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1.0.  Executive Summary 


This report has been written using secondary academic research to provide evidence 

from scholarly websites, journal sources, reports and text books to critically analyse 

and evaluate the financial performance of FTSE Burberry plc a company that trades at 

the London Stock Exchange and is part of the FTSE 100 index.  The report will also 

calculate and critically evaluate the profitability, liquidity, gearing, efficiency and 

investor ratios.  Each of the five ratios will be critically evaluated and calculated and 

possible reasons for change in ratios over the period and limitations of ratio analysis 

will be discussed after which recommendations on how to improve the financial 

management of Burberry will be made.  The analysis and evaluation will be based on 

the financial statements derived from the most recent annual reports of the last 

two/three years FY 2016 to 2018.  The report will also compare Burberry’s 

performance with its main competitors in the same industry who are Hugo Boss and 

Christian Dior to evaluate its performance.  Appendices 9.1 and 9.2 is a breakdown of 

Burberry’s three-year financials and ratio calculation methodology to underpin the 

ratios analysed in 3.0.  


I have used March-ending report for Burberry while other companies are for year 

ending December.  A quarterly data arrangement can be done for more adequate 

comparison.  


Burberry data is in GBP while Hugo Boss and Christian Dior are in Euro.  However, 

for the purpose of ratios, it will not make any difference in calculations.  For turnover 

and few other ratios, I have not taken the average of balance sheet data.  The same 

can be calculated for average of opening and closing data.


Given the ratios, Burberry’s operating profit margin has fallen from 70% in 2017 to 69% 
in 2018 compared to the industry margin of 67%.  Burberry’s operating profit margin has 

increased from 14% in 2017 to 15% in 2018 by 1%.   


2.0. Introduction


FTSE Burberry Group Plc is a British Global luxury goods manufacturing retailer and 
wholesaler which produces, designs, develops, makes and sells products under the 
Burberry Brand.  Burberry has a distinctive heritage of design, innovation and 
craftsmanship and is best known for its “distinctive red, black and tan check” pattern.  
Burberry was founded in 1856 by 21-year old Thomas Burberry who invented the 
gabardine, breathable, waterproof and hardwearing fabric in 1879.  In 2002, Burberry 
Plc was listed on the London Stock Exchange following an initial public offering.  
Burberry operates in Asia Pacific, Europe, Middle East, India, Africa and Americas 
across over 30 countries through Burberry mainline stores, concessions, outlets and 
digital e-commerce.  The licensing business channel with its headquarters in London, 
United Kingdom offers global licenses of fragrances, eyewear, time-pieces and 
children’s wear.


This report will examine FTSE Burberry’s Balance sheets, Profit & Loss and Income 
statements as well as Christian Dior and Hugo Boss’s over the period 2015 to 2018, 
and based on these will critically evaluate the key ratios namely, profitability, liquidity, 
efficiency, gearing and investment ratios 







3.0. Analysis

3.1:	Results of Financial Ratio Analysis Calculation
	
	Burberry
	Hugo Boss
	Christian Dior
	Industry Average

	
	2018 (March)
	2017 (March)
	2016 (March)
	2017 Dec
	2016 Dec
	2015 Dec
	2017 Dec
	2016 Dec
	2015 Dec
	2017
	2016
	2015

	
	£m
	£m
	£m
	Eurm
	Eurm
	Eurm
	Eurm
	Eurm
	Eurm
	 
	 
	 

	Ratios
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Profitability
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Return on capital employed
	25%
	21%
	23%
	31%
	23%
	37%
	14%
	21%
	14%
	23%
	30%
	16%

	Return on ordinary shareholders' funds
	21%
	17%
	19%
	25%
	22%
	33%
	18%
	23%
	15%
	19%
	27%
	19%

	Operating profit margin
	15%
	14%
	16%
	12%
	10%
	16%
	19%
	18%
	18%
	15%
	13%
	18%

	Gross profit margin
	69%
	70%
	70%
	66%
	66%
	66%
	65%
	66%
	65%
	70%
	66%
	65%

	Return on Net Assets
	21%
	17%
	19%
	25%
	22%
	33%
	18%
	23%
	15%
	19%
	27%
	19%

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Liquidity
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Current ratio
	3
	3
	3
	2
	2
	2
	2
	1
	1
	       2.8 
	       1.7 
	       1.6 

	Quick ratio
	2
	2
	2
	1
	1
	1
	1
	1
	1
	       2.0 
	       0.8 
	       0.8 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Efficiency
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 Stock days
	180
	221
	236
	212
	226
	214
	264
	195
	292
	      212 
	      217 
	      250 

	Trade receivables settlement period
	28
	37
	41
	28
	31
	31
	23
	17
	25
	        35 
	        30 
	        22 

	Trade payables settlement period
	73
	45
	56
	0
	0
	0
	0
	0
	0
	        58 
	         -   
	         -   

	Sales revenue to capital employed
	1.64x
	1.5x
	1.42x
	2.45x
	2.32x
	2.31x
	.76x
	1.16x
	.77x
	1.52x
	2.36x
	.9x

	Net Asset Turnover
	1.92x
	1.63x
	1.55x
	2.99x
	3.03x
	2.94x
	1.33x
	1.97x
	1.36x
	1.7x
	2.99x
	1.56x

	Working Capital Turnover
	1.3x
	1.25x
	1.24x
	1.64x
	1.6x
	1.73x
	1.03x
	1.75x
	1.12x
	1.27x
	1.66x
	1.3x

	Fixed Asset Turnover
	4.01x
	3.57x
	3.07x
	4.12x
	3.58x
	3.67x
	.96x
	1.33x
	.87x
	3.55x
	3.79x
	1.05x

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Gearing
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Gearing ratio
	15%
	8%
	9%
	18%
	23%
	21%
	43%
	41%
	43%
	10%
	21%
	43%

	Interest cover ratio
	75
	79
	-53
	79
	71
	63
	101
	67
	0
	33
	71
	56

	
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Investment
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Dividend payout ratio
	58%
	57%
	50%
	79%
	92%
	78%
	5%
	4%
	8%
	55%
	83%
	6%

	Dividend cover ratio
	2
	2
	2
	1
	1
	1
	20
	27
	12
	2
	1
	20

	Dividend yield
	2%
	2%
	3%
	4%
	4%
	5%
	1%
	1%
	1%
	2%
	4%
	1%

	Earnings per share
	1
	1
	1
	3
	3
	5
	32
	38
	23
	1
	4
	31

	Price earnings ratio
	25
	26
	19
	22
	21
	17
	9
	5
	6
	23
	20
	7



Figure 1. Ratios.


3.1  	Limitations of Financial Ratios


Ratios are useful indicators of adverse or encouraging business trends but are only 

starting points in the quest for more information, Knot (2004, p.29).  Atrill (2017, p84) 

explains that “ratios provide a quick and easy way of measuring financial health and 

can be very helpful when comparing businesses with a different scale of operations”. 

Direct comparisons of individual, absolute financial metrics can often be misleading 

and therefore need to be made in consideration of relativity to other measures.  Atrill 

suggests that “ratios are not difficult to calculate but can be difficult to interpret”, but 

more importantly, can act as a catalyst for investors or managers to ask the right 

questions that in turn improve performance as discussed in the Stack (2012) video. 

Interestingly, Atrill states ‘there is no generally accepted list of ratios nor a standard 

method for calculating ratios, therefore one drawback of a lack of standardization can 

be increased risk of inconsistency’ (apples to oranges comparisons).  Other limitations 

of ratios are explained by Atril (2018, p.286) that Ratios give a restricted view, are only 

as reliable as the financial statements from which they derive, inflation can distort the 

information, some ratios could mislead due to the ‘snapshot’ nature of the statement 

of financial position and it can also be difficult to find a suitable benchmark to compare 

with like another business.  Knot (2004, p.28) further explains that “ratios do not stand 

in isolation but are interrelated” meaning that poor profitability for example will affect 

liquidity, ratios relate to a particular point in time and can therefore be distorted by 

seasonal factors, valid ratio comparisons can only be made with firms of the same size 

and that a year’s figures are insufficient but trends are gleaned from a comparison of 

at least five years.  


4.0. [bookmark: _Hlk534158375]Evaluation of Burberry’s financial performance 

4.1. Profitability Ratio
[bookmark: _Hlk533979711]
i) Gross Profit


FTSE Burberry’s revenue has gone down from GBP2,766 million in 2017 to 

GBP2,732,8 million in 2018 representing a decrease of 1% a trend across the industry 

except for Hugo Boss who seems to be doing well.  Christian Dior’s revenue has also 

fallen.  Gross Profit margin has decreased from 70% in 2017 to 69% in 2018 compared 

to the average industry of 67%.  The reason could be that operating expenses have 

gone down and Burberry’s sales have also gone down due to its reporting period of 

31 March before the summer sales compared to its competitors reporting period of 31 

December which could have an impact on the figures in the balance sheet.  Burberry’s 

total retail business sales grew by 15.7% in 2017 but have fallen in 2018, MarketLine 

(2018).  Burberry needs to improve its capacity to allocate funds for future growth 

opportunities. Licensing revenue from Japan has also expired.  External environment 

has remained a challenge for Burberry including persistent underlying cost inflation 

pressures.  A thorough investigation needs to be carried out to find the reason behind 

this. Reasons could be related to stiff competition in the global retail and apparel 

industry and local brands.  Burberry should therefore do a SWOT Analysis to find out 

the main root cause and put mitigation measures to avoid recurrence of this.


ii) Operating Profit 


Operating profit margin has gone up from 14% in 2017 to 15% in 2018 but against an 

industry average of 31%.   This calls for actions by Burberry to elevate its brand and 

investigate the root cause.  The other reason could be the 31 March reporting period 

before the summer sales which could explain the reason as to why the sales would be 

so low.  It would make a huge difference if the sales would be between the Christmas 

and January sales period instead of the Easter promotions where Burberry falls.  This 

shift would affect the figures in the balance sheet.  Different accounting practices can 

also have an effect as well as inflation.


iii)  Return on Capital Employed 

ROCE shows an increase from 23% in 2016 to 25% in 2018.  The reason could be 
from the high retained earnings and Burberry’s very little long-term debt and 
borrowings.  ROCE is a fundamental measure of business performance which 
expresses the relationship between the operating profit generated during a period 
and the average long-term capital invested in the business, Atril & McLaney (208, p. 
204).  This implies that ROCE can be used to provide a target return for individual 
Projects. 

4.2.  Liquidity ratio

i).    Current ratio

“Liquidity ratios measure the extent to which an entity is able to settle its current 

liabilities and remain solvent, meaning they try to assess how much cash the entity 

has available in the short term and if assets can be turned into cash quickly in order 

to settle current liabilities”, Dyson et al (2018, p. 234).  The current ratio has remained 

stable at 3.0 from 2016 to 2018 compared to the industry average of 2.0 which implies 

that Burberry has excessive funds tied up in cash in capital or shares and are maybe 

not being used as productively as they might otherwise be, Atril & McLaney (2018, 

p219).  Burberry should consider investing more its capital in say purchasing fixed 

assets for more productivity.  The other reason could be that Burberry has very little 

long-term liabilities e.g. loan borrowings.


iv) Quick ratio 

This shows 2.0 above industry average implying stability due to efficient 
management of working capital which includes monitoring trade receivables and 
stock days to ensure liquidity. 

4.3. Gearing ratio. 

Burberry has a low gearing ratio as compared to the industry average of 63% and is 

therefore low risk and low proportion of debt to equity.   Low gearing implies that 

shareholders can receive their dividends after interest on projects is shared.  More 

investment is therefore required for Burberry maybe in fixed assets which would be 

interesting for shareholders.



4.4. Efficiency ratio.

i). Stock Days Turnover Period

Burberry shows declining stock days from 236 in 2016 to 180 in 2018 although below 
industry average which shows that Burberry could be having too much stock probably 
from seasonal sales and challenging macro-economic backdrop have impacted on the 
sales.  This again should be investigated.

ii.  Trade Receivables

Trade receivables has declined from 41days in 2016 to 28 days in 2018 but below the 
average industry of 29 days.  This implies that money was not tied up in trade 
receivables by bad payers thanks to efficient invoicing by Burberry.

iii.  Trade Payables

Trade payables shows an increase of 56 in 2016 to 73 days in 2018 against an 
average of 58 days.  Burberry should pay its suppliers on time.  This can be beneficial 
to use finance provided by suppliers but can result in loss of goodwill which can have 
adverse consequences, Atril (2017, p. 212).

4.5. Investor Ratio

“Investor ratios relate to the market value of the company shares and dividends and 
are of interest to investors in listed companies primarily”, Dyson et al (2018, p. 235).  

i) Earnings Per Share

Earnings per share have fallen and remain at 1p from 2016 to 2018 compared to the 
industry average of 12p which implies that Burberry should invest more in the business 
or issue more shares for cash, Atril (2017, p.227).   
ii) Dividend Yield

Dividend yield has fallen from 3% to 2% but against an average industry of 2.3 which 

is low risk and shows that Burberry is performing well.  There is need to compare with 

the industry average though findings can differ due to different accounting 

practices/policies and also fluctuations.   


5.0. Conclusion

Burberry’s 2018 total revenue declined by 1% underlying reinforcing actions to build 

and reinforce Burberry’s luxury brand positioning Retail growth of 3% was offset by a 

decline in wholesale down by 14% and licensing decline by 48%.  Adjusted PBT was 

down by 21% underlying in 2017 which reflected a lower wholesale revenue and a 

reduction in licensing income due to the planned expiry of Japanese licences 

partially offset by cost savings.  The challenging global macro-economic backdrop, 

external environment, exchange rates, remain a challenge for Burberry’s 

performance.  Burberry should reduce working capital and consider reinvesting more 

cash in the business.


6.0. Recommendations

Looking at the challenging global macro-economic backdrop which had a significant 

impact on Burberry’s performance including constant exchange rates, the following 

recommendations would improve Burberry’s financial management: -


a. Use artificial intelligence and big data to build sales Marr (2017):  Mckinsey 

(2014) suggests that “success depends on the ability to invest in relevant digital 

capabilities aligned with strategy and to do so at scale”.  According to Forbes 

(2017), Burberry announced in 2015 that its investment in personalised 

customer management programs resulted in 50% increase in repeat custom.   


b. Tracking key business metrics:  Being able to monitor, identify and improve 

upon key business metrics which would improve the financial health of the 

company. 


c. Improving processes:  Evaluating finance and accounting processes in order 

to identify ways of increasing efficiency to improve quality.  Lack of proper 

control over certain processes can pose a risk and result in loss of revenue 

and profit.   

d. Reduce its capital by more investment.


e. Leveraging technology:  Burberry needs to promote real-time decision-making 

throughout the business.  


f. Reviewing Operating costs and increase the debt to cater for more investment 

or growth.
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8.0. [bookmark: _Hlk535182563]Appendices.

8.1	Income Statement

	
	Burberry
	Hugo Boss
	Christian Dior

	
	2018 (March)
	2017 (March)
	2016 (March)
	2017 Dec
	2016 Dec
	2015 Dec
	2017 Dec
	2016 Dec
	2015 Dec

	
	£m
	£m
	£m
	Eurm
	Eurm
	Eurm
	Eurm
	Eurm
	Eurm

	Income Statement
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Revenue
	2732.8
	2,766
	2,515
	2,732
	2,692
	2,808
	43,666
	59,404
	37,511

	Cost of sales
	-835.4
	-833
	-752
	-924
	-915
	-955
	-15,084
	-20,479
	-13,037

	Gross profit
	1,897
	1,933
	1,763
	1,808
	1,777
	1,853
	28,582
	38,925
	24,474

	Operating expenses
	-1487.1
	-1,539
	-1,360
	-1,467
	-1,514
	-1,405
	-20,383
	-28,184
	-17,865

	Operating profit
	410
	394
	403
	341
	263
	448
	8,199
	10,741
	6,609

	Finance income
	7.8
	6
	5
	2
	2
	1
	 
	 
	 

	Finance expense
	-6
	-5
	8
	-4
	-4
	-7
	-81
	-160
	0

	Other non-operating items
	 
	 
	 
	-7
	-6
	-22
	-122
	-491
	-345

	Profit before tax
	413
	395
	416
	331
	255
	420
	7,996
	10,090
	6,264

	Taxation
	-119
	-107
	-101
	-100
	-61
	100
	-2,243
	-3,202
	-2,071

	Profit after tax
	294
	288
	315
	231
	194
	319
	5,753
	6,888
	4,193




8.2	Balance Sheet


	
	Burberry
	Hugo Boss
	Christian Dior

	
	
	
	

	
	2018 (March)
	2017 (March)
	2016 (March)
	2017 Dec
	2016 Dec
	2015 Dec
	2017 Dec
	2016 Dec
	2015 Dec

	
	£m
	£m
	£m
	Eurm
	Eurm
	Eurm
	Eurm
	Eurm
	Eurm

	Balance Sheet
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Intangible assets
	180.1
	170
	190
	182
	185
	183
	28,379
	27,114
	27,092

	Property, plant and equipment
	313.6
	400
	426
	365
	416
	440
	13,218
	12,962
	11,958

	Other non-current assets
	187.6
	205
	204
	115
	151
	142
	4,035
	4,473
	3,930

	Non-current assets
	681
	775
	819
	662
	752
	765
	45,632
	44,549
	42,980

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Inventory
	411.8
	505
	487
	536
	567
	559
	10,908
	10,929
	10,426

	Trade receivables
	206.3
	277
	285
	207
	228
	239
	2,737
	2,785
	2,610

	Other current assets
	8.3
	13
	11
	199
	169
	157
	5,899
	2,749
	2,831

	Cash
	915.3
	844
	712
	116
	83
	81
	7,586
	3,772
	3,839

	Current assets
	1,542
	1,639
	1,495
	1,058
	1,047
	1,036
	27,130
	20,235
	19,706

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Loans and borrowings <1 year
	-23
	-34
	-52
	-68
	-77
	-41
	-4,553
	-3,854
	-4,560

	Trade and other payables <1 year
	-461
	-459
	-387
	-285
	-271
	-272
	-4,540
	-4,384
	-4,157

	Tax liabilities
	-33
	-50
	-80
	-32
	-27
	-46
	-853
	-456
	-677

	Other payables <1 year
	-36
	-22
	-20
	-222
	-265
	-229
	-5,172
	-4,976
	-4,532

	Current liabilties
	-553
	-565
	-540
	-607
	-640
	-588
	-15,118
	-13,670
	-13,926

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Trade and other payables >1 year
	-168
	-102
	-115
	0
	0
	 
	 
	 
	 

	Provisions 
	-5
	-47
	-38
	-70
	-78
	-72
	-2,578
	-2,386
	-1,982

	Long-term debts
	0
	 
	 
	-63
	-134
	-135
	-7,893
	-5,241
	-5,571

	Other payables >1 year
	-71
	-2
	-1
	-66
	-59
	-50
	-14,440
	-13,403
	-13,569

	Non-current liabilities
	-245
	-151
	-154
	-199
	-271
	-257
	-24,911
	-21,030
	-21,122

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net assets
	1,425
	1,698
	1,621
	915
	888
	956
	32,733
	30,084
	27,638

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Share capital
	          0.2 
	          0.2 
	          0.2 
	28
	28
	28
	361
	361
	361

	Share premium
	214.6
	211
	210
	 
	 
	0
	194
	194
	194

	Other reserves
	    259.60 
	312
	214
	0
	0
	-0
	9,987
	10,225
	9,308

	Retained Earning
	946.1
	1,169
	1,141
	887
	858
	928
	2,240
	1,058
	863

	Non-controlling interest
	4.9
	5
	56
	-0
	1
	0
	19,951
	18,246
	16,912

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Equity
	1,425
	1,698
	1,621
	915
	887
	956
	32,733
	30,084
	27,638

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Balance check (should = 0)
	0
	0
	0
	-0
	0
	-0
	0
	0
	0

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Dividends (mns)
	169
	164
	158
	183
	179
	249
	289
	253
	352

	Share price (Year end closing price)
	16.96
	17
	14
	71
	58
	77
	304
	197
	145

	Capital Employed (mns)
	1,670
	1,849
	1,775
	1,113
	1,159
	1,213
	57,644
	51,114
	48,760

	No. Of shares (mns)
	426
	439
	446
	70
	70
	70
	180
	179
	179




										APPENDIX vi

KEY FINANCIAL RATIOS				FORMULA


PROFITABILITY RATIOS

· Gross Profit 				= 	Gross profit / Net Sales

· Return on Capital Employed 	ROCE	 = 	Operating profit_
Share capital + Reserves + Non-current Liabilities + share capital + share premium+ other reserves + retained earnings + non-controlling interests

· Net Profit 	 			=	Profit for the year 
				 			Net Sales

· Operating Profit Margin 			= 	Operating profit X 100     
    				Sales revenue

· Gross Profit Margin			=	Gross Profit x 100
Sales revenue
LIQUIDITY RATIOS
· Current ratio		Current ratio 	= 	Current assets
					  		Current liabilities

· Quick ratio		Quick ratio     	=	Current assets (less inventories)
Current liabilities

EFFICIENCY RATIOS
	
· Net Asset Turnover 				=	 Net Sales 
					   	   	Total Assets

· Return on Assets			= 	Profit for the Year
   	   	Total Assets

· Debtors (Receivables) control      	= 	Trade and other receivables x 365
   	Net Sales 

· Creditors (Payables) control	            =  	Trade and other Payables   x 365
   	Cost of Sales 

· Stock turnover in days				Inventories_____  x 365
  		    	Cost of Sales

GEARING RATIOS

· Preferred Gearing ratio	     		 = 	Long term (non-current) liabilities    x 100
Share capital + Reserves + Long term (non-current) liabilities
	
· Long-Term Debt to Equity		= 	Borrowings
Share capital + Reserves + share premium+ retained   Earnings + Non-controlling interests + Other Reserves
· Interest cover ratio		= 		Operating Profit
					   		Interest Payable

INVESTMENT RATIOS

· [bookmark: _GoBack]Dividend pay-out ratio		=	Dividends announced for the year      x 100
				           		Earnings for the year available for dividends

· Dividend cover ratio		=	Earnings for the year available for dividend
						Dividends announced for the year

· Dividend Yield 			=	Dividend per share     x 100
						Market value per share  

· Earnings per share		=	Earnings available to ordinary shareholders
					      	Number of ordinary shares in issue

· Price/Earnings ratio		=	Market value per share
					  	Earnings per share
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