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Abstract

This report is about the financial analysis of Morrisons, a supermarket chain from United Kingdom, which it will be compared with its rival, Asda. The purpose of this report is to assess the company’s financial performances and to evaluate future investment opportunities. The main source in evaluating the performance of Morrisons, is its Annual Reports from the last five financial years, 2015-2019. On the first part of this report, the analysis will be on the financial ratios which are the profitability ratio, the liquidity ratio, the leverage ratio, efficiency and investment ratio. The second part of this report is the analysis of future investment.
 

1. [bookmark: _Toc61445078]Introduction 


Morrisons has started its journey in 1899 when William Morrison open his business by selling egg and butter. In 1952, Sir Ken Morrison took over a few of Bradford market stalls from his father and 1961 he opens Morrison’s first supermarket with free parking available. In 1967, the company becomes public and over 80,000 investors try to buy Morrison’s shares (Morrisons, n.d.).  
The difference between Morrisons and its competitors is that they do not concentrate on the communication, their focus is on baking and selling more fresh food than its rivals. Moreover, their poultry, beef, lamb, pork and fish are 100% locally produced, and they have their own British eggs. Morrisons has over 500 stores open already and continuously growing and competing with Tesco, Sainsbury’s, Asda, Mark & Spencer, Waitrose, Aldi, Lidl and others.
In December 2019, there were a few promotions happening at Morrisons, Trevor Strain has been promoted as the new COO and Michael Gleeson has been promoted as the new CFO (Management changes at Morrisons, 2020).
Due to coronavirus pandemic, Morrisons has recorded the lowest number of sales during Christmas 2020 with total sales down 1.9%, compared with its rivals, causing a profit warning. All this happened because of a better management of online shopping than its rivals offered and because of all people wages going down because of COVID – 19. 
For its comeback, Morrisons has decided to make its brand stronger by being more competitive and lower some prices, continuously listening to the customers and improving customer service. Moreover, Morrisons wants to develop popular and useful services in every supermarket such as key cutting and mobile phone repairing station, simplify and speed up the business by consolidating teamwork and finding locally solutions that fits every customer. In addition, Morrisons wants to make the core of its chain supermarkets strong again by listening to the suggestions of the customers and employees regarding on new ideas in refreshing the stores.
In 2013, Morrisons went to court for a massive data breach laid by a former employee who had a resentment against the supermarket after being disciplined. However, in 2020, the Supreme Court decided that Morrisons was not vicariously liable for the data breach committed by the former employee (Supreme Court sides with Morrisons over vicarious liability, 2020).

2. [bookmark: _Toc61445079]Analysis of Morrisons financial performance
Usually, companies are using ratios as an instrument in the analysis of their financial statement, more exactly, to describe the company’s performance. Ratios help to emphasize the financial strength and weaknesses of a company (Atrill, 2011).
In this report it will be uses profitability, efficiency, gearing, liquidity and investment ratio, to evaluate the financial performance of Morrisons.

2.1. [bookmark: _Toc61445080]Profitability ratio

Usually, the companies object is to create and increase the profit and in the same time the capital of the shareholders. Profitability ratio provide information relating how successful is the company in accomplishing its objective (Atrill, 2011).
Gross profit margin focuses on the costs of making the goods and services ready for sell. Slight fluctuations in this ratio can be very substantial.  Operating profit margin indicates the level of competitiveness in the market, the economic position of the company, the capacity to differentiate products and the capacity to manage expenses. The objective of a successful business is to get the margin as high as possible (Weetman, Financial accounting an introduction, 2013).

Table 1: Profitability ratios of Morrisons (2015 - 2019) and Sainsbury’s (2019)
	Morrisons
	2015
	2016
	2017
	2018
	2019
	Sainsbury’s
2019

	Gross Profit Margin (%)
	4.5
	3.8
	3.7
	3.6
	3.4
	7.8

	Operating Profit Margin (%)
	4.1
	1.9
	2.8
	2.6
	2.2
	2


Source: Author’s calculation from the Annual Financial Reports of Morrisons and Sainsbury’s

Gross profit and operating profit are led by company’s sales. As it is displayed in Table 1, the gross profit margin in the last five years is slightly decreasing because of the gross profit which was decreasing as well. The revenue has slightly increase over the five years, however the cost of sales has increased as well.  A small increase of gross profit in 2018 was due to favourable summer weather and the World Cup. For the decrease of the other years, Morrisons states that the sales are affected by a weak consumer confidence (Morrisons interim results, 2019).
Generally, gross profit margin shows the portion of each pound of sales revenue is the company earning. For example, in the financial year of 2019, Morrisons gross profit margin is 3.4 and Sainsbury’s gross profit margin is 7.8. Therefore, for each pound of revenue, Morrisons has gained £0.034 and Sainsbury’s has gained £0.078.
Between 2015 – 2019, the operating profit margin of Morrisons was up and down, but mostly registered a decrease all due to higher administrative costs.
In 2019, Sainsbury’s has registered a gross profit higher than Morrisons, however the operating profit margin for Sainsbury’s was lower than Morrisons, which indicates the Morrisons can operate at lower costs.

Table 2: Revenue, Gross Profit, Operating Profit (2015 - 2019) and Sainsbury’s (2019)
	Morrisons
	2015
	2016
	2017
	2018
	2019
	Sainsbury’s
2019

	Revenue
 (£m)
	16,816
	16,122
	16,317
	17,262
	17,735
	29,007

	Gross Profit
(£m)
	761
	617
	604
	633
	607
	2,288

	Operating Profit
(£m)
	696
	314
	468
	458
	394
	601


Source: Annual Financial Reports of Morrisons and Sainsbury’s

2.2. [bookmark: _Toc61445081]Liquidity ratio

Liquidity is about the importance of having enough liquid assets to meet the obligations. Moreover, to have liquid resources for the payment that are due in the near future (Atrill, 2011).
Current ratio is all about the comparation between the liquid assets and the current liabilities. The higher is the current ratio, the organization is to be expected to produce and use more current assets to repay the debts.





Table 3: Liquidity ratios of Morrisons (2015 - 2019) and Sainsbury’s (2019)
	Morrisons
	2015
	2016
	2017
	2018
	2019
	Sainsbury’s 2019

	Current Ratio (%)
	50.3
	47.6
	41
	41.4
	40.7
	63.7

	Quick Ratio (%)
	21.3
	25.1
	19.6
	19.2
	19.1
	47.4


Source: Author’s calculation from the Annual Financial Reports of Morrisons and Sainsbury’s

In Table 2, the current ratio of Morrisons is recording a decrease between 2015 – 2019. The massive drop of the current ratio from 2017 happened because of an increase in the current liabilities and a decrease of the current assets.
Quick ratio is similar with the current ration, but it indicated the short-term liquidity. Therefore, when calculating the ratio, the inventories are deducted from the current assets, and then divided by the current liabilities. Comparing the last five years, the quick ratio has been registering a decrease, however, in 2016 due to more available quick assets to cover the short – term borrowing, the liquidity ratio has increased.
Because of the current assets of Sainsbury’s being a lot higher than Morrisons current assets, current ratio and quick ratio of Sainsbury’s 2019 are higher than Morrisons.

Table 4: Current Assets, Current Liabilities, Inventories of Morrisons (2015 - 2019) and Sainsbury’s (2019)
	Morrisons
	2015
	2016
	2017
	2018
	2019
	Sainsbury’s 2019

	Current Assets
(£m)
	1,144
	1,308
	1,176
	1,278
	1,343
	7,550

	Current Liabilities
(£m)
	2,273
	2,747
	2,864
	3,081
	3,295
	11,849

	Inventories 
(£m)
	658
	616
	614
	686
	713
	1,929


Source: Annual Financial Reports of Morrisons and Sainsbury’s




2.3. [bookmark: _Toc61445082]Gearing ratio

Gearing is about the contribution to financing the company, provided by others, as a loan. Gearing appears when a company is financed, through borrowing instead of being financed through the shareholders. The leverage is evaluating the risks of borrowing related to a company. If the borrowing is difficult to pay off, it will increase the risk of the company to become insolvent (Atrill, 2011).

Table 5: Leverage ratios of Morrisons (2015 - 2019) and Sainsbury’s (2019)
	Morrisons
	2015
	2016
	2017
	2018
	2019
	Sainsbury’s 2019

	Debt - Equity Ratio (%)
	70
	58.6
	38.1
	28.9
	27.8
	21.3

	Debt to Capital Ratio (%)
	41.2
	36.9
	27.6
	22.4
	21.7
	17.5


Source: Author’s calculation from the Annual Financial Reports of Morrisons and Sainsbury’s

Evaluating the gearing ratios from Table 3, debt-equity ratio has a massive decrease from 2015 to 2019, which is very good for the company, all due to an increase of the shareholders equity and a continuously decrease of the borrowing, which means that Morrisons is paying off its debts. In 2019, Morrisons registered the highest gearing ratio compared with all five years, because of the higher amount of the borrowing. Sainsbury’s gearing ratio for 2019 is lower than Morrisons, which means that it is easier for Sainsbury’s to pay its loans.
Debt to capital ratio of Morrisons has been decreasing as well as debt – equity ratio, over the last five years, which is a good thing for business, however, the ratio is higher than Sainsbury’s, all due to a higher equity of Sainsbury’s.

Table 6: Total Debt, Total Equity of Morrisons (2015 - 2019) and Sainsbury’s (2019)
	Morrisons
	2015
	2016
	2017
	2018
	2019
	Sainsbury’s 2019

	Total Debt
(£m)
	2,519
	2,204
	1,550
	1,317
	1,288
	1,660

	Total Equity
(£m)
	3,594
	3,756
	4,063
	4,545
	4,631
	7,782


Source: Annual Financial Reports of Morrisons and Sainsbury’s

2.4. [bookmark: _Toc61445083]Efficiency ratio

Efficiency ratio is all about to measure how efficient were several certain resources used in the organization (Atrill, 2011). Asset turnover evaluates how much sales or revenue an organization can produce from every pound in assets. Normally, a higher assets turnover is better because it makes a bigger profit. 

Table 7: Efficiency ratios of Morrisons (2015 - 2019) and Sainsbury’s (2019)
	Morrisons
	2015
	2016
	2017
	2018
	2019
	Sainsbury’s 2019

	Asset Turnover 
	1.83
	1.73
	1.76
	1.78
	1.78
	1.03

	Fixed Asset Turnover 
	2.31
	2.25
	2.25
	2.38
	2.42
	3.15


Source: Author’s calculation from the Annual Financial Reports of Morrisons and Sainsbury’s

Organizations that have a higher profit margins get a lower asset turnover (Collier, 2009)
Morrisons asset turnover is quite low, which means that it produces a high profit from its goods, however, its profit margin is at a low level. At the same time, Sainsbury’s asset turnover from 2019 is lower than Morrisons asset turnover, which means that Sainsbury’s produces a higher profit than Morrisons.
When fixed asset turnover have a higher ratio, it shows that an organization has efficiently used investments in fixed assets to produce sales, moreover, it suggests that the business is using its fixed assets more efficiently. 
Morrisons fixed asset turnover is showing a slight increase in the last five years, which indicates that Morrisons is using its fixed assets more efficiently, however, Sainsbury’s fixed asset turnover is higher due to a higher number of sales.

Table 8: Total Assets, Fixed Assets of Morrisons (2015 - 2019) and Sainsbury’s (2019)
	Morrisons
	2015
	2016
	2017
	2018
	2019
	Sainsbury’s 2019

	 Total Assets 
(£m)
	9,171
	9,299
	9,246
	9,667
	9,916
	28,011

	Fixed Assets
(£m)
	7,252
	7,161
	7,227
	7,243
	7,312
	9,193


Source: Annual Financial Reports of Morrisons and Sainsbury’s
2.5. [bookmark: _Toc61445084]Investment ratios

Investment ratios are all about evaluating the return and performance of shares in a company from the point of view of shareholders who are not engaged with the management of the business (Atrill, 2011). 

Table 9: Investment ratios of Morrisons (2015 - 2019) and Sainsbury’s (2019)
	Morrisons
	2015
	2016
	2017
	2018
	2019
	Sainsbury’s 2019

	Return on equity 
(%)
	21.1
	5.9
	7.5
	6.8
	5.2
	2.3

	Return on Assets 
(%)
	8.2
	2.3
	3.2
	3.2
	2.4
	0.6


Source: Author’s calculation from the Annual Financial Reports of Morrisons and Sainsbury’s

Return on Assets ratio indicates how well the shareholders convert the assets into returns. This is a very important factor, especially for retail companies, because they depend on selling their stocks.
The return on assets for Morrisons went up and down in last five years, mostly because of the net income which was fluctuating as well. Sainsbury’s return on assets for 2019 was a lot lower compared with Morrisons return on assets, because of a lower net income than Morrisons and higher total asset due to a substantial amount of purchased assets.
Return on equity is all about the profitability of a company related to the equity of the stockholders. Sometimes it is easier for shareholders to evaluate the return on equity around to the long-term average of the S&P 500, 14% as a normal ratio and what is less than 10% as poor ratio (Return on equity, 2020).
As Table 5 shows, the return on equity ratio for the last four years is very low, because of the decrease of the net income, with an exception in 2015, where the ratio was above normal, due to a higher net income. Sainsbury’s return on equity for 2019 is lower then Morrisons ratio because how it was mentioned before, a lower net income and higher total asset due to a substantial amount of purchased assets.






Table 10: Net Income, Equity of Morrisons (2015 - 2019) and Sainsbury’s (2019)
	Morrisons
	2015
	2016
	2017
	2018
	2019
	Sainsbury’s 2019

	Net Income
(£m)
	761
	222
	305
	311
	244
	186

	Equity
(£m)
	3,594
	3,756
	4,063
	4,545
	4,631
	7,782


Source: Author’s calculation from the Annual Financial Reports of Morrisons and Sainsbury’s


3. [bookmark: _Toc61445085]Investment opportunities for Morrisons

The principle of a great investment is to purchase assets for less than their value. This will lead to an increase in profit of the company (McLaney, 2011).
Capital investment evaluation is a method of management accounting which helps management to take a decision regarding a future investment by offering information about the finance in a project and what are the benefits that the company can gain from that project, and by supervising the performance of the project following to its implementation (Weetman, 2013).
The techniques that can be applied to evaluate a future capital investment are: Payback method, Accounting rate of return, Net present value method and Internal rate of return. This project it will be focusing on the Payback period, Accounting rate of return and Net present value to calculate future investment opportunities.


3.1. [bookmark: _Toc61445086]Payback Period

The Payback method of project evaluation assesses how long does it take for the stream of cash inflows from a project to equal the initial cash expenses. The Payback Period is the period of time needed for a stream of net cash inflows from a project to be equivalent the initial costs (Weetman, 2013). Therefore, one of the most essential calculation when investing in a future project is to find out if the company can get its invested money back and how long it will take for this to happen, preferably as soon as possible. 




The advantages and disadvantages of the Payback Period

One of the advantages of the Payback period, is that the method of calculation is very easy to be put in practice and straightforward. Moreover, it is very important for the companies that are facing cash flow limitations because they can find out from which of the projects the company can receive the cash flow the earliest. A disadvantage of the Payback period is the fact that the method is only evaluating the period of time to get the money back, but some companies are borrowing the money for the investment and for that period of time they are paying interest, which is known as the time value of money, which is not calculated in the investment. That is way, when investing in a project, it would be ideal for companies to receive a cash flow back that will cover the interest (Weetman, 2013).
In this report, Morrisons has two future investment opportunities and it has to choose between project A and project B, which one is better by calculating the Payback period (Table 5).

Table 11: Payback Period
	
	Project A
	Project B

	Payback Period
(years)
	3.27
	3


Source: Author’s calculation

After calculating the Payback Period for both of the projects, Morrisons should choose project B, because it will take a shorter period of time (3 years) to get the initial investment back compared with project A, which will need 3.27 years. Therefore, even if the initial investment is higher for project B, the payback period is shorter.


3.2. [bookmark: _Toc61445087]Accounting Rate of Return

Another method used for the capital investment appraisal is the Accounting rate of return. The accounting rate of return is different than the Payback period because is using accounting profits instead of cash flows. 
The accounting rate of return is a method that determines the average annual profits that is estimated from a project as a percentage of the capital invested of the company. The average annual profit is determined as average annual cash flow and taking out the annual depreciation (Weetman, 2013).
The benefit of using the profit for this method is that it connects the decision on long-term to the profit which is standard measure of achievement in business. 

The advantages and disadvantages of Accounting rate of return
One of the advantages of the accounting rate of return is that the calculation is based on the profit. Moreover, it includes the profit from the years that are after the project life, whereas the payback period does not take into consideration the cash flow that comes after the payback date. A huge disadvantage is that it does not take into consideration the time value of money. This method cannot make a difference between projects that have the same average profit. One project can obtain the profit earlier and the other project can obtain the profit in a later stage (Weetman, 2013).
Morrisons will calculate the accounting rate of return for project A and for project B in Table 6, to find out the best decision for the capital investment appraisal.

Table 12: Accounting rate of return
	
	Project A
	Project B

	Accounting rate of return (%)
	11
	11

	Initial investment 
(£m)
	85
	90


Source: Author’s calculation

Due to the fact that both projects have the same Accounting Rate of Return, which is 11%, Morrisons should choose project A, because the initial investment of project A is less than the initial investment of project B. Even though the accounting rate of return of both projects are the same, due to the fact that the projects are mutually exclusive, Morrisons should stay with project A.

3.3. [bookmark: _Toc61445088]Net Present Value

The net present value is another method for the capital investment appraisal and is related to the fact that a project will be considered profitable if the present value of all anticipated cash inflows is better then, or equal to, the capital invested at the beginning (Weetman, 2013).
Net present value means that the investment is deducted from the present value of the upcoming cash flows. When a company wants to expand the capital of its shareholders, then it should invest in any project where the net present value is positive.


Advantages and disadvantages of the Net Present Value
First advantage of the net present value it is clearly connected to the purpose of an increase in the profit of the company. The second advantage is that is using the time value of money and all the measurable financial information to make the decision of investing.
As a disadvantage, is that it can be difficult to precisely arrive at a discount rate and this might lead to a high risk of the investment. In addition to that, the organization might choose a cost of capital that can be either too high or too low, therefore this might lead the organization to lose a better investment opportunity or make an investment that is not valuable.
Another calculation method that Morrisons used to calculate the capital investment appraisal is net present value technique, which is found in Table 7.

Table 13: Net Present Value
	
	Project A
	Project B

	Net Present Value
	7
	10


Source: Author’s calculation

After calculating net present value of project A and project B, it can be seen that both of the projects have a positive net present value and they are profitable for the company, however, Morrisons should accept and invest in project B, due to the fact that it expands the shareholders capital, than project A, which is more than 10%.
Organizations that want to make an investment in the future, should take into consideration more than the financial factors, such as the non – financial factors. They can rule all the factors, and their decision will be clearer and wiser.
When taking an important decision such as future investment opportunities, Morrisons should take into consideration other aspects beside financial factors, such as non-financial factors. Firstly, Morrisons should check if the investment meets the condition of the existing and upcoming legislation. Secondly, all the purchased equipment has to meet the health and safety regulations. In addition, a good relationship with the suppliers is decision factor. Another important aspect of the non-financial factor to take into account is the environmental impact of the possible investment.
As a short conclusion, as an overall evaluation after calculating the payback period, accounting rate of return and net present value, Morrisons should choose and invest in project B, because for the payback period and the net present value, project B is more suitable, and due to the fact that the accounting rate of return are equal for both projects, choosing project A it will still be profitable for Morrisons. However, the cost factor that Morrisons must take into consideration when taking the decision of investing should be linked with non-financial factor to consolidate the decision, hence making it more realistic than ever. 
[bookmark: _Toc61445089]Conclusion 

In conclusion, after evaluating all the ratios of the financial performance of Morrisons between 2015 - 2019, the profitability ratio and liquidity ratio has registered a decrease, which is not very good compared with Sainsbury’s, which has registered an increase in both ratios. At the same time, gearing ratio and efficiency ratio are doing better for Morrisons, however, comparing with its rival, Sainsbury’s ratios are better the Morrisons ratios. As for the investment ratio, both Morrisons and Sainsbury’s have registered lower ratios. 
Because gross profit and operating profit is decreasing, Morrisons should lower the administrative expenses and other costs. Morrisons should take example from its rival, Sainsbury’s and open some local stores to increase their revenue by taking advantage of its customers loyalty and offer their 100% British products closer to the customers. 
As a recommendation for improving the liquidity ratio, Morrisons should pay off its liabilities as soon as possible, additionally Morrisons should try and reduce the short-term operating expenses such as labour costs, propriety taxes and interest paid on debt. In addition to that, Morrisons should use long-term financing instead of short-term financing to purchase stock or finance projects. Also, Morrisons should try and reduce short - term debt from the balance sheet. This will lead in saving a few liquidities in the close future and the company could use them differently.
Related to the gearing ratio, Morrisons is doing well, but not as great as Sainsbury’s, therefore, as a recommendation, it should keep paying of its borrowing. In addition to that, Morrisons’ shareholders could use more of their equity to pay off the borrowing, however, Morrisons is not at a gearing risk.
In regard to the efficiency ratio, a recommendation could be to sell several capital assets that are not producing sales for the business and using the currency to pay off current debt. A recommendation for improving the efficiency related to the fixed assets turnover is to sell the fixed assets such as the equipment or other machines that Morrisons does not use and after that Morrisons should rent or lease the items that needs for an efficient approach to decrease equipment costs.
Due to the fact that profits are very important for the return on equity ratio, Morrisons should try and increase its profits in relation to its equity, because it will lead to the return on equity. Usually, selling a bigger amount of goods is not the only thing that leads to an increase in the profits. Morrisons has other option to do that such as, rising the prices of the products and at the same time trying to lower the cost of every product that has been sold. Moreover, Morrisons should try and reduce the overhead expenses or at least using one of these strategies.
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[bookmark: _Toc61445091]Appendix A - Formulas

Table 1:  Profitability ratios of Morrisons (2015 - 2019) and Sainsbury’s (2019)
Gross Profit Margin = Gross Profit / Sales
Operating Profit Margin = Operating Income / Sales
Table 3: Liquidity ratios of Morrisons (2015 - 2019) and Sainsbury’s (2019)
Current Ratio = Current Assets / Current Liabilities
Quick Ratio = (Current Assets – Inventory) / Current Liabilities
Table 5: Leverage ratios of Morrisons (2015 - 2019) and Sainsbury’s (2019)
Debt – Equity Ratio = Total Debt / Total Equity
Debt to Capital Ratio = Total Debt / (Total Equity + Total Debt)
Table 7: Efficiency ratios of Morrisons (2015 - 2019) and Sainsbury’s (2019)
Asset Turnover = Sales / Total Asset
Fixed Asset Turnover = Sales / Fixed Asset
Table 9: Investment ratios of Morrisons (2015 - 2019) and Sainsbury’s (2019)
Return on Equity = Net Income / Book value of Equity
Return on Assets = Net Income / Total Assets
Table 12: Accounting Rate of Return 
Accounting Rate of Return = Average Annual Accounting Profit / Initial investment
Table 13: Net Present Value 
Net Present Value = - I + C1 / (1 + r) + C 2 / (1 + r) 2 + C 3 / (1 + r) 3 … C n / (1 + r) n
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