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Abstract
This report will discuss the financial analysis of two large sports retailer chains in the UK, which will be Sports Direct versus JD Sports. The main purpose is to find out whether Sports Direct is doing well in the market and if it is worth investing in their company currently. Certain tools such as financial ratios will be used to measure the performance of both sports retailers. Sports Direct is doing well to compete against JD Sports within the same market and will potentially have a good chance of growing further.

Introduction of Sports Direct
Sports Direct Plc is a hugely successful and profitable British retailing group. It was established by Mike Ashley in 1982 and is the UK’s largest sports-goods retailer, operating in roughly 670 countries worldwide. The business model of Sports Direct is focused on delivering a quality array of sporting apparel and other products. This involves utilising a multi-channel elevation strategy to reach their target demographics. One of their main competitors is JD Sports Plc, who have a similar hold in the market as Sports Direct.

Financial Analysis of Sports Direct
According to Kenton (2019), a financial analysis is the process of evaluating businesses and other finance-related things such as budgets and projects in order to determine their sustainability and performance. Calculating ratios from the provided data and comparing it against other companies is one of the most common ways to analyse financial data. As stated in the introduction, this section will be focusing on the financial analysis of Sports Direct mainly based on performance ratios and compared against JD Sports. Some of the ratios are based on various kinds of a company’s profit. 
The ratio analysis undertaken will determine if investing in Sports Direct is a good idea or not. The balance sheets, cash flow and income statements will be the main sources of the analysis that will be critically analysed, as the ratios selected will be calculated based on this data. The first part will be focusing on Sports Direct’s position in the market. Secondly, the analysis of the profitability and liquidity ratios will take place. Finally, the gearing and efficiency ratios will be discussed.

Table 1: Sales, Sales Growth and Market Share of Sports Direct Plc (2015 - 2019) and JD Sports Plc (2019)
	Sports Direct Plc 
	2015
	2016
	2017
	2018
	2019
	JD Sports Plc 2019

	Sales (£m)
	2,832.5
	2,904.3
	3,246.3
	3,359.5
	3,701.9
	4,717.8

	Sales Growth (%)
	4.7
	2.5
	11.8
	3.5
	10.2
	49.2

	Gross Profit
	1,240.8
	1,285
	1,330.6
	1,335.1
	1,583.5
	2,243.3

	Operating Profit
	295.6
	223.2
	160.1
	200.5
	160.5
	346.2

	Profit/Net Income
	241.4
	279.0
	231.7
	23.2
	116.0
	264.2



As it can be seen in Table 1, sales have been steadily increasing. Revenue has experienced an increase of 10.2%, from £3,359.5m to £3,701.9m. This could be contributed by the large acquisition of House of Fraser that was made back in August 2018, one of many acquired businesses within that period. This success is also reinforced by Sports Direct’s core strategy of expanding their product base within the market, which has worked to their advantage in the past. Their product mix which includes premium brands such as Nike, Adidas, Puma, and Under Armour is improving and have become accepted greatly within the market. JD Sports on the other hand, are operating in a larger bracket of the market with a bigger market share than Sports Direct. They have experienced more sales growth in 2019 which is at 49.2%. JD Sports hold on the market is tighter and they pride themselves on creating quality for their target audiences by diversifying their product mix and utilising technology to market successfully.




Table 2: Profitability Ratios of Sports Direct Plc (2015 - 2019) and JD Sports Plc (2019)
	Sports Direct Plc 
	2015
	2016
	2017
	2018
	2019
	JD Sports Plc 2019

	Gross Margin (%)
	43.8
	44.2
	41.0
	39.7
	42.7
	47.5

	Operating Margin (%)
	10.4
	7.6
	4.9
	5.9
	4.3
	7.3

	Net Profit Margin (%)
	8.5
	9.6
	7.1
	0.6
	3.1
	5.6



Profitability ratios show how well companies use their assets to generate value and profit for shareholders. They comprise of a group of metrics that assess a company’s ability to generate revenue in relation to its own revenue, equity, assets, and operating costs. Gross and operating profit margins are driven by sales. Sports Direct had a gross margin of roughly 43% for the quarter that ended in April 2019. This equates to a durable competitive advantage in the market. However, the overall profitability has been taking a steady nosedive since 2015 due to the operating margin being in a 5-year decline. The average rate of decline per year is roughly -17.2%. According to the BBC (2018), the company took a sharp drop in its annual profit due to its 30% stake in struggling high-street department store chain Debenhams. This resulted in Sports Direct losing £85m over the past year. This could be why JD Sports continued to stay ahead, which saw good profit margins in 2019 so far. In terms of the overall profitability, the sales channel mix of both these businesses is the main driver. The rise in online sales was higher for JD Sports compared to Sports Direct, despite online sales growing for both companies. 

Table 3: Liquidity Ratios of Sports Direct Plc (2015 - 2019) and JD Sports Plc (2019)
	Sports Direct Plc
	2015
	2016
	2017
	2018
	2019
	JD Sports Plc

	Current Asset (£m)
	878.2
	1,311.4
	1,274.0
	1,485.3
	2,031.1
	1,192.2

	Current Liability (£m)
	382.6
	540.6
	740.9
	709.1
	598.5
	900.5

	Inventory (£m)
	517.0
	702.1
	674.2
	873.4
	978.4
	763.8

	Cash (£m)
	78.3
	234.1
	204.7
	360.0
	448.0
	251.2



	Sports Direct Plc
	2015
	2016
	2017
	2018
	2019
	JD Sports Plc

	Current Ratio (£m)
	229.5
	242.5
	171.9
	209.4
	339.3
	1.32

	Quick Ratio (£m)
	94.4
	112.7
	86.2
	94.5
	175.8
	0.48

	Cash Ratio (£m)
	20.4
	43.3
	27.7
	50.8
	74.8
	0.28



Liquidity is how easy and quickly an asset can be bought or sold in a market in exchange for cash. Cash is the most liquid asset available, while tangible assets such as rare items and real estate are less liquid. Sports Direct has a current ratio of 339.3. It indicates that the company may not be efficiently using its current assets or its short-term financing facilities. This may also show problems in working capital management. It has a quick ratio of roughly 1.76, which generally indicates good short-term financial strength.

Table 4: Gearing Ratios of Sports Direct Plc (2015 - 2019) and JD Sports Plc (2019)
	Sports Direct Plc
	2015
	2016
	2017
	2018
	2019
	JD Sports Plc

	Total Debt (£m)
	1,340.8
	1,102.0
	386.8
	757.1
	826.5
	126.0

	Total Equity (£m)
	1,161.5
	1,384.7
	1,222.3
	1,196.0
	1,252.4
	1,008.8



	Sports Direct Plc
	2015
	2016
	2017
	2018
	2019
	JD Sports Plc

	Debt-Equity Ratio (%)
	115.4
	79.5
	31.6
	63.3
	65.9
	10.48

	Debt-to-Capital Ratio (%)
	53.5
	44.3
	24.0
	38.7
	39.7
	11.1



Gearing ratios, simply put, are a group of metrics that compare the equity of shareholders to debt in different ways, in order to assess a company’s financial stability and leverage. In 2019, Sports Direct had a debt-equity ratio of 65.9%, which is high. A high debt to equity ratio usually means that a company has been hostile in financing its growth with debt. This can result in unstable earnings as a result of the additional interest expense. The debt-equity ratio of JD Sports in comparison is only 10.48, which shows that they are not heavily reliant on borrowing long term loans like Sports Direct.

Table 5: Efficiency Ratios of Sports Direct Plc (2015 - 2019) and JD Sports Plc (2019)
	Sports Direct Plc
	2015
	2016
	2017
	2018
	2019
	JD Sports Plc

	Sales (£m)
	2,832.5
	2,904.3
	3,246.3
	3,359.5
	3,701.9
	4,717.8

	Total Asset (£m)
	1,773.6
	2,359.8
	2,448.8
	2,891.0
	2,148.8
	2,205.5

	Fixed Asset (£m)
	417.7
	365.6
	315.8
	322.0
	379.2
	539.8



	Sports Direct Plc
	2015
	2016
	2017
	2018
	2019
	JD Sports Plc

	Asset Turnover
	159.7
	123.0
	132.5
	116.2
	117.5
	2.14

	Fixed Asset Turnover
	417.7
	365.6
	315.8
	322.0
	379.2
	8.74



Efficiency ratios are used to measure the short-term and current performance of a company. The figures above show a steady turnover for the asset and fixed asset. A big part of Sports Direct’s business model is their multi-channel elevation strategy which involves connecting with customers across multiple platforms such as online marketing, social media, emails and in-store. JD Sports also implement the same strategy in their company, which is why they have a very strong hold on the market and are doing very well to directly target their demographic.

Recommendations
According to Dyer (2019), Sports Direct should stick to its core skills rather than heavily investing in the retail sector as it has been. This comes from the news that they faced a huge loss when Debenhams started to struggle on the high street. Instead of solely focusing on investing in companies such as House of Fraser and French Connection, Sports Direct should instead just focus on investing in quality merchandise.


Potential Project Investments for Sports Direct
	PROJECT
	PBP
	ARR
	IRR
	NPV

	A
	3.6 YRS
	28%
	17.8%
	£16.5m

	B
	2.10 YRS
	23%
	21.5%
	£16.07m



An investment appraisal has been undertaken to determine whether Sports Direct should consider investing in a potential project. The Payback Period (PBP), Accounting Rate of Return (ARR), Internal Rate of Return (IRR) and the Net Present Value (NPV) will be calculated in order to provide an evaluation of the life cycle of each project with the cost of capital being 9.75%. The table above shows in detail the results of the calculations of Projects A and B. 
Given the high rate of return at 28%, Project A should be adopted by Sports Direct. Within a four-year life cycle their ARR is better compared to Project B, which shows that higher return on investment is guaranteed. Even though the PBP is higher than Project B, the NPV is a strong indicator that Project A will be more profitable in the long run.

Advantages and Disadvantages
The Payback Period is easy to understand and simple to use compared to other capital budgeting methods, according to eFinanceManagement.com (2019). They allow managers to make quick decisions when calculating the PBP of projects. A major disadvantage would be ignoring the time value of money and profitability. 
The Accounting Rate of Return focuses on profitability, which is a key issue for shareholders according to tutor2u (2019). It also assesses the whole profitability of a project, which is beneficial. But it does not consider the time value of money and cash flows.
The Internal Rate of Return is simple to use and can compare the worth of various projects under consideration. It can also be used for budgeting purposes such as to provide a quick snapshot of the potential value or savings of purchasing new equipment as opposed to repairing old equipment (Lanctot and Thompson, 2019). The downsides include ignoring the size of a project, future costs, and reinvestment rates.
The Net Present Value according to The Motley Fool (2019) can tell us whether an investment will be capable of creating value for a company or investor, and by how much. A downside to this appraisal technique is the assumptions that can be raised about a company’s cost of capital, which is not good for investing.


























[bookmark: _GoBack]Bibliography and References 
Kenton, W. (2019). Financial Analysis. [online] Investopedia. Available at: https://www.investopedia.com/terms/f/financial-analysis.asp [Accessed 27 Aug. 2019].
BBC News. (2019). Sports Direct takes £85m Debenhams hit. [online] Available at: https://www.bbc.co.uk/news/business-44882971 [Accessed 27 Aug. 2019].
Dyer, R. (2019). Sports Direct strategy needs rethink after Debenhams stake dents profits, analysts suggest. [online] Proactiveinvestors UK. Available at: https://www.proactiveinvestors.co.uk/companies/news/201145/sports-direct-strategy-needs-rethink-after-debenhams-stake-dents-profits-analysts-suggest-201145.html [Accessed 27 Aug. 2019].
eFinanceManagement.com. (2019). Disadvantages and Advantages of Payback Period | eFinanceManagement. [online] Available at: https://efinancemanagement.com/investment-decisions/advantages-and-disadvantages-of-payback-period [Accessed 27 Aug. 2019]. 
Lanctot, P. and Thompson, J. (2019). The Advantages and Disadvantages of the Internal Rate of Return Method. [online] Smallbusiness.chron.com. Available at: https://smallbusiness.chron.com/advantages-disadvantages-internal-rate-return-method-60935.html [Accessed 27 Aug. 2019].
Sports Direct Plc (2019). Preliminary Results for the Period ended 28 April 2019. [online] Available at: https://www.sportsdirectplc.com/~/media/Files/S/Sports-Direct/preliminary-results-announcements/sdi-announcement-2019.pdf [Accessed 28 Aug. 2019].
Sports Direct Plc (2018). Annual Reports and Accounts 2018. [online] Available at: https://www.sportsdirectplc.com/~/media/Files/S/Sports-Direct/annual-report/annual-report-2018.pdf [Accessed 28 Aug. 2019].
Sports Direct Plc (2016). Annual Report and Accounts 2016. [online] Available at: https://www.sportsdirectplc.com/~/media/Files/S/Sports-Direct/annual-report/2016-annual-report-accounts.pdf [Accessed 28 Aug. 2019].
Sports Direct Plc (2015). 2015 Annual Report. [online] Available at: https://www.sportsdirectplc.com/~/media/Files/S/Sports-Direct/annual-report/Annual%20Report%202015%20-%20FINAL.pdf [Accessed 28 Aug. 2019].
Marketscreener.com. (2019). SPORTS DIRECT INTERNATIONAL: Stock Market News and Information | SPD| GB00B1QH8P22 | MarketScreener. [online] Available at: https://www.marketscreener.com/SPORTS-DIRECT-INTERNATION-9590226/news-quality/ [Accessed 28 Aug. 2019].
JD Sports Fashion Plc (2019). Annual Report and Accounts 2019. [online] Available at: https://www.jdplc.com/~/media/Files/J/Jd-Sports-Fashion-Plc/reports-and-presentations/annual-report-2019.pdf [Accessed 28 Aug. 2019].
The Motley Fool. (2019). What Are the Advantages and Disadvantages of the Net Present Value Method? | The Motley Fool. [online] Available at: https://www.fool.com/knowledge-center/advantages-and-disadvantages-of-net-present-value.aspx [Accessed 27 Aug. 2019].
tutor2u. (2019). Investment Appraisal - ARR | Business | tutor2u. [online] Available at: https://www.tutor2u.net/business/reference/accounting-rate-of-return-arr [Accessed 27 Aug. 2019].

