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INTRODUCTION
 
Sports Direct International plc is the UK’s largest sporting goods retailer by revenue founded in 1982 by Mike Ashley as a single store in Maidenhead. It is now operating with a diversified portfolio of sports, fitness, fashion, and lifestyle retail in over 20 countries with six business segments.
 
 After an enormous growth, the company listed on the London stock exchange in 2007. It started to expand internationally as well as acquired several famous brands and established itself successfully  with sales exceeding £1.0bn in 2009.
 Its aims to  deliver an unique range and superior products from both third-party brand and Group branded products to enhance the customer journey at every single step.
 
The sports direct Follows a multi-channel elevation strategy to connect with the customer through several platforms and adapting to new generation stores in High streets. It is operating with 367 stores in England, which covers the leading marketplaces, high street and tourist spots, using the latest technology such as social media, websites, online shopping to improve sales. (Sports Direct,2020)

 
 The company was running successfully under the leadership of Dave Forsey, the former CEO after his resignation in September 2016, the founder and Executive Deputy Chairman Mike Ashley has appointed as Chief Executive in 2016. (Stevens, 2017) The sports direct international plc announces the change of directors, David Daly appointed as Chairman of the Nomination Committee in 2017. Chris Wootton as a Chief Financial Officer, from 2019. 

Richard Bottomley OBE as a Chairman of  Audit Committee from 2018. (Singh, 2018) Nicola Frampton joined the board as a non-executive director from 1 October 2018, and the workforce has elected Cally Price as worker’s representative  from May 2019. (Sports Direct,2020).
 
Sports Direct plc undergo profit warning issues during Christmas sales 2016 because of high street competition, and adverse weather conditions, its annual profit of £40m lower than expected (Thomas, 2016). In 2018, the company underwent a fall by 72% after £85m hit on Debenhams stake. The company faced a pre-tax profit fell from 72.5%to £78m from £282m compared to the preceding year, reflecting the drop  30%  value of stock in Debenhams. (Kollewe, 2018)
 
Sports direct faced an investigation after implemented store language policy, where staff members have instructed not to speak any other foreign languages other than English for health and protection reasons. (Dixon, 2017)
 
Employment law experts saw it as indirect discrimination. Other legal issues such as staff have paid below the national minimum wages, poor working conditions, the humiliation of staff members, zero-hours agreements, fitness, and safety difficulties. (Nova, 2016)
 
Sports direct international plc started acquiring from 1996, after its global expansion and acquirement of several brands they received Heaton’s business in  2016, Bob’s Stores and Eastern Mountain Sports acquired in the USA in 2017, House of Fraser bought in 2018, and they recently acquired Game and Jack Wills and changed the company name to Frasers Group plc in 2019. (Sports Direct,2020)
 
FINANCIAL ANALYSIS OF THE COMPANY
 
The Financial analysis of Sports Direct International plc has based on its performance ratios against JD sports competition. These calculations have made referencing the company’s annual report, and its entire performance founds decisions for the past five years. This report critically analyses the profitability, liquidity, gearing, and efficiency ratios. 
Critical evaluation will be made on the calculated ratios and comparing the ratios to its competitor JD Sports. The recommendation has made to improve its financial administration for its unbeatable long run.

 Sports Direct International has reported rising revenue and profits from 2015 to 2019 as it reaps the rewards of acquisitions, a strong performance in its premium lifestyle division, and its sales. Group revenue rose by 10.2% in 2019, earnings per share raised by 468.4%, total liability reduced to £378.5m , with achievements and investment with stable  money flow. (SUTHERLAND, 2019)

Tab .1 Sports Direct (2015-2019) and JD Sports (2019) Revenue, sales growth, gross and operating profit

	Sports Direct
	2015
	2016
	2017
	2018
	2019
	JD Sports 2019

	Revenue
	2832.6
	2904.3
	3245.3
	3359.5
	3701.9
	4717.8

	Sales growth %
	4.682361
	2.531243
	11.74121
	3.518935
	10.19199
	49.23135

	Gross Profit 
	1240.8
	1284.6
	1330.6
	1335.1
	1583.5
	2243.3

	Operating Profit
	295.6
	223.2
	160.1
	217
	160.5
	346.2



  
However, the sales growth percentage not continued to be steady; they faced a deep decline in 2016 and 2018. In this atmosphere, many British outlets retailers were facing difficulties to get better sales performance and frightened with closures; Even still Sports Direct performance and sales seems to be relatively healthy. 

Comparing the five years since 2015, the company steadily prolonged its retail space. (Sabanoglu, 2019). In the case of JD Sports, the last year's turnover increased by 49.2% an incomparable sales growth, gross profit, and operating profit the company gained in 2019.








Tab. 2 Profitability ratio 
	Sports Direct
	2015
	2016
	2017
	2018
	2019
	JD Sports 2019

	Gross Profit Margin
	43.81%
	44.23%
	


41.00%
	39.74%
	42.78%
	47.55%

	Operating Profit Margin
	


10.44%
	


7.68%
	


4.93%
	


6.46%
	


4.34%
	7.34%

	Net Profit Margin
	8.52%
	9.61%
	7.14%
	0.82%
	3.13%
	5.60%




Profitability ratios help to determine the capability to produce profits, relative to assets, sales, and equity of the business over time. The ratios define the excellent run of the firm, the capacity of generating profit, performance, and comparison analysis to enhance its enforcement in the future. The margin ratios give ideas from different angles to enhance their capacity and make a profit. 

The Sports direct gross profit margin dropped from 41 % to 39.7 % in 2018. It was mainly due to procurement and  purchase of the trade and assets of Bob's Stores and Eastern Mountain Sports. (Singh, 2018). Expect 2018; the reports show relative differences in gross profit margin.

Operating profit margin helps to identify the business's profit on sales after paying production costs like raw materials, wages, and transportations before pay interest and taxes. (KENTON, 2020) The Sports directs Operating profit Margin seems to be highly variable shows the business risks. The company operates with 367 high street stores in England and operating in 20 countries; their operating cost is high compared to JD Sports.

The net profit margin indicates the net income or profit generated by the company's revenue represented in percentage. This ratio helps to know the company's healthy status, total revenue, outgoing cash flow, investment income, and operating expenses. (MURPHY, 2020). The steep decrease in the net turnover limit of sports direct indicates the rise of operating costs even though the revenue is in increasing state. The JD Sports seems to be more profitable comparing the sports direct in all analyses.


Tab. 3 Liquidity ratio 
	Sports direct
	2015
	2016
	2017
	2018
	2019
	JD Sports 2019

	Cash Ratio
	0.204688
	0.433147
	0.276286
	0.507686
	0.748538
	0.278956

	Quick Ratio
	0.944127
	1.127025
	0.870293
	0.862925
	1.758897
	0.475736

	Current Ratio
	2.295475
	2.425856
	1.71953
	2.094627
	3.393651
	1.323931



Liquidity ratios measure the company's capacity to recompense  its existing liability  without rising outward resources. (HAYES, 2019). It also helps to understand the company’s strategic positioning comparing to its competitors and implementing its goals. 
The quick ratio indicates the  ability of the business to pay back its existing liability without using its inventory or other financial resources. (KENTON, 2020) The relatively high ratios show the liquidity and financial health of the sports direct and JD Sports quick ratio are low as compared to Sports direct.so that the sports direct company does not struggle to recompense  its debts.
The existing ratios show the firm's power to recompense its short-range liability in a year by minimizing its current assets. (KENTON, 2020) The sports direct current ratios increased from 2015 except 2017 and still in increasing phase and relatively high in 2019. The ratio indicated the ability of sports direct to enlarge its current assets and recompense back its short-range liability in a period. The current ratio for JD Sports is lessening compared to sports direct.











Tab. 4 Gearing ratio 
	Sports Direct
	2015
	2016
	2017
	2018
	2019
	JD Sports 2019

	Debt-Equity ratio
	0.526995
	0.704202
	0.97755
	1.346895
	1.514372
	1.048198

	Debt-Capital ratio
	0.345119
	0.413215
	0.494324
	0.573905
	0.602286
	0.511766



Gearing ratios specifies whether the company’s activities are funded by its shareholders or by creditors. The debt-equity ratio compares the total debs and total equity of a company to analyse how much funds used by the company. The sports direct ratios are relatively rising from 2015 to 2019; this shows the company's operations have done by borrowings. The Ratio of JD Sports are low as compared, showing that shareholder’s funds make the operations.
The debt-capital ratios provide ideas about the company's financial structure; higher ratios indicate the business risk. If the company operates by balancing the debts and equity will not show the real financial structure. (HARGRAVE, 2019). The ratios of sports direct are moving higher from 2015 to 2019 shows that retail business might be high at some seasons, and Highstreet shops got high sales on Christmas and occasions. The rise of equity to capital ratios shows the risk of the business. The JD Sports ratios are reasonably low, show that they are leading their business in a way to progress.

Tab. 5 Efficiency ratio 
	Sports Direct
	2015
	2016
	2017
	2018
	2019
	JD Sports 2019

	Assets turn-over
	1.596993
	1.230721
	1.325261
	1.178937
	1.175654
	2.139107

	Fixed assets turn-over
	6.700446
	4.957235
	3.854276
	3.824567
	4.496963
	8.739904




 Efficiency ratio comforts to analyse the usage of resources and liabilities of a business internally also investigates the profitable performance and investments. It indicates the capacity of a firm to create income using its assets.

The Assets turnover ratio of sports directs relatively low, and the company faced a significant drop after 2015 and continuously maintained relative ratios in 2018 and 2019. The ratio shows that the company is not using its assets efficiently. While comparing the five years ratios of sports direct with JD sports ratio in 2019 is efficiently high. 

The fixed assets turn over finds how the corporate uses the fixed resources to produce sales. The sports direct fixed assets ratios were at the peak of 2015, and it faced relatively low ratios in 2017 and 2018. After these low ratios, the company generates developed revenue through sales in 2019. However, the fixed assets turnover is exceptionally high for JD Sports efficiently using all its fixed assets.

RESTRICTIONS OF RATIO ANALYSIS

The financial ratio analysis helps to recognise the corporation's financial position and has limitations in determining its status. The analysis is based only on records; it cannot represent the future performance of the company. It fails to find the cause responsible for the decline; it just calculates the data. 

Comparing the ratio of different companies belongs to the differential period ending income statements cannot result with accurate data, where sports direct calculate (April 2018 -April 2019), JD Sports calculates (February 2018 – February 2019), basically in retail stores seasonal sales differentiate time to time, the seasonal impact can represent false interpretation. It does not take account of inflation effects in the ratio analysis. (Corporate Finance, 2018)

COMPARISION OF SPORTS DIRECT AND JD SPORTS

The two sports goods retailers Sports Direct and JD Sports sell similar products and focused on a similar target market, Where Sports direct promotes more third-party brands and available products from low prices to high. Sports direct achieved 10% of its progress target in 2019, with total revenue of £3.7Bn .Whereas JD Sports gains an enormous growth of 49% with an overall revenue of £4.71Bn in the same timeline. (MONTAGUE, 2019).



The profitability ratio states that JD sports achieved appreciable turnover , and operating profit is quite high where sports Direct failed to achieve the target as compared, and the operating profit drops from 2016, and the margin ratio obtained in 2019 and 2017 is similar.

The balance sheet analysis of JD Sports shows a significant growth of assets in 2019 due to investment in plant, property and equipment, inventories, prepaid expenses, and total receivables is in increasing phase. Sports Direct also shows relative growth in past years in assets, where inventories, receivable, prepaid expenses, and cash equivalents reports relative growth than previous years, but there is a dropped valuation of plant, property and equipment in 2019. Anywhere JD Sports achieved enormous growth of total assets in 2019.
The total liability and current liability increased in 2019 for JD Sports, where sports direct current liability is relatively low than the previous year, but total liability is growing higher than in previous years.


Comparing the profitability, liquidity, gearing, an efficiency ratio of Sports Direct and JD Sports, the financial ratios states that JD Sports is more efficient, productive, and attractive for investors more than Sports Direct. The uncertain environment, high street crisis, acquisitions, and some investment disappointments lead the drop of sports direct. The modification and adaptation of strategies and technical management helps sports direct to be more productive and proficient.

RECOMMENDATIONS ON FINANCIAL MANAGEMENT

Financial management requires managing the financial resources that are more challenging to maintain, adopting updated cloud-based accounting software makes available at any time. It keeps on tracking the expenses and sales numbers, instant availability of information’s and provides accurate financial status of the company for better understanding. This updating efficiently manages the invoices and recommend payment terms and conditions. (Bang, 2019)

The proficient management and tracking of inventory are needed to have up to date knowledge about sales trends, seasonal demands, and control inventory. The cloud-based inventory makes the management accessible and reduced money wasted and running out of stock.

The requirement and management of daily expenses need to notice, and allocating the resources helps to stick on to the budget, the cloud-based accounting software, and employee management software supports to track the activities. (Mellor, 2018)

The perfect strategic planning is essential for the betterment of financial management; the plan should describe everything clearly and create better understanding; self-examination needed to cross-check whether the progression in the right path to achieve the company’s financial goals. The self-analysis helps to reduce the expense, make an adequate budget, take necessary precautional steps for the future, and avoid risks. (Bang, 2019)

INVESTMENT APPRAISAL TECHNIQUES

All investments made by the company must analysed according to the time, cost of investment, productivity, capacity, and future value of the investments. So, investing in the right project, which makes more profit in a short period, must be considered before making any decisions. These appraisal techniques help the business to make decisions on comparatively high active projects.


The investment appraisal techniques return the business to make confident and quick decisions, gains more profits in a short time, target productivity, effective investment, and create a good image of the company. (mygov.scot, 2019)
The Sports Direct company has to apply investment appraisal techniques for its new investment opportunities in the decision-making process. The project A cash flow details given below state that the initial investment cost £85m and total cash flow £120m for four years, and the net profit £35m is obtained.

           Tab.6           New Investment Project A
		Years
	Project A(£m)
	Cumulative cash flow(£m)

	0
	-85
	

	1
	10
	75

	2
	20
	55

	3
	25
	30

	4
	65
	+35

	Total cash    flow
	120
	

	Profit
	35
	



	





	


	
	
	




               In project B, the initial investment cost of £90m that is higher than project A. but more significant total cash flow of £122m slightly more meaningful than project A. 

The total profit attained of £32m is more limited than project A. comparing the projects with investment and total profit, project A seems to be more trustworthy because of reduced initial investment and net profit, which is more notable than project B. Still, the conclusion should be made after calculating and interpreting the main ratios. 

                   Tab.7       New Investment project B

	Years

	Project B
(£m)
	Cumulative cash flow
(£m)

	0
	-90
	

	1
	40
	50

	2
	35
	15

	3
	7
	8

	4
	40
	+32

	Total cash flow
	122
	

	Profit
	32
	


	

PAYBACK PERIOD   
  
Payback period refers to the time taken by the corporation to reimburse its initial investment cost. (KAGAN, 2020). The quicker repayment are considered as more required than an extended period. Project A's investment decision payback period is comparatively high compared to project B. Project B seems to be more desirable than project A.  Even though the original cost of investment is high for project B, it has a quicker payback period.





[bookmark: _Hlk41319530]     Tab.8 Payback Period of Project A & B
	 
	Project A
	Project B

	Payback Period
	3.46 Years
	3.2Years


ADVANTAGES OF PAYBACK PERIOD
The main credit for the payback period is simple calculations and easy to understand. It helps to predict the short term and long-term cash flow of a business and estimate the period of initial investment return. (KAGAN, 2020)
DRAWBACKS
The foremost shortcoming of the payback period is no consideration for the time worth of cash; the cash flow received before has more weightage than the money obtained a little longer. It does not reflect the money gained after the settlement period; some investments gain more profit after the payback period. It neglects the total profit again by the project; there is no comparison of profits obtained by any projects; decisions cannot be made based only on a shorter payback period. (Woodruff, 2019)
ACCOUNTING RATE OF RETURN
The accounting rate of return helped to estimate the percentage of investment effectiveness and used to compare with multiple projects to predict the percentage of return for every project.

[bookmark: _Hlk41320243] Tab.9 Accounting Rate of Return for Project A & B
	 
	Project A
	Project B

	ARR1
	10.29%
	8.89%

	ARR2
	20.59%
	17.78%



In terms of decision making based on the rate of return, a higher value indicates a more profitable investment. In this investment case, project A shows the higher values specify the more profitable investment, where Project B shows value less than project A. Investing in project A gains reasonable turnover.
ADVANTAGES OF ARR
The accounting rate of return is comprehensible and modest calculation. Bigger the ratio more attractive the investments for the firm, the higher proportion is more appreciable to be executed and invested. (Grab, 2020)
DISADVANTAGES OF ARR
This ratio ignores to consider the time factor and external influence that affects the profitability of a project. The ARR ratio neglects the cash flow that is more important than the accounting ratios. It concentrates only on the profit, not the time taken to gain profit; greater profit from an investment after a long period is not adequate and increases risk. (matters, 2020)
INTERNAL RATE OF RETURN
The internal rate of return represents the growth proportion of the project investment expected to generate in the future where the net present value is zero.
[bookmark: _Hlk41320476]
Tab.10 Internal Rate of return for project A & B
	
	Project A
	Project B

	IRR
	11.54702
	14.03108




For this investment decision, project B ratio is higher than project A states that project B has got a high chance of making stable growth. The higher ratio than the cost of capital is said to be more profitable, so the project B are desirable to be invested.
ADVANTAGES
Unlike the other ratio, it considers the period worth for cash and predicts the accurate return rate for projects comparing the initial investment cost. Thus, it provides an accurate rate of return it supports investors in estimating the potential earnings the project is going to make in future and is straightforwardly calculable and reasonable. (Investopedia, 2017)
DISADVANTAGES
The IRR ratio does not reflect the project's profit period, future cost, and size into account. It merely compares the profit cash flow of projects and fails to reflect the risk and uncertainty related with the project. (Investopedia, 2017).
NET PRESENT VALUE
The net present value differentiates the value modification between the present and future investment costs. Because the value of money is not at all the same for every time, it differs according to inflation, time, and other income obtained by investments.

PROJECT – A
Tab.11 Net present value (1) of Project A
	Years
	Project A
(£m)
	Future Value
(£m)

	1
	10
	9.070295

	2
	20
	16.45405

	3
	25
	18.65538

	4
	65
	43.99456

	
	
	

	Net present value 1
	
	3.174288



In Project A, the net present value calculated with the discount rate of 10.25% results in positive value indicates that the investment is useful to consider. but it is comparatively low than project B
Tab.12 Net present Value (2) for project A
	Years
	Project A
(£m)
	Future Value
(£m)

	1
	10
	9.009009

	2
	20
	16.23245

	3
	25
	18.27978

	4
	65
	42.81751

	
	
	

	Net present value2
	
	1.338756


The net present value 2 calculated with the discount rate of 11% results with a present positive value, although moderate as opposed to project B.

PROJECT- B
Tab.13 Net present value (1) for project B
	Years
	Project B
(£m)
	Future Value
(£m)

	1
	40
	36.28118

	2
	35
	28.79459

	3
	7
	5.223508

	4
	40
	27.07357

	
	
	

	Net Present Value 1
	
	7.372848



The net present value for project B results with the most excellent positive present value compared to project A. The results are quite high indicates that investing in project B gains more profit compared to project A.

Tab.14 Net present value (2) for project B
	Years
	Project B
(£m)
	Future value
(£m)

	1
	40
	36.03604

	2
	35
	28.40679

	3
	7
	5.11834

	4
	40
	26.34924

	
	
	

	Net present value2
	
	5.9104









The calculations made on discount rate 11% results positively and leading than project B.


ADVANTAGES
The net present value helps to know the accurate value of profit obtained in the future; it is reliable as expressed in percentage. It significantly reflects the time value of money and all cash flow. (GALLANT, 2020)
DISADVANTAGES
The net present value fails to represent the risk and vagueness essentials involved in the project. The public listed company like sports direct have to undergo supervisory requirements and recognized standards of corporate supremacy. (GALLANT, 2020)
CONCLUSION
PROJECT -B SHOULD BE ADOPTED
Evaluating the results of the project A and B conclude that project B should be adopted for the future investment. Even though the initial cost of investment is high (£90m) as compared to project A. The payback period is 3.2years a short time taken to give back the initial cost of investment. However, it is (£5m) more excellent than project A. The effectiveness and net profit are relatively low than project A, nevertheless the internal rate of return which indicates the growth rate of investment is comparatively high and net present value that predicts the accurate value for money is extremely high than project A.
The initial investment can be obtained in 3.2 years indicates the reduced risk and uncertainty level of investment. In project A, the final years carry half of the initial cost; any unstable situation in last year may cause ambiguity. Then the cash flow is high in project B, and total profit can be obtained at the end. The net present value is high compared to project A; even though there is a difference of (£3m)   total profit obtained, due to inflation and time variation, the net present value is low compared to project B.
The project B calculation, the ratio is desirable and improves the performance of the company, will create the right image and reputation. It has recommended investing in project B to generate consistent cash flow and increases the income.
NON-FINANCIAL FACTORS
For the investment decision-making process, some essential non-financial factors to be measured and reflected in pronouncements. The environmental, social, and legal legislation plays a significant role in making big investment decisions. (Maretich, 2018). The firm must consider and analyse the external environment, social changes, political impacts, and technical investigation to be updated and examined before making decisions on investments.
The organizational analysis includes employee satisfaction, customer retention, and the safety of employees and the public. In this competitive market, the organization should be analysing the new investment planning should match the company’s goals and perspective. (NiBusiness, 2018)
 Improving the employee and employer relationship helps to recruit and retain employees, supports to attract more customers and suppliers bonding. Keep on learning, and practice helps to establish itself more durable and improves performance, experience gained from practice credits with robust management capabilities. Forecasting the future threats and taking precautional steps helps to lead the business stress-free.
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APPENDIX A- FORMULAS

Tab .1 Sales, sales growth, Gross profit and Operating profit of Sports Direct ((2015-2019) and JD Sports (2019)
    
Sales Growth = Sales (exc VAT) in the present -Sales (exc VAT) in the past /Sales (exc VAT) in the past                                                                              (2)
Gross Profit = Total Sales – Cost of Sales/Total Sales
Tab. 2 Profitability ratio of Sports Direct (2015-2019) and JD Sports (2019)
Gross profit margin = Gross profit/Sales (exc VAT)                                         (3)
Operating profit margin = Operating income/Sales (exc VAT)                         (3)
Net profit margin = Net income/Sales (exc VAT)                                             (3)
Tab. 3 Liquidity ratio of sports Direct from (2015-2019) and JD Sports (2019)
Cash ratio = Cash/Current Liability                                                              (4)
Quick ratio = (Current assets – Inventory)/Current Liability                     (4)
Current Ratio = Current assets/Current Liability                                        (4)
Tab. 4 Gearing ratio of Sports Direct from (2015-2019) and JD Sports (2019)
Debt to equity ratio = Total Debt/Total Equity                                                  (5)
Debt to Capital ratio = Total Debt/(Total Equity + Total Debt)                        (5)
Tab. 5 Efficiency ratio of sports Direct from (2015-2019) and JD Sports (2019)
Assets turn over = Sales/Total assets                                                                 (5)
Fixed assets turnover = Sales/Fixed assets                                                         (5)
Tab.8 Payback Period of Project A & B
Payback Period = Initial Investment made/Net Annual cash inflow                 (8)
Tab.9 Accounting Rate of Return for Project A & B
Accounting Rate of return = Average net income/Average investment      (9)
Tab.10 Internal Rate of return for project A & B
Internal Rate of Return = R1+NPV1/(NPV1-NPV2)*(R2-R1)                  (10) 
Tab.11 Net present value for Project A & B
Net present value = 	        C1       C2	       C3                Cn
                                      – I0 + _____ + _____ + _____ + . . .+ ____                                            (11)
                                                (1+r)   (1+r)2  (1+r)3         (1+r)n                                    
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