

28 Investment in and loans to joint venture 27 29

29 Deferred tax asset - 280

4,383.1 45631

Current assets

41 Inventories 657.6 6615
2 Trade and other receivables 259.3 2617
72 Derivative financial instruments 68 52
34 Assets held for sale 231 -
53 Short-term investments’ 2654 166.0
54 Cash and cash equivalents’ 716.8 5962
1.929.0 16906
Total assets 6,312.1 62537

Current liabilities
55 Borrowings and overdrafts' (331.2) (687)
43 Trade and other payables (1.5957)  (16773)
Current tax payable ®.7) (107)
56 Finance lease liabilities (0.5) ©7)
44 Provisions (12.3) (1679)
72 Derivative financial instruments (7.5) (19.8)

(20559) _ (19451)

Non-current liabilities

55 Borrowings' (716.0) (868.1)
13 Trade and other payables (258.6) (2521)
56 Finance lease liabilities (20.6) (226)
24 Provisions (134.7) (1227)
72 Derivative financial instruments (2.0) @0)
61 Retirement benefit obligations (468.1) @313)
29 Deferred tax liability (36.2) ©1)
(1,636.2) __ (20069)
Total liabilities (3.6921) __ (39520)
Net assets 2,6200 23017

Equity
81 Share capital 06 06
Other reserves 59 (10:6)
Retained earnings 26135 23117
Total equity 26200 23017

1 Reclassified. See note 1.1.4.

The financial statements on pages 86 to 136 were approved by the Board of Directors on 11 April 2019 and signed on its behalf by
Sir Charlie Mayfield and Patrick Lewis, Directors, John Lewis Partnership plc.

O«V;AHL_J %

Registered number 00238937

The accompanying notes are an integral part of the financial statements.
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Consolidated balance sheet Inanushell
as at 28 January 2017 Afinandial snapshot of the
Partnership, showing our assets
and how they are financed.
2017 216
Notes £m £m
Non-current assets
31 Intangible assets 432.7 3884
32 Property, plant and equipment 41124 41893
42 Trade and other receivables 61.2 657
72 Derivative financial instruments 0.1 -
33 Investment in and loans to joint venture 39 =
27 Deferred tax asset 48.2 336
4,658.5 46770
Current assets
4l Inventories 6278 6219
42 Trade and other receivables 242.7 2239
72 Derivative finanial instruments 15.3 115
34 Assets held for sale 8.1 =
53 Shortterm investments . 600 100
54 Cash and cash equivalents 673.7 6674
1,627.6 1,5347
Total assets 6,286.1 62117
Current liabilities
55 Borrowings and overdrafts = (57.7)
43 Tradeand other payables (1638.5)  (16174)
Current tax payable (19.6) 271)
56 Finance lease liabilities (1.2) Q6
14 Provisions (1677) (1416
72 Derivative financial instruments 72) 23
(1,8342)  (18487)
Non-current liabilities
55 Borrowings (9669)  (974))-
43 Tradeand other payables (2197)  (2093)
56 Finance lease liabifties ' @3) @47)
49 Provisions (1718)  (1482)
72 Derivative financial instruments (X)) -
61 Retirement benefit obligations (1037) (9416
(2.3965)  (22979)
Total liabilities (4230.7) (4146.6)
Net assets 2,0554 2,065.1
Equity
81 Share capital 0.6 06
Other reserves 14.0 154
Retained earnings 2,040.8 20491
Total equity 2,0554  2065.1

‘The financial statements on pages 78 to 126 were aj

Registered number 00238937

by the Board of Directors on 26 April 2017 and signed on s behalf by

Uty by iea

Sir Charlie Mayfield and Patrick Lewis, Directors, ohn Lewis Partnership plc
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CONSOLIDATED INCOME STATEMENT

52 weeks ended 30 March 2019 52 weeks ended 31 March 2018
Profit before Profitbefore
adjustingitems  Adjustingitems Total  adjustingitems  Adjustingitems Totat
Notes £m £m £m Em £m Em
Revenue 28 10,377.3 = 10,377.3 10,698.2 = 10,6982
Operating profit 236 601.0 (438.6) 162.4 6706 (514.1) 156.5
Finance income 6 338 = 338 241 - 241
Finance costs 6 {11.6) = (1.6) (113.8) = (113.8)
Profit before tax 4,5 523.2 (438.6) 846 5809 (514.1) 66.8
income tax expense v (106.0) 58.7 (47.3) (125.4) 877 @77)
Profit for the year 4172 (3799) 373 4555 (426.4) 291
Attributable to:
Owners of the parent 4134 . {379.9) 335 452.1 (426.4) 257
Non-controlling interests 38 = 38 34 - 34
4172 {379.9) 373 4555 (426.4) 291
Basic earnings per share 8 25.4p 2.1p 27.8p 1.6p
Diluted earnings per share 8 25.4p 21p 278p 1.6p
‘CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
52 weeks ended 52 weeks ended
30 March 2019 31 March 2018
Notes m £m
Profit for the year i 373 291
Other comprehensive income:
Items that will not be reclassified to profit or loss
Remeasurements of retirement benefit schemes 1 (79.9) 2009
Tax credit/(charge) on items that will not be reclassified 140 (390
(65.9) 1619
Items that will be reclassified subsequently to profit or loss
Foreign currency translation differences
—movements recognised in other comprehensive income (15.4) (234)
~reclassified and reported in profit and loss = (36.2)
Revaluation of available for sale asset = 69
Cash flow hedges and net investment hedges
—fair value movements in other comprehensive income 132.0 (208.7)
-reclassified and reported in profit or loss (16.0) 850
—amount recognised ininventories - 575
Tax (charge)/credit on cash flow hedges and net investment hedges (12.0) 197
816 (992)
Other comprehensive income for the year, net of tax 15.7 627
Total comprehensive income for the year 53.0 9.8
Attributable to:
Owners of the parent 49.2 884
Non-controlling interests 338 34
53.0 91.8

g | GOVERNANCE STRATEGIC REPORT

FINANCIAL STATEMENTS
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MARKS AND SPENCER GROUP PLC.

NOTES TO THE FINANCIAL STATEMENTS CONTINUED

3 EXPENSE ANALYSIS

2019 208

Total Total

£m £m

Revenue 10,377.3 10,6982
Cost of sales (6,547.2) (6,6509)
Gross profit 3,830.1 40473
Selling and admiinistrative expenses (3,271.1) (3,426.2)
Other operating income 420 495
Operating profit before adjusting items 601.0 6706
Adjusting items (see note 5) (438.6) (5141)
Operating profit 162.4 156.5
The selling and administrative expenses are further analysed below:

2019 2018

Total Total

£m Em

Employee costs' 1,450.0 1,521.0
Occupancy costs 652.7 7056
Repairs, renewals and maintenance of property 87.6 947
Depreciation, amortisation and asset impairments and write-offs before adjusting items 5449 5806
Other costs 5359 5243
Selling and administrative expenses before adjusting items 3,271 34262

1. Thereareanadditional £61.0m (last year: £57.9m) employee costs recorded within cost of sales. These costs are included within the aggregate remuneration disclosuresin note 10A.
2. The£4386madiusting items charges for the year are further analysed against the categories of selling and administrative expense £418.8m (last year: £485.2m) and other operating
income £19.8m (last year: £289m) accordingly; employee costs £64.9m (last year: 479m};occupancy costs £113.6m (last year: £124.7m); depreciation, amortisation and asset impairments

andwrite-offs £209.im (last year: £293.3m};other expenses £31.2m (last year: £18.5m};and other operating income £19.8m (last year: £289m).

4 PROFIT BEFORE TAXATION
The following items have been included in arriving at profit before taxation:

2019 2018

£m £m

Net foreign exchange (gains)/losses (3.4) 08
Cost of inventories recognised as an expense 5,765.4 59041
Write down of inventories recognised as an expense 214 2205
Depreciation of property, plant and equipment
—owned assets 4400 4591
~under finance leases 17 05
Amortisation of intangible assets 184.4 1807
Impairments and write-offs of intangible assets and property, plant and equipment 127.9 2336
Operating lease rentals payable
- property 302.5 3299
- fixtures, fittings and equipment ns 74
Included inadministrative expenses is the auditor's remuneration, including expenses for audit and non-audit services, payable to the
Company's auditor Deloitte LLP and its associates as follows:

2019 2018

£m £m

Annual audit of the Company and the consolidated financial statements 13 13
Audit of subsidiary companies 06 06
Total audit fees 19 19}
Audit-related assurance services 02 02
Transaction related services 02 =
Total non-audit services fees 04 02
Total audit and non-audit services fees 23 21

Transaction related services provided by the auditor relate to establishing the Ocado joint venture (see note 5).
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MARKS AND SPENCER GROUP PLC

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

Asat Asat
30 March 2019 31 March 2018
Notes £m E£m
Assets
Non-current assets -
Intangible assets o LB 499.9 5992
Property, plantand equipment - e 15 4,028.5 43939
Investment property ; 15.5 155
Investment in joint ventures 40 70
Other financialassets " - : . 16 99 99
Retirement benefitasset i SO " e 1 931.5 9707
Tradeand other receivables ! 17 200.7 2090
Derivative financialinstruments 21 19.8 271
5,709.8 6,2323
Current assets -
Inventories = 7004 781.0
Other financial assets 16 141.8 127/
Tradeand other receivables : ; i i : 17 3225 3084
Derivative financialinstruments ! f : 3 21 40.3 71
Cash and cash equivalents 18 2854 2077
1,490.4 13179
Total assets 7,200.2 75502
Liabilities
Current liabilities
Trade and other payables ) 19 1,461.3 1,4059
Partnership liability to the Marks&SpéncerUKPension Scheme 12 71.9 719
Borrowings and other financial liabilities : 20 513.1 1256
Derivative financialinstruments | : | 21 73 738
Provisions b ! \ i 22 148.6 9838
Current tax liabilities i | 26.2 500
2,228.4 1,826.0
Non-current liabilities
Retirement benefit deficit ; . . . . il 17.2 225
Trade and other payables : 19 3224 3338
Partnership liability to the Marks & Spencer UK Pension Scheme 12 200.5 2636
Borrowings and other financial liabilities ! 20 1,279.5 16706
Derivative financialinstruments : ! 21 238 307
Provisions i 22 250.1 1931
Deferred tax liabilities 28 2184 2557
2,290.9 2,7700
Total liabilities 4,519.3 4,596.0
Net assets 2,680.9 2954.2
Equity
Issued share capital 24 406.3 406.2
Share premium account : i 4169 4164
Capitalredemptionreserve 2,2105 2,2105
Hedging reserves (2.9) (65.3)
Otherreserve o (6,542.2) (6,542.2)
Foreign exchange reserve : (44.7) (293)
Retained earnings 6,237.1 6,5604
Total shareholders’ equity : . 5 £ 2,681.0 29567
Non-controlling interests in equity. (0.1) (25)
Total equity 2,680.9 29542

The financial statements were approved by the Board and authorised for issue on 21 May 2019. The financial statements also comprises
notes 1 to 30.

Steve Rowe Chief Executive Officer
Humphrey Singer Chief Finance Officer




