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WALES COMPANY

Executive Summary
The first part of the report involves ratio analysis has been performed within a study to assess financial performance of Next Plc. 4 different types of ratios such as profitability ratio, liquidity ratio, efficiency ratio, and solvency ratio have taken place within the study. In addition, limitation of ratio like change in management does not consider inflationary environments and based on past data also discussed within the study to elaborate financial performance of Next Plc. The second part of the report involves evaluating investment options for “Wales Company”. In order to take the decision, NPV, PP, & IRR have been calculated. Theoretical arguments are included for selecting NPV as the best investment appraisal method. Other factors to be considered at the time of making an investment decision are discussed. Primary advantages & disadvantages of both strategies are presented.
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[bookmark: _Toc128065899]Part 1 – “Financial Statement Analysis and Presentation”: 
[bookmark: _Toc128065900]A. Company Overview: 
Next plc is a multinational clothing company in Britain, also selling footwear & home products (nextplc.co.uk, 2023). Next has its headquarters in Enderby, England and is operating nearly 700 stores across the globe. 500 stores out of it are located in United Kingdom, & remaining 200 across Asia, Europe, & Middle East. It is the biggest clothing retailer based on sales being overtaken by companies like “Marks & Spencer” in the years 2012 & 2014. Next plc is listed on LSE along with being a constituent of “FTSE 100 Index”. It is currently employing nearly 43,040 employees within the business (nextplc.co.uk, 2023). The company is the result of efforts made by Joseph Hepworth. In addition, Michael Roney has become the chair­person and Simon Wolfson is posted as the CEO. The key products of the company include men's, women's & children's fashion along with beauty, homeware, designer brands, and more. The company aims at meeting expectations of customers by providing beautifully designed, exciting, & excellent quality footwear, clothing, accessories & homeware (nextplc.co.uk, 2023). “Full price sales” of the company were up by 4.8 percent in 9 weeks to December 30, 2022. This is more than the guidance made by Next Plc for a 2 percent sales decline.
[bookmark: _Toc128065901]B. Ratio analysis and it limitation 
Profitability Ratios
Gross profit:

(Source: Self-developed)
Gross profit ratio measures profitability of business by subtracting direct costs like labour, and materials costs, from total revenue. It is an important metric to evaluate whether businesses have pricing power or not (Nariswari and Nugraha, 2020). GP ratio of Next plc has been identified by 45% in 2022 and 38% in 2021. In fiscal year 2022 revenue of company increased by 33% but COGS was comparatively low and due to this reason GP margin of the company rose by 7% in 2022. It points out that Next Plc efficiently manages its direct cost and the product of company is also in demand which ensures better long-term sustainability for business. It also ensures that in a future company will perform well due to managing cost effectively and take lead in a competition that is good for existing shareholders.  
Operating profit:

(Source: Self-developed)
Operating profit margin assesses a business's ability to maximise its profit from its core business operation. Based on the words of Mahdi and Khaddafi, (2020), the operating profit margin determines management's capability to manage variable costs and ensure better earnings for shareholders. OP margin for Next Plc has been calculated at 21% in 2022 and 14% in 2021 respectively. In 2022, COGS along with other operating expenses of company were low comparatively over sales and as result, EBIT jumped by 104%. Rise in OP margin is an indication that management of the company efficiently manages its overall cost which ensures better profitability. It helps to achieve higher growth in future and also influences the long-term sustainability of business that benefits shareholders. 


Net profit:

(Source: Self-developed)
Net profit evaluates the actual profitability of company that the business can generate after deducting all types of expenses. It helps to understand the current as well as future performance of a business and also helps to determine the business's ability to grow further (Alvian and Munandar, 2022). Net profit margin of Next Plc is figured to be 15% in 2022 and 9% in 2021. Due to the overall growth of sales, reduced COGS, and rise in financial income, net profit margin of company improved significantly. Moreover, the demand for company products, and after covid recovery of retail industry is also major reason behind significant growth in profitability of company (Nextplc.co.uk, 2022). Improvement or growth in net profit is an indication of strong financial stability and performance that influence the future growth of business. 
ROA:

(Source: Self-developed)
ROA or Return on asset is an important financial ratio that reveals a business's ability and efficiency to maximise its profit by utilisation of assets (Husna and Satria, 2019). It is an important metric to evaluate the financial health of business. Next Plc reported a ROA of 17% in the fiscal year 2022 and 8% in 2021. Better managerial decisions, rise in demand for products, and effective cost management led 236% rise in net profit, and assets of company also increased in 2022. It helps company to double its ROA and it indicates that business effectively utilised its assets and ensured better future growth and sustainability.  
ROCE:

(Source: Self-developed)
ROCE or return on capital employed is the most important financial metric to assess management intelligence to effectively utilisation of capital. Based on words of Maeenuddina et al. (2020), ROCE points out whether a business can generate a return above cost of capital and ensure rational capital allocation decisions. ROCE of Next plc has been determined 33% in the fiscal year 2022 and 17% in 2021. Higher ROCE points out that management makes rational capital allocation decisions which leads businesses to generate much higher ROCE. It helps company to achieve higher growth by reinvesting a significant amount of surplus within a business and helping to earn profit and revenue. Higher ROCE also indicates strong financial positions and better future growth.   
ROE:

(Source: Self-developed)
ROE or return on equity is used to measure the profitability of a company by looking at the earnings of shareholders by investing in a company. In words of Sharma et al. (2021), ROE is important to assess business efficiency to utilise shareholder funds effectively and ensure strong financial performance. In fiscal year 2022. Next Plc reported an ROE of 67% whereas it was 43% in 2021. Due to a 236% jump in net profit, company can report higher ROE and it ensures a better return for shareholders. Moreover, it indicates company’s strong financial position and efficiently utilises shareholders' funds, and generates a higher return. Strong ROE improved shareholder's trust and developed a better relationship that positively impacted overall business operations. 
Liquidity Ratios
Current ratio:

(Source: Self-developed)
Current ratio reveals the liquidity position of a business and its ability to repay short-term obligations and outstanding. It is an important metric to assess the short-term financial stability of a business and plot ideas about the efficiency in managing working capital (Mulyadi and Sihabudin, 2020). CR ratio of Next Plc has been calculated as 1.99 times in 2022 and 1.91 in 2021.  In the fiscal year, 2022 current assets of company improved and current liabilities were also lower therefore CR ratio increased by 0.08 times. Improvement in CR ratio is evidence that company has enough current assets compared to its current liabilities that ensure better financial stability. Moreover, company can face less trouble in a difficult situation as compared to company whose current ratio is lower, which influences business growth, revenue, and profitability. 
Quick ratio:

(Source: Self-developed)
Quick ratio is part of liquidity ratios that measure a business's ability to repay its short-term obligation like the current ratio but it does not consider inventories as part of current assets. As opined by Kumoro et al. (2020), quick ratio only considers most liquidate forms of an asset like cash and equivalent of cash or bills to evaluate the liquidity stability of business. Quick ratio of Next plc has been calculated as 1.47 times in 2022 whereas it was 1.46 times in 2021. Due to rise in inventories, quick ratio of company stagnated but still, quick ratio above 1 is considered a good ratio. It is evident that liquidity position of Next plc is strong and company has enough current assets to repay its short-term outstanding. Better liquidity positions ensure better financial performance and stability that led businesses to run operations effectively.  
Cash ratio:

(Source: Self-developed)
Cash is the most important driver for business growth, running daily operations, managing working capital, grabbing future opportunities, and tackling difficult situations. Cash ratio measures whether a business has enough cash or not if a business is forced to pay current liabilities immediately (Bacchetta et al. 2019). Next Plc reported a cash ratio of 0.36 in 2022 and 0.51 in 2021 respectively. The free cash flow of business is down by £175.20 million in 2022 and therefore, cash ratio of business is also down significantly. However, Next Plc does not have enough cash against its current liabilities as it can only pay 1/3rd part of its current liabilities through cash. It is a worrying sign for businesses and shareholders as it can influence business goodwill and operation. 
Efficiency Ratios
Accounts receivable turnover:

(Source: Self-developed)
ART ratio or Accounts receivable turnover is used to measure how many times accounts receivable have been collected during a particular financial period. Usually, this metric is used to assess whether a business faced any trouble or not to collect its outstanding sales amount (Wajo, 2021). ART ratio of Next plc has been figured out as 3.66 times in 2022 which was 2.71 times in 2021. Rise in revenue along with a reduced amount of account receivables led the company to enjoy better ART. It points out that Next Plc is much more capable of collecting its dues or outstanding from debtors that help to better manage working capital. 
Accounts Payable Turnover:

(Source: Self-developed)
APT or Accounts Payable Turnover ratio determines how many times company pays its creditors. It also determines whether a business is in good standing or not with its creditors and suppliers and this ratio is very important for creditors' and suppliers' perception (Kartikasary et al. 2021). In fiscal year 2022, Next Plc reported an APT ratio of 4.02 times, and one year ago in 2021 this ratio was 3.91 times. Due to the rise in number of accounts payable along with rise in total purchase APR ratio of company improved. Improvement in this ratio points out that currently, company takes less time to repay its outstanding which is good sign for suppliers and creditors. It helps company to negotiate with suppliers to receive products at more discount as a result overall cost is reduced and profitability is further improved.   

Asset Turnover:

(Source: Self-developed)
Asset turnover ratio reveals efficiency of a business to generate higher revenue by effective utilisation of assets. Based on words of Kurniawan (2021), a higher asset turnover ratio is evident that the business is more efficient in utilising its assets and maximising revenue whereas a lower ratio shows the opposite thing. AT ratio of Next Plc has been calculated as 1.13 times in 2022 and 0.88 times in 2021. Rise in total sales, along with the increased value of total assets in 2022 AT ratio of company gaining strength.  It points out that Next Plc effectively utilised its assets and made good decisions that led the company to generate higher revenue and ensure better financial stability. 
Capital Turnover:

(Source: Self-developed)
Capital turnover ratio or CT ratio measures how efficiently a business utilised its shareholders' funds to maximise revenue. CT ratio is calculated by dividing total sales by shareholder's equity (Bintara, 2020). In fiscal year 2022, Next Plc reported a CT ratio of 4.33 and in the previous year, this ratio was 4.97. Due to an increase in shareholder funds compared to sales, CT ratio of Next Plc has gone down. However, sales of company increased and overall profitability and efficiency of business are also strong which led company to perform better in future. In addition, it enables company to better utilise shareholders' funds and maximise their wealth. 
Inventory Turnover:

(Source: Self-developed)
Inventory turnover ratio or ITR assesses how many times a business can sell along with replenishing its inventory over particular time frame. Based on words of Aryanti and Nurasik, (2021), ITR ratio reveals how efficiently and quickly a business converts its finished goods into sales and generates profit. ITR ratio of Next Plc has been calculated 4.49 times in the fiscal year 2022 and 1.19 times in 2021. High demand for company products, after the Covid pandemic recovery and superior quality and customer service, enables a company to increase its ITR. COGS also lower over sales which further helps to improve overall efficiency of a business. Improvement in ITR ratio is evident that company products have high demand that ensures long-term sustainability and financial stability.   



Working Capital Turnover:

(Source: Self-developed)
Working capital turnover ratio is used to evaluate efficiency of a business to maximise revenue by effective utilisation and managing working capital. It is an important indicator to assess the sustainability of business and measure efficiency to run daily operations (Hidayat and Dewi, 2023). WCT ratio of Next Plc has been figured out by 3.65 times in the financial year 2022 and 3.01 times in 2021. Having enough current assets against current liability and an increased value of sales led to significant growth in WCT ratio. It points out that businesses efficiently utilised their working capital which helps to manage short-term obligations, and influence revenue. It is evident that company’s financial position is strong and stable and it will perform better in future.  
Solvency Ratios
Debt ratio:

(Source: Self-developed)
Debt ratio is part of the solvency ratio that measures business's total debt as a percentage of total assets. A higher debt ratio always bears more risk and uncertainty and company with high debt face more trouble in difficult situations (Nuryani and Sunarsi, 2020). A debt ratio of Next Plc is reported by 0.53 in 2022 and 0.65 in 2021. Reducing debt position and rising value of total assets help company to reduce its debt ratio. It is good sign that company reduced its debt and value of assets increased, reducing business risk and bringing more stability to business operations. It helps to save money that company can utilise for developing existing products, bringing new products, and achieving better financial performance. 
Equity ratio:

(Source: Self-developed)
Equity ratio reveals the leverage position of a business and indicates the percentage of total assets that are financed by equity capital.  Equity ratio points out that 25% of total assets are funded by equity capital in fiscal year 2022 which was 18% in 2021.  Due to the rise in total value of equity and assets, equity ratio of company has improved significantly. Debt always creates problems in difficult situations therefore, assets are more funded by equity capital reducing solvency risk and ensuring better stability. 





Debt to equity ratio:

(Source: Self-developed)
Debt to equity ratio is essential to measure financial risk of a business as it points out how much debt a company owes against its shareholders' funds (Irman and Purwati, 2020). A higher D/E ratio is always a concerning factor to shareholders as it bears more risk. D/E ratio of Next Plc has been figured out by 2.09 in 2022 and 3.70 in 2021 respectively. In fiscal year 2022 company reduced its debt by £336 million and the value of equity increased by £349.1 million which led D/E ratio down. Reducing debt against equity brings more stability to businesses and reduced financial risk.  
Interest coverage ratio:

(Source: Self-developed)
Interest coverage ratio assesses how easily a business can pay interest on its outstanding debt. IC ratio enables investors, and financial institutions to understand current ability of businesses to pay accumulated debt (Ji, 2019). Next Plc reported its IC ratio of 9.94 times in 2022 which was 4.38 in 2021. An increase in EBIT is a major reason behind the significant jump in IC ratio. Company’s ability to pay interest on outstanding debt is much higher which ensures better financial stability and reduces risk. It can help company to perform more effective ways to pay interest and report better financial results. 
Limitation of ratio analysis:
· Ratio analysis is performed based on historic data and a decision is made to generate higher returns in future. Business environment is filled with risk and uncertainties as events like the Russia-Ukraine war or Covid can happen that reduce the credibility and reliability of ratio analysis.
· Change in management or change in business structure also makes significant impacts on the effectiveness of ratio analysis. New management will run business in a new way and bring changes in the overall process of business operation (Corporatefinanceinstitute.com, 2022). As a result, ratio analyses that were prepared based on past management performance do not have any signalling power about future performance.
· Financial statements are released periodically and due to these reasons, there are significant time gaps between each release. If inflation takes place between these times then financial statements are unable to represent actual financial positions of the business.  Performed ratio analysis based on this data also leads to wrong results that impact business and shareholders.
Ratio analysis is performed based on data that are reported in financial statements. However, financial statements can easily be manipulated by increasing revenue, reducing cost or inflating asset value, and reducing liabilities (Corporatefinanceinstitute.com, 2022). Therefore, ratio analysis is not able to reflect the actual financial position of a business.   
[bookmark: _Toc128065902]C. Recommendation:
· In order to enhance its liquidity performance, the company will have to reduce its short-term debts and current liability along with increasing current assets. Based on the views of Yan and Zhang (2022), the more the difference between current assets and current liabilities, the better the working capital of the company. With a higher balance of working capital, the company will be able to pay the business obligations. 
· The best way to enhance the profitability performance of the company is to increase sales and reduce expenses. There are 4 main areas that help a company in driving profitability such as reducing costs, increasing productivity, increasing turnover, as well as increasing efficiency. The lower the cost, the better control the company will have over its profits and can pay dividends (Wang, 2021). 
· Inventory management is very important for the company due to which Next plc will have to ensure that the acquisition of resources is being done with proper planning. The company is currently overstocking due to which a lot of inventories are left at the end. This is not a correct approach to managing inventories because it leads to wastage. Rather, Next plc must use “Just in Time” inventory management technique where resources are acquired as per requirement or only when the existing ones are on the verge of getting used.
· Next plc is required to use assets strategically so that it can earn more returns over them. Asset management is very important for the business to ensure that it is earning well throughout the course of business. Along with this, the company is required to manage its capital in a better way to be able to earn more returns or ROCE.      



[bookmark: _Toc128065903]Part 2 – “Wales Company Investment Programme”: 
[bookmark: _Toc128065904]A. Introduction:
This study aims at evaluating investment options as well as proposing the way in which an investment program can be financed for “Wales Company”. In order to take the decision, NPV, PP, & IRR have been calculated and interpreted in the report. Theoretical arguments are included for selecting NPV as the best investment appraisal method. The continued popularity of non-discounting methods among decision-makers in investment appraisal is explained. Other factors to be considered at the time of making an investment decision are discussed. Primary advantages & disadvantages of both strategies are presented.
[bookmark: _Toc128065905]B. Evaluation through NPV:
Based on the views of Sokolov (2023), NPV involves calculation of current value of any future payment stream from a project, or investment. It has been calculated using = “NPV = CF1/(1 + r)^1 + CF2/(1 + r)^2 + CF3/(1 + r)^3 +CF4/(1 + r)^4 + CF5/(1 + r)^5 - CF0”.
	NPV of Machine A

	Year
	NCF
	WACC (20%)
	DCF

	0
	-£ 	100,000
	1
	-£ 	100,000

	1
	 £        40,000
	0.8333
	 £       33,333.33

	2
	 £        50,000
	0.6944
	 £       34,722.22

	3
	 £        55,000
	0.5787
	 £       31,828.70

	4
	 £        45,000
	0.4823
	 £       21,701.39

	5
	 £        60,000
	0.4019
	 £       24,112.65

	NPV
	 
	 
	 £       45,698.30


 
	NPV of Machine B

	Year
	NCF
	WACC (20%)
	DCF

	0
	-£ 	100,000
	1
	-£ 	100,000

	1
	 £        25,000
	0.8333
	 £       20,833.33

	2
	 £        40,000
	0.6944
	 £       27,777.78

	3
	 £        35,000
	0.5787
	 £       20,254.63

	4
	 £        75,000
	0.4823
	 £       36,168.98

	5
	 £        50,000
	0.4019
	 £       20,093.88

	NPV
	 
	 
	 £       25,128.60


The criteria for selection in the case of NPV is positive value because a negative amount shows that expenses are higher than income which is not beneficial for the business. On the other hand, positive value shows that income is higher than expense which is beneficial for the business that is willing to invest in a particular project. Not only this, if any project has NPV equal to zero, then it shows that expenses are equal to income which means no profit or loss will be earned by the company. If both the projects have positive value, then the one with a higher NPV will be selected over the lower one in order to achieve more profit. Here, NPV of machine A is £ 45,698.30 and of machine, B is £ 25,128.60, machine A must be selected.
 
[bookmark: _Toc128065906]C. Evaluation through Payback:
As commented by Dai et al. (2022), payback includes time taken by the initial investment to be repaid out of the net cash inflows from a project. It has been calculated using = “payback = years before breakeven + unrecovered amount / Cash flow in recovery year”.
	Payback of Machine A

	Year
	NCF
	CCF

	0
	-£	100,000
	-£   100,000

	1
	 £       40,000
	-£ 	60,000

	2
	 £       50,000
	-£ 	10,000

	3
	 £       55,000
	 £ 	 45,000

	4
	 £       45,000
	 £      90,000

	5
	 £       60,000
	 £    150,000

	Payback
	 
	2.18 years


 
	Payback of Machine B

	Year
	NCF
	CCF

	0
	-£	100,000
	-£   100,000

	1
	 £       25,000
	-£ 	75,000

	2
	 £       40,000
	-£ 	35,000

	3
	 £       35,000
	 £              	-  

	4
	 £       75,000
	 £      75,000

	5
	 £       50,000
	 £    125,000

	Payback
	 
	3 years


In the case of a payback period, the criteria of selection is the lowest time period taken. This means, the faster a company is able to regenerate all its invested amount of money, the more profitable it is for the investor to invest in it. Also, if both projects have low payback then the one with the lowest amount must be selected. Here, payback of machine A is 2.18 years and of machine, B is 3 years, machine A must be selected.
[bookmark: _Toc128065907]D. Evaluation through IRR:
In the views of Irwanto (2022), IRR involves a tool to be used in the process of financial analysis for estimating profitability of the potential investments. It gives a discount rate at which NPV of cash flows is zero. It has been calculated using = “IRR = R1 + (NPV1 / (NPV1 - NPV2)) x (R2 - R1)”.
	IRR of Machine A

	Year
	NCF
	WACC (20%)
	DCF
	WACC (30%)
	DCF

	0
	-£  100,000
	1
	-£   100,000
	1
	-£   100,000

	1
	 £     40,000
	0.8333
	 £    33,333.33
	0.7407
	 £  29,629.63

	2
	 £     50,000
	0.6944
	 £    34,722.22
	0.5487
	 £  27,434.84

	3
	 £     55,000
	0.5787
	 £    31,828.70
	0.4064
	 £  22,354.32

	4
	 £     45,000
	0.4823
	 £    21,701.39
	0.3011
	 £  13,548.07

	5
	 £     60,000
	0.4019
	 £    24,112.65
	0.2230
	 £  13,380.81

	NPV
	 
	 
	 £    45,698.30
	 
	 £    6,347.67

	IRR
	 
	 
	 
	 
	31.61%


 
	IRR of Machine B

	Year
	NCF
	WACC (20%)
	DCF
	WACC (30%)
	DCF

	0
	-£  100,000
	1
	-£   100,000
	1
	-£   100,000

	1
	 £     25,000
	0.8333
	 £    20,833.33
	0.7407
	 £  18,518.52

	2
	 £     40,000
	0.6944
	 £    27,777.78
	0.5487
	 £  21,947.87

	3
	 £     35,000
	0.5787
	 £    20,254.63
	0.4064
	 £  14,225.47

	4
	 £     75,000
	0.4823
	 £    36,168.98
	0.3011
	 £  22,580.12

	5
	 £     50,000
	0.4019
	 £    20,093.88
	0.2230
	 £  11,150.68

	NPV
	 
	 
	 £    25,128.60
	 
	-£  11,577.34

	IRR
	 
	 
	 
	 
	26.85%


The selection criteria for IRR is that the rate must be higher than the cost of capital. If both the projects have IRR greater than the cost of capital then the one with higher value must be selected for better profitability by the business. Here, the IRR of machine A is 31.61% and of machine, B is 26.85%, machine A must be selected.
[bookmark: _Toc128065908]E. Interpretation of results:
Based on the above interpretation and calculation it can be said that the company must proceed with machine A as it has higher NPV & IRR along with lower payback. As per the views put forward by Shou (2022), NPV is considered the best method of investment appraisal because it uses the “time value of money” at the time of calculation, unlike payback & ARR. This means the cash flows that a company will earn in the future are converted into the present values when the investor is taking decisions. This helps the company in taking accurate decisions so that more profits are earned. NPV is better than IRR because the cash flow of each year is discounted separately making the method more flexible at the time of evaluating individual periods. As commented by Magni and Marchioni (2020), NPV is the most reliable investment appraisal tool because it gives the best result and investors can rely on it. This is the reason why when the outcome of all four methods differs from one another, companies would prefer to opt for the result given by NPV. All other methods are generally used in the form of supporting tools so that a good decision can be taken. 
On one hand, companies prefer discounting methods of investment appraisal to be able to take accurate decisions regarding investment to be done in a project. This is because future values are converted into their current amount so that decisions can be taken correctly (Liang et al. 2022). However, the popularity of the non-discounting method is also there among the decision makers. The decision makers prefer non-discounting methods of investment appraisal because of the simplicity and convenience they provide them with. Not only this, the non-discounting method indicates different aspects and can be used easily during emergency situations by companies across the globe. Based on the views of Arjunan (2019), payback is used in evaluating the liquidity aspects of a project which is not possible with the help of methods like NPV and IRR. The payback period gives an indication of the time required to regenerate the initial investment from any project highlighting how liquid any project is. This is also an important aspect that the investors would want to know and that is why the payback method is being used. Similarly, some companies also use ARR in order to know the accounting profit that the investment would earn at the end of the maturity. 
Inspired by the views of Hua (2022), a non-discounting capital budgeting method involves one that ignores “time value of money”. In other words, all pounds to be earned in future are estimated to have same value as pounds today. Tools like NPV and IRR generally do not consider the aspect of depreciation while making decisions but some investors might be interested in this. Other discounting methods like ARR are preferred by the decision makers largely because it determines the accounting profit within a small period and with less effort. Influenced by the views of Liu (2022), at the time of emergency decision making it is important for the company to use non-discounting methods like ARR and payback because it does not require calculation or estimation of discounting rates. Often discounting rates are incorrect or change with time which results in incorrect decision making using the discounting method. As a result, some companies would prefer a non-discounting method in order to get a better outcome (Wang, 2021). Even though the discounting methods provide so many benefits to a business, popularity of non-discounting methods is not decreasing among the decision makers. 
Other factors that must be considered at the time of taking any investment decision involve the amount of finance that the business has, the time period within which it wants to earn its initial investment, and the length of the project. Apart from this, companies must look for liquidity & profitability within the industry in which it is going to invest money. Consideration must be given to risks related to the investment to be able to take better decisions. The risks include liquidity risk, credit risk, interest risk, fluctuation in discount rates, inflation, market risk, and others.  


[bookmark: _Toc128065909]F. Recommendation to the company:
Based on the above discussion it can be said that Wales company must proceed with machine A as it has higher NPV & IRR along with lower payback. Also, in order to perform the investment, debt capital is more reliable as a source of funding. Advantages & disadvantages of both the machines have been compared before making the recommendation. 
· Machine A would require an initial investment worth £ 100,000 from which it will earn £ 40000, £ 50000, £ 55000, £ 45000 & £ 30000. As a result, total earnings from sales from this machine will be £ 220000. This machine can be sold for £ 30,000 at the end of the 5th year resulting in total earnings of £ 250000. The advantage of this machine is that it has higher total earnings which are beneficial for the company. In addition, the machine is earning higher NPV which means it is more profitable for the company. Another advantage is that lower payback results in a faster collection of the initial investment. Lastly, a higher IRR makes this machine more attractive in the eyes of investors.   
· Machine B would require an initial investment worth £ 100,000 from which it will earn £ 25000, £ 40000, £ 35000, £ 75000 & £ 25000. As a result, total earnings from sales from this machine will be £ 200000. This machine can be sold for £ 25,000 at the end of the 5th year resulting in total earnings of £ 225000. The disadvantage of this machine is that it has lower total earnings which are not beneficial for the company. In addition, the machine is earning lower NPV which means it is less profitable for the company. Another disadvantage is that higher payback results in a slow collection of the initial investment. Lastly, a lower IRR makes this machine less attractive in the eyes of investors. 
[bookmark: _Toc128065910]G. Conclusion
NPV of machine A is £ 45,698.30 & of machine B is £ 25,128.60, payback of machine A is 2.18 years & of machine B is 3 years and IRR of machine A is 31.61% & of machine B is 26.85%. The study helps in concluding that Wales company must proceed with machine A as it has higher NPV & IRR along with lower payback. In addition, NPV is the most reliable investment appraisal tool because it gives the best result to the investors or decision makers. Decision makers must look for liquidity & profitability of the project within the industry in which it is going to invest money.
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Appendix 1: Profitability Ratios
	Profitability Ratios

	Gross profit margin

	Particulars
	2022, M
	2021, M

	Gross profit 
	 £   1,972.0 
	 £   1,247.9 

	(/): Revenue
	 £   4,376.5 
	 £   3,284.1 

	Gross profit margin
	45%
	38%

	
	
	

	Operating profit margin

	Particulars
	2022, M
	2021, M

	Operating profit 
	 £      905.4 
	 £      444.5 

	(/): Revenue
	 £   4,376.5 
	 £   3,284.1 

	Operating profit margin
	21%
	14%

	
	
	

	Net profit margin

	Particulars
	2022, M
	2021, M

	Net profit 
	 £      677.5 
	 £      286.7 

	(/): Revenue
	 £   4,376.5 
	 £   3,284.1 

	Net profit margin
	15%
	9%

	
	
	

	Return on asset

	Particulars
	2022, M
	2021, M

	Net profit 
	 £      677.5 
	 £      286.7 

	(/): Total asset
	 £   3,981.8 
	 £   3,758.0 

	ROA
	17%
	8%

	
	
	

	Return on capital employed

	Particulars
	2022, M
	2021, M

	EBIT
	 £      905.4 
	 £      444.5 

	(/): Capital employed
	 £   2,773.7 
	 £   2,561.2 

	Total asset 
	 £   3,981.8 
	 £   3,758.0 

	(-): Current liabilities
	 £   1,208.1 
	 £   1,196.8 

	ROCE
	33%
	17%

	
	
	

	Return on equity

	Particulars
	2022, M
	2021, M

	Net profit 
	 £      677.5 
	 £      286.7 

	(/): Shareholders fund
	 £   1,010.0 
	 £      660.9 

	ROE
	67%
	43%





Appendix 2: Liquidity Ratios
	Liquidity Ratios

	Current ratio

	Particulars
	2022, M
	2021, M

	Current asset
	 £   2,407.2 
	 £   2,288.6 

	(/): Current liabilities
	 £   1,208.1 
	 £   1,196.8 

	Current ratio
	1.99
	1.91

	
	
	

	Quick ratio

	Particulars
	2022, M
	2021, M

	Current asset
	 £   2,407.2 
	 £   2,288.6 

	(-): Inventories
	 £      633.0 
	 £      536.9 

	Difference
	 £   1,774.2 
	 £   1,751.7 

	(/): Current liabilities
	 £   1,208.1 
	 £   1,196.8 

	Quick ratio
	1.47
	1.46

	
	
	

	Cash ratio

	Particulars
	2022, M
	2021, M

	Cash and equivalent of cash
	 £      433.0 
	 £      608.2 

	(/): Current liabilities
	 £   1,208.1 
	 £   1,196.8 

	Cash ratio
	0.36
	0.51




Appendix 3: Efficiency Ratios
	Efficiency Ratios

	Account receivable turnover

	Particulars
	2022, M
	2021, M

	Net sales
	 £   4,376.5 
	 £   3,284.1 

	(/): Average account receivables
	 £   1,194.5 
	 £   1,211.7 

	Account receivable turnover
	3.66
	2.71

	Account receivable in days
	100
	135

	
	
	

	Asset Turnover Ratio

	Particulars
	2022, M
	2021, M

	Net sales
	 £   4,376.5 
	 £   3,284.1 

	(/): Average total assets
	 £   3,869.9 
	 £   3,715.7 

	ATR
	1.13
	0.88

	
	
	

	Capital Turnover Ratio

	Particulars
	2022, M
	2021, M

	Total sales
	 £   4,376.5 
	 £   3,284.1 

	(/): Shareholders equity
	 £   1,010.0 
	 £      660.9 

	CTR
	4.33
	4.97

	
	
	

	Inventory Turnover Ratio

	Particulars
	2022, M
	2021, M

	COGS
	 £   2,625.3 
	 £   2,231.7 

	(/): Average inventories
	 £      585.0 
	 £      532.3 

	ITR
	4.49
	4.19

	
	
	

	Working Capital Turnover Ratio

	Particulars
	2022, M
	2021, M

	Net sales
	 £   4,376.5 
	 £   3,284.1 

	(/): Working capital
	 £   1,199.1 
	 £   1,091.8 

	WCTR
	3.65
	3.01



Appendix 4: Solvency Ratios
	Solvency Ratios

	Debt ratio

	Particulars
	2022, M
	2021, M

	Total debt
	 £   2,106.3 
	 £   2,442.3 

	(/): Total asset
	 £   3,981.8 
	 £   3,758.0 

	Debt ratio
	0.53
	0.65

	
	
	

	Equity ratio

	Particulars
	2022, M
	2021, M

	Shareholders’ equity
	 £   1,010.0 
	 £      660.9 

	(/): Total asset
	 £   3,981.8 
	 £   3,758.0 

	Equity ratio
	0.25
	0.18

	
	
	

	Debt to equity ratio

	Particulars
	2022, M
	2021, M

	Total debt
	 £   2,106.3 
	 £   2,442.3 

	(/): Shareholders equity
	 £   1,010.0 
	 £      660.9 

	D/E ratio
	2.09
	3.70

	
	
	

	Interest coverage ratio

	Particulars
	2022, M
	2021, M

	EBIT
	 £      905.4 
	 £      444.5 

	(/): Interest expenses
	 £        91.1 
	 £      101.6 

	Interest coverage ratio
	9.94
	4.38






Net profit margin	2022, M	2021, M	0.15480406717696793	8.729941231996588E-2	ROA	2022, M	2021, M	0.17014917876337338	7.6290580095795632E-2	ROCE	2022, M	2021, M	0.32642318924180702	0.17355146025300638	ROE	2022, M	2021, M	0.67079207920792083	0.4338023906793767	Current ratio	2022, M	2021, M	1.9925502855723864	1.9122660427807487	Quick ratio	2022, M	2021, M	1.4685870374968961	1.4636530748663101	Cash ratio	2022, M	2021, M	0.35841403857296589	0.508188502673797	Account receivable turnover	2022, M	2021, M	3.6638760987861034	2.7103243377073545	Account receivable in days	2022, M	2021, M	99.621272706500605	134.67022928656252	Account payable turnover	2022, M	2021, M	4.0206840511191544	3.9065632354222961	Account payable in days	2022, M	2021, M	90.780572499448809	93.432507809013828	ATR	2022, M	2021, M	1.1309077753947132	0.88385612207823649	CTR	2022, M	2021, M	4.3331683168316832	4.9691330004539278	ITR	2022, M	2021, M	4.4880759039234119	4.1929544387036151	WCTR	2022, M	2021, M	3.6498206988574777	3.0079684923978749	Debt ratio	2022, M	2021, M	0.52898186749711174	0.64989356040447066	Equity ratio	2022, M	2021, M	0.25365412627454925	0.17586482171367745	D/E ratio	2022, M	2021, M	2.0854455445544553	3.69541534271448	Interest coverage ratio	2022, M	2021, M	9.9385290889132829	4.375	Gross profit margin	2022, M	2021, M	0.45058836970181665	0.3799823391492344	Operating profit margin	2022, M	2021, M	0.20687764195133096	0.13534910630005176	0

