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Abstract: this paper deals with the financial analysis of one of the biggest sport fashion and outdoor equipment in the world JD SPORT FASHION PLC. And it compares to its biggest competitor SPORTS DIRECT PLC. In order to establish the company’s financial position and its attractiveness for investment. In the part C of the paper will be analysed the prospects on choosing to invest in one of the two projects proposed and will be explained why that conclusion was made.  The figures that will be shown are based mainly on the annual reports, balance sheet and income statements of the two companies, it will calculate the key financial ratios and it will compare and analyse them, it will identify their weaknesses and strengths and propose solutions and recommendations in order to improve its financial status. The formulas for the ratios calculated can be found at the end of the paper.      

JD SPORTS

 JD Sports is one of the most successful retailers of  sports-fashion retail company based in Bury, Greater Manchester it was founded in 1981by John Wardle and David Makin from whom it gets its name. JD Sports has been growing ever since and today it has over 2400 stores and is present in 18 countries with the most recent acquisition the company will have access to the biggest market of sports fashion the U.S. by adding to its ownership Finnish Line which has stores in 44 states across the U.S.
 JD Sports was listed at the London Stock Exchange in 1986 and in 2005 57.5 of the company was acquired by the Pentland group from which it continued its expansion, in 2009 JD Sports makes its first presence in the international markets by acquiring the French sport retailer Chausport, the next year opening the first JD store outside of UK in Lille France and in 2011 it acquires Spinter a leading sport fashion retailer from Spain, in 2012 the group expands into outdoor equipment market with the acquisition of Black and Millers, in 2016 the group enters into Asian markets and in the same year it opens the first gyms where in the moment it owns a total of 24 gyms across the UK, in 2017 it acquires Hot-T a South Korean retailer of branded footwear and it launches the first JD store in Australia and in 2018 the group acquired Finnish Line from the US. 
JD Sports business model relies mainly on physical stores in which the buyer can enter and test the quality of its products in person, but it generates a grate amount of revenue through its online website.
[bookmark: _GoBack]Sport Direct International plc is a British sport fashion retailer and according to its website is the UK largest sports-goods retailer having over 670 stores worldwide and trades predominantly under the sportsdirect.com brand.                         

PART B
 This part of the paper will focus on analysing JD sports key financial ratios and compare it to its direct competitor “sports direct international plc” it will calculate the profitability, liquidity gearing and efficiency ratios in order to establish the financial position of the company and it will propose recommendations for its improvement. The results for this part of the paper will be calculated from the figures published in the company’s annual reports which includes income statements, balance sheets and cash flow statements.
 First will establish the position of the company by analysing the sales growth and market share of the company:
	JD Sports Plc
	2015
	2016
	2017
	2018
	2019
	Sports Direct Plc 2019

	Sales (£m)
	1,552.30
	1,821.70
	2,378.70
	3,161.40
	4,717.80
	3,701.90

	Sales Growth (%)
	27.62
	17.35
	30.58
	32.90
	49.23
	10.19

	Gross Profit
	739.60
	884.2
	1163.6
	1531.6
	2243.3
	1583.5

	Operating Profit
	92.7
	133.4
	239.8
	295.9
	346.2
	160.5

	Profit/Net income
	69.8
	100.6
	184.6
	236.4
	264.2
	116



 As can be seen JD Sports have experienced an increase of sales for the past five years this can be due to the its aggressive expansion policy where in 2009 had its first international presence by buying the French retailer Chausport and since than the company continues its expansion at a quick pace reaching in 2018 over 2400 stores in 18 countries, where in 2015 JD sports reported owning 147,934 million £ in property plant and equipment and in 2019 539.8 million . The closest competitor Sports Direct, has restricted its expansion for the last 3 years, this is concluded from the company’s balance sheet where the figures for property plant and equipment for the last 3 years have relatively small changes. This might be one of the reasons for the why in 2018 (3,359.5 million £ in revenue for Sports Direct) the two companies’ sales figures are close but for 2019 there is a difference of over 1000 million pounds   
 Secondly will be analysed the profitability ratios for five years’ time    which will assess the company’s ability to generate profit on sales, assets and equity, it will measure the return earned on a company’s capital, the disadvantages of those margins is that the classification of the expenses can be manipulated easily, (Arkan T. 2016) which are the following:


 
	JD Sports Plc
	2015
	2016
	2017
	2018
	2019
	Sports Direct Plc 2019

	Gross Margin (%)
	47.65
	48.54
	48.92
	48.45
	47.55
	42.78

	Net Profit Margin (%)
	4.50
	5.52
	7.76
	7.48
	5.60
	3.13

	Operating Margin (%)
	5.97
	7.32
	10.08
	9.36
	7.34
	4.34



 The gross profit margin reveals the amount of money left after deducting the cost of the item sold this shows the efficiency of the company in selling the goods this does not include taxation.
 Net profit margin is revealing the amount of money left over after deducting the cost of sales and the taxation.
 The operating margin shows how much the company earns before interest and taxes.
In JD Sports profitability margin can be seen a slight decreased for the past two years which means that the company is not as efficient as it used to be, especially the net profit margin and operating margin which means that the company pays more in taxes and in the cost of sales. While JD shows less efficiency compared to previous years it’s position is still superior to Sports Direct which is less efficient and pays more for taxes and cost of sales

 Liquidity ratios are important to analyse because liquid assets can be converted in cash “quickly and cheaply” (A. Braley, C. Myers and F. Allen, P. 718) so if the company encounters unexpected expenses, this can represent a source of finance.
	JD Sports Plc
	2015
	2016
	2017
	2018
	2019
	Sports Direct Plc 2019

	Current Asset (£m)
	400.26
	510.69
	714.17
	971.80
	1,192.20
	2,031.10

	Current Liability (£m)
	326.75
	348.15
	535.16
	682.30
	900.50
	598.50

	Inventory (£m)
	225
	238.32
	348.01
	478.00
	763.80
	978.40

	Cash (£m)
	121
	216
	247.56
	347.5
	251.2
	448


 
 As can be seen JD sports have reduced current assets and cash compared to Sports Direct, this can be explained through the fact that the company used a part of cash assets to finance the operations in areas where it expanded that can also explain the drastic increase in inventory and in current liability where the company had to acquire more inventory in order to make the new stores operable this resulted in increased in payable trades and in borrowings which made the current liability to raise whit over 200 million pounds from last year.
The more current assets a company owns and the less liability it has the better the company is prepared to deal with a crisis often crisis occur because the company experiences difficulties selling its inventory that why it is important to analyse the quick ratio in order to make an idea of how prepared an organisation is to face difficult times and to invest in opportunities there are the following ratios:

	JD Sports Plc
	2015
	2016
	2017
	2018
	2019
	Sports Direct Plc 2019

	Current Ratio (£m)
	1.22
	1.47
	1.33
	1.42
	1.32
	3.39

	Quick Ratio (£m)
	0.54
	0.78
	0.68
	0.72
	0.48
	1.76

	Cash Ratio (£m)
	0.37
	0.62
	0.46
	0.51
	0.28
	0.75


  
JD sports is highly exposed to risks because it has such low quick ratio the ideal position is: 2:1 for current ratio and 1:1 for quick ratio where from the data above can be seen the fact that JD Sport’s current and quick ratios are inferior, being highly vulnerable to risks while Sports Direct stands on a strong position both for the current ratio and the quick ratio, but this may also mean that Sports Direct is not using it’s current assets efficiently which can make it less attractive for the investors.
A company’s most liquid assets are its cash assets which are compared with current liabilities to estimate how much cash the company owns in order to be able to make immediate transactions that’s why the cash ratio is important.
 JD Sports low liquidity ratios can be explained taking in consideration it’s aggressive expansion policy and the expansionist moves it made in the recent years that required substantial investment and the company used part of its liquidity in that direction.
 In order to explain a company performance, it must be taken in consideration the efficiency ratios and in this paper will be analysed asset turnover and fixed asset turnover.
 
	JD Sports Plc
	2015
	2016
	2017
	2018
	2019
	Sports Direct Plc 2019

	Sales (£m)
	1,552.30
	1,821.70
	2,378.70
	3,161.40
	4,717.80
	3,701.90

	Total Asset (£m)
	683.00
	791.30
	1,178.94
	1,626.20
	2,205.50
	3,148.80

	Fixed Asset (£m)
	147.93
	173.32
	235.76
	376.90
	539.80
	823.20


        
 The total asset turnover is calculated in order to explain the company’s performance by taking in consideration the total assets and the sales amount, in order to find out the profitability of the company and the fixed asset turnover is necessary because not all assets are directly related to generating sales.

	JD Sports Plc
	2015
	2016
	2017
	2018
	2019
	Sports Direct Plc 2019

	Asset Turnover
	2.27
	2.30
	2.02
	1.94
	2.14
	1.18

	Fixed Asset Turnover
	10.49
	10.51
	10.09
	8.39
	8.74
	4.50



  This means that for every pound of asset JD Sports generates 2.14 pounds of sales which is a very good value compared to Sports Direct’s of only 1.18. But JD Sports has a bigger difference between fixed asset turnover and total asset turnover this means that a big part of JD Sports assets does not generate sales.
 Leverage ratios are used to measure a company’s financial leverage which means the risk of paying the company’s investors less equity because of the difficulties to bay back the borrowings, in this paper will be analysed the debt to debt-to-equity ratio and the debt-to-capital ratio
	JD sports
	2015
	2016
	2017
	2018
	2019
	Sports Direct PLC 2019

	Debt - equity ratio (%)
	12.20
	1.65
	5.87
	4.53
	11.70
	65.99

	Debt-capital ratio (%)
	10.88
	1.62
	5.55
	4.33
	10.48
	39.76

	Debt
	37.1
	6.6
	34
	37.8
	126
	826.5

	Equity
	304
	400.8
	579
	834.3
	1076.8
	1252.4


.
 The debt to capital ratio calculates the fraction of the company which is financed by debt.
From the data above can be seen that JD Sports has very good leverage ratios which means they are in a strong position for obtaining for new loans if that is wanted and there is only a small chance for the investors to be affected by an equity payment reduction because of  its debt which makes JD Sports a relatively low risk investment from this point of view on the other side Sports Direct does not enjoy such good leverage ratios but it is still in a good position but the future borrowings can be affected by it by debtors asking for higher interest for their loans in order to cover the risks they are exposed to.
 As recommendations for JD Sports the following are proposed:
 Increasing the current and the quick ratios by increasing the price of the products or reducing the costs of sales by negotiating a better price with the distributors or finding new ones, reducing the value of their inventory by selling a bigger part of it, increasing its cash asset in order to protect itself from future risks, The company has increased its equity considerably since 2015 but its debt to equity ratio remained at approximately the same level which is an important strength but it’s competitor pays more equity (although its dept to equity level is alarming ) which it can make it a more attractive company for short term investors so increasing its equity even more will result in increased attractiveness for new investors, the company’s assets turnover is relatively small compared to it’s fixed assets turnover from which we can recommend that the company should reduce its inventory, by doing this it will increase its profit margins and operating margins which have decreased considerably for compared with the margin of the last two years.
 As Conclusion JD Sports has a strong financial and market position, being more efficient than its competitor Sports Direct paying comparable amount of equity with less debt and with bigger profit margin.
 

Part C
 JD SPORTS is looking to invest in a new project, this part of the paper will analyse two different projects (project A and project B) in order to establish the best project to invest in.
 The first factor that will be analysed is the payback period which is the number of years it takes in order for the initial investment to be covered by the projected cumulative cash flows, in which case for the project A it will take 3.2 years and for project B it will take 2.25 years, if only this factor is taken in consideration, project be will be more profitable to adopt because it takes a shorter period of time to repay the initial investment; however making investment decisions based solely on payback period is inopportune because as expressed by (A. Braley, C. Myers and F. Allen 2011) it has some significant short coming as: it ignores all the cash flows after the initial investment amount is reached, for example project A has a cash inflow of 55 million in year 4 and project B has a total inflow if 40 million for the years 3 and 4 so by taking in consideration only the payback period, this information will be ignored, it give equal weight to every cash flows by not taking in consideration the time value of money.
 The second factor will be the accounting rate of return which is the profitability ratio of a project based on its book values which for project A the accounting rate of return is 28% and for project B is 23%. The accounting rate of return is beneficial because it gives the value in percentage terms which can be easily understood by the investors and it considers the whole of a project unlike the payback period but the disadvantages can be found in the fact that is based only on the book values of the projects which can be easily manipulated to seem something else for example some cash outflows can be labelled as capital investments and other as operating costs (A. Braley, C. Myers and F. Allen 2011)    
 The third factor will be the internal rate of return which is the is the rate of return from which the project’s total present value will be equal to 0 this is use as a benchmark for comparison in order to establish if a project is worthy of pursuing or to compare multiple project, as a general rule if a project internal rate of return is higher than the companies rate of return than taking the project on board will add value to the company in this case project A internal rate of return is of 18% and for project B is of 22%   
 The fourth factor will be net present value which is the value of the cashflows when the time value of money is taken in consideration and converts the future cashflows in present value (at a cost of capital of 9.75%) where project A has a net present value of 16.6 million pounds and project B 16.08 million pounds  
 The net present value and internal rate of return are tools recommended by the majority of finance textbooks (A. Braley, C. Myers and F. Allen) although the future cashflows are difficult to predict exactly but this is true for all the other ratios presented in this paper, the internal rate of return doesn’t take in consideration possible changes in the discount rate compared to net present value where the discount rate can be adjusted.
 As we can see in the data above both projects are close in value and require small differences in investment (5 million £) project A will payback the investment in 2.2 years and project B will repay it in 3.2 years, this is do to the  high difference of cashflows in the first years (25 million for project A and 50 for project B) this means that the amount received in firs year is not discounted as much as the amount of money received in year 4 when project A had an income of 55 million and project B of 20 million but if is taken in consideration the time value of money for project B the 50 million earned in year 1 will be equivalent with 45.56 million of the value when the initial investment will be made at a cost of capital of 9.25% while the 55 million earned by project A in year 4 will be equivalent with 37.95 million  for the value when the initial investment will be made, a more accurate measure is discounted rate of return which when used, the payback period of return is 3.6 years for project A after which it will generate profit and for project B 2.8 years when it starts to generate profit which can be used for investments in future projects or in paying dividends, if JD sports is looking to generate profit as quick as possible, project B will be the most suitable but if it’s goal is to generate as much profit as possible project A is more appropriate. Taking in consideration that JD Sports Liquidity ratios fall short compared to Sports Directs it would be recommended to invest in projects that would  generate profit in a shorter period of time so because project B requires less investment and it is predicted that will generate profit in a shorter period of time, although project A generates more profit at the end of the 4 years period, the difference in profit is not a big one and 520,000 compared whit the total value of the project, JD Sports can make use of a part of the profit quicker and possibly generate more money by investing in other projects, so the recommended project for JD Sports to follow is project B.
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