2




Table of Contents
1. Introduction
2. Background on IKEA UK
3. Ratio Analysis
4. Comparison of Performance (FY22 vs. FY23)
5. Factors that Influence Performance Variations
6. Factors Influencing Performance
7. Recommendations for Financial Improvements
8. Conclusion
9. References 


Introduction
IKEA UK is a major player in the furniture retail business, known for its Scandinavian-inspired designs and commitment to affordability and sustainability. With a significant presence in the United Kingdom, IKEA UK has become a household name, providing a diverse choice of well-designed home furnishings. This analysis will look into IKEA UK's financial performance over the fiscal years 2022 (FY22) and 2023 (FY23) using a comparative ratio analysis. This study examines important financial variables to identify trends, changes, and probable causes influencing IKEA UK's financial health and operational efficiency throughout the provided period. The analysis will use information from IKEA UK's financial highlights in FY22 and FY23, as well as academic references, to provide a comprehensive review of the company's performance.






















Background on IKEA UK
IKEA was founded in 1943 in Sweden by Ingvar Kamprad. IKEA UK is a major player in the furniture retail industry, with a large network of locations and a strong market presence. IKEA UK has established itself as a top choice for consumers looking for high-quality furniture solutions. Throughout the analysis period, IKEA UK undertook several strategic initiatives targeted at improving accessibility, sustainability, and customer experience. These initiatives included investments in logistics operations, cost transformation projects, and renewable energy adoption, all of which aligned with the company's goal of improving the lives of many people. To boost growth and satisfy changing consumer needs, IKEA UK also expanded its online and mobile services, launched innovative product lines, and strengthened community relationships.
Ratio Analysis
Profitability Ratios:
Profitability ratios measure the company's ability to generate profits relative to its revenue and assets.
1. Gross Profit Margin:
Gross Profit Margin = (Gross Profit / Revenue) * 100
Calculation of Gross Profit Margin for FY22 and FY23:
FY22: (£4,174 million / £26,148 million) * 100 = 15.96%
FY23: (£5,239 million / £27,448 million) * 100 =19.08%
Interpretation: The gross profit margin increased from approximately 15.96% in FY22 to around 19.08% in FY23. This improvement suggests better cost management and pricing strategies, despite challenges such as rising transportation and logistics costs and raw material prices.
2. Net Profit Margin:
Net Profit Margin = (Net Profit / Revenue) * 100
Calculation of Net Profit Margin for FY22 and FY23:
FY22: (£710 million / £26,148 million) * 100 = 2.71%
FY23: (£1,639 million / £27,448 million) * 100 = 5.97%
Interpretation: The net profit margin increased from approximately 2.71% in FY22 to around 5.97% in FY23. This significant improvement indicates enhanced profitability and operational efficiency, despite inflationary pressures and higher operational costs.



Comparison of Performance (FY22 vs. FY23)
The comparison of IKEA UK's financial performance between FY22 and FY23 indicates important patterns and changes in many key financial statistics, providing insight into the company's operational efficiency and financial health. 
· Profitability ratios: The profitability ratios show a considerable improvement in IKEA UK's performance between FY22 and FY23. Both the Gross Profit Margin and the Net Profit Margin increased significantly throughout the two years. The Gross Profit Margin improved from about 15.96% in FY22 to over 19.08% in FY23, while the Net Profit Margin increased from about 2.71% to 5.97% over the same period. This improvement implies that IKEA UK implemented better cost management and pricing strategies, despite constraints such as growing transportation and logistics costs and inflationary pressures (Drury, 20). 
· Liquidity ratios: The liquidity ratios reveal IKEA UK's ability to satisfy short-term obligations using its present assets. While the exact computations for the Current Ratio and Quick Ratio are not published, a comparison of FY22 to FY23 would reveal any changes in the company's financial position. Any increases in these ratios would indicate increased liquidity and financial flexibility for IKEA UK, allowing it to efficiently handle its short-term financial obligations (Weetman, 2016).
· Solvency ratios: The solvency ratios assess IKEA UK's financial situation and its ability to meet long-term obligations. Again, no exact computations for the Debt-to-Equity Ratio and Interest Coverage Ratio are provided; however, an examination of these ratios over two years would disclose changes in the company's capital structure and financial risk. A rise in the Debt-to-Equity Ratio may imply greater financial leverage, but an increase in the Interest Coverage Ratio would indicate a better ability to cover interest commitments from operational income (Attrill & McLaney, 2015).
Factors that Influence Performance Variations

Several variables have influenced the changes in IKEA UK's financial performance between FY22 and FY23. In FY22, problems include increased transportation and logistics costs, raw material prices, and global supply interruptions. However, in the latter part of FY23, purchase prices stabilised, global supply interruptions decreased, and operational efficiency improved, resulting in lower transportation and logistics expenses. These variables helped to gradually reduce inventory levels and increase product availability to clients, ultimately enhancing profitability (Drury, 20). In addition, inflationary pressures in FY23 had an impact on operational expenditures, such as coworker costs and other running expenses. However, IKEA UK launched an internal restructuring programme to adjust its cost base and achieve savings, thus lessening the impact of inflation. Furthermore, strategic moves such as the termination of commercial activities in Russia and Belarus in FY23, while resulting in an overall net loss, aided cost-cutting initiatives and operational streamlining (Dyson, 2010).                                                                                                                     
In conclusion, the financial analysis of IKEA UK's performance in FY22 and FY23 reveals considerable increases in profitability and operational efficiency. Cost management strategies, operational improvements, and strategic decisions have all had an impact on these good trends. Moving forward, IKEA UK should continue to prioritise cost-cutting initiatives, improve operational efficiency, and adjust to market dynamics to maintain its financial performance and achieve long-term sustainability.
Factors Influencing Performance
Several important factors affected the changes in IKEA UK's financial performance between FY22 and FY23. These elements include the company's strategic initiatives, current economic conditions, and shifts in market dynamics. 

IKEA UK's increased performance is largely due to the company's strategic initiatives to improve operational efficiency and cost management. For example, IKEA UK focuses on optimising its supply chain and logistics operations, resulting in lower transportation costs and better product availability for customers. Furthermore, the company's investment in a more accessible business model, which includes innovative offers like Plan & Order Points and mobile collection services, has improved customer convenience and contributed to sales growth (Ohlson, 1995). Furthermore, economic conditions have significantly influenced IKEA UK's financial success. Despite problems such as increased transportation costs and inflationary pressures, purchase prices stabilised in the second part of FY23, and global supply interruptions decreased. These economic advances enabled IKEA UK to reduce costs and increase profits (Kothari, 2001). Furthermore, changes in market dynamics have impacted IKEA UK's performance. The company's ability to react to shifting consumer tastes and market trends has been critical to accelerating sales growth. For example, during the cost-of-living crisis, IKEA UK saw a spike in demand for long-lasting home furnishing solutions, resulting in higher sales of products such as wardrobe and storage systems. Furthermore, the development of IKEA's retail operations into new markets, as well as the introduction of innovative product lines, have helped to boost revenue (Walls et al. 2012).
Overall, IKEA UK's financial success over the analysed period was shaped by a combination of strategic objectives, economic conditions, and market dynamics. By efficiently managing these elements and continuing to innovate and adapt to changing market conditions, IKEA UK can maintain its growth trajectory and achieve long-term financial viability.
Recommendations for Financial Improvements
According to the analysis findings, IKEA UK can use many ways to improve its financial performance and sustainability: 
· Investments in Sustainability efforts: IKEA UK should continue to prioritise sustainability efforts throughout its value chain, such as renewable energy adoption, waste reduction, and environmentally friendly product creation. IKEA UK can boost its brand name and appeal to environmentally conscious consumers by staying true to its aim of becoming a climate-positive firm by 2030 (Choi & Wang, 2009). 
· Cost Optimisation: The organisation should prioritise further optimising operational costs through efficiency improvements and supply chain optimisation. IKEA UK may minimise overhead costs and increase profitability by using technological and process advancements (Drury, 2020).
· Product Innovation: IKEA UK should continue to invest in product innovation and development to satisfy changing customer demands and preferences. By providing creative and sustainable product lines, the company can increase sales and differentiate itself in the competitive market (Attrill & McLaney, 2015).
· Community links: Strengthening links with local communities and non-governmental organisations (NGOs) can help IKEA UK's corporate social responsibility activities and boost brand loyalty. IKEA UK may positively impact society by supporting programmes in education, healthcare, and affordable housing (Weetman, 2016).


















Conclusion

Finally, the financial study of IKEA UK's performance in FY22 and FY23 revealed important insights into the company's financial health and operational efficiency. Ratio analysis has allowed for a thorough evaluation of important financial variables, showing areas of strength and places for improvement. By implementing the recommended strategies, such as investments in sustainability, cost optimisation, product innovation, and community partnerships, IKEA UK can improve its financial performance and sustainability in the future, ensuring long-term success and resilience in a volatile market.
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