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PART A. 
Brief history of Morrisons.
The headquarters of Morrisons is in Bradford, here in the United Kingdom and the founder in 1899 was William Morrison. This name was later shortened to Wm Morrison and it started as butter and egg stall in Rawson Market. Initially all stores for Morrisons were based only to the North of England until year 2004 when massive expansion began to take place due to Safeway that became its part, a major take-over. This happened in the same year and there was also a steady increase in the number of new stores to the South of England, Scotland and Wales. Gibraltar chain store though not in Great Britain but was also affected by this new and positive development. Morrisons has secured its fourth position as one of the biggest chain Supermarket.
In view of what is currently taking place and its future, Morrison has substantial evidence of accountable retailing that has contributed significantly to the society and has put in place measures to protect the environment. Morrison has created conditions for fair working as enshrined in its Ethical Trading Code sets out for workers. 
It is a store that assists customers to enjoy healthier lives as they are to choose on product rebranding, news on nutrition, improved promotion on fruit and as well vegetables. They have been rolling out some colour coded nutrition labels in their brand for pre-packed food stuff and drink. It has embarked on the reduction of operational waste and carbon emission and this has got some benefits environmentally. Morrisons throughout their shops today they are now using paper carrier bags. They have also introduced Morrisons apprenticeships, a gesture widely hailed in the society.
Morrison is also on record in making a difference to the community where its stores are located and has given support to famous charity campaigns like, the poppy Appeal and Child in need, Marie Curie Great Daffodil Appeal, etcetera. It keeps essential information on social and employee matters, for example, health and safety in the workplace, the relationship of consumers, diversity and employment issues, impacts on vulnerable consumers, community relations and responsible marketing. 
The online service for Morrisons grocery has reached out to and exceeded more than 75% of households in Britain due to an expansion to areas overtaken, particularly South of England and Scotland. They have indicated that the retailer has a good probability of reaching £1bn in a year of revenues from wholesaling. Chief executive David Potts said: “Strong growth, including our best quarterly like-for-like sales for nearly a decade, together with another special dividend for our shareholders, shows how new Morrisons can keep improving for all stakeholders”. 
To ensure a steady growth of the company in times of uncertainties, Morrisons has a Risk management approach and the Risk management process. Its Directors have executed a powerful assessment of the chief risks confronting them, including all that are also a threat to the model of its business, attainment of its six priorities, liquidity or solvency, etcetera.
Against this background, another supermarket, Tesco which takes a lead as a food retailer in Great Britain is going to have its finances under scrutiny in order to gauge its performance. In order to verify the Supermarket that is doing well between Morrisons and Tesco, an analysis and comparison of the finances of these two major retailers should be executed.  To attain satisfactory results this is only possible if we engage Annual Financial Reports for these two respective renowned retailers and the Key Performance Indicators are very useful. The principal reason for selecting these two dominant retailers is they have some similarities in how they are run, and the main focal point of their attention are customers. According to Tesco, “Our business model and Big 6KPLs: Customers, Product, Channels. Our business is organised around the three pillars of Customers, Product and Channels, and we measure our progress with six simple key performance indicators”.

PART B. 
A critical review of the company`s financial performance.
An emphasis needs to be placed on the importance of consolidated balance sheets, cash flow statements and consolidated income statements because we derive from them all the crucial information, we employ to determine the financial ratios in question. Investors or stakeholders need to be fully informed and satisfied if it is worthy to be engaged in the company as they are particularly concerned with the issue of profits that rake in dividends. Basically, the computation of the ratios we are going to investigate enables us to make clear judgements, comments, criticisms and recommendations upon making the right understanding of these. Although any single ratio is open to different interpretations this is dependent upon each company. The formulae and all the ratios that are going to be instrumental in bringing about the desired results in our analysis are attached in the appendix for the sake of any reference. The comparison that is to take effect is between the two-giant retailers Morrisons and Tesco which is the chief leader of all the major supermarkets in United Kingdom.
The ratios are going to be calculated, evaluated, compared to other competitor`s and some recommendations are to be made for the betterment of the company financially. They are to be treated in the following order: firstly, profitability ratios, secondly, liquidity ratios, thirdly, leverage (gearing) ratios and finally efficiency ratios. The tables below contain vital information to be used in determining the performance of the company. The information reflected in the following tables have been calculated using the annual financial reports of the years shown.



Table A. Profitability ratios of Morrisons (2013 – 2018) and Tesco (2018).
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Morrisons
	
2013
	
2014
	
2015
	
2016
	
2017
	
2018
	Tesco
2018

	
	
	
	
	
	
	
	

	Gross Profit Margin
	6.66
	6.07
	4.53
	3.82
	3.70
	3.66
	5.81

	Operating Profit Margin
	5.24
	5.37
	4.1
	1.95
	2.87
	2.65
	2.86

	
	
	
	
	
	
	
	



Profitability ratios allow some analysis of profits to be marginally done since cost of sales are proportionally expressed as individual expenses. All irregularities are detected by these ratios or any changes in expenses that may happen from one year to another.
For the year 2018 Morrisons does not have a good operating profit compared to Tesco, it could be due to expenditure in the administration or too much stock. Mostly sales are the driving force behind operating profit margin and as well gross margin. Generally, food retailers tend to operate on low prices thus it is typical that their profit margins are relatively low (Atrill and McLaney, 2011).
The gross profit margin ratio is engaged in order to determine the profitability when you are producing and selling products before any deductions are considered. Cost of sales represents a major expense for food retailers (Atrill, 2000, p58); a change in this ratio can have a considerable impact on the profit for the year.

Table B. Liquidity ratios of Morrisons (2013 – 2018) and Tesco (2018).
	
Morrisons
	
2013
	
2014
	
2015
	
2016
	
2017
	
2018
	Tesco
2018

	
	
	
	
	
	
	
	

	Current Ratio
	0.57
	0.5
	0.54
	0.78
	0.41
	0.42
	0.71

	Quick Ratio
	0.24
	0.2
	0.25
	0.25
	0.18
	0.19
	0.59

	
	
	
	
	
	
	
	



 Given the results above there is clear indication that Tesco is performing better than morrisons although it is also doing well, taking into account its current ratios. Usually major Supermarkets like the ones in question they do not keep large stocks due to the nature of the products they deal with and hence ending up working with low ratios. In any situation the comparison between current liabilities and the liquidity of assets determines the current ratio. When the current ratio is high, it is heathy for the business. The higher the ratio, the more liquid the business is, which is vital for business. On the hand, too high current ratio is not demanded because the resources could be used more efficiently (Collier, 2009).
Just as alluded above Tesco has less inventories than Morrisons if we are to look at the quick ratios. Normally quick ratio is considered as a stricter test when compared to the current ratio as an argument is posed stating that stock cannot easily be converted into cash. The minimum level is often claimed to be to be 1,0 times, however it is not unusual for food retailers to be below 1.0 (Atrill & McLaney, 2011).

Table C. Leverage (Gearing) ratios of Morrisons (2013 – 2018) and Tesco (2018).
	
Morrisons
	
2013
	
2014
	
2015
	
2016
	
2017
	
2018
	Tesco
2018

	
	
	
	
	
	
	
	

	Debt -Equity Ratio
	0.42
	0.6
	0.65
	0.46
	0.29
	0.21
	0.38

	Debt- to- Capital Ratio
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


 
The concept of gearing is very important in business as it portrays a full picture of the finances in the company whilst also giving opportunities of making some comparisons. Gearing specifically brings in focus money already in the company or rather equity and any other amounts that can be obtained externally through borrowing. When analysing the debt- Equity ratio you can see that Morrison has a low probability of borrowing compared to Tesco. Even though Tesco is doing well in business the amount it borrows exceeds that of Morrisons. The figures being compared are that of 2018. Another possibility is Tesco might have more goods in its inventory, even though the goods are the fast-moving ones, a phenomenon in all supermarket chains. The performance of Morrisons is aligned to what has been said by Fraser just below. For the past two years it has seen low debt-equity ratios, a good decline compared to the year 2016.
Gearing is a comparison of the amount borrowed by the company (external resource) and the funds that shareholders possess (capital available within the company). Lower figures are more acceptable, demonstrating that the company is predominantly financed by equity whilst high gearing shows that the majority of the capital company needs is financed by borrowings (Fraser, 1990)

Limitations of ratios.
Ratios are essential in the operation of any business, but we cannot claim that they are all perfect tools. They do have their own shortcomings that need to be known particularly by stakeholders. These drawbacks can come in the form of internal and external factors and as well some problems can be embedded in the consolidation of recorded accounts. Great care must be exercised in making the analysis say, of the statement of financial position or even when choosing a company to compare with.
It is important to make mention of the fact that company policy can have different implications even when looking at the performance of other competitors on the market. And in a way, these policies can in some instances affect the analysis of the financial ratios though of course some cannot be manipulated by managers. This is because every company has room to make their own adjustments. Another drawback for the ratios we cannot avoid to mention is the fact that there are different year ends for the companies. The gap in between can lead to a biased comparison to some extent. It is crucial to also look at seasonal performance of an individual company as the flow of cash can be impacted negatively. The pattern of these fluctuations needs to be considered.
Ratios should be cautiously interpreted making sure that the political climate is conducive where the business is operating and, in some situations, other governments can adopt restrictive policies. Though this is happening locally, here in Great Britain, the issue of Brexit has the potential of affecting businesses and the ripples of this problem can be felt across the whole of Europe, if not the entire world. This is because Britain is the fifth largest economy in the world so trading can be affected everywhere. This can affect profitability due to high costs. The economic situation should be investigated, taking cognisance of the accounting time or period that can impact on e.g. non-current assets, holding of too much inventory, restrictions credits, etcetera.

Part C. An investment appraisal technique to evaluate two projects.
Part C: 1) Payback Period is the most convenient method which is usually given first preference when it comes to the issue of screening. It is time when the initial investment of a company is to see a recovery from the net cash flows emanating from the project`s capital investment.
a)  Calculating the payback period (PBP):
The payback period for Project A is between 3 and 4 years. That is where we see net cash flow changing from deficit to surplus.
3 years + Deficit £ 15 / (Deficit £15 + Surplus £ 40) = £ 15 / £ 55 = 0.2727 
The payback period for Project A is 3 years 3 months. 

The payback period for Project B is 3 years. Here there is no deficit, only a surplus.
b) Calculating the Accounting Rate of Return
Project A = 23,5%
Project B = 22,2%
c) Calculating Net Present Value
                   Year            Projected Cash Flow 
                                         A            B
                    
                      0                -85           -90
                      1                 10             25
                      2                 20             30
                      3                 40             35
                      4                 55             40

Project A:  Year 1:   10 / (1.105) = 9.05                  
                    Year 2:    20 / (1.105) ^2 = 16.38                                                                                       
                    Year 3:    40 / (1.105) ^3 = 29.65
                    Year 4:    55 / (1.105) ^4 = 36.89 
        9.05 + 16.38 + 29.65 + 36.89 = 91.97
     91.97 - 85.00 = 6.97

Project B:   Year 1:   25 / (1.105) = 22.62
                     Year 2:   30 / (1.105) = 24.57
                     Year 3:  35 / (1.105) = 25.94
                     Year 4:  40 / (1.105) = 26.83
22.62 + 24.57 + 25.94 +26.83 = 99.96
99.96 – 90 = 9.96


Part C: 2) the payback period has its own advantages and disadvantages when you are using it. It is known for its simplicity when it is in function and it is not difficult term to comprehend.  Normally payback period for its calculation we don’t have to use accounting profits and instead we should engage cash flows. This concept does not allow managers to temper with policies of accounting since its restrictive once in operation. Shorter payback period shows its superiority upon the assumption that payback method does take account of risks that is if we compare with the longer period. It also comes as a big advantage when payback period is considered as an important investment appraisal method if a company has not enough finances. The reason for this is the earlier cash comes back from the project, same cash will quickly be ploughed back to support other projects even to help starting new projects.
The payback period has got a few disadvantages. It does not consider time value of money instead rejects it. As another drawback, payback period ignores the whole project, it partly considers it since all cash flow outside the payback period is not taken into account. The payback period does not show if an investment project has the potential to rise the value of the company. Its function is restricted is also to whether we should accept or not an investment project when looking at the liquidity position of the company. 

Internal rate of return has a few advantages. It considers the time value of money is taken into consideration even though the yearly cash flow could be even or not. Cash inflows and outflow are reckoned with. It allows proper evaluation of the profitability of the project to be carried out, since it looks economically at the entire lifespan of the project. It also takes precedence over net present value as there will be no need to pre-determine the cost of capital. Internal rate of return attaches great importance to the aim of shareholders maximisation of wealth.
Internal rate of return has got its shortcomings since it deals with some calculations which are tedious. Its values profitability more than to consider capital expenditure that should be recouped earliest time.


The net present value is known for considering the time value of money and this is one of the advantages it has, and it is a concept popular in corporate finance. The net present value only makes use of the cash flow instead of the accounting profit. It values the amount and timing of project cash flows and reckons with all relevant cash flows over the life of an investment project. If there are no financial constraints in the company, the net present value when it comes to making decisions it gives resounding advice to the investment.  The net present value is highly regarded by the academics.

The net value has got its on disadvantages, it seen as a concept that is not easy to comprehend. As another drawback, to accept all the projects with positive net present value is considered feasible when we do have a satisfactory capital market. It is not easy to estimate the cash flows of the project and it is hard to get cost of capital. It is also not easy when the cost of capital changes during the lifespan of the project instead of remaining unchanged.
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APPENDIX
Table A: Profitability ratios of Morrisons (2013 – 2018) and Tesco (2018)
Gross Profit Margin = Gross Profit / Sales (exc VAT)
Operating Profit Margin = Operating profit / Sales (exc VAT)
ROCE = Operating Profit / Average Capital Employed
Return on Equity = Net Income / Shareholder`s Equity

Table B: Liquidity ratios of Morrisons (2013 – 2018) and Tesco (2018)
Current Ratio = Current Assets / Current Liabilities
Quick Ratio = (Current Assets -Inventories) / Current Liabilities


Table C: Leverage (Gearing) ratios of Morrisons (2013 – 2018) and Tesco (2018)
Gearing Ratio = Net Debt / Total Equity (or = Total Debt / Total Equity)
Gearing Ratio = Debt -to- Capital Ratio

Table D: Efficiency ratios of Morrisons (2013 – 2018) and Tesco (2018)
Asset Turnover = Sales (exc VAT) / Total Assets
Fixed Asset Turnover = Sales / Fixed Assets




