John Lewis Partnership Financial Analysis
Nathalia Riveros Chala (1812608)
Financial Management LCMB7002
University of Wales, Trinity Saint David
Winchester House; 11 Cranmer Road London SW9 6EJ



John Lewis Partnership 
Introduction 

Part A
Parent Company: John Lewis Partnership
Category:  Department Store
John Lewis & Partners is a chain of high-end department stores operating throughout the United Kingdom. Concessions are also located in the Republic of Ireland and Australia. The chain is owned by the John Lewis Partnership, which was created by Spedan Lewis, son of the founder, John Lewis, in 1929. The chain has promised since 1925 that it is "never knowingly undersold" it will always at least match a lower price offered by a national high street competitor.
The first John Lewis store was opened in 1864 in Oxford Street, London, and there are now 51 stores throughout England, Scotland and Wales. The first John Lewis concession in the Republic of Ireland opened in Dublin in October 2016. The first Australian John Lewis concession opened in New South Wales, Australia in November 2016. On 1 January 2008, the Oxford Street store was awarded a Royal Warrant from Queen Elizabeth II as "suppliers of haberdashery and household goods" John Lewis & Partners Reading is also the holder of a Royal Warrant from the Queen in 2007 as suppliers of household and fancy goods.
It was announced that John Lewis would be the anchor tenant of a new development scheme in Leeds. The East gate Quarters scheme was approved in July 2011, since renamed Victoria Gate the site guides shoppers from central Leeds to John Lewis via a luxury arcade continuing (over Vicar Lane) from the existing Victoria Quarter. John Lewis had been looking for a site in Leeds for a while, even considering the Headingly cricket ground, and are happy they are at long last filling a major regional gap. The facade of the Leeds department store references the diagonal lines of the John Lewis motif.
2014 John Lewis announced their intention to anchor a £1bn extension of the Westfield London shopping centre in Shepherd's Bush, west London. The store number 50 opened in March 2018.
A new store in Cheltenham opened in 2018, in the former Beechwood Shopping Centre, John Lewis has been reported to be looking at location possibilities for a department store in Guildford, Surrey. It is also thought that the retailer is finally in talks to open a store in central Manchester as part of the Ramada development.

The John Lewis & Partners Christmas advert was first launched in 2007 and it has since become something of an annual tradition in British culture, and one of the signals that the countdown to Christmas has begun in the UK.
Not many companies have a written Constitution that sets out their principles, governance system and rules. The John Lewis Partnership does, for two reasons.
The first is historical. Our Founder signed away his personal ownership rights in a growing retail company to allow future generations of Partners to take forward his 'experiment in industrial democracy'. Not unreasonably, he wanted to leave some clear guidelines for his successors, so that the values which had motivated him would not be eroded with the passage of time.
The second reason looks forward. Spedan Lewis was committed to establishing a 'better form of business', and the challenge for Partners of today is to prove that a business which is not driven by the demands of outside shareholders and which sets high standards of behaviour can continue to thrive in the future.
Main competitors

· Marks and spencer group plc.
· Asda group limited.
· Tesco plc.
Future Development
In July 2011, John Lewis announced that it would be opening 10 new stores under a new smaller format in city centre locations over the next five years. The new smaller format department stores will hold John Lewis's core lines of Home, Electrical and Fashions, all tailored to the local area. However, the full line will still be available through online terminals within the store, as well as the "click and collect" service already available within other branches. With the first branch opening in Exeter on 12 October 2012, Andrea O'Donnell, commercial director, said the move would help John Lewis double its turnover from £3bn ($4.89bn) to £6bn over the next 10 years
John Lewis retain long-held plans to open a department store in Manchester city centre ever since the regeneration of the city centre following the 1996 Manchester bombing, but had not found a suitable site as of 2012. They have countered the lack of city centre store by opening two large stores in Greater Manchester: Cheadle in 2000 and the Trafford Centre in 2005. In September 2015 John Lewis purchased the building 129-133 North Street, Brighton occupied by Boots and other shops.

John Lewis Partnership Improvement


Strategic targeting policy

The company must have defined the mission, values ​​and long-term vision; it must be known and shared by all its Collaborators in a way that allows it to establish the strategic objectives to align all the activities of the Company in such a way that all the processes have correlation.


Economic and financial policy

The company must be profitable by efficiently managing all its resources, ensuring a stable dividend flow for its shareholders and fulfilling all its obligations in a timely manner.

Environmental policy
           
John Lewis must commit to respect the environment through the continuous improvement of processes, the implementation of practices aimed at the rational use of resources, the prevention of pollution and compliance with current environmental legislation.


Human talent policies

John Lewis must manage human resources under processes and decisions aimed at attracting the best qualified talent, promoting good treatment for employees, maintaining equitable and competitive remuneration, providing spaces for growth in conjunction with managers, promoting each person is responsible for their development and above all, recognizing human capital as the most valuable intangible asset in the company

Part B
FINANCIAL ANALISYS JOHN LEWIS PARTNERSHIP
As well as gaining information about, and insights into, a business’s trading and position by reading the published ﬁnancial statements, it is also useful to calculate ratios relating particular ﬁgures to one another. It can even be useful to relate certain accounting ﬁgures to non-accounting measures, such as the number of employees. One reason for calculating ratios is to attempt to summarise quite complex accounting information into a relatively small number of key indicators. An associated reason for calculating ratios is to make ﬁgures more easily comparable. For example, if Business A made a proﬁt last year of £1 million and Business B made a proﬁt of £2 million, what does this tell us? Clearly it tells us that B made the larger proﬁt, but does it tell us that B was better managed or more efﬁcient? The answer is that it does not give us any impression of relative efﬁciency. B may be much larger than A. If we were to relate each one’s proﬁt to its size, a more valid comparison of efﬁciency could be made. The amount that the shareholders have invested (share capital plus reserves, which equals total assets less total liabilities) is a commonly used indicator of size, so we could use that. Comparison between businesses is not the only one that we may wish to make. We may want to compare a business’s current performance with its past performance to try to identify trends. We may wish to assess the business’s performance against what its managers had planned. (Mclanie, 2009)
According to the corporate philosophy of John Lewis Partnership, its strategy is based on differential devaluation proposals that satisfy the wishes of users, the pace of the market with the best brands and the cultivation of the best relations with key stakeholders such as: its customers, suppliers, employees, shareholders and investors, similarly, the strategy is consolidated, with the aim of providing more services to its customers.
The company seeks to offer a combination of competitive prices, quality products, a variety of products and outstanding service, opting for this information through customer loyalty, this is done in order to develop new marketing strategies that are aimed at saving and brand differentiation.



Financial Performance
Profitability,
Proﬁtability ratios are concerned with the effectiveness of the business in generating proﬁt. A very popular means of assessing a business is to assess the amount of wealth generated for the amount of wealth invested. (McLaney, 2009)
	Performance Analysis
	John Lewis & Partners
	2014
	2015
	2016
	2017
	2018

	
Profitability
	ROCE
	11.3%
	10.8%
	12.2%
	14.6%
	5.7%

	
	Fixed Assets
	     2.26 
	     2.33 
	     2.33 
	     2.44 
	     2.57 

	
	Gross Margin
	33%
	34%
	34%
	34%
	33%

	
	Operating Margin
	4.7%
	4.6%
	5.5%
	6.5%
	2.4%

	
	Earnings Per Share (GBP)
	0.17
	0.24
	0.37
	0.59
	0.12



In terms of JLP performance for the period of 2014-2018 it is obvious from the calculations that the company is experiencing financial difficulties especially in the years 2017-2018. ROCE has declined significantly during the last 5 years from 11.3% in 2014 to 5.7% which makes an average 12.5% decline during the above stated period. The reason behind this could be increase in prices of costs or not efficient control of operating expenses. Although, the Gross Margin ratios appears to be fairly stable at 33-34% which means, the downfall in ROCE is due to operational issues rather than cost increase of purchases. Operating Margin further confirms this as its deteriorated by 10.2% on average. 
Looking of performance year on year it is clear that there has been massive decrease in 2018 in comparison to 2017. This is the year where the company have experience substantial decrease in overall trading which crystallised in the poor performance in 2018. 
Earnings per share has also declined from 17p to 12p which is a main factor showing trading difficulties and falling of the valuation of the company by its customers – possible factors could be customer dissatisfaction, decrease in loyalty, better performing competitors etc.
Conclusion
It is clear that the company has not performed well during the years between 2014 and 2018, if the JLP Company does not improve its profitability, it will face future problems and, therefore, it will take the company to a possible bankruptcy. As a recommendation, the company must correct the possible factors that may be the cause of the decrease in profitability, such as customer dissatisfaction, decreased loyalty and the most important competitors have generated a better performance.

Liquidity,
Liquidity ratios are used to try to assess how well the business manages its working capital. The operation of the company depends on the liquidity that the company has to fulfill its financial obligations, with its suppliers, its employees, with the capacity it has to renew its technology, to expand its industrial capacity, to acquire raw materials, etc… (McLaney, Business Finance, 2009)

	Liquidity
	Current Ratio
	     0.63 
	     0.69 
	     0.83 
	     0.89 
	     0.91 

	
	Quick Ratio
	     0.32 
	     0.35 
	     0.49 
	     0.55 
	     0.55 

	
	Receivables period (Days)
	           9 
	           8 
	           8 
	           9 
	           9 

	
	Payable period (Days)
	         97 
	         89 
	         92 
	         90 
	         87 

	
	Asset Turnover
	     1.63 
	     1.66 
	     1.57 
	     1.59 
	     1.63 

	
	Cash Ratio
	     0.20 
	     0.20 
	     0.36 
	     0.37 
	     0.35 



Overall it looks like JLP has strengthened its performance in that area, as all of the analysed ratios have showed improvement.
Although looking closer into the Payables period KPI (Key Performance Indicator) we can see that it takes the company to pay its suppliers 97 days in 2014. However, the company has managed to decrease that period to 87, but still it takes a very long time (almost 3 months). The size of the JLP here plays a major role, as big player it can stretch over small suppliers and hold on to payments to them. This could improve JLP Cash flow management in short term but could have a devastating effect on the smaller firms as they are heavily reliant on constant timely payments. JLP should consider further stakeholder analysis and better supplier management as if smaller suppliers start expressing their concern trough media this could have negative impact on company`s reputation.
On the positive side the company has been able to maintain fairly stable Receivables period. However, it is worth mentioning here that further analysis of customer & business partners satisfaction as it may appear that JLP could give extra pressure to its clients to pay early or offers discounts in early payments, thus destruction the relationship with them or minimising its returns potential in the long term. It also improved the Current and Quick Ratios and its cash position as it is seen that it has managed to improve cash availability after covering all of its current liabilities (From 0.2 in 2014 to 0.35 in 2018).
Conclusion
Overall it looks like JLP has strengthened its performance in that area, as all of the analysed ratios have showed improvement, JLP here plays a major role, as big player it can stretch over small suppliers and hold on to payments to them. This could improve JLP Cash flow management in short term but could have a devastating effect on the smaller firms as they are heavily reliant on constant timely payments.
Apparently the JLP Company has been pressuring its clients to pay in advance, which could be causing a break in the relationship or minimizing the potential for performance, which would be seriously affecting the growth of the Company.

Gearing,
Index of the balance through which the incidence of the loan capital on the assets of a company is measured. It is formulated from the relationship between the various components of corporate debt and equity (Jaffe, 2008)

	Gearing
	Financial Gearing(D/E Ratio)
	52%
	63%
	53%
	54%
	47%

	
	Operating Gering 
	 
	 
	 
	 
	 

	
	Interest cover
	4.41
	4.43
	5.27
	5.92
	2.91



Conclusion
The amount of gearing appears to be fairly stable, with a small improvement in the financial gearing from 52% in 2014 to 47% in 2018 showing a reduction in Long term debt. The Interest cover has declined from 4.4 in 2014 to 2.9 in 2018, which is suggesting that JLP has managed to secure debt restructuring or it is experiencing higher interest rates imposed from its lenders.
Summary,
JLP has been trading well until 2017 and from this point it seems that some major event has taken place and contribution to the overall slump in trading for the company as main ratios such as ROCE, Operating profits and earnings per share has decreased significantly, adding the delays in payments to suppliers which takes approximately 3 months to clear its payables and also deterioration of the Interest Cover, it is worth doing a detailed analysis of the possible factors that have made the trading collapse.
Looking purely into financial indicators of the company will not show the full picture of the performance, so it is good to mention that this needs to be coupled with some non-financial performance indicators as to customer loyalty, satisfaction, innovativeness etc.
Also there needs to be valid comparisons such as industry norms or main competitors performance so a comparison to be drafted and therefore this will indicate whether JLP is performing well or poor.
Critical evaluation of the ratios calculated

  Advantages

· They are the most understandable and preferred methods of performance in the light of shareholders.
· Availability of comparison between rivals from different sizes.
· Simplifies and publishes the results of the company's financial statements.
· Help in the analysis of trends that involves the comparison of different companies during a given period.
· Highlight important information in a simple quick way, you can judge a company just by looking at a few numbers instead of reading all the financial statements.
Recommendation
· Know the competition to have a point of reference in the market.
· Develop objectives in accordance with the strategic plan of the company so that it is in balance with the objectives and strategies proposed for the proper functioning.
· Determine the strategies of the marketing area according to the marketing plan of John Lewis.
· Make constant innovations in the market making possible the customer loyalty with both the brand and the product.
· To provide employees with better labor guarantees by motivating them and training them with quality parameters and good consumer service
· Strengthen the financial area of ​​the company because based on this is to make decisions and take risks to make the company better and more competitive day in the market.







PART (C).
Carry out investment appraisal techniques to evaluate the following two projects: 
 
Assume that the company you chose in part a) has been researching the prospects for a range of new investment opportunities. The cash flow details of two promising projects (which are mutually exclusive) are given below. 

1. Calculation of Viability of Project A and B through different methods shown below:
	YEAR
	PROJECT A 
	PROJECT B

	0
	-85
	-90

	1
	10
	25

	2
	20
	           30

	3
	40
	35

	4
	55
	40







· NET PRESENT VALUE (NPV)
The Net Present Value (NPV) is the best known method when evaluating long-term investment projects. The Net Present Value allows determining if an investment fulfills the basic financial objective: MAXIMIZE the investment. The Net Present Value allows determining if said investment can increase or reduce the value invested. (Demarzo, 2014)

NPV= -Co +C1/(1+r)+C2/(1+r)ⁿ+C3/(1+r)ⁿ…
PROJECT A
NPV= -85+10/(1+10.5%)+20/(1+10.5%)ᴧ2+40/(1+10.5%)ᴧ3+55/(1+10.5%)ᴧ4
= 6.96

PROJECT B
NPV= -90+25/(1+10.5%)+30/(1+10.5%)ᴧ2+35/(1+10.5%)ᴧ3+40/(1+10.5%)ᴧ4
=9.96
Analysis 
In the evaluation of project A and project B with respect to the net present value, we can say that this project is totally feasible and viable for an investment, indicating that the money invested in the project will cover the cost of capital and will also deliver a return to the investors of 6.96 (Project A) and 9.96 (Project B) 

· ACCOUNTING RATE OF RETURN (ARR)
PROJECT A
ARR= ((10+20+40+55-85)/4)/(85/2)
=23.5%
PROJECT B
ARR= ((25+30+35+40-90)/4)/(90/2)
=22%
Analysis
The Accounting rate of return is a measure of the return on an investment where the annual profit before interest and tax is expressed as percentage of the capital sum invested. In both cases illustrated above the ARR is much higher than the cost of capital of 10.5% suggesting that both project would bring the investors positive returns, though Project A would bring slightly more bigger return of 1.25%.

· INTERNAL RATE OF RETURN (IRR) 
The Internal Rate of Return (IRR) is the interest rate or return offered by an investment. That is, it is the percentage of profit or loss that an investment will have for the amounts that have not been withdrawn from the project. It is a measure used in the evaluation of investment projects that is closely related to the net present value (NPV). It is also defined as the value of the discount rate that makes the NPV equal to zero, for a given investment project. (Demarzo, 2014)
IRR= L%+NPVL/(NPVL-NPVH)*(H%-L%)
PROJECT A
We select 10.5% and 13%
NPV(Higher rate)= -85+10/(1+13%)+20/(1+13%)ᴧ2+40/(1+13%)ᴧ3+55/(1+13%)ᴧ4
= -85+ 8.85+15.66+27.72+33.73 = 0.96
NPV(Lower rate) = (85)+10/(1+10.5%)+20/(1+10.5%)^2+40/(1+10.5%)^3+55/(1+10.5%)^4 =-85 +9.05+16.38+29.65+36.89 = 6.97
IRR1= 0.105+6.97/(6.97-0.96)*(0.13-0.105)= 13.4%
PROJECT B
We select 10.5% and 14%
NPV(Higher Rate)= -90+25/(1+14%)+30/(1+14%)ᴧ2+35/(1+14%)ᴧ3+40/(1+14%)ᴧ4
=-90+21.93+23.08+23.63+23.68= 2.32
NPV (Lower Rate)= -90+25/(1+10.5%)+30/(1+10.5%)^2+35/(1+10.5%)^3+40/(1+10.5%)^4 
=-90+22.63+24.57+25.94+26.83= 9.97
IRR2= 0.105+9.97/(9.97-2.32)*(0.14-0.105)= 15.1%
Analysis
Both Projects A&B will provide a bigger return (13.4% and 15.1%) than the cost of capital (10.5%) meaning that both are financially feasible.
Project B will give a higher return; therefore it is the more profitable one.
I choose the second project, since it is the most viable for the company, if we compare project A and project B we can see that in the project A the internal rate of return is 13.4% and for project B 15.1%, for therefore project B is having a better internal rate of return in the company

· PAYBACK PERIODO 
The recovery period is defined as the expected number of years that are required for an original investment to be recovered. The process is very simple, adding the future cash flows of each year until the initial cost of the capital project is at least covered.

The total amount of time required to recover the original amount invested, including the fraction of a year in case it is appropriate, is equal to the recovery period. (Demarzo, 2014)


PROJECT A
3+(15/55)= 3.27 YEARS
PROJECT B
2+(35/35)= 3 YEARS
Analysis
Both results suggest that the project will start gaining positive results after 3 years and therefore be financially viable.
Part C
2. Advantages and Disadvantages of the methods used to estimate the projects above
Accounting Rate of Return:
Advantages:
1. Easy to calculate, easy to understand from the perspective of the investors and widely used across the business.
Disadvantages:
1. ARR might be subject to manipulation by managers seeking approval for their investment proposals as different accounting profit figures could be used to calculate the % instead of cash flows, meaning the capital cost is over-stated in the calculation via both numerator and denominator. 
2. One of the most important drawback of this measure is not taking into account the time value of money
3. It also does not give a clear decision rule and it`s difficult to compare with ARR figures across different investments as its value is dependent on company specific accounting policies.





Payback period:
Advantages:
1. It is used widely as an investment appraisal method in industry generally in addition to other measures. Like ARR it is easily calculated and understood.
2. PBP approach simply measures the time required for cumulative cash flows from an investment to sum to the original capital invested.
3. It is useful for companies which are seeking to claw back cash for investments as quickly as possible. At the same time, the concept is intuitively appealing as many businessmen will be concern about how long they may have to wait to get the money back. Because they believe the rapid repayment reduces risks.
 
 Disadvantages:
1. Payback ignores the overall profitability of a project by ignoring cash flow after payback is reached. In the examples above the cash flow between year 3 and the end of the project is not taken into account.
2. As with ARR, the payback method ignores the time value of money.
3. It offers no objective measure of what is the desirable return, as measured by the length of the payback period.
Internal Rate of Return:
Advantages:
1. IRR provides alternative to NPV when cost of capital of a project is uncertain.
2. IRR provides decision rule for investment appraisal, but also provides information about riskiness of a project i.e. sensitivity of its returns.
3. IRR as well as NPV considers the Time value of money and uses cash-flows rather than accounting profits.
4. [bookmark: _GoBack]As it is a percentage it is more easily understood from investor’s perspective and increases shareholder wealth
Disadvantages:
1. IRR it is possible to get multiple rates of return.
2. The decision rule is not always a clear cut. For instance, if a project has 2 IRRs or more, it is difficult to interpret the rule which says ‘Accept the project if the IRR is higher than the cost of capital’.
3. The assumptions - IRR is often mistakenly assumed to be a measure of the return from a project, which is not. The IRR only represents the return from the project if funds can be reinvested at the IRR for the duration of the period.
4. It is difficult to choose between projects, since they can have multiple IRRs or none at all, it is difficult to usefully compare projects using IRR.
5. IRR does not produce absolute level of return it is a percentage only.

Net Present Value (NPV):
Advantages:
1. NPV considers Cash flows – this is why it is preferred to Return on Capital employed (ROCE), since ROCE compares average annual accounting profit with initial or average capital invested. Accounting profits are subject to manipulation since that’s why cash flows are always preferred than Profits.
2. It considers the whole life of an investment project - this is why it is superior to Payback, which measures the time it takes for an investment project to repay the initial capital invested. As described above, Payback therefore considers cash flows within the payback period and ignores cash flows outside the payback period.
3. NPV considers the time value of money. NPV and IRR are both discounted cash flow (DCF) models which consider the time value of money, whereas ROCE and Payback do not consider it.
4. NPV is absolute measure of return – it is seen as superior to investment appraisal methods that offer a relative measure of return, such as IRR and ROCE, and which therefore fail to reflect the amount of the initial investment or the absolute increase in corporate value.
5. It links directly to the objective of maximising shareholders` wealth. It represents the change in total market value that will occur if the investment project is accepted. The increase in wealth of each shareholder can therefore be measured by the increase in the value of their shareholding as a percentage of the overall issued share capital of the company.
Disadvantages:
1. NPV is difficult to calculate and understand – so often shareholders who do not have financial background find it difficult to apprehend it.
2. It does not easily allow two projects of very different scales to be compared.
3. NPV is often based on assumptions about cash flow, the timing and the cost of capital which in reality could be different from what is expected.
GENERAL CONCLUSION
 when carrying out an in-depth analysis of the viability of the investment of two projects, we can say that both analyses respond positively to the viability study carried out, despite the inconveniences they had during the five years analysed (2014-2018), they were always at the margin of being able to respond to the investment they made. we can also say that according to this analysis projects A and B presented a good response regarding the net present value since both projects showed viability in the investment, meaning that the capital that has been invested will cover the costs having a return for both projects positive, in terms of the accounting rate of return both project A and project B have an ARR higher than the cost of capital, meaning that both projects are positive, of course, the project A has a little more viability than Project B; but still both projects are positive.
As a final conclusion this study reflected the set of concepts and functions of the two projects A and B, disclosing the resources, obligations, capital, expenses, revenues, costs and all the changes that were generated in question of the 5 years analysed. Also in this study we learned about the planning of business direction, decision making, analysis and evaluation management that is made from a financial study where the results show the viability of a project. This study is useful for the decision making of a project or a credit, and to measure the solvency and liquidity with the account of a company.
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