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[bookmark: _Toc456901515][bookmark: _Toc30802751]Executive Summary

The main objective of this study is to present the Dixons Carphone financial performance, making a clear corporate assessment. The report utilised quantitative approach of official sources. These ratios will be compared to one of Dixons Carphone’s competitor Mediamarkt.
Financial ratios can help reveal how efficiently a retail company sells products, markets its goods and runs its entire business.
The Payback Period (PBP), Accounting Rate of Return (ARR), Internal Rate of Return and the Net Present Value (NPV) for the two projects will be calculated in order to determine the most suitable project for the organisation.

[bookmark: _Toc30802752]Introduction

The main objective of this study is to present the Dixons Carphone financial performance, making a clear corporate assessment. The report utilised quantitative approach of official sources.
This report will show financial ratios which assist management with their selling operations. The idea is for investor analyst to use the financial ratios to decide if a business is profitable, efficiency, stability and liquidity of the company. Additionally, ratios can be used to help reveal how well the company sells its products, purchases its product and runs its business as a whole.
For this report the use of four ratios to determine Dixon Carphone standing over a five-year period. Ratio analysis is a quantitative way of obtaining a perspective into the liquidity, operational efficiency and profitability of a company by making comparisons of information gathered from financial statements. For this report two main financial statements used are the balance sheet and income statement. The study of the ratio is a foundation of basic analysis.
Profitability ratios will be used to calculate and demonstrate how well the corporation can get income from its activities. Examples of profit ratios are profit margin, return on assets, return on equity, return on capital employed and gross margin ratio.
Efficiency ratios also called activity ratios will be used to evaluate how well a business manages its assets and liabilities to drive sales and increase profits. Primary efficiency ratios are the calculation of asset turnover, product turnover and inventory days revenue. 
Gearing ratios also known as financial leverage ratio and solvency ratios will be used to compare the borrowing rates of a company with their assets, equity, and earnings to measure to figure out whether  they can stay in business in the long run by paying their long-term debt and interest on the debt. Measures of solvency ratios include debt-equity ratio, debt-assets ratio, and interest coverage ratio. 
Liquidity ratios will be used to calculate the potential of a company to settle its short-term obligations when they come due through the available or quick assets of the company. Liquidity ratios include the current ratio, the quick ratio and working capital ratio.
These ratios will be compared to one of Dixons Carphone’s competitor Mediamarkt who, have over 800 stores and are located in thirteen countries around the globe they have been place as Europe’s Number One consumer electronics retailer. It includes an array of electrical goods from flat-screen TVs smart phones, from action cams to game console, from laptops to fully automated coffee making facilities. MediaMarkt offers its customers provides their services both online and offline (Retail-Index, 2018). References will also be made to the retail industry to give a clearer view to the organisations overall position (Market, 2019). Also, suggestions of away forward on improving their financial standing.
As a further exercise an investment evaluation on two projects will be made for new investment opportunities using cash flow detail given. The Payback Period (PBP), Accounting Rate of Return (ARR), Internal Rate of Return and the Net Present Value (NPV) for the two projects will be calculated in order to determine the most suitable project for the organisation. The pros and cons of each method of each evaluation technique, to give an understanding to how the decision of one project over the other was made, taking financial and non-financials into consideration. 
1. [bookmark: _Toc30802753]Company Over-view
Dixons Carphone plc (Dixons Carphone) is the result of two companies’ Dixons Retail and Carphone Warehouse £3.7bn merger. In an effort to take a swipe at rival Amazon back in 2014. Carphone with smartphone and tablet experience, and Dixons with electrical appliances they have 1100 stores. The combined of the two groups had eleven billion in annual sales. The biggest concern of the time is that the two companies come together from a weak position, not one of strength.
According to some analysts and executives at mobile operators, the partnership is at least to some extent defensive. Carphone tackles the threat of operators withdrawing from third-party retailers will gradually rely more on their own stores and online sales forces. Dixons, meanwhile, faces increasingly aggressive competition from online retailers, such as recently floated AO World, which plans to move into selling televisions Invalid source specified.. Neither organisation wants to follow in the footsteps of companies like Tandy, Comet Phones 4U and Maplin.
Dixons Carphone is an electronic and telephone company of multi-channel experts in Europe.It markets and sells a range of electronic products, smart phones through its UK, Ireland, Greece, and Nordic retail stores. A few of the brands the company sells and markets under are, Carphone Warehouse, Dixons Travel, Currys PC World, iD, Elgiganten, Gigantti and Elkjop.
Dixons Carphone offers additional services such as repair, installation and maintenance, technical assistance and product consulting services, computer and telecommunications services, repairing and protecting and financing and protection, and reserving and collecting and click and collect related services for its customers.Dixons Carphone is headquartered in London, the UK.
There have been a few changes in the business they may have had an effect to the busieness in 2015 iD Mobile was launched a virtual mobile network "piggybacking" off Three's network with a number of 4 G services intended to protect clients from “billing surprises" (Curtis, 2015). In the same year the first PC World and Curry’s shops to incorporate Carphone Warehouse branches have opened what they call their 3-in1 stores (BBC, 2014).
At the end of 2018 Sebastian James resigned his role as chief executive after six years to take become the President and Managing Director of Boots. The new Chief Executive for Dixons Carphone Alex Baldock came from Shop Direct's (Boland, 2018).
[bookmark: _Hlk30702453]2018 Group Chief Executive, Alex Baldock, launches a new strategy around the vision: We Help Everyone Enjoy Amazing Technology together with a colleague share scheme that gives 30,000 colleagues more than £1,000 company shares to ensure they are engaged and vested in the success of the strategy (PLC, 2018).
[bookmark: _Hlk30702660]In 2019 the Financial Conduct Authority imposed a twenty-nine point one-million-pound fine on Dixons Carphone for the mis-selling of its Geek Squad service. It was found that employees of the company had been trained to sell the service to customers who had no need for or already had insurance cover (Chapman, 2019).
In June 2019, Dixons Carphone's shares fell almost 20 percent after a sharp decline in full-year revenue, largely due to the growing hesitation of customers in changing their mobile phones (Kollewe, 2019). 
For the fiscal year ending April 2019, the company reported revenues of £10.433 million, a decrease of 0.9 percent over the pervious financial year. The company's operating made a  loss of  £223 million for the fiscal year 2019 compared to a £321 million operating income in fiscal year 2018. By the end of the fiscal year 2019, the company's net loss was £ 320 million, compared to a net profit of £ 166 million in 2018.
[bookmark: _Toc30802754]Ratio Analysis

In order to understand Dixons Carphone financial standing using information from their financial statements over the past five year. Using the information from their balance sheet and income statements will be used.
Financial statements reflect on the status of an organisation at a given period of time and on its performance within a certain period of time. As it is used to help determine profit and dividends for an organisation financial statements hold great value.  
Considering form an investor's perspective, forecasting the possible future of a project is what the analysis of financial statements really is all about; the evaluation of the financial statements is both a useful way of forecasting developments and, more specifically, used as a point of reference for taking actions that will affect the course of events (Kuratko, 2017).
Each business stockholder holds the importance of the ratios in a different way for differing reasons. Ratios are used in advising and assisting for decisions such as when to barrow or whether business has the ability to deliver on short-term liabilities (Kuratko, 2017).
To calculate liquidity and stability problems and awareness ratios based on the balance sheet are used, here profitability margins can be properly assessed. In addition, efficiency ratios are used at specific points such as inventory or accounts receivable turnover, there are also productivity measures that measure general returns on assets and acquisitions.
Using ratios provide the most powerful methods to track the efficiency of an organisation over time; it should be noted, however, that successful ratio analysis must be conducted in relation with businesses within the same market in order to achieve the greatest possible perspective (Kuratko, 2017).
Financial ratios used in the retail business are there to support leaders in their sales activities. Investors are able to analyse the financial ratios establish the long-term security and short-term efficiency as well as the total profitability of a retail business. Financial ratios also help to reveal how successfully a retail company is selling inventory, pricing its goods, and operating its business as a whole (Gorton, 2019). The key ratios used for this repot are Operating income, Quick Ratio, Asset Turnover, and Debt-Equity-Ratio. Gross margin would normally be used for the retail sector however, Dixon Carphone do not report on it, so the operating income is used instead.

[bookmark: _Toc30802755]Profitability Ratios

Ratios of profitability compare the amount of revenue received with the tools used to produce it. Optimally, with the resource given the organisation should maximise their income. Management can use the profitability ratio to focus on areas where output is impaired, so that preventive measures can be made. Investors also use profitability ratios to assess the potential earning power of a company (Press & management, 2005).
[bookmark: _Toc30802756]Operating Margin

The operating income measure the profit accomplished via the organisation’s operations, before the deduction of overheads such as cost of products, wages and devaluation. It is also known as the Earnings Before Interest and Taxes (EBIT) margin and is often used by shareholders to measure the profitability of the operating activities of a company. This ratio excludes from the calculation the interest expenses and taxes that are not regulated by management and have no influence over. Therefore, the operating margin provides a clear success measure for the organisation (Press & management, 2005). In order to calculate the operating margin, for Dixons Carphone over the past 5 years the below use the formula is used. 



	Operating Income

	Year
	Operating Income
	Sales 
	Decimal
	Percentage

	2015
	324
	8255
	0.03924894
	3.92%

	2016
	263
	9738
	0.027007599
	2.70%

	2017
	386
	10585
	0.036466698
	3.65%

	2018
	289
	10531
	0.027442788
	2.74%

	2019
	259
	10433
	0.024825074
	2.48%



[image: ]
The main objective of this study was to present Dixons Carphone financial performance, making a clear corporate assessment. The report illustrates a quantitative approach to official sources. It also presents Dixons Carphone’s financial performance, making a clear corporate assessment.  Mediamarkt a competitor of Dixons Carphone, ratios were used in order to make a comparison and gain a fair picture.
The ratios revealed Dixons Carphone have been managing the business well when taking all aspects into consideration but are now facing difficulties due to changing customer behaviour and possibly their poor judgement with fraudulent insurance sales.
After looking over the two projects, project B seemed the most suited to the business model of  Dixons Carphone .
[bookmark: _Toc30802758][bookmark: _GoBack]Liquidity Ratios

Liquidity ratios help make a determination as to if a company is able to pay off its debits when they are due and therefore remain a sustainable business? If they are unable to, then the first item on the agenda must be to liquidity.
A liquid asset is one that is possible to sell in an active market and so can be exchanged easily to capital at the current market price. A complete liquidity response makes liquidity calculation quick and easy to use (Brigham & Houston, 2013). 

[bookmark: _Toc30802759]Quick Ratio 

The quick ratio, calculated by deducting inventories from existing assets and subsequently dividing the remaining amount by current liabilities: Inventories are generally the least liquid of the current assets of a firm; and if sales slacken, they may not convert to cash as fast as expected. Inventories are also the properties on which shortfalls may arise in the event of a liquidation. The rapid ratio, which evaluates the ability of the company to repay short-term debts without relying on the selling of inventories, is important. The average quick ratio for the industry is 2.2, so the 46.52 ratio for Dixons Carphone’s is relatively high. Still, if the receivable accounts can be retrieved, even if it has difficulty getting rid of its inventories, the company is able to pay off its current liabilities.
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[bookmark: _Toc30802760]Dixons Carphone Quick ratio has a very high percentage of assets with a quick ratio of 46.52 in 2019 and an average of 50.57 over the past five years. This is due to the business model, they hold more inventory to better meet demand as it is required by their customers. They also have credit agreements with customers which mean customers have a long period of time to pay their debts. Mediamarkt has a 52.92% quick ratio which confirms the notion of a high percentage being relative to the business model for the industry.

[bookmark: _Toc30802761]Asset Efficiency

To determining how efficiently a company measures its assets the asset efficiency ratio is used. The key operating ratios are approximations of the overall time necessary for the usage or replacement of assets, or what the ratio calls turnover. To be classed as efficient with assets, the turnover of the asset will be fast. If it is required to turn receivables into cash, inventory into cost of sold goods, or total assets into sales, these ratios provide managers and other users of financial statements of a corporation with easily applied measurements (Brigham & Houston, 2013).

[bookmark: _Toc30802762]Asset Turnover 
The asset turnover ratio is another measure of the effectiveness of a corporation's operations. When a corporation wants to understand how efficient they are at using their assets to generate sales revenues (Rich, et al., 2010).
The asset turnover ratio calculates the sales of assets generated by each pound and is an indication of how effective the company is in using assets to generate sales. Depending on the business type they may no have less assets then others (Rist & Pizzica, 2015).


[image: ]
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[bookmark: _Toc30802763]Dixons Carphone Asset Turnover stands at present at 1.58 percent times a year. Over the past five years the trend has been 1.3 percent so it has risen year on year over. This could be credited to enhanced consumer confidence and growing electrical usage. Customers are abstaining from buying clothing but look happy to spend on new mobile phones (Felsted, 2015). However, Mediamarkt have an asset turnover rate of 2.65 which is double that of Dixons Carphone so something for them to investigate.

[bookmark: _Toc30802764]Gearing
A gearing ratio demonstrates a company's interaction between two distinct types of financing. Firstly, funding by equity, example common shares and secondly funding, for example, through long-term loans.
Gearing has great significance for shareholders and potential shareholders and it is a ratio of general importance which is likely to be significant for many interest groups (Growthorpe, 2011).
This ratio is a measure of financial health it shows how much of the company is financed by its debt holders opposed to its investors. A large debt ratio will have a very high gearing ratio, and one with a small debt will have a low gearing ratio. For an investor a company smaller gear ratio is less volatile than those with higher gearing ratios (Rist & Pizzica, 2015).

[bookmark: _Hlk30710597][bookmark: _Toc30802765]Debt-Equity-Ratio

To evaluate a company’s, leverage the debt-equity-ratio is used.  In corporate finance this is a metric of great significance. It is an indicator of how much debt or fully owned assets a company is financing its operations. What it represents most importantly is the shareholder equity's ability to cover all outstanding debts in case of a decline in the industry. The debt-to-equity ratio is calculated by dividing the total liabilities of a firm by the equity of its shareholder (Hayes, 2019).


	Debt - Equity - Ratio

	Year
	Total Debt
	Total Equity
	Decimal
	Percentage

	2015
	385
	2763
	0.139341296
	13.93%

	2016
	409
	2860
	0.143006993
	14.30%

	2017
	96
	3055
	0.031423895
	3.14%

	2018
	329
	3196
	0.102941176
	10.29%

	2019
	307
	2640
	0.116287879
	11.63%



[image: ]
[bookmark: _Toc30802766]Dixons Carphone Debt-Equity-Ratio stand at 0.11 with a five-year average of 0.10 which is slightly higher than the industry average of 0.10; whereas 
Mediamarkt has 0.38 debt-equity-ratio for 2018. For the industry type Dixons Carphone are managing their debit well. Mediamarkt will need to put some work into reducing their debt-equity-ratio. 


[bookmark: _Toc30802767]Trend Analysis
As a comparison, comparing ratios to on organisations own past levels. Analysing trends in ratios as well as their actual rates is significant, as patterns offer hints as to whether the financial situation of a business is likely to improve or deteriorate. In doing a trend analysis the study can be quite helpful when gaining insight as to why the company acted as it did (Brigham & Houston, 2013).
[bookmark: _Toc30802768]Limitations of ratios

While ratio analysis may provide helpful information regarding the current activities and financial position of an organisation, it does have limitations. There are many companies have departments that work in different sectors; and a reliable collection of market statistics is difficult to create for such businesses. Consequently, ratio analysis it is not best suited to multidivisional organisations. Inflation has skewed the book values of several firms ' balance sheets, which at times are different from market prices.
Inflation also impacts stock prices, depreciation fees, value of inventories and therefore earnings. Meaning, a ratio analysis must be viewed with caution and discretion when conducting comparative analysis.
The different seasons can also affect inventory turnover ratio. If the balance sheet statistic used for production is the one just before winter, fans will be radically different to summer. This issue can be reduced by estimating turn-over rates using monthly averages for inventory. Companies may use "window dressing" tactics to boost their financial statements, it has been known for companies to borrow and invest money to boost their apparent size.
Often, because one company rents some of its properties, the depreciation of its assets may be artificially high, because rented assets often do not appear on the balance sheet. The accounting profession took steps to alleviate this problem, however, it can still generate discrepancies.
Whether a single ratio is "right" or "wrong" is hard to draw conclusions. Analysis of the ratios performed mechanically and unthinkingly is hazardous; But, it can offer useful insights into the activities of businesses using it sensibly and with common sense.
 
[bookmark: _Toc30802769]Capital Budgeting 

When looking at a project a decision of how to fund it has to be made. Very often the project is financed via debt, which involves the paying back of the funds as well as the interest charges. Using a combination of investment appraisal techniques an evaluation of the two below projects will made in order to decide on the best way forward. 
[bookmark: _Toc30802770]Payback period 

The payback period is the time when an investment's upfront cost is predicted to be retrieved through the cash inflows generated by the investment. It is one of the easiest methods for evaluating resources.
While cash flow projections are generally accurate for short term intervals they can be relatively volatile for projections of the distant future due to economic and operating uncertainty, payback period is an indication of the risk involved in a project as it takes into account initial inflows and excludes the cash flows after the turnaround stage.
The decision made on payback period for projects (PBP) generally have the rule that the longer the repayment the higher the risk. When projects have comparable return rates it is best invest in the project with the quickest PBP.  
A decision based on PBP is pretty complex when determining if to invest in a project, when comparing projects with varying returns. The decision whether to approve or dismiss a project based on its PBP lies on the management's risk aversion. 
Advantages of PBP is a good tool to use as it is very easy to calculate. Projects with a shorter PBP typically have more beneficial effects on profits in the immediate future. If a corporation is low on funds, it may favour using the payback process, as it allows a quicker return of funds (Kuratko, 2017).  
Disadvantages can be as cash flow occur later in the life of a project, they are known to be unpredictable, PBP gives an example of how certain cash inflows from the project are. If a company is facing liquidity problems, it provides a good ranking of projects that would return money early. The drawbacks of PBP are that the value of money is not represented so can in 
	Years
	Project A
	Project B

	0
	-103
	-115

	1
	10
	60

	2
	30
	40

	3
	50
	60

	4
	65
	5

	PBP
	3.2
	2.25



turn   lead to the wrong decision being made. A modified payback method that tries to resolve this issue is called the reduced payback time method. The payback period is not considered. Meaning a project with very good cash inflows which is after the PBP could overlooked.
[bookmark: _Toc30802771]Accounting rate of return

Accounting rate of return (ARR) is used for investment evaluations, the rate of return on accounting is the ratio of a project's projected accounting income to the total project cost. This method is used to calculate what revenue could be received each year of the lifespan of the project. 
A proposal should only be considered when its ARR is equal to or greater than the rate of return necessary for the accounting. In case of ventures which are equally exclusive, consider the one with the largest ARR. 
The advantage of this is a straightforward method of calculation and appraisal is easy to calculate, as is the PBP. This discount the value of money over time. If ARR is used as two equate ventures with similar capital investments, projects with a higher revenue towards the latter years of its lifespan could be ranked higher then a project that gives a greater revenue in the earlier years, even if the current income value generated by this latter project is higher.
Disadvantage is it can be evaluated in varied ways. Therefore, the question of continuity emerges. Also, it uses information relating to accounting revenue rather than cash flow. It is therefore not appropriate for projects with high maintenance costs because their sustainability often relies on timely cash inflows.
[image: ]

[bookmark: _Toc30802772]Net Present Value
The Net Present Value (NPV) approach is a strategy that works by considering future cash flows outside of the payback period to overcome some of the weaknesses of the payback process. The idea works on the assumption that a pound today will in the future be worth more than a pound in the future; just how much rests on the company's related capital cost (Kuratko, 2017).
A project can be accepted where the individual projects has a positive NPV, it should be refused once NPV is negative and remain indifferent whether to accepting or rejecting if NPV is zero. In a case where projects are mutually compatible, consider the project with higher NPV, it is among the most dependable strategies in capital money management, as this is premised on the discounted approach to cash flow (Jan, 2019). 
It is good to use the NPV as it accounts for the time value of money and makes it a stronger method than those investment valuation strategies which do not underestimate future cash flows such as payback period and rate of return accounting. The NPV is even better than certain other methods of discounted cash flow like IRR. In cases where IRR and NPV give differing decisions, it should be best to take the NPV decision. It is also sensitive to changes in figures relating to future cash flows, salvage value or even capital cost. Analysis of the NPV is commonly combined with sensitivity analysis and scenario analysis to see how the conclusion changes when input changes. The NVP does not consider the project size (Jan, 2019).
[image: ]
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[bookmark: _Toc30802773]Internal Return Rate
Internal Return Rate (IRR) is the rate of discount at which an investment's net present value is negative. IRR is one of the most common strategies for budgeting money. It acknowledges the investment productivity aspects and the future cashflow is discounted. It is discounted but at a rate which makes the project's NVP equal to zero.  The Chosen proposal would be the one with the highest IRR. A proposal should be approved only when its IRR is No less than the hurdle value, the minimum return necessary. The recommended minimum return rate is based on the capital cost of the business and is calculated to adequately portray the project risk (Hayes, 2019).
IRR is a discounted cash flow strategy which ensures the time value of the money is integrated. In any project, the original outlay or investment must be accounted for by net cash flows that far surpass the original outlay. The higher those cash flows opposed to the initial outlay, the higher the IRR would be a hopeful investment for a project (Hayes, 2019).
The project having the highest value of IRR should be accepted when comparing two or more projects which are mutually exclusive.
A modified version of the IRR, called the modified internal rate of return, tries to minimise this issue by determining the internal rate of return in which net cash flows are reinvested at a rate below the internal rate of return itself (Palmer, 2019).

[image: ]
[bookmark: _Toc30802774]Project Decision
[bookmark: _Hlk30802554]The factors taken into consideration as to which project to go with as outlined below:
Investment criteria was to look at the return on the investments made. In order to do this an analysis on the PBP, ARR and the discount factors using the NPV. The Payback period showed project B as the most favourable as this would be paid back in two years and three months as opposed to project A which would take just over three years and two months. With an NPV of 35.40 project A outweighs project B by 18.44, and the ARR is 7.5% higher with project A. However, project B shows a negative rate of 5.34%. 
Non-financial influences considered were Dixons Carphone corporate goals are to make life rewarding for everyone whether through being smarter. They feel technology is the way forward, utilizing technology to market products in store. For example, new technologies are used by workers to sell technological products. This shows they are open to taking risks as they spent four million to improve customer service (Nazir, 2019). Each project will carry their own risk and analysing the external environment the findings will assist in the decision-making process. With the above circumstances taken into consideration the decision is to choose project B.














[bookmark: _Toc30802775][bookmark: _Toc456901523]Conclusion

The main objective of this study was to present Dixons Carphone financial performance, making a clear corporate assessment. The report illustrates a quantitative approach to official sources. It also presents Dixons Carphone’s financial performance, making a clear corporate assessment.  Mediamarkt a competitor of Dixons Carphone, ratios were used in order to make a comparison and gain a fair picture.
The ratios revealed Dixons Carphone have been managing the business well when taking all aspects into consideration but are now facing difficulties due to changing customer behaviour and possibly their poor judgement with fraudulent insurance sales.
After looking over the two projects, project B seemed the most suited to the business model of  Dixons Carphone .
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