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Introduction
Subway is a very widespread “shop” and is seen to have a great impact in the population of London and in other countries too by having many chains of this kind operating with different “mechanisms”. In this “report” will be given a short review of the company’s starting date, analyzing the annual reports of the company starting from 2013 until 2017 by comparing it with its main competitor that is McDonalds. Also will be given evaluations on two projects by calculating the payback period, the accounting rate or return, the internal rate of return and the net present value of the two projects. These will be analyzed and will be given the advantages and disadvantages of using these methods when calculating two projects and also in taking into account the non-financial factors when investing in a certain company. 
Two tables will be provided to support the analyzing of the annual reports, being compared by each year and by being compared with the MacDonald’s company that as mentioned above, is the main competitor for the Subway company. 
First of all, talking about the starting date of the Subway’s “creation” It started from a high school graduate, 17-year-old Fred DeLuca, who wanted to pay his tuition, and a family friend Dr. Peter Buck who teamed up to open their first submarine sandwich shop in Bridgeport, Connecticut called “Pete’s Super Submarines” (http://www.franchising.com/subway/overview.html, 2016). When he first introduced his idea, he invested with a capital of $1000 and day by day the investment appeared to grow up by giving a new “view” towards the industry of fast food. It appeared that they started to sell 312 sandwiches the first day the cost of which varies from 49-69 cents. The Subway name is used for the first time in 1968 and in 1974 it was forwarded to franchising, idea this that was thought to be the best way to start the growing of the fast food. (http://www.franchising.com/subway/overview.html, 2016).  
 At the moment, there are more than 44,000 Subway’s franchises in over 110 countries and territories worldwide providing the best quality food and menu. Its main competitor is MacDonald that started in 1917 and today it counts around 36525 restaurants all over the countries. The primary focus of the subway is on the efficiency of energy, conserving water and its resources and also in reducing the wastes by providing recycled containers and also improving the quality of the food. (http://www.subway.com/subwayroot/about_us/history.aspx). 

Being a franchise model, the company appears to allow different openings in different locations including railways and universities. (http://www.subway.com/subwayroot/about_us/history.aspx).The target group of Subway appears to start from the age 16 towards 39 even though nowadays all people like it and have the possibility to choose between different kind of Subway’s products to eat-in or even take-away.
(http://www.franchising.com/subway/overview.html).Seeking always the fresh food by the customers and the best quality seems to be the strongest points for Subway fast foods that provide it in a distinguishable level different from its competitor that is McDonalds. (https://www.franchisedirect.co.uk/information/startingahealthfoodfranchise/).On the other hand, home delivery is increasing with 81% of customers, but unfortunately for Subway this is not available. (https://www.subway.com.au/About/FAQs).Currently, Subway’s goals have put a great emphasis on healthy food by providing only fresh ingredients to their customers as well as opening more stores worldwide. By doing in this way, the company will gain good business relationships with the customers and use the customers’ needs to provide new products.

Moreover, it pays so much effort in protecting the privacy of its customers and offer their collaboration in getting the customer’s needs and fulfill the objectives of its service providers. Subway closed hundreds of restaurants in the U.S.in 2016, due to the fact that they faced a net loss in different locations, a fact this that appears to have happened for the first time. However, it still seems to be the “leader” with 26,744 locations. (https://www.reuters.com/article/us-subway-stores/subway-targets-3000-uk-ireland-stores-by-2020-idUSKBN19O2MX).







































Analyzing annual reports

As being such a very widespread company, analyzing the financial statements requires a lot of effort. According to Atrill financial statements are accounting reports that are done for a certain period of time to present the performance and a view of the firm’s assets and the financing of those assets, information these available for the investors, managers, the financial analysists and also the interested ones on the company. (Atrill, Financial Management for Decision makers, 2014).Also, the shareholders of the company get the annual report every year. 
 Based on the balance sheet or the so-called “Statement of Financial Position”, there are listed the assets and liabilities of the company by giving in this way financial information in a certain period of time. (Atrill, Financial Management for Decision makers, 2014).
Also, the income statement lists the firm’s revenues and expenses over a period of time, sometimes called the profit and loss statement, a measure of its profitability during the period and referred to as the earnings of the company. While the cash flow statement. according to Hurley, (Hurley, 2016) is used by the company to determine how much cash the firm has gained and how much of that cash has been used to pay bills, keeping up with the operations and used as a source of investment during a period of time.
 All these statements are shown in the annual reports of years 2017-2013 will be used to show a kind of view of the ratios such as profitability, liquidity, gearing and efficiency ratios (Foerster, 2015).Based on these ratios will be given a kind of comparison with the other company that is MacDonald.
The good execution, the improving of the sales towards the customers and the improving of the products, provided by the team of subway, seems to have helped the company to gain a growth of 4,1% and a gross profit of 5,7% in 2016 continuing up to 7,9% for 2017. (http://www.franchising.com/subway/overview.html, 2016). 
The brand performance appeared to be increased by 10%. According to Head, they seem to have raised the gross profit per case and increased the gross profit margins (Head, 2010) by customizing the net sales. (http://www.subway.com/subwayroot/about_us/history.aspx). In this way they had higher sales and revenues. Similar to other resale-based industries, and according to Higgins, Subway is characterized to have low profit margins that seem to have the tendency to give an increase in the net income and reducing the operating expenses that might be even insurance expenses. (Higgins, 2008) 
Based on the calculations done on the annual reports of the years 2017-2013 it is seen that it is a slightly change between the years. These changes are mostly noted in the ratios such as profitability (including gross margin, operating margin and net profit margin), liquidity (including current ratio, quick ratio and cash ratio), gearing (including dept-equity ratio and dept-to capital ratio) and efficiency ratios (including asset turnover and fixed asset turnover). According to Atrill, profitability (Atrill, Financial Management for Decision makers, 2014)explains the management that the company does to its cost of sales and the prices that each product is sold. Starting from it, the company had a gross margin (that is how much a company earns from each dollar of sales after paying for the items that it has sold) of 0,1267 in 2017 higher than the period of 2016-2013 when it is seen a low gross margin, but that started to come into grow from 2013-2017 as it is shown in table 1 in the appendix. (Refer to the Table 1 at Appendix) Moreover the operating margin, according to Atrill, ( is how much a company earns before paying the interest and taxes from each dollar of sales) (Atrill, Financial Management for Decision makers, 2014) seems to be in the same level with the year 2016 that is 0,0125 and of course a growing rate from the period of 2015-2013.
By having into consideration, the two first margins in the profitability (James C. Van Horne, 2005), the net profit margin according to Van Horne( is the fraction of each dollar in revenues that is available to equity holders after the firm pays interest and taxes) explains how much efficient has been the management of the other expenses in the company. The net profit margin also seems to have an increase of 0,0057 compared to the period of 2016-2013 but expressing a growth from 2013-2017.
Moving at the second ratio that is liquidity in which, according to Higgins, it (Higgins, 2008)includes current ratio, quick ratio and cash ratio, and based on the annual report, the cash position of the company has increased greatly over the year (http://www.franchising.com/subway/overview.html, 2016). According to Hurley (Hurley, 2016)the current ratio (that is the ratio of current assets to current liabilities) and the quick ratio (that is the ratio of current assets other than inventory to current liabilities) are used in providing access to the cash position of the company. These ratios, according to Hurley (Hurley, 2016) are used in a short period of time to give a comparison on how much cash is available towards the liabilities of the company. The company has moved from a deficient cash position to a cash- healthy position.  The company seems to have an increase in all those rates, growth this that has come from 2013 until 2017.Based on the annual reports, the current ratio for the year 2017 is 1,5071, a growth reflected from the current assets and current liabilities. This has come into a rapidly growth from 2013 that was 1,4332 and continuing up to 2017 as shown in the table 1 at appendix.
On the other hand, the third part analyzed from the annual reports is gearing. According to Higgins, the gearing has the tendency to explain the position of the debt that the company might have, but if the company has a high debt, that is good in capital providing, having a high gearing puts the company into risk. (Robert C. Higgins, 2018). In gearing, we can have a view of the dept-equity ratio that according to Higgins (Higgins, 2008) is a common ratio used to assess the leverage of the company and dept to capital ratio that calculates how much of the company is financed by the debt.
 In this company the gearing has decreased from a high dept-equity ratio that has been in 2013, exactly 3,465 continuing a rapidly decrease into 1,4020 in 2017. Also, the dept to capital ratio has come into a rapidly decrease starting from 0,7760 that has been in 2013 and continuing its decrease towards 0,5836 in 2017.The  consequences of the low gearing in this company has come meanly from the two major factors that are: firstly, the payment of the low interest that is done through the years 2013-2017 and secondly, the good credit status that is noticed to be improved rapidly from the year 2013 until 2017.Also, it can be noticed that the position of the cash is improved due to these factors:
· good management of customers
· from too much debt in 2013 decreasing into less dept in 2017
· good management of inventory.
· lower operating cost
· And probably lower purchasing cost.
Talking about efficiency ratios, according to Atrill, (Atrill, 2016) it indicates how much a company spends to make a dollar measuring the ratio between fixed costs and variable costs. There are two ratios comprising it. The first one is the asset turnover that , according to Kenton, measures the value of the sales of a company or the revenues relative to the value of its assets. (www.investopedia.com, Investing-financial analysis, 22 November 2017) As Kenton emphasizes, it seems to be a helpful source in showing the efficiency with which a company (www.investopedia.com, Investing-financial analysis, 22 November 2017) uses the assets to generate revenue. According to Kenton, if the company has a higher asset turnover ratio, it gives a better performance as it generates more revenue per dollar of assets. (Investing/ Financial analysis, November 22,2017). The second one is the fixed asset turnover. According to Foerster, (Foerster, 2015)it is used to measure the operating performance , so how able is the company to generate net sales from fixed asset investments that according to him include  property, plant, equipment, known as PP&E, and net of depreciation. According to Foerster, (Foerster, 2015)if the company has a high level of fixed asset turnover ratio, it means that it has used investment effectively in order to generate revenue.
 Based on the annual report of Subway, analyzing the company’s asset turnover during the period from2013-2017, it seems to be a slightly decrease in it such as 4,4062 in 2017 from 4,4662 that it has been in 2013. Since total assets, according to Foerster, (Foerster, 2015) include assets that do not have a direct involvement in generating sales, a manager might also focus at the fixed asset turnover.
  The fixed asset turnover seems to have decreased too from 2013 that was 2,6313 decreasing rapidly until 2017 with 2,2626. This shows that the company has decreased its level of performance because is using its assets not effectively in generating more revenues. Also, according to Kenton, revenues show the level of the amounts sold by giving an indication that the company seems to be doing an over-investment in different aspects like equipment or in fixed assets. (www.investopedia.com, Investing-financial analysis, 22 November 2017) However, a high or low ratio does not have always a direct relation with the performance of a company because other outside factors such as manufacturing problems may help in measuring it.
From the other hand, its competitor that is MacDonald seem to operate in more than 100 countries (https://www.mcdonalds.com/us/en-us/about-us/our-history.html).McDonald’s seems to offer the same menu with a slight variation towards the preferences and the tastes of the local consumers. However, different from Subway that competes based on the quality and fresh food, fresh quality bread, it is seen that MacDonald’s competes by putting an emphasis on the level of the prices. (https://corporate.mcdonalds.com/corpmcd/investors-relations/financial-information/annual-reports.html)

Also, it is paid an enormous effort in increasing the quality, choice and nutrition in McDonald’s menu in order to meet their customers' needs while the Subway’s company primary focus is to improve the entire world-wide organization energy efficiency, water and resource conservation, and waste reduction, as well as continuing to focus on food quality and food safety (https://www.mcdonalds.com/us/en-us/about-us/our-history.html). McDonalds seems to have a very costly advertising platform, the success of which helps them to attract customers. If the advertising and marketing programs are not successful or are not as successful as those of their competitors, their sales, guest counts and market share could decrease. Different from McDonalds, Subway website in UK, seems to be used as an official site, where customers can find information on the products offered, read about the history of it and also find information required to be a franchisee. (http://www.franchising.com/subway/overview.html, 2016). Unfortunately, the effectiveness of the website is not enough because it does not provide home delivery service like its competitor. 
 Moreover, different from Subway that seems to be increased, MacDonald’s seems to have had a decrease in the administration of the selling and expenses, exactly 6% in 2017 by continuing to decrease and reaching 2%for the 2016.This continuing decrease appeared  also to be affected by the spending done on the technology needed by giving a high level of debt and interest rate (https://corporate.mcdonalds.com/corpmcd/investors-relations/financial-information/annual-reports.html)  different from Subway that appears to have low interest balances. For McDonalds the operating margin was 41.9% in 2017, 31.5% in 2016 and 28.1% in 2015 (https://corporate.mcdonalds.com/corpmcd/investors-relations/financial-information/annual-reports.html) showing an increase like the Subway company. According to Mitton (Robert C. Higgins, 2018) a company that provides availability on credit and cash has the tendency to give a helpful fund in its spending that might be of different kind like for example the repurchasing of the dividends. However, in 2017, the activities that were financed by cash, experienced a decrease compared to 2016 by having low level of borrowings (https://www.mcdonalds.com/us/en-us/about-us/our-history.html) different to Subway that seems to have increased its cash level.
Also, based on the annual report (https://corporate.mcdonalds.com/corpmcd/investors-relations/financial-information/annual-reports.html), McDonalds seems to have had a decrease in the total current liabilities in the period between 2016-2017 and as result this brought a deficit in the total liabilities and shareholders’ a fact this that Subway did not experience. Moreover, the cash flow at McDonalds seems to be decreased from 2015-2017 (https://www.franchisedirect.co.uk/information/startingahealthfoodfranchise/) different from Subway that seem to have increased. Also, it is seen a decrease in the total revenues of McDonalds in 2017 and in the net income of the company too.
However, the company’s focus will be mainly in increasing the demand on the home delivery service especially in the areas where delivery is already offered through (https://www.mcdonalds.com/us/en-us/about-us/our-history.html) mobile order and pay through campaigns in the marketing sector by gaining in this way an increase in the customers being engaged towards the company. 









Recommendations on how to improve the financial management of the company


Taking into consideration the above analysis, it seems that that 81% of customers order from home, but (https://www.businessinfo.co.uk/content/non-financial-factors-investment-appraisal) Subway hasn’t provided any service of home delivery and a suggestion might be to create a web ordering platform the so-called UBER and JUST EAT platform because in this way they will have an increase in the demand for their products offered and also provide home delivery service by enabling the customers to pay cash or online through the delivery progress. In the ordering platform, the so-called Uber, the customer can find information on the quality and preparation of the products offered by the company and also will be offered the change to write his comment on the product delivered directly to him based on the service, quality and the products’ freshness offered.   The trick consists in making it simple for older consumers and easy for younger consumers who expect smartphone applications due to the technological period that we are all facing. (https://www.forbes.com/sites/insights-silkroad/2018/12/12/geared-for-growth-measuring-the-benefits-of-employee-engagement-in-high-growth-organizations/#4fe2d4ca378e) and build their frequency. They should also invest in the dinning rooms in order to attract new customers that want to spend a dinner time with their family as well as offering new “familiar meals” adopted day by day with the needs of their customers.
  Moreover, improving technology in order to make the customers feel the simplicity in ordering will give them a great reason to use Subway more frequently compared to its competitors. Also, improving the management system will be a very effective way in achieving a lower cost towards home delivery and technology ordering.






















Part C
Having completed with the part A and part B, in part C is going to be a view of the calculations based on two projects A and B. The calculations will be on PBP, ARR, IRR and NPV. Secondly, evaluating the results of this calculations and to recommend which of this project should be adopted in our company is another issue that will be reflected in this part. Thirdly, to critically discuss on the advantages and disadvantages of the PBP, IRR, NPV by referencing those and the last to list the non-financial factors that need to be considered in the company.
First of all, the projects that need to be calculated are as below:
              A                            B
0            -60                         -100
1             0                            30,0
2             30,0                       30,0
3             40,0                       30,0
4             20,0                       55,0
Based on these projects the below table gives the calculations done on each project.
	
	Project A
	Project B

	PBP
	2,75
	3,18

	ARR
	25%
	22,5%

	IRR
	15,29%
	14,98%

	NPV
	5,09
	6,99


Table.2

Firstly, the payback period, according to Kagen, is the length of time needed in order to get a recovery on the cost of an investment (www.investopedia.com, Payback period, Jan 29,2018). This method seems to ignore the time value of the money unlike other methods such as net present value, internal rate of return and discounted cash flow. On the other hand, by using the payback period calculations, the company’s analyst determines which is the most profitable project or investment to undertake or to invest at, according to Head, and also because it is easy to be calculated. However, the drawbacks for this method is that it does not say anything about project, ignoring the size and timing of the cash flow and it does not really take account of the risk (Head, 2010).
Secondly, the accounting rate of return, known as the average rate of return, according to Kenton, seems to measure the amount of profit, return, expected on an investment (www.investopedia.com, Accounting rate of return, Jun 28,2018). Compared to other methods, according to Head, such as net present value, this is a very simple concept. (Head, 2010). It seems to make a comparison of the whole project different from the payback period that does not do that. According to Head, (Head, 2010) some of the disadvantages of this method are:
· It uses more accounting profit rather than cash:
· The profit does not come directly from the financial aspect of the shareholders by ignoring the timing of the profits, the time value of money and the size of initial investment.
Thirdly, the net present value, according to Hurley, (Hurley, 2016) gives the difference between present value of the benefits received from the future as well as the present value of  the capital that has been invested at, by being discounted from the capital cost of the company.
According to Head, the decision rule of the net present value is to make an acceptance for all the projects that have a positive net present value, but the project that has the highest net present value can be the proper project to be selected, a method this that it is regarded to be the best investment appraisal method by him. (Head, 2010)
Some of the advantages of this method, according to Head, appears to be: first of all, it takes into consideration the time value of money by using cash flow and not the accounting profit. Secondly, it takes into account all the relevant cash flows over life of the project as well as changes in the rate discount during the period used for a project. The last is that it gives an absolute measure of the project value, according to Head (Head, 2010).
However, apart from the advantages of this method, some of the disadvantages according to Head are: firstly, it might be a difficulty in estimating the project cash flow (but applies to all methods) and it accepts all projects that have a positive net present value only by making  possible to have a perfect capital market.Secondly, the cost of capital appears to be difficult to find, according to Head,as the cost of capital has the tendency to change over project life, rather than being constant during all the time of the project’s life. These are disadvantages that should be considered when analysing and using this method of calculating for a certain project. (Head, 2010)
Fourth, the internal rate of return, according to Head, a discount rate making the net present value of all cash flows from a certain project, equal to zero. Based on Head, if the internal rate of return is used to compare certain given projects, the tendency of selection will be towards the wrong project while a correct selection advice is provided by the net present value (Head, 2010).
According to Denzil Watson and Antony Head, if applying internal rate of return to projects with non-conventional cash flows it means that multiple internal rates of returns may be found but still the net present value gives the correct selection. Moreover, according to Watson, there are possibilities to find changes in the discount rate from the net present value, but still the internal rate of return can ignore those. Also, according to Watson, there might be a chance to reinvest the cash flows at a rate equal to the cost of the capital through the assumptions that we can make on the net present value method. (Head, 2010)
Based on the calculations done and presented on the Table 2, over, it is seen that the payback period is smaller for project A, exactly 2,75 years, than for project B that is 3,18years, a more extended period this for the project B in order to recover the cost of the investment. Based only on the payback period method, the first project is a better investment as you can get the cost of the investment in a very short time compared to the project B. 
However, the accounting rate of return, based on the calculations for the two projects, seems to be higher in project A, exactly 25% rather than 22,5% that is for project B, but as mentioned above, this method is built on evaluation of the profits and it can give misleading information when is used to evaluate investments of different sizes.
Moreover, the internal rate of return for project A is 15,29% higher than project B that has an internal rate of return of 14,99%.According to Denzil Watson and Antony Head, if we get the highest internal rate of return that means that it should be considered as the best option to be undertaken in a certain company (Head, 2010).
On the other hand,  when considering the net present value for both the projects, it is seen by the calculations that project A has a net present value of 5,09 which is slightly lower than the project B than has a higher net present value, exactly 6,99 compared to Project A. Based on these calculations I can say that project A that has a short period of time of payback period, also that has a higher internal rate of return, appears to be an excellent investment but on the other hand it appears to have a lower net present value from project B.
 Conversely, project B seem to have a longer period of payback and appears to have a lower internal rate of return, meaning that the earnings will return slowly and steadily but from the other side a large amount of value might be added to the company over time as its present value is higher than project A. Moreover, according to Van Horne, we should take into consideration that when positive cash flows are generated during the course of a project, the money will be reinvested at the project’s rate of return, a fact this that might lead to the miscalculation of the internal rate of return (James C. Van Horne, 2005) and as a result give the belief that a project is more profitable than actually it is.
Apart from these factors, non-financial factors should be considered when investing in a certain company. According to Kenton, these non-financial factors (https://www.businessinfo.co.uk/content/non-financial-factors-investment-appraisal) are: the company should meet the requirements required from the current and future legislation by putting a balance on the industry standards and good practices offered such as the improvement of the staff morale, by  making it in this way easier to recruit and retain employees. Also, a great emphasis should be done on relationship’s improvements towards the suppliers and the customers by “gaining” as a result an improvement on the business reputation and the relationships with the local community. Moreover, providing a strong management system in the new areas especially in building skills and experience gives a strong level on the business’s capabilities by making possible in this way to anticipate and deal with the future threats that might come from the competition.
To add, according to Hurley, when investing in a certain company, it is important to put a kind of balance between financial and non-financial factors and decide how important is each of the factors for the person’s business, in other words how well the investment might fit with the overall business strategy of the person’s business (Hurley, 2016).
As a conclusion, I would say that the Subway company is a successful company and in different countries it has adopted different strategies, business and investment strategies by taking into account also the environment and the material used by the customers in using recycled material. This is a very good step because it enables the company to reduce the expenses on the production line and offer new freshly products to the customers and why not to reinvest in those products that the customers grow potentially.













Appendices
Table 1. Results of the calculations on the annual reports from 2017-2013
	
	2017
	2016
	2015
	2014
	2013

	Profitability
Gross margin
	0,1267
	0,1248
	0,1210
	0,1206
	0,1200

	Operating margin
	0,0125
	0,0125
	0,0105
	0,0105
	0,0102

	Net profit margin
	0,0057
	0,0042
	0,0037
	0,0032
	0,0027

	Liquidity
Current ratio
	1,5071
	1,4725
	1,4613
	1,4421
	1,4332

	Quick ratio
	0,7746
	0,7740
	0,7736
	0,7728
	0,7720

	Cash ratio
	0,0058
	0,0082
	0,0071
	0,0080
	0,0069

	Gearing 
Dept-equity ratio
	1,4020
	1,4268
	2,8855
	3,3059
	3,465

	Dept-to capital ratio
	0,5836
	0,5879
	0,7426
	0,7677
	0,7760

	Efficiency ratios
Asset turnover
	4,4062
	4,6607
	4,6611
	4,4661
	4,4662

	Fixed asset turnover
	2,2629
	2,5282
	2,5282
	2,6236
	2,6313
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