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[bookmark: _Toc40997204][bookmark: _Toc41614030]Part I
[bookmark: _Toc41614031][bookmark: _Toc40997205]Introduction 
[bookmark: _Toc41614032][bookmark: _Toc40997206]Overview 
Financial performance is one of the main goals for any business. In order to evaluate whether the organization is performing properly or not, it is essential to conduct financial analysis. Especially for the public listed companies, financial analysis is of extreme importance, as depending on that the investors will decide whether to invest on that stock or not.
In this discussion, the ratio analysis of Intertek Group PLC will be done.  Intertek Group PLC is one of the FTSE 100 companies of London Stock Exchange.
[bookmark: _Toc40997207][bookmark: _Toc41614033]About the Company
Intertek Group Plc is multinational company whose main focus area are product testing, inspection, assurance, and certification. It is the largest tester of consumer goods with a network of more than 1000 laboratories across the world. It operates in the industries such as healthcare, food, transport, construction, etc. It is one of the prestigious FTSE 100 companies of London Stock Exchange. It is an old company and originated way back in 1888 in a testing laboratory formed by Milton Hersey in Montreal. It is headquartered in London with more than 46,000 employees. The company has earned almost £3 billion revenue with an income of £333 million.
[bookmark: _Toc40997208]

[bookmark: _Toc41614034][bookmark: _Toc41605037][bookmark: _Toc40997214]Ratio Analysis 
[bookmark: _Toc41605038][bookmark: _Toc41614035]Profitability Ratios
Net Profit Margin
[bookmark: _Hlk40996037]Formula: “Net Profit margin = Net Profit/ Revenue*100”
Net Profit margin of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	Net Profit Margin (%)
	-16.0181
	10.580444
	11.064967
	10.895331
	11.168396

	Calculations
	-347/ 2166.3 * 100
	271.6/ 2567 * 100
	306.4/ 2769.1 * 100
	305.2/ 2801.2 * 100
	333.6/ 2987 * 100



[image: ]
Return on Asset
Formula: “Return on Asset = Net Profit/ Total Asset*100”
Return on Asset of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	Return on Asset
	-19.59345003
	12.65433537
	14.92886377
	11.58869988
	11.83650298

	Calculations
	-347/1771* 100
	271.6/2146.3* 100
	306.4/2052.4* 100
	305.2/2633.6* 100
	333.6/2818.4* 100
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Operating Profit Margin
Formula: “Operating Profit margin = Net Profit/ Revenue*100”
Operating Profit margin of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	Operating Profit Margin
	-13.08683
	14.394235
	15.264888
	15.571898
	16.26381

	Calculations
	-283.5/2166.3*100
	369.5/2567*100
	422.7/2769.1*100
	436.2/2801.2*100
	485.8/2987*100
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[bookmark: _Toc41605039][bookmark: _Toc41614036]Liquidity Ratios
Current Ratio
Formula: “Current Ratio = Current Asset/ Current Liabilities”
Return on Asset of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	Current Ratio
	1.3626537
	1.4491667
	1.3386487
	1.2512455
	1.0667778

	Calculations
	731.2/536.6
	869.5/600
	814.3/608.3
	929.3/742.7
	960.1/900
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Cash Ratio
Formula: “Cash Ratio = Cash and cash equivalent / Current liabilities”
Cash ratio of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	Cash ratio
	0.22
	0.29
	0.23
	0.28
	0.25

	Calculations
	116/536.6
	175.6/600
	137/608.3
	206.9/742.7
	227.4/900
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[bookmark: _Toc41605040][bookmark: _Toc41614037]Gearing
Formula: “Gearing ratio = Total debt / Total equity”
Gearing ratio of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	Gearing ratio
	2.64
	1.57
	0.94
	1.08
	0.95

	Calculations
	895/339.4
	943.9/602.4
	699.9/744.2
	982.6/908.3
	933.1/985.3
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[bookmark: _Toc41605041][bookmark: _Toc41614038]Efficiency Ratios
Inventory turnover ratio
Formula: “Inventory turnover ratio = COGS / Average inventory”
Inventory turnover ratio of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	Inventory turnover ratio
	116.94
	115.05
	128.22
	129.23
	130.27

	Calculations
	1882.8/16.1
	2197.5/19.1
	2346.4/18.3
	2365/18.3
	2501.2/19.2
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Receivable days
Formula: “Receivable days = Account receivable / Credit sales * 365”
Receivable days of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	Receivable days 
	98
	93
	85
	84
	80

	Calculations
	583.5/2166.3*365
	651.8/2567*365
	641.7/2769.1*365
	647.6/2801.2*365
	650.6/2987*365
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[bookmark: _Toc41605042][bookmark: _Toc41614039]Investor Ratios
P/E ratio
Formula: “P/E ratio = Price per share / EPS”
P/E ratio of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	P/E ratio
	-11.16
	20.73
	23.29
	28.88
	26.95

	Calculations
	2501/-224.2
	3286/158.5
	4160/178.6
	5106/176.8
	5242/194.5
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Earnings yield
Formula: “Earnings yield = EPS / Price per share”
P/E ratio of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	Earnings yield
	-0.09
	0.05
	0.04
	0.03
	0.04

	Calculations
	-224.2/2501
	158.5/3286
	178.6/4160
	176.8/5106
	194.5/5242
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Dividend Pay-out Ratio
Formula: “Dividend Pay-out Ratio = Dividend per share / Earnings per share”
Dividend Pay-out Ratio of Intertek Group PLC in last 5 years
	
	2015
	2016
	2017
	2018
	2019

	Dividend Payout Ratio
	-0.233274
	0.3936909
	0.3992161
	0.5605204
	0.5439589

	Calculations
	52.3/-224.2
	62.4/158.5
	71.3/178.6
	99.1/176.8
	105.8/194.5
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[bookmark: _Toc41605043][bookmark: _Toc41614040]Critical Evaluation of Financial Ratios
[bookmark: _Toc41605044][bookmark: _Toc41614041]Profitability Ratio
	Profitability ratios indicate the profit generating capacity of the business during a particular period (Kumbirai and Webb, 2010). The profitability ratios of Intertek Group PLC for the last five years are showing bit improvements in terms of the net profit margin. The RoA of the business has improved from 2015, but after 217, the return has reduced again. If the comparison is made with its close competitor SGS, not much difference can be noticed. However, the performance of the close competitor was better in last five years as its average net profit margin was 11.76% (SGSN, 2019). however, in comparison to the overall industry, the net profit margin of Intertek was standard. The industry average in the last five years for net profit margin was 6.81% (SGSN, 2019). on the other hand, the average return on assets of Intertek was also bit low than its competitor SGS in the last five years, but the performance was standard in comparison to the industry average. The operating profit ratio of the company indicated a standard performance during 2016 to 2019. Like the other profitability ratios, the operating margin was negative in 2015. However, after 2015, a stability was maintained in the operating income of the business. Though in comparison to SGS the operating margin standard was bit low, compared to the industry standard, it was not bad. The profitability ratios of Intertek are showing that the company has improved its income generating capacity. In 2015, the performance was low because of the difficulties in the oil market during that year. The oil price downturn cause loss of revenue and profitability in the international market. However, in the next year onwards the company maintained a standard level of performance.
[bookmark: _Toc41605045][bookmark: _Toc41614042]Liquidity Ratio
	Liquidity ratio indicates how efficiently the short-term feasibility of the business is maintained (Tamari, 1978). The liquidity position of the company was bit low during the last five years. Though the current ratio was above 1, the standard was low in comparison to the last five years' industry average, which was 1.95 (SGSN, 2019). The average current ratio of its competitor SGS was 1.49 during the last five years and it was more or less equal to the current ratio of Intertek. The current ratios of Intertek indicate that the company faced difficulties in terms of managing its current assets during these years. The difference between the liquid assets and liquid liabilities was not much large. The liquidity position of the company was hampered because of the continuous increase in the short-term borrowings; whereas, the short-term assets of the company was growing slowly. However, the industry experts believe that Intertek has maintained a standard level of liquidity in its business (Ft.com, 2019). 
	During the last five years, the cash ratio of Intertek was not very high, which denotes high capacity of the company to pay its short-term debts by using its cash flows or operating cash. The average cash ratio of the company was above 0.20. however, the experts in the industry believe that the cash ratio of the company was standard as the total debt including the short-term debts of the business has declined. The experts and the management believe that the company will be able to cover its short-term obligations by its operating cash. 
[bookmark: _Toc41614043]Gearing Ratio
The Gearing Ratio shows the long-term leverage of the company. It shows that the company reduced its debt capital by large proportion from 2015 to 2019. Reduction in the debt capital helped the company reducing the risk level of its capital structure. However, compared to the industry average, which was 0.80, the gearing of the company was high. It means the capital structure of Intertek Group Plc includes high risk than the average industry standard. Though the debt ratio of its competitor SGS was more than 202.64 on average (SGSN, 2019).
[bookmark: _Toc41605046][bookmark: _Toc41614044]Efficiency Ratio
	The efficiency ratios show how efficiently the company has utilized its short-term assets in the business (Bird and McHugh, 1977). The performance of Intertek was much better in terms of efficiency ratios. The inventory turnover ratio of the company improved gradually from 2015 to 2019. This improvement indicates that the company has utilized and managed its inventory in much better way during these years. Compared to its competitor SGS and the industry average, the performance of the company was much better. The average inventory turnover ratio of SGS was 1.43 and industry average was 10.16 (SGSN, 2019). Therefore, the performance of Intertek was much better. With respect to the receivable days, it can be mentioned that the company maintained a standard number of days for collecting money from its debtors. However, further improvements can be done for liquidity position betterment. The company managed to maintained the efficiency at the standard level because the demand for Intertek's products and services was at the standard level, which helped the company converting the inventory into sales.
[bookmark: _Toc41605047][bookmark: _Toc41614045]Investor Ratio
	The investors ratios of the company are showing that the company has gained the confidence of the investors during these years (Lee and Wu, 1988). The P/E ratio during the last 5 years are showing that the company has made improvements in gaining the trust of the investors. However, the earnings yield of the company is not showing very high-performance standard for the business. If the P/E ratio of Intertek is compared with the P/E ratio of SGS, bit difference can be noted. The performance of SGS was bit better than Intertek. The comparison with the industry average also shows the same. This implies that though the company has gained the trust of the investors, it requires more improvements in the share market (Linares-Mustarós et al., 2018). The dividend pay-out ratio of the company indicated that there was stability in the dividend payment from company's end. The main reason was during the last 4 financial years the company was successful in earning positive income. As in 2015 Intertek faced huge loss, the management was careful about satisfying the investors. The dividend pay-out ratio indicated how efficiently the company satisfied its investors.
[bookmark: _Toc41614046][bookmark: _Toc40997215]Ratio Analysis: Limitations
	Financial ratios are used as the most important tool for understanding the actual financial health of the business during a particular time span (Massardi and Utama, 2018). However, many scholars have criticised the financial ratios from different perspectives, which indicates the loopholes in the tool. Some of these loopholes associated with the financial ratio analysis are discussed below:
· The major loophole in the financial ratio analysis its dependence on the past information. The tool always considers the past years' financial information for understanding the present financial situation and determining the future decision (Faello, 2015). However, some scholars believe that determining the present and future based on the past information is not always valid. The situations in the short run changes and due to that the performance of the company also changes. Hence, making the future decision and understanding the present performance standard based on the past years' data is not viable.
· Another limitation of the financial ratio is that it ignores the seasonal effects on the business. Sometimes, in some seasons the companies perform better than the other times in the year (Lesakova, 2007). However, this variation is not considered under this particular tool of financial decision making. It means the true view of the financial health of the company may not get disclosed under this method.
· Financial ratios do not deliberate the variations in the financial methods or accounting methods that the companies adopt. Sometimes, the accounting methods of the two companies differ from each other (Gadoiu, 2014). For example, the assets valuation method may differ between two companies; however, at the time of making decision based on the financial ratios, this important factor is ignored completely. 
	Therefore, on the basis of the above discussion, it is understandable that the financial ratios have several drawbacks, which the companies are required to be considered at the time of using the same for financial decision making.
[bookmark: _Toc41614047]Conclusion and Recommendations 
[bookmark: _Toc40997216]	With respect to the above analysis of the financial ratios, a clear view of the financial performance standard of Intertek has been gained. The company has improved its standard of performance, but improvements are required in terms of liquidity, profitability and investor ratios. Comparison on the basis of the industry average standard and one of its major competitors, it is realized that the performance improvements are required. There are some ratios, in which the company is lacking behind and due to that the company needs to be more careful while operating in the market. Here, some recommendations have been developed that can help the company improving its financial performance in future:
· The company needs to have better control over its COGS. The financial information has shown continuous growth in the COGS. Adoption of the modern cost management technique like Activity-based costing can help the company in managing and controlling the cost level to some extent. This will help to improve the profitability of the business.
· For improving the liquidity position of the company focus is required to be made on the current liability of the business. The amount of short-term borrowings is required to be reduced for controlling the current obligations of the business. At the same time, the company needs to enhance its inventories for managing the liquidity in a better way.
· The capital structure of Intertek indicates inclusion of high debt capital in the business. However, for making the financial health stronger, the company needs to bring a balance between the debt capital and equity capital of the business. The proportion of debt capital is required to be reduced, whereas, the equity capital needs to be increased.
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[bookmark: _Toc41614048]Part 2
[bookmark: _Toc41614049][bookmark: _Toc40997217]Introduction 
	For growing any business, a company must make different types of investments. Making the right choice of investment is very complicated. Companies need to consider several factors while making the final decision for an investment. In order to simplify the investment decision, companies adopt different methods, which are known as the investment appraisal methods. Some of the most popular investment evaluation methods are - Net Present Value (NPV) and Internal Rate of Return (IRR). These two methods are used by most of the firms for critically analysing their investment decisions. These two methods help to evaluate the investment options by considering the key factors like profitability, future cash flow and others.
	In this report, three investment options available to Jefferson Plc have been evaluated by using two methods - NPV and IRR. The report will show the detailed calculations for each of the investment option available to the company. Based on the results of NPV and IRR the evaluation will be made critically for each option and finally the recommendation will be provided to the management of the company. The report will emphasize on the theoretical backgrounds of the two methods, NPV and IRR while evaluating the investment options of Jefferson Plc. 
[bookmark: _Toc41614050][bookmark: _Toc40997218]Evaluation of Three Projects using NPV method 
[bookmark: _Toc41614051]Calculation of Capital Allowances
	Capital Allowance (A)
	187.5

	Capital Allowance (B)
	300

	Capital Allowance (C)
	500


[bookmark: _Toc40997219][bookmark: _Toc41614052]Option A Calculations
	
	Y0 
	Y1 
	Y2
	Y3
	Y4 

	Option A Cash Flow
	-750
	400
	500
	500
	500

	Calculation of Corporation Tax
	
	(400-187.5)*0.2
	(500-187.5)*0.2
	(500-187.5)*0.2
	(500-187.5)*0.2

	Corporation Tax
	
	42.5
	62.5
	62.5
	62.5

	Cash Flow - Tax
	-750
	357.5
	437.5
	437.5
	437.5

	Discount Factor
	1
	0.925926
	0.857339
	0.793832
	0.73503

	Option A Adjusted Values
	-750
	331.0185
	375.0857
	347.3016
	321.5756

	
	
	
	
	
	

	NPV (A)
	624.9814
	 “All values are in (£’000)”



[bookmark: _Toc40997220][bookmark: _Toc41614053]Option B Calculations
	
	Y0 
	Y1 
	Y2
	Y3
	Y4 

	Option B Cash Flow
	-1200
	500
	600
	800
	1,000

	Calculation of Corporation Tax
	
	(500-300)*0.2
	(600-300)*0.2
	(800-300)*0.2
	(1000-300)*0.2

	Corporation Tax
	
	40
	60
	100
	140

	Cash Flow-Tax
	-1200
	460
	540
	700
	860

	Discount Factor
	1
	0.925926
	0.857339
	0.793832
	0.73503

	Option A Adjusted Values
	-1200
	425.9259
	462.963
	555.6826
	632.1257

	
	
	
	
	
	

	NPV (B)
	876.6971
	 “All values are in (£’000)”



[bookmark: _Toc40997221][bookmark: _Toc41614054]Option C Calculations
	
	Y0 
	Y1 
	Y2
	Y3
	Y4 

	Option C Cash Flow
	-2000
	500
	1,000
	1,500
	1,500

	Calculation of Corporation Tax
	
	(500-500)*0.2
	(1000-500)*0.2
	(1000-500)*0.2
	(1000-500)*0.2

	Corporation Tax
	
	0
	100
	200
	200

	Cash Flow - Tax
	-2000
	500
	900
	1300
	1300

	Discount Factor
	1
	0.925926
	0.857339
	0.793832
	0.73503

	Option A Adjusted Values
	-2000
	462.963
	771.6049
	1031.982
	955.5388

	
	
	
	
	
	

	NPV (C)
	1222.089
	 “All values are in (£’000)”



[bookmark: _Toc40997222]The NPV of Option C is maximum. Hence, the selected Option is the third option.
[bookmark: _Toc41614055]Internal Rate of Return 
Option C
IRR is the point where NPV = 0
-2000 + 500/(1+r) + 900/(1+r)^2 + 1300/(1+r)^3 + 1300/ (1+r)^4 = 0 
The IRR is calculated by Solver function in Excel. For option C, the IRR = 29.08%.


The calculation is as below:
	Option C Cash Flow
	-2000
	500
	1000
	1500
	1500

	Corporation Tax
	
	0
	100
	200
	200

	Cash Flow-Tax
	-2000
	500
	900
	1300
	1300

	Discount Factor
	1
	0.77
	0.60
	0.46
	0.36

	Option A Adjusted Values
	-2000
	387.34
	540.11
	604.37
	468.19

	NPV (C)
	0.0
	
	
	
	



[bookmark: _Toc41614056][bookmark: _Toc40997223]Interpretation of Results 
[bookmark: _Toc41614057]Choice of the NPV method
	Net Present Value method is one of the most popular investment assessment methods which aim to evaluate the investment option by considering two assumptions - 1) the cash flow that is generated through the investment is reinvested immediately at the rate of return, which is equal to the cost of capital or the discount rate; 2) Cash inflow or outflow takes place at the end of each year except the initial outflow or investment (Chan et al., 2001). Though there are criticism against the method, most of the investment decisions in the real business world are made based on the NPV method. 
	The IRR method is also used by the companies for making the investment decisions. It indicates the percentage of return that an investor or the company may gain by making a particular investment (Baum and Crosby, 2014). It is also considered as the minimum return rate that an investment generates. IRR method also considers the two assumptions that the NPV method follows. Payback period is another method that is sometimes used by the investors for making the investment decisions (Weber, 2014). This method helps the investors determining the time that the investment will take to return back the initial amount of investment to the investor. This method is considered by the investors mostly because of its simplicity in the process investment appraisal. However, most of the times in the real business world, it is noted that people prefer NPV more than IRR or payback period and it is believed that NPV is the best investment appraisal method. 
	From the theoretical perspective, it is believed that NPV method is better to be used for investment appraisal because this method emphasizes on the time value of money. Focusing on the time value the NPV method helps to judge the true viability of the investment. On the other hand, as the method considers the profitability factor, the suitability of the investment can be verified in a better way (Lumby, 1981). However, sometimes investors avoid to use this method because of the higher level of complexity and lengthy procedure associated with the method. Due to the higher complexities the process takes time to get completed. On the other hand, if the investor does not have any understanding on the theoretical tools, using the NPV method can be difficult (Alkaraan, 2017). Some scholars believe that if the sizes of the investment options available to the investor differ much, use of NPV method is not suitable because NPV does not indicate the percentage, rather it indicates the absolute figure. Hence, making the judgment regarding any investments of different in sizes can be inaccurate.
	The benefit of using IRR method is much similar to the benefits that the investor can enjoy while making investment decision based on the NPV method. Like NPV, the time value of money and the profitability factors are also considered under the IRR method. However, the difference is there is no requirement for making pre-determination of the discounting factor or cost of capital while determining the suitability of the investment option. However, some scholars believe that the assumptions based on which IRR is calculated are not true always (Arshad, 2012). The earnings from the investment are not always reinvested immediately by the investor. On the other hand, the calculation of IRR does not consider the capital expenditure associated with the particular investment option (Magni, 2010). Sometimes, it is noticed that the IRR method indicates an investment option suitable that takes long time to recover the capital expenditure. 
	With respect to the payback period method, the simplicity can be considered as the biggest advantage. The method can easily determine whether the investment option is suitable for the investment or not (Ye and Tiong, 2000). Moreover, the specific time span required for repaying the initial investment can be identified, which makes the decision making process simpler. However, the payback period is not considered as the logical method for appraising the investment option because the payback period method does not consider the time value of money and the profitability is also not considered by this method (Wijesuriya et al., 2017). It means the two most important factors are ignored by the payback period method. Moreover, whether the investment will be viable after the payback period is also not indicated by this method. 
	Therefore, considering the discussions on three different investment appraisal methods, it can be stated that payback period is not at all comparable to the NPV method. However, there are not much difference between the NPV and IRR methods because both the methods are based on the same assumptions (Magni, 2010). However, IRR is not considered as the superior than NPV because under the IRR method, the scale of investment is not considered by the investors. At the same time, the discounting rate considered under the NPV method is near to the present cost of capital of the investment, which is not done under the IRR method (Alkaraan, 2017). Due to this, the calculation under the NPV method is more realistic than the IRR method.
	While evaluating an investment option or options based on NPV method, the investors always follow the rule of comparing the figures of NPV. The option, which has high NPV tends to generate high profit on the investment and due to that it is suggested by the theory that the investor must make investment on the project that has high NPV. With respect to the particular three investment options available to the management of Jefferson Plc, it can be noticed that option C has higher NPV than the other two investment options. Though the investment in the option C is higher than the two other options, the investment will be more profitable to the company. Therefore, from the perspective of NPV the company should invest on the option C. On the other hand, the IRR of the investment is also showing high that is 29.08%, which means the company will be able to generate higher amount of return from the investment.
[bookmark: _Toc41614058]Popularity of the non-discounting methods
	There are also some methods, known as the non-discounting methods. Some of the non-discounting methods of investment appraisal are - payback period and accounting rate of return methods. These non-discounting methods are still much popular to the investors for the purpose of investment appraisal (Zativita and Chumaidiyah, 2019). The major reason behind this is the simplicity of these methods. The discounting methods like NPV and IRR are much complicated in nature and these methods involve tedious calculations for determining whether an investment option is suitable for the investor or not. However, in the case of the payback period and accounting rate of return or ARR method, the calculations are very simple to understand (Ye and Tiong, 2000). The investors do not need special theoretical knowledge to understand the results of these methods. On the other hand, the payback period and the ARR methods take much limited time to get completed the entire investment decision making procedure. Moreover, the non-discounting methods are not dependent on some assumptions, which may not be true in all the situations or period of the investment. 
[bookmark: _Toc41614059]Other important factors for investment decision making
	Though investment appraisal methods indicate the most suitable investment decision for the investor, there are also some other factors, which must be considered while making the final investment decision for the business. One of these factors is the financial health of the business. The investment should not be made at such a level that can hamper the financial health or position of the business (Shahab et al., 2019). At the same time, the investor like Jefferson Plc must consider the needs of the business from the specific investment. It means the objective of the investment should be considered while making the decision. Along with these two, the company must consider extent to which the company can undertake risks involved in the particular investment option (Ahmad Zaidi and Tahir, 2019). Every investment option involves risks to some extent; hence, it is important to determine whether the company can take the risk or not.
[bookmark: _Toc41614060][bookmark: _Toc40997224]Optimal Investment Policies 
Although all of the three projects are profitable in nature and result info positive NPV, however investment in all three is not possible. This is a common scenario in corporate sector. This phenomenon is known as Capital Rationing.
	Capital Rationing can be of two types; “Hard Capital Rationing” and “Soft Capital Rationing”. The Hard Capital Rationing occurs when the restriction of investment comes from external sources (Lukas and Thiergart, 2019). Soft Capital Rationing is caused due to internal causes. The restrictions are often imposed as a compliance act by the internal management (Nishihara et al., 2019). By applying Soft Capital rationing, the projects need to compete amongst each other’s in order to receive the fund. This helps the organization to create a competitive culture   
	In this case, there has been a limit of £2,500,000. However, the cumulative investment in Project A, Project B, and Project C is £750,000 + £1,250,000 + £2,000,000= £3,950,000
	The available budget is not enough to sponsor all the three projects. In such cases, two approaches are generally taken. The first approach is taken if the projects are indivisible in nature. In such cases, the combinations of the projects are done to see how they can fit under the budget. The greatest NPV of those combinations are considered. 
The second method is applicable if the projects are divisible in nature. In this case, the projects i.e. Project A, Project B, and Project C are divisible in nature. In this case, the ratio of NPV and Initial Investment will be done. This ratio will help in ranking the project. By applying this principle, the following results are obtained: 
	
	Project A
	Project B
	Project C

	Initial Investment
	750
	1200
	2000

	NPV
	624.9814184
	876.697131
	1222.088623

	NPV/ Initial Investment
	0.833308558
	0.730580943
	0.611044312



	Thus, it can be seen that Project A is the best out of the three while Project C is the worst among them. Now the fund will be allocated based on the preference. Project A will get the full funding. If there is any remaining amount, then Project B will be funded. If there are still remaining amount, then that remaining portion will be invested in Project C. 
	Preferences
	Projects
	Investment (£000)
	Remaining Amount (£000)
	Resulting NPV (£000)

	1st Preference
	Project A
	750
	1750
	624.9814

	2nd Preference
	Project B
	1200
	550
	876.6971

	3rd Preference
	Project C
	550
	0
	336.0744

	Total
	
	2500
	
	1837.753


	In this case, it can be seen that Projects A and B can be funded completely. The remaining £550,000 is invested in Project C. Hence the Project C is divided and partially funded. The NPV of Project A and B will be same as it is completely funded. The NPV of Project C is calculated based on unitary method. 
Thus, from a total investment of £2,500,000, a total NPV of £1,837,753 is obtained.
[bookmark: _Toc41614061][bookmark: _Toc40997225]Conclusion 
	The findings in the report has indicated the fact that the option C among the three available investment options to the managers of Jefferson Plc is the most suitable for investment. The main reason behind this decision is the net present value for option C is higher than the other two options available to the company. Apart from the key findings, the study has also indicated the fact that the NPV and IRR methods are the two most useful methods for investment appraisal. The companies adopt these two methods because these methods consider the most important factors at the time of evaluating any investment option. The report indicates that the NPV and IRR methods are capable of evaluating an investment option from critical perspective. Though the two methods involve some loopholes, these two methods can help in making the most logical investment decisions for the companies. According to the report, if the managers at Jefferson Plc invest in the option C, they can earn higher profit and return on the investment.
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