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Vodafone is a Public Limited Company, incorporated on 7th of March 1988 in Newbury, Berkshire- RG14 2FN (GOV.UK, 1988). The British company is registered with a number: 1471587 and has an operational status. It is managed by 4 current officers and is one of the world's leading mobile service providers. Interesting for the company is that after 10 years of management, VODAFONE'S chief executive Vittorio Colao is stepping down. V. Colao led the mobile company at the time of their major strategic change in which she came out with a yield of 2.5 billion pounds against losses of 6.1 billion (News, 2018).Today the company operates in more than 26 countries and has 444 million clients, with 19.5 million in the United Kingdom (UK) (Vodafone, 2018).Comparing it world-class with other mobile operators, Vodafone is ranked 5th in revenue. These results are explained by the good business model they have built and followed. Vodafone continues to expand its scope by investing in IT infrastructure. Through a "Cost-effective" strategic program for cost-effectiveness, Vodafone brings 80% of centralized public procurement. The next step of market dominance is focused on Digital Vodafone. Through it, the company aims to achieve additional revenue and seek to reduce net operating costs (Vodafone, 2018).
According to statistical survey (Statista, 2018), Vodafone is on 3rd place share of the market in UK with 21%, followed by O2 who held 26% and the leadership position is for
BT (including EE) with 28%. And on a global level the mobile operator competes with Airtel, SingTel, Telstra, which is the top competitor of Vodafone (Owler, 2018).
One of the most important facts in the company is that their subscriber base on the global market is down. Vodafone needs to attach its values ​​and acquire more customers (Bhasin, 2018). Another interesting fact is that Vodafone is losing his market share in the USA because of his competitors Verizon and AT&T. Looking at the company's revenue, Vodafone did not generate high revenues from its domestic market. 40% of revenues came from India, not from the UK and we can conclude that they do not do well in their vibrant market (Bhasin, 2018).  The poor performance in Europe of the mobile company can be attributed to BREXIT and other economic influences.
To make financial ratio analysis for investment on Vodafone and to compare their financial position to their competitors from BT we will use their annual financial reports. In the beginning of the report, we will analyze critically the financial results of Vodafone for the past 5 years, which we will include their profitability, liquidity, gearing and efficiency ratios. We will also compare Vodafone’s financial performances with BT’s one and from the analyzes obtained we will give recommendations for improvement to the financial management of the company. Then we will calculate Payback Period (PBP) using the investment models and we will draw the advantages and disadvantages of each one. After the results and analyzes received, the investor will know whether to invest in Vodafone or not.
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                                                                        Critical Review

According to statistics, the market shares of Vodafone for 2018 is 22% in UK (Statista, 2018). And yet for 7th consecutive years, it has been declared by customers like the worst mobile provider with the result of 49% (News, 2018). In 2016, Vodafone was fined £4.6 million by Ofcom for failings in consumer protection rules (Ofcom, 2016). Vodafone is also the only mobile operator with a client rating of less than 50% (G.News, 2018). The facts of this less positive statistics suggest that the company's position is not good.. To make a financial analysis of Vodafone we will focus on their performance ratios and bench marked against BT. To determine the ratio, change and what is the reason for this, we will calculate them for the period 2014-2018.  The main sources of which will be the calculations for selected ratio are the company income statements, balance sheets and cash flow statements.
From a financial point of view, it is important to determine not so much the amount of profit, but how much it is able to recover the invested value of capital, the return. Two companies can invest resources of different value and to achieve a profit of the same size. In this situation, better will be the results of the one that has achieved the score with less input. When talking about investing, the ratio is one of the most important elements in our financial analysis.  By its nature, the coefficients are the numerical values ​​of the ratios. For example, if three ratios for two consecutive years are used in the analysis of the financial situation for each year, the numerical value of the ratio (coefficient) will have a different value, but the ratio itself will not change (David Cox, 2007). The tracking of financial ratios over a certain period of time helps investors understand the overall state of the company (Peavler, 2018). 
From the point of view of the purpose of the analysis, it is important that the ratios should be grouped appropriately way to retrieve the requested information. To determine the status of Vodafone, we divide the financial ratios to (David Cox, 2007):
· Liquidity or Solvency Ratios -> with these ratios, the company measures the ability to repay its short-term debt obligations. For this purpose, are used Current Ratio (CR), Quick Ratio (QR) and Cash Ratio (CR).
· Gearing or Financial Leverage Ratios –> is defined as the company's ability to meet its long-term debt obligations and are extracted from company's balance sheet. In our report, we will calculate Debt-Equity Ratio and Debt-to-Capital Ratio.
· Profitability Ratio -> is one of the most important parameters that characterize the financial situation of the commercial companies. It reflects the company's potential to generate and realize income. It is calculated from multiple metrics like Gross Margin, Operating Margin and Net Profit Margin.

· Efficiency Ratio -> measures how the company, with the use of assets, is making sales. 
The indicators that measure the effectiveness of the resources used are Asset Turnover and Fixed Asset Turnover.

After the theoretical input, we can begin to analyze the financial status of Vodafone and its competitors to BT. Table 1 below, shows the liquidity of the mobile operator for our research period and the liquidity of their competitors for the current year.

Tab.1 Liquidity Ratios of Vodafone (2014-2018) and BT (2018)

	Vodafone
	2014
	2015
	2016
	2017
	2018
	BT (2018)

	Current Ratio
	0.9873
	0.6868
	0.8428
	1.0082
	0.9725
	0.8197

	Quick Ratio
	0.9697
	0.6701
	0.8258
	0.9946
	0.9576
	0.7963

	Cash Ratio
	0.4047
	0.2381
	0.3060
	0.2084
	0.1198
	0.0518
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The Current Ratio(CR) indicates whether short-term assets meet the obligations. The calculation formula Is current assets dividing by current liabilities (Brigham, 2015).
 The result should be equal to 1 or greater to allow the company to be ready to cover its current liabilities (David Cox, 2007). Looking at the 2014 Vodafone has a good result of 0.9873 compared to the sharp downturn 0.6868 in the next 2015. Follows a gradual increase of 0.8428 in 2016, until the required result to be payable is reached in 2017. Despite the ideal outcome, in 2018 it is still under 1, but it still remains higher than that of their competitors with 0.9725. And yet the risk of being unable to cover up its swings in time always exists, so Vodafone needs to be careful.
Quick Ratio(QR), the significance of this indicator is that the company's ability to pay out immediately without selling its tangible assets (Brigham, 2015). In the numerator we have (current assets – inventory) / current liabilities. 
In contrast to CR, where the inventory is not including. Vodafone gave a relatively equal score close to 1, with the exception of a decline over 2015-2016. In measuring this indicator in 2018, they beat BT with 0.9576, but it remains less than 1. It can be stated that the mobile operator should improve its liquidity by increasing its sales (Capital.bg, 1996). 
Cash ratio is the capacity of the company to fulfill current obligation from current salary, instead of resource deals and is rarely used in the company's financial analysis.

Tab.2 Profitability Ratios of Vodafone (2014-2018) and BT (2018)

	Vodafone
	2014
	2015
	2016
	2017
	2018
	BT (2018)

	Operating Margin
	10.2%
	4.7%
	3.4%
	7.8%
	9.2%
	14.3%

	Net Profit Margin
	15.5%
	14%
	9.3%
	12.8%
	6%
	8.6%


Source: Income statement and Balance Sheet of Vodafone and BT 
 
Profitability ratios help the company to associate how productive it is. Operating Margin and Net Profit margin ratios are the most important, because help the mobile operators to discover the units that generate their revenues and costs. The instability and falls from 10.2% in 2014 to 3.4% in 2016 of these Vodafone indicators, during the survey period is due to the annual financial profit, which is negative. The decreasing of two of the ratios over the period 2014-2018 for Vodafone is due to ineffective management of transaction costs and competition in the telecommunications sector. The downfall of Net profit margin can be explained by a slight increase in their costs of goods sold. The drop in operating profit may be another factor to reduce the net profit margin. The situation of their competitors BT for the current year is no different. They also report an operating profit loss and net profit loss mainly because of its low performance in global business and the decline in wholesale revenue. 
To improve its profit, the management of Vodafone should reduce the costs it does in selling goods and services and to increase a bit the selling price of their services. 

Tab.3 Gearing (Leverage) Ratios of Vodafone (2014-2018) and BT (2018)

	Vodafone
	2014
	2015
	2016
	2017
	2018
	BT (2018)

	Debt-Equity Ratio
	0.4068
	0.5176
	0.6736
	0.6318
	0.6305
	1.3854

	Debt-to-Capital Ratio
	0.2892
	0.3411
	0.4025
	0.3872
	0.3867
	0.5808


Source: Balance Sheet of Vodafone and BT

Unlike Liquidity ratios looking only at short-term current liability, gearing ratios are dealing with long-term liability. Debt relations determine the overall levels of financial risk faced by a company. The most common one is Debt-Equity and Debt-to-Capital Ratios and tells us the degree of leverage used by the company. 
The debt-to-equity ratio gives additional judgment on the company's leverage position as it compares the total amount of liabilities to equity as compared to total assets in the debt ratio. The result and whether it is good or bad depends on the industry. The mobile broadcast 
requires significant preliminary and frequent ongoing capital investments. In case of Vodafone, on 2014 to 2016 long-term ownership capitals is increasing gradually from 0.4068 to 0.6736, then for the rest of two years 2017-2018 remains at one level 0.63. Indicators show that the company is in great shape because it is able to pay its debt. The situation with their competitors from BT in the current 2018 is not good, because with so high in consequence 1.3854 are faced with a financial risk of being unable to cover their swings. From one hand, if a company is under a large debt, it must direct its payments to the principal and the interest on that debt. On the other hand, if a company does a little borrowing, it does not utilize it leverage properly, which in turn can increase the level of profitability. 
Debt-to-capital ratio is to improve the debt / assets ratio, and in turn with this factor, the creditors assess whether the company is suitable for a loan or not. It measures how much of the capital used (the resources the company pays for) is a debt. Higher debt included in the capital employed means higher risk of insolvency.  The coefficient for Vodafone ranges from 0.2892 on 2014, with slight rises to 0.3867 in 2018. Low Vodafone values ​​show that the company is increasing its funds through current revenues or shareholders and is able to carry out its duties without worrying about a decline in revenue. Vodafone has an extremely stable base of clients and from them, the revenues are consistent. BT holds higher values from 0.5808, but not always the high score means a bad thing, because the higher ratio may mean a higher return on shares. The debt-to-capital ratio for both mobile operators is good because the results are lower than a unit, which means that debt levels are manageable. 


Tab.4 Efficiency Ratios of Vodafone (2014-2018) and BT (2018)

	Vodafone
	2014
	2015
	2016
	2017
	2018
	BT (2018)

	Asset Turnover
	0.3147
	0.3445
	0.3064
	0.3079
	0.3198
	0.5548

	Fixed Asset Turnover
	1.6781
	1.5873
	1.4590
	1.5769
	1.6442
	1.3955

	ROA
	0.4877
	0.0483
	-0.0286
	0.0393
	0.0191
	-0.0475

	ROE
	0.8287
	0.0874
	-0.0567
	0.0824
	0.0406
	-0.1972


Source: Balance Sheet and Income Statement of Vodafone and BT

Asset management ratios are also referred to as efficiency ratios. The ratio of asset turnover shows us how effectively the company's assets generate sales. For the studied period (2014-2018) Vodafone is moving in the same range around 0.32 time. The table saw that both mobile companies had a lower score than a single unit, BT (0.55 time). This is normal in the mobile services sector because companies have a large base of assets that turn more slowly through sales. In our case, BT turns its assets faster than its competitors, which mean that Vodafone does not use its assets effectively and has problems with production and management.
With Fixed asset turnover ratio, we calculate the turnover of fixed assets as PPE (property, plant and equipment). During period 2014-2018 Vodafone has higher constant result of 1.6 than its competitor to BT, which means that the company effectively uses its fixed assets to generate revenue. And yet mobile companies have lower bases of fixed assets, so the high score in this ratio can be minimal investment in PPE, rather than high sales.
Return on Assets (ROA) is used to measure the effectiveness of investment in assets and is most useful for comparing companies in the same industry. The relatively low score that is decrease every year means that the profitability of a Vodafone is deteriorating and the return on investment in assets decreases. BT does not retreat to a Vodafone by this indicator, because the low negative score it has for the current year proves that the assets in which it invests are not particularly profitable. To increase its sales end efficiency Vodafone, also needs to increase its long-term assets by attracting new, internal or external funding.
Return on Equity (ROE) is the most important ratio for the investors, because shows what profit the company has, the money they have invested in it. In 2014 and 2015 ROE for Vodafone is decreased from 0.8281 to 0.0406 in 2018, lowering means that the company does not use the funds effectively from its investors. The increase in loans and the payment of a higher interest rate is the reason for the bad return on equity for Vodafone. To improve its ROE, mobile company should take advantage of the taxes which pay, focus on increasing its Asset Turnover and Financial leverage ratios.
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After the analysis, it was seen that Vodafone is in a period of slow growth and the financial position of the company is not good. If we look at the operating profit from 2014-2016 which has significantly decreased, more than half, which is not good for the company. The cause is the marketing and advertising for which the mobile operator spends much of its own budget. On the other hand, the non-return on investment made by the company in Europe. The recommendation for improving their operating profit is to reduce sales costs. As already mentioned in the analysis, the financial profit at the end of the year for the company is negative. Some of the reasons are the fine imposed on them by Ofcom and also the payment of high interest rates. To improve the situation with their profit, Vodafone should pay on time to avoid the higher interest rate, and to increase its revenues from mobile services. That one is the main reason for bringing their competitors from BT to market leadership. To increase its profitability, Vodafone should increase its selling prices in all countries where it operates. But the revenue of the company comes mostly from customers. Vodafone should focus on to satisfy the clients they have, not just to look for new ones to expand their business. We advise Vodafone for an additional liquidity test because the company is not liquid. Vodafone needs to make changes to both ROA and ROE to increase its efficiency. This is achieved by adjusting the asset turnover, financial leverage and profit margin. As an example, Vodafone should review its assets and dump those that do not have operational efficiency and to increase its sales on the basis of its assets without buying new ones.  Already using one of the opportunities to raise a ROE, namely expanding its business in other countries, the next thing they can do to improve their efficiency is to increase the sales of more goods to existing customers.
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Critical discussion to invest in project A or Project B

By definition, investing means investing money into something (Graham, 2003). Investment is a process of using the company's capital, own and attracted. This includes identifying the costs of the project, identifying the costs of raising capital and business and financial risk. Each company makes investments to maximize their profit, but it is important to emphasize that each investment is accompanied by risk (Arnold, 2012). The financial manager of each company should be able to plan that risk and to be able to estimate fairly accurately the expected return on investment projects (Brigham, 2015).  To make the right decision where to put their money, also help the investment indicators as Net Present Value, Payback Period, etc.
We are going to analyze two new projects in Vodafone, in which the investor will invest. With the help of investment indicators Payback Period (PBP), Accounting Rate of Return (ARR), Internal Rate of Return (IRR) and Net Present Value (NPV), we will decide which of the projects will bring future profits to the mobile company. 
When we talk about Payback period it means the time for which the investor will return the money he has invested. The best investment project is the one that recovers the fastest deposits. It differs from NPV and IRR by ignoring the value of money over time (Brigham, 2015). This evaluation technique has many advantages and disadvantages. To the first to say that it is easy to calculate. The formula for PBP is project cost divided by annual cash inflow, and since not all projects have been running for a full year, we can supplement this equation for each period (monthly, annual, etc.). It is suitable for companies with liquidity problems, because it shows which project returns the money at the earliest. Some of the biggest disadvantages are that it ignores the time value of money and takes into account the cash flows only during the payout period (David Cox, 2007). 
Accounting Rate of Return (ARR), also called Return on Capital Employed (ROCE), is a measure of our investment and shows us how much the profit after the invested amount will be (Brigham, 2015). The calculation is by dividing the average accounting profit of a project from the initial investment divided into two (Jan, 2013). It is obvious that the project with a higher percentage of ARR, will be more favorable because the profit from the investment will be greater. Benefits of that method are that is easy to calculate, the same as Payback period. Another strength is that is also used to compare mutually exclusive projects, recognizes the profitability factor (Jan, 2013). Disadvantages are that ignores time value of the money, also that there is a problem with the sequence because it can be calculated in different ways. Instead of cash, most often uses accounting profit, making it an inappropriate method for projects with high maintenance costs (Loth, 2018). 
The Net Present Value method is considered to be the best when assessing investment projects and with its help analyses the profitability of the forecasted investment (Graham, 2003). The formula for NPV represents the difference between the present value of the incoming and outgoing cash flows of a project or potential investment (Graham, 2003). There are three options when we calculate NPV (Hopkinson, 2016):
· NPV >0, in which investors have a financial benefit because they will earn money from their investment over time
· NPV=0, is a risk because the real return is equal to the required, and in unfavorable markets, the investment will become negative
· NPV<0, the investment is not profitable because it will not make a profit
This method is important for investors because it shows the real value of the money they invest today, taking into account the interest and alternative costs over time. Another benefit is that uses cash flow rather than accounting profit (David Cox, 2007). Disadvantages are difficult to find the cost of capital, the capital costs are not constant, but could be changed over time, only on the perfect capital market it is possible to accept all projects with a positive NPV (Hopkinson, 2016).
Last investment technique in our analysis is Internal Rate of Return (IRR), which is the actual return on investment and is this percent, in which NPV=0 (David Cox, 2007). We use the sampling and error method to calculate IRR, but only when we have the exact same cash flows. When they are different, use a repetitive process that uses different discounters while NPV is zero (Watson & Head, 2013). IRR is utilized to invest in private or venture capital and allows investors to compare projects based on their projected return. If IRR is higher than the required rate of return, the investment project has a higher return than analytical risk-taking, the expectations of the investor will be surpassed. If the IRR is lower than the required investment, the investment will result in a negative NPV, which requires it to be rejected (Watson & Head, 2013). One of the differences between NPV and IRR is that, NPV accepts changes in the discount rate, while IRR ignores them. Another difference is that NPV is presented in absolute terms, and IRR in percentages, as with NPV, the decision to invest is easier than with IRR (Watson & Head, 2013). 
Following the theory of investment assessment methods, we will analyze both projects A and B, to find out which of them the investor on Vodafone needs to make his future investment.

Tab.5 Calculations of investment techniques for Project A and Project B
	Year
	Project A Cash Flows (£m)
	Project B Cash Flows (£m)

	0
	-60
	-100

	1
	0
	30

	2
	30
	30

	3
	40
	30

	4
	20
	55

	
	Project A
	Project B

	Payback Period
	2.75 y
	3.18 y

	Accounting Rate of Return
	25%
	22.5%

	Net Present Value
	5.1
	7.1

	NPV1
	0.41
	2.21

	NPV2
	-1.04
	-0.05

	IRR
	15.29%
	14.98%



Where R1 and R2 for project A are 15% and 16%, and for project B are 14% and 15%.

When we compare both projects with PBP method, project A will return the investor’s money quickly than project B. As we have already mentioned, this technique does not take into account the value of money over time and the longer the period, the more risk the investor has to choose a project A. On the other hand, after returning its money for a short period, the investor may decide to reinvest in another project, which is good for Vodafone. 
With Accounting Rate of return technique, winner again will be project A, because the investor will have to return in profit. And although the profit is less than project B, the investor invests less, which is a better option for him, given the poor financial position of Vodafone. Depending on Net present value for both of the projects with NPV>0, so that means that the investor will have a financial profit if he invests on them. But his money will cost more if he spends them in Project B, because his money will cost more from project A, at the same interest rate of 12%. 
 Internal rate of return technique is very important for the investor, because it allows him to compare the investments he makes. It is difficult to say which of the two projects is better with this method, because from one hand IRR for project A is higher than project B. On the other hand, NPV for B is higher with lower interest rates than project A. And yet the investor makes higher initial costs from -100£ by investing in project B. In theory, it has already been mentioned that a winning project is the one with a higher IRR. But in practice in our case if the investor puts money in project A at such high interest rates from 15% and 16 %, it should follow IRR would not be much higher than the interest rates, and the investor may suffer losses if he chooses a project A. Although interest rates are lower for project B, the investor makes higher investment costs and the PBP is longer. We come to the conclusion that if decision-making depends only on IRR method, the more favorable project will be B. 
Before deciding which project is more favorable for investment we should also look at non-financial factors. One of them is the highly competitive environment in which Vodafone works. Of the large investments made in marketing and advertising have achieved global recognition and a lot of customers. But the feedback shows that, not in each of the countries where the company operates, they are satisfied with the services they use. In order to remain competitive on the market, Vodafone must work above all to retain his clients rather than acquire new. Another non-financial factor is a good business strategy. It can be said that Vodafone has built a successful business strategy aimed at developing technologies for society, maintaining customer data and providing high standards to suppliers (Vodafone, 2018). Risk is another factor in decision-making by investors. Every investment is at risk. That's why the investment should be accepted if its earnings are greater than the costs to implement the investment decision. Corporate culture, as a non-financial factor is important, because the strong presence of corporate culture formed an intangible advantage for the company as well as influencing the way it performs the business processes in it.
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After the analysis and considering the impact of financial and non-financial factors, the investor should choose to deposit his money between two mutually exclusive projects. In this case a project with a higher NPV is the right choice and for the investor this will be project B. The NPV method always gives correct results when changing the characters of the different streams, unlike the IRR. Other reasons that project B is the better choice to invest are:
· the investor's money will be of greater value
· interest rates are lower 
· project B has a higher NPV, which means it have a good rate of return over a longer period of time
· it is also better for the investment needs of the company because it is demanding production and sales to grow
· if a decision is made only based on IRR, it will not be correct because this method does not accurately reflect the cost and profitability of the company
· successful strategy and good corporate culture together with profits from investing in project B can increase the efficiency of the company
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