Executive Summary:

In the UK retail fashion industry, this investment research contrasts Palmer ple with Gallaher
plc, assessing important financial parameters over a three-year period. Palmer plc has great
financial health with consistently high gross profit margins, healthy current and acid test
ratios, and outstanding profitability and liquidity. Palmer's dependence on large debt levels,
however, increases danger in erratic economic times. Gallaher plc, on the other hand,

maintains reduced debt levels, shows signs of growing profit margi ntl offers risk-averse

investors a solid investment alternative. The investment choi aria plc
should be in line with its view for the market and ris Bra Gallaher plc offers
stability and steady progress, making it suited folgpore IMggstors? r ple offers the

possibility of bigger profits but at a higher fi
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Investment Advice to Sampdoria plc:

1: Gross Profit Margin Analysis

The Gross Profit Margin is a crucial financial metric that helps in assessing a company’s

financial health by indicating the percentage of sales revenue that exceeds the cost of goods

sold {COGS). It essentially measures how effectively a company udgs its labor and supplies

in producing goods, and how efficiently it manages its produ costsWelative to its salesl.

Here's a more detailed elaboration and analysis of the P
plc and Gallaher plc over the past three years:

Calculation of Gross Profit Margin:

r both Palmer

The formula tor calculating the Gross Ei

Gross Profit Margin = (Gross Profg

This formula gives us th ce g
has paid for its good

Palmer p

pound of sales that remains after the company

Steven Lindner and Barbara A Chernow, Retail Accountability : Advanced Retail
Prafitability Analysis (Fairchild Publications 2004).




For Palmer plc, the Gross Profit Margin caiculations over the thres years are as follows:

= 2023 The sales are £5600 milllion and the cost of sales is £410 million. The gross profit (Sakes -
Cast of Salesis £130 million,

G Dt Madgin = (%) < 100 = 31.67%

= 2002 The ales are EES0 milkon and the cost of sales s £420 million. The gross profit s 2230
rrilllian.
Gross Profit Margin = (% ] w 100 = 35.318%

= 203 The sales are ETOO0 million and the cost of sales 5 420 millon. The gross profit is £280
rrilliar.

P

Grross Profit Margin = (%) = 100 = 40.00%

Gallaher plc;

For Gallaher plc, the Gross Profj % re-calculated for the
same years: 2023: 320.0%

2022: 27.1% \
2021: 25.0% %

Anal Q

Tren lysis:

Palmer pl s a decreasing trend in the Gross Profit Margin from 40.00% in 2021 to
31.67% in 2023, This decline suggests that Palmer might be facing increasing production
costs or potentially reducing selling prices to maintain or grow market share, which could be

a concern for profitability in the long run.

Gallaher plc, on the other hand, shows an increasing trend in the Gross Profit Margin from

25.0% in 2021 to 30.0% in 2023. This improvement indicates better cost management or




possibly enhanced product pricing strategies which are succeeding in

generating higher margins from their sales.

Comparative Analysis:
Palmer plc consistently achieves a higher Gross Profit Margin compared to Gallaher plc in
each of the years analyzed. This implies that Palmer plc is more efficient in converting sales

into actual profit, reflecting potentially higher quality products, strgnger brand pricing power,

or more effective cost control measures in its production pro

The higher margins at Palmer plc might attract invest es that can

ing
sustain higher profitability levels. However, the defifniNgirendge & to be investigated to
ensure it does not continue to erode these
Gallaher plc's improving margin profil a rising contender, becoming

more efficient and possibly positi i able growth by optimizing costs and

maximizing sales revenue.

metrics, the contrastin etweer the two companies could influence investment

appeal to on growth and improvement, whereas Palmer's existing higher
mardin might ose looking for established profit capabilities with a need to

unders andiossibly curb the declining margin trend.

2: Current ratio analysis:

The Current Ratio is a key liquidity ratio that helps in assessing a company's ability to pay off
its short-term liabilities (debts and payables) with its short-term assets (cash, inventory,

receivables). The formula for calculating the Current Ratio is:




Current Ratio = Current Assets/ Current Liabilities

A higher current ratio indicates a stronger liquidity position, suggesting that the company is

more capable of paying off its obligations. A ratic under 1 suggests that the company might
struggle to meet its short-term obligations without raising additim@alz.

Palmar ple

For Palmer plc, the Current Ratios ower the three years are as follows:

= 20 The total current asseis are 2155 millicn, and the total current liabilities are 247 million.

195

Cuarrent Ratio = T =4.15

« 2022 The total current assets are 20 milkion, and the tofal current kabilitizg ars BS54 millon,

L
Current Hatio = % = 3.50
ip.

= 2021 The total current assets are 2230 million, and the total current Habilitizs ane BE2 mdllion

Current Ratio = A% =371

N\

Gallaher

r Ratios are pre-calculated for the same

2021: 0,97

Analysis

Steven Lindner and Barbara A Chernow, Retail Accountability : Advanced Retail
Prafitability Analysis (Fairchild Publications 2004).




Trend Analysis:

Palmer ple shows a very strong liguidity position with current ratios significantly above 1
across all three years. This indicates that Palmer has more than enough current assets to cover
its current liahilities, which is a positive sign for investors and creditors looking for security

in financial health. The slight decrease in the ratio over the years could be due to either a

slight increase in liabilities or a reduction in current assets, but the ratios remain comfortably

high. Moreover, Gallaher plc, while maintaining ratios above 1, sho latively lower

current ratios compared to Palmer ple. However, thereisan t 0.97 in

2021 to 1.35 in 2023, which suggests that Gallaher @fhpr ility"to cover short-term

liabilities with its short-term azsets.

Comparative Analysis:

Palmer plc's current ratios are m an tho f Gallaher ple, which might indicate
ficiently than Gallaher. High current

h, meaning Palmer is potentially less risky for

Gallaher plc's improving current ratios are a good sign for the business, reflecting better
management of assets or reduction in liabilities. This upward trend, if continued, could
enhance Gallaher's attractiveness to investors who prefer companies with improving financial

health indicators.




In summary, both companies demonstrate good liquidity positions, but Palmer plc appears
more robust in this area. However, the ideal current ratio should balance between excessive
liguidity and the efficient use of resources to maximize business growth and profitability.
Both companies might benefit from optimizing their asset management strategies to align

with their overall business goals and market conditions,

3. Acid Test Ratio ((Current Assets - Inventory) / Current L

Acid Test Ratio (Quick Ratio) Analysis

The Acid Test Ratio, also known as the Quick Rati t Mgancial metric used to

Formula:
The Acid Test Rd

Acid Test | : ote- [nventory/ Current Liabilities

1 Axel Tracy, Ratio Analysis Fundamentals (RatioAnalysisnet 2012).




Palmer plc

Far Palmer ple, the Azid Test Ratios over the thees vears ane calculated as follows:

o N23:
Current Assets = 105, Inventory = 170, Current Liabilities = 47
Acill Test Ratio = 22— 110 _ qe3
a7
« 2020
Current Assets = 210, Inventory = 1), Current Liabilities = 54
] 2
Acid Test Ratio = M = [L37
o4
= 20
Current Assets = 230, Inventory = 205, Current Liabilities = 62
Acid Test Ratio = w = (.40
\ .
Gallaher plc
The Acid Test Ratios for Gallager .S calfulated for the same
years: 2023 0.09
2022:0.12
2021: 0.1
Analysis
Trend A 3

Palmer plc exhibits acid test ratios that, while decreasing from 2021 to 2023, still remain
significantly higher than those of Gallaher plc, These ratios indicate that Palmer plc has a
reasonable level of the most liquid assets compared to its liabilities, though there's a slight

detenoration in this capacity over time. On the other hand, Gallaher plc shows very low acid




test ratios, increasing marginally over the years but still under 0.15, This suggests a
minimal level of the most liquid assets relative to current liabilities, indicating
potential liguidity risks if the company needed to settle liabilities quickly without

relying on inventory sales.
Comparative Analysis:

Palmer plc's higher acid test ratios compared to Gallaher plc su t that Palmer is in a better

position to cover unexpected short-term liabilities without sell ry. This could be

particularly important in industries where inventory is

In conclusion, while Palmer ple demo
inventory) than Gallaher ple, bot
companies to perhaps reassess their
ilities. For Sampdorna ple, investing in a

gement like Palmer might be safer if concerns about

amount.

The Gearing Ratio, also known as the leverage ratio, is a financial metric used to assess the
extent to which a company's operations are funded by debt as opposed to equity. It provides
an indication of the financial stability of a company by showing the proportion of its capital

structure that is financed through debtd.

*Vivien Barth, Gearing Ratios (GRIN Verlag 2020).




Formula:
The Gearing Ratio is calculated using the formula:

Gearing Ratio (%) = (Non-Current Liabilities/ Total Equity ) = 100
Palmer plc

For Palmer plc, the Gearing Ratios over the three vears are calculated as follows!

« 2023
Non-Current Liabilities = 300, Total Equity = G648
Genring Ratio = (g_gg) % 100 = 46.30%
s 2023
Non-Current Liabilities = 300, Total Equity = G40
Gearing Ratio = (%) * 100 = 46.88%
« 202

Non-Clurrent Liabilities = 300, Total Equity = 614

———
ﬁa!law

The Gearing Ratios for Gallaher ple are pre-calculated for the same years:

_ v 300 -
earing RHatio = (m) x 100 = 48.86%

2023:11.6%




2022:11.8%
2021:12.0%
Analysis

Trend Analysis:

Palmer plc shows a slight decrease in the gearing ratio from 48.86% in 2021 to 46.30% in

2023. This indicates a marginal reduction in risk associated with hi verage as the

Gallaher plc maintains a consistently lower gearing 12 %, which

indicates a conservative debt position, This low at Gallaher is less

vulnerable to financial stress caused by d during economic downturns.

Comparative Analysis:

Palmer plc's higher gearing r laher plc indicate that Palmer is more
financing, High ' ' lead fo significant interest expenses which might reduce

net income ' bfe to shareholders.

ratios suggest a more stable financial structure with lower
might view Gallaher as a safer investment, particularly in unstable

economi ons, due toits lower reliance on debt,

In conclusion, the gearing ratio analysis reveals distinct financial strategies between the two
companies. Palmer plc operates with higher financial leverage, which could offer higher
returns on equity duning periods of positive economic growth but poses greater risks duning
downturns. Gallaher plc's conservative approach to leverage might appeal to investors

looking for lower risk profiles, especially those concerned about market volatility or




economic recessions, For Sampdoria ple, choosing between these two
companies should involve consideration of the company's risk tolerance and the

conomic outlook.
?nuattmant }mahlsi: and Recommendation Report for Sampdoria plc

Executive Summary:

This report provides a comprehensive financial analysis of Palmer plc and Gallaher ple,

aimed at guiding Sampdoria plc in making an informed investmen ision, Both companies

operate within the UK retail fashion sector but cater to differ
analysis delves into several financial metrics includin quidity ratios
(current and acid test ratios), and gearing ratios rs. Our goal is to
identify the company that presents a more f t opportunity based an

financial stability, efficiency, and grow

Company Overviews:

Palmer plc

luxurisegment of the market, renowned for its high-quality

's financial strength is highlighted by its robust gross

Gallaher plc:
Gallaher plc targets the mid-range market segment, focusing on cost efficiency and broad
consumer appeal through competitive pricing. The company has shown a commendable

improvement in its gross profit marging, suggesting enhancements in cost management and




operational efficiency. Unlike Palmer, Gallaher adopts a conservative financial

strategy with lower debt levels, as evidenced by its low gearing ratio,
Financial Performance Analysis

Profitability

Palmer ple has consistently reported higher gross profit marging compared to Gallaher ple,

suggesting superior profitability from its sales. Specifically, Palme argins over the last

three years have been 40%, 35.38%, and 31.67% respective

contrast, Gallaher has improved its margins from 25%4 3, indicating

asselfganageme ght not provide as much financial cushion as Palmer offers.

Gearing

The analysis of gearing ratios presents a contrasting picture. Palmer plc's high gearing levels
taround 46-48%) could be a concern as they imply a higher risk of financial exposure to debt

and associated costs. In comparison, Gallaher maintains a conservative leverage strategy with




ratios just above 11%, potentially making it a safer bet during economic
downturns when debt servicing could become challenging for highly leveraged

companies, )
Investment Recommendations:

Based on the detailed financial analysis, each company presents ugique strengths and

weaknesses:

Palmer plc offers strong profitability and liguidity, whi le economic

conditions, However, its high debt levels increas ularly if market
conditions deteriorate. Potential investors s j if they have a lower risk

tolerance or foresee economic uncertad

Gallaher plc appears to be imprg
financial strategy charactegz

invastors seeking stabilifgand

Strategic Consid

ploghe choice between Palmer and Gallaher should align

petite and market cutlook:

Marc Bertonéche and Rory Knight, Financial Performance (Oxtord [UA] Butterworth-
Heinemann 2003),

i

Marc Bertoneche and Rory Knight, Financial Performance (Oxford [UA] Butterworth-
Heinemann 2003).




[l If aiming for higher returns and equipped to handle potential risks, Palmer plc could
be the preferred choice. Its strong market position and ability to generate cash quickly
are significant advantages?.

[ Alternatively, if a more cautious strategy is preferred, Gallaher plc offers a

compelling investment. Its improving profit margins and cogservative capital

structure provide a resilient investment option against NG latility,

Final Thoughts:
In conclusion, while Palmer plc shows potential ' : ancial risk cannot be
overlooked, Gallaher plc, meanwhile, offers il al improvement in returns,

pdoria ple should weigh these

factors carefully to align their invg rall strategic financial goals. Further,

in-depth analysis and possibMacorns

the investment choice t mpdo ific needs and market conditions.

®%

Association Of Accounting Technicians, Financial Performance. (Bpp Leaming Media Lid
2013).
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