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1. Introduction 

As like in other parts of the world, the retail industry of UK has become a major sector that 

provides economic growth to the country and generates a number of job opportunities for the 

people. The stats of issued by the Government shows that in 2011, the retail industry generated 

11.3% of Gross Value and offered 4 Million job opportunities to the people in the year 2010 

(Maer, 2012).       

Primark is a leading clothing retailer and have a number of stores in various countries, 

employing to about 36,000 employees worldwide (ABF, 2011). Primark offers high quality and 

with the very latest fashion trends at value for the ‘money’ price. It is a subsidiary of Associated 

British Food Plc, which is also listed on FTSE100 London Stock Exchange. As being a junior 

investment analyst at the Bord, Dulle & Witness, the task will be to make a report that will 

evaluate and provide analysis of the Primark Stores Ltd. so as to forecast the price of the IPO for 

the company. Therefore, this report will start by analyzing the current business of the company 

and provide an evaluation for the next five year period for the company. This report will also 

compare the financial strength and the weaknesses of the company in comparison with its 

competitors. In the last, it will present the company’s post tax profits and the suggestions on the 

price range for the company’s shares in the IPO along with a suitable corporate governance 

structure.   

2. Industry Analysis  

The apparel and the textile industry have been growing and contributing to the UK’s economy. 

The apparel industry has the biggest retail markets in terms of sale. In terms of the values at the 

current price the industry has seen growth of 12.5% from the year 2006 to 2010 (Keynote, 2011).    
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Figure 1: The Total UK Market for Clothing Retailing by Value at Current Prices  

 

 

 

 

 

 

 

 

Figure 2: The Comparison of Total Market Share and Total Turnover among the different 

sectors of the Retailers Industry in 2011 

In the recent years the apparel retailers have become one of the significant sector n the general 

retailer industry (Rabolt and Miler, 2009). A number of retailers have also become producers so 
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as to develop their private labels. Among some other sectors this sector’s market capitalization 

was the highest with £1379.68 Million on average and its average turnover was at fourth number 

in this industry. In spite of the economical recession, the business operation of “apparel retailers” 

during 2011 was quite effective.  

3. Current business and financial situation 

3.1 Business model analysis  

The business model is solely responsible for the success or failures of the firms (Chesbrough, 

2006). The business model of Primark was based on costs reduction by purchasing a large 

number of products and minimizing the advertising cost (Times 100). In addition, it kept low 

price for the retail goods by using strategies efficiently and one illustration of this is that Primark 

decides to manufacture in off-season factory time instead of peak time. So some costs get 

reduced substantially such as labor cost and the freight cost (Times 100). With the help of this 

model the position and the competition of Primark in industry has improved 

3.2 Financial situation  

In the last ten years the profit stream of Primark has increased to five times than ever before. The 

ABF annual report states that, in 2011 the revenue of Primark increased significantly by 13% in 

comparison with 2010, while the adjusted operating profit was 126%. In addition to that, there 

was a growth of 3% in sales and this result was achieved at the period when the consumers’ 

demands were weak, especially in the UK. At the yearend of 2010 the revenues were £1986 

Million while the profits were £203 Million, of the company. 
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Figure 3: The revenues stream from 2006 to 2010 

 

Figure 4: The Adjusted Operating Profit stream from 2006 to 2010 

The values show that the financial position of the company has improved regardless of the 

economical downfall and continuous variation in the policies.  

4. Temporal analysis 
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Total Turnover £M 100% 118.1% 134.2% 152.9% 161.5% 

Operating Profit 
£M 

100% 82.6% 87.9% 198.9% 177.6% 

Pretax Profit 
£M 

100% 44.9% 80.3% 300.5% 263.2% 

Profit After Tax 
£M 

100% 33.4% 67.6% 222.3% 280.0% 

Number of Employees no. 100% 109.9% 115.0% 124.9% 134.8% 

Balance Sheet 

  

2007 2008 2009 2010 2011 

Total Fixed Assets 
£M 

100% 99.2% 104.4% 106.9% 116.2% 

Cash at Bank 
£M 

100% 696.2% 839.4% 790.9% 1028.8% 

Total Current Assets 
£M 

100% 130.3% 142.1% 146.1% 192.0% 

Total Current Liabilities  
£M 

100% 108.0% 114.0% 110.5% 133.8% 

Total Long Liabilities 
£M 

100% 115.0% 110.6% 102.4% 99.6% 

Total Net Assets 
£M 

100% 105.8% 124.2% 149.8% 164.7% 

Net Worth 
£M 

100% 83.0% 94.1% 140.5% 114.1% 

Shareholders’ Funds 
£M 

100% 83.0% 94.1% 140.5% 114.1% 

Table 1: Profit and Loss account and the Balance Sheet  

In the initial stages the analysis of the index number trend was been selected in 2007. The table 1 

shows that during the five years period between 2007 and 2011, Primark’s turnover and the 

number of employees went up constantly whilst the operating profit and pretax profit had 
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different trend. In detail, in two years 2008 and 2009, they were lower than the base year (2007), 

but in the subsequent two years, there were surges in both.  

 

 

Figure 5: Comparison between operating Profit and Pretax Profit  

In the first three years the operating profit and the pretax profit decreased slightly till the year 

2010 they jumped from £89.68 Million to £202.92 Million in operating profit and from £51.29 

Million to £191.9 Million in pretax profit. The reason for this was a reduction in total expenses 

and a considerable growth in turnover during years 2010 and 2011.  

To recognize the financial strength of the company the financial ratios analysis was essential. 

The use of ratios can help investors to have an overview about companies’ performance as well 

as provide early information about the slowdown of companies (Taani, 2011; Brealey et.al, 

2008).  

 2007  2008  2009  2010 2011 

Profitability and return      

ROCE 59.80%  57.74%  55.08%  86.51% 94.04% 
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Net Profit margin 7.86%  5.50%  5.15%  10.22% 8.64% 

Gross Profit margin 17.57%  18.04%  17.78%  19.44% 17.03% 

Asset Turnover 7.61 10.50 10.70 8.46 10.88 

 Long-term solvency and stability      

Gearing ratio  8.03%  10.79%  9.30%  5.98% 7.07% 

Interest cover ratio 2.22 1.53 2.37 18.33 14.47 

Short-term solvency and liquidity      

Current asset ratio 0.21 0.26 0.27 0.28 0.31 

Quick ratio 0.04 0.06 0.04 0.04 0.04 

Efficiency ratio      

Inventory turnover 58.37 62.97 66.14  61.80 75.81 

Accounts payable payment Period 20.12 25.18 24.10 23.39 24.86 

 

Table 1: Financial ratios of Primark over five-year period  

In the initial five years the gross profit margin was stable whereas the return on capital employed 

(ROCE) increased. Mainly, the ROCE figures for all the years were higher than 50% which 

means that the company has used its resources efficiently. For net profit margin and asset 

turnover, their patterns were opposite. The increase in sales revenue led to an improvement in 

asset turnover but it also created a decline in net profit margin. 

 The Long-term solvency and stability 
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Normally the gearing ratio of the company was quite poor because Primark did not rely much 

on long-term capital and a large proportion is financed from the parents company through 

“group loan” account (Table 2).  

 The Short-term solvency and liquidity 

The current asset ratio and the quick ratio are the tests for liquidity of firm (Ellis & Williams, 

1993). As shown in Table 2, both of them appear to be very small, and this reflects Primark’s 

current asset might not cover its current liabilities.  

 The Efficiency ratio 

In this category, the two ratios inventory turnover and accounts payable payment period did 

not change too much over the last five year. Consequently, it indicates that Primark’s ability 

of managing inventories and trade creditor are nearly stable. 

5. Primark’s comparison with competitors  

To have an objective view about Primark as well as finding its strengths and weaknesses, it is 

necessary to compare Primark with some other companies in the same sector. In this report, the 

writer has chosen two companies, including Matalan Retail Ltd (Matalan) and Next plc (Next) 

for the analysis. Some suitable ratios are continued to use to evaluate Primark and its 

competitors. 

 Profitability and return 
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Figure 6: Profitability ratio of the three companies in 2011 (refer to data in appendix B) 

According to figure 3 and appendix B, the ROCE of Primark was much higher than ‘Matalan and 

Next’ which reflects that it was able to use capital to generate revenue better than the other two 

companies. Conversely, the net profit margin of Primark stood at the lowest position amongst the 

three companies. Thus, it might be concluded that Primark did not control the cost of sale and 

expenses as effectively as its competitors. 

 

 Long-term solvency and stability 

Long-term solvency and stability Primark Matalan Next 

Gearing ratio  7.07% 14.44% 75.78% 

Interest cover ratio 14.47 2.66 25.56 

 

Table 2: Long-term solvency and stability ratio of the three companies in 2011  
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Overall, as the analysis above has shown, the long-term debt was not one of the main sources 

financing for Primark. Consequently, its gearing ratio was inferior to Matalan and Next, and the 

ability to cover interest payments of Primark was significant. Nonetheless, one prominent point 

in table 3 is that although long-term liabilities accounted for a dramatic proportion in Next’s long 

– term capital, its interest cover ratio still maintained at a high number. In this case, it is clear 

that Primark was not relying much on the long – term liabilities, on the one hand, it might help to 

reduce the risk of financial distress. On the other hand, it indicated that Primark did not harness 

the financial sources appropriately.  

 Short-term solvency and liquidity 

 

 

Figure 7: The short term solvency and the liquidity ratios  

With regard to the liquidity, for retailers, the current asset ratio and quick ratio should be higher 

than 1 (Inc, 2008). Nevertheless, whereas Matalan and Next performed quite well with the 

current asset ratios were higher than 1 and the quick ratios were just under the recommended 

threshold, the figures for Primark were disappointing. All ratios were far below the 

recommended threshold and this show Primark perhaps had some troubles with liquidity. 
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Efficiency ratio Primark Matalan Next 

Inventory turnover 75.81 48.12 57.63 

Accounts payable payment Period 24.86 32.32 30.59 

 

Table 3: Efficiency ratio of the three companies in 2011  

For a retail company, there will be more benefits if it has a low inventory turnover because the 

stock is sold faster. As it can be seen, Primark did not perform well because its inventory 

turnover was much higher than the competitors. Therefore, it seems that Primark did not 

managed inventory as efficient as the others. However, owing to the accounts payable payment 

period of Primark, its financial position is raised dramatically. On average, Primark could make 

payment the trade creditor in 24.86 days whilst Matalan and Next needed 32.32 and 30.59 days 

respectively. 

6. Financial ranking 

The market capitalization is a technique that estimates the rough value of a company. It is one of 

the ways used by investors to determine company’s size (Ellis & Williams, 1993). Hence, the 

writer decided to choose it as a criterion to rank the Primark’s position on the London Stock 

Exchange.  

In 2011, the revenue of Primark accounted for 28% of the ABF’s revenue 

Therefore, the market capitalization of Primark is: 

28% x 11,605.94 = 3249.6632 (£Million) 
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Table 5: Ranking of Primark on the basis of market share 

As shown in Table 5, financial ranking of Primark can stand at the second position within the 

apparel sector. This high ranking indicates that Primark’s future value is expected to be 

remarkable in the market. 

7. The 2012’s post tax profit  

Company  Market Cap (£m) Ranking 

Next PLC 5,843.45 1 

Primark stores LTD 3249.6632 2 

Signet Jewelers Ltd  2,740.53 3 

Sports direct international PLC 2,280.15 4 

ASOS PLC 1,996.87 5 

Brown (N) Group PLC 1,007.02 6 

Mulberry Group PLC 635.33 7 

Ted Baker PLC 421.16 8 

JD Sports Fashion PLC 341.85 9 

Moss Bros Group PLC 57.44 10 

French Connection Group 23.26 11 

Alexon Group PLC 3.85 12 
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So as to forecast the 2012 post tax profit, it is necessary to give a prediction for the turnover, the 

cost of sales, the operating expenses, the interest payable and taxation. They are estimated based 

on their values in the previous years and the current business situation of Primark 

  2008 2009 2010 2011 

Turnover 18% 14% 14% 6% 

Cost of sales 17% 14% 12% 9% 

operating expenses  52% 12% -16% -4% 

interest expenses  20% -31% -71% 13% 

Table 4: The change in the percentages in comparison with the preceding year 

From Table 6, in the past four years, the growth in percentage of Primark’s turnover was not as 

high as its previous year, especially in 2011. The reason for this was the increase in VAT and the 

economy recession. Up to 2012, it is expected that the increase percentage of turnover will be 

between 6% (the change percentage of 2010) and 14% (the change percentage of 2011). Besides 

that, in 2012, consumers will be possibly familiar with the new VAT and the stores system may 

be expanded more. Hence, turnover is anticipated to go up 8% in comparison with 2011. 

For cost of sales, it is also forecasted to rise 9% because of higher freight costs and material 

prices. In 2012, the expansion of stores will possibly lead to more demand for operating 

expenses, thus the operating expenses is believed to add up 3 % in that year. Additionally, as 

analyzed above, Primark did not rely much on long-term liabilities and this account tended to fall 

over the last five years, and moreover according to Mail online (2012), Bank of England will 

keep the interest rate at 0.5% until 2015. As a result, interest payable is predicted to decrease 5%. 

Finally, according to BBC, corporation tax will be cut to 23% by 2014 and consequently, tax rate 

in 2012 will probably reach 25%.  
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From these numbers, the forecast of the 2012 post tax profit is as below:  

 

 2011  2012 

Turnover (£m) 2096.42 2264.1336 

Cost of sales (£m) 1739.25 1895.7825 

Operating expense (£m) 180.12 185.5236 

Operating profit (£m) 181.19 182.8275 

Interest expenses (£m) 12.52 11.894 

Pretax profit (£m) 168.06 170.9335 

Tax (£m) 44.58 42.733375 

Post tax profit (£m) 123.48 128.200125 

Table 5: The forecast of the 2012 post tax profit 

8.  Recommendations for the Primark’s IPO 

The P/E is a ratio that shows the relationship between company’s earnings per share (EPS) and 

the share price of the company (Ellis & Williams, 1993). Therefore, in order to apply this 

method, it is essential to estimate the value of Primark’s EPS in 2012 as well as apparel sector’s 

P/E ratio. 

The number of Primark’s share in 2011 is 50,000,000 and its expected profit after tax in 2012 is 

£128,200,125. Hence, it is anticipated that Primark’s EPS in 2012 will be:  

 

 

128,200,125 = 2.564 (Pound per Share) 

50,000,000 
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The basing on the numbers of the companies in the sector, apparel sector’s P/E is estimated 

about 33.49. For the company which issues shares to public in the first time like Primark, its P/E 

ratio should fluctuate around 60% the value of sector’s P/E ratio. 

 So, the P/E of Primark should be:  

60% x 33.49 = 20.094 

From these above data and the formula of P/E ratio method:  

Market value per share = EPS x P/E ratio  

The price of Primark’s shares in the IPO should be around:  

2.564 x 20.094 = 51.52(Pound) 

The forecast of the 2012 post tax profit cannot be right absolutely, the real number may fluctuate 

with larger amplitude. Therefore, the writer suggests the price range for the shares of Primark in 

the IPO should fluctuate from £30 to £50. 

9. Critical evaluation about techniques applied for analysis 

Various ratios are been employed in this report to analyze the data. According to Subramanyam 

& Wild (2009) the ratio analysis tends to provide the significant information that might be 

difficult to calculate by analyzing all the components of the ratios individually. However, it 

Alrafadi and Yusuf (2011) argued that there exist some limitations in the ratio analysis. 

Following are the major arguments: 

 The evaluation process through the ratio analysis is not objective, so the benchmark 

could not be created, and the right amount for the ratios could not be determined. 
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 The use of the ratios while comparing the values of different companies might not be 

accurate as every company has different background and they employ different policies.  

 The calculations of the ratios are derived from the financial statement that gives 

estimation of cost and not of the values.  

10. Corporate Governance Structure 

“Corporate governance is the system of internal controls and procedures by which individual 

Companies are managed” (CFA, 2009). It is suggested that there is a relation between 

appropriate corporate governance and high profitability. Furthermore, the corporate governance 

structure can determine how well companies perform. In the UK, a unitary board of directors, 

which is one single board comprising of both executive and non-executive director, is the form 

of the board (Mallin, 2004).  

 The compositions of the Board 

The board of the company must include the executive and the non-executive board members and 

it must be run by the chairman. According to CFA Institute (2009), these members of the Board 

need to have independence, experience, resources and accurate information about the 

enterprise’s financial and operating position. The Board should be separated into three 

committees, such as audit, remunerations and nominations committee. Mallin (2004) states most 

of the listed companies have an audit committee and a remuneration committee and there was 

only one FTSE 100 company which did not have one of them. Furthermore, Mallin (2004) also 

recommends that a company should have a nomination committee to run the board appointments 

process. There must have at least three people in each committee and the majority must be either 

independent or non-executive board members (CFA, 2009).  
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Reasons for appropriate corporate governance structure  

 The division of authorities and responsibilities among the various positions should be clear. 

There must be a clear division of authority between the Board and the company business. 

“None of the individual should enjoy the unfettered powers while making the decision” 

(Corporate Governance code, 2010).  

 In order to minimize the risk of group think it is important to consider the advantages of the 

diversity on the board.  

 The association among the members of the board should be based on trust and mutual 

respect.  

11. Conclusion 

Primark has shown remarkable performance through its efficient business model. Primark is 

expected to enjoy growth in the future and it is surely to generate handsome returns for the 

investors. With the increasing market share in the apparel industry, the company can be 

forecasted to have an increase in its ranking and the share price.   

This report analyzed the strengths and weaknesses of the company. In addition a forecast of the 

post tax profit for the year 2012 is also provided with an expectation that the number will grow 

more. With the increasing market share and share price the company is likely to attract a number 

of investors when its IPO gets float on Stock exchange.   

 

.  
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