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[bookmark: _Toc535367187]Introduction
The report analyzes the financial performance and position of BHP Billiton PLC using ratio analysis. The company is an Anglo-Australian based multinational company focused on mining and metals as their core business area. BHP Billiton is one of the largest mining companies around the globe and has a dual primary listing on London Stock Exchange (LSE) and Australian Securities Exchange (ASX) (BHP Billiton, 2018). Additionally, it is noteworthy to mention that the company is one of the top constituents of FTSE-100 index as well. BHP Billiton’s revenue in 2018 amounted to $43,638 million and the net profits during the year amounted to $4,823 million (BHP Billiton, 2018). The business’ profitability is directly linked with the commodity markets as it deals in mines and metals; therefore, the business profitability varies significantly based on the commodity prices and global trends relating to oil and other commodities (BHP Billiton, 2018). In this report, the financial analysis of BHP Billiton is conducted for the last 4 years i.e. 2015-2018 and recommendations are provided to improve the financial management at the company. In addition, the limitations of ratio analysis are also illustrated in this report.
[bookmark: _Toc535367188]Analysis
The ratios are generally divided into five categories i.e. profitability, liquidity, efficiency, solvency and investor ratios. Therefore, the analysis section is divided into five sub-sections as well as illustrated below.
a. [bookmark: _Toc535361344][bookmark: _Toc535367189]Profitability Ratios
In the view of Brealey et al. (2012), the main purpose of profitability ratios is to evaluate the profit margins and profit potential of the businesses. The profitability ratios included in this analysis are net profit margin, operating profit margin and return on capital employed (ROCE). These ratios for the last four years are indicated in the figure below:

Figure 1 - Profitability Ratios
As illustrated in the figure above, the operating profit margin of the business fluctuated in 2015 but gained back strongly in the year 2017 and 2018. Firstly, it must be noted that the fluctuation in operating profit margin in 2016 was due to the 33% decline in top line of the business, which was caused by reduction in the prices of nickel, iron, gold and almost every other commodity due to global trends. As the sales declined, the operating profit margin fell significantly despite the downfall in operating expenses as well. Conversely, the sales improved in 2017 and 2018 as the global commodity prices surged and BHP Billiton was also able to control its operating expenses in line with lower sales as compared to 2015. This improved the operating profit margin in these years by a significant margin to 30.7% and 36.66% in 2017 and 2018 respectively. While comparing with the industry average, the ratio stood at 27% in 2018 suggesting that the profitability of BHP Billiton is better than the industry average. 
With respect to the net profit margin (NPM), it can be noted that it has depicted exactly the same trend as operating profit margin. Besides the same reasons accounting for NPM, the loss from equity investments in 2016 amounting to more than $2 billion also amounted to the sharp decline in NPM. Conversely, the industry revived in 2017 and 2018 leading to a positive NPM as well, which was well supported by the revival of gain from equity investments as in the year 2015. In addition, the finance cost of the business remained stable in 2017 and 2018 after an increase of $400 million in the year 2016. NPM of the industry is 13.5% in 2018, which is lower than that of BHP Billiton’s 17.75% during the same period. It highlights that the company performed better than its industry peers on average in 2018 (CSI Market, 2018).
The third ratio analyzed with respect to profitability is the ROCE, which highlights the company’s performance with respect to the equity and long-term liabilities employed by the business (Tirole, 2010; Brigham and Daves, 2012). Since ROCE is directly linked to NPM, it shows exactly the same trend as NPM over the four years period. It is mainly indicating that there was no significant increase or decrease in the non-current liabilities and equity of the BHP Billiton as evident from the balance sheet of the company over four years as well. 
b. [bookmark: _Toc535361345][bookmark: _Toc535367190]Liquidity Ratios
According to Brooks and Mukherjee (2013), the liquidity ratios are used to measure the ability of a business to pay off its debt obligations timely and comfortably. The current ratio and quick ratio have been calculated for this purpose as illustrated in the graph below:

Figure 2 - Liquidity Ratios
The current ratio for BHP Billiton was 1.27 times in 2015, which is higher than 1 and suggests the business’ ability to pay off its short-term debt with ease. Further, the ratio improved to 1.44 times in 2016; the core reason behind improvement in ratio was the acquisition of additional financing as part of it was held as cash to be invested in the periods to come. The ratio further improved in 2017, which was due to further improvement in cash and cash equivalents by $4 billion. The significant increase in liquidity in 2018 was due to the assets held for sale by the BHP Billiton, which increased the amount of current assets to a significant extent. Overall, the ratio has remained sufficient to indicate that BHP Billiton can meet its debt obligations easily. However, when we compare the ratio with industry average of 2.86 times in 2018, it can be stated that BHP Billiton still has a lower liquidity when compared to its industry peers’ average (CSI Market, 2018; Penman, 2015).
The second ratio calculated for liquidity analysis is quick ratio; which suggests whether a business’ current assets excluding inventories can meet the company’s short-term liquidity needs because inventory is considered illiquid at times (Brigham and Houston, 2012). The quick ratio for BHP Billiton was 0.94 times in 2015, which suggests slight illiquid nature of the business. However, the ratio increased in line with current ratio in the three years following and the ratio stood at 2.24 times in 2018 suggesting that the business has become highly liquid and can pay its short-term debt obligations with ease. On the other hand, the industry average for quick ratio in 2018 is 1.33 times suggesting that BHP Billiton has a significantly high liquidity when compared to the industry average (CSI Market, 2018).
Overall, the liquidity ratios suggest that BHP Billiton has improved over the four years period and it has sufficient liquidity to pay off its short-term debts as of 2018.
c. [bookmark: _Toc535361346][bookmark: _Toc535367191]Efficiency Ratios 
The efficiency ratios are calculated to measure the efficiency of asset and liability management of a business (Penman, 2007; Fridson and Alvarez, 2011). In this regard, the analysis is carried out by analyzing the Total Asset Turnover (TAT) and Cash Conversion Cycle (CCC) of BHP Billiton. TAT over the four years is shown in the graph below:

Figure 3 - Total Asset Turnover
The figure above highlights that TAT of BHP Billiton declined from 0.36 times in 2015 to 0.26 times in 2016 highlighting the decline in sales of 33% over the year, where the assets of the business declined by a smaller percentage (5%). It is noteworthy to mention that TAT of the business has been lower across the four years, which is mainly due to the fact that the mining is a capital intensive industry and the investment in fixed assets required is significant to generate sales. The asset turnover ratio for capital intensive industries is generally lower as compared to services or retail sector. Further, the analysis suggests that as the industry revived in 2017 and 2018, the total asset turnover also improved and stood at 0.39 times in 2018, which is slightly better than 2015 despite lower sales in comparison over four years period. It is because of the fact that total assets of business have declined by 10% over the four years period. In comparison to industry average total asset turnover in 2018, it can be noted that BHP Billiton’s efficiency is lower as the industry ratio is 0.48 times as determined by CSI Market (2018).
In the view of Palepu and Healy (2007), CCC is calculated to evaluate the payment cycle of the business and highlight its efficiency in managing the current assets and liabilities. The businesses desire smaller CCC because of the fact that it indicates the higher efficiency in turning the raw materials to cash from sales. CCC for BHP Billiton is illustrated in the figure below:

Figure 4 - Cash Conversion Cycle
CCC of BHP Billiton was highly smooth i.e. 4.79 days in 2015, which was mainly due to the higher payable period supported by lower average collection period and inventory cycle. However, the ratio increased significantly in 2016 as the inventory cycle increased from 35 to 42 days and payable period reduced from 72 days to 55 days; it was mainly due to the fact that the amounts of inventory and payables outstanding remained the same despite a significant fall in cost of sales as the size of operations was smaller in 2016 due to global industry trends and commodity prices. In 2017, CCC improved to 2.15 days and went to negative in 2018, which was due to the revival of industry and BHP Billiton’s ability to maintain inventories and payables at the same level when the business sales and cost of sales resurged in these two years. Overall, the performance with respect to CCC suggests high efficiency on part of BHP Billiton when analyzed in isolation. The industry ratios suggest that BHP Billiton’s CCC has been at par with its industry peers on average (CSI Market, 2018). 
d. [bookmark: _Toc535361347][bookmark: _Toc535367192]Gearing or Solvency Ratios
In the view of Chandra (2011) and Brigham et al. (2016), the solvency ratios are analyzed to evaluate the financial risk associated with a business especially the solvency risk. First solvency ratio i.e. Long-term Debt to equity ratio is indicated in the figure below:

Figure 5 - Long-Term Debt to Equity
Long-term Debt to equity ratio for BHP Billiton was 58% in 2015 which increased to 77% in 2016 mainly because of additional financing acquired to explore new sites in some emerging economies including China. The ratio increased as there was a decline in equity over the same period as well. The ratio declined to 68% in 2017 because the company paid off part of its long-term debt by means of debt servicing and the ratio further declined in 2018 due to the same reason. Overall, it suggests a stable position of the company over the four years period. However, it must be noted that the ratio is much higher than the industry average suggested by CSI Market (2018), which eventually suggests that the industry has lower financial risk as compared to BHP Billiton. 
The times interest earned ratio is illustrated in the figure below:

Figure 6 - Times Interest Earned Ratio
The times interest earned ratio illustrated in figure above highlights that the business had operating income significantly above its finance cost as indicated by a ratio of 12.35 times in 2015. The ratio deteriorated significantly in 2016 mainly because of sales decline of 33% due to industry trends. The business revived its profitability in 2017 and 2018 but its finance cost has increased due to additional borrowings in 2016, which eventually led to a lower times interest earned ratio in comparison to 2015 suggesting a decline over the four years period suggesting a deterioration in terms of gearing of BHP Billiton.
e. [bookmark: _Toc535361348][bookmark: _Toc535367193]Investor Ratios
The investors’ ratios highlight the performance of a company from investors’ point of view. The Earnings per Share (EPS) of the business is indicated in the figure below:

Figure 7 - Earnings per Share Ratio
The EPS of BHP Billiton suggests that the business earned $0.66 per share in 2015, which went to $-1.20 in 2016. It is mainly due to the losses incurred in 2016 as the shares outstanding remained the same throughout four years. In addition, EPS increased to $1.11 and $1.25 in 2017 and 2018 mainly due to increase in profitability.
The Price to Earnings ratio is indicated in the graph below:

Figure 8 - Price to Earnings Ratio
The price to earnings ratio of EPS was 18.05 times in 2015 suggesting that the share price was significantly higher than the earnings per share. The ratio was negative in 2016 due to negative EPS and it suggests that the investors yielded negative returns. The price to earnings went up to 12.45 times in 2017 and further 14.04 times in 2018 as the price of shares increased in these years in line with the increase in EPS of BHP Billiton. The price to earnings ratio for the industry is 11.37 times in 2018 highlighting that the industry’s share price is lower in comparison to the earnings; therefore, the potential investors are recommended to buy other mining companies’ shares against BHP Billiton.
[bookmark: _Toc535367194]Conclusion 
On the basis of analysis carried out in this report, several conclusions can be drawn. It can be concluded that the financial performance and position of BHP Billiton declined significantly in the year 2016 but recovered in the years following and has remained stable over the four years period. However, it can be noted that the sales growth for the four years as a whole is negative and business has been able to sustain profitability by ensuring the austerity measures undertaken in line with declining sales. It can also be concluded that the business segments of BHP Billiton are highly volatile as these have a high dependence on the global commodity prices and economic trends in general. It can also be concluded that the asset size of BHP Billiton is huge considering that it is a capital intensive business to mine the metals. 
It is also drawn that BHP Billiton has significant potential to service its debt as the times earned ratio suggests that the operating profit is multiple times of the finance cost of the business. It also suggests a lower degree of financial or solvency risk associated with the company. In addition, it has been noted that the share price of the company dropped in 2016 following the losses faced during the year. However, with the improved performance, the business has been able to revive its share price and price to earnings ratio depicting significant returns for the investors as well. Further, the recommendations are provided in the section below.  
[bookmark: _Toc535361350][bookmark: _Toc535367195]Recommendations
The management of BHP Billiton is recommended the following:
· BHP Billiton is recommended to diversify its product portfolio so that it can absorb the commodity prices shock in a better way. 
· The company’s liquidity ratios have turned out to be high in 2017 and 2018 with high amount of cash and its equivalents suggesting idle resources. Therefore, the business is recommended to invest that cash in short-term or long-term avenues as per the liquidity needs.
· The Total Assets Turnover can be improved by getting involved in other related businesses where the capital intensity is low. 
· The business must reduce its long-term debt as it is quite high when compared to the industry average.
Other than these areas, the performance and position of the business is quite satisfactory from all perspectives. 

[bookmark: _Toc535367196]
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[bookmark: _Toc535327095]Introduction
James PLC, a manufacturer of high quality garden furniture and related items, is looking to invest in one of three possible avenues to grow their business as part of their four-year business plan. The three possible investments are aimed at expansion of flourishing retail outlet in order to include all products, develop a model for internet sales and third one focuses on production of greenhouses and other conservatories. Based on the investment required for each of the three projects and the expected cash flows associated with these projects, the capital budgeting tools i.e. Net Present Value (NPV) analysis and Internal Rate of Return (IRR) have been applied and analysis has been carried out accordingly to make a sound investment plan and chose the right project for expanding the business. 
[bookmark: _Toc535327096]Analysis
f. [bookmark: _Toc535327097]An Evaluation Using NPV Technique
In accordance with Ryan and Ryan (2002), NPV analysis is most commonly used capital budgeting technique as it uses the cash flows over the life of a project and discounts the cash flows to account for their real value. NPV analysis has been applied on the three scenarios provided for possible investment by James PLC. Firstly, the cash flows provided have been accounted for capital allowances (25%) and taxation (20%) as illustrated in the table below:
	
	Initial Investment (£)
	Year
	Year
	Year
	Year

	
	
	1
	2
	3
	4

	A
	-750,000
	400,000
	500,000
	500,000
	500,000

	B
	-1,200,000
	500,000
	600,000
	800,000
	1,000,000

	C
	-2,000,000
	500,000
	1,000,000
	1,500,000
	1,500,000

	Cash Flows Forecast
	
	
	
	
	

	
	
	Year
	Year
	Year
	Year

	
	
	1
	2
	3
	4

	A
	
	
	
	
	

	Cash Flow
	
	400,000
	500,000
	500,000
	500,000

	Tax Saving on Capital Allowance
	
	37,500
	37,500
	37,500
	37,500

	Taxes (Amount)
	
	(80,000)
	(100,000)
	(100,000)
	(100,000)

	Net Cash Flow
	(750,000)
	357,500
	437,500
	437,500
	437,500

	B
	
	
	
	
	

	Cash Flow
	
	500,000
	600,000
	800,000
	1,000,000

	Tax Saving on Capital Allowance
	
	60,000
	60,000
	60,000
	60,000

	Taxes (Amount)
	
	(100,000)
	(120,000)
	(160,000)
	(200,000)

	Net Cash Flow
	(1,200,000)
	460,000
	540,000
	700,000
	860,000

	C
	
	
	
	
	

	Cash Flow
	
	500,000
	1,000,000
	1,500,000
	1,500,000

	Tax Saving on Capital Allowance
	
	100,000
	100,000
	100,000
	100,000

	Taxes (Amount)
	
	(100,000)
	(200,000)
	(300,000)
	(300,000)

	Net Cash Flow
	(2,000,000)
	500,000
	900,000
	1,300,000
	1,300,000


The table above indicates the cash flow forecasts for each of the three projects after calculating the impact of capital allowance and taxes charged to the cash flows. Firstly, it must be noted that capital allowance is similar to depreciation expense that is allowed to be deducted from income for tax purposes and is 25% for each of the three projects at hand. Therefore, the tax benefit against these expenses has been added back to the cash flows at the mentioned rates. In addition, it must be noted that the taxes charged have also been deducted from the cash flows. The table above clearly highlights that there was a net increase in cash flows for each of the three possible investments mainly due to addition of higher amount and subtraction of lower amount i.e. capital allowance is added and taxes are deducted. 
Further, the calculations of NPV at a cost of capital of 8% are illustrated in the table below:
Cost of Capital	8%
	Discounted Cash Flows
	Initial Investment (£)
	Year
	Year
	Year
	Year
	Net Present Value

	
	
	1
	2
	3
	4
	

	A
	(750,000)
	331,018.52
	375,085.73
	347,301.61
	321,575.56
	624,981.42

	B
	(1,200,000)
	425,925.93
	462,962.96
	555,682.57
	632,125.67
	876,697.13

	C
	(2,000,000)
	462,962.96
	771,604.94
	1,031,981.91
	955,538.81
	1,222,088.62


The table above highlights the discounted cash flows and NPV calculated at the discount rate of 8%. It is noteworthy to mention that all three projects are mutually exclusive so the one project with highest NPV shall be accepted. It can be seen that the initial investment for project A is £750,000 and NPV calculated over the four years is £624,981.42 which is near to the investment required for the project. Project B requires an initial investment of £1,200,000 and NPV calculated is £876,697.13 implying a higher NPV than project A. In line with the two projects, project C also has a positive NPV of £1,222,088.62 and it requires an initial outlay of £2,000,000. Therefore, it can be drawn on the basis of NPV analysis that project C shall be accepted if the company has sufficient funds to invest in that project. 
In addition, the analysis also helps us understand one of the core weaknesses of NPV technique as it does not consider different sizes of the project. As evident from three possible investments in this case, the size of each of the projects is different and therefore NPV of the projects also varies according to size of the project. Therefore, a further analysis is carried out by IRR in the section below to confirm this choice of project (De Andres, de Fuente and San Martin, 2015).
g. [bookmark: _Toc535327098]Internal Rate of Return
In accordance with Bennouna, Meredith and Marchant (2010), IRR for a project can be defined as the discount rate at which NPV of the project turns out to be zero. It is usually found by a hit and trial method and an excel command can also be used to reach at the rate using the expected cash flow streams. The decision criterion for IRR is that it must be higher than the discount rate or the hurdle rate set by the sponsors of the project. The results are illustrated in the table below:
Cost of Capital	29.09%
	Discounted Cash Flows
	Initial Investment (£)
	Year
	Year
	Year
	Year
	Net Present Value

	
	
	1
	2
	3
	4
	

	C
	(2,000,000)
	387,337.142
	540,108.221
	604,367.037
	468,187.601
	0.000


The table above indicates that IRR for the project selected based on NPV i.e. project C is 29.09% as NPV of the project turns out to be zero. IRR rate obtained is quite high as compared to cost of capital of 8% and suggests that the project is feasible for investment. However, for a deeper insight on application of capital budgeting, IRR rates obtained for each of the three projects are illustrated in the table below:
	IRR Project A
	40.16%

	IRR Project B
	34.08%

	IRR Project C
	29.09%


The table above clearly highlights that IRR for project C is high as compared to cost of capital but it is lower than the other two projects. This difference in decision making is due to the fact that NPV does not consider the size of projects and is an accurate tool when projects of similar size are compared. On the basis of IRR, it can be found that project A is most effective but for the simplicity in the parts following, the selection made via NPV criterion is considered as valid. 
h. [bookmark: _Toc535327099]Interpretations of the Results
The section aims to interpret the results illustrated above in more detail with respect to application of different capital budgeting tools. Firstly, the discussion highlights why NPV is best investment appraisal method as compared to other competitive tools. The reasons are illustrated below:
· First factor which gives NPV an advantage over Payback period relates to the fact that NPV discounts all the cash flows involved in the calculation (Nurullah and Kengatharan, 2015). 
· Second factor which again gives NPV an edge over Payback period is that NPV accounts for cash flows throughout the life of the project. On the other hand, payback period accounts for cash flows till the payback period of the project is achieved. 
· Third factor which gives NPV an advantage over IRR and profitability index is that it suggests the size of returns in terms of dollars. On the other hand, IRR and profitability index do not indicate the size of profits or project anyway (Bennouna, Meredith and Marchant, 2010).
The factors illustrated above clearly highlight that NPV is the most effective tool of analyzing the projects’ feasibility. However, it must be noted that different analysts still use different project appraisal tools based on the nature of projects they are evaluating and the criteria established for the project evaluation. According to Bierman Jr and Smidt (2012), one of the commonly used tools for investment appraisal is payback period, which is a non-discount based method of project evaluation. This method helps the investment analysts determine the period in which investors or project sponsors will be able to earn their investments back. However, as it is a non-discount based method, it does not consider the discount rate in the calculations and consequently, nominal cash flows are accounted for in this research. Secondly, payback period does not consider the cash flows beyond payback period under calculation so this is a major ignored aspect as well. However, as prescribed by Ryan and Ryan (2002), this technique is common despite the weaknesses attached to it because the investors are more interested in knowing the period in which they can earn their investment back. This makes payback criterion highly popular across industries even in the modern era.
Regarding the investment decision making, it is noteworthy to mention that there are multiple factors considered besides application of capital budgeting tools before an investment decision is made. First category of those factors is macroeconomic factors as the government policies towards a particular industry can affect the investment returns to a significant extent (Kengatharan, 2016). Besides, the overall growth rate in the country, inflation and unemployment can also affect the investment returns from a specific project. Second category of factors is the industry level factors as the project may look feasible on the basis of financial estimates but may not yield desired returns when industry factors are accounted for. It is based on industrial policies, regulations and recent trends in the industries (Baker, Dutta and Saadi, 2010). Third category of those factors relates to company specific factors because it may be difficult to raise internal financing for the project so the business must evaluate how it will arrange the financing at easy terms that suit the nature of the project and different other factors as well. This summarizes the factors that must be studied while appraising a project for investment (Brealey et al., 2012).
i. [bookmark: _Toc535327100]Optimal Investment Policy
In the view of Tirole (2010), the optimal investment policy is considered to be the one which maximizes the returns for shareholders or sponsors of a project with minimum possible risk. An optimal investment policy’s core objective is to place the funds in avenues, where returns can be maximized with diversified investments. In the given case, it has been provided that sponsors have £2,500,000 for funding and they are looking for an investment policy to invest those funds. As the risk measures of each project are not provided, the analysis in this section is based on optimal investment technique. Considering the funds being limited to £2,500,000 and the projects being isolated from each other, an optimal investment policy can be devised using NPV at a cost of capital of 8% as illustrated in the table below:   
	Project
	Initial Investment (£)
	NPV (8%)
	Cost Benefit Ratio
	Project Ranking
	Distribution of Investment (£)
	Resulting Net Present Value

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	C
	2,000,000
	1,222,088.62
	0.611
	1
	2,000,000
	1,222,088.62

	B
	1,200,000
	876,697.13
	0.731
	2
	500,000
	365,319.69

	Total
	
	
	
	
	2,500,000
	1,587,408.32


Since project C has the highest NPV among the other two projects being considered and requires £2,000,000 in funds; the investment in project C shall be considered in full. The remaining amount of £500,000 will be invested in project B since it has the second highest value of NPV after project C. Please note that project B requires an investment in the amount of £1,200,000 but only a partial amount (£500,000 or 41.67%) will be invested in it due to exhaustion of funds and will yield a resulting NPV of £365,319.69.
The table above clearly illustrates that with these investments, both projects are expected to return positive NPVs and it will amount to £1,587,408.32. This indicates that with the well-diversified strategy, James PLC can earn even higher amount than the investment made suggesting huge returns for the business. 
[bookmark: _Toc535327101]Sources of Finance
As illustrated in the discussion above, it can be highlighted that the projects under consideration are feasible for investment as each of these have positive NPV and high IRR as compared to the discount rate or cost of capital for the business. However, it must be noted that the investors will need to finance the amount illustrated in the optimal investment policy so that the projects can be put up.
In accordance with Brooks and Mukherjee (2013), there are three major sources of finance available to business sponsors or management. These include the financing using retained earnings, debt financing and equity financing and the benefits / weaknesses associated with each of the three major sources of finance. The advantages and disadvantages associated with possible sources for financing are illustrated below.
a. [bookmark: _Toc535327102]Financing from Retained Earnings
This refers to the financing using internal sources; however, in order to use this source of fund, the business must have sufficient amounts of earnings retained in the previous years. The financing from retained earning leads to a risk free source of financing as there is no repayment required. However, its presence is a big question. Other strength of this source of financing refers to no cost of finance involved directly. However, the major weakness of this source of finance is that it increases business solvency by reducing the margins to absorb the unexpected losses (Ross, Westerfield and Jordan, 2008).
b. [bookmark: _Toc535327103]Debt Financing
According to Sufi (2007), one of the most common types of financing for businesses is debt financing as banks lend money to the businesses for financially viable projects. The major advantage associated with debt financing is that it is easily obtainable and has lower cost associated with it. Another advantage of debt financing is that it is not permanent finance like equity and can be taken off the balance sheet once repaid. On the other side, a key disadvantage of debt financing is that the periodic repayment of debt is an obligation and must be paid even if the business is incurring losses and this increases solvency risk of the business.
c. [bookmark: _Toc535327104]Equity Financing
The third source to finance the investment proposal as in the case of James PLC is the equity financing. Equity finance can be obtained by issuing common or preferred shares in the market. The advantages associated with this type of financing include the fact that dividend payment is not an obligation and equity is never repaid unless in the case of default. However, it must be noted that one of the weaknesses is the high cost of equity as the investors require higher amount of dividends from profits. In addition, the ownership also dilutes to a significant extent in the case of additional equity financing (Brealey et al., 2012).
The above sources of finance are available to James PLC and leads to the findings that there is no single best source of finance. The selection may vary from case to case.
[bookmark: _Toc535327105]Conclusion 
The investment appraisal carried out using NPV technique suggests that project C has the highest NPV so the company must invest in this project that focuses on production of greenhouses and other conservatories. IRR also leads to the conclusion that the chosen project is commercially viable as it has an IRR of 29.09% as compared to the 8% cost of capital. In addition, it has been found that NPV analysis is best tool for capital budgeting considering the advantages associated with it over other NPV tools. Also, the discussion finds the optimal investment policy and discusses major sources of finance available to James PLC.  It can be concluded that the investment policy designed considers the diversification of risk with maximization of cash flows at the same time so that the profits are maximized with minimal possible risk. Lastly, it is concluded that different sources of finance available have their pros and cons and the sponsors must consider the sources critically before one specific source is selected. 
[bookmark: _Toc535327106]
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Profitability Ratios
Operating Profit margin	2015	2016	2017	2018	19.423783493144548	-20.170160455486545	30.698707065430327	36.656125395297678	Net Profit margin	2015	2016	2017	2018	9.835110672999372	-20.079580745341616	16.25179574245788	17.746001191621978	Return On Capital Employeed	2015	2016	2017	2018	3.9292203317013796	-5.8219916895688142	5.8898144642180998	7.9017182972123585	



Liquidity Ratios
Current Ratio	2015	2016	2017	2018	1.2735548121061231	1.4354943273905996	1.8525426711244062	2.5112588462363283	Quick Ratio	2015	2016	2017	2018	0.93962499027464408	1.1590761750405187	1.529385887735351	2.2421902923725785	



Total Asset Turnover
Total Asset Turnover	2015	2016	2017	2018	0.35829186065179003	0.25986734256386979	0.32720544245594241	0.38964935308456777	



Cash Conversion Cycle
Cash Conversion Cycle	2015	2016	2017	2018	4.7906917315793436	16.908698793360074	2.1477650279707632	-2.9152141006974972	



Long-Term Debt / Equity
Long-term Debt/ Equity	2015	2016	2017	2018	0.58376922531717346	0.77478317324499346	0.6841501131907024	0.61536179330805996	



Times Interest Earned
Interest Cover	2015	2016	2017	2018	12.350427350427351	-5.3703703703703702	7.466963151207116	10.208040842373963	



Earnings per Share
Eps	2015	2016	2017	2018	0.65500000000000003	-1.2	1.107	1.25	



Price to Earnings
Price / Earnings Ratio	2015	2016	2017	2018	18.053435114503817	-7.8725001000000008	12.448057813911472	14.036799808000001	
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Consolidated Financial Statements

5.1.1

2018 2017 2016 2015

US$M US$M US$M US$M

Continuing operations

Revenue 43,638 38,285 30,912 44,636

Other income 247 736 444 496

Expenses excluding net finance costs (28,036)(27,540)(35,487)(37,010)

Profit/(loss) from equity accounted investments, related impairments and expenses 147 272 (2,104) 548

Profit/(loss) from operations 15,996 11,753 (6,235) 8,670

Financial expenses (1,567) (1,574) (1,161) (702)

Financial income 322 143 137 88

Net finance costs (1,245) (1,431) (1,024) (614)

Profit/(loss) before taxation 14,751 10,322 (7,259) 8,056

Income tax (expense)/benefit (6,879) (3,933) 1,297 (2,762)

Royalty-related taxation (net of income tax benefit) (128) (167) (245) (904)

Total taxation (expense)/benefit (7,007) (4,100) 1,052 (3,666)

Profit/(loss) after taxation from Continuing operations 7,744 6,222 (6,207) 4,390

Discontinued operations

Loss after taxation from Discontinued operations (2,921)- - (1,512)

Profit/(loss) after taxation from Continuing and Discontinued operations 4,823 6,222 (6,207) 2,878

Attributable to non-controlling interests 1,118 332 178 968

Attributable to BHP shareholders 3,705 5,890 (6,385) 1,910

Basic earnings/(loss) per ordinary share (cents) 69.6 110.7(120.00) 35.9

Diluted earnings/(loss) per ordinary share (cents) 69.4 110.4(120.00) 35.8

Basic earnings/(loss) from Continuing operations per ordinary share (cents) 125.0 110.7(120.00) 65.5

Diluted earnings/(loss) from Continuing operations per ordinary share (cents) 124.6 110.4(120.00) 65.3

The accompanying notes form part of these Financial Statements.
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Consolidated Balance Sheet as at 30 June 2018

2018 2017 2016 2015

Notes US$M US$M US$M US$M

ASSETS

Current assets

Cash and cash equivalents 19 15,871 14,153 10,319 6,753

Trade and other receivables 7 3,096 2,836 3,155 4,321

Other financial assets 21 200 72 121 83

Inventories 9 3,764 3,673 3,411 4,292

Assets Held for Sale 11,939

Current tax assets 106 195 567 658

Other 154 127 141 262

Total current assets 35,130 21,056 17,714 16,369

Non-current assets

Trade and other receivables 7 180 803 867 1,499

Other financial assets 21 999 1,281 2,680 1,159

Inventories 9 1,141 1,095 764 466

Property, plant and equipment 10 67,182 80,497 83,975 94,072

Intangible assets 11 778 3,968 4,119 4,292

Investments accounted for using the equity method 29 2,473 2,448 2,575 3,712

Deferred tax assets 13 4,041 5,788 6,147 2,861

Other 69 70 112 150

Total non-current assets 76,863 95,950101,239108,211

Total assets 111,993117,006118,953124,580

LIABILITIES

Current liabilities

Trade and other payables 8 5,977 5,551 5,389 7,389

Interest bearing liabilities 19 2,736 1,241 4,653 3,201

Liabilities Held for Sale 1,222

Other financial liabilities 21 138 394 5 251

Current tax payable 1,773 2,119 451 207

Provisions 3, 14, 18, 24 2,025 1,959 1,765 1,676

Deferred income 118 102 77 129

Total current liabilities 13,989 11,366 12,340 12,853

Non-current liabilities

Trade and other payables 8 3 5 13 29

Interest bearing liabilities 19 24,069 29,233 31,768 27,969

Other financial liabilities 21 1,093 1,106 1,778 1,031

Non Current Tax Payable 137

Deferred tax liabilities 13 3,472 3,765 4,324 4,542

Provisions 3, 14, 18, 24 8,223 8,445 8,381 7,306

Deferred income 337 360 278 305

Total non-current liabilities 37,334 42,914 46,542 41,182

Total liabilities 51,323 54,280 58,882 54,035

Net assets 60,670 62,726 60,071 70,545

EQUITY

Share capital - BHP Billiton Limited 1,186 1,186 1,186 1,186

Share capital - BHP Billiton Plc 1,057 1,057 1,057 1,057

Treasury shares (5) (3) (33) (76)

Reserves 16 2,290 2,400 2,538 2,557

Retained earnings 51,064 52,618 49,542 60,044

Total equity attributable to BHP shareholders 55,592 57,258 54,290 64,768

Non-controlling interests 16 5,078 5,468 5,781 5,777

Total equity 60,670 62,726 60,071 70,545

The accompanying notes form part of these Financial Statements.
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RATIO ANALYSIS

2015 2016 2017 2018

PROFITIBILITY:-

Operating Profit 8,670.00        (6,235.00)      11,753.00      15,996.00       

Revenue 44,636.00      30,912.00      38,285.00      43,638.00       

Operating Profit margin % 19.42              (20.17)            30.70              36.66               

Net Profit 4,390.00        (6,207.00)      6,222.00        7,744.00         

Revenue 44,636.00      30,912.00      38,285.00      43,638.00       

Net Profit margin % 9.84                (20.08)            16.25              17.75               

Net Profit 4,390.00        (6,207.00)      6,222.00        7,744.00         

Share Capital and Reserves 70,545.00      60,071.00      62,726.00      60,670.00       

Non Current Liabilites 41,182.00      46,542.00      42,914.00      37,334.00       

Return On Capital Employeed % 3.93                (5.82)               5.89                7.90                 

LIQUIDITY:-

Current Assets 16,369.00      17,714.00      21,056.00      35,130.00       

Current Liabilities 12,853.00      12,340.00      11,366.00      13,989.00       

Current Ratio Times 1.27                1.44                1.85                2.51                 

Current Assets 16,369.00      17,714.00      21,056.00      35,130.00       

Inventory 4,292.00        3,411.00        3,673.00        3,764.00         

Current Liabilities 12,853.00      12,340.00      11,366.00      13,989.00       

Quick Ratio Times 0.94                1.16                1.53                2.24                 

ACTIVITY RATIO:-

Sales 44,636.00      30,912.00      38,285.00      43,638.00       

Total Assets 124,580.00   118,953.00   117,006.00   111,993.00    

Total Asset Turnover 0.36                0.26                0.33                0.39                 

Inventory 4,292.00        3,411.00        3,673.00        3,764.00         

Cost of Sales 37,010.00      35,487.00      27,540.00      28,036.00       

Inventory Turnover Days  Days 42                    35                    49                    49                     

Trade Receivables 4,321.00        3,155.00        2,836.00        3,096.00         

Revenue 44,636.00      30,912.00      38,285.00      43,638.00       

Receivable Turnover Days  Days 35                    37                    27                    26                     

BHP Billiton
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Trade Payable 7,389.00        5,389.00        5,551.00        5,977.00         

Cost of Sales 37,010.00      35,487.00      27,540.00      28,036.00       

Payables Turnover Days Days 72.87              55.43              73.57              77.81               

Cash Conversion Cycle 4.79                16.91              2.15                (2.92)                

LEVERAGE RATIO:-

Long-term Debt 41,182.00      46,542.00      42,914.00      37,334.00       

Equity 70,545.00      60,071.00      62,726.00      60,670.00       

Long-term Debt/ Equity 58% 77% 68% 62%

Operating Profit 8,670.00        (6,235.00)      11,753.00      15,996.00       

Finance Cost 702.00            1,161.00        1,574.00        1,567.00         

Interest Cover Times 12.35              (5.37)               7.47                10.21               

INVESTOR RATIO:-

Eps Per Share 0.66                (1.20)               1.11                1.25                 

Price 11.825 9.44700012 13.78 17.54599976

EPS 0.66 -1.20 1.11 1.25

Price / Earnings Ratio 18.05              (7.87)               12.45              14.04               


