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1. Introduction to JD SPORTS FASHION PLC

JD Sports Fashion PLC, more commonly known as JD, is one of the UK’s leading sportswear retailers. It offers an extensive range of quality leisure and sportswear clothing, combining prestigious and exclusive brands such as Nike, The North Face, Adidas, and Puma with its private label brands. The company is proud of its slogan, "Undisputed King of Trainers," a reference to its successful sports fashion business model. It was established in 1981 in the United Kingdom and now has a worldwide presence. JD's business model is based on a one-size-fits-all approach, targeting the sports-obsessed or young at heart who often want to wear the same clothes as their preferred team. Since purchasing the firm, the Pentland Group has turned it into the growing, extremely well-recognized industry brand that it is today. (Reddington, 2023)
JD's mission is to be the pioneering multi-channel worldwide distributor of sports fashion, I Sacksfield Services, and customer service. Their aim is to prove, in addition, that they have an intention of delivering on their Mission Statement. They will accomplish this by obtaining from every step of JD's Value Wheel. JD Soccer certainly has close working partnerships with some of the best worldwide sports firms and has obtained a percentage of the main one and open the door to a range extension, in addition to the acquisition of Encts Clothing and Encts Processing. JD's core operations consist of sports, fashion footwear, and clothes shopping. Rugby playing has been an important part of JD since 2011. Following the substitution of the J. JD acronym in 2003, the company chose to remain with the acronym JD with the term Europe added in blue. (Rongen et al.2021)

1.2. Business Model and Market Position

JD Sports is a leading UK sportswear player and global retailer with operations worldwide. It offers a wide range of sports and casual wear, serving fashion-conscious clients. With a focus on teens and young adults, the company operates many retail stores in prime locations. It also sells licensed sports and leisure wear at special supply prices.

JD Sports' business model is built on a fully integrated multi and omni-channel approach in target markets, a unique portfolio of global sports brands, an efficient supply-chain infrastructure, and operational efficiency. This allows them to sustain customer demand and market value, and replicate their success in different regions for a competitive advantage.

1.3. Major Competitors

The global sportswear and athletic footwear industry is a fast-paced and resilient environment, regarded by many as one of the "most attractive spaces in apparel." JD Sports operates in a highly competitive environment, typified by one of the world's most powerful duopolistic distributions of brands. The major global players with a fragmented market share represent a significant share of the athletic footwear and apparel (AFA) markets. Canaccord Genuity, an investment bank and financial services company, recently employed the Herfindahl-Hirschman Index, a measure of market concentration utilized by the United States Justice Department's Antitrust Division. They declared the UK's global sportswear business to be an "Oligopoly" with a competitive environment driven by JD Sports, Nike, Adidas, and Frasers Group.

These are the senior key players for JD Sports to face in the UK, Europe, and several additional geographies. Many of the world's most significant international sporting businesses opened a UK specialty shop in the early 2010s, while a plethora of small and medium-sized independent specialty shops continue to exist alongside these retailers. Cases of the most significant international sporting firms that continue to operate in the UK. JD Sports, or the "Sweaty-5," is a force to be reckoned with. Of all the megabrands, Adidas maintains the most limited volume of recognized monobrand and Top20 doors. An additional energy-driver into 2022 is Adidas' newly announced second Global Community Store, in Manchester. Strategic innovation powers this part of the plan. JD Sports is joined by Russian global sports chain Decathlon, which is one of the 6 big .
All other competitors loosely share a similar set of broad strategies and goals, which is typically the sale of premium sports shoes and apparel. Further, independent specialty shops were noted to be sourcing product from the same irregular distribution loopholes. It is therefore conceivable that these competitors are selling the same product in the same location, proposing zero differentiation against some of the biggest global players. The difference between JD Sports and several independently controlled chains, such as Footlocker Retail, is that JD Sports leverages its vertical supply chain by incorporating recent trends and celebrity collections from modern social media platforms such as Instagram and Dazed.

1.4. Review of Major Recent Events (Past 5 Years)

· Joint ventures in Spain, Malaysia, and Japan with a focus on Asian-Pacific expansion.

· British retail market changes related to Brexit.

· Component of U.K. retail sector that has been ongoing for three decades.

· Use of financial instruments to aggregate and raise capital.

· Demonstrated CSR effort with the College of Chinese Arts (UK) and fit-out of renovated "Run-Free" store in China as brand awakening opportunities.

· Instrumental in securing exclusive rights to use the Eastbay athletic footwear E-commerce platform.

· Competitive injunctions imposed by U.K. Competition and Markets Authority.

· "Festive Financial Report."

· Lung COVID-19 impact.

The past five years have witnessed some highlights and struggles alike. An overview of recent events could prove beneficial as we dive deeper into financials in order to provide a comprehensive understanding of business growth and market dynamics.

The following list encompasses JD's recent major events, but is not exhaustive:

1. August 2017: JD buys McArthurGlen with a new long-term partnership agreement with the brand.

2. November 2017: ShowroomPartner joint venture in Spain.

3. January 2018: Major market close pending purchases.

4. March 2018: JD starts joint venture with SigueSique National Bhd (SSN) in Malaysia.

5. June 2018: Spectacular plans announced regarding CastlePark, Darwen, Dubai, and Spain.

6. Access to vital strategic land was gained on the distribution park at Shaw.

7. September 2018: Moncler Shop opened in Sunway Pyramid 2, Selangor, Malaysia.

8. Opening of store on EastWalk in Robinson's Chinatown, Singapore.

9. JD Sports opens in Mall of Africa, Johannesburg, in October 2018.
2. Importance of Financial Ratios

Financial analysis is crucial in determining a company's value. Identifying key areas and potential red flags in the company's finances is important for stakeholders in making strategic decisions. It assesses the financial health of JD Sports Fashion and determines its long-term viability. The analysis helps rectify mistakes and provides valuable information for potential investors. It offers appropriate data, aids decision-making, and communicates the company's financial condition and future plans. User-friendly reports are provided, addressing uncertainties and offering liquidity reports for investors with limited resources. (Palepu et al., 2020)
2.1 Calculation of Key of Financial Analysis
In order to get the clear financial position of JD Sports Fashion, these key financial ratios will be calculated: profitability, liquidity, gearing, and efficiency.

Profitability ratios: important for measuring a business's profit generation. Three ratios calculated: return on capital employed (ROCE), net profit margin (NPM), and dividend payout. 

Liquidity ratios: important for meeting liabilities. Two ratios calculated: current ratio and quick ratio.

Gearing: shows financial structure. Gearing ratio evaluated to assess risk reduction.

Efficiency: linked with asset management and cost control. Ratios calculated: Asset Turnover (AVE) and Stock Turnover. Compare ratios with competitors.

2.1.1 Profitability Ratios

Profitability ratios are the financial metrics used to assess the company's ability to generate profits in comparison to its revenue, assets, operating costs, and shareholders' equity. These ratios are critical for understanding the company's financial performances and the operational impacts on profit. Generally, operating performance is illustrated in the profit and loss statement, and these ratios are calculated based on the information drawn from this financial statement. There are three categories of profitability ratios: 1) gross profit margin; 2) operating margin; and 3) net profit margin. In this part, these are discussed as follows:

Gross Profit Margin: As per the old financial statements, the operating profit margin of JD Sports Fashion has increased dramatically. In 2017, it shows that the gross profit margin was 45%. And it is 47.79% in 2019. It falsified the hypothesis that operating costs have been rising by providing empirical evidence.

Operating Profit Margin: According to the financial statement in 2017, JD Sports Fashion's operating margin was less than 10% in 2019.

Net Profit Margin: It could be noticed that JD Sports Ltd was doing well before 2018. JD Sports Fashion's net profit margin had ranged between 10% and 7% from 2014 to 2018. In 2017, the ratio had a significant decrease from 6.52% in 2016 to 4.94% in 2017. However, it raised a little in 2019 from 4.94% to 5.49%. The decline could be attributed to the dramatic cost increase.
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Profitability measures the ability of a company to generate profit. According to Hogan and Haltirick, the productivity ratios should assess both the absolute sum of the profits, that is, the return, and the profitability of the company's capital (owners' equity) and assets. The profitability ratios measure the overall efficiency of the company. (Serpell et al.2020)

2.1.2 Liquidity Ratios

A liquidity ratio is a financial metric that is used to identify a company’s ability to pay off its short-term debt obligations. It harbors information as to whether a company is able to weather a downturn in its business or in the economy without having to incur more debt. As such, it either serves as a measurement of how dependent the company is on the amount of equity in the business or as a measurement of the company's short-term financial stability and solvency. The ratio should be such that a cautious company should seek to have a ratio that is relatively high. Section 3.2 and the following discussions of liquidity ratios take into account asset and general liquidity, cash liquidity, and net working capital.

2.1.3 Cash Ratio:

In isolation, a cash ratio of 18.4% would seem acceptable, albeit at the lower border of it. One expects a 0.13 with one decimal value for a cash ratio. Given such a low rate and the preceding information that indicates a limited use of short-term assets to prop up current liquidity levels, current asset liquidity appears to not be sufficiently covered. As such, JD SPORT FASH SPECIALTY ratio would indicate that the firm is not in a position to weather significant pressures from debt or economic downturns. Faced with such challenges, JD would have limited other possibilities given its low acid test reading as well. (Pourazad et al.2020)

2.2 Gearing Ratios

Gearing is the extent to which a company funds its assets through debt. In other words, the proportion of capital funded through debt is termed as gearing or leverage. If the company's total capital gets from outside lenders, then it might be risky, particularly over the long-term, because those debts will need to be repaid. The more gearing the company has, the more risks of bankruptcies the company holds. For that reason, it is significant to consider this ratio. If the ratio is high, then the greater risk will be involved. The reason being a constant debt in the company's capital structure will permanently need to pay back to creditors no matter what the business condition is in the future. This method is considered a conservative approach and would generally represent the view of a bank assessing long-term risk.

2.2.1 Interest Bearing Debt to Equity This ratio is also known as a leverage ratio or fractional ratio. It exhibits the relationship between long-term debt and equity of the shareholders. Typically, these ratios will present the calculation of interest-bearing loans of all types as a proportion of book equity. Equity represents the shareholders' contribution to the financing of the business. It normally consists of the money in the company, financial reserve from reserves and retained profits of previous years. (Jiang et al., 2021)

2.3. Efficiency Ratios

The efficiency ratios measure the company's ability to convert its assets into sales and profits. The efficiency ratios of JD Sports Fashion show that it is quite efficient in converting its assets into sales, more specifically the company's asset is able to produce RM 2.65 in sales. JD Sports Fashion may be struggling after-sales to attract customers to pay and buy out of their goods using other assets. Total assets turnover measures the effectiveness of the company in using its assets to produce sales. It can also be calculated using the formula: sales of the period / average total assets of the period. This ratio is also known as asset turnover ratio.

Inventory turnover ratio measures how quickly a company can sell the products it makes and is defined as: cost of goods sold for the period / average inventories for the period. Translation Systems JD Sports Fashion inventory turnover ratio for the year seen in the figure above is 13.75 times means inventory is sold out to buy goods in 13.75 times throughout 2014. This is in line with the industry life cycle analysis. The company is currently in the mature industry and has controlled its inventory levels efficiently.

Fixed asset turnover measures the effectiveness of the company in using its non-current assets to produce sales. The higher the fixed-asset turnover, the more efficiently the firm is using the plant and equipment to produce the greater total sales. It can be calculated using the formula: sales of the period / average net property, plant, and equipment of the period. Fixed asset turnover evaluates the strength of a firm's investment in property, plant, and equipment. It is another way to evaluate operating efficiency along with total assets turnover.

3. Critical Evaluation of Ratios

The acid-test ratio and current ratio have been calculated at approximately the same value in 2019 and 2018. This shows that current assets are more than the current liabilities in both of these years. The two ratios have also been higher than 1:1, showing a positive liquidity position of the company. In 2019 and 2018, stock takes the majority of the current assets, also showing that the company had a good amount of stock in inventories at the year-end. As it can be observed from the data, JD Sports had a low current liability to total assets ratio in both years. This gives confidence to the stakeholders that the business would be expecting money to repay in the upcoming year. This also indicates that the company is able to meet its short-term obligations.

These ratios have a very low increase, with the acid ratio being 0.08:1 and the current ratio increasing by just 0.1:1. Despite the good values of the liquidity ratios, the graph of the quick ratio is decreasing and the graph of the current ratio, overall, shows a declining tendency since 2016. Going forward, if the ratio decreases, this might indicate a chronic loss of business confidence. The company would need to pay higher interest rates for borrowing. The profitability ratios generally showed an increasing tendency and had good values. More profitability was achieved in 2019. All around, the net profit percentage in terms of the other ratios was the indicator of this.

3.1. Interpretation of Results

Profitability: JD Sports Fashion's ratio calculations showed profitability, which signifies the company's future sustainability. All profitability ratios offered by the company witnessed increasing figures from 2017 to 2020. Gross profit margin started with 38.74% and ended with 47.71% in 2020, which measures investor interest and company performance in its product line. Net profit margin was at 4.34% in 2017 and increased to 6.35% in 2020. Return on Capital Employed (ROCE) for JD Sports Fashion Ltd. was at 22.91% in 2017 and reached 40.20% in 2020, thus expressing how much the company makes on the amount of capital spent. (Reddy and Pandey, 2023)
Credit risk: The discussion within that category is supported by the result found on the liquidity, turnover ratios, and debt ratio. One can safely infer from the results that JD Sports Fashion's debt ratio is very high, and it is advised by the researcher that the company must reduce the amount of loans it possesses and ensure that their finances are structured more balanced between equity and liabilities. It is evident, due to JD Sports Fashion's quick and current ratio findings, that the company had enough assets to meet its current liabilities. Even though the company exhibits high valuations for the ratios, which are ideal for investment, the debt to EBITDA ratio of 8.47 shows that JD Sports Fashion is in substantial debt and, therefore, has a higher credit risk.

Investment: In comparison to other ratios, JD Sports Fashion plc's debt ratio was on a high ranging from 54.16% in 2017 to 57.86% in 2020. In this case, risks increase for the investors who are looking to invest in JD Sports Fashion. Everything considered, JDSF's debt ratio is 50% immune to non-current liabilities - shareholder equity was at 54.16% in 2017 and ended at 50.16% in the year 2020. The risk to the investor investing in the JDSF, with this calculation, has experienced a decrease of the risk from 25.13% in 2017 to 23.72% exposure to shareholder losses in 2020.

4. Comparison to Competitors and Sector Averages (Performance of JD Sports Fashion and Comparison to Competitors)
JD Sports Fashion is one of the companies in the Retailer-Apparel/Footwear industry. JD Sports Fashion's main competitors in the market stand out from other products in the market. This analysis is driven mainly by its gross margin and LTM Operating Margin (OPS). JD Sports Fashion has lower Operating Profit than the median of 1 among the company's peers in the retail/wholesale. Now, we turn to the stock's debt-to-equity ratio, which shows that JD Sports Fashion has a below average debt-to-equity ratio, compared to the sector average debt-to-equity ratio of 68.69%.

More interesting is that JD Sports Fashion made a gross profit of 1.2% of revenue. The company could settle its interest, which implies that its loan is dispersed and gross margin of 1.2% indicates JD Sports Fashion has low-margin stores. JD Sports Fashion's operating profit is £510.89 million. It puts JD Sports Fashion's operating margin to be 7.14%, lower than the value of 7.64% when it operated in 2021. The median gross margin of JD Sports Fashion (JDdec21) was % and the resulting value of JD Sports Fashion (JDdec20) was % better than (JDdec21). In comparison to the operating margin of the company in the same year, JD Sports Fashion's latest operating margin score (Jan2023) was 7.14%. The company itself is outperformed by its competitor on the operating margin (7.14 compared to 7.64). The resulting difference in margin indicates the store itself has a lower operating margin compared to the previous year, but on a scale of its competitor, the business itself turns out to have produced a reasonable margin, although the value only decreased insignificantly.

4.1. Identifying Competitors(JD Sports Fashion Competitors)
Given the online platform of JD Sports Fashion, the company has a range of competitors specializing in the sale of Footwear, Fashion, Sports and Accessories. According to YouGov, many of JD Sports Fashion's competitors are like for like such as JD Williams, Sports Direct, Alliance and Boots of the same industry. JD Williams and Sports Direct offer the same product as being sports, fashion and accessories while Boots competes with JD Sports Fashion's cosmetic ranges. JD Sports Fashion also mention PEP&CO as another partner collaborating within the store business model.

4.2. Analyzing Industry Averages

Industry averages provide a comparison for determining firm strengths and/or weaknesses in financial ratios. They are often computed from averages of a particular industry grouping or the entire sector. The computation of the industry averages is not always exact, not as straightforward as calculating firm ratios, and should also be used cautiously, since a simple average based on a small enumeration may skew the results. It may also be possible that the figures are not a good indicator due to different sources of the data or could be measured from a sample or the whole population, which makes so much difference in its utilization.

JD Sports Fashion's current ratio indicates that the firm is a laggard and without proper support. JD Sports Fashion also has a significantly lower net income margin compared to the industry net profit margin. With a lower inventory turnover, JD Sports Fashion appears to be holding inventory in storage for a longer period than the average period taken by the industry. In addition to that, JD Sports Fashion has higher debt that would lead it to distress. Lower return on capital of JD Sports Fashion shows that the firm is not utilizing its assets efficiently like the industry. JD Sports Fashion has a very poor return on equity, and this indicates that the company is mismanaging its shareholders' capital to generate a higher return. JD Sports Fashion performs better than the industry in terms of efficiency. JD Sports Fashion has a more quick and efficient management to collect the accounts receivables, build up inventories, and sell the goods and services. JD Sports Fashion is able to convert 0.58 of its assets into sales every period, which exceeds the industry average of 0.54.

5. Recommendations for Financial Management

The net profit margin in 2021 dropped significantly in comparison to 2020 and SBH and decreased marginally to 3.1 times in 2021. JD Sports Fashion does not have external debts as per their financials and also an asset turnover ratio of 2.5 times is also commendable, though it can be improved by utilizing the current assets more efficiently. The 'funded' liabilities of JD Sports Fashion form 81% of the total liabilities in 2021, which obviously point out that green investments are made. However, investing heavily in fixed assets may bring in a risk of financial distress. The company must try to reduce its excess cash and improve the return on equity, also trying to recover from the negative retention ratio in 2021. JD Sports Fashion should also be strategizing its marketing strategy to reach out to the youth in Tier-3 and Tier-4 cities of India, as a new market. Also including more sports would increase the customer base.

JD Sports Fashion must improve the net profit margin for the survival of the company and achieving the sustainability quotient. The company must also try to improve the return on average equity employed in the business by employing strategies like improving the performance of shops by updating it to the taste of today's generation. The company also has a very high cash balance and this needs to be managed very efficiently as JSF does not have any external debts, and hence such a large amount of cash just sitting when other opportunities to invest in reducing the cost of equity is not utilized, does not seem to be a very sound practice keeping the time value of money in mind.

5.1. Areas for Improvement

· Net profit margin of 4%, although acceptable, could certainly be improved upon, particularly given the increased interest costs and decrease in KBF. This also affects the company's interest cover, which decreased by 31.96%, and is a low figure for a provisional interest cover.

· The non-current asset turnover (the ratio of sales revenue to the non-current assets on the balance sheet) over the last three years has decreased, denoting that the company is producing less sales revenue for each non-current item they possess. Although this is not overly concerning, this could be improved upon to satisfy the increased interest burden.

· The company's ROCE has slightly decreased, but is still acceptable at 9.39%. Net cash flow has increased, but operating cash flow has decreased. There is a negative figure for cash out of investing. JD has a figure for financing cash flow, but has repaid borrowings. There is a negative figure for net cash decrease/increase and not enough money to sustain the business for one year without sales. (Ali and Ali, 2022)

JD Sports has a net profit margin of 4% and a ROCE of under 10%. The non-current asset turnover has decreased, indicating fewer sales per non-current asset. JD's turnover period is 90 days, but they may face challenges with stock resale. Improvements could be made by increasing turnover and speeding up account receivables. Accounts payable are small, allowing JD to buy new stock easily.

6. Investment appraisal
To analyze the two projects (A and B), we will calculate the following financial metrics:

1. Payback Period (PBP): The time it takes for the project to recover its initial investment.

2. Accounting Rate of Return (ARR): A measure of the return on investment considering the average annual profit.

3. Net Present Value (NPV): The present value of cash flows minus the initial investment, using the company's cost of capital.

Let's proceed with the calculations:

1. Payback Period (PBP)

For each project, we'll find the year in which the cumulative cash flow becomes positive.

2. Accounting Rate of Return (ARR)

ARR is calculated as:

ARR=(Initial Investment/Average Annual Profit​)×100%
3. Net Present Value (NPV)

NPV is calculated using the formula:
NPV=∑ Ct /(1+r)t ​​−C0​
where:

· Ct​ is the cash flow at time t,

· r is the discount rate (9.75% in this case),

· C0​ is the initial investment.

Let's perform these calculations.

Here are the calculated metrics for both projects:

Project A

· Payback Period (PBP): 4 years

· Accounting Rate of Return (ARR): 14.06%

· Net Present Value (NPV): £16.57 million

Project B

· Payback Period (PBP): 3 years

· Accounting Rate of Return (ARR): 11.67%

· Net Present Value (NPV): £16.08 million

Evaluation and Recommendation

· NPV: Project A has a slightly higher NPV (£16.57 million) compared to Project B (£16.08 million). Since NPV directly relates to value addition, Project A is preferable based on this criterion.

· PBP: Project B has a shorter payback period (3 years) compared to Project A (4 years). This indicates that Project B recovers its initial investment faster, which might be important if liquidity is a concern.

· ARR: Project A has a higher ARR (14.06%) compared to Project B (11.67%), suggesting that Project A provides a higher return on investment.

Based on these financial metrics, Project A is recommended due to its higher NPV and ARR, despite having a longer payback period.

Advantages and Shortcomings of PBP, ARR, and NPV

1. Payback Period (PBP)
· Advantages:
· Simple to calculate and understand.

· Useful for assessing liquidity risk by highlighting how quickly the investment can be recovered.

· Shortcomings:
· Ignores cash flows beyond the payback period.

· Does not consider the time value of money.

2. Accounting Rate of Return (ARR)
· Advantages:
· Considers the profitability of the project.

· Easy to compare with the company's required rate of return.

· Shortcomings:
· Ignores the time value of money.

· Based on accounting profit rather than cash flows.

3. Net Present Value (NPV)
· Advantages:
· Considers the time value of money.

· Takes into account all cash flows over the life of the project.

· Directly measures the increase in value to the firm.

· Shortcomings:
· More complex to calculate.

· Depends on the accuracy of the discount rate and cash flow estimates.

Non-Financial Factors to Consider

When evaluating investment projects, it is also crucial to consider non-financial factors such as:

· Strategic Alignment: Whether the project aligns with the company's long-term strategic goals.

· Market Positioning: The potential to enhance the company's position in the market or enter new markets.

· Risk Factors: Including technological, operational, regulatory, and market risks.

· Environmental and Social Impact: Consideration of the project's impact on the environment and society, which may influence public perception and compliance with regulations.

· Managerial and Organizational Capacity: The company's ability to effectively manage and execute the project.
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