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Company chosen to be analysed: MARKS & SPENCER GROUP (M&S) and Competitor analysis (Next PLC)
PART A

Introduction
The purpose of this financial report is review the history of the background of M&S and to perform a ratio analysis of M&S group financials over the five years period then to form an opinion or a judgement if its shares constitute a good purchase. Various financial aspects of the business are considered including, profitability, liquidity, efficiency, gearing, and investment 

Description

M&S is retailing & Supermarket company in the UK. It has over 914 stores spread across the country including 222 owned and 349 franchise Simply Food Stores and close to 400 internationally. M&S engages in selling food, clothing and household products. It has its headquartered in London, U.K. and its current CEO is Steve Rowe
Company History

M&S started in 1884 by Michael Marks, a polish refugee in Leeds where its market store was opened with the slogan, don’t ask the price, it’s a penny. Marks entered into partnership with Thomas Spencer, a cashier from Dewhirst wholesale company in 1894. M&S supermarket giant opened its first shop in arcade in Leeds. In 1904. The company implemented a policy of revolution of purchasing products from the supplier directly in 1920s.M&S became a public company limited in 1926, and after 4 years, exactly 1930, the flagship Marble Arch store was opened to the public. M&S food department store was started selling agricultural produce and canned goods. In order to motivate staff, M&S set up a staff welfare service to contribute to pensions, staff canteens was subsidised, dental, health services, hairdressing and camping holidays. (The history of M&S 2008)
M&S set up its research laboratory to support new fabrics as the first British retailer in 1934. M&S saw a major event in its history when it opened its food technology department to closely connect and work with the suppliers, farmers and producers.

M&S research laboratory examined systematic survey regarding women’s leg sizes ever in the history in order to make a new and enhanced, better sizing stockings system and in the very period the simplification of operation of the company became evident and caused reduction in the company’s internal paper works by twenty -five million items in the year. 
Indian and Chinese foods were made available in the shops in 1974, and in 1975, M&S expanded its operation to Europe and opened its continental Europe Supermarkets in France and Belgium.
M&S charge card came into operation in 1985 and had transformed the whole supermarkets chain, Metro-centre, Gateshead was also opened in 1986 soon after the charge card was introduced.

M&S online shopping was created through its website in 1999 allowing customers to shop online. Furthermore, the first Simply Food stores were opened in Surbiton and Twickenham in 2001 and the Per Una range that was created by George Davis, launched. Following year 2002, the BLUE Harbour men’s range product was launched.  
Stuart Rose became the Chief Executive of M&S in May, 2004 and Executive Chairman in 2008. However, it was made public that Marc Bolland then WM Morrison Chief Executive would be appointed the new Chief Executive of Marks & Spencer in 2009. (The history of M&S 2008)
The board of directors had been informed of Marc Bolland retirement as chief executive and this position was taken over by Steve Rowe, new chief executive at the end of financial year April, 2017. Steve stated that M&S is more equipped to satisfy its customers’ needs in today’s digital age. Steve, the new Chief Executive has a better understanding due to the length of over 25 years he has worked with the company as a Board member starting 2012, with brilliant proving track record of delivery results with his clear understanding of customers’ needs and team work spirit., aiming to become excellent in clothing, home and food. (M&S Report 2017)
PAST PERFORMANCE

During the past year M&S delivered an excellent performance in Food and greatly improving margins for Clothing and Home, however, Clothing & Homes were not acceptably satisfactory, the profit result before tax increased by 3.5% to £684.1 million, however, as result of non-underlying items of 200.8 million statutory profits reduced to 19.5% to £483.3m. The food business accounts for 58% of M&S turnover. Food delivered strong result in spite of the competition in the market place. This happened because customers were drawn to our distinctive offer regarding invocation and M&S approach to convenience. The business was developed by opening 75 new simply stores, now performing strongly. (M&S Report 2017)
There was underperformance in M&S clothing and Home even though it produced a strong profit margins due to great design and better sourcing skills, however`, sales improvement was not satisfactory.
The new chief executive underlying priority will be to bring back Clothing & Home to profitable and sustainable development in order to address inability to perform in the period of the year.

Another major event was the fact that M&S.com unbelievably out-performed the market and trying to repeat the benefits of the direct investment done over the years and the site performance against the KPIs improved greatly. The automated distribution centre in Castle Donington has strongly strengthened the infrastructure, the performance over performed M&S expectations, it saw sales came through mobile and tablets grew strongly as shopping behaviour of customers continue to increase. 
A biggest major event that happened was difficulty faced by M&S international business as a result of currency fluctuations, global economy slow down, operational challenges and geo-political disturbances. However, M&S saw good growth in India, but its business in Europe is not producing any results or reasonable returns.
 Another major events of M&S communities work and charity action are its core values of inspiration, integrity and in touch in result in helping people from disadvantaged backgrounds into work are authentic. 1000 of M&S staff took part in Spark Something Good, co-ordination of community and charity actions days in the cities over the UK. M&S supports Style for Soldiers, providing bespoke outfits for  wounded servicemen.( M&S Report 2017)
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PART B

Market data

Based on the data obtained from Reuters.com, as at the time of writing this M&S financial report, the supermarket giant share price is 314.80 GB pence.
 The beta of the company is 1.03, and its market capitalisation of £5121.09 million with 1,624.74 million shares outstanding. M&S, the Supermarket giant normally pays a dividend to the shareholders of the company and therefore it’s company that pays dividend.

Sources of Data

The annual reports for M&S are taken from http://corporate.marksandspencer.com/investors/reports-results-and-presentations 

And to obtain other ratios from http://financials.morningstar.com/ratios/r.html?t=MAKSY for the purpose of this M&S financial report analysis
Next PLC has been chosen as the comparison company business. The annual financial reports of the Next PLC are downloaded from http://www.nextplc.co.uk/   and the researcher has to obtain other ratios from http://financials.morningstar.com/ratios/r.html?t=NXGPY for the purpose of preparing this analytical report
The London Stock Exchange is the exchange, sector and industry for both M&S and its competitor’s firm Next Plc, Consumer Services and General Retailers, accordingly. It is essential to mention here the ticker symbol for M&S is (MKS) whilst that of Next PLC is NXT.

During the research, it has been discovered that many of the financials are also published on various websites. In particular, the researcher has consulted Reuters at http://www.reuters.com/finance/stocks/financialHighlights?symbol=MKS.L to obtain industry and sector averages (against which she has also compared the M&S financial report). The analyst was unable to obtain industry averages for all the ratios though.
The unit of measurement for all monetary amounts presented in this report is £ millions.
I. PROFITABILITY RATIOS FOR M&S
	Profitability
	Ind.

Avg.
	M&S 
2017
	M&S 
2016
	M&S 
2015
	M&S 
2014
	M&S 
2013

	Gross Margin
	43.36%
	38.48%
	39.10%
	38.7%
	37.50%
	37.90%

	EBIT Margin
	13.68%
	5.78%
	4.63%
	5.82%
	5.83%
	5.46%

	Net Margin
	10.40%
	1..10%
	3.85%
	4.72%
	5.09%
	4.65%

	ROE
	11.23%
	3.55%
	12.25%
	16.47%
	20.14%
	17.63%

	ROA
	5.53%
	1.40%
	4.88%
	6.04%
	6.78%
	6.29%


The M&S 2017 financial figures are calculated as follows (all figures are quoted in £ millions):

Gross Margin = Gross Income/Revenues = 4087.8/10,622.0 * 100  
EBIT Margin = Earnings before Interest, Taxes/Revenues = 613.80/10,622.0 * 100
EBIT = Pre-tax Income + Interest on Debt = 176.40+ 113.0 
Net Margin = Net Income/Revenues = 117.10/10,622.0 * 100
ROE = Net Income/Equity = 117.10/3,150.40 * 100 

ROA = (Net Income + Taxes)/Total Assets = (117.10+ 33.70)/8292.50 * 100


Below, I present the figures for the competitor/benchmark firm, i.e., NEXT PLC.

	Profitability
	NXT 
2017
	NXT 
2016
	NXT 
2015
	NXT 
2014
	NXT 
2013

	Gross Margin
	33.8%
	34.8%
	33.6%
	33.20%
	31.60%

	EBIT Margin
	19.29%
	20.02%
	19.87%
	18.59%
	18.71%

	Net Margin
	15.51%
	15.96%
	15.87%
	14.79%
	14.28%

	ROE
	57.65% 
	56.27%
	58.47%
	56.89%
	48.78%

	ROA
	26.83% 
	28.91%
	28.68%
	27.40%
	27.15%


Making M&S Industry Comparison:
For the analytical purpose, it has been observed that the 2017 Gross Margin figure is not considerably below the industry average, however, M&S’s ROE (3.55% versus 11.23%) and ROA (1.40% versus 5.53%) figures are below the average. This implies that the ROE and ROA of M&S have poorly performed against the industry average. It’s also an indication that other players in the industry are doing better than M&S. From industry perspective, it’s a clear signal that M&S should improve its business operation in term of assets utilisation and its equity investment choices.
Trend Analysis:

The M&S Gross Margin has been relatively steady over the years moving around the 38% range. The EBIT Margin has equally been relatively stable at 5% range, this could imply that M&S operational expenses have been properly managed for these 5- year period. However, Net Margin tells a different story in that it has been declining gradually and it shows very unstable nature. 2014 financial year appears to be the best year for M&S and even since, the majority of the ratios have declined since that year. The Net Margin has dropped considerably from 5.09% in 2014 to 1.10% in 2017. The decline in net margin may be due relatively high interest expense eating into the margin. M&S therefore has to look at its borrowing or finance costs to minimise this decline.
Making Comparison to competitor NEXT PLC:
It’s very obvious that in the except for the Gross Margin, M&S Group performs poorly vis-à-vis its benchmark, competitor Next PLC in the other areas of profitability ratios. Whereas M&S Net Margin has been declining over the year, Next Plc Net Margin has been slightly rising to year 2017, for example in 2017 M&S Net Margin reported 1.10 and that of Next Plc was 15.51%, the differences reported in most of the ratios are quite considerable with percentage differences in the double digits.
II. LIQUIDITY RATIOS
	Liquidity Ratios 
	Ind.

Avg.
	M&S 2017
	M&S 2016
	M&S 
2015
	M&S 
2014
	M&S 2013

	Quick Ratio 
	0.91
	0.41
	.0.69
	.0.69
	0.58
	0.57

	Current Ratio 
	1.39
	0.73
	0.24
	0.24
	0.17
	0.17

	Times Interest Earned
	20.82
	5.43
	5.84
	7.01
	5.79
	5.50


The 2017 ratios are computed as follows:
Quick Ratio = (Current Assets- inventories)/Current Liabilities = (1723.30-758.50)/2,349.30

Current Ratio = Current Assets/Current Liabilities = 1,723.30/2,349.30

Times Interest Earned = EBIT/Interest Expense = 613.80/113.0 (although this ratio isn’t really an indicator of liquidity, I present it here to assess the firm’s ability to repay near-term expenses, for e.g., interest expense that has to be paid annually).
M&S Industry Comparison:

Liquidity ratios of M&S are so far below the industry average as demonstrated in the table. The 2017 the Quick Ratio level is 0.41 demonstrating that M&S has only 41 pence in cash and cash equivalence or near cash asset for every 1 pound M&S owes to its short-term credit suppliers. It must be mentioned that this is really very low of an amount for business like M&S. A well financial organised business like M&S would have at least 1 pound in cash for every 1 pound it owes its credit suppliers in current liabilities. This really very clear indication that short credit suppliers could potentially force the business to liquidation in the period of severe cash-shortages assessing 41 pence to £1 
Looking at the M&S current ratio, not only is way below 1 but also it is almost 1/2 of the industry’s average. Furthermore, while the similar company in M&S industry has EBIT 20.82 times its Interest Expense, the EBIT of M&S is only 5.43 times higher than its Interest Expenses. This is really a big variation. M&S has to improve its time interest earned significantly to catch with the similar industry time interest earned. 
Making Comparison to Next PLC:

	Liquidity Ratios 
	NEXT 2017
	NEXT 2016
	NEXT 

2015
	NEXT 

2014
	NEXT 2013

	Quick Ratio 
	2.29
	1.40
	1.82
	1.76
	1.48

	Current Ratio 
	1.54
	0.90
	1.24
	1..18
	0.97

	Times Interest Earned
	21.9
	27.21
	26.97
	28.48
	23.99


The liquidity ratios M&S of lags in comparison to Next PLC. Next Plc appears to be an out-performer as majority of its   ratios are way in far off of industry averages. For example in 2017 M&S quick ratio and current ratio reported 0.41 and 0.73 respectively. However, in case of Next Plc, the benchmark, it reports 2.29 and 1.54, in both cases more than double. M&S again has to quick ratio and current ratio to be in the same level or better position than its competitor. 
III. LEVERAGE RATIOS

	Leverage
	Sector
Average
	M&S 2017
	M&S
 2016
	M&S 2015
	M&S 2014
	M&S 2013

	Long Term Debt/Equity
	32.51%
	54.23%
	50.17%
	53.05%
	59.31%
	66.90%

	Total Debt/Equity
	67.68%
	70.64%
	90.1%
	84.1%
	94.5%
	127.3%

	Total Debt/Total Capital
	--
	43.73%
	146.06%
	156.15%
	191.89%
	202.02%


The M&S 2017 figures are computed as the following: 
Long Term Debt/Equity = 1,711.70/3,156.30 * 100 = 54.23%    
Total Debt = Short-term Debt + Long-term Debt = 518.0 + 1,711.7 = 2,229.70
Total Debt/Equity = 2,229.70/3156.30 * 100 = 70.64%

Total Capital = Total Debt + Total Equity = 2,229.70+ 3,156.30= 5,386.00
Total Debt/Total Capital = 2,229.70/5,386 * 100 = 43.73%

Making Comparison to the Industry: 
In assessing leverage position, both Long Term Debt-to-Equity of M&S and Total Debt-to-Equity are way above the sector average as demonstrated in the table.  This is also an area of concern as the higher the ratio the more control M&S is handing over to its long debtors. Again, in case of default of interest payments, due to cash shortages, the debt long holders could potentially cause the business into liquidation or bankruptcy. For comparing purpose, the similar company in the same industry as M&S has a strong equity position than that of M&S. This would be consistent with M&S inferior TIE ratio (reported earlier) compared to the industry average.
Trend Analysis:
In spite of the foregoing discussion, M&S appears to be improving its debt in relation to its debt ratios over time. For example, M&S Debt to Equity ratio is falling gradually, from 127.30% in 2013 to 70.64% in 2013. Similarly, M&S percentage of its Long Term Debt to Equity dropped considerably from 66.90% in 2013 to 50.17% in 2016, then rose slightly to 54.23. These ratios should be looked at carefully since they demonstrate who truly own the company, equity shareholders or debentures or long term debts holders. M&S must always remember that in times of cash flow problem the whole business would be in jeopardy.
Making Comparison to NEXT PLC:
	Leverage
	NEXT 2017
	NEXT 
2016
	NEXT 2015
	NEXT 2014
	NEXT 2013

	Long Term Debt/Equity
	178.94%
	197.23%
	260.310%
	279.70%
	198.34%

	Total Debt/Equity
	371.03%
	647.38%
	296.5%
	649.06%
	394.2%

	Total Debt/Total Capital
	471.03%
	747.38%
	708.72%
	749.06%
	662.69%


The debt ratios of NEXT Plc are so far above that of M&S Group. I, the analyst is more confident in M&S ratios as compared to that of NEXT PLC’s ones. It can be concluded that in relating to leverage ratios, considering the improvement in the last few years, M&S seems to be in a better position as compared to its competitor.

IV. OPERATING RATIOS
	Operating
	Sector Average
	M&S 2017
	M&S 2016
	M&S 2015
	M&S 2014
	M&S 2013

	Total Asset Turnover
	0.69
	1.29
	1.27
	1.28
	1.33
	1.35

	Inventory Turnover
	3.38
	8.39
	8.05
	7.69
	7.98
	8.60

	Average Inventory Holding Period
	----
	44
	42
	41
	39
	36

	Receivable Turnover
	18.14
	94.38
	88.15
	82.33
	87.7
	89.97

	Days Receivables
	-----
	4
	4
	4
	4
	4

	Payable Turnover
	--
	6.75
	6.4
	6.5
	7.0
	7.5

	Days Payables
	--
	54
	57
	56
	52
	49

	Payable Period
	
	
	
	
	
	


The 2017 figures are computed as following:
Total Assets Turnover = Revenues/ Total Assets = 10,662.00/8,292.50
Average Inventory = (Closing inventory from last year + Closing Inventory from current year)/2 = (799.9+ 758.50)/2 = 779.20
Inventory Turnover = Cost of Goods Sold/Average Inventory = 6534.20/779.20 = 8.39 times
Average Inventory Holding Period = Average Inventory/Cost of Goods Sold * 365 days = 779.20/6534.20*365 days =44 days

Receivable Turnover = Revenues/Accounts Receivables = 10,662.0/126.05 = 84.59 times

Days Receivables = Accounts Receivables/Revenues * 365 days = 126.05/10,662 * 365 days = 4days
Payable Turnover = Cost of Goods Sold/Accounts Payable = 6,534.20/967.50= 6.75 times
Days Payables = Accounts Payable/Purchases*365 days =967.50/6492.80 * 365 days = 54 days

Trend Analysis:
It has been observed that the number of days M&S inventories are held in the stores before they are actually sold off is eventually rising over the years, that is., from 36 days in 2013 to 44 days by 2017. This is very disturbing trend as it demonstrates that the items in the store are slow moving. It could also suggest that M&S is up against tougher competition in the market place. There is an urgent need for M&S to improve its inventory days.
The analysist also note that Accounts Payable Days of M&S is rising over a period of time, that is, from 49 days in 2013 to 54 days in 2017. Hence, there is probability that M&S products from its suppliers are unduly taking longer to be sold to its customers. Besides, the M&S seems to be taking much longer to pay its credit suppliers. This big warning sign here that if this trend position perpetuates, M&S’s Cash Cycle will increase and therefore adding more short-term pressure on its finances, also there is possibility that M&S will lose its short-term credit privilege from the credit suppliers, hence this could impact its expansion programme, and being detrimental in the period of cash flow issues.  

Making Comparison to other firms in the same sector as M&S:

To facilitate the discussion of the ratios, they are presented in the table below and explanations on how M&S performed relative to the sector in each category are provided in the last column.
	Operating Ratios
	Desired Level
	Comments on M&S Ratios:

	Receivable Turnover
	High
	A company that is healthy generates many sales as well as has capacity to collect cash from these sales especially those on credit at short intervals of time. In this regards, M&S may be doing a better job than its sector’s average firm. Based on 2017 figures, M&S Receivable Turnover is 94.38, while the sector’s average is 18.14.

	Days Receivables
	30 days
	The general rule applicable to days receivable is that of giving or extending 30 days of credit to the customers of store items, which is justified to be reasonable. However, since sales positions of M&S are done mostly on cash basis, it’s natural to expect that its Days Receivables would   be greatly lower as compared to its the sector average, which is not available to assess (However, in this this industry figure to measure with).

	Inventory Turnover
	High
	The general rule is that the greater the ratio, the more frequently the M&S would be replenishing or replacing, its inventories or stocks, which is a good sign of growth. M&S’s ratio is greater than the sector average demonstrating that the firm turns over its inventories at a faster pace than its industry firm.

	Average Inventory Holding Period
	Low
	M&S ratio should be greater than the sector average indicating the slower turnaround of its stocks. The opposite is the case when M&S ratio is slower indicating faster turnaround of its stocks


Making Comparison to NEXT PLC:

	Operating
	NEXT 2017
	NEXT 2016
	NEXT 2015
	NEXT 2014
	NEXT 2013

	Total Asset Turnover
	1.73
	1.81
	1.8
	1.85
	1.90

	Inventory Turnover
	5.78
	6.03
	6.62
	6.97
	6.93

	Receivable Turnover
	4.28
	5.08
	5.74
	5.83
	5.95

	Payable Period
	27.27
	29.74
	28.83
	28.03
	28.63

	
	
	
	
	
	


Total Asset Turnover of M&S is smaller than that of Next PLC. For instance, in 2017, M&S’s total asset turnover is 1.29 while that of NEXT is 1.73.

However, in relation to its Inventory Turnover, Receivable Turnover and Payable Turnover, M&S ratios are better in exception of total assets turnover ratio where, M&S is managing inventory turnover, collections from debtors and payments to creditors in a way that is effective, productive, and timely far more than NEXT PLC its competitor. 

Investment Advice on M&S & It Benchmark Next Plc
As the analysist is comparing to the industry, there has been a drop in M&S profitability lately. The similar situation happens to its liquidity ratios, particularly, the short -term ratios. It is critically observed that M&S Group has positioned itself in between the middle class and the high end markets and both were seriously affected by the 2015-2017 Brexit negotiation verse EU instability of the financial crisis. Thus, the analysist would obviously expect M&S to struggle coming out of the crisis. However, the competitor company NEXT PLC has a more incredible investment, the analyst does not believe that M&S is in a freefall. To confirm the analyst, the following site has been consulted and the “Analyst Recommendations” published on http://www.reuters.com/finance/stocks/analyst?symbol=MKS.L 
At the time of writing, the analysts’ recommendations on Reuter’s site were as follows:
· 3 rate M&S shares as BUY
· 5 as OUTPERFORM
· 6 as HOLD
· 6 as UNDERPERFORM
· 3 as SELL

Based on this recommendation, I would have no hesitation to invest in the company’s shares. There are opposing forces or actors that are weighing down the stock price currently, however, there is an opportunity spotted to buy the stock on cheaper price. With the latest figures showing that the U.K. economy begins to pick up, and there is strong believe that UK will once again be fastest growing one in the region, the retail sector is bound to benefit from that recovery of market and as M&S Group as a main figure in this sector, I obviously expect that the M&S   financial strength and ability would rise. Although M&S Group has short-term liquidity issue, its long-term debt level is not near to the high positions of NEXT PLC. I therefore expect M&S Group would able to raise the equity funds to come out its short-term problems. 
Ratios Analysis Limitations
· One argument is advanced is that ratios are good in doing quantitative measurement performance, however, it should be complemented with the qualitative analyses. Example can be that, ratio analysis does not measure how innovative the company is, the working environment and it culture, and ethics, staff’s satisfaction at the work environment, customers’ loyalty, brand awareness and the likes.
· Another major limitation is Ratio analysis focuses on past performance. Whereas a business previous performance is highly essential in measuring of its future growth or performance, the investors and other stakeholders should also know that they are related or the same. 
· Another limitation realised is that the figures used are not adjusted in accordance to inflation. So to say, a rising trend could easily be reflecting the effect of inflation instead of actual growth impact.
· At times the correct figures are not available to compute the ratios proper manner. Good example may be, to calculate Receivables Turnover, it would be far more better to utilise the total amount of credit sales in the formula. However, most businesses do not report that figure and rather the Total Sales, which contains both cash and credit sales, may be used as an alternative in the formula.
Problems faced during the analysis 
· The companies ratios are not all presented in the equally structure. Good example is while one firm (the company 1) reports the figure for EBIT, the other firm (the company 2, does not. Besides, the company reporting its EBIT does not disclose the formula used. So to say, it could be that I might be using a formula to compute EBIT of the company 2 that is not similar to company 1. 
· In choosing the competitor company, it has come to my attention that not all firms financial year ends at the same time. Hand on desk experience, when I began the assignment in the first. I chose Debenhams as the competitor company Nevertheless,  the 2017 annual report of M&S was already published, that of Debenhams was not (at the time of writing). Thus, I ended up selecting another benchmark firm that has already published its 2017 annual report.
· This cannot be taken as a criticism, however, it is worth pointing out that   no two firms are exactly similar. To begin with companies are not same in size or shape. Though we can make necessary adjustment for size differences, we should always bear in mind, size only may bring its own merits. Referring to M&S and NEXT PLC both may be listed in the same sector and industry, they obviously cater for completely unrelated markets with the explanation that  M&S is more of a family based verse middle aged store while NEXT is characterised  more of a teenage  and young people store. M&S Group also has an essential food related business segment while as NEXT does not.
· Conclusion

I can conclude that ratio analysis plays critical role in assessing viability and investment potential of M&S and Next Plc and exposes some of critical business limitation of the firms in questions. However, in overall, the ratio demonstrates very good business pattern but cannot measure future performance or events that pose limitation
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