In February 2019, Marks & Spencer (M&S) bought a 50% stake in Ocado's retail business as part of a strategic £750 million move that put M&S into the online grocery market. With this joint company, M&S made its first big move into online food delivery, a market it hadn't been in before. The partnership was meant to change M&S's food business using Ocado's cutting-edge technology and delivery network. This would allow M&S to offer a complete online grocery service (Neate, 2019). This was a significant event because people were increasingly shopping online, and the COVID-19 outbreak sped up this trend even more. The deal put M&S in an excellent situation to take advantage of the growing trend of shopping for groceries online, which significantly increased its market reach and competitiveness (BBC news, 2020).

The COVID-19 pandemic hugely affected M&S and caused its retail business to slow down a lot. Many actual stores had to close because of lockdowns and other restrictions caused by the pandemic. This was especially true for M&S's clothing and home sections. This caused sales and profits to drop sharply, and in the 2020 fiscal year, the company reported its first loss in 94 years. The pandemic sped up the need to go digital and reorganise operations. As a result, M&S had to increase its online footprint and cut costs by closing stores and letting people go. The company also reviewed its business plan to adapt to the retail environment after the pandemic (M&S, 2021).

Due to the COVID-19 pandemic making the retail climate even tougher, Marks & Spencer (M&S) undertook a significant restructuring program during the 2019–20 fiscal year. As part of the company's larger plan to streamline operations and focus on its more profitable food business, it called for closing stores that weren't doing well, mainly in the clothing and home sections. According to the strategic report, M&S wanted to make its business leaner and more flexible by closing some stores and putting money into digital platforms to adapt to customers' shopping. As part of the restructuring, the number of employees was cut, and new tools were added to make things run more smoothly. These steps were part of M&S's "Never the Same Again" program, which aimed to speed up the company's makeover in response to significant changes in the retail world (M&S, 2020).

Marks & Spencer (M&S) started improving after a rough patch in 2022 and 2023. It became profitable again thanks to its food business and online operations, mainly thanks to its relationship with Ocado. The company's renewed focus on value and quality helped it regain market share. The clothes and home segments stabilised due to better product offerings and better matching of customer tastes. M&S has also promised to have net-zero carbon emissions by 2040. To do this, it has started several sustainability initiatives meant to lower its impact on the environment and keep up with changing customer expectations and government rules (M&S, 2023).

Part B

1. Liquidity Ratios
1.1 Current Ratio
The Current Ratio is calculated as:



The reference text (Tracy, 2012) says that the Current Ratio is one of the most important ways to determine if a company can meet its short-term commitments. The Current Ratio for Marks & Spencer (M&S) has slowly increased from 0.66 in 2020 (Marks and Spencer plc financial statements 2020, no date) to 0.86 in 2024 (M&S, 2024). The ratio is still below 1.0, meaning that M&S may still be unable to fully cover its current bills with its current assets (Tracy, 2012). According to the book's discussion of financial principles, a Current Ratio below 1.0 can be a sign of liquidity problems. This means that M&S may need to keep working on ways to improve its liquidity (Tracy, 2012) To get the ratio above 1.0, these tactics include better inventory management, better collection of receivables, and lowering short-term debts (Tracy, 2012). While it's good that M&S's ratio has been steadily increasing, the company is still open to financial pressures, especially if there are quick or unexpected needs for its cash flow.

On the other hand, Tesco has a much better liquidity situation, as shown by its Current Ratio of 1.24 as of 2024 (Tescoplc.com, 2024). This number shows that Tesco's current assets easily cover its short-term debts, showing that it is in better financial health and running its business more efficiently than M&S. If Tesco's current ratio is above 1.0, the company will be safer in terms of liquidity. This gives it more financial flexibility and strength to handle short-term obligations. The higher ratio also means that Tesco only needs as much outside funding or asset sales as possible to meet its responsibilities, which makes it more competitive in the market. This comparison shows that M&S still has problems with liquidity, even though it has improved. It also shows that the company needs to keep improving its liquidity to be as financially stable as rivals like Tesco.


1.2 Quick Ratio (Acid-Test Ratio)

The Quick Ratio is calculated as:



The Quick Ratio is a crucial measure of a company's ability to pay its short-term debts with its most liquid assets, excluding its goods. The source mentioned says that the Quick Ratio is especially important for companies that work in places where products don't change hands as quickly. It shows how liquid the company is right now (Swayne, W Jack Duncan and Ginter, 2008). Marks & Spencer's (M&S) Quick Ratio went from 0.35 in 2020 (Marks and Spencer plc financial statements 2020, no date) to 0.85 in 2024 (M&S, 2024), which shows that the company worked hard to improve its liquidity by better controlling its liquid assets. Even though M&S has made progress, its Quick Ratio is still below the recommended level of 1.0. This means the company may still need to sell goods.

On the other hand, Tesco has a better liquidity situation because its Quick Ratio of 1.05 in 2024 (Tescoplc.com, 2024) is higher than the benchmark of 1.0. This means that Tesco can meet its short-term obligations without selling off inventory. This higher Quick Ratio shows that Tesco can better handle its cash flow, which gives the business more financial freedom and security in its operations. The comparison between M&S and Tesco shows that M&S still needs to improve its cash flow to reach the same level of financial security as Tesco. The gap between the two companies' Quick Ratios shows how important it is to keep your cash flow strong.

Leverage Ratios

2.1 Debt-to-Equity Ratio
The Debt-to-Equity Ratio is calculated as:



When a business compares its debt to its owners' equity, the Debt-to-Equity Ratio shows how much debt the business has. It is a vital sign of how much financial debt a company has. As the author mentioned, this number is essential for figuring out how risky a business is, especially when the economy is uncertain, like during the COVID-19 pandemic (Pamela Peterson Drake and Fabozzi, 2012). At 1.79, Marks & Spencer (M&S) had the highest Debt-to-Equity Ratio ever (Marks and Spencer, n.d.). This is likely when the company took out more loans to deal with the pandemic's effects on its finances. Although the company may have needed this much debt to stay open during a tough patch, it increased its financial risk by making it more reliant on debt financing. By 2024, the Debt-to-Equity Ratio had dropped to 1.11 (M&S,2024), which showed that M&S was trying to lower its debt and increase its equity. Lowering the percentage is a good sign because it shows that the business has been working to reduce the risks of having a lot of debt. However, it still shows that the company rests too much on debt compared to equity.

At 0.62 in 2024, Tesco's Debt-to-Equity Ratio was much lower, showing that they were more innovative with their money during and after the COVID-19 disaster (Tescoplc.com, 2024). Since Tesco's ratio was smaller, it relied less on debt to run its business, which made it better able to handle the unstable economy. It's clear that M&S and Tesco had different plans during the pandemic because their Debt-to-Equity Ratios are different. M&S may have gotten the cash it needed quickly from its higher leverage, but Tesco stayed in better financial shape by lowering its exposure to the risks that come with having a lot of debt. To ensure long-term strength and stability, this example shows how important it is to carefully handle financial leverage, especially when the economy is uncertain.

Interest Coverage Ratio

The Interest Coverage Ratio is calculated as:

​	



The Interest Coverage Ratio is a crucial way to figure out if a business can meet its interest commitments with the money it makes from operations. According to the book, a high-interest coverage ratio usually means that a company is doing well financially because it makes enough money to cover its interest costs (Aswath Damodaran, 2002). The Interest Coverage Ratio for Marks & Spencer (M&S) went from 3.15 in 2020 (Marks and Spencer plc financial statements 2020, no date) to 17.13 in 2024 (M&S,2024), a considerable jump. This significant jump shows that M&S has dramatically improved its ability to make money compared to the cost of paying its debts over time. However, during the COVID-19 pandemic, M&S's Interest Coverage Ratio dropped sharply to -0.17 in 2021 (Marks and Spencer, n.d.). This showed how badly the company was affected by lower sales and higher debt payments during this challenging time. The unfavourable ratio shows that M & S needed more operating income in 2021 to pay its interest costs. This shows how much financial stress the company was under during the pandemic.

However, Tesco maintained a better interest coverage ratio throughout the pandemic. In 2024, Tesco had a ratio of 5.07 (Tescoplc.com, 2024), which was lower than M&S's 2024 (M&S,2024) number but stayed stable and positive even during the worst of the COVID-19 disaster. Tesco's relatively steady ratio shows that it was better able to handle its debts even though the pandemic caused problems in the economy. This stability may have been caused by Tesco's more cautious financial management, which included less total debt and a more comprehensive range of income streams that helped lessen the effects of the pandemic. The comparison between M&S and Tesco shows how financially stable the two companies are to different degrees. Tesco has been able to meet its interest obligations more consistently, while M&S has had a lot of problems but has eventually come back strongly as the economy has started to recover.
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