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[bookmark: _japjcm26b27t][bookmark: _Toc512874943]Part 1: Financial analysis and interpretation
[bookmark: _ggwxthnb7e80][bookmark: _Toc512874944]Introduction
The rise of competition in the global market has made the companies to file their own financial statements to their relevant authority, beneficial. In order to create a structure of the company’s growth in the global market analysis of the financial statements of a company is an exigent factor. In this investigation, financial statement analysis of two renowned bookmaking companies of UK namely William Hill Plc and Paddy Power Betfair Plc has been done. Critically analyzing the profitability ratio, liquidity ratio, efficiency ratio, gearing ratio and investment ratio for both the companies has been done. This analysis will help Tim Farrow, in getting a thorough idea of a complete report of the financial statements of both the companies. Tim will also be able to make the choice of investment in accordance with the review of the reports.

[bookmark: _Toc512874945]Background overview of the company
Paddy Power Betfair Plc. is new to the global market. Formed in 2016, Paddy Power Betfair Plc. has earned adequate amount of respect within a couple of years. It has become one of the renowned international multi-channel sports betting and gaming operator within a short span of time. The four brands upon which the company works upon are Paddy Power, Sports Bet, Betfair, and TVG (paddypowerbetfair.com, 2017). Its services are widened over countries like UK, USA and Ireland and Australia with the help of the subsidiaries. Within a short span of time, it has gained over 5 million customers worldwide. It has earned a great amount of revenue through its sports betting and gaming services by paddypower.com. The company earned revenue of £1745.54 million pounds in the financial year of 2017.  It has also proposed a final dividend of 135.0 per share which will be paid in May 2018. It has over 7640 employees in 4 countries. It's an Ireland based online betting company situated in Dublin and has earned a tremendous growth over a couple of years in the betting industry. 
Founded in 1934, William Hill Plc. has been one of the trusted brands in the global market pertaining to their customer service. It has widened its business over 9 countries and has hired over 16,000 employees. In addition to the UK retails and Australia based companies, its online business has its headquarters in Gibraltar along with its customer services across the Philippines, Israel, and Bulgaria. In the UK it is a familiar name where it has 2,342 of the 8,500 Licensed Betting offices (LBO’s). The retail business of William Hill Plc. is mainly based in the UK and accordingly, it generated 56% of the group net revenue in 2016 financial year. It generated over 12,500 employees and is growing day by day. It is one of the oldest sport betting companies in the betting industry that has earned its respect over other companies by its business ethics.
[bookmark: _6zpopgh4vvk1][bookmark: _Toc512874946]Financial Analysis of both the companies
Evaluation of the financial performance of both the companies namely William Hill Plc. and Paddy Power Betfair Plc. can only be done by analysing each and every financial ratio of the annual report of both the companies (Van Assche & Van Biesebroeck, 2017). The ratios include mainly profitability ratio, liquidity ratio, efficiency ratios and investment ratios.

Figure 1: Financial ratios
(Source: Van Assche & Van Biesebroeck, 2017).

Profitability ratio
Like all the other companies William Hill Plc. and Paddy Power Betfair Plc. are also concerned about the profitability of their business. William Hill Plc. and Paddy Power Betfair Plc overall performance can be calculated by using this tool. These margin ratios invest further to calculate the Gross Profit Margin and Operating Profit Margin of both the companies.

●   	Operating Profit Margin
[image: ]
Figure 2: Operating Profit Margin formula
(Source: Trinks et al. 2017)


●   	Gross Profit Margin
[image: ]
Figure 3: Gross Profit Margin formula
(Source: Trinks et al. 2017)
●   	Return on Shareholders’ Fund
[image: ]
Figure 4: Return on Shareholders’ Fund formula
(Source: Trinks et al. 2017)
The operating profit margin William Hill Plc. for both the financial years of 2016 and 2017 came out to be £53.13 million pounds and £63.6 million pounds respectively (williamhillplc.com, 2017). This indicates that the profit gained by William Hill Plc. by cutting off the operational expenses has increased within the chosen financial years. It also denotes that the efficiency of the core business of the company in the betting industry has increased. The higher the operating profit the more is the efficiency. On the other hand, operating profit margin Paddy Power Betfair Plc. for both the financial years of 2016 and 2017 came out to be £2.962 million pounds and £70.92million pounds respectively (paddypowerbetfair.com, 2017). This denotes that the profit on the operation costs after exclusion of the operating expenses got a tremendous increment from 2016 to 2017. It shows that the thought of its negligible amount of profit in the first financial year, 2017 gave Paddy Power Betfair Plc a huge boost in their business pertaining to the gaining of operational profit. The efficiency of the company has increased greatly. The core business also performed pretty well in 2017 financial year. In 2015 the operating profit margin of the company has been 0.93, which further has shown fluctuations in the rate for the last three years (Referred to Appendix 1). 
[image: ]
Figure 5: Operating Profit Margin graph for William Hill Plc.
(Source: created by author)
[image: ]
Figure 6: Operating Profit Margin graph for Paddy Power Betfair Plc
(Source: Created by Author)

The gross profit margin for William Hill Plc. came out to be £296.08 million pounds and £455.820 million pounds in the respective years of 2016 and 2017. This denotes the percentage retained from the revenue increased by a considerable amount. It also shows that after normal expenses such as the cost of goods and sales, the company has still enough money to cover these expenses. On the other hand, the gross profit margin for Paddy Power Betfair Plc came out to be £407.50 million pounds and £387.283 million pounds (paddypowerbetfair.com, 2017) in the respective years of 2016 and 2017.  This denotes a decrease in the retaining amount forms the revenue within the financial years. It also shows that the company has lost its ability to cover the expenses of costs of goods and sales, by a fair margin. The gross profit of the company for the year 2015 has been 76%, which shows that for the year 2015 and 2017 the rate of gross profit has been the same. Decreasing trend in the operating ratio seen in the paddy power from 70.55% to 70.02% has depicted that William Hill has been  in better position as compared to Paddy power. 
[image: ]
Figure 7: Gross profit margin graph for William Hill Plc.
(Source: created by author)
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Figure 8: Gross Profit Margin graph for Paddy Power Betfair Plc
(Source: Created by author)

Analysis of the Profitability Ratio of Ted Baker throughout the two consecutive financial years of 2016 and 2017 has been done. In the year 2016, the return on shareholders’ fund for William Hill Plc came out to be £4.11 million pounds whereas that of  Paddy Power Betfair Plc came out to be £0.2 million pounds in its opening financial year (williamhillplc.com, 2017). On the next financial year of 2017 the ROE for William Hill Plc. came out to be £18.40 million pounds whereas that for Paddy Power Betfair came out to be £5.619 million pounds (paddypowerbetfair.com, 2017). From this, it is clear that the investors have shown a consistent rise pertaining to their investments with the growing years for both the companies. It also shows that the profit earned by both the companies have increased by a considerable amount within the chosen financial years. In comparison to the shareholder equity, the rate of increase of ROE for William Hill Plc. was more than Paddy Power Betfair Plc. which is evident. Return on shareholders’ ratio has shown increasing result in 2015 and 2017 whereas decreasing results in 2016 has been seen. The fluctuation in the results of return on shareholders’ fund has been seen by the company. Whereas in Paddy Power increasing trend in return on shareholders’ funds has been seen, which has placed the company in better position as compared to the competitor firm. . 
[image: ]
Figure 9: ROE graph for William Hill Plc.
(Source: Created by author)
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Figure 10: ROE graph for Paddy Power
(Source: Created by author)




Efficiency ratio
●   	Gearing Ratio

[image: ]
Figure 11: Gearing ratio formula
(Source: Trinks et al. 2017)
A measurement of the company's degree of leverage has been done with the help of gearing ratio.  In the financial years of 2016 and 2017, the gearing ratios for William Hill Plc came out to be 1.22 and 0.99 respectively. This denotes that the company has a lower rate of gearing ratio along the chosen financial years. A decrease in the ratio indicates that William Hill Plc. has a lower degree of leverage and is less susceptible to downturns in the global economy. On the other hand for Paddy Power Betfair Plc. it came out to be 0.30 and 0.36 respectively for 2016 and 2017.  The value of the ratios is much lower and consistent. As a result, the company has even a lower degree of leverage as compared to William Hill Plc. and a less susceptibility towards economic downfalls. The synopsis of gearing ratio states that the company William Hill has reported increasing trend in debt ratio, which is an alarming sign for the company. On the other hand the gearing ratio of Paddy Power has reported decreasing trend from 0.36% to 0.35%, which shows that proper debt management is followed by the company. 


[image: ]
Figure 12: Gearing ratio graph for William Hill Plc
(Source: Created by author)
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Figure 13: Gearing ratio graph for Paddy Power Betfair Plc
(Source: Created by author)


Liquidity ratio
In order to determine the working capital of William Hill Plc. and Paddy Power Betfair Plc., liquidity ratio is an exigent factor. The company's liability to pay obligations on leverages is being measured by the liquidity ratio. It is mainly done by calculating current ratio.
●   Current ratio
For the financial years of 2016 and 2017 the current ratio for William Hill Plc. came out to be 0.711 and 0.823 respectively. This denotes a rise in the ability of the company to pay back liabilities in the form of debts and accounts payable. It also shows a rise in the current assets of the company including cash, accounts receivable and inventory. However, for the financial years of 2016 and 2017 the current ratio for   Paddy Power Betfair Plc. came out to be 1.008 and 1.122 respectively. This shows that there is a considerable rise in the liquid assets of the company as well as the ability to pay liabilities. The result of the ratio coming more than 1 in both the years means that the company has maintained its consistency of keeping its liquid assets safe.
[image: ]
Figure 14: Current ratio graph for William Hill Plc.
(Source: Created by author)
[image: ]
Figure 15: Current ratio graph for Paddy Power Betfair Plc.
(Source: Created by author)
The liquidity ratio of the Paddy Power has reduced from 0.17 to 1.12, which shows that debt enhancement requires further modification. Huge enhancement in current ratio from 0.51 to 0.82 shows that the company William Hill is in better position as compared to the company Paddy Power.
Investment ratio
By the help of investment ratios, an investor like Tim farrow can get a snapshot of both the company's William Hill Plc. and  Paddy Power Betfair Plc. without even pouring on to each and every line of the financial statement. Comparing specific numbers of a company's financial statement with that of the other numbers acts as a barometer for measuring company's financial health (Trinks et al. 2017). This can be achieved by calculating the Earnings per share (EPS) value and P/E ratio. Huge enhancement in the investment ratio from 0.22 to 0.37 has been seen in the report which denotes that the company enhances the efficiency in generating effective return on the company. In Paddy power also the company has reported higher increase in the amount of the investment ratio which is indeed a good sign for the company. 
[image: ]
Figure 16: P/E ratio graph for of William Hill Plc
(Source: Created by author)
[image: ]
Figure 17: P/E ratio for of Paddy Power Betfair Plc
(Source: Created by author)
The price-earnings (P/E) ratio of William Hill Plc came out to be 7.47 and 14.4 respectively over the financial years of 2016 and 2017 respectively. This denotes an increase in the ratio. This increase in the ratio of the company actually signifies an increase in the dollar value of the market over each earnings on shares. William Hill Plc. has shown a significant growth pertaining to the development of the investor value over these couple of years and thus has shown a growth in their core business. On the other hand price-earnings (P/E) ratio of Paddy Power Betfair Plc. came out to be 82.78 and 26.7 for financial years of 2016 and 2017. This denotes a huge decrement in the interests of the investors on the company's stocks. It also denotes that the company's stock is in the bargain. The dollar value of the market for each earning on the shares has decreased by a considerable amount. Price per earnings ratio has depicted of William Hill has enhanced from 5.45 to 14.5, which is indeed a good sign for the company. On the other hand the earnings per share of Paddy Power have reduced to 26.85% from 42.02%, which reduces the position of the company. 
The EPS value for William Hill Plc came out to be 0.19 and 0.10 for the fiscal years of 2016 and 2017. This indicates that the value of each share of the company has decreased by a considerable amount over the chosen financial years. The net profit of William Hill Plc. from each of the shares has decreased by an abrupt amount. The number of shares outstanding also has decreased for the company. On the other hand, for Paddy Power Betfair Plc it came out to be 0.075 and 2.55 for the financial years of 2016 and 2017. This denotes that a huge loss in the net profit earned per share by the company in 2016 was greatly recovered on the next financial year. This denotes the growth to be rapid. It also denotes that the company has increased the number of shares outstanding.

[image: ]

Figure 18: EPS value graph for William Hill Plc
(Source: Created by author)
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Figure 19: EPS value graph for Paddy Power Betfair Plc.
(Source: Created by author)
[bookmark: _Toc512874947]Suggestions for investment decisions
The decision of Tim Farrow to invest on one of the companies depends heavily on the scrutinized report of the financial statements. In order to maximize the investments, Tim has an attitude of taking risks and always looking forward to a higher profitability and a stable financial statement. He is engaged in taking minimum risks of taxation. However, fewer liabilities will be an advantage for any shareholder like Tim to invest a part of a share in an organization. As per as the calculations provided, suggestions in the form of key risk avoidance techniques are being put forward
· In terms of Profitability ratio, Tim should opt for William Hill Plc. since the company's current ratio, operating profit ratio and gross ratio shows a stable growth between the financial years of 2016 and 2017. William Hill Plc. has shown a rise in the current assets of the company including cash, accounts receivable and inventory. As a result, Tim will be able to be assured of the operating profits. William Hill Plc. shows a rise in the ability of the company to pay back liabilities in the form of debts and accounts payable. It also shows a rise in the current assets of the company including cash, accounts receivable and inventory.  
· In terms of Gearing Ratio, Tim should opt for William Hill Plc. over the other company. The company shows a decrease in the long-term liabilities and taxation. William Hill Plc. has a lower rate of gearing ratio along the chosen financial years. A decrease in the ratio indicates that William Hill Plc. has a lower degree of leverage and is less susceptible to downturns in the global economy. As a result, Tim farrow’s investments in this company will earn him assurance in terms of long-term growth after avoiding all the economic downturns. 
· In terms of Investment ratios, the EPS value as well as the P/E ratio of William Hill Plc. are positive and show a steady growth. An increase in the ratio of the company actually signifies an increase in the dollar value of the market over each earnings on shares. William Hill Plc. has shown a significant growth pertaining to the development of the investor value over these couple of years and thus has shown a growth in their core business. As a result, per share value of Tim’s investments will face a probable growth in the market even if risks like economic downturns are there.
[bookmark: _7w2w7yprcye4]

[bookmark: _ho54xpc5cy4f][bookmark: _Toc512874948]Recommendation and conclusion
In the recommendation, certain strategies towards cutting off expenses have been provided.  
· Reducing the production costs by resource optimization and by cost-cutting of the materials helps both the companies in improving their financial maintenance. By keeping, a count of the operating efficiency of the business will help both the companies in reducing the operating expenses.
· Expenses on finance are an exigent factor in minimizing the overall expenses of the company. It can be done through consolidating with the insurance policies. Evaluating the policies at regular intervals helps the company in keeping an eye on over insurance. 
This study had highlighted the financial analysis of two companies William Hill Plc and Paddy Power Betfair Plc.  The financial statement of both these companies is collected for the year 2016 and 2017. A perfect analysis and comparison of profitability ratios, liquidity ratios, efficiency ratios, gearing ratios and investment ratios have been done throughout. The net profit and gross profit margin are discussed along with proper graphs drawn on the Excel Sheet. A further analysis on the return of shareholders’ fund has been done. Further suggestions on investment in the right company have also been given.


[bookmark: _Toc512874949]Part 2: Capital budgeting appraisal and cash flow
The manufacturing company owned by Patel Mintro is looking for a better purchase by selecting the two projects naming Project A and Project B. Patel Mintro which needs to be analyzed. The capital budgeting on the project owned by the manufacturing of Patel Mintro has the probability of cash out flow after its maturity period and the return on investment will be received by Patel Mintro as a profit after depreciation (Panayiotou & Gayialis, 2017). The process of analyzing the profit or loss on investment of the project depicts the relevance of capital budgeting appraisal.  
The capital budgeting is a method of planning for the outcome of the capital in long-term basis. It helps in raising and recognizing the funds' utilization for long term. To purchase any inventory or investing on project, the future analysis of the cash flow is vital. The creditworthiness of the company limits to the assumption of cash flow free analysis. The money received from the return on the investment could be used in expansion of future venture.  The cash flow statement of the project will disclose the value of interest paid on the project and the income tax to be paid. Critical assessment of investment on the project by an organization or individual is vital before taking concerned decision in the following methods.
[image: ]
Figure 20: Capital Budgeting Appraisal
(Source: Hall & Sibanda, 2016)

[bookmark: _Toc512874950]A) Determination of Payback period and NPV
1. Net Present Value
According to Bian, et al. (2018) the manufacturing company of Patel Mintro owned two projects with an initial capital investment of £160,000 on Project A and £220,000 on Project B assume to end in 6 years.  The cash flow of project A has a salvage value of £20,000 and Project B is £10,000 on the 6th year. The cash flow objective is to drive the finance towards the positive result or impact of net present value. The relation between Net present value and the discount rate is always inversely correlated. The higher is the discount rate of the project the lower will be the present value of project cash flow. When the Salvage value is added to the rate of discount for adjusting the inaccurate risk, it maximizes the net present value. When the extra risk is compounded to the incorporated rate of discount, it results in lowering down of Net Present Value. 
	
	Cash flow
	
	
	

	Year
	Project A
	Project B
	Cost of capital@ 7%
	P.V of Project A
	P.V of Project B

	0
	£160,000
	£220,000
	
	(£160,000)
	(£220,000)

	1
	£45,000
	£60,000
	1.07
	£42,056
	£56,075

	2
	£45,000
	£60,000
	1.1449
	£39,305
	£52,406

	3
	£45,000
	£60,000
	1.225043
	£36,733
	£48,978

	4
	£45,000
	£60,000
	1.31079601
	£34,330
	£45,774

	5
	£45,000
	£60,000
	1.402551731
	£32,084
	£42,779

	Scrap value 6
	£20,000
	£10,000
	1.500730352
	£13,327
	£6,663

	
	
	
	 Net Present value
	£37,836
	£32,675


Table 1: NPV
(Source: Created by Author)
The NPV is calculated at 7% cost of capital. The investment on capital is calculated by evaluating NPV by summing up the present value of the cash inflow (£197,835) in Project A and (£252,675) in project B, having positive sign in the total year, with the cash outflow which is denoted with a negative sign. The cost of capital 7% is increased every year by multiplying its base rate. The aggregate Net Present value in both the project is positive, project A is £37,836 and project B is £32,675.While calculating present value of a project the residual value of project A (£20,000) and Project B (£10,000) is also deducted from the total value arises out of cash flow.
2. Payback Period
The calculation of Payback Period in the case of two projects owned by Patel Mintro of manufacturing company requires, accumulating the date or time span within which the project will generate the required cash inflow from the investment. The Payback period has a positive impact on the organization's, expanding or diminishing size. The methods of Payback period calculation do not significantly affect the size of the organization or individual investors.
According to Teng & Cárdenas-Barrón (2016), the Payback period process is used in company as method of recognizing the limitation and negative sides of the project and taking action against the discounted payback period. It acts as a supportive technique for evaluating the method of Discounted Cash Flow. By aggregating the payback period from the given data, shows the minimum usage of strategically vital project that maintains alternate projects in reasonable size of the London manufacturing company, on the contrary, it is observed that the payback period technique is the advanced and widely used method is appraisal of cash flow for manufacturing organization in London.
	
	Cash flow
	Cumulative value
	

	Year
	Project A
	Project B
	Project A
	Project B

	0
	£160,000
	£220,000
	£160,000
	£220,000

	1
	£45,000
	£60,000
	£45,000
	£60,000

	2
	£45,000
	£60,000
	£90,000
	£120,000

	3
	£45,000
	£60,000
	£135,000
	£180,000

	4
	£45,000
	£60,000
	£180,000
	£240,000

	5
	£45,000
	£60,000
	£225,000
	£300,000

	Scrap value 6
	£20,000
	£10,000
	£205,000
	£310,000

	
	
	
	
	


Table 2: Payback period
(Source: Created by author)
While considering two different projects by Patel Mintro, the manufacturing company will be inclined towards the project which has the minimum payback period time span. The payback period is ascertained by the annual cash inflows divided by the capital investment in each project. In the following two projects, the cash flow in both cases is even for the entire six months.
Calculation 
Project A = Numbers of years to full recovery + Unrecovered cost at the start of the year
						      Cash flow during full recovery year
Numbers of years to full recovery = 3rd Year of Cumulative Value of Project A
Unrecovered cost at the start of the year = £160,000 - £135,000 = £25000  
Cash flow during full recovery year = £180,000 - £135,000 = £45,000
So, Payback period of Project A =3 + £25,000 / £45,000
= 3.555555556
=4 Years (Approx)
Project B = Numbers of years to full recovery + Unrecovered cost at the start of year
						      Cash flow during full recovery year
Numbers of years to full recovery = 3rd Year of Cumulative Value of Project A
Unrecovered cost at the start of the year = £220,000 - £180,000 = £40,000  
Cash flow during full recovery year = £240,000 - £180,000 = £20,000
So, Payback period of Project B =
= 3 + £40000 / £20000
= 5 Years
By comparing the evaluation of payback period on both the project, it is observed that Project A has the minimum time span (4 years) of returning on investment than Project B (5 years). The value of the investment project A would be recovered in the shorter period than from the Project B. So, it is recommended that investing on Project a by Patel Mintro would be useful.
[bookmark: _Toc512874951]B) The average return rate
In the provided data of Patel Mintro's manufacturing company, the concern budgeting of capital evaluates the capability of the different project for appraising the business plan. As per Koch et al. (2015), the Accounting Rate of Return determines the type of project to be purchased by the investor and selecting the profitable project among the similar form, competitive capital market.
	Calculation of Average Rate of Return

	
	Cash flow
	Depreciation
	
	

	Year
	Project A
	Project B
	Project A
	Project B
	Average Investment

	0
	£160,000
	£220,000
	£160,000
	£220,000
	
	

	1
	£45,000
	£60,000
	£110,000
	£158,000
	Project A
	£160000 + £20000 / 2

	2
	£45,000
	£60,000
	£110,000
	£158,000
	
	170000

	3
	£45,000
	£60,000
	£110,000
	£158,000
	
	

	4
	£45,000
	£60,000
	£110,000
	£158,000
	Project B
	£220000 + £10000 / 2

	5
	£45,000
	£60,000
	£110,000
	£158,000
	
	225000

	Scrap value 6
	£20,000
	£10,000
	(£180,000)
	(£230,000)
	
	

	
	Average Annual Profit
	£61,667
	£93,333
	
	


Table 3: ARR
(Source: Created by Author)
With the help of Average Rate of Return, selecting the highest reward and the less risky project becomes easier on the contrary.
Project A
 Average annual profit = Total depreciated Cash flow - (residual value + Initial investment) divided by total year of the project.
= £550,000 - (£160,000 + £20,000) / 6
=£61,667
Project B
= Average annual profit = Total depreciated Cash flow - (residual value + Initial investment) divided by total year of the project.
= £790,000 - (£220,000 + £10,000) / 6
= £93,333
Annual investment
Project A = capital investment of project A + residual value / 2
	= £170,000
Project B = capital investment of project B + residual value / 2
	= £225,000
The Average Rate of Return is calculated by the formula =Average Annual profit divided by Average investment 
ARR of Project A= £170,000 / £61,667
	2.756741855 = 3% (approx)
Project B = £225,000 / £93,333
	2.410722895 = 2% (approx)
The calculation of Average rate of return is offering the uniqueness to the manufacturing company of Patel Mintro in management, the Average Rate of Return method in Project A is 3% whereas in Project B is 2% provides suggestion in a useful way to compare the expenditure of capital on Project A and Project B. The Average annual profit of £61,667 on project A and Average annual profit of £ 93,333 on Project B allows Patel Mintro in responding to the project easily as the situation arise. The calculation of the average rate of return requires information on accounting. Thus there is no need to create other report for capital budgeting. ARR methods can easily be understood and it’s simple to calculate. These methods enhance the accounting of profit and evaluate the profit on investment (Referred to Appendix 2).
[bookmark: _Toc512874952]C) Recommendation with a reason for the project to be adopted
As per Guerrero-Baena et al. (2015), concerning the above calculation, three different technique is adopted for appraisal of  investment on the Project ‘A' and Project ‘B' The Annual rate of return on Project A is 3% whereas the annual rate of return on Project B is 2% which is less rewarding in comparison to Project A. Assuming that return on investment on a project A could be recovered quickly and easily than Project B. Analysis of various types of project and  then be investing on the those which is most profitable in future return, maximize the growth and  intensity of the organization. Until the organization carries out the research for developing their existing products or projects and observe the ways to function efficiently, the organization will possess stagnant position in the competitive market. Any organization in their initial stage should have researched on the type of market they are adopting, instead of the market size. Research and development are not free to a company. It is a cost/benefit operation. Well-managed firms go to great lengths to develop good capital budgeting proposals that provide value to the firm and the economy at large. There are numerous types of capital budgeting projects. 
The project A is useful for Patel Metro to invest on as its initial value was £160,000 which was less in comparison to Project B £220,000 but even after the residual value, the Net Present value of Project A is less by £37,836 in comparison to Project B £32,675. The payback period of the Project A for (4 years) is also less than Project B (5 Years).  The capital investment Project A is useful to the manufacturing company of Patel Mintro for enhancing the venture in future.
[bookmark: _Toc512874953]D) Critical discussion of NPV and Payback techniques to evaluate the capital of the projects
 When the purchasing viability of the investors declines, payback period diminishes the cash flow above the time limit, where these cash flows become substantial. The NPV method has its drawback that it does not estimate the rate of discount correctly. The payback period method does not account for the cost of capital and inflation on the invested project, therefore the method has some pros and cons which is not similar in case of net present value method (Nair & Nian, 2017). 
According to Robinson & Burnett (2016), the Net present value methods calculate the cost of capital concerning the returns on investment over a particular time span. The payback period evaluates the period which may elapse before the return on investment is received from a project. The payback method couldn't compute the cash flow of the invested capital after evaluating the payback period. Both the methods of appraisal evaluate the projects in term of revenue rather than expenditure. The concerned methods preclude the benefits of the project from accessing the company to the new market with persisting factors and facilities. It is recommended to evaluate the capital budgeting by adopting some more techniques, than the mentioned appraisal method.
[bookmark: _Toc512874954]E) Non-Financial Factors for Investment Appraisal process
A non-financial factor of investments appraisal plays a notable role in evaluating the project. Although quantitative factors influence the investment decision, the qualitative factors also affect the decision making of the capital investment. The capital budgeting is based on the factor of responding to decision maker, market activities, and investors. The outline of respective limitation, function, benefits, and objectives is calculated and decided with the help of investment appraisal various technique by comparing it unique and different. The Nonfinancial factors affecting the appraisal of the investment areas under the nonfinancial factors include the legal image of the company and their responsibility towards the environment it is working. It is observed that maximum corporate sectors do not accept the non-financial factors. The organization should conduct some activities to expand the corporate in the similar market by adopting the green activities. Companies which those do not act towards the preservation of the environment they are working in, the public becomes unresponsive towards such companies. 
On the contrary, the demand and goodwill of that company and its shareholders decline. The staff should be motivated and the customer investing in the project of the company should be satisfied to their needs, before taking decision by the organization to invest in the new project. The environmental effect of an investment must be taken into account, or it will emerge in the factors of financial appraisal.
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Appendix1
Part 1: Financial analysis and interpretation
	 
	 
	 
	 
	 
	 
	 

	2016
	2017
	2015
	Paddy Power Betfair Plc
	 
	 
	 

	 
	 
	 
	Liquidity ratio
	2016
	2017
	2015

	0.711463415
	0.823184767
	0.517038601
	Current ratio ( current assets/ current liability)
	1.008042895
	1.122395833
	1.179271709

	291.7
	393.4
	342.9
	Current assets 
	376
	431
	421

	410
	477.9
	663.2
	current liability
	373
	384
	357

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	2016
	2017
	2015
	 
	 
	 
	 

	 
	 
	 
	Profitability ratio
	2016
	2017
	2015

	4.112167121
	18.40881273
	18.44875802
	 
	 
	 
	 

	43.7
	225.6
	224.3
	Return on shareholders fund ( net profit before interest and tax/ total equity*100) 
	0.277996571
	5.619511307
	5.747126437

	1062.7
	1225.5
	1215.8
	Net profit before tax
	12
	247
	250

	 
	 
	 
	Total equity
	4316.6
	4395.4
	4350

	14.31983157
	29.05094385
	15.08805031
	 
	 
	 
	 

	229.5469
	243.1564
	239.9
	Operating profit margin ( operating net profit / sales *100)
	2.962962963
	70.0280112
	70.55555556

	1603
	837
	1590
	Operating profit
	12
	250
	254

	253
	268
	240
	Sales
	405
	357
	360

	9.27%
	9.27%
	10%
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	1.222640444
	0.993227254
	0.930169436
	Gearing ratio(long term liabilities/capital)
	0.304202366
	0.361061447
	0.376470588

	1299.3
	1217.2
	1130.9
	Long term liabilities
	372.8
	383.7
	384

	1062.7
	1225.5
	1215.8
	capital
	1225.5
	1062.7
	1020

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	74.75308281
	76.16909839
	76.28930818
	Gross profit ratio ( gross profit / sales*100)
	76.89232409
	76.7732325
	108.3113351

	1279.1
	1221.6
	1213
	Gross profit 
	1154
	1340
	1354

	1711.1
	1603.8
	1590
	sales 
	1500.8
	1745.4
	1250.1

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	2016
	2017
	2015
	INVESTMENT RATIO
	2016
	2017
	2015

	0.188215103
	0.371229698
	0.22236534
	EARNING PER SHARE(NET PROFIT/SHARES)
	0.075
	2.552941176
	2.68

	164.5
	320
	189.9
	NET PROFIT
	6
	217
	201

	874
	862
	854
	SHARES
	80
	85
	75

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	2016
	2017
	2015
	 
	 
	 
	 

	 
	 
	 
	INVESTMENT RATIO
	2016
	2017
	2015

	7.473684211
	14.4
	5.454545455
	PRICE PER EARNINGS RATIO(MARKET PRICE PER SHARE/EARNINGS PER SHARE)
	828.8
	26.85490196
	42.23225806

	1.42
	1.44
	1.2
	MARKET PRICE PER SHARE 
	62.16
	68.48
	65.46

	0.19
	0.1
	0.22
	EARNINGS PER SHARE
	0.075
	2.55
	1.55


(Source: Created by the author)

Appendix 2
Part 2: Capital budgeting appraisal and cash flow
	Calculation of Payback period and Net Present Value

	

	 
	Cashflow
	Cumulative value 
	 
	 
	 
	 

	Year
	Project A
	Project B
	Project A
	Project B
	Rate of return @ 7%
	P.V of Project A
	P.V of Project B

	0
	160,000 
	220,000 
	160,000 
	220,000 
	 
	(160,000)
	(220,000)

	1
	45,000 
	60,000 
	45,000 
	60,000 
	1.07
	42,056 
	56,075 

	2
	45,000 
	60,000 
	90,000 
	120,000 
	1.1449
	39,305 
	52,406 

	3
	45,000 
	60,000 
	135,000 
	180,000 
	1.225043
	36,733 
	48,978 

	4
	45,000 
	60,000 
	180,000 
	240,000 
	1.31079601
	34,330 
	45,774 

	5
	45,000 
	60,000 
	225,000 
	300,000 
	1.40255173
	32,084 
	42,779 

	Scrap value 6
	20,000 
	10,000 
	205,000 
	310,000 
	1.50073035
	13,327 
	6,663 

	 
	 
	 
	Net Present Value
	 
	 
	37,836 
	32,675 

	
	
	 
	 
	 
	 
	 
	 

	Payback period

	 
	 

	Project A
	3 + 25000 / 45000

	 
	3.55555556

	 
	4 years (approx)

	 
	 

	Project B
	3 + 40000 / 20000

	 
	5

	 
	5 years

	Calculation of Average Rate of Return
	 

	 
	Cash flow
	Depreciation
	 
	 
	 

	Year
	Project A
	Project B
	Project A
	Project B
	Average Investment
	 

	0
	160,000 
	220,000 
	160,000 
	220,000 
	 
	 
	 

	1
	45,000 
	60,000 
	110,000 
	158,000 
	Project A
	160000 + 20000 / 2
	 

	2
	45,000 
	60,000 
	110,000 
	158,000 
	 
	170000
	 

	3
	45,000 
	60,000 
	110,000 
	158,000 
	 
	 
	 

	4
	45,000 
	60,000 
	110,000 
	158,000 
	Project B
	220000 + 10000 / 2
	 

	5
	45,000 
	60,000 
	110,000 
	158,000 
	 
	225000
	 

	Scrap value 6
	20,000 
	10,000 
	(180,000)
	(230,000)
	 
	 
	 

	 
	Average Annual Profit
	61,667 
	93,333 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	Depreciation
	ARR

	 
	 
	 
	 
	 

	Project A
	160000 - 20000 / 4
	 
	Project A
	170,000 / 61,667

	 
	155000
	 
	 
	2.75674186

	 
	 
	 
	 
	3% (approx)

	 
	 
	 
	 
	 

	Project B
	220000 - 10000 / 5
	 
	Project B
	225,000 / 93,333

	 
	218000
	 
	 
	2.4107229

	 
	 
	 
	 
	2% (approx)




(Source: Created by the author)
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