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1. Introduction 

This report is going to investigate the financial analysis of Frasers group plc., comparing it with its main competitor - JD Sorts plc. The purpose of this document is to evaluate is it worth it for the current and future shareholders to invest in the company at the present market conditions. The tools that would be used in these evaluations are mainly the companies’ Annual Financial Reports, including Income Statements and Balance Sheets. The analysis would present clear view about the development of the business and consequently make a recommendation. Multiple ratios have been discussed and an evaluation of why the ratios have changed and what could be the reason for that. The calculations and formulas that have been used throughout the development of this report would be presented in the Appendix A. 

2. Company’s information 

Sports Direct International plc. (the Group), currently Fraser group plc. is the most major sports retail company by revenue in the United Kingdom. The company has been found in 1982 by the chief executive of the company Mike Ashley. The business is operating in over 20 countries. It is running ‘’across six business segments: UK Sports Retail, House of Fraser Retail, European Sports Retail, Premium Lifestyle Rest of World Retail and Wholesale & Licensing.’’ (sportsdirectplc.com, 2020)
The Group has been listed on the London Stock Exchange in 2007. In 2009, it established its leadership on the market with sales exceeding £1bn. For the past years the company managed to succeed and increase its market share. In 2016 it obtained 100% of the Heatons business in the Republic of Ireland. In 2017 Bob's Stores and Eastern Mountain Sports have been acquired in the USA. The group has acquired House of Fraser out of administration within the United Kingdom in 2018, which added to the business 4.6m sq. ft. of retail selling space and opportunity to have a higher presence on the High Street. In 2019 Jack Wills and Game digital have become part of the business as well. (sportsdirectplc.com, 2020) However, the British retailer stated that the rescue of House of Fraser was a mistake. Shareholders have not been particularly satisfied with the re-election of Mike Ashley, because of his strategy of rescuing small high street retailers, but he has stayed on his position as executive director. (bbc.com, 2019)
On the other hand, according to (Goodley & Ashby, 2015) Sports Direct was paying under the minimum wage to its employees. This and many other poor employment practices have let to negative influence on the company’s review. In 2019, to raise its image beyond the sportswear brand, the Group decided to change its name to Fraser group plc. (Jolly, 2019) Currently, the new name is a fact, although the company’s website still appears as Sportsdirectplc.com. 
The main competitor for the business is the British retailer JD Sports Fashion plc. The JD company has stated significant increase on its revenue by 49,0 % from 2018 to 2019. (jdplc.com, 2020), whereas in comparison the Group has 10.2% for the same period of time. (sportsdirectplc.com, 2020) 


3. Financial analysis of Frasers Group 

	Sports Direct
Int. plc
	2015
	2016
	2017
	2018
	2019
	JD Sports 2019

	Sales £m
	2,833
	2,904
	3,245.3
	3,359.5
	3,701.9
	4,717.8

	Sales
growth %
	4.7
	2.5
	11.8
	3.5
	10.2
	49.0

	Gross Profit
	1240.8
	1285
	1330.6
	1335.1
	1583.5
	2243.3

	Operating Profit
	295.6
	223.2
	160.1
	200.5
	160.5
	346.2


Source: Annual Financial Reports of Sports Direct and JD Sports

[bookmark: _GoBack]
Following the information from the table above, it could be said that JD Sports has better indicators. The sales growth of JD Sports is almost 50%, which could explain the higher revenue of the company. Gross Profit and Operating Profit are driven by sales. Consequently, a big difference in both companies’ indicators could be observed. 
The shareholders, lenders and managers could use the financial ratios in order to analyse various aspect of financial problems and evaluate different decision and solutions. (Atrill & McLaney, 2017) As shown on the graph below these are the key aspects of financial health, that ratios seek to assess. 
[image: ]
(Atrill & McLaney, 2017) 

3.1. Leverage (Gearing) ratios

Gearing is frequently perceived as a measure of risk. The higher the borrowings, the higher the risk that the entities would not be able to repay their debts. 

Tab.1. Leverage ratios of Sports Direct (2015-2019) and JD Sports (2019)
	Sports Direct Int.
	2015
	2016
	2017
	2018
	2019
	JD Sports 2019 

	Debt-Equity Ratio
	0.11
	0.24
	0.31
	0.63
	0.65
	0.06

	Debt-to-Capital Ratio
	0.11
	0.19
	0.24
	0.59
	0.40
	0.06



Source: Annual Financial Reports of Sports Direct and JD Sports and author’s calculations


Table 1 represents the debt-equity ratio and debt-to-capital ratios of Sports Direct International plc. for five years namely 2015, 2016, 2017, 2018 and 2019. It has shown the JD Sports ratios for year 2019. 
The debt-equity ratio is a leverage ratio, that calculates the total debt against the total shareholders’ equity. (corporatefinanceinstitute.com, 2020) This means that for every pound in equity, the firm has 0.65 pennies in leverage for 2019. Compared to the previous years, where the ratio was lower and the company was closer to be fully equity financed, the figure for 2019 seems not to be proficient for the organisation. As of the year 2015, the company has been growing the numbers of the debt-equity ratio. That would serve to understand that the company has been borrowing higher amount of money every year, compared to its equity.  On the other hand, JD Sports has ratio of 0.06, which indicates that the company has 0,06 pennies in leverage for every pound in equity, for 2019. In comparison, the JD Sports has been performing better and using less money from lenders.
‘’Debt-to-capital ratio is a measurement of a company's financial leverage. The debt-to-capital ratio is calculated by taking the company's interest-bearing debt, both short- and long-term liabilities and dividing it by the total capital.’’ (HARGRAVE, 2019) This ratio would give the investors a better idea of the company sustainability. If the ratio is higher, than the investment is riskier. Following the information from table 1, it could be said that for the first 3 years the company was having better performance. For the future investors the organisation was a better choice in 2015,2016 and 2017, considering the increased ratio number in 2018 and 2019.  Having a better performance in the year 2017 with a ratio of 0.24 than the year 2018 with 0.54, it could be stated that the company has had a better performance and lower debts. In contrast, in the year 2019 a decrease has occurred in the ratio numbers, becoming 0.40. 
JD Sports has a debt-to-capital ratio 0.6, which is lower than the numbers provided for Sports Direct International Plc. The Group having a higher ratio can be interpreted as having bigger proportion of borrowed money, making it less appealing for investors.
To improve its debt-equity ratio a company could make adjustments to its inventories, marketable securities, plant assets, etc. (Lasman & Weil, 1978) Keeping the revenue high could help the company to keep its ratio stable. Consequently, the business could pay some of its debts or add some assets. The Group used to have a low debt-capital ratio in 2015, however in the years 2018 and 2019 there were a considerable increase. Even compared to JD Sports, it could be stated that there is a clear need of lowering this ratio down. Increasing sales revenues and profits would be a great help. This could be done by raising prices and lowering its costs. 


3.2. Liquidity ratios

The purpose of the liquidity ratios is to evaluate the ability of the current assets to cover short term liabilities. Depending on the ratio analysis, the proportion of the current assets that has been used is different, where the current liabilities are being used as a constant. 


Tab.2 Liquidity ratios of Sports Direct (2015-2019) and JD Sports (2019)
	Sports Direct Int.
	2015
	2016
	2017
	2018
	2019
	JD Sports 2019 

	Current ratio
	2.30
	2.43
	1.77
	2.18
	3.39
	1.74

	Quick ratio
	0.94
	1.13
	0.86
	0.95
	1.76
	1.32

	Cash ratio 
	0.20
	0.43
	0.27
	0.50
	0.74
	0.20


Source: Annual Financial Reports of Sports Direct and JD Sports and author’s calculations

The current ratio sometimes referred as ‘’working capital’’ ratio is evaluating the ability of the company to pay its short-term obligations. The current ratio is showing the power of the current assets to cover the organisation’s current liabilities. Furthermore, in theory, the higher the current ratio is, the better.  But this ratio is not a complete representation of a company’s liquidity. (KENTON, 2019) For example, the current assets are including the inventories part of the balance sheet. In case that the company needs higher amount of money in order to cover its short-term needs, but it is not able to sell its properties, it has turned out, that on paper the company’s short term performance is good, even though the company may have some financial struggles. This difference could be clearly observed in table 2, where the current ratios for 2019 is 3.39 and the quick ratio is 1.76. Another part of the current assets are cash, trade receivables, and other assets expected to be converted into cash in less than one year. Current liabilities contain accounts payable, wages, taxes payable, and the current portion of the long-term debt. 
Bearing in mind the difference between the current and quick ratios it could be said that the quick ratio is more accurate in order to have clearer understanding of the business’ activities during the current period. An indication of the good position of a company is the high quick ratio. (Mahboobinejad, 2015)  Table 2 is showing the quick ratio from year 2015 to 2019 for Sports Direct and the ratio for JD Sports. As it can be seen from this table, the amount of this ratio has been increased from 0.95 in 2018 to 1.76 in 2019. In comparison, the competitor has 1.32. The current ratio has had an increase for that period as well, from 2.18 to 3.39. 
The cash ratio, on the other hand, is measuring the capacity of the organisation to pay off short-term debt obligations with its cash and cash equivalents. Comparing the current and quick ratios, it could be said that the cash one is more conservative. (corporatefinanceinstitute.com, 2020) There is no exact number which could be considered as good or bad when the evaluation of the ratios is taking place. However, the investors are examining it, in order to understand the proportion of the current liabilities that could be covered by the cash and cash equivalent of the company. For example, the cash ratio for Sports Direct in 2019 is 0.74, which demonstrates that the business could pay 74% off its current liabilities with its cash and cash equivalents. In general, any number between 0.5 and 1 is usually preferred by the investors. On the other hand, a case in which a company is holding large amount of cash, would present poor use of their assets. Consequently, the company is not generating a return if large amount of cash is sitting in the balance sheet. Comparing it to its competitor-JD Sports with 0.20 for 2019, the Group has a bigger capability to pay its liabilities using its cash and cash equivalents. 
In order for an analysis to be complete, more than one ratio need to be considered. In this case, the three liquidity ratios - current, quick and cash should be taken into consideration when evaluating a company’s performance. According to the data collected from table 2, it could be said that Fraser group is having high and stable liquidity ratios. 
3.3. Profitability ratios

As to measure a company’s profitability, financial profitability ratios are being used. Based on the data derived from those ratios, an evaluation on how well the business has been making a revenue from its activities would be presented and calculated.  (Rutkowska-Ziarko, 2015) The profitability ratios that are going to be evaluated in this report are gross margin, operating margin and net profit margin. The data used for the calculation of the ratios have been taken from the Income Statements of Sports Direct International plc. for the period 2015-2019 and JD Sports International 2019.  

Tab.3. Probability ratios of Sports Direct (2015-2019) and JD Sports (2019)
	Sports Direct
Int. plc
	2015
	2016
	2017
	2018
	2019
	JD Sports
2019

	Gross Margin
	43.8
	44.2
	41.0
	39.7
	42.7
	47.5

	Operating
Margin
	10.4
	7.6
	4.9
	5.9
	4.3
	7.3

	Net Profit
Margin
	8.5
	9.6
	7.1
	0.6
	3.1
	5.6


The Ratios are represented in a percentage way.
Source: Annual Financial Reports of Sports Direct and JD Sports and author’s calculations
Gross margin ratio is a commonly used tool of the financial analysis. It could be calculated when divided gross profit of the company to its revenue. (KENTON, 2019) It is showing how much the company earns after it has paid for the items sold. Moreover, this ratio is calculating the proportion of the profit before any taxation and expenses, and the company’s revenue. Furthermore, the operating margin could be explained as the company’s proportion of the operating profit, which is the profit calculated after taking off the operating expenses such as salaries, marketing costs, depreciation, etc. and the business’s revenue. And finally, the net profit margin is calculated when dividing the net profit of the company and the revenue of the business. The net profit is generally stated in the income statement as ‘’profit for the period’’ and it is a profit after taking off the taxations. There are a lot of similarities between these margins. They are evaluating how efficient is the firm while generating its profit. 
The gross profit margin for Sports Direct is indicating a decline in the year 2018 compared to the year 2019. However, in the year 2017 there has been an increase compared to 2018 but a decrease when comparing to year 2019. All in all, 2019 has been the most successful one. The main competitor, on the other hand, has stated 47.5, which is more than the Group has presented each year for the stated period.  The operating margin is not proportional to the gross margin. This could be seen in table 3, where for the year 2015 the gross margin is 43.8 and the operating is 10.4; in the year 2019 the proportions are different, where the gross one is nearly the same as 2015 - 42.7, but there is a significant decrease in the operating one - 4.3. This could be explained with the increased amount of the operating costs. The net income margin is related to the operating margin. This could be observed in the part of the income statement named ‘’investment income’’ which could be seen in the Sports Direct statement as a negative number and expressed as ‘’investment (costs)/income’’.  For the year 2016 there is £148.1 million investment income and consequently, there is an increase from 7.6 operating margin to 9.6 net income margin. In contrast, for the year 2018 there is an investment cost of £93.3 million which consequently leads to a substantial decrease from 5.9 operating margin to 0.6 net profit margin. Moreover, there are different factors that should be considered when the financial analysis is taking place. For more accurate and fulfilled results, the evaluation should be observed from a few different points of view, regarding the company’s business plan and the current market situation in the business sector, as well as on an economic nationwide level.
In conclusion, it could be said that for the year 2019 the Group’s net profit margin is 3.1% or saying it in other words, it indicates that the company earns 0.031 pennies in profit for every pound it collects. The competitor JD Sports has 5.6% which is 2.5% more than Sports Direct. As a result, it is earning 0.056 pennies in profit for every pound it collects.
Removing unprofitable products, investing in finding new customers, reviewing the current pricing structure and other managerial tools could be suggested as a recommendation to the company, in order to improve its profitability ratios. 

3.4. Efficiency ratio

Having that in mind, this report is going to investigate the efficiency ratios. To do that, the Income Statements and the Balance sheets of both Sports Direct and JD Sports have been used. 

Tab.4 Efficiency ratios of Sports Direct (2015-2019) and JD Sports (2019)
	Sports Direct
Int. plc
	2015
	2016
	2017
	2018
	2019
	JD Sports
2019

	Asset Turnover
	1.59
	1.23
	1.30
	1.16
	1.17
	2.13

	Fixed Asset
Turnover
	6.70
	4.95
	3.85
	3.89
	4.49
	8.73


Source: Annual Financial Reports of Sports Direct and JD Sports and author’s calculations

The asset turnover ratio calculates the value of a company's sales in relation to the value of its assets. The higher the ratio is, the more effective the company is with using its assets to generate sales. (HAYES, 2019) Following the information provided in table 4, it could be said that the Group is less efficient than its competitor. It has been stated in the ratio for 2019 – 1.17, whereas the JD Group is reported 2.13 for the same year. 
The fixed asset turnover tests the capacity of a company to produce net sales from its investment in fixed assets, namely property, plant, and equipment (PP&E)  (HAYES, 2019) This ratio should be considered as one of the most important one for some companies, for example in the manufacturing industry. There is not an exact number that could be stated as right or wrong, while analysing the fixed asset turnover ratio. That is the reason why, this report is looking at the ratios for Sports Direct for the entire period of time and in the competitor’s resent performance. It could be stated that there is a decrease form 6.70 in 2015 to 4.49 in 2019, whereas the JD has stated 8.73 for the year 2019. Furthermore, the conclusion that could be done is that the JD Group has been more efficient at generating its revenue from its fixed-asset investments. 
These ratios could be improved by implementing a better inventory management policy as well as accelerate account receivable and evaluating the assets which are not commonly used. 

4. Investment appraisal techniques for evaluating the following two projects

The projects that are going to be assessed are namely project A and project B. 
	
	A
	B

	 0
	-103
	-115

	1
	10
	60

	2
	30
	40

	3
	50
	60

	4
	65
	5


	Company’s cost of capital is currently at 8.73 per cent.

Tab.5 The calculated results of PBP, ARR, IRR and NPV for Projects A and B
	
	Project
A
	Project B

	Pay Back
Period (PBP)
	3.2
Years
	2.25
Years

	Accounting Rate Of return (ARR)
	50,48%
	43.47%

	 Internal Rate
of Return (IRR)
	14.40%
	19.95%

	Net Present Value (NPV)
	16.97
	24.27



Source: Author’s calculations

The payback period is the simplest investment appraisal method. It is calculating the time, usually years that are taken for repaying the initial spending. (Marsh, 2012) The project A has payback period of 3.2 years, whereas project B has 2.25 years. Considering the shorter payback period for project B it could be said that it is better for the company to invest its money on it. The sooner the business it takes its money back, the sooner it could invest them towards another project. The hypothetical depreciation should be considered as well. The value of the money in 2 years may not be the same as the value of the money in 4 years’ time.  
‘’The accounting rate of return (ARR) is the percentage rate of return expected on investment or asset as compared to the initial investment cost.’’ (MURPHY, 2019) This analytic tool is generally used for comparison between two or more potential project. ARR for project A is 50.48%, which is approximately 12.6% per year, and for project B is 43.47%, yearly-10.8%.  Considering these results, it could be stated that the first project has better percentage, consequently, it could make higher profits for the company. However, the accounting rate of return have not considered the time value of money, where the time value of money is the idea that money that is currently available is worth more than the same amount in the future, because of its possible decrease in its earning capacity. (MURPHY, 2019) In conclusion, it could be said that project B is the better choice, due to its higher return in the first two years. 
The Internal Rate of return (IRR), on the other hand, is ‘’the interest rate that equates the discounted (present) value of projected cash inflow and that of cash outflow.’’ (Ng & Beruvides, 2015) The main disadvantage of this method is that the IRR compares the project’s cash flows but does not consider some crucial factors like potential expenses. However, this method is widely used and the results from it could be analysed to evaluate the project’s profitability. The IRR should be higher than the capital cost in order to create value for the investors. ‘’ Internal rate of return is the discount rate when the NPV of particular cash flows is exactly zero.’’ (Belyadi, et al., 2017) The IRR for project B is 19.95%, where the capital cost is 8.73%. The project A has lower IRR than project B, but it is higher than the cost of capital.  In conclusion, both projects are worth investing but project B would be more profitable. 
The purpose of the NPV is to compare investment alternatives that are similar. The net present value is a definitive metric that an investor should not rely on, but it is a good tool to start the analysis with. (GALLANT, 2019) According to the information provided in table 5, it could be said that project B would be better choice for the investors. The NPV considered the objectives of the business, the whole of the relevant cash flows and the timing of the cash flows. That is the reason why, it could be said that NPV offers a better approach to evaluating investment opportunities than either ARR or PP. (Atrill & McLaney, 2017) 
The financial factors are quite important for analysing potential projects. However, the non-financial ones should be considered as well because these factors could have powerful influence over the entire project’s life. These could be an entry into new market line, availability of raw materials and qualified workforce, data collected from SWOT analysis, government sustainability, ecological factors, etc. (Batra & Verma, 2008)
All things considered, it seems reasonable to presume that project B is the wiser choice for the investors. The initial investment for project A is lower but following the information collected from the financial analysis it could be stated that project B offers better perspective and would be in great benefit to its shareholders. 
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Appendix A-Formulas
Tab.1. Leverage ratios of Sports Direct (2015-2019) and JD Sports (2019)
Debt-equity ratio = Total Debt / Total Equity
Debt-to-Capital Ratio=Total Debt / (Total Equity + Total Debt)

Tab.2 Liquidity ratios of Sports Direct (2015-2019) and JD Sports (2019)
Current Ratio = Current Assets / Current Liabilities 
Quick Ratio = (Current Assets – Inventories) / Current Liabilities
Cash Ratio = Cash / Current Liabilities

Tab.3. Probability ratios of Sports Direct (2015-2019) and JD Sports (2019)
Gross Margin = Gross Profit / Sales
Operating Margin = Operating income / Sales
Net profit margin = Net income / Sales 

Tab.4 Efficiency ratios of Sports Direct (2015-2019) and JD Sports (2019)
Asset turnover = Sales / Total Assets
Fixes Asser turnover = Sales / Fixed Assets 

Tab.5 Calculated results of PBP, ARR, IRR and NPV for Project A and Project 2


	            C1       C2      C3                Cn
NPV = – I0 + _____ + _____ + _____ + . . .+ ____
                     (1+r)   (1+r)2  (1+r)3       (1+r)n

-)

ARR = (average annual accounting profit / initial investment) × 100
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