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1. INTRODUCTION


BURBERRY GROUP PLC


Established in 1856, founded by 21-years old Thomas Burberry. This is a worldwide luxury brand with a distinctive British identity. The brand has a very good reputation for design, innovation and craftsmanship.


The principle behind Burberry as a brand and its way of thinking across all channels of the organisation is its digital mind-set. With social media being at the forefront of everything in these current times its essential to have a platform as of such to have greater projection and awareness. With approximately 50 million followers on several social media platforms, Burberry is heavily followed as a luxury designer brand.


With the conception of gabardine by Thomas Burberry over 130 years ago, the fundamental principal of the business has been outerwear, then and continue to do so today.


Then came the trench coat that is synonymous with the brand itself. It initiated as the Tielocken, which was then patented by Thomas Burberry in 1912. The pioneering design consisted of a closure with a belt without buttons. Burberry had to take into consideration the needs of what was required by the military during the First World War. The Officers wore the trench coat during both the World wars and overtime has evolved to represent iconic British heritage and style.


CORPORATE RESPONSIBILITY


Burberry being a luxury designer retailer operates in more then 400 retail locations worldwide. Employing more then 10,000 individuals. One of its priorities is to ensure that only the best is produced, whether it be the material it sources or the process in manufacturing it adopts or the communities that they are involved in, to help ensure that only the best is put forward in front of the customer.


PRODUCT TRANSFORMATION


With the rise in modernization it is necessary for a fashion company that deals in luxurious products to promote new designs and latest trends. Burberry has transformed its product to encourage new customers, and also provide offers to the customers so that their product leads in the market. There is also a transformation of textile product where they can re-energize its quality.


CHANNELS OF BURBERRY


Burberry deals in basically every channel of the market whether it is wholesale, retail, online or through licensing it operates through all and earn profits. Mostly Burberry focuses on retail channel as it is a retail company and deals in every gender and age through which it is growing and have a positive position in the share market as well as in the business sector. Growth represents the value of the company and having high growth rate will also attract investors that can contribute in the share capital of the company.


RUN WAY EVENTS


Burberry is renowned for it’s run way shows it produces, with the contribution of live music performances, it’s digital input as well as the fashion lines they put forward. It has a live stream facility and also previous, back in 2016 launched a facility where you could make purchases after seeing them instantaneously all through the process of digital. The company also reduced its runway shows from 4 down to 2 amalgamating both lines of male and female in to one show.


INNOVATION


Innovation and change is what Burberry strives for through a more sustained future. Burberry aims to have this set in place through dedicated program allowing them to invest further in their communities to help them achieve this by 2022.  With its successful past in becoming the first of its kind as a luxury brand to join the ethical trading initiative, it boosts from this allowing it to develop further.













MULBERRY GROUP PLC


Mulberry group plc, Is a luxury fashion designer brand, which was established in 1971, known internationally for its leather goods. The headquarters of Mulberry is in Somerset, England. Roger Saul is the founder of Mulberry; he created this brand at his kitchen table, with approximately £500, which he was given from his mother. His sister designed the iconic logo of the tree and the name. The idea of the tree came to Roger from the trees he use to pass on a daily basis on his way to school. The whole concept of the above was to represent the affection of nature and the significance of family.

Initially, the designs were of buckled leather belts, however shortly after small leather goods including handbags were launched. Women’s wear was then launched in 1979.

Mulberry’s heritage and their identity are ironically British. Earlier inspirations came from British rural hobbies such as hunting, shooting, fishing. Mulberry’s distinctive style was then labelled as “Le Style Anglais” in 1975. This distinctive style is what Mulberry is renowned for even today aiding them with new creations. Taking town and country into consideration, from its origination of Somerset to London, the designer has tried to collaborate authenticity with heritage craft and uniqueness.

For approximately forty years, Mulberry is leading in British lifestyle brand, globally known for their standards and designs. Roger Saul’s successors, from 2015, Johnny Coca have marked their stamp on Mulberry, representing the brand to chime with fashion.

For approximately 50 years Mulberry has been a prominent British lifestyle designer brand that is internationally renowned for its premium luxury quality and design. From the creator of Mulberry to the current Design and Creative directors, Nicholas Knightly, Stuart Vevers, Emma Hill and, most recent Johnny Coca each and every one of them have had their input and made their mark, tailoring it to keep up with current fashion trends.

Johnny Coca, the Creative Director always believes that the design must consist of contemporariness with roots from the past, equalling to iconic design with traditional British heritage. 

Mulberry has based its Corporate Social Responsibility on a very simple belief and that is quiet simply to make a positive difference to its people involved, whether it is the communities or the environment that it works in. They ensure that their employees are positively engaged, also focusing on some of its key areas; recycling, climate change, health and safety and wellbeing.




2. BODY OF REPORT

The following report will give a full illustration of Ratio Analysis of Burberry as a benchmark company, as the main and Mulberry as its competitor. This report will show a full comparison and analysis of the Financial Ratio’s that will be derived from the company’s financial statements. This will help analyse the financial status of the company.



LIQUIDITY RATIO’S OF BURBERRY (2013-2017) and MULBERRY (2017)

Tab:1 



It is vital for the survival of the business that there are sufficient liquid resources available to meet maturing obligations. (Peter Atrill Pg. 69) Liquidity ratio is used to measure the ability of the business, as this will aid in finding out how quickly they can convert their liquid assets into cash to pay off their short-term obligations. This ratio can be calculated by several methods like (current ratio, quick ratio and cash ratio). The ratio analyse gives an idea of a company’s liquid ability to pay off their liabilities.

	BURBERRY'S
	2013
	2014
	2015
	2016
	2017
	MULBERRY'S (2017)

	CURRENT RATIO
	1.71
	1.91
	2.29
	2.77
	2.89
	2.65

	QUICK RATIO
	1.09
	1.25
	1.54
	1.87
	2.00
	1.20

	CASH RATIO
	0.75
	0.86
	1.06
	1.32
	1.49
	0.71



CURRENT RATIO


FORMULA :                   CURRENT RATIO   =               Current Assets
                                                                                       Current Liabilities


Current ratio compares liquid assets with current liabilities. It is also known as the working capital ratio and describes the liquidity situation of a firm. From the above calculation of current ratio it shows that Burberry has 2.89 times as many assets as current liabilities as compare to Mulberry that has 2.65. This shows that both groups has more than £1 of short-term debts they owed and are liquidly able to pay them off. This kind of valuations reflects that a business is in a comfortable position. 

 As per the view of accountant’s, the ‘actual’ ratio should be approximately 1.5:1. It suggests that a firm has £1.5 assets of every £1 of their debts or liabilities. A low current ratio of 0.7:1, tells that a company do not have enough liquid assets to pay off their debts. It has only 70p of every £1 they owes.

The liquidity of Burberry is steady and increasing however it shoots up in the year 2015 from 1.91 to 2.29 as the liabilities goes down by approximately £50 million. On the contrary, Mulberry is very close to the figures and also has a positive current ratio against its debts. Comparing the figures of both the companies, the current ratio is closely equal to each other.


QUICK RATIO


FORMULA:                  QUICK RATIO     =      Current assets – Inventories
                                                                                        Current Liabilities

Quick ratio is also known as Acid Test Ratio. It also measures the liquidity of the business by calculating current assets over current liabilities but deducting inventories (stock) from the total of current assets. Quick ratio tells that, how quickly a firm can convert their liquid assets into cash. However, it would be difficult to convert stock into cash, as it is illiquid and is not easy to convert without a loss in its value. Moreover, stock can be old or unsellable and it would take so long to turn it into cash. 

The performance of Burberry in last five year in quick ratio is quite equal to current ratio as there is increase in inventories and decrease in current liabilities, by deducting inventories from current assets it makes the firm more liquid. On the flip side, Mulberry cannot easily convert their current assets quickly than Burberry and as a result they have 1.20 and 2.00 quick ratio in the year 2017 respectively.


CASH RATIO


FORMULA:                    CASH RATIO     =               Cash
                                                                            Current Liabilities

Cash ratio measures the ability of a company to pay its short-term debts by using cash and cash equivalents only. If there is urgency to pay off their short-term liabilities immediately this ratio examines the ability of a company.

The table above shows that in the year 2013 and 2014 Burberry is struggling to pay their debts by cash and cash equivalents, as it has a cash ratio of 0.75 and 0.86 respectively. However, with the decrease in current liabilities from £631.7 million to 580.8 million in the year 2014 and 2015 respectively, the company is able to generate more cash by 545.5 million to 617.4 million in 2014 and 2015 and becomes liquid to pay off their debts by cash. On the other side, Mulberry is still not able to pay their short-term obligations by cash and cash equivalents in the year 2017 as comparative to Burberry.
 


PROFITABILITY RATIO’S OF BURBERRY (2013-2017) AND MULBERRY’S     (2017)

Tab:2
	BURBERRY'S
	2013
	2014
	2015
	2016
	2017
	MULBERRY'S (2017)

	GROSS PROFIT MARGIN %
	72.14
	71.18
	69.77
	70.09
	69.88
	61.61

	OPERATING PROFIT MARGIN %

	17.30
	19.11
	17.45
	16.02
	14.25
	4.22

	NET PROFIT MARGIN %
	12.96
	14.26
	13.51
	12.51
	10.40
	2.96




Profitability Ratio is generally measured to generate earnings against its expenses and other costs occurred during a period of time. This ratio is calculated on the basis of revenue generated by the company throughout the year. This can be calculated in different methods to examine different profits of the company. There are three types of profits i.e. Gross profit, Operating profit and Net profit. 

GROSS PROFIT MARGIN


FORMULA:              Gross Profit Margin    =      Gross Profit   x  100
                                                                                Sales

Gross profit margin relates the gross profit of the business to the sales revenue generated from the same period (Peter Atrill pg. 77). Gross profit is calculated before considering any other expenditure in the income statement. 

The above table shows that there is fluctuating gross profit margin for Burberry, as the cost of goods sold and sales prices both increased but sales prices is increasing slowly than cost of goods sold. However, the profit margin goes down from 72.14% in 2013 to 69.77% in 2015. The declining in percentage reflects that gross profit is lower against sales. On the other side, Mulberry has a profit margin of 61.61% and still behind Burberry. By analysing this ratio, it gives an idea that Mulberry is still not giving better competition to Burberry in gross profit margin ratio.




OPERATING PROFIT MARGIN


FORMULA:         Operating Profit Margin      =   Operating Profit    x 100
                                                                                   Sales
The operating profit is used in this ratio as it represents profit from trading operations before the interest payable expense is taken into account (Peter Atrill pg. 76). Operating profit is calculated by deducting operating expenses such as depreciation, amortization etc. It gives an idea of a company’s actual profitability power excluding all external factors of operation.

Operating profit margin of Burberry shows a continuous decrease in the above table as it is due to amortization of intangible assets of £70.9 million on straight-line basis from the period 1 April 2013 to 31 December 2017. On the contrary, Mulberry group of plc had operating profit margin of 4.22 in the year 2017 due to exceptional operating charges that includes impairment charge of £2.66 million of five international stores. As these stores are already trading at loss and are new. These are also some regular operating expenses such as depreciation, amortization, staff cost etc. that made an impact on Mulberry’s operating profit.


NET PROFIT MARGIN


FORMULA:            Net Profit Margin      =        Net Profit     x  100
                                                                            Sales 


Net profit describes a company’s profitability after paying all the expenses and taxes that occurred during the period of time that are not included in the working of gross profit. It can also be defined as the money left with the business after paying its expenses.

The above table shows that Burberry has a steady decrease in the net profit margin except in the year 2014 that has it highest net profit margin of 14.26%.
The steady decline in net profit is due to taxes paid by the company that includes prior tax of last years. On the flip side, Mulberry is continuously going down comparative to Burberry as it has suffered from NET LOSS of £1.39 million in the year 2015 but still recovered from it loss and maintain its positive figures in the following years.








	BURBERRY'S
	2013
	2014
	2015
	2016
	2017
	MULBERRY'S (2017)

	FIXED  
ASSETS TURNOVER
	2.56
	3.08
	3.00
	3.06
	3.56
	4.58

	TOTAL ASSETS TURNOVER
	1.14
	1.18
	1.16
	1.08
	1.14
	1.45

	INVENTORY TURNOVER
	1.58
	1.59
	1.73
	1.54
	1.64
	1.5


EFFICIENCY RATIO’S OF BURBERRY’S (2013-2017) AND MULBERRY’S                (2017)

Tab:3



Efficiency ratio describes that how efficiently and effectively a company can      utilise their assets and liabilities to generate earnings. It examines the ability of the company and can access the period of time to convert it into cash.


FIXED ASSETS TURNOVER



FORMULA:       FIXED ASSETS                 =           Revenue
                           TURNOVER                               Fixed Assets



Fixed assets turnover measures the amount of money worth of sales it can generate from the fixed assets. As shown in the above table, number of times Burberry can generate income from their fixed assets is increasing from last five years from 2.56 times to 3.56 times but still cannot compete with Mulberry in the year 2017 that has 4.58 times of fixed assets turnover ratio.


TOTAL ASSETS TURNOVER


FORMULA:           TOTAL ASSETS          =               Sales
                                TURNOVER                          Total Assets


Total assets turnover examines the business ability to generate cash from their average total assets during a period of time. The total assets ratio of Burberry is fluctuating but still cannot generate the times of income than Mulberry. However Burberry has 1.14 times of total assets ratio where Mulberry has 1.45 times in the year 2017 that shows Mulberry is generating more money than Burberry through its average total assets.
INVENTORY TURNOVER RATIO


FORMULA:          INVENTORY TURNOVER         =            COGS
                                                                                            Inventory


Inventory turnover ratio measures the number of times a year a business can generate earnings from its inventory (stock). Where Mulberry is leading in the above table of efficiency ratio in fixed assets and total assets turnover ratio, Burberry is competing with Mulberry in inventory ratio as it is increasing and passes by Mulberry in the year 2017. Where Mulberry has 1.5 times in 2017, Burberry has 1.64 times in comparison in 2017.

 
GEARING RATIO


Gearing ratio emphasis on the long-term liabilities of the company in proportion to capital employed. It also examines the stability of the business. 
Gearing ratio can be divided by several methods to assists the stability of the company. Gearing ratio is also called as ‘leverage ratio’.

Burberry group plc and Mulberry group plc do not come under the financial ratio analysis, as both companies do not have any long-term liabilities. There are some arrangements that are made by both the companies to pay off their liabilities such as bank overdrafts and short-term borrowings.

Burberry, on 28 March 2011 a multi-currency revolving facility of £300 million was agreed with a group of third-party banks. There are different slabs of interest rates that are charged on drawings. The maturity time of this policy is 30 June 2016. There were £nil drawings at the end of every year. Bank overdrafts pending at the end of the year are fully pain in the cash flow statements. 

On the contrary, Mulberry group has its borrowing facilities and bank overdrafts are payable on demand. The multi-currency overdraft facility is also agreed by Mulberry group of £2 million that are accused by Mulberry’s assets. The interest rate is 1% above the base rate of bank. In June 2014 it has organised multi-currency credit revolving facility of £7.5 million that provide backup to the on-going amenities. It also has trade facilities of £2 million.




  


         

3. FUTURE PROJECTIONS OF BURBERRY AGAINST MULBERRY

 
Future is unpredictable, as no one can tell about what is going to happen in future. There are some only projections that can be discussed about future on the basis of present so that a business can be improved in an effective and efficient manner. To keep the business smooth and healthy every organisation make plans to earn more and more profits so that the goals can be achieved.
 
Modernisation plays a very important role in the fashion brands. It is very significant to stay in touch with contemporary lifestyle and fashion. Being a part of the fashion industry it is necessary to keep in mind, the latest trends of the world so that one is able to keep up with current market rivals and competitors. As Burberry and Mulberry both are very well reputed fashion brands that deals with luxurious leather products such as leather bags, belts, wallets etc. They also deal in textile industry that caters all the gender and the age groups. 

There is a need to develop some future projections for Burberry as it can be examined from the above Ratio Analysis that the performance of this group is in a positive situation and to maintain this performance and some more profits in the future there is necessity to reduce expenditure by increasing the sales prices and keeping the expenses low. 

Firstly, Burberry does not have any long-term borrowing that provides an advantage of not taking risks in the business. As the business is revolving on the basis of capital employed by equity shareholders of the company. Having a multi-currency revolving credit facility with the group of banks also provides an advantage of not taking any borrowings, may be the group do not want any burden of generating liabilities and pay them off later. 

Secondly, considering efficiency ratio Burberry is not utilising their fixed and average total assets effectively, however it is necessary to exploit all assets and liabilities to generate earnings. Burberry needs to make proper use of their plants and machinery to manufacture their product and allocate their resources efficiently so that the earnings of the business can be increased. Keeping the stock stable and upsurge the rate of sales will improve the inventory turnover ratio. 

According, to the LSE Burberry is having a positive share price from the last two years. Having a position like this and utilising their resources in a proper way, it reflects that company can make more profits and the share price of the company will also rise. This approach of having an optimistic goodwill in the share market, Burberry will also attract more investors. It can determined that investing in a Burberry group will be more effective and will provide better rate of return to the investor. Even there are financial crisis all over the world in the year 2015, Burberry still hold a better state of profitability and continue to make its profits. 

On the contrary, Mulberry is lacking far behind from competing Burberry, as there are not any figures that beats any financial ratio analysed above except in fixed assets turnover and total assets turnover. This shows that Burberry is doing far better than Mulberry and is more liquid to pay off their short-term obligations. Due to financial crisis among all the nations in the year 2015 Mulberry registered a LOSS in their financial statements, while Burberry also faces some decline in their profit margins but are able to maintain its positive position in the market. However, Investing in a Mulberry group will be more risky and there are chances of getting low rate of return.  As investors critically analyse the performance of the company before making any investments. It is also necessary to maintain goodwill in the market so as both the companies have goodwill but investing on the basis of goodwill is not possible as it is an intangible asset of the company and cannot provide any benefits to the investors.



                               
































4. PROS AND CONS OF RATIO ANALYSIS
 

The main and important aspect of ratio analysis is that it provides an instant overview of the ability and position of the company. These are prepared to know about the liquidity situation of the company so that companies can pay off their short-term obligations. The calculation of ratio is based on the financial statements of the company.

Ratios are heavily based on financial statements, hence the result of the ratio analysis are heavily dependent on the quality of these financial statements. Therefore it always must be taken into consideration, as the limitations that the ratios derive will be from the financial statements they are based on.

Inflation is the general increase in prices of goods and services and the fall of the purchasing power of money. This also needs to be taken into consideration as given the recent economic climate and the fluctuations businesses have seen, financial results can be impacted due to this. Any balance sheet values held will show very little relevance to current values held as this will be understated in the current times as they are recorded at their original cost. This tells us that there can be a discrepancy between the comparisons between businesses or even between the given periods.

It is essential to ensure not to entrust too heavily on ratios, as this will restrict and bypass any other data and information the financial statements may contain. Ratios look at the measure of position and performance when comparing on number to another hence providing only a partial picture. When taking into account the comp arioso of two businesses its resourceful to examine the relative probability as well as the size of the profit.

A basis of comparison as well as a like for likeness is essential for a ratio to be deemed as beneficial baring in mind no two organisations will mirror each other as they will not be identical. Hence finding a benchmark can be difficult.

On the upside using financial ratios are a great tool to use when it comes down to comparing industries, organisations and businesses. With the aid of this analysis the above are seen under the same light regardless of their size output and market share. Through ratio analysis, one can determine how well a company is actually doing at making profit, whether the business is actually growing through sales or debt and essentially how the business is being funded.

Industry analysis is also provided through ratio analysis allowing benchmarks to be created for measuring performance. It also has an advantage of ratio analysis, for example; it provides an overall picture of a company whether it is using its profits or liabilities or assets to prosper. It is an essential for measuring the performance of the business and takes very short time to analyse the ability of the firm, but on the other side, it should be kept in mind that it only provide rough idea of a company, not provide actual situation of a company.


Ratio analysis can also help in revealing what companies have the strength fundamentally to increase its value in stock over time which can lead to increased potential profitability whilst highlighting the weaker less able in the market. Highlighting weaker section of the company will make an impact on the business as well as the share market position of the company and also on the share prices.


Ratios also provide some guidance for future planning and performance. For example specific ratios will allow shareholders and investors the opportunity for expansion depending on the figures produced allowing them to make further decisions on the business. No guidance will affect business, as future is uncertain and it is necessary for the firm to make some positive approaches against future of the company to expand the business.


































5. CONCLUSION


To culminate the above ratio analysis, helps compare current market performance with previous records, as well as comparing a businesses performance with the competitors. It also aids in monitoring and highlighting problems that can be solved. However ratio analysis does not take into account external factors such as inflation and global recession as well as the human aspect of a firm. Considering all the working of financial ratio analysis it gives an idea of an organisation’s ability to whether pay liabilities or generate earnings or to make profits in an accounting year. 

The working of ratio analysis is done on the basis of data given by the organisation on its official website and there are not any additional information used from other sources. There are some predictions that are discussed in the above report for the improvement in company’s performance in future to make more profits. There are also some advantages and disadvantages shared in the above report about ratio analysis as it is not an accurate method to judge the company’s ability, it is an outlook which helps in assuming the position of the company during a period of time.
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