	






University of Wales
Trinity Saint David

Name of Student: Raluca Narcisa Nemes
Student number: 1905163

Module Title: Financial management
Module Lecturer’s Name: Jia Miao

Table of Contents
Introduction	3
Part a	4
Part b	7
Part c	16
Conclusion	24
Reference List	25
Appendix	29


[bookmark: _Toc25790416]Introduction 
The analysis of the financial performance of a company is a significant factor that helps in the accomplishment of an idea of how well it is performing. This can be done through interpreting financial statements of a company while contrasting its performance within its competitors. At the same time, a good financial performance can be achieved within organisations through using investment appraisal techniques in a suitable manner. In this report, an in-depth financial analysis has been conducted for the organisation BT Group Plc. The BT Group Plc is a multinational telecommunications organisation, which is headquartered in the city of London and is operating in about 180 nations across the globe. It acts as the largest provider for mobile, broadband and fixed line services within the country with about 106700 employees (bt.com, 2019). Within this report, the financial performance of the entity has been evaluated while the performance has been contrasted against that of its main competitor Vodafone UK Plc. 

[bookmark: _Toc25790417]Part a 
A brief history of BT Group Plc 
Company background 
The BT Group Plc, which was known as British Telecom prior to be known as the BT Group, had been formed during the year 1969. Serving a worldwide area, the organisation is not only listed under the London Stock Exchange but also serves as the part of the FTSE 100 Index (bt.com, 2019). In addition to the common telecommunication products, the organisation also has products including telecommunications equipment, supply chain management, home security, IT and network services and such others. The company also has a number of subsidiaries that include BT Italia, BT Ireland and Plusnet. It also has a number of divisions. The consumer division of the BT Group Plc provides subscription television, broadband and telephony services within the UK to about 18 million clients (btplc.com, 2019). 
Business model 
The BT Group Plc’s business model is based upon what it does and the way in which they are done. The three major values on which the business model is built includes providing services that are integral for the modern life (btplc.com, 2019). It also includes investment into what sets the company apart and the creation of value for each of its stakeholders. The organisation does these through the means of ensuring sustainability, following ethics and promoting human rights. In addition, it can be noticed that the BT Group Plc follows a multiband strategy, sells its products and services via its customer-faced units while keeping digitalisation as its priority. Within the figure that has been attached below, an overview is provided over the BT Group Plc’s business model.
[image: ]
Figure 1: Business model of the BT Group Plc 
(Source: btplc.com, 2019)
Market place and major competitors 
One of the largest, dynamic and rapidly developing industries of the UK economy is the telecommunications industry. The UK telecom market is one of the largest telecom markets within the Europe. Within the UK market place, the BT Group Plc holds a market share of 28%, which shows that it has a considerable positioning within in the UK telecommunication industry (statista.com, 2019). However, it can also be noticed that the overall telecommunications market place comprises of several players, who pose great challenges to the BT Group Plc. The major competitors of the business entity comprise of Vodafone Group Plc, the Deutsche Telekom, Orange, the Virgin Group and Telefonica. All these companies are growing at a rapid pace and is causing difficulties for BT to keep a leading position within the country. 

Most recent events 
As the BT Group Plc is a rapidly developing and advancing company along with being a major player within the UK marketplace, various events continue going on within it. One of the major events that have been flaring up in the BT Group Plc since July is the selling of the global headquarters of the company. The BT Centre is being sold off to the Orion Capital Managers for an amount of 210 million pounds (bbc.com, 2019). It has also mentioned the announcement of the details of its new headquarters within a short time. At the same time, it can be seen that the organisation has launched its 5G service in the UK during the month of August (bbc.com, 2019). 
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Part b 
A critical review of the company’s financial performances
The financial performance accomplished in an organisation during a specific year or a number of years in the past can be analysed with ratio analysis (Williams and Dobelman, 2017). This is because financial analysis of an organisation becomes easy with the application of financial ratios to interpret the financial statements of an organisation. For the gaining of understanding of the financial performance of the business entity BT Group Plc, there has been a detailed interpretation of its financial ratios in the following section. In addition to it, there has also been a comparison done on the financial performance of the BT Group Plc with its major competitor Vodafone Group Plc for the past five years. 
Calculation of key financial ratios of BT Group Plc for last 5 years 
In order to derive and analyse the financial performance of the BT Group Plc, there are six major financial ratios used along with a few subsidiary ratios. The six major ratios used are as follows - 
Primary investment level ratios 
· Operating return on equity (Primary investment ratio)
Operating profit / Total shareholders’ equity 
· Financial leverage multiplier (Primary financing ratio)
Capital employed / Total shareholders’ equity 
Primary operative level ratios 
· Return on capital employed (Primary operating ratio)
Operating income / Capital employed 
· Asset turnover (Primary utilisation ratio)
Revenues / Capital employed 
· Operating margin (Primary efficiency ratio)
Operating income / Revenues 
· Current ratio (Primary liquidity ratio)
However, in addition to these ratios, a few subsidiary ratios are utilised and applied as well. These ratios are as follows - 
· Net profit ratio 
Net income / Revenues x 100
· Acid test ratio (Quick ratio)
Liquid assets / Total liabilities 
· Gearing ratio 
Non-current liabilities / Capital employed 
· Earnings per share (EPS)
Net income - Preference dividend / Ordinary shares 
· Price earnings ratio (PE ratio)

Share price / EPS 
The following financial ratios of the BT Group Plc have been calculated and discussed in the section below:
Primary investment level ratios 
· Operating return on equity 
This financial ratio is a presentation of the operating profit that a company earns before taxation and is expressed as a percent of the book valuation of equity (Penman, 2015). 
· Financial leverage multiplier
This financial ratio is an expression of the number of times by which the capital employed is higher than the equity held by shareholders (Kijewska, 2016). 
	Primary investment level ratios calculated for BT Group Plc

	
	2019
	2018
	2017
	2016
	2015

	Operating return on equity
	= 3421 / 10167
= 33.65%
	= 3381 / 9911
= 34.11%
	= 3167 / 8335
= 38%
	= 3613 / 10112
= 35.73%
	= 3402 / 681 
= 499.56%

	Financial leverage multiplier
	= 36685 / 10167
= 3.61
	= 32657 / 9911
= 3.30
	= 31447 / 8335
= 3.77
	= 31315 / 10112
= 3.10
	= 19352 / 681
= 28.42


Table 1: Primary investment level ratios calculated for BT Group Plc
Primary operative level ratios 
· Return on capital employed 
The return on capital employed acts as a measurement of profit that is relative to the funds that shareholders have invested along with funds invested by lenders and bankers (Pinto and Joseph, 2017). 
· Asset turnover 
This ratio is the measurement of the times in which one pound of assets turns into one pound of revenue. 
· Operating margin 
The margin of operating profit is ratio used in order to the conduct an examination of how well a company is performing relative to that of other business entities. 
· Current ratio 
The current ratio is the short-term measurement of an entity’s liquid positioning through contrasting current assets with current debts (Kajola et al., 2019). 
	Primary operative level ratios calculated for BT Group Plc

	
	2019
	2018
	2017
	2016
	2015

	Return on capital employed 
	= 3421 / 36685 
= 9.33%
	= 3381 / 32657 
= 10.35%
	= 3167 / 31447
= 10.07%
	= 3613 / 31315
= 11.54%
	= 3402 / 19352
= 17.58%

	Asset turnover
	= 23428 / 36685
= 0.64 times 
	= 23723 / 32657
= 0.73 times 
	= 24062 / 31447
= 0.77 times 
	= 19012 / 31315
= 0.61 times 
	= 17968 / 19352
= 0.93 times 

	Operating margin
	= 3421 / 23428 
= 14.60%
	= 3381 / 23723
= 14.25%
	= 3167 / 24062
= 13.16%
	= 3613 / 19012
= 19%
	= 3402 / 17968
= 18.93%

	Current ratio  
	= 10444 / 9602
= 1.09
	= 8349 / 10185
= 0.82
	= 6875 / 10925
= 0.63
	= 8548 / 11651
= 0.73
	= 7838 / 8194
= 0.96


Table 2: Primary operative level ratios calculated for BT Group Plc



On the other hand, the subsidiary ratios that have been calculated for the organisation BT Group Plc include the following - 
· Net profit ratio 
The ratio showing the relationship amongst the net revenues of an organisation and the net profit earned in it is the net profit ratio (Khamidah et al., 2018). 
· Quick ratio 
The capacity that a company holds to meet current debts with the liquid assets owned by it is the quick ratio (Purnomo, 2018). 
· Gearing ratio 
The metric that shows solvency of an entity by comparing how its funding comes through borrowing techniques versus ownership is known as gearing ratio. 

· EPS 
It is a significant financial measure through which profitability of a company can be understood by dividing profit with outstanding common shares (Jewell and Mankin, 2016). 
· Price earnings ratio 
The ratio of an entity’s current share prices with the EPS that shows the willingness of the market for paying earnings is the price earnings ratio (Nezlobin et al., 2016).
 
	Subsidiary ratios calculated for BT Group Plc

	 
	2019
	2018
	2017
	2016
	2015

	Net profit ratio
	= 2159 / 23428
= 9.22
	= 3381 / 23723
= 8.57
	= 3167 / 24062
= 7.93
	= 3613 / 19012 
= 12.97
	= 3402 / 17968 
= 11.45

	Quick ratio
	= 10444 - 369 / 9602
= 1.05
	= 8349 - 239 / 10185
= 0.80
	= 6875 - 227 / 10925
= 0.61
	= 8548 - 189 / 11651
= 0.72
	= 7838 - 94 / 8194
= 0.95

	Gearing ratio 
	= 26518 / 36685
= 0.72
	= 22746 / 32657
= 0.70
	= 23112 / 31447
= 0.73
	= 21203 / 31315
= 0.68
	= 18671 / 19352
= 0.96

	EPS
	
= 21.80 p 
	= 20.50 p
	= 19.20 p
	= 28.50 p
	= 25.50 p

	Price Earnings ratio
	= 21.8 / 238.35
= 10.93
	= 20.50 / 271.7
= 13.25
	= 19.2 / 366.90
= 19.11
	= 28.50 / 471.7
= 16.55
	= 25.50 / 416.7
= 16.34


Table 3: Subsidiary ratios calculated for BT Group Plc
Critical evaluation of the calculated ratios 
Evaluation based on investment level ratios 
Consideration and analysis of the operating return on equity of the BT Group Plc indicates a considerable level of decrease during these past five years. However, despite of the decrease there is a favourability and adequacy maintained in the ratio over these years, due to which it cannot be termed as an indication of negative financial performance. On the other hand, a significant level of improvement can be noticed within the BT Group Plc depending upon its financial leverage multiplier. It is because a large amount of decrease can be noticed within this ratio, which is an indication of improvement of the company’s financial position. 
Evaluation based on operative level ratios 
The operative level ratios evaluated for the organisation BT Group Plc, however, shows mixed outcomes. This is because it can be noticed that the return on capital employed of the organisation have decreased largely over these last five years. However, when the asset turnover of the company is evaluated, even though slight, an improvement can be noticed over this span of 5 years. On the other hand, when the operating margin of the BT Group Plc is considered, results indicate that the operating margin has also reduced from 2015 to 2019 similar to the ROCE. However, coming to the current ratio of the entity is an indication that the liquid position at which it stood during 2015 has strengthened at the end of the year 2018. Thus, a satisfactory financial performance together with position of the BT Group Plc can be found out. 
Evaluation based on subsidiary ratios 
The consideration of each of the subsidiary ratios of the BT Group Plc also shows differing results. It can be noticed that there has been a decrease in the net profit ratio of the organisation with a subsequent decrease within the EPS of the organisation. At the same time, the PE ratio of the organisation shows a decrease from 2015 to 2019. However, none of these decreases are considerable in nature and there is a maintenance of optimality in each of these financial ratios of the BT Group Plc. On the other hand, it can be noticed that the liquidity position of the entity has enhanced during the past five years due to the increase in the acid test ratio while the gearing ratio of the entity has decreased in this span. This decrease of the gearing ratio is an indication that the long-term debt paying capacity within the BT Group Plc has increased, thereby enhancing its solvency. Thus, yet again positive results can be achieved in the financial position and efficiency of the organisation. 

Comparison to major competitor 
The Vodafone Group Plc is one of the major competitors of the BT Group Plc. The company comprised of 98996 employees, is also a telecommunications conglomerate from the UK operating on a worldwide basis (vodafone.com, 2019). In order to evaluate and contrast the performance and financial stableness of BT Group Plc and Vodafone Group Plc, all the primary investment and operative level ratios and the subsidiary ratios discussed above can be applied. 
The following is the comparison of the investment level ratios of BT Group Plc with that of Vodafone Group Plc - 
	Primary investment level ratios
	BT Group Plc
	Vodafone Group Plc

	
	2019
	2019

	Operating return on equity (%)
	= 3421 / 10167
= 33.65%
	= - 951 / 62218
= - 1.53%

	Financial leverage multiplier
	= 36685 / 10167
= 3.61
	= 117339 / 62218
= 1.89


Table 4: Primary investment level ratios of BT Group and Vodafone Group 
Through the contrast of the operating return on equity and financial leverage multiplier of BT Group and Vodafone Group show differing results. It is because in the BT Group, the operating return on equity is considerably better. While the operating return on equity of the BT Group is 33.65%, the Vodafone Group Plc has ended up with -1.53% operating return on equity. This shows that the Vodafone Group Plc has had a negative return on equity. On the other hand, in the case of financial leverage multiplier, it can be noticed that BT Group’s financial leverage is 3.61, while that of Vodafone Group Plc is 1.89. This indicates that Vodafone Group Plc has better financial leverage and solvency between the two companies. 

The following is the comparison of the operative level ratios of BT Group Plc with that of Vodafone Group Plc.
	Primary operative level ratios
	BT Group Plc
	Vodafone Group Plc

	
	2019
	2019

	Return on Capital Employed (%)
	= 3421 / 36685 * 100
= 9.33%	
	= - 951 / 117339 * 100
= - 0.81%

	Asset turnover (times)
	= 23428 / 36685
= 0.64 times 
	= 43666 / 117339
= 0.37 times 

	Operating margin (%)
	= 3421 / 23428 * 100
= 14.60%
	= 43666 / - 951 * 100
= - 2.18%

	Current ratio 
	= 10444 / 9602
= 1.09
	= 39817 / 25523
= 1.56


Table 5: Primary operative level ratios of BT Group and Vodafone Group
The contrasting of the BT Group and Vodafone Group’s return on capital employed along with the operating margin shows same results as obtained in case of operating return on equity. It can be noticed that the BT Group has a much better and leading performance in terms of both these metrics than Vodafone Group. Both these ratios are in negative figure in terms of Vodafone. This is an indication that the Vodafone Group Plc has had negative returns on capital employed in 2019 along with negative operating profit margin. On the contrary, BT Group has had considerable returns on capital employed and operating profit ratio. 
However, based on the current ratio, it can be seen that Vodafone is leading. This is because the liquid position of the company is relatively higher, thereby indicating slightly better financial position. However, the current ratio of the BT Group is not considerably poor and satisfactory maintenance of liquidity in it can be observed. At the same time, considering the asset turnover of BT Group with that of the Vodafone Group Plc shows similar results as that of the profitability ratios. Asset turnover in case of BT Group is better than the asset turnover in Vodafone Group Plc, which is yet again an indicator of BT Group’s leading financial performance.  
The following is the comparison of the subsidiary level ratios of BT Group Plc with that of Vodafone Group Plc - 
	
	BT Group Plc
	Vodafone Group Plc

	
	2019
	2019

	Net profit ratio (%)
	= 2159 / 23428 * 100 
= 9.22 %
	= - 7644 / 43666 * 100
= - 17.51 %

	Quick ratio
	= 10444 - 369 / 9602
= 1.05
	= 39817 - 714 / 25523
= 1.53

	Gearing ratio 
	= 36120 - 9602 / 36685
= 0.72
	= 80644 - 25523 / 117339
= 0.47

	EPS (pence)
	= 21.80 p 
	= - 16.25 p

	Price Earnings ratio
	= 21.8 / 238.35
= 10.93
	= 154.58 / - 16.25
= - 9.51


Table 6: Subsidiary ratios of BT Group and Vodafone Group
The contrasting of the subsidiary ratios of the BT Group and Vodafone Group are a direct indication that the BT Group has better financial performance. It is because only the quick ratio and gearing ratio of the Vodafone Group are better in comparison to that of the BT. This is because the quick ratio of the Vodafone Group Plc is higher than that of the BT Group while its gearing ratio is lower, which indicates higher solvency levels. However, none of these ratios are considerably more and sufficiency can be noticed in both these aspects of the company. On the other hand, considerably poor performance of the Vodafone Group can be seen based on net profit margin, EPS and PE ratio. It is because all these three financial ratios of Vodafone are in negative figure and shows terribly poor financial performance of the organisation. As a result, the comparison of the BT Group’s financial performance to the Vodafone Group Plc based on subsidiary ratios also shows a better performance in BT Group during the year 2019. 
Hence, through comparison of the BT Group’s financial performance to its major competitor Vodafone Group, it can be concluded that the BT Group Plc is leading amongst the two companies. The company has a better performance than its competitor based on their financial statements. 
Recommendations on the improvement of BT Group Plc’s financial management 
Financial management in a company is one of the most significant aspects and acts as the factor for enhancing financial stableness in them while improving performance (Shapiro and Hanouna, 2019). Through the review of the financial performances of the BT Group Plc and the Vodafone Group Plc, it can be found that the Vodafone Group has a poorer performance. However, some financial ratios indicate that the financial performance of the BT Group is lagging behind that of the BT Group. At the same time, there have also been decreases in some of the financial ratios of the company even if they are higher than that of its competitor. The following are the recommendations provided to the BT Group Plc for the improvement of its financial management to improve these areas - 
· The profitability of the BT Group Plc can be observed to have decreased from 2015 to 2019. For the enhancement of profitability, the finances of the company are recommended on being managed in a way such that its costs are managed and its purchases are made effectually. It is also advised to focus over sales efforts while reviewing the discounts it provides to clients. 
· At the same time, it can be noticed that despite of increase in the liquidity of the company from 2015 to 2019, there is scope for further improvements. Due to this, the BT Group Plc is recommended on removing its obsolete and non-useful assets held while enhancing collections and stressing over leasing. Similarly, inventories must be managed and more of long-term debts must be availed. 
· It can also be found out that the financial leverage and gearing ratio of the Vodafone Group Plc is better than that of BT Group Plc. As a result, the BT Group is recommended on improving financial management through focusing and depending more over funding through equity. Debt financing must be reduced largely within it. 

Part c
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Calculate the Payback Period (PBP), Accounting Rate of Return (ARR), Internal Rate of Return (IRR) and the Net Present Value (NPV) of the project. Evaluate the results of these calculations and recommend with reasons which project should be adopted. 
The organisation BT Group Plc has been researching and evaluating the prospects of varying new opportunities for investments and appraises each of them via investment appraisal techniques. Investment appraisal is the utilisation of techniques with which the viability of projects, portfolio or programme decisions along with their value is achieved (Hicks, 2017). The following is the application of four diverse techniques of investment appraisal to two mutually exclusive promising projects being considered in BT.

Calculation of the Payback Period (PBP)
The payback period indicates a metric with which the viability of an investment can be tested in terms of the time needed for recovery of investment costs (Al Ani, 2015). As stated by Jabet et al. (2015), the following formula is used for computing an investment’s payback period.
Last period experiencing negative cumulative yearly cash inflow (i) + Absolute value of cash inflow during period (i) / Successive period’s cash inflow.


The payback period calculated for the projects of BT Group is shown below:
	
	Project A
	Project B

	Year 
	Cash inflows from Project A
	Cumulative cash inflows from Project A
	Cash inflows from Project B
	Cumulative cash inflows from Project B

	0
	- £ 103.00 
	- £ 103.00 
	- £ 105.00 
	- £ 105.00 

	Year one
	 £    10.00 
	- £    93.00 
	 £    60.00 
	- £    45.00 

	Year two
	 £    30.00 
	- £    63.00 
	 £    40.00 
	- £      5.00 

	Year three 
	 £    50.00 
	- £    13.00 
	 £    60.00 
	 £    55.00 

	Year four
	 £    65.00 
	 £     52.00 
	 £     5.00 
	 £    60.00 

	
	Payback period 
= 3 years + (13 / 65) years 
= 3 years + 0.2 years 
= 3.2 years 
	Payback period 
= 2 years + (5 / 69) years 
= 2 years + 0.0833 years 
= 2.0833 or 2.08 years


Table 7: PBP calculations 

Calculation of the Accounting Rate of Return (ARR)
Accounting rate of return is the metric utilised for appraising investments through computing returns of an investment based on the net income that it generates (Rutkowska-Ziarko and Pyke, 2017). 
The below is the derivation of the ARR of the two projects of BT Group.

Project A 
	Particulars 
	Year one 
	Year two 
	Year three 
	Year four 

	Total yearly cash inflows 
	 £    10.00 
	 £    30.00 
	 £    50.00 
	 £    65.00 

	Less - Depreciation 
	 £    25.75 
	 £    25.75 
	 £    25.75 
	 £    25.75 

	Average yearly profit 
	- £    15.75 
	 £       4.25 
	 £    24.25 
	 £    39.25 


Table 8: Table used for ARR calculation of Project A 
Thus, 
Depreciation: purchase cost- scrap value = 103-0= 103 (depreciable asset cost of £103)
¼ useful life = 0,25 * 100 =25% depreciation rate /year
25% depreciation rate * 103 depreciable asset cost = £25.75 annual depreciation 
Total profit generated = 39.25 + 24.25 + 4.25 - 15.75 = 52
Average amount invested = 103



= 52 / 103 * 100
= 0.50485 * 100
= 50.49%


Project B 
	Particulars 
	Year one 
	Year two 
	Year three 
	Year four 

	Total yearly cash inflows 
	 £    60.00 
	 £    40.00 
	 £    60.00 
	 £       5.00 

	Less - Depreciation 
	 £    28.75 
	 £    28.75 
	 £    28.75 
	 £    28.75 

	Average yearly profit 
	 £    31.25 
	 £    11.25 
	 £    31.25 
	-£    23.75 


Table 9: Table used for ARR calculation of Project B

Thus, 
Depreciation: purchase cost- scrap value = 115-0= 115 (depreciable asset cost of £103)
¼ useful life = 0,25 * 100 =25% depreciation rate /year
25% depreciation rate * 115 depreciable asset cost = £28.75 annual depreciation 
Total profit generated = 31.25 + 11.25 + 31.25 - 23.75 = 50
Average amount invested = 115



= 50 / 115 * 100
= 0.43478 * 100
= 43.47%



Calculation of the Net Present Value (NPV)
The distinction amongst an investment’s present worth or price of cash outflows and inflows indicating profitability that it generates is termed as net present value (Hopkinson, 2017). The formula utilised for NPV computation is as follows - 
NPV = Net present worth of inflows in cash - Net present worth of outflows in cash 
The net present value calculated for the two projects of BT Group has been shown in the table below:
	
	
	Project A
	Project B

	Year 
	Discounting factor at 8.73%
	Cash inflows from Project A
	Present value cash inflow from Project A
	Cash inflows from Project B
	Present value cash inflow from Project B

	0
	1.0000
	- £ 103.00 
	- £ 103.00 
	- £ 115.00 
	- £ 115.00 

	Year one
	0.9197
	 £    10.00 
	 £       9.20 
	 £    60.00 
	 £    55.18 

	Year two
	0.8459
	 £    30.00 
	 £    25.38 
	 £    40.00 
	 £    33.90

	Year three 
	0.7780
	 £    50.00 
	 £    38.90 
	 £    60.00 
	 £    46.51

	Year four
	0.7155
	 £    65.00 
	 £    46.51 
	 £       5.00 
	 £     3.57 

	
	
	NPV 
= (9.20 + 25.38 + 38.90 + 46.51) - 103
= £16.98 
	 NPV 
= (55.18 + 33.83 + 46.68 + 3.58) - 115
= £24.27 


Table 10: NPV calculations 





Calculation of the Internal Rate of Return (IRR)
The internal rate of return relates to a metric utilised for the appraisal of an organisation’s investments that gives the rate of returns earned from a project (Patrick and French, 2016). As stated by Sneps-Sneppe (2017), the formula utilised for IRR computation is as follows -
IRR = R1 + (NPV1 / NPV1 – NPV2) * (R2 – R1)
The internal rate of return calculated for the two projects of BT Group has been done separately in the below section -  
Project A 
	Year 
	Cash inflows from Project A
	Discounting factor at 8.73% (R1)
	Present value cash inflow at R1
	Discounting factor at 15% (R2)
	Present value cash inflow at R2

	0
	- £ 103.00 
	1.0000
	- £ 103.00 
	1.0000
	- £ 103.00

	Year one
	 £    10.00 
	0.9197
	 £       9.20 
	8.695
	£    8.695

	Year two
	 £    30.00 
	0.8459
	 £    25.38 
	1.3225
	£    22.68

	Year three 
	 £    50.00 
	0.7780
	 £    38.90 
	1.521
	£    32.873

	Year four
	 £    65.00 
	0.7155
	 £    46.51 
	1.75
	£    37.14

	NPV
	
	
	 £    16.98 
	
	£    -0.62


Table 11: Table used for IRR calculation of Project A

NPV2= -103 +22.68 +32.873 +37.14 = -103 +102.38= -0.62
IRR 
= 8.73 + (16.98 / 16.98 +0.62) * (15 - 8.73)
= 8.73 + 16.98/17.6 * 6.27
= 14.78%

Project B 
	Year 
	Cash inflows from Project B
	Discounting factor at 8.73% (R1)
	Present value cash inflow at R1
	Discounting factor at 20% (R2)
	Present value cash inflow at R2

	0
	- £ 115.00 
	1.0000
	- £ 115.00 
	1.0000
	- £ 115.00 

	Year one
	 £    60.00 
	0.9197
	 £    55.18 
	50
	 £    53.57 

	Year two
	 £    40.00 
	0.8459
	 £    33.90 
	1.44
	 £    31.89 

	Year three 
	 £    60.00 
	0.7780
	 £    46.51 
	1.728
	 £    42.71 

	Year four
	 £       5.00 
	0.7155
	 £     3.57 
	2,073
	 £     3.18 

	NPV
	
	
	 £    24.27 
	
	 £    -0.1 


Table 12: Table used for IRR calculation of Project B

NPV2= -115 + 50 + 27.7 + 34.7 + 2.411 = -65 + 27.7 + 34.72 + 2.411 = -0.1
IRR 
= 8.73 + (24.27 / 24.27 + 0.1) * (20 - 8.73)
= 8.73 + 11.27 
= 19.95%







Evaluation of results and recommendations 
The evaluation of the results that have been derived from appraisal of the two projects of BT Group Plc, it can be determined that the both the NPV and IRR of Project B is higher than Project A. Similarly, the ARR of Project B is better and the payback period of Project B is lower than Project A. Thus, it can be determined that the results from all the four methods of investment appraisal used above indicate that Project B of BT Group is more viable amongst the two projects. As a result, it is recommended to BT Group that amongst the two projects that it is considering, the company should move forward and accept Project B.

Critically discuss the advantages and shortcomings of the PBP, IRR and NPV techniques as ways of evaluating capital projects, please use relevant literature (with proper referencing) to support your discussion. Please also address the non-financial factors that need to be considered. 

Investment appraisal methods benefit considerably to all organisations in decision-making relating to investing their funds into a project or any venture (Konstantin and Konstantin, 2018). There are varying advantages of utilising investment appraisal techniques. However, there are certain shortcomings of these techniques as well. The following discusses on the benefits and shortcomings of three most significant investment appraisal techniques:
	Technique 
	Advantages 
	Shortcomings

	PBP 
	· Any sort of risks connected to a project or a venture is easily achieved through the utilisation of PBP. 
· The PBP is also easily computable along with being universally accepted and simply understandable (Ahmed et al., 2015). 
· The entities that prevail under economic turbulences are benefitted from the use of the PBP technique. 
	· The method also does not consider the factor of “time value of money”. 
· PBP is also a failure because it does not account for any of the cash flowing into a company after the payback is accomplished (Sangogboye et al., 2016). 
· It is also unrealistic to a certain extent as liquidity is emphasised more than profitability for evaluating investment viability. 

	IRR
	· The IRR gives a snapshot of the potential or probable returns that can be achieved from the projects of a company. 
· “Time value for money” is also accounted for within the method (Goedhart et al., 2015). 
· Hurdle rate computations are also not required and are simple for being interpreted. 
	· Economies of scale acts as the foremost factor that every organisation requires considering during investment appraisal but is ignored in the IRR calculation (Storey, 2016). 
· Impractical and implicit assumptions are made on reinvestment rate at the IRR for the rest of the period of a project in this method. 

	NPV 
	· “Time value for money” being considered in this method is its chief benefit (Lane and Rosewall, 2015). 
· The method accounts for all the cash flows that are achieved from an investment and then measures its profitability. 
· It leads to the enhancement of the worth of an organisation. 
	· The computations for NPV are often a difficult task. 
· It often results into inaccurate derivation of investment viability when projects are either mutually exclusive or possess unequal lives (Sirinanda et al., 2018). 
· No opportunity costs or sunk costs are considered in the method. 


Table 13: Benefits and shortcomings of NPV, IRR and PBP

However, for ascertaining the success of all investments, it is necessary to consider a number of non-financial factors (Roy and Hota, 2017). The following are the major non-financial factors that need being considered for investments:
· Meeting the requirements under future and present legislations 
· Ensuring good practice and matching the standards of the industry 
· Improvement of staff morale, for easier retention and recruitment of employees 
· Enhancing customer and supplier relations 
· Development of organisational capabilities for executing the projects smoothly 
· Anticipation and tackling of the future threats, for example, protection of intellectual property from potential rivalry 
[bookmark: _Toc25790420]
Conclusion 
Thus, from this report, it can be concluded that financial analysis and investment appraisal act as significant aspects for understanding the performance of companies and ensuring proper investment decisions. It could be derived that the financial performance of BT Group Plc is considerably good. This is not only in terms of the own performance of BT but also in comparison to its major competitor Vodafone. At the same time, it can be determined that amongst the two projects of the company, Project B is more viable in nature. The financial performance of BT can be improved largely if the company uses the recommendations provided in the report both for improving financial soundness and accepting investments effectually. 
[bookmark: _Toc25790421]
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Appendix 
Financial data from the financial statements of BT Group for the past five years
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Financial data from the financial statements of Vodafone Group Plc during 2019
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