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Part A: Introduction
[image: Kingfisher plc Logo PNG Vector (EPS, SVG) Free Download]
Figure: Kingfisher PLC. Logo
[bookmark: _Toc175148996]Background
Kingfisher PLC is a public limited company based in London, it  is listed in the London Stock Exchange, trading under the symbol KGF. This company is a market leader in the home improvement products space which is dominates both the UK as well as the EU. The company was founded in 1982 as Woolworth Holdings PLC after a demerger from the original Woolworth Group. The company was later rebranded as Kingfisher PLC in 1989 to reflect its broader retail interests beyond the Woolworth name. 
Over the years, Kingfisher has evolved significantly by growing through a series of strategic acquisitions and divestitures to become one of Europe’s largest home improvement retailers. This was reflected in multiple acquisitions by the company in the late 1990 and early 2000’s which include the French home improvement chain Castorama and the British DIY retailer B&Q. One of its most successful acquisitions has been that of Screwfix in July 1999, which was also a retailer of various home improvement and constrction tools. The company later went on to become the largest of its kind in the UK alone. These subsidiaries remain integral parts of Kinfisher’s operations and allow it to control a substantial market share in the industry. Kingfisher currently operates around 1,300 stores across 9 countries employing more 75,000 personnel (Kingfisher PLC, 2024).  
[bookmark: _Toc175148997]Business Model
Kingfisher’s business model centers on providing a wide range of home improvement products to retail and professional consumers. The company operates through both physical stores and online platforms that enable it to offer a range of products from building materials, electrical, plumbing to garden products. Moreover, Kingfisher has adopted a “One Kingfisher” strategy which is aimed at leveraging its scale and resources across different markets focusing on simplifying its business by unifying product ranges as well as investing in digital and e-commerce capabilities.
[image:  ]
Figure: Kingfisher PLC and its Subsidiaries
The company's model also emphasizes cost control, efficient supply chain management along with customer service to drive profitability. A significant part of Kingfisher’s strategy includes developing and selling its own-brand products that allows the company to get higher margins than third-party products. In addition to that, Kingfisher has also been focusing on sustainability initiatives by recognizing the growing consumer demand for eco-friendly products.
[bookmark: _Toc175148998]Marketplace and Major Competitors
Kingfisher operates in a highly competitive home improvement retail market mainly in the UK and the EU. Within UK, one of its main competitors is Travis Perkins, which also operates its own chain of home improvement and building materials stores. Travis Perkins is particularly strong in the trade customer segment while Kingfisher’s B&Q and Screwfix brands cater to both DIY enthusiasts and trade professionals. In France, Kingfisher’s main competitors are Leroy Merlin and Mr. Bricolage, both of which are significant players in the home improvement market. However, Leroy Merlin is a strong competitor with a well-established presence and a broad product offering. The competitive landscape of this industry is highly characterized by price competition as well as product range and availability. 
	[image: File:Travisperkinstradinglogo.png - Wikipedia]
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Figure: Major Competitors of Kingfisher 
[bookmark: _Toc175148999]Recent Events (2018-2023)
	Date
	Event
	Impact

	Sep 2019	
	Thierry Garnier appointed as CEO, replacing Véronique Laury
	Initiated a strategic shift towards digital transformation and operational efficiency.

	2019-2020
	Implementation of accelerated “One Kingfisher” strategy, including unifying product ranges, improving supply chain, and enhancing e-commerce
	Led to store closures, a stronger focus on e-commerce, and significant online sales growth.

	2020	
	Demand for home improvement products increased, but faced supply chain disruptions and store closures due to global pandemic.
	Boosted online sales but highlighted the need for enhanced digital capabilities.



[bookmark: _Toc175149000]

Part B: Financial Performance Review
Financial performance analysis is a very important process that looks at a business's financial records to see how healthy it is and how well it runs. This analysis encompasses a range of metrics and ratios obtained by analyzing the cash flow statement, balance sheet, and income statement of the company (Alarussi, 2021). To have an understanding of how efficiently a company earns profits, how effectively it manages its resources, and how well it maintains its financial stability is the major objective. 
A corporation like Kingfisher PLC places a particular emphasis on the significance of conducting financial performance analysis. In terms of profitability, liquidity, efficiency, and solvency, it offers a holistic assessment of how well the organization is operating from a financial standpoint. This information is essential for a number of reasons, including the fact that it assists Kingfisher in evaluating the efficacy of its strategic efforts, such as its digital transformation and operational restructuring. By conducting an analysis of profitability ratios, Kingfisher is able to ascertain whether or not its investments are producing the anticipated returns and whether or not its methods for cost management are successful. The importance of doing financial performance analysis is something that is particularly emphasized by a firm such as Kingfisher PLC. It provides a comprehensive evaluation of the organization's financial operations, including profitability, liquidity, efficiency, and solvency, and it serves as a comprehensive review of how well the organization is working. When it comes to reviewing the effectiveness of Kingfisher's strategic efforts, such as its digital transformation and operational restructuring, this information is vital for a variety of reasons, one of which is that it helps Kingfisher evaluate the effectiveness of its efforts. By carrying out an examination of profitability ratios, Kingfisher is able to determine whether or not its investments are providing the returns that were anticipated and whether or not its procedures for cost management are operating effectively (Cantaluppi & Hug, 2000).
Financial performance analysis can enable Kingfisher to make informed strategic decisions, enhance operational effectiveness, and build investor confidence. It supports the company in identifying areas for improvement, allocating resources efficiently, and sustaining long-term growth and profitability. 
[bookmark: _Toc175149001]Part B: Financial Performance Review
Calculation of Key Financial Ratios
It is vital to conduct a comprehensive study of a company's financial statements in order to evaluate all aspects of the company's operations, including its overall health and efficiency. In the same way that a financial analyst would perform their duties, this analysis takes into account a wide range of metrics and ratios that are derived from the income statement, balance sheet, and cash flow statement created by the organization. The primary objective of this type of study is to acquire a full understanding of the profitability, resource management, and financial stability of an organization. The overall financial performance study can be carried out by doing an analysis of important financial ratios. This analysis can provide useful insights into the operational success, financial resilience, and overall growth potential of a company. For organizations like Kingfisher PLC, this analysis is essential for evaluating performance and providing information that can be used to guide strategic decision-making. In addition, the study serves to provide investors, stakeholders, and management with useful information that can assist them in effectively navigating market hurdles and achieving the financial goals of the organization.
This section presents the financial ratios for Kingfisher PLC over the past five years from 2019-2023 containing  analysis of profitability, liquidity, gearing, and efficiency ratios to evaluate the company’s financial performance. The ratios are calculated using the data from Kingfisher's annual reports. 
[bookmark: _Toc175149003]Liquidity Ratios
The ability of a corporation to satisfy its short-term financial obligations can be determined by analyzing its liquidity ratios, which are essential indications. Using these ratios, one may determine whether or not a firm has sufficient liquid assets to satisfy its immediate liabilities. This is a key component of ensuring that the company's operations remain stable. In terms of liquidity, it is comprised of three primary measures that provide a more comprehensive picture of the company's financial health.
	
Ratio Category
	
Ratio
	Year 

	
	
	2019
	2020
	2021
	2022
	2023

	Liquidity Ratios


	Current Ratio
	1.12
	1.24
	1.27
	1.30
	1.29

	
	Quick Ratio
	0.25
	0.46
	0.38
	0.24
	0.27

	
	Cash Ratio
	0.07
	0.36
	0.26
	0.10
	0.13


Refer to Appendix A for viewing Calculations
[image: ]
Current Ratio
Current Ratio, a highly used financial ratio to measure liquidity provide a glimpse of the overall liquidity of the focal organization. The evaluaion mainly happens by calculating the current assets against the current liabilities of any organization . The evaluation is conducted based on the deviation from 1  . Usually the output of 1 or above assures a company has current assets exceeding its current liabilities and the opposite if the value is less. The formula for calculating Current Ratio is; 
Current Ratio = 
From 2019 to 2023, the current ratio for the company showed a steady improvement, increasing from 1.12 to 1.29. This gradual rise suggests the possibility of being able to pay off non-current  liabilities indicating a positive state of liquidity .
Quick Ratio
Taking into consideration the possibility that inventory may not be easily converted into cash, the Quick Ratio, which is also often known as the acid-test ratio, provides a more stringent measure of liquidity. This is accomplished by omitting inventory from current assets. The fast ratio places an emphasis on the assets that are the most liquid, such as cash and receivables, because of this consideration. The formula for the Quick Ratio is as follows:
Quick Ratio = 
Based on the data, the company’s quick ratio saw significant fluctuations over the years. In 2020, it jumped to 0.46 indicating an increase in the company’s liquid assets relative to its short-term liabilities. However, the number dropped to 0.24 in 2022, showing a potential challenge in tackling  current liabilities without having to liquidate any form of product inventory . Although the figures recovered slightly to 0.27 in 2023, the variability over these years highlights the company’s changing liquidity dynamics when excluding inventory. 

Cash Ratio
Another liquidity ratio that is even more conservative liquidity measure, as it compares cash and cash equivalents directly to current liabilities is cash ratio. This ratio is particularly important in assessing whether a company can immediately pay off its short-term debts with the cash it has on hand. The formula to calculate this ratio is,  
Cash Ratio = 
The company’s cash ratio experienced a notable increase in 2020, reaching 0.36 suggesting a strong liquidity buffer at that time. However it  declined significantly in subsequent years, dropping to 0.10 in 2022 before rising slightly to 0.13 in 2023. This trend indicates that while the company had a substantial cash reserve in 2020, its reliance on cash for meeting short-term obligations has decreased indicating a possible increase in its vulnerability to liquidity pressures.
[bookmark: _Toc175149004]Profitability Ratios
Insights about a company's potential to generate earnings in relation to its sales, assets, and equity can be gained through the utilization of profitability indicators. Important measures of both the state of the company's finances and its operational efficiency are these ratios.
	
Ratio Category
	
Ratio
	Year 

	
	
	2019
	2020
	2021
	2022
	2023

	Profitability Ratios


	Gross Profit Margin
	36.96%
	37.05%
	37.43%
	36.72%
	36.80%

	
	Operating Profit Margin
	2.46%
	7.42%
	8.68%
	5.54%
	4.47%

	
	Net Profit Margin
	0.07%
	4.80%
	6.39%
	3.61%
	2.66%

	
	Return on Assets
	0.07%
	4.83%
	6.82%
	3.89%
	2.90%

	
	Return on Liabilities
	0.14%
	9.01%
	12.44%
	7.07%
	2.90%


Refer to Appendix A for viewing Calculations
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Profitability ratios provide insights into a company’s ability to generate earnings relative to its revenue, assets, and equity. These ratios are key indicators of financial health and operational efficiency. 
Gross Profit Margin 
This profitability ratio calculated revenue exceeds the cost of goods sold in the from percentage that mainly allows the comprehension of the capacity of profiting from sales before accounting for other expenses. It is calculated by;
Gross Profit Margin = 
The gross profit margin of Kingfisher PLC remained relatively stable from 2019 to 2023, fluctuating slightly between 36.72% and 37.43%. This stability suggests that the company has consistently maintained its product profitability, effectively managing its production costs relative to revenue.
Operating Profit Margin 
Operating Profit Margin analysis goes a step further than gross profit margin by taking into account the operating expenses, thereby reflecting the efficiency of the company’s business operations. It is calculated by;
Operating Profit Margin = 
Kingfisher’s operating profit margin showed significant improvement in 2020 and 2021, reaching a peak of 8.68% in 2021 reflecting strong operational efficiency during these years. However, the margin declined to 4.47% in 2023 suggesting that the company faced increased operating costs or other challenges that reduced its ability to generate profit from its operations.
Net Profit Margin
The Net Profit Margin is the most comprehensive profitability ratio, as it accounts for all expenses which includes interest and taxes. This ratio allows to determine the final profit relative to revenue. The formula for calculating Net Profit Margin is; 
Net Profit Margin = 
Kingfisher’s net profit margin saw a notable improvement in 2020 and 2021 which peaked at 6.39% in 2021. This rise reflects strong overall profitability during the given period. However, the margin dropped to 2.66% in 2023 indicating that the company’s net profitability has been under pressure.
Return on Asset(ROA) & Return on Equity(ROE)
Return on Assets (ROA) and Return on Equity (ROE) further explore the company’s efficiency in generating profit. They are calculated by;
Return on Assets = 
Gross Profit Margin = 

ROA measures how effectively the company is using its assets to generate earnings, while ROE focuses on the how much is gained against the shareholders’ equity . The company’s ROA improved significantly in 2020 and 2021, reaching 6.82% in 2021, but then declined to 2.90% in 2023, indicating a decrease in asset utilization efficiency. Similarly, ROE saw a dramatic increase to 12.44% in 2021, however it dropped sharply to 2.90% in 2023. These trends highlight the challenges the company faced in maintaining profitability and returns to shareholders in the later years.
[bookmark: _Toc175149005]Efficiency Ratios
A company's capacity to turn its assets and liabilities into profit is measured by efficiency ratios. In order to grasp the concept of operational effectiveness and asset management, these ratios are vital.
	
Ratio Category
	
Ratio
	Year 

	
	
	2019
	2020
	2021
	2022
	2023

	Efficiency Ratios
	Inventory Turnover ratio
	2.87
	3.12
	3.15
	2.84
	2.74

	
	Asset Turnover Ratio
	0.99
	1.04
	1.07
	1.07
	1.08


Refer to Appendix A for viewing Calculations
[image: ]
Inventory Turnover Ratio
 More efficient inventory management is indicated by a greater Inventory Turnover ratio, which quantifies the frequency of sales and replacements of a company's inventory over a certain period.
Inventory Turnover Ratio = 
Kingfisher’s inventory turnover rose to 3.15 times in 2021 which reflects strong inventory management during that year. However, it later declined to 2.74 times in 2023 which hints at a slower pace of inventory sales or potential issues with inventory management, which could lead to excess stock and increased holding costs.
Asset Turnover Ratio
Asset Turnover Ratio = 
The Asset Turnover ratio evaluates how effectively a company is using its assets to generate revenue. An increasing asset turnover ratio indicates better asset utilization. Based on Kingfisher’s financial data it could be noticed that the asset turnover ratio showed a slight but steady improvement from 0.99 in 2019 to 1.08 in 2023. This gradual increase suggests that the company has become more efficient in using its assets to generate revenue, though the improvement is modest.
[bookmark: _Toc175149006]Gearing (Leverage) Ratios
Gearing (Leverage) ratios are critical for understanding a company’s financial structure and the degree to which it is financed by debt relative to equity or assets. These ratios are key indicators of financial risk and long-term solvency. 


	
Ratio Category
	
Ratio
	Year 

	
	
	2019
	2020
	2021
	2022
	2023

	Gearing Ratio


	Debt-to-Equity Ratio
	0.95
	0.87
	0.82
	0.82
	0.79

	
	Debt Ratio
	0.487
	0.464
	0.451
	0.449
	0.445

	
	Interest Coverage Ratio
	1.482
	5.089
	7.730
	5.605
	4.361


Refer to Appendix A for viewing Calculations
	
Ratio
	Formula


	Debt-to-Equity Ratio
	 


	Debt Ratio
	


	Interest Coverage Ratio
	
 



[image: ]
Debt-to-Equity Ratio can be useful in enabling the evaluation of an entity’s outstanding   liabilities on the basis of the shareholders’ equity, providing insight into the balance between debt and equity financing. The company’s debt-to-equity ratio steadily declined from 0.95 in 2019 to 0.79 in 2023, indicating a reduced reliance on debt and a more balanced financial structure. This trend suggests that the company has been strengthening its equity base relative to its liabilities, which can lower financial risk.  In addition to that the Debt Ratio measures the proportion of a company’s assets that are financed by debt, offering a broader view of the company’s financial leverage. The debt ratio for the company decreased slightly over the period, from 0.487 in 2019 to 0.445 in 2023, indicating a gradual reduction in debt relative to total assets. This trend supports the observation of reduced financial leverage, implying a more conservative approach to financing. 
Finally, the Interest Coverage Ratio measures a company’s ability to pay interest on its debt, with higher ratios indicating a stronger capacity to meet interest obligations. The company’s interest coverage ratio improved significantly in 2020 and 2021, peaking at 7.730 in 2021, which reflects strong earnings relative to interest expenses. However, the ratio declined to 4.361 in 2023, indicating that while the company still maintains a good ability to cover interest payments, its margin of safety has decreased. This decline suggests that the company may need to monitor its debt levels and interest obligations more closely to maintain financial stability.


[bookmark: _Toc175149007]Comparison with Competitor
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Ratio Category
	
Ratio
	Year

	
	
	2019
	2020
	2021
	2022
	2023

	Liquidity Ratios


	Current Ratio
	1.29
	1.47
	1.84
	1.47
	1.69

	
	Quick Ratio
	0.78
	0.92
	1.14
	0.84
	0.90

	
	Cash Ratio
	0.11
	0.33
	0.45
	0.21
	0.14

	Profitability Ratios



	Gross Profit Margin
	29.25%
	28.02%
	28.53%
	27.72%
	26.86%

	
	Operating Profit Margin
	3.34%
	0.73%
	7.60%
	5.91%
	2.26%

	
	Net Profit Margin
	1.77%
	-0.59%
	6.08%
	3.85%
	0.78%

	
	Return on Assets (ROA)
	1.91%
	-0.36%
	6.34%
	4.65%
	0.95%

	
	Return on Equity (ROE)
	4.75%
	-0.81%
	12.46%
	9.14%
	1.87%

	Efficiency Ratios

	Inventory Turnover
	5.49
	2.99
	4.19
	4.97
	4.89

	
	Asset Turnover
	3.18
	0.59
	0.88
	1.17
	1.19

	Gearing (Leverage) Ratios


	Debt-to-Equity Ratio
	1.46
	1.24
	0.97
	0.97
	0.97

	
	Debt Ratio
	0.584
	0.554
	0.491
	0.492
	0.493

	
	Interest Coverage Ratio
	2.517
	1.051
	9.394
	10.738
	4.260


Table: Ratios of Travis Perkins
Refer to Appendix A for viewing Calculations
Kingfisher PLC and Travis Perkins are the two leading companies in the home improvement and building materials sectors in the UK market. The above table shows the  financial profile of Travis Perkins over the 2019-2023 period. Based on comparison with Kingfisher’s  financials, it can be seen that Kingfisher generally excels in profitability, demonstrating better cost management and revenue conversion which reflected in its consistently higher gross and net profit margins. However, Travis Perkins outperforms Kingfisher in operational efficiency and liquidity having stronger liquidity ratios and higher inventory and asset turnover which indicates that Travis Perkins has more effective management of short-term assets and operations.
Moreover, Travis Perkins has maintained a consistently stronger liquidity position compared to Kingfisher during the 2019-2023 period. Its current ratio peaked at 1.84 in 2021, showcasing its robust ability to cover short-term liabilities. On the other hand, Kingfisher saw a modest increase in its current ratio reaching 1.29 in 2023. The quick ratio further underscores this difference as it only values elements that could be liquidated quickly. In addition to that Travis Perkins ended 2023 with a quick ratio of 0.90, compared to Kingfisher’s lower 0.27 showing that Travis Perkins holds a more substantial buffer of liquid assets relative to its short-term obligations. Additionally, Travis Perkins’ cash ratio consistently outperformed Kingfisher's  in 2021 when it reached 0.45 because of a stronger cash position..
Kingfisher generally outshines Travis Perkins in case of profitability, particularly in gross and net profit margins. Throughout the period, Kingfisher maintained a gross profit margin between 36.72% and 37.43%, significantly higher than Travis Perkins having margins ranged from 26.86% to 29.25%. This indicates that Kingfisher has better control over its cost of goods sold relative to revenue. However, fluctuations in operating profit margins were evident for both companies since Kingfisher’s peaked at 8.68% in 2021 but declined to 4.47% in 2023 while Travis Perkins experienced similar volatility with a sharp decline in 2020 followed by  a recovery in 2021 which was pursued by another drop to 2.26% in 2023. Net profit margins followed a similar trend, with Kingfisher consistently displaying higher profitability than Travis Perkins which faced significant variability, including a negative margin in 2020.
In terms of operational efficiency, Travis Perkins outperforms Kingfisher particularly in inventory and asset management. Travis Perkins consistently achieved higher inventory turnover ratios, with a peak of 5.49 in 2019, compared to Kingfisher’s peak of 3.15 in 2021. It appears that Travis Perkins has improved its inventory management, which leads to faster sales and lower holding expenses. A similar pattern emerged with Travis Perkins, whose asset turnover ratio increased to 3.18 in 2019 before leveling off at 1.19 in 2023. While Travis Perkins' operations are more efficient, Kingfisher can improve its asset and inventory management techniques to meet its competitor's performance. This is indicated by a slightly improved but lower asset turnover for Kingfisher.
[bookmark: _GoBack]Finally, Kingfisher adopts a more conservative financial approach compared to Travis Perkins based on its lower gearing ratios.  Kingfisher’s debt-to-equity ratio decreased steadily over the period while reaching 0.79 in 2023 indicating reduced reliance on debt financing. However, Travis Perkins maintained a higher debt-to-equity ratio around 0.97 throughout the period which suggest higher dependence on debt financing. Similarly, Travis Perkins' debt ratio was consistently higher, hovering around 0.493 in 2023, compared to Kingfisher’s 0.445. Overall, Both companies maintained adequate interest coverage ratios, with Kingfisher’s declining to 4.361 in 2023 and Travis Perkins showing more volatility but ending close at 4.260. While Travis Perkins' higher leverage might support growth, it also carries higher financial risk, whereas Kingfisher’s conservative approach provides stability but may limit its growth potential.
Kingfisher PLC and Travis Perkins exhibit contrasting strengths and weaknesses in their financial performance over the 2019-2023 period. Kingfisher generally outperforms in profitability, reflecting better cost management and higher margins, while Travis Perkins excels in operational efficiency and liquidity, indicating superior asset management and a stronger short-term financial position. However, Kingfisher’s more conservative financial structure, with lower debt levels suggests lower financial risk compared to Travis Perkins.. To enhance its competitive position, Kingfisher should focus on improving operational efficiency and consider leveraging its strong balance sheet to finance growth opportunities. Meanwhile, Travis Perkins should aim to boost profitability through better cost control and pricing strategies while carefully managing its financial leverage to balance growth with risk.
[bookmark: _Toc175149008]Recommendations
Kingfisher PLC should focus on several key areas to stay resilient with the intense market competition. Firstly, the company should focus on operational efficiency as it can be significantly improved by adopting advanced inventory management systems, such as Just-In-Time (JIT) that would help reduce excess stock, minimize storage costs, and enhance cash flow by converting inventory into sales more rapidly. Additionally, Kingfisher can optimize its supply chain operations by investing in logistics technology to streamline operations, and implementing demand forecasting to better align inventory levels with sales patterns. These modifications can reduce costs while improving delivery times, and ultimately improve customer satisfaction and turnover.
Enhancing profitability is another critical area for Kingfisher for which it  should consider expanding its range of high-margin products included in its existing branded products which it holds the trademark to. In addition to that , implementing cost control measures by streamlining operations, reducing waste, and optimizing workforce productivity through training and technology can significantly improve operating margins. Reviewing and refining pricing strategies as well as  including an exploratory dynamic pricing model that adjust in real-time based on market demand, competition, and inventory levels could potentially boost profitability. Moreover, Kingfisher's conservative debt levels present an opportunity to expand into new markets or invest in digital channels. Expanding into new geographic regions using its own digital platform can enable it to access newer markets with minimal capital allocation. These initiatives not only increase revenue but also enhance customer engagement and brand loyalty. Emphasizing sustainability by expanding eco-friendly product lines, reducing the carbon footprint of operations, and improving supply chain transparency can further differentiate Kingfisher in the market and attract environmentally conscious consumers. By focusing on these strategic initiatives, Kingfisher can improve its operational efficiency, profitability, and growth prospects, while also positioning itself as a leader in sustainability and digital innovation in the home improvement sector.
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Part C: Investment Appraisal
[bookmark: _Toc175149010]Evaluation
	Year
	Project A (£ million )
	Project B (£ million)

	0
	-80
	-75

	1
	25
	50

	2
	25
	20

	3
	20
	20

	4
	55
	20



Assumptions
· The company’s cost of capital is currently at 9.75%. 
· All cash flows are mutually exclusive and arise at year ends and ignore taxation and inflation. 
[bookmark: _Toc175149011]Payback Period (PBP)
	Year
	Project A (£ million )
	Cumulative Cash Flow

	0
	-80
	-80

	1
	25
	-55

	2
	25
	-30

	3
	20
	-10

	4
	55
	45



The last negative cash flow in project A occurs at year 3 while additional £55 million is received the following year resulting in positive cashflow. Based on this the PBP will be ;
PBP = 3 +(10/55)
        = 3.18 years.

	Year
	Project B (£ million )
	Cumulative Cash Flow

	0
	-75
	-75

	1
	50
	-25

	2
	20
	-5

	3
	20
	15

	4
	20
	35



Similarly, the last negative cash flow in project B occurs at year 2 while additional £20 million is received the following year resulting in positive cashflow. Based on this the PBP will be ;
PBP = 2 +(5/20)
        = 2.25 years.

Based on the calculations the PBP of project B is quicker than that of Project A.
[bookmark: _Toc175149012]Accounting Rate of Return (ARR)
The formula for calculating ARR is;
ARR =  X 100



	Project A (£)
	Project B(£)

	Total Cash Flow             = 25 + 25 +20 + 55
                                          = 125
Total Profit                     = 125- 80
                                          = 45
Average Annual Profit = 45/4
                                         = 11.25

ARR  =11.25/80 
         = 14.06%
	Total Cash Flow             = 50 + 20- +20 + 20
                                          = 110
Total Profit                     = 110- 75
                                          = 35
Average Annual Profit = 35/4
                                         = 8.75

ARR  =8.75/75 
         = 11.66%



Based on the calculations the ARR is higher for project A compared to project B 
[bookmark: _Toc175149013]Net Present Value (NPV)
[image: H:\ARHAN\New folder\image-removebg-preview.png]
	Year
	Project A (£ million )
	Present Value factor(i=9.5)
	Present value 

	0
	-80
	1.000
	-80.00

	1
	25
	0.912
	22.80

	2
	25
	0.832
	20.80

	3
	20
	0.758
	15.16

	4
	55
	0.692
	38.06



NPV for Project A = (−80)+22.80+20.80+15.16+38.06
                                 =  16.22 million

	Year
	Project B (£ million )
	Present Value factor(i=9.5)
	Present value 

	0
	-75
	1.000
	-75

	1
	50
	0.912
	45.6

	2
	20
	0.832
	16.64

	3
	20
	0.758
	15.16

	4
	20
	0.692
	13.84



NPV for Project B= (−75)+45.60+16.64+15.16+13.84
                                = 15.24 million
[bookmark: _Toc175149014]Discussion
Based on the calculations, Project B has a shorter payback period of 2.25 years compared to Project A's 3.18 years allowing for a quicker recovery of the initial investment. However, Project A demonstrates a higher Accounting Rate of Return (ARR) at 14.06% whereas  Project B's ARR is 11.67% which indicates a better return relative to the initial investment. Moreover, Project A has a slightly higher Net Present Value (NPV) of £16.82 million compared to Project B's £15.24 million proving greater value in present terms. Although both projects are financially viable, Project A is recommended due to its superior ARR and marginally higher NPV despite its longer payback period. However, Project B's shorter payback period should be considered if quicker liquidity is a priority.


[bookmark: _Toc175149015]Comparing PBP, NPV and ARR  
[bookmark: _Toc175149016]Payback Period (PBP)
The Payback Period (PBP) is a straightforward and widely used method for evaluating capital projects, primarily due to its simplicity and focus on liquidity. It measures the time required for a project to recoup its initial investment, which makes it particularly appealing for investors that prioritize liquidity and risk aversion. 
One of the main advantages of PBP is its ease of calculation and understanding, which allows decision-makers to quickly assess the risk associated with a project. Projects with shorter payback periods are often preferred because they reduce exposure to uncertainty and financial risk, especially in volatile markets where long-term predictions are less reliable. However, the PBP method has significant limitations that undermine its effectiveness as a comprehensive evaluation tool. One major shortcoming is its disregard for the time value of money (TVM) (De Souza Michelon et al., 2021). By treating cash flows occurring in different periods as equivalent, PBP can mislead decision-makers into favoring projects that recover their costs quickly but do not necessarily add the most value over time. Additionally, PBP does not account for cash flows generated after the payback period, which can result in the rejection of projects with longer payback periods that could be more profitable in the long run. PBP method’s exclusion of post-payback cash flows and time value considerations can lead to suboptimal investment decisions, especially when comparing projects with different durations and cash flow profiles.
Furthermore, PBP tends to bias decisions toward short-term projects, potentially at the expense of more strategically important long-term investments. In industries where long-term growth and sustainability are critical, such as technology or infrastructure, reliance on PBP alone can result in missed opportunities for significant value creation(Mota & Moreira, 2023). The method’s simplicity, while an advantage in certain contexts, also means that it lacks the depth needed for complex investment decisions where multiple factors, including the strategic alignment of the project, must be considered.
[bookmark: _Toc175149017] Accounting Rate of Return (ARR)
The Accounting Rate of Return (ARR) method offers a more intuitive approach by expressing profitability as a percentage of the initial investment. ARR is useful for firms that prioritize accounting profitability and require a simple comparison of projects based on expected returns. However, ARR also fails to consider the time value of money, leading to inaccurate assessments of a project’s true profitability (Brief & Lawson, 2014). Additionally, ARR relies on accounting profits, which can be influenced by non-cash items like depreciation, and may not accurately reflect a project's cash-generating potential.
[bookmark: _Toc175149018] Net Present Value (NPV)
Net Present Value (NPV) is widely regarded as the most robust method for evaluating capital projects, as it considers the time value of money and provides a direct measure of value creation. NPV calculates the present value of a project’s future cash flows, discounted at the firm’s cost of capital, and subtracts the initial investment to determine the net benefit of the project. A positive NPV indicates that a project is expected to generate more value than the cost of the capital invested (Magni & Marchioni, 2020). However, NPV is sensitive to the discount rate and requires reliable forecasting of future cash flows. Despite its complexity, NPV remains the preferred method for evaluating capital projects, particularly for firms focused on long-term value creation. Another potential limitation of NPV is its complexity, which can make it less accessible to decision-makers who may lack the necessary financial expertise. While NPV provides a more accurate and comprehensive evaluation of a project’s value, its reliance on complex calculations and assumptions may be seen as a drawback in situations where simplicity and speed are prioritized (Willigers et al., 2017). Despite these challenges, NPV remains the preferred method for evaluating capital projects, particularly for firms focused on long-term value creation and strategic alignment.
[bookmark: _Toc175149019] Non-Financial Factors in Capital Project Evaluation
While financial metrics such as PBP, ARR, and NPV are essential for evaluating the economic viability of capital projects, non-financial factors also play a critical role in the decision-making process. Strategic alignment is one of the most important non-financial considerations, as projects that align with the company’s long-term goals and vision are more likely to contribute to sustainable growth (Mota & Moreira, 2023). A project that supports the company’s strategic objectives, such as entering a new market or developing a new technology, may be prioritized even if its financial metrics are less favorable.  Moreover, market conditions which includes competitor actions, technological advancements, and consumer preferences also influence project outcomes. A project that appears financially sound may be less viable if it does not account for changing market dynamics or competitive pressures. Similarly, organizational capability, including the company’s ability to execute the project, manage risks, and adapt to challenges, is essential for ensuring project success.
[bookmark: _Toc175149020]Conclusion
While PBP, ARR, and NPV have been widely used and can also be equally  instrumental in   the financial aspects of capital project evaluation, they must be complemented by a thorough consideration of non-financial factors. Balancing these considerations ensures that investment decisions are not only financially sound but also strategically aligned and sustainable in the long term. By integrating financial analysis with non-financial factors, firms can make more informed and holistic investment decisions that support their overall objectives and enhance long-term value creation.
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Kingfisher PLC Financials 
	
	Year 
(figures £ million)

	
	2019
	2020
	2021
	2022
	2023

	Sales
	11,513
	12,343
	13,183
	13,059
	12,980

	Cost of Goods Sold (COGS)
	7,258
	7,770
	8,248
	8,264
	8,204

	Gross Profit
	4,255
	4,573
	4,935
	4,795
	4,776

	Operating Profit (EBIT)
	283
	916
	1,144
	723
	580

	Net Profit
	8
	592
	843
	471
	345

	
	
	
	
	
	

	Current Assets
	3,186
	3,957
	3,948
	3,762
	3,696

	Current Liabilities
	2,833
	3,183
	3,116
	2,899
	2,862

	Inventory
	2,485
	2,488
	2,749
	3,070
	2,914

	Cash and Cash Equivalents
	189
	1,142
	823
	286
	360

	Total Assets
	11,312
	12,269
	12,352
	12,103
	11,900

	Shareholder's Equity
	5,802
	6,571
	6,778
	6,663
	6,663

	Average Inventory
	2530
	2,487
	2619
	2910
	2992

	Average Total Assets
	11580
	11924.5
	12311
	12228
	12,002

	Total Liabilities
	5,510
	5,698
	5,574
	5,440
	5,296

	Interest Expense
	191
	180
	148
	129
	133



Travis Perkins PLC Financials 
	
	Year 
(figures £ million)

	
	2019
	2020
	2021
	2022
	2023

	Sales
	6,956
	3,698
	4,587
	4,995
	4,862

	Cost of Goods Sold (COGS)
	4,921
	2,661
	3,278
	3,610
	3,556

	Gross Profit
	2,035
	1,036
	1,309
	1,385
	1,305.8

	Operating Profit (EBIT)
	232.1
	27
	348.5
	295.3
	109.9

	Net Profit
	122.8
	-21.9
	279
	192.2
	38.1

	
	
	
	
	
	

	Current Assets
	2,385
	2,246
	1,891
	1,690
	1,563

	Current Liabilities
	1,849
	1,523
	1,025
	1,146
	925

	Inventory
	938
	840.70
	724
	727.8
	727.6

	Cash and Cash Equivalents
	207.9
	505.6
	459.8
	235.7
	131.5

	Total Assets
	6,440
	6,079.5
	4,400.1
	4,136.4
	4,025.5

	Shareholder's Equity
	2,582.7
	2,713.8
	2,237.8
	2,102.2
	2,040.3

	Average Inventory
	896.55
	889.3
	782.6
	726.1
	727.7

	Average Total Assets
	2,187.5
	6,259.8
	5,239.8
	4,268.3
	4,081.0

	Total Liabilities
	3,761.4
	3,365.7
	2162.3
	2,034.2
	1,985.2

	Interest Expense
	92.2
	25.7
	37.1
	27.5
	25.8
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