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Introduction
The purpose of this report is to perform a financial analysis of two companies in the same industry, namely JD sports benchmarked against Sports Direct. Annual financial reports of the two companies will be used. 
JD Sports Fashion Plc is engaged in the retail and distribution of sport and athletic inspired fashion, footwear, apparel and accessories. It operates in three segments: sport retail, fashion retail and distribution businesses. JD Sports has continued to do well over the years .Sports Direct on the other has had some turbulent times.
JD Sports Fashion plc, the United Kingdom's 5th largest General Retailer company by market cap is a leading international multichannel retailer of sports, fashion and outdoor brands. It started in 1981 with one store in Bury Manchester and has grown ever since with various acquisitions all over the world including UK. 
JD Sports Fashion Plc is a subsidiary of Pentland Group Plc although it trades as JD Sports Fashion Plc that retails and sells sports fashion goods and outdoor equipments. These include apparels, accessories, footwear and recreational products. The company markets these products through various brands including JD, Chausport, Size?, Scotts, Blacks, Millets, Sprinter, Tessuti, Tiso, Nicholas Deakins, Kukri, Focus, Source Lab and Sports  Zone. Sales. 45 % of the group revenue comes from UK. 78% of sales comes from Retail stores. There are 690 JD branded stores of the 2400 stores in 18 countries owned by the group. The group also has 23 JD branded gyms. See chart. JD employs 32265 people.
Sports Direct was founded by Mike Ashley in 1982 as a single store in Maidenhead trading under the name of Mike Ashley Sports. It also specialises in Sports goods and has a number of fashion retails stores. It employs around 29000 people. 
Acquisitions
Finish Line, the largest market sport lifestyle footwear and apparel in US  has been one of the biggest and most recent acquisitions leading to JD having it’s first five stores in United States. ‘Acquisition of Finish Line in the United states significantly extends the group’s global reach with the trial of the JD fascia delivering encouraging early results’,Leslie A. According to Bloomberg, the acquisition of Finish Line cost $558M. One of the reasons quoted for this acquisition is Finish Line’s digital strength. 20% of its sales are done online.
Foot asylum Plc was also finally acquired in March for 90M. Pretty Green Ltd is another company that was in administration and acquired by JD this year. There were a number of acquisitions in previous years. Most of these stores acquired remain in their names and are not rebranded. (Annual report 2019)
Sports Direct had a change of Chair last year. SD had 2 stores additions this year and hoping to open a store in Oxford Street by 2020. It acquired House of Fraser, Evans Cycles and Sofa.com  which are loss leaders. It also owns Debenhams, another struggling store. In spite of these, according to annual report,  its profit have revenue increased by 10.2%. (Annual Report 2019)
 JD is in an industry with seasonal demand, most of the sales are made in the Christmas season. Stock levels are constantly being monitored  and managing the peaks in demand constantly with sales forecasting. A  It relies heavily on non UK suppliers but also has its own branded wears. In order not to be too reliant on a small number of suppliers, it constantly adds new brands. Lower than expected performance can leave the business with too much stock to liquidate. The group has always ensured that it avoids short term reactive discounting unnecessarily. Annual report 2019

Scandals
According to BBC news in May, There was an outcry about the number of ambulances called to the warehouse. This caused Matt Draper, from Unite, to say that "The warehouses of some companies risk becoming the dark satanic mills of the 21st Century." The chair ordered an immediate investigation into the conditions of work at the warehouse. Sports’ Direct previously had similar scandal but has now been dealt with over the years.
Sports Direct on the other hand amidst series of scandals has recently lost its auditors. 
Grant Thornton will cease to be auditor for Sports Direct from September 11, when the retailer’s annual general meeting will take place. Saker-Clark, Henry ,PA City Reporter. 
According to the report, this is due to a huge tax demand by Belfast authorities.
Part B     Ratio Analysis
"Ratio analysis is crucial for investment decisions. It not only helps in knowing how the company has been performing but also makes it easy for investors to compare companies in the same industry and zero in on the best investment option," says DK Aggarwal, chairman and managing director, SMC Investments and Advisors. Business Today Sept. 2014
A number of ratios would be used in order to analyse two companies, JD Sports and Sports Direct. These two companies are competitors in the Athleisure (casual, comfortable clothing designed to be suitable both for exercise and everyday wear,( gymshark)) industry. The sources of analysis will be the Income Statements and Statement of Financial Position of the two companies, obtained from Annual reports of both companies.. JD figures and ratios will be from 2015-2019 and Sports Direct 2019. Both company’s group results will be used. Using five year figures for JD helps to see how the ratios have changed and how the company has performed over the periods. 
Sales ( Revenue), Gross Profit, Operating profit & profit after tax for JD Sports 2015-2019 and Sports Direct 2019
	JD Sports
	2015
	2016
	2017
	2018
	2019
	Sports Direct 2019

	Revenue
	1522.3
	1821.7
	2378.7
	3161.4
	4717.8
	3,701.9

	Revenue growth
	  
	  
	
	
	 49%
	

	Gross profit
	  739.6
	  884.2
	1163.6
	1531.16
	2243.3
	1,583.5

	Operating profit
	    92.6
	  133.4
	  239.8
	 295.9
	  295.9
	   160.5

	Profit after tax
	    54.0
	   100.6
	  184.6 
	 236.4
	  264.2
	   116.0


Source:  Annual Financial Reports of JD Sports and Sports Direct
The following ratios will be analysed : Profitability / Current/ Quick / Liquidity/ Efficiency and Gearing. The ratios will be calculated using figures derived from Annual reports for both group companies.

Profitability Ratios JD Sports 2015-2019 and Sports Direct 2019
	JD Sports
	2015
	2016
	2017
	2018
	2019
	Sports Direct 2019

	Gross Profit Margin
	48.58
	48.54
	48.91
	48.43
	47.55
	42.77

	Operating Profit Margin
	6.07
	7.32
	10.08
	9.3
	7.33
	4.33

	Net profit margin
	3.55
	5.52
	7.76
	5.6
	7.48
	3.13


Source: Author’s calculations and Annual Financial Reports of JD Sports and Sports Direct
Profitability ratio is of great importance to the shareholders. 
If the investors are satisfied then the business serves the purpose (Fraser, 1990).
The Gross Profit Margin explains the company’s management of cost of sales as well as the selling prices.  The gross profit margin has JD has been fairly consistent over the years but dipped slightly in 2019, (2019 48.4; 2019 47.5). This is attributed to lower margins in the acquired Finish Line and Sports Zone. This is despite the fact that total revenue increased by 50% from 2018 to 2019 for JD. It should be noted that Sales increased by 50%. It could also be as result of higher cost of sales. The Operation has dipped and is at par with 2017 profit margin. However in spite of these acquisitions, JD has performed better than Sports Direct. The higher the gross profit margin, the better the company is performing.. 
Net profit Margin explains the efficient management of other expenses in the company The possible reason could be that the expenses of the company have increased drastically over the year 2018 but has improved in 2019..
Current Assets/Current liabilities JD Sports 2015-2019 and Sports Direct 2019
	JD Sports
	2015
	2016
	2017
	2018
	2019
	Sports Direct 2019

	Current Assets
	400.26
	510.70
	714.17
	971.8
	1192.2
	2031.1

	Inventory
	225.02
	238.32
	348.00
	478.0
	763.8
	978.4

	Current Liabilities
	326.75
	348.15
	535.12
	682.3
	900.5
	598.5


Source:   Annual Financial Reports of JD Sports and Sports Direct



Liquidity/Quick Ratios JD Sports 2015-2019 and Sports Direct 2019
	JD Sports
	2015
	2016
	2017
	2018
	2019
	Sports Direct 2019

	Current ratio
	1.23
	1.46
	1.33
	1.42
	1.32
	3.39

	Quick ratio
	  .54
	  .78
	  .68
	  .72
	  .48
	1.63


Source : Author’s calculations and Annual Financial Reports of JD Sports and Sports Direct
This shows how quickly the company can meet its liabilities obligations when it falls due. Current ratio of less than 1 is a concern. JD’s current ratio is just over 1 whilst Sports direct has a healthier Current ratio. Healthy or standard current ratio is sometimes assumed to be 2:1 but this depends on industry. These two businesses hold fast-moving inventories of finished goods and sales are cash based.  JD has not met the 2:1 ration in the 5years. 
Sports Direct has a healthy current ratio of 3.39%. It could have a better way of managing its current assets. SD’s Quick ratio is also better than JD. In order to calculate Quick ratio, inventory is deducted. The analysis also shows that JD has incurred more current assets. The analysis also shows that JD carries a lot of stock, has a higher stock (Inventories): current assets ratio compared to sports Direct. This has also been due to stacks from its Finish Line acquisitions. (Annual report 2019) Sports Direct has a higher level of Current Assets than JD. This could be due to higher receivables.
Stock may also be obsolete and there may be difficulty in disposing of it. JD  chairman did say JD constantly monitor store levels, perhaps JD needs to have some periodic customer giveaway through competitions. This would help customers become more in the organisation and be able to attract customers of competitors. It may also engage in wholesale to smaller shops not in the chain.
Assets JD 2015 -2019  / Sports Direct 2019
	JD Sports
	2015
	2016
	2017
	2018
	2019
	Sports Direct 2019

	Total Assets
	681.67
	791.25
	1178.94
	1626.2
	2205.5
	3148.8

	Fixed Assets 
	147.93
	173.32
	  235.8
	  376.9
	  539.8
	845.4


Fixed assets do not include Intangible assets, deferred tax and other assets
Efficiency Ratios JD Sports 2015-2019 and Sports Direct 2019
	JD Sports
	2015
	2016
	2017
	2018
	2019
	Sports Direct 2019

	Assets turnover
	2.23
	2.30
	2.02
	1.94
	2.14
	1.18

	Fixed Assets turnover
	10.29
	10.51
	10.09
	 8.39
	8.74
	4.38


Source: Author’s calculations and Annual Financial Reports of JD Sports and Sports Direct
It shows how efficiently the management is using assets to generate revenue. The higher the ratio, the better it is, as it indicates that the company is generating more revenue per pounds spent on the assets. Experts say the comparison should be made between companies in the same industry. 

Gearing Ratios JD Sports 2015-2019 and Sports Direct 2019
	JD Sports
	2015
	2016
	2017
	2018
	2019
	Sports Direct 2019

	Long term debt/Capital Employed
	,374/309.9
.001%
	.274/400,8
.01%
	2,5/578,8
4.4%
	11,0/834,3
1.3%
	62.2/1076
5.7%
	826,5/1252,4
65.9%

	Total debt/total assets
	37,0/681,7
5.4%
	6,5/791,3
.01%
	34,0/1178,9
2.9%
	37.8/1626,2
2.23%
	126/2205.5
5.7%
	826.5/3148.8
26.2%


Source: Author’s calculations and Annual Financial Reports of JD Sports and Sports Direct
Long term debt is definitely too high for Sports direct.  For JD long term borrowing is contained and well managed although short term borrowing has increased 2019. Sports Direct has long term borrowing out of control. There is no short term borrowing apart from huge trade payables of £541m. The servicing of this debt  is also huge concern for Sport’s Direct.  Finance costs for SD is £19m. Last year this more than doubled. Sports direct also has more assets including a lot of inventories compared to JD Sports.

Summary of Ratio observations 
Ratios help to analyse various parts of a business in order to spot any problems. However there are may be other issues not represented by figures that may the reason for fluctuations. There may be  international, local, economic , social and ethical problems that could be the reason for fluctuations. 
For example, a company decides to increase revenue by promoting a competition among school children. This causes more kids to eat more crisps, collect more tokens, making the school some money as well as the crisps factory. Ethically, this is wrong as kids are made to eat a lot of unhealthy snacks. In the year of promotion, before this was stopped through petition from parent, the revenue of the company would be high. The following year the revenue will fall as the petitions take effect and less crisps bought.
Demand for fashion items are elastic, these are items that people can do without if necessary. I can understand why both companies embark on acquisitions in order to expand their offerings and continue to stay relevant in the industry. Sports Direct has a company called GAME as one of it’s acquisitions. This company is not directly involved in Sports fashion but it feels the company can be an outlet for sporting games as well as other things.
JD Sports has a lot of acquisitions in Europe (39 stores in 10 countries) and as yet not sure of how Brexit will affect the group. In the first instance, duties and tariffs may be affected. It was identified in the annual report that the group will need a warehouse in Europe by 2021 and this may be brought forward because of Brexit. Additional custom requirement and delay may be required if UK exits without agreement. Exchange rate fluctuations is another consideration following Brexit. Brand suppliers are encouraged to quote in Euros and this may not be a serious issue for concern. VAT could also be affected by Brexit.
Gym Business may need to expanded as more and more people become health conscious. JD currently has 23 gyms with 100000 memberships. Ten of these gyms were acquired from an existing operator. This is an effective strategy and I recommend that the group expands this way as existing operators would already have its members.
Although ratios have not been analysed in terms of shares, it is worth noting that earnings per share has increased by 13% this year compared to last year. Earnings per share also increased for Sports Direct although it decided not to declare any dividend this year.
Recommendations
Both groups needs to continue to monitor new acquisition performances with the view of selling off non-performing businesses.
Stock levels need to be regularly monitored as both groups are based in inventory-heavy businesses and obsolete inventories can easily become a problem.
Partnerships with charities may be necessary in order to help get rid of old stocks. Perhaps the groups could also use online shops to get rid of old stocks themselves. These online stores could trade in other names.
Sports Direct has more non fashion acquisitions than JD Sports. Perhaps JD could also do the same.
Part C
‘Investment Appraisal is concerned with decisions about whether, when and how to spend money on capital projects’( Mott and graham 2008,). There are 4 methods of Appraisal to consider:
Payback Period: the number of years the initial investment is expected to be recovered. It starts with the cost of the project from operating cash flows. Each year’s cash flow is added to see the eventual accumulative cash flow and how long it will take to realise positive cash flow. The returns may not come in full years so partial years will have to be calculated. The fractional years are determined by the year of full recovery plus a fraction of the following positive cash flow divided by the last year annual profit. Accept if return comes in quicker.
Advantages
· Easy to calculate and understand
· Uses cash and not accounting profit
· Takes risk into account
Disadvantages
· Says nothing about project but considers the cash flow
· Does not take account of qualitative factors
· Time value is ignored
· Future cashflows are not considered, non-discounted cash flow method

Accounting rate of return (ROCE) or (ROI)
The profitability over the whole life of the project is measured. Comparison is made between the average profit of the project and the value of the asset. (Pike and Neal 2006).
average annual accounting profit ×100
		       average investment   or (initial Investment)

(Average Investment is initial investment)/2
This is a non-discounted cash flow method
Advantages
· Easy to use and calculate
· Uses accounting profit concept
· Considers whole project unlike payback
Disadvantages
· It is based mainly on profit
· Ignores time value of money
· Uses average profits and ignores timing of cash flows
Net present value
This is the difference between the present value of cash flows and the amount invested. A discount rate is applied to the cash flows to get the present value. This is then added up to get the total present value. The total PV is subtracted from the investment value. 
This is a discounted cash flow method. All projects with positive PV are accepted.
Advantages
· Considers time value of money
· All cash flows are used
· Well known and used method
· Discounting takes account of risk
Disadvantages
· Can be difficult to calculate
· Doesn’t suit all projects
IRR – Internal Rate of Return
It is closely related to NPV as both use discounted rates but it cannot be calculated on its own. It relies and NPV calculations and further guesses are made from that.
This method will not be considered for the two projects as NPV is below 0
It is the discount rate at which NPV =0. It is a  Discounted cash flow method

Advantages
· It considers the time value of money
· The risk of a project is considered
Disadvantages
· Can be difficult to calculate without computer
· Calculation takes longer
· Uses trial and error
· Could be misleading when there is inconsistent cash flow
In this project two machines will be supplied by two suppliers Xero Machines and Oval Industrial to JD Sports for packing of their trainers. I will evaluate both machines using Investment Appraisal methods to determine which one to purchase.  Xero is more expensive than Oval by £5M. Depreciation method  is straight-line.
PayBack Period
	Year
	Project A
	Dep.
	Annual profit
	Total
	
	Project B
	Dep.
	Annual      Total
 Profit

	0
	-80
	
	
	-80
	
	-75
	
	-75
	

	1
	25
	20
	5
	-55
	
	50
	18.75
	31.25
	

	2
	25
	20
	5
	-30
	
	20
	18.75
	1.25
	

	3
	20
	20
	0
	-10
	
	20
	18.75
	1.25
	

	4
	55
	20
	35
	45
	-130
	20
	18.75
	1.25
	-40

	
	
	
	
	
	
	
	
	
	

	PBP
	
	
	
	3.29
	year
	
	
	
	



According to this method project B would be preferred as it shows higher profit from year 1 after deducting depreciation. Project A doesn’t show any profitability till year 4
 Accounting rate of return
	.
	Project A
	Dep
	profit
	
	
	Project B
	Dep
	Profit
	

	0
	-80
	
	
	-80
	
	-75
	
	
	-75

	1
	25
	20
	5
	-75
	
	50
	18.75
	31.25
	

	2
	25
	20
	5
	-70
	
	20
	18.75
	1.25
	

	3
	20
	20
	0
	-70
	
	20
	18.75
	1.25
	

	4
	55
	20
	35
	-35
	
	20
	18.75
	1.25
	-40

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Average Net profit/Average Inv
ARR  
	
	-28.13%
	
	
	-23.33%
	


Project A has a higher rate of return and will bill suggested for JD Sport Fashion Plc
Net Present Value
	NPV
	
	
	
	9.75%
	
	
	
	
	
	

	Year
	Project A
	Dep
	profit
	Discount
	Disc rate
	Project B
	Dep
	profit
	Discount
	Disc
rate

	0
	-80
	
	
	
	
	-75
	
	
	
	

	1
	25
	20
	5
	0.911162
	4.56
	50
	18.75
	31.25
	0.911162
	28.47

	2
	25
	20
	5
	0.830216
	4.15
	20
	18.75
	1.25
	0.830216
	1.04

	3
	20
	20
	0
	0.756461
	0.00
	20
	18.75
	1.25
	0.756461
	0.95

	4
	55
	20
	35
	0.689258
	24.12
	20
	18.75
	1.25
	0.689258
	0.86

	
	
	
	
	
	32.83
	
	
	
	
	31.32

	NPV
	
	
	
	
	(47.17)
	
	
	
	
	(43.68)



These are both negative but project A has a comparatively better PV at 47%. Ideally none of the projects are viable as NPV are both negative, i.e. NPV >0. NPV needs to be above 0. 
This situation would appear to be better if there was no depreciation to consider. IRR Would not be considered for this project as to calculate would mean the IRR would be negative.
Qualitative factors not considered by these methods
The following costs are not considered: research, Installation, staff training and staff training. It would be ideal if this is included.
Factors such as machine breakdown or machine being returned back to manufacturer for defaults are also not considered in the appraisal methods.
Technological changes are not considered thought this is definitely a problem these days. Can the machines be part exchanged and how will that affect the appraisal decision.
Choosing a machine over another mainly on cost basis may also ignore other things like customer services and guarantees and after care that each company offers. Would this be extra cost or is the warranty cost factored in?
In making these choices and ignoring other factors, are the strategic of reasons, one of which is to maximise profit being considered. Are the financial and strategy aligned? 
Environmental issues also need to be considered. Is the cheaper machine noisier than the more expensive one. The quieter one would be preferred by most staff who have to operate the machine.
Ethical issues are also not considered. Is the project subject to any political, social, economic constraints?
In the case of the two projects appraised above, is the depreciation value applied realistic and how was it determined? The machine may have a scrap value but it’s been assumed that it will not. This has however affected a full appraisal of this project. Limited judgement can be made.

Conclusion
‘Investment decision making must not be viewed as simply a mechanical exercise. The results derived from a particular investment appraisal method will be only one input to the decision-making process. There may be broader issues connected to the decision that have to be taken into account but which may be difficult or impossible to quantify’.  Atrill, P  And McLaney, E
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Appendix 1
Formula
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Ratios formulas
Profitability ratio:
Gross Margin  -  Gross profit/Sales
Net Profit Margin  -Net Profit/Sales
Liquidity ratio :
Current Ratio – Current Asset/Current Liabilities
Quick ratio – (Current Assets- Inventories)/ Current Liabilities
Gearing ratio – 
Long term debt/Capital Employed
Total debt/total assets
Efficiency ratio
Asset Turnover =Sales/Total Assets
Fixed Assets Turnover = Sales/Fixed Assets
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Part C

Depreciation 

straight-line

Year Project A Dep Annual profit Project B Dep Annual Profit

0 -80 -80 -75 -75

1 25 20 =B5-C5 =E4+B5 50 18.75 =G5-H5

2 25 20 =B6-C6 =E5+B6 20 18.75 =G6-H6

3 20 20 =B7-C7 =E6+B7 20 18.75 =G7-H7

4 55 20 =B8-C8 =E7+B8 =E4+E5+E6+E7+E8 20 18.75 =G8-H8 =I4+I5+I6+I7+I8

PBP =A7+-E7/D8 year

Accouting rate of return 0.0975

Year Project A Dep Project B

0 -80 profit -80 -75 -75

1 25 20 =B15-C15 =E14+D15 50 18.75 =G15-H15

2 25 20 =B16-C16 =E15+D16 20 18.75 =G16-H16

3 20 20 =B17-C17 =E16+D17 20 18.75 =G17-H17

4 55 20 =B18-C18 =E17+D18 20 18.75 =G18-H18 =J14+I15+I16+I17+I18


image2.emf
ARR  

Average Net 

profit/Average Inv =AVERAGE(D15:D18)/AVERAGE(B14/2) =AVERAGE(I15:I19)/AVERAGE(G14/2)

NPV 0.0975

Year Project A Dep Discount Project B Discount

0 -80 -80 -75

1 25 20 5 =1/(1+E$24)^A27 =E27*D27 50 18.75 =G27-H27 =1/(1+E$24)^A27 =J27*I27

2 25 20 5 =1/(1+E$24)^A28 =E28*D28 20 18.75 =G28-H28 =1/(1+E$24)^A28 =J28*I28

3 20 20 0 =1/(1+E$24)^A29 =E29*D29 20 18.75 =G29-H29 =1/(1+E$24)^A29 =J29*I29

4 55 20 35 =1/(1+E$24)^A30 =E30*D30 20 18.75 =G30-H30 =1/(1+E$24)^A30 =J30*I30

=SUM(F27:F30) =SUM(K27:K30)

NPV =B26+F31 =G26+K31

NPV

IRR =NPV(E24,F27:F31)+D26 =NPV(E24,K27:K31)+G26


