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1. Part: A-Brief History of the Company 
John Lewis &Partners (JL&P) is a British high-end departmental store operating in general merchandise. The establishment of the company dates back to 1864when John Lewis, the founder, set up a draper's shop along Oxford Street, London. In 1905, it acquired Peter Jones department store, evolving into a full-fledged departmental store. The company got listed in the London Stock Exchange as John Lewis in 1929, transforming its ownership from family partnership to public ownership.  Uniquely, the company constitution restricts ownership of the company to employees, making it an employee-owned (JL&P, 2020).  It is now a parent company of two subsidiaries, John Lewis and Waitrose, both British Company.  However, it has a physical presence in three jurisdictions: United Kingdom, Ireland (since 2016) and Australia (since 2017). The UK forms its core market base, with over 52 departmental stores as at 2018, unlike in the two countries where the stores have been fewer than 10 and have kept reducing over time. 
The company has adopted premium business model, where it sells high-end quality products targeting wealthy and status conscious customer base. In terms of its financial management, the company asserts that it is operating a social enterprise business model , whereby it endeavors to earn modest profit , which is then used to improve the welfare of the owners (partners) and  m the business  to the extent necessary to keep it a going concern (JL&P, 2020). This model prohibits profit maximisation as a business value. 
The company faces stiff competition from other established retailers in its key markets. Most outstanding are Asda (supermarket), Debenhams (multinational department store with Franchises), House of Fraser (departmental store) and Marks & Spencer (multinational retail stores) (Craft, 2020). All these retailers are London-based, giving a direct competition.  
The company has had some remarkable strategic occurrences lately, ranging from review of its supply chain to asset disposition.  In terms of supply chain, the company significantly cut down its size of stores in the UK, closing down Waitrose’ seven stores and selling five others to the competitors. More remarkable was the closure of Lewis’ Knight  & Lee in South sea, a store that had been in operation for 85 years (JL&P, 2020). The  company has recently ventured into property initiatives, involving property leases and  sales to optimize on its assets and cash generation. In  the year 2020, the company  sold its 1200 acre Waitrose Farm, in Leckford Estate, to private developer, remaining with 2800 acres. Further, the company engaged in a sale and lease back of seven stores to other stores (JL&P, 2020).  This transaction generated for the company £100m of cash proceeds. 
Changes in its corporate governance are another strategic occurrence. The company witnessed a change in management after Paula Nickolds stepped down, as the managing director  of the company, in January 2020. Nickolds had served for three years during which the company suffered steep  fall in profit from £250m 2017 to less than £50m in 2020 (Butler, 2020). In the aftermath of the resignation, the company had governance restructuring, whereby Dame Sharon White took over as an executive chairman, taking over from Sir Charlie Mayfield who had served for a year as a non-executive chair. Sharon will have a challenge of turning around the company to avert increasingly difficult business environment and declining profitable profile of the company. 
2. Part B- Critical Review of Financial Performance of the Company 

The company’s financial analysis has been computed based on the  audited financial statements, to ascertain the key rations- profitability, liquidity, and leverage and gearing ratios. The performance has further been compared to one of UK’s competitors, Marks and Spencer, based data available from Morningstar (2020).Comparative analysis allows benchmarking of the company’s performance, allowing an objective basis for assessing the financial trajectory and performance of the company. 

Calculation of key financial ratios –Five Year Period and Comparison to Competitors
Profitability 

The key profitability ratios, in terms of profit margins and returns have been worked out from the key data, extracted from financial and annual report as per the table below:

	Items (millions)
	2015
	2016
	2017
	2018
	2019
	2020

	Total Revenues
	9,701.00
	9,748.80
	10,026.20
	10,215.80
	10316.7
	10151.3

	Gross Profit 
	3,274.10
	3,306.70
	3,393.10
	3,368.10
	3,385.70
	3,362.10

	Operating Income (EBIT)
	450.20
	531.4
	649.4
	249.5
	227.00
	231.5

	Net  Income 
	143.5
	223.2
	353.5
	74.1
	77.3
	108.4

	Total Assets
	5,852.50
	6,211.70
	6,286.10
	6,253.70
	6,312.10
	7,700.70

	Total Stockholder’s Equity 
	1,518.80
	2,065.10
	2,055.40
	2,301.70
	2,620.00
	2,558.80


The formulas and outcome are summarized in the table below. The results are based on calculation of various items in excel. 
	Profitability
	Formula
	2016
	2017
	2018
	2019
	2020

	Gross Margin 
	Gross Profit /Total Revenue x 100.
	33.92%
	33.84%
	32.97%
	32.82%
	33.12%

	Operating Margin 
	Operating Income / Sales Revenue 100.
	5.45%
	6.48%
	2.44%
	2.20%
	2.28%

	Net profit margin 
	Net income/ Sales x 100 
	2.29%
	3.53%
	0.73%
	0.75%
	1.07%

	Return on Assets
	Net Income/Avg. Total Asset
	3.70%
	5.66%
	1.18%
	1.23%
	1.55%

	Return on Equity (book value)
	 =Net Income/Avg. Total Stockholder’s Equity
	12.46%
	17.16%
	3.40%
	3.14%
	4.19%


Relatively stable gross margin could be explained by slow growth in ales . There is a need to optimize on emerging  markets, with effective and aggressive campaigns.  Since 2015, identified “Time-short Urbanites” as a special customer base in addition to its traditional customer base (News Works, 2015; Marketing Week, 2020). This customer base is defined by young, status conscious and tech-savvy youths in urban areas.  The company has therefore enhanced online-business model (e-commerce) and textile products to match the needs of the group. It was the first UK’s departmental store to start selling online, in 2001 (JL&P, 2020). Strengthening online business model in UK and other countries would  build a strong customer base, in light of increasing emphasis on social distancing in the wake of pandemics such as Covid-019. 
Liquidity Ratios 

The excel calculation outcome for liquidity ratios are shown in the table below. 

	Liquidity
	 
	2016
	2017
	2018
	2019
	2020

	Current ratio
	Current Assets / Current Liabilities
	0.83
	0.89
	0.89
	0.90
	1.00

	Quick ratio
	(Current Assets-Inventory -Prepayments)/ Current Assets 
	0.65
	0.58
	0.57
	0.69
	0.66


2.1.1. Gearing  Ratios 
The excel  computation outcome for gearing ratios are shown in the table below. 

	Leverage
	 
	2016
	2017
	2018
	2019
	2020

	Debt/Equity
	Total liabilities/shareholder equity
	2.01
	2.06
	1.72
	1.41
	2.01


 Leverage Ratios 
The table summarizes performance in key leverage ratios based on excel calculations. 

	Leverage
	 
	2016
	2017
	2018
	2019
	2020

	Financial Leverage
	Average Asset/Avg. Stockholder’s Equity
	3.37
	3.03
	2.88
	2.55
	2.71


Efficiency Rations

The outcome for efficiency parameters, based on excel workings,  are summarized in the table below
	Efficiency
	 
	2016
	2017
	2018
	2019
	2020

	Inventory Turnover
	Cost of Goods Sold/Average Inventory 
	10.64
	10.56
	10.55
	10.46
	10.70

	Asset Turnover
	Sales/ Avg. Total Asset
	1.62
	1.60
	1.63
	1.64
	1.45

	
	
	
	
	
	
	


Critical Evaluation of the Ratios

Profitability 

Profitability analysis of the company has considered both the profit margin indicators and returns on  variables of capital (assets, equity and i).   Profit margin has focused on gross and net profit margins to evaluate the extent to which the company. On the positive note, the company has remained profitable, evident from positive margin in the past five years. On the negative side, the results suggests a reducing profit margin over the past five years, though there was a shift to upward trends in 2020 across profit margin indicators (see figure below).
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Figure 1: Trends in margin
The company’s profit returns on both assets and  equity has equally shows a downward trend, as illustrated in the graph below. The results suggest a lost value creation over time, to the assets and investment of the company . 
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Figure 2: Profitability (returns) trends
Profitability reduction has been attributed to the difficulty in adapting to the business environment. This has seen many stores being closed in the past five years (JL&P, 2020). Adapting to external environmental pressures will be crucial in the aftermath of Brexit, which will present political and economic challenges to the company’s international market.  The performance could also be linked to leadership challenges, an issue that resulted to resignation of the managing director at the start of the year 2020 (Butler, 2020).  Streamlining operations of the two subsidiaries remains a challenge for the company (JL&P, 2020).By note streamlining and coordinating the supply chain, the company misses on strategic synergies that come with  an efficient and merged supply chain. 

In terms of profit margins, JL&P lags behind P&S as demonstrated in the table below. 
	Profitability
	2016
	2017
	2018
	2019
	2020

	Gross Margin  -JL&P
	33.92%
	33.84%
	32.97%
	32.82%
	33.12%

	Gross Margin -M&S
	39.11%
	38.48%
	37.83%
	36.91%
	35.28%

	Operating Margin -JL&P
	5.45%
	6.48%
	2.44%
	2.20%
	2.28%

	Operating Margin- M&S
	4.63%
	1.66%
	0.62%
	0.82%
	0.66

	Net profit margin  -JL&P
	2.29%
	3.53%
	0.73%
	0.75%
	1.07%


From the trends, it is evident that M&S has a better management of its production costs and operational expenses than JL&P, given that the latter tends has had lower gross profit for the last five years, and significantly lower operating margin in the latest financial year (2020) (see the figure below). 
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Figure 3: Comparative Gross and Operating  Profit Margins
However, JL&P can be credited for better expense management , as it has ended up with much higher net profit margin in the latest four years (2017 to 2020). The reduction in profitability at JL&P is clearly attributed to operational costs. Strategic reduction of costs and expenses should therefore focus on effective management of cost of production and operational expenses. 
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Figure 4: Comparative net profit margin
Comparative performance in  ROA and ROE are shown in the table below.

	Return on Equity 
	
	
	
	

	Year
	M&S-ROE
	 JL&P -ROE
	M&S-ROA
	 JL&P -ROA

	2016
	Top of Form

12.25

Bottom of Form
	12.46
	4.88
	3.7

	2017
	3.55
	17.16
	1.4
	5.66

	2018
	0.84
	3.4
	0.32
	1.18

	2019
	1.19
	3.14
	0.45
	1.23

	2020
	0.74 

Bottom of Form
	4.19
	0.27
	1.55

	Source: Morningstar.com; Calculation from JL&P Financial Statements 
	


fairly, trends (figure below) suggest that  JL&P performs better than its peer, M&S. This has been the case in various returns on profit, including ROA and ROE (figure below).
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Figure 5: Comparative ROA and ROE
Figure 6: Comparative profitability (returns) trends

The falling profitability trends for both companies point at a difficult business environment across the industry. Consequently,  the profitability challenges are not an internal challenge limited to  JL&P. It will be necessary to examine impediments and challenges to profitability. Among them include changing political environment (such as Brexit), high cost of materials and supply chain issues and interruptive consumer behaving changes (JL&P, 2020). These need to be managed expediently for optimal outcome
Liquidity Ratios

The company’s liquidity ratios have consistently  low, not exceeding 1, for both current and quick ratio. This suggests a low liquidity level, as the short term liabilities exceed the short term assets. The company is likely to be in a problem meeting its short term obligations as and when they fall due. Quick ratio also  remains fairly stable (graph below) and below 1 for the past five years. Such situation underscores potential liquidity difficulties. The current ratio has however increased from 0.83 to 1 from 2016 to 2020 respectively , a situation that could improve liquidity efficiency. 
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Figure 7: Company liquidity ratios
The recent series of asset disposition in form of leases and sales of real properties could be explained by the cash flow challenges the firm faces (JL&P, 2020). Even then , the company performs much better than M&S, as the later has consistently showed lower ratios (table below). 
	
	2016
	2017
	2018
	2019
	2020

	Current Ratio -JL&P
	0.83
	0.89
	0.89
	0.90
	1.00

	Current Ratio-M&S
	0.69
	0.73
	0.72
	0.67
	0.66

	Quick Ratio-JL&P
	0.65
	0.58
	0.57
	0.69
	0.66

	Quick Ratio-M&S
	0.27
	0.34
	0.29
	0.33
	0.3


The graphs below shows significant performance gaps, where JL&P shows stronger performance indication. 
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Figure 8: Comparative liquidity ratios
Low liquidity ratios could be linked to industry wide financial pressure, reducing profitability  and increasing operational costs ross the industry. 
Gearing Ratios 

The gearing ratio , as measured by debts to equity, remains relatively high with fluctuating indications over the past five years, It reduced from 2.01 in 2016 to 1.41 in 2019, before again picking an upward trend in 2020 (2.01).  These trends shows company’s struggle to keep relying on debts for financing. The ratios suggest that debts remains greater part of the company capital structure over the five years. Such performance suggests high liquidation risks. On the positive notes, the company could be seeking to lower capital costs by seeking debts that have tax advantages. 
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Figure 9: Company Gearing ratios
Comparatively, as demonstrated in the table and figure below, high debt in capital structure is also the case in M&S, where debt/equity ratio has consistently exceeded 1. 
	
	2016
	2017
	2018
	2019
	2020

	
	
	
	
	
	

	Debt/Equity- Jl&P
	2.01
	2.06
	1.72
	1.41
	2.01

	Debt/Equity-M&S
	1.46
	1.63
	1.55
	1.69
	1.75


M&S has a positive trend (figure below), though JL&P remains with higher rates, with a positive growth in gearing ratios in the recent year (2020). With increasingly difficult business environment, and reduced investment in securities of UK firms, companies are resorting to borrowing , explaining higher debt composition. The threat of Brexit uncertainty  explains some investor skepticism that currently affects UK firms. These lower prospects of raising equity to lower the debt burden. 
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Figure 10: Comparative gearing Ratios
Financial Leverage 
The leverage ratio has increase from 2.46 in 2016 to 2.75 in 2020. The figures suggest that the firm’s assets are exceedingly higher than the owners’ equity, suggesting reliance on debts to finance the assets. The company has had a generally rising trends in its leverage (figure below). This suggests increasing reliance on debts as a source of funding assets.
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Figure 11: Financial  Leverage  Trends
Compared to its competitor, M&S, the company has improved commendably in the latest two years (2019 and 2015) by posting lower leveraging ratios.  Comparison of financial leverages is presented in the table below:

	Financial Leverage 
	
	
	

	Year
	M&S
	 JL&P 
	

	2016
	3.37
	2.46
	

	2017
	3.03
	2.63
	

	2018
	2.88
	2.55
	

	2019
	2.55
	2.69
	

	2020
	2.71
	2.75
	

	Source: Morningstar.com; Computations  from JL&P Financial Statements 


Comparatively, the firm appears to be doing better in its debt management, as demonstrated by the figure below. Harsh business environment is generally pushing the industry players to resort to higher debt reliance, and JL&P is striving to adapt much better than the competitor. 
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Figure 12: Comparative Financial  Leverage
Increasing leveraging ratios is a concern to address, as it increases the bankruptcy risks as debts accumulate.  The owners may have to liquidate the assets to offset the debts. Besides, the company will be committing significant interest expenses, to service the debts. On the positive note, the firm is realizing lower cost of capital, since debts, unlike equity , have taxation benefits (not subject to tax). In the long term, the company will not need to pay dividends, which are necessary if the company relied on equity to finance asset acquisition.
Efficiency Ratios 

The firm’s efficiency in terms of asset management has declined in the past two years (2019 and 2020). Even so, there has been  improvement in inventory management, reflected in the positive change from 10.64 days in 2016 to 10.70 days in 2020. It shows that the company is able to clear its inventory within about 10 days, which allows quicker disposal of inventory and consequently cash generation. The trends are shown in the figure below. 
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Figure 13: Trends in efficiency ratios -JL&P
Comparative efficiency ratios aresummed in the table below:
	
	2016
	2017
	2018
	2019
	2020

	Inventory Turnover-JL&P
	10.64
	10.56
	10.55
	10.46
	10.70

	Inventory Turnover-M&S
	8.05
	8.39
	8.64
	8.84
	10.42

	Asset Turnover-JL&P
	1.62
	1.60
	1.63
	1.64
	1.45

	Asset Turnover-M&S
	Top of Form

1.27

Bottom of Form
	1.27
	1.35
	1.41
	1.17 

Bottom of Form


The two firms have closely railed each other in their efficiency measures, even though JL&P still have superior inventory management efficiency. While M&S has consistently had lower inventory turnover below 10 (up to 2019), suggesting quicker disposal of stock, JL&P has had longer days. Fallen  performance in case of M&S is a lesson  that there could be difficulty in the supply chain at industry level, leading to prolonged sales.  Disruptive business environment due to travel restrictions , slowed economy and reduced luxury consumptions could explain the increased inventory turnover.
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Figure 14: Comparative  Inventory Turnover ratios
However, over the past four years, JL&P has performed better in asset turnover, with M&S narrowing the gap in 2020. It is evident from the performance that JL&P has much better asset utilization. However, there are still rooms for improvement, evident in M&S improvement trends for the past five years (save for the year 2020). 
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Figure 15: Comparative Asset Turnover ratios
Conclusions and Recommendations 
JL&P is a retailer that has withstood the test of time, growing to be a strong multinational brand with tens of departmental stores in the UK. Expansion into Ireland and Australia create prospects for growing the firm’s market base. It has a positive performance outlook, overall, as evidenced in the consistency in profit generation over the past five years. Positive performance is amplified in superior net profit margin, together with returns on asset (ROA) and returns on equity (ROE),relative to its industry peer, M&S.  It however suggests higher production and operational costs, explaining why M&S posts better performance in gross and operational profit margins. It has a weakness of low  liquidity ratios could present operational constrains. Again, it has high leverage and gearing ratios, suggesting greater reliance on debts for financing assets and  the business. This , together with inventory management is some aspects where M&S performs better than JL&P. The business remains relatively efficient, competing M&s favorably, in asset management- as reflected by asset turnover. 
The company should ensure aggressive market expansion to improve on sales. This strategy could results into increase revenue generation and risk diversification. In undertaking expansion, measures should be taken to lower operational costs to avoid higher costs of setting up new branches. A possible measure would be concentrating branches in the same or geographically close regions. The company needs to fast track streamlining of its supply chain , to integrate  the current subsidiaries. The measures would improve asset usage and inventory management, resulting into better performance in efficiency performance measures. Specifically, investor turnover and asset turnover should improve, due to efficient management of inventory and optimal resource utilization. Running parallel and independent supply chains for both John Lewis PLC and Waitrose results into loss of efficiency that would come with integrated supply chain. Supply chain redundancy was identified to be a major barrier to optimization of profit (JL&P, 2020).Correcting such gaps will require integrated supply chain, supported by automated and state-of-art supply chain management systems. Such measures will also reduce the cost of operations, and production, increasing both profit margin and net profit margins, and ultimately the returns on assets, and equity. Besides, the efficiency in supply chain would lead to higher turnover and inventory management cycles. 
Further, the company should ensure competitive sourcing of its raw materials towards ensuring cost-effective production. There should also be a review of operational costs, by streamlining the supply chain and minimizing wastes, so as to keep operational expenses lower.  These measures will help the company in effective management of cost of production and operational expenses, which currently explain low and reducing profit margins and returns. 
There is a need tow work towards lowering debts burden, evident in the high leveraging and gearing ratios. In this regard, the company should aggressively seek more equity, possibly by placing public offering at the London Stock Exchange. Increased equity will weaken the leveraging and debt/equity ratio, which are currently high and putting the company at a risk of liquidity. 

3. Part C: Investment Appraisal 
Investment Evaluation using various methods 

The  Payback Period (PBP), 
The initial investment  for project A and B are -85 and -90 respectively , with investment timeframe of five years. The table below summarizes the cumulative values over time for the investment A.
	Period 
	A
	Cumulative Cash Flow -A

	0
	-85
	-85

	1
	10
	-75

	2
	20
	-55

	3
	40
	-15

	4
	55
	40


Since the cash flow is uneven over the  four  years of investment, the payback period  is computed based on the formula below:
[image: image15.png]Payback Period = A + B/C




Where,
Arepresents the last period number that posts  negative cumulative cash flow;
Brepresents the absolute value of cumulative net cash flow at the close of period A; and
C is the total cash inflow during the period after period A. 

Applying the formula, the payback period for  project A  is computed as follows:
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=3.27 Years
The table below summarizes the cumulative values over time for the investment B.
	Period 
	B
	Cumulative Cash Flow -B 

	0
	-90
	-90

	1
	25
	-65

	2
	30
	-35

	3
	35
	0

	4
	40
	40


[image: image19.png]Payback Period for B = 2 + 35/35



=3 Years

 Based on the computations, project B has a shorter payback period  (3years ) as compared toproject A which takes 3.27 years. While the differences in the payback period is low (0.27years), the company should opt for the one with relatively shorter payback timeframe. The rule of thumb in selecting investment is to go for the investment with a short-time framed payback period. There are two advantages that the company will enjoy by picking project B (with shorter payback timeframe). First, shorter period lowers various investment risks, such as changes in regulatory , economic , technological or other environmental conditions. There could also be risks of changes in internal environment with impact on the project. Lowering project lifetime lowers the risk exposure. Secondly, the business will take shorter time to recoup the investment back, allowing the business to create more value from its investment. An investment with longerpayback time (A in this case) will tie up investment that could be used for operational and strategic purposes in the firm. On basis of PBP alone, project B is recommended. The investment assures short payback time and lower risks.
Accounting Rate of Return (ARR) 

Application of the method to the present case is summed below:

Annual depreciation 

Project A:
Step 1: Annual Depreciation = (85) / 4 = 21.25
Project B:
Step 1: Annual Depreciation = 90/4 = 22.5
	
	
	
	
	
	
	

	Year
	Depreciation  A
	Net Cash Inflow-A
	Accounting Income -A
	Net Cash Inflow-B
	Depreciation B 
	Accounting Income -B

	1
	21.25
	10
	-11.25
	25
	22.5
	2.5

	2
	21.25
	20
	-1.25
	30
	22.5
	7.5

	3
	21.25
	40
	18.75
	35
	22.5
	12.5

	4
	21.25
	55
	33.75
	40
	22.5
	17.5

	
	
	
	A
	B
	
	

	
	
	Average Accounting Income
	10.00
	10.00
	
	

	
	
	Accounting Rate of Return 
	12%
	11%
	
	


From the figures, the  ARR for project  B is higher. Higher returns in case of A  suggest marginal better performance  and value creation to the investors. A is therefore most recommended.
The Net Present Value (NPV)

First step is to ascertain the PV factors over the four Investment years. In absence of specified discount rates, the company’s cost of capital (WACC) is assumed to be the discount rates.  The WACC currently at 10.5 per cent, hence PV factors are worked out as follows:
· Year 1 = 1 ÷ (1+10.5%)1 ≈ 0.90

· Year 2 = 1÷(1+10.5%)2 ≈ 0.82
· Year 3 = 1 ÷ (1+10.5%)3 ≈ 0.74

· Year 4 = 1 ÷ (1+10.5%)4 ≈ 0.67
	Year
	NPV Factor 
	Net Cash Inflow-A
	Present Value of Cash Flows =Net Cash Inflow-B
	Cash Inflow times NPV Factor  B
	Present Value of Cash Flows =Cash Inflow times NPV Factor  B

	1
	0.90
	10
	25
	9.049774
	22.62443

	2
	0.82
	20
	30
	18.09955
	27.14932

	3
	0.74
	40
	35
	36.1991
	31.67421

	4
	0.67
	55
	40
	49.77376
	36.1991

	
	
	
	
	Project A
	Project B

	
	
	
	Total PV of Cash Inflows
	113.1222
	117.6471

	
	
	
	Less Initial Investment
	-85
	-90

	
	
	
	Net Present Value
	28.12217
	27.64706


It is evident in this case that the projects compete tightly in terms of value, , considering close of the two projects. The rule of thumb is to accept projects with positive net present value  if projects are stand alone. For competing projects, such as the present, more positive project should be considered, since it ends up with a higher value  in the long run. Consequently, the  investor is likely to get more value for the money when the project over time (in terms of cash flow), having discounted the time value of money.  Using this method, project A is more recommended since it has a higher NPV value (28.12) than project B (NPV=27.6).
Considering that two methods, NPV and ARR supports the choice of investment A,  this paper recommends that the firm adopts project A. Apart from having a higher returns , it also ensures  higher net present value , which assures higher value at the maturity. The main limitation is slightly longer timelines for payback. 
Critical Evaluation of the Evaluation Techniques 
Payback Period (PBP)
PBP is a method that assumes that viability of business is primarily determined by the period taken to pay back the investment. To determine payback period, the first stage is to ascertain the cumulative value. The Cumulative net cash flow  computed by adding the cash  inflows to date, less the  initial outflow. Payback period is then computed up to the point of payback (Bhandari, 2009). The method has operational advantages. First, its computation is relatively simple, so does not require high level of expertise to apply to a project (Lin , 2010). Secondly, since it uses timeframe for payback, the method offers an effective parameter for estimating  how long it would take to recover money invested in projects (Yard, 2000). Consequently, firms with liquidity pressure can use it to choose projects that would allow them to recover their investments early. The recovery period can be considered a proxy of  investment risk-certainty of cash inflow reduces over time. Accordingly, the method helps in assessing cash flow risks.
PDP has some critical limitations, First, it only considers investment cash flow up to the point of payback. This leaves out cash flow after the payback. The risk is that one may leave out a viable project with impressive cash flow after the payback period (Bhandari, 2009). The method also fails to factor some important variables that practically impact on value of projects. Among these factors include time value of money, interest rates and tax. Again, it overlooks the extent of returns on investments, making it difficult to evaluate the degree of productivity and cost-effectiveness of the project. Some investors may need to understand the extent of value creation, as measured by returns. 
In using PBP as a method of evaluation, management risk appetite is an important non-financial factor to consider. Typically, low payback period is considered a low risk investment and so most often recommended. Such recommendation assumes that the management has a low risk appetite and would therefore wish to minimize risks by opting for the least risky investment (Lin 2010). If the assumption fails to hold, for instance because the short payback project has higher risks, then a management with low risk appetite would opt for the project with longer repayment timeframe. 

NPV 

In using  present value (PV) method, it is necessary to first establish the net cash flow over the project life time. The net cash flow should then be discounted by a factor , so that the present value of the cash flow is established. The cash flow varies across the years, so the present value should be computed separately for each of the years of the investment. NPV is creditable for factoring the time value of money, through incorporating  discounting variable (Irena,et al., 2017). This way, NPV  addresses the weakness of PBP through incorporating discounting values to ascertain the present value.

 The method has some computational limitations. First, Irena et al., (2017) argue that fairly advances and require financial professional to execute. Then, it  fails to consider project size , which may give a misleading impression for a firm that compares different projects. Using the method could put investors to a risk of foregoing a high value project at the expense of the slow ones. Further, it is based on arbitrary variables, which may not practically hold. For instance , the discount rates used is just an estimation which may not be accurately reflecting the changes in cash flow value or present value of cash flow. The changes in business scenario could result into variation of net present value. One would need to undertake further sensitivity analysis based on changing scenario for effective outcome. Business scenario and project size and order of  project acceptability are  non-financial variables to consider , though not often considered when applying this method. 
3.1.1. Accounting Rate of Return (ARR) 

Using ARR requires depreciating the project  so as to account for the income earned from the cash flow. The accounting income is the cash flow less the depreciation costs. The average accounting income , and accounting rates of return is then established. This method has an advantage of factoring returns, which enables investor to assess the scope of value creation (Wayubood et al., 2017). Besides, it is relatively easy to compute  with limited assumptions  and parameters. However, like PBP, the project fails to factor time value of money. Further, the use of accountingincome, rather than cash flow  valuation presents challenges when dealing with projects with cash-sensitive high-cost maintenance (Gambarov et al., 2017). Finally, usage of different assumptions, such as punctuation method would results into varying valuation values.  
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