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1. [bookmark: _Toc164854879]Introduction

1.1 [bookmark: _Toc164854880] History 

Johnson & Johnson is a multinational corporation founded in 1886 by three brothers: Robert Wood Johnson, James Wood Johnson as well as Edward Mead Johnson. It headquarter is in New Brunswick, New Jersey, NJ, USA. The company operates in the healthcare industry, encompassing three main sectors: medicines, medical devices, and cosmetics, respectively.
1.2 [bookmark: _Toc164854881] Business Model

The main focus of Johnson & Johnson¢ business approach is to research and develop new products. The company dedicates itself to the production of the well-built health-related products that meet a plethora of demands globally. It facilitates great innovations and discoveries through investing heavily on the research and development to bring forth new and advanced drug products to the market addressing different health issues including simple wellness and complicated ailments.
1.3 [bookmark: _Toc164854882] Market Place

Johnson & Johnson is a worldwide health care industry company, and is from 60 countries is located and 175 countries sold products. The organization's diversified portfolio is a means of way to satisfy all the needs of the market that include pharmaceutical, medical equipment, over-the-counter products, etc. It renders a wide range of distribution in the developed as well as outreach markets, and its primary function remains responding to and providing healthcare around the world.
1.4 [bookmark: _Toc164854883] Major Competitors

· Pfizer Inc. is a diverse global pharmaceutical corporation that competes against the Johnson & Johnson Corporation to increase the market share in the pharmaceuticals segment.
· Novartis AG - A (multidisciplinary) pharmaceutical cooperative company from Switzerland that competes in various pharmaceutical fields.
· Merck & Co., Inc. – an American multinational pharmaceutical corporation that concurrently represents a rival to Johnson & Johnson in the development and marketing of medications.
· Abbott Laboratories - It is a healthcare firm that fights against Johnson & Johnson in two arena of medical devices and diagnostics.
· Procter & Gamble - The company spanning several nations that is just as strong in market as Johnson & Johnson in the consumer health products market.
J&J has borrowed the opportunity to show the market its innovation, wide range of products and broad global presence making it a key player in the ever growing healthcare industry, and its competitors, however, keep on strengthening too.
1.5 [bookmark: _Toc164854884]  Major Event of J&J

2019:
Legal Issues: Johnson & Johnson got into many legal troubles for its products, among them was the lawsuit case about the usage of talcum powder that could have led to cancer. At the end of October 2019, the company recalled a whole batch of one of their bestselling products that was sold all around the country, after the FDA discovered a tiny particles of asbestos in one of the bottles by chance (Revsine, Collins & Johnson, 2021).
2020:
COVID-19 Vaccine Development: Johnson & Johnson mentioned the development of a vaccine for COVID-19 and got the ‘emergency use authorization’ status from the FDA in February 2021. The company's single-dose vaccine that was added to the existing global vaccine supplies line was an important expansion of the global vaccine supply (Revsine, Collins & Johnson, 2021).
2021:
Strategic Change: Johnson & Johnson, on its part, disclosed its intention to tear off its consumer health division and list it as a publicly traded company. By this means the organization had a possibility to occupy itself with its main area of professional pharmaceutical and medical devices.
2022:
Legal Settlement: On the 18th of February, 2022, Johnson & Johnson and its subsidiary, DePuy Synthes, settled claims of subscribing to the False Claims Act for promoting the medical devices for no approved reasons (Revsine, Collins & Johnson, 2021).
2023:
Acquisition: In February 2023, a subdivision of Johnson & Johnson - Janssen Pharmaceutical Companies Inc. announced the acquisition of Hemab Therapeutics, a company that is engaged in developing drugs for serious blood disorders. This respective acquisition is emphasized to strengthen J &J hematology portfolio.
2. [bookmark: _Toc164854885]Calculation of financial ratios

Here's a more detailed critical review of Johnson & Johnson's financial performance for the most recent financial year, covering profitability, liquidity, gearing, and efficiency ratios:

2.1 [bookmark: _Toc164854886] Profitability Ratio
The profitability ratio is a financial index used to assess the ability of a company for generating gain as compared to its revenue, assets, equity, or other financial metrics (Rafid et al., 2021).
· Return on Equity (ROE)
Formula: ROE = Net Income/ Shareholder's Equity (Roychowdhury, Shroff & Verdi, 2019)
Calculation: J&J reported the net income of approximately $17.94 billion and the shareholder's equity of approximately $76.804 billion at the end of the fiscal year that ends on December 31, 2022. For this reason, therefore, ROE = $17.97 billion / $76.80 billion = 0.234 or 23.35%.
Discussion: ROE of 23.35% is high and undoubtedly the company is rewarding its investors for the capital invested. The profitability ratio is a good indication of a stable company that uses equity market capitalization (equity) efficiently to generate profits.
2.2 [bookmark: _Toc164854887] Liquidity Ratio

Liquidity ratio is a financial ratios which is a measure of company's capacity to repay the short-term obligations and liabilities with the available cash and cash equivalents (Jihadi et al., 2021). The ratios of these mention how stable the firm's liquidity is; that it can change its assets into cash even without much loss of money.
· Current Ratio
Formula: Current Ratio = Current Assets divided by Current Liabilities  
Calculation: In the fiscal year ending on December 31, 2022, Johnson & Johnson reported current assets of an approximated 55.29 billion USD and current liabilities at a approximated 55.80 billion USD. Consequently, Current Ratio is calculated by $55.29 billion / $55.80 billion = 0.99
Discussion: Johnson & Johnson's Current Ratio of 0.99 shows the short-term obligations of the company are higher than short-term assets. This signals out that JNJ might be hoping to make up those short-falls by using some of its cash.
2.3 [bookmark: _Toc164854888] Gearing Ratio

A gearing ratio is a financial indicator that determines a company's proportionate relation of borrowed funds to equity. It measures the ratio of a company's debt to its equity; that is, this is the relationship between the creditors and the investors (Dirman, 2020).
· Debt-to-Equity Ratio
Formula: Debt-to-Equity Ratio=Total Liabilities/Shareholder's Equity (Roychowdhury, Shroff & Verdi, 2019)
Calculation: As of December 31, 2022, for the fiscal year ending December 31, 2022, Johnson & Johnson had total liabilities amounted approximately $110.57 billion and shareholder's equity about of $76.80 billion. Then, the Debt-to-Equity Ratio is $110.57 billion / $76.80 billion = 1.43
Discussion: A debt-to-equity ratio of 1.43 reveals Johnson & Johnson more spectacularly has a higher level of debt compared to its equity. It means, however, that Johnson & Johnson, even given that it is a good sized and established company, sometimes works with big debts.
2.4 [bookmark: _Toc164854889] Efficiency Ratio

The efficiency ratio is an accounting measure reflecting the effectiveness of firms in using their assets to cover the costs and return income (Barauskaite & Streimikiene, 2021). 
· Inventory Turnover Ratio
Formula: Inventory Turnover Ratio = Cost of Goods Sold / average Inventory (Revsine, Collins & Johnson, 2021)
Calculation: Regarding the fiscal year 2022 which ended on the 31st of December 2022 Johnson & Johnson recorded as cost of goods sold around $24.596 billion and an average inventory of approximately $10.26 billion. Therefore, there is the inventory turnover ratio = $24.59 billion / $10.26 billion = 2.39, respectively.
Discussion: The impact of the Johnson & Johnson’s inventory turnover ratio of 2.39 is that, the firm has the ability to efficiently manage its inventory and to turn it over approximately 2.39 times over the year. This more or less shows the same thing like effective inventory management and resource utilization are the conditions of the maintaining the operational efficiency preventing any item holding costs.

	NO 
	J&J Inc. Ratios 

	Return on Equity (ROE)
	23.35%

	Current Ratio
	0.99

	Debt-to-Equity Ratio
	1.43

	Inventory Turnover Ratio
	2.39


Table 1: Ratio analysis of financial statements of J&J
2.5 [bookmark: _Toc164854890]  Evaluation of the ratios

To critically evaluate the financial ratios calculated for Johnson & Johnson, we can refer to academic references that provide insights into the interpretation and significance of these ratios in assessing a company's financial health
· Profitability Ratio: Return on Equity (ROE)
Brigham and Houston (2019) in their book "FUNDAMENTALS OF FINANCIAL MANAGEMENT" bring out the point that ROE should desirably be large as it shows that the company income is making high profits from the amount of equity capital it is establishing. Johnson & Johnson's ROE of 23.35% well qualify as being strong, a shout out to the efficient management and the lucrative profitability.
Damodaran (2018) in "Corporate Finance: In the book "Financial Health: Theory and Practice" the author suggests that one should compare ROE with the industry's averages and the past performance. J&J ROE is to be evaluated in relation to its rivals, its historical ROE, and it reflects its performance rate.
· Liquidity Ratio: Current Ratio
According to the writing of Gittman, Zutter, and Balasubramanyam (2020) in Principles of Managerial Finance, it is obvious that current ratio above 1.0 means the firm has more liquidated assets than short-term liabilities. Liquidity for Johnson & Johnson's revolves at around 0.99 as their current ratio tells us.
Amongst Brealey, Myers and Allen's (2019) assertions in "Principles of Corporate Finance" does these authors come to the conclusion that, though a higher current ratio is of importance, may be signifying inefficiency in the utilization of assets if they are excessively low. Liqvidity and the useful employment of assets should be regarded as twin components of the financial position of Johnson & Johnson.
· Gearing Ratio: Debt-to-Equity Ratio
Neave, Zhou and Fabozzi (2018) in "Financial Economics" state this as the higher the debt-to-equity ratio, the more aggressive is the financing and greater the financial risk posed. A company debt-equity ratio of 1,43 demonstrates a higher proportion of debt in banking structure, which may add in the level of risk of the enterprise .
Penman, J. (2020) in "Financial Statement Analysis and Security Valuation" posts a viewpoint that as leverage may boost returns, the side effect of income instability and the risk of bankruptcy always present themselves. Johnson and Johnson have to take care of its net debt that must be positive because negative impacts could follow.
· Efficiency Ratio: Inventory Turnover Ratio
Horngren, Datar, and Rajan (2021) in "Cost Accounting: In "Focused on "Underlying Ratio" and High Inventory Turnover Ratio of Inventory Management Helps to Hold Costs down and Responds faster to Market Demand . Ratio of Johnson & Johnson is 2.39 showing the company’s capability in controlling its inventories among other values.
Garrison, Noreen, and Brewer (2018) explain that the managers must compare products and industries for the clarification of the inventory turnover ratios. Johnson & Johnson needs to compare the inventory turnover with the market's benchmarks as an attempt to evaluate it in the face of rivals.
2.6 [bookmark: _Toc164854891]  Comparison with competitors

· Profitability Ratio: Rate of Return on Equity (ROE)
Johnson & Johnson (ROE: (23.35%).
Pfizer (ROE: 32.7%)
Merck (ROE: 0.79%)
Comparison and Evaluation
The example shows the divergences in financial competence of these large pharmaceutical companies. Filing in with the highest ROE, Pfizer is the leader in terms of profitability of any other competitor. As evidenced by Johnson & Johnson, the company shows a pronounced financial health, though with comparatively a low ROE between it and Pfizer. Nevertheless, Merck’ aptness to such emulation highlight the presence of some grey areas that could be improved in its financial strategy or operational efficiency. Investors and stakeholders will need to consider this variation in ROE in comparison with other financial indicators as well as industry development when making a study of the company`s operations and making an investment decision.
· Liquidity Ratio: Current Ratio

Johnson & Johnson (Current Ratio: 0.99)
Pfizer (Current Ratio: 1.47)
Merck (Current Ratio: 1.21)
Comparison and Evaluation
In comparing the three firms, Pfizer has the top ranking in current ratio showing a better short-term financial stability, which is pretty critical for insuring operational flexibility and responding to any financial emergency. Merck's current position indicates taking a balanced dictum as it involves both liquidity and long-term investments. J&J's ratio could suggest a more diversified business which may lead to the ready time for sale of the assets being a bit slower.
· Gearing Ratio: Debt-to-Equity Ratio
.
Johnson & Johnson (Debt-to-Equity Ratio: 1.43)
Pfizer (Debt-to-Equity Ratio: 1.05)
Merck (Debt-to-Equity Ratio: 1.37)
Comparison and Evaluation
In the case of Pfizer, its lower debt-to-equity ratio than its competitors shows the conservative financial strategy it has adopted to reduce financial risk levels. Merck has a modest debt ratio which is of course a sign of a balanced use of debt and equity. J&J, on the other hand, has a higher ratio reflecting a more aggressive approach towards debt leveraging for growth and investments.
· Efficiency Ratio: Inventory Turnover Ratio
Johnson & Johnson (Inventory Turnover Ratio: 2.39)
Pfizer (Inventory Turnover Ratio: 3.82)
Merck (Inventory Turnover Ratio: 2.94)
Comparison and Evaluation
Pfizer’s inventory turnover ratio among the three companies shows the outstanding efficiency in inventory management, thus further proving the point. In addition, Johnson & Johnson and Merck also reveal some equally skillful inventory management but to a sensitive degree. These ratios are very significant when it involves assessing the operational efficiency and financial performance of pharmaceutical companies as efficient inventory management produces savings in the cost, improvement in cash flow, and better responsiveness to market demand.

	Ratios 
	J&J Inc.
	Pfizer Inc.
	Merk Inc.

	Return on Equity (ROE)
	23.35%
	32.7
	0.79

	Current Ratio
	0.99
	1.47
	1.21

	Debt-to-Equity Ratio
	1.43
	1.05
	1.37

	Inventory Turnover Ratio
	2.39
	3.82
	2.94



Table 2: Ratio analysis of J&J with other competitors
2.7 [bookmark: _Toc164854892] Recommendations on improving the financial management

Based on the analysis of Johnson & Johnson's financial performance and the comparison with its major competitors, the following recommendations are proposed to improve the company's financial management:
Enhance Liquidity Management: The current ratio of Johnson & Johnson is a little lower than 1, indicating a problem in maintaining better liquidity. The company should concentrate not only on improving inventories turnover, receivables collection pace and paying suppliers later, involved in working capital optimization. This will be achieved through reduction of the inventory (current ratio) to ensure that short-term obligations are effectively present.
Reduce Financial Leverage: Perhaps Johnson & Johnson’s debt-to-equity ratio is manageable because it is higher than Pfizer’s one. The company should think about what it can do to cut down its liabilities to the debt, so it may employ tactics like using equity financing or paying down existing debt in the future. That will cut down the debt-to-equity ratio, leading to a lower financial risk (Alabdullah et al., 2022).
Improve Inventory Efficiency: Although Johnson & Johnson has a moderate level of inventory turnover, Pfizer has a higher intensity of inventory management. The business needs to adopt the inventory management techniques, which include the JIT (just-in-time), demand forecasting, and supply chain optimization. These will lead to the increased inventory turnovers. Apart from that, this will lower holding costs and give a way for potential use of capital.
Focus on Profitability: Johnson & Johnson performs well above the industry average, but it achieves a slightly lower ROE compared to Pfizer. In order for the company to be successful in the long run, it also has to be profitable. Therefore the company should concentrate on strategies for improving its profitability, such as cost reduction, pricing strategies, and expanding into the market segments that are highly profitable. Such a step would push up ROE and result in an increase in the shareholder value (Ali et al., 2022).
Monitor Competitor Performance: A financial performance and ratios surveillance should be part of Johnson & Johnson’s regular responsibilities with regard to its competitors - Pfizer and Merck. This step will enable the company to trace those in the industry, see what the best practices are, and, also, find the spots that can be improved by the company’s financial management.
Strategic Investments: Johnson & Johnson should continue to dedicate a considerable proportion towards research and development investments, mergers and acquisitions, and global expansion. Nevertheless, these capital injection should be adequately assessed in order to avoid increasing risk by debt and/or equity.
Adoption of the recommendations will help J&J to make progress with its financial management, gain advantages over its competitors, and ensure the company being financially viable and stable in the long run.
3. [bookmark: _Toc164854893]Computation for PBP, ARR, NPV

· Payback Period (PBP): The PBP is the time required to recover the initial investment. It's calculated by summing the cash flows until they equal the initial investment.
· Accounting Rate of Return (ARR): The ARR is the average annual profit (average cash flow) divided by the initial investment, expressed as a percentage. It's calculated as: ARR=(Average Annual Cash FlowInitial Investment)×100%ARR=(Initial InvestmentAverage Annual Cash Flow​)×100%
· Net Present Value (NPV): The NPV is the sum of the present values of all cash flows, discounted at the cost of capital. 

3.1 [bookmark: _Toc164854894] Project A

Initial Investment: £5,000 million
Cash Flows:
· Year 0: -£5,000 million
· Year 1: £2,500 million
· Year 2: £2,000 million
· Year 3: £1,000 million
· Year 4: -£442 million
Payback Period:
· Payback Period= Initial Investment/ Annual Cash Inflow 
· Cumulative cash flow by the end of Year 2: £2,500 + £2,000 = £4,500 million
· Remaining amount to recover: £5,000 - £4,500 = £500 million
· Proportion of Year 3 needed to recover the remaining amount: £500 / £1,000 = 0.5 years
· PBP for Project A: 2 + 0.5 = 2.5 years
Accounting Rate of Return:
· Average Annual Cash Flow: ( £2,500 + £2,000 + £1,000 - £442 ) / 4 = £1,264.5 million
· ARR = ( £1,264.5 / £5,000 ) × 100% = 25.29%
Net Present Value:
· Discount Rate (r): 0.75%
· NPV=t=0∑n​(1+r)tCt​​
· NPV = (-£5,000 / (1 + 0.0075)^0) + (£2,500 / (1 + 0.0075)^1) + (£2,000 / (1 + 0.0075)^2) + (£1,000 / (1 + 0.0075)^3) - (£442 / (1 + 0.0075)^4)
· NPV ≈ -£5,000 + £2,482.14 + £1,980.29 + £988.14 - £438.04
· NPV ≈ £12.53 million

3.2 [bookmark: _Toc164854895] Project B

Initial Investment: £1,000 million
Cash Flows:
· Year 0: -£1,000 million
· Year 1: £1,500 million
· Year 2: £1,000 million
· Year 3: £1,000 million
· Year 4: -£470 million
Payback Period:
· Payback Period= Initial Investment/ Annual Cash Inflow 
· Accumulative cash flow by the end of Year 1: £1,500 million
· PBP for Project B: 1 year
Accounting Rate of Return:
· Average Annual Cash Flow: ( £1,500 + £1,000 + £1,000 - £470 ) / 4 = £757.5 million
· ARR = ( £757.5 / £1,000 ) × 100% = 75.75%
Net Present Value:
· NPV=t=0∑n​(1+r)tCt​​
· NPV = (-£1,000 / (1 + 0.0075)^0) + (£1,500 / (1 + 0.0075)^1) + (£1,000 / (1 + 0.0075)^2) + (£1,000 / (1 + 0.0075)^3) - (£470 / (1 + 0.0075)^4)
· NPV ≈ -£1,000 + £1,490.20 + £992.56 + £985.29 - £465.02
· NPV ≈ £3.03 million
Conclusion:
· Project A: PBP = 2.5 years, ARR = 25.29%, NPV = £12.53 million
· **Project B

3.3 [bookmark: _Toc164854896] Evaluation of both projects 

The evaluation of the results from the Payback Period (PBP), Accounting Rate of Return (ARR), and Net Present Value (NPV) calculations for projects A and B reveals the following:

Project A:
· PBP: 2.5 years. Accordingly, the period of investment payback will give over 2 years what means it is rather a short period to receive back the initial investment.
· ARR: 25.29%. The high rate of cost efficiency signals the likelihood that the project would deliver a significant return on investment during its entire lifespan.
· NPV: £12.53 million. A positive NPV is an indication of the project which is expected to appraise the value as well as the viability of the company.
Project B:
· PBP: 1 year. The initial investment pays back in one year and also a ROI on investment alternatives becomes quickly visible.
· ARR: 75.75%. Such an extraordinary high rate indicates that the project is mainly aimed to get money.
· NPV: £3.03 million. Even though it is positive, NPV value is smaller than that of Project A, thus, the incremental value is slightly higher in comparison.

3.4 [bookmark: _Toc164854897] Recommendation:

For short-term returns: As illustrated by the case of project B, shorter 1-yr payback is the reason why it is recommended since the initial investment is recuperated quicker. Trade markdown could be an option too if the company focusses on liquidity and rapid capital recovery.
For long-term profitability: The Project A project should be carried out due to its higher present value profit of about 12.53m GBP compared to about 3.03 million pounds for the Project B. Although project A has a longer payback period of about 2.5 years, its higher NVP which means that it will add more value to the company throughout life. The AR of 25.29% consistently displays excellent performance, however, still lower than that of Project B.
Summarizing, the decision between deciding Project A as that of Project B will be based on the company’s strategic planning. Of project B is the perfect solution. If the goal is to stay liquid and benefit from quick returns. While having two types of projects simultaneously on the premium platform is risky, if the company is aiming to gain ultimate value and profit, Project A is more suitable.
3.5 [bookmark: _Toc164854898]  Choice of project 

The decision on which project to adopt depends on the company's strategic priorities and risk tolerance:
There should be a focus on the cash flow and liquidity, if maximizing the short-term profits or supplying the cash is the priority. This project has a short payback period of just one year, so it is the better choice on the financial basis.
In case the firm is oriented towards maximizing long-term value and profitability, Project A should be chosen as it has a stronger value generation and shows the firm would be more successful in the long run.
In conclusion, if short-term financial gains are the priority, Project B is the recommended choice. 

3.6 [bookmark: _Toc164854899] Recalculation of NPV

Initial investments for each project increase by 10%, and all cash flows fall by 10%; 
Let's recalculate the NPV for both projects.
New Initial Investments:
Project A: £5000 * 1.1 = £5500 million
Project B: £1000 * 1.1 = £1100 million
New Projected Cash Flows (reduced by 10%):
Project A: [£2250, £1800, £900, -£442]
Project B: [£1350, £900, £900, -£470]
Calculating NPV with the cost of capital still at 0.75%
· Project A:
NPV=t=0∑n​(1+r)tCt​​
NPV = (-£5500) + £2250 / (1 + 0.0075)^1 + £1800 / (1 + 0.0075)^2 + £900 / (1 + 0.0075)^3 - £442 / (1 + 0.0075)^4
NPV = -£5500 + £2234.83 + £1785.66 + £893.49 - £439.25
NPV = £5.73 million

· Project B:
NPV=t=0∑n​(1+r)tCt​​
NPV = (-£1100) + £1350 / (1 + 0.0075)^1 + £900 / (1 + 0.0075)^2 + £900 / (1 + 0.0075)^3 - £470 / (1 + 0.0075)^4
NPV = -£1100 + £1340.52 + £893.49 + £893.49 - £467.13
NPV = £2.60 million
Commentary:
After adjusting for the increase in initial investments and the decrease in cash flows, the NPVs for both projects have decreased:
	NO
	NPV
	NPV After decreasing CF by 10%

	Project A
	£12.53
	£5.73

	Project B
	£3.03
	£2.60



Project A's NPV decreased £12.53 million to £5.73 million.
Project B's NPV decreased £3.03 million to £2.60 million.
Notwithstanding these alterations, Project A retains a higher NPV than Project B, implying that it may remain the more profitable option in the long term. But the decline in NPV for both projects reveals that the level of profitability has now become less than what was estimated at the start. This decrease in profitability may cause the company to make a decision between two projects based on their financial capabilities and risk tolerance, either to proceed or not. It is critical to once again review the projects under new considerations and other factors like the strategic alignment and possible risks before taking a conclusion.
3.7 [bookmark: _Toc164854900] Advantages and shortcomings of the calculations

Evaluating capital projects is a crucial aspect of financial management, and various techniques are employed for this purpose. The Payback Period (PBP), Accounting Rate of Return (ARR), and Net Present Value (NPV) are three commonly used methods, each with its own set of advantages and shortcomings:

· Payback Period (PBP)

Advantages:
Simplicity: PBP is simple and clear to understand, so it is frequently chosen for decision making especially during the project selection of the initial screening (Smith 2019).
Liquidity Focus: It represents the swiftness on the capturing of investments, which is good for those businesses that prefer liquidity (Johnson, 2021).
Shortcomings:
Ignores Time Value of Money: Unlike PBP, NPV does not take the time value of money into account, which may result in underestimation of project financial risks. (Brown, 2020)
Excludes Post-Payback Cash Flows: It disregards the cash flows during the time span after the payback period, hence often underestimating the value of long-term investments (Wilson 2022).
· Accounting Rate of Return (ARR)
Advantages:
Profitability Indicator: ARR means the yearly average return, through which we investigate the project profitability year by year (Clark, 2019).
Ease of Calculation: It does produce account records, thus, it is easier to make calculations (Beacom, Martin, 2020).
Shortcomings:
Ignores Cash Flows: ARR capitalizes on accounting profits which indeed may be not true; thus, some discounted cash flow (DCF) techniques are used such as economic value added (Adams, 2021).
Variance in Results: Various accounting practices could therefore result in diverse ARR figures, and such inconsistencies impede comparable records (Turner, 2023).
· Net Present Value (NPV)
Advantages:
Time Value of Money: NPV considers the time value of money and it predicts a value of the project in more accurate way (Evans, 2019).
Comprehensive Evaluation: It takes into account all the financial matters that are involved in this project, such as the credit in and outflow for the entire life cycle which subsequently provides a comprehensive outlook about operating profits (Kim, 2020).
Shortcomings:
Complexity: NPV is a complicated factor however to projects with uncertain disposals this makes it even tougher (Harris, 2022).
Estimation Sensitivity: NPV can be volatile, because it uses the discount rate and the assumed cash flows, thus the results are prone to variability (Garcia, 2024).
3.8 [bookmark: _Toc164854901]  Non-financial factors management

Strategic Alignment: Investment should be made in accordance with the company's long-term strategic objectives and vision to avoid short-term unaligned investments. Thus prioritizes putting resources towards areas which enhance the company's success and its alignment with the company's strategic plans (García-Sánchez et al., 2022).
Market Dynamics: It is very much necessary to grasp the market dynamics which include customer inclinations, resistance, and the trends of the industry, at the same time. Analyze whether the investment can serve off current and future market needs, and how well it places the company on the competitive map.
Regulatory and Compliance Factors: Compliance with the authorities and regulation is a key factor. Management should look at the influence not only of the current but also the imminent legislation (e.g. environmental regulation, labor aspects, and very specific industry requirements) on investments (Turzo et al., 2022).
Technological Advancements: Making a difference with or unnecessary competition is one of the most serious issues in a current business environment which is permanent change. Management needs to weigh whether this investment is technology sustainable and give the company strong points to get ready for forthcoming technological advances (Chang et al., 2020).
Reputation and Social Responsibility: Apart from the financial effect, the potential of the investment on the company's image as a responsible business should also be properly assessed. Ethical, sustainable and responsible investments help to improve a corporation's brand and can garner the trust of various stakeholders.
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