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Part2: Financial Ratios

Ratios Calculation
ROA = Net Income / Average Total Assets x | = 37,676 million / ((3,665,743 million +
100 3,743,567 million) / 2) x 100
= 37,676 million / 3,704,655 million x 100
=1.02%
Current Ratio = Current Assets / Current | = 3,565,905 million / 3,065,936 million
Liabilities =1.16
Net Gearing Ratio = (Long-term Debt - Cash | =(295,865 million — 27,697 million) / 292,332
and Cash Equivalents) / (Total Equity) million
=0.89
Efficiency Ratio = Noninterest Expense / (Net | = 76,140 million / (66,710 million + 61,985
Interest Income + Noninterest Revenue) x 100 | million) x 100
=0.77x 100
=T77%

Return on Assets

ROA, as a measure, serves as an indicator of a company's efficiency in cash flow generation through asset
mobilization 2021. ROA of 1.02% denotes that the earned around 1.02 cents as a net profit by carrying
assets of 1$ on its books.

ROA differs among industries. The difference is that comparisons between JPM's ROA with its peers in the
financial services industry should be done to understand the performance accuracy better (Morningstar, 2020).
It should be noted that a higher ROA is advantageous unless it's in the finance sector that might record less

ROA, thanks to the characteristics of their assets and the type of business they operate on.

Current Ratio

The current ratio is a measure of how well a company can pay its cash-at-hand bills through its cash-at-hand
resources 2021. Currently, the company's current ratio stands at 1.16, which means that holds 1.16 times of
current assets compared to the dollar of current liabilities.

Usually, a current ratio higher than one signifies that the company has more than enough short-term assets to
pay its short-term liabilities so long as it stays at a healthy level. Feasibly, a huge amount of the current ratio
could show the lack of usage of some assets which consequently brings a negative impact on the income

(Investopedia, 2021).
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Net Gearing Ratio

The ratio of the net gearing shows the proportion big by securing loans which is debt minus cash and other
assets equivalent 2020. A strong net gearing ratio of 89% stands with normalized long-term debt, which is
reviewed with cash, only 89% of the shareholder's equity (Market Watch, 2021).

A low gearing ratio is an indicator that the company is not too financially exposed to any outside debt
financing stress, but is rather standing on its own feet. However, a too-large gearing ratio is not a good sign
and is likely to be interpreted as the use of debt mechanisms so much that without good returns, the

profitability and even the shareholder returns will be hampered.

Efficiency Ratio

An efficiency ratio is an indicator of a company's ability to perform its operational expenses in parity with its
revenue (Lee, C.C., 2023). The column for the undergoing ratio illustrates that had a ratio of 77%, showing
that the spent 77 cents for every dollar of net interest earnings and non-interest revenues.

By default, a low turnover ratio is preferred because that is how you find out that you are doing a better job
in handling your expenses and you become more efficient in achieving profitability. Nevertheless, the most
appropriate efficiency ratio will depend upon an industry and its requirements, for instance, in the financial

sector, the operating costs, and legal compliance can impact the ratio.

Comparison with the Verizon

ROA = Net|= 37,676 million / ((3,665,743 | =27,528million / 3,051,375 million
Income /| million + 3,743,567 million) / 2) x | x 100
Average Total | 100 =0.90%
Assets x 100 =37,676 million / 3,704,655 million
x 100
=1.02%
Current Ratio = | = 3,565,905 million / 3,065,936 | =230,203million / 36,447 million
Current Assets / | million =6.32
Current =1.16
Liabilities
Net Gearing | = (295,865 million — 27,697 [= (302,204 million — 333,073
Ratio = (Long- | million) /292,332 million million) / 273,197 million
term Debt - Cash | = 0.89 =-0.11
and Cash
Equivalents) /
(Total Equity)
Efficiency Ratio | = 76,140 million / (66,710 million + | = 61,438million / (52,462 million +
= Noninterest | 61,985 million) x 100 42,488 million) x 100
Expense / (Net | =0.77x 100 =74.7%

Interest Income | =77%
+  Noninterest

Revenue) x 100
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Return on Assets
e« T-Mobile: 1.02% and Verizon: 0.90%

Return on Assets (ROA) is an important financial term used to rate how much profit a company generates
per unit of assets it has invested in. The ROA of measured and compared with Verizon's RoA tell about their

different operational performance and asset utilization.

ROA of 1.02% has a slightly higher level for efficiency in converting its assets into profits than that of
Verizon which has a ROA of 0.90%. Although the gap may seem minor, it demonstrates that can achieve

greater profits off each dollar that goes through its assets.

Such further research will trace the factors triggering such a variance in ROA for the two s. could also have
a higher ROA because of the potential of specialized asset management practices, the efficient usage of
capital, and the possibility of a more advantageous business mix. Not only will the company do business
with a range of income-earning sources but also be more simplistic; some side of the business may be most

profitable (Bloomberg, 2019).

Along with those operations efficacy and cost regulations might be the reasons for a higher ROA as well.
The company may have provoked measures aimed at reducing costs and allocating resources appropriately
that brought to the level of profitability. 's size and impact across the globe can give rise to economies of

scale, which in turn, will translate to higher return on assets rather than Verizon.

On the other side, Verizon's lower ROA can be attributed to dissimilarities in business models, enterprise
appetite for risks, or other factors influencing market positions. The asset composition may be completely
different by the nature of a higher quota of lower-yielding assets or risky assets. Furthermore, the decision
could very well influence Verizon by varying factors, including regulatory constraints, competitive pressures

as well as the influence of macroeconomic conditions.

Acid-Test Ratio
e T-Mobile: 1.16 and Verizon: 3.32

The current ratio is a fundamental indicator of the liquidity of a company that assesses whether its current
assets meet the expectations for short-term liabilities. The Verizon current ratios comparison deliver

information on the s’ liquidity and financial circumstances (Verizon Communications Inc., 2020).

Indicating that Verizon has a current ratio of 6.32 which is a really large current assets proportion relative to

the size of current liabilities the holds can also be argued. In plain English, this means that Verizon's
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liquidity covers its short-term liabilities for 1.5 times and more. Thus, this liquidity amount may contribute
to the capacity of to meet sudden cash demands, act upon opportunities or pursue its business objectives with

certainty even during changing markets.

While Verizon's quick ratio of 0.79 indicates an aggressive liquidity posture, the current ratio of 1.16 of can
be interpreted as a cautious one in comparison. The current ratio might prove itself to be safe enough, yet the
ratio has a lower margin of safety in comparison to Verizon. can have a lower to more flexible liquidity
buffer that may necessitate a higher level of effectiveness in reducing working capital and monitoring

existing liquidity risks (Verizon Communications Inc., 2021).

A thorough examination of current assets and liabilities' composition for each is performed as part of the
asset analysis. At Verizon, we can identify several reasons behind the having a higher current ratio which
involves the possession of a higher cash position, more marketable securities and more conservative short-
term debt obligations. Similarly, one rationalisation for lower current ratio could be the fact that it embraces
a different kind of asset—liability ratio with more focus on longer-term investments or a higher proportion of

non-current liabilities.

As well as that, you can consider the financial indicators and historical tendencies of the industry to give
additional information to the Verizon comparative current ratios review. Gases such as general regulations,
lack of capital or management strategies can affect both the liquidity management and the current ratio of the

two institutions (Verizon Communications Inc., 2020).

Net Gearing Ratio
e T-Mobile: 0.89 and Verizon: -0.11 (negative value)

The net borrowing gearing indicator is a financial metric that assesses the percentage of a company's long-
term debt as compared to its equity, providing information on its capital structure and risk capability. The net
gearing ratios also give us an insight into the levels of leverage and the risks for Verizon since there is a

comparison of the two.

's net gearing ratio of 8.9 represents a similar query, rather than short-term debt financing to an extent than
equity. This infers that has made use of debt financing to provide support to its operations and development
so long as it measures up with the equity base. Slightly higher gearing with a debt ratio in the capital
structure of brings both advantages of tax breaks that Debt carries as well as managing the financial risk

effectively.

In the case of another big, Verizon, the similar ratio of net gearing is -0.11 and it demonstrates the situation

when the cash and cash equivalents exceed its long-term debt. This uncommon situation signifies that
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Verizon possess a conservative capital design, which is also characterized by a considerable amount of
liquidity since the cash holdings surpass their long-term maturity obligations. An unfavourable net gearing
ratio may be caused by some companies despite the current circumstances as a result of their hesitancy to
invest to weather the storm of the economic recession or a deliberate strategy to have a financially flexible

arrangement for reducing interest expenses.

When conducting a comprehensive investigation of the companies' debt ‘covenant’, in addition to assessing
their liquidity issues, cash positions, and the measures they take to manage their debt obligations, the
analysis also takes into account other factors such as the maturity and composition of the debt obligations.
The gearing ratio of may be due to consideration of factors such as the firm's investment opportunities, asset
management tools, and key acquisitions. Debt financing can be used by the company to put money into
fuelling the expansion strategy, filling the requisite working capital or strengthening the firm’s capital
structure (Smith, 2020).

On the other hand, the may bear a negative net gearing because it has a more risk-conscious risk approval, is
more regulatory compliant or just prefers investing in safe assets. The cash buffers in reserve might prove
crucial to managing future unpredictable events, such as a rescue from economic adversity, or anxious

investment, without the need for extra debt.

Besides, industry benchmarks and peer comparisons make it possible to understand the net gearing ratio and
to place it in context to extract relevant information about their relative leverage positions in the sub-sector
within which Verizon operate. These elements like the environment of interest rates, credit quality and new
regulations can also impose some effect on the determination process of capital structure and risk

management strategies for the future (Smith, 2020).

Efficiency Ratio
e T-Mobile: 77% and Verizon:74.7 %

Efficiency ratio is a vital component of financial analysis that evaluates the management of operating costs,
concerning the revenue of a company. The calculated efficiency ratios for and Verizon help analyse the

operations efficiency and cost control methods used by the s.

's efficiency ratio of 77% signifies that the firm uses a significant amount of money — around 77 cents of
operating expenses for every dollar of sales it produces. Analogously, Verizon's efficiency ratio of 74.7%
implies that the sandbox sends about 74.7 cents on its spending towards operating expenses for every dollar
of the income it makes. On the one hand, these entities illustrate quite a high efficiency ratio which signifies

a successful cost control method and management.
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Taking a deeper dive into this factor begins to explore the contributors of the slightly different efficiency
ratios that and Verizon share. Even though both companies are quite successful in keeping a grip on their
operating costs, BOA marginally outperforms using its lower efficiency ratio which indicates an increase in
the efficiency of the company in managing its costs-to-revenue ratio in the short term. It may lie in
differences in organizational structure, workforce productivity, technological investments and improvements

in processes and processes (Jones, 2021).

Verizon could have a lower efficiency ratio due to its focus on continuous improvement and cost control as
organized in the entire venture. Through the practices the keeps introducing, it has developed automated
processes swiftly and maintains productivity levels simultaneously, thus bypassing system constraints to
enlarge efficiency and cut down expenses. On top of that, Verizon's scale and the ability to conduct
operations simultaneously incorporating the principles of the economy of scales should lower the efficiency

ratio compared.

On the contrary, despite the higher 52.8% efficiency ratio of , this still manages its costs quite effectively in
comparison with its very high 2016 revenues. The firm might have a strategic drive via investing in areas
like technology, talent development and customer service to result in long-term growth and operational
performance improvement. 's higher efficiency ratio could, also, be because the business is split into
different segments by factors like the business mix, geographic footprint and regulatory requirements that

each segment influences the operating expenses and revenue generation differently (Jones, 2021).

Additionally, benchmarking with the comparative peers and old performance will give quantitative analytics
concerning where you stand in terms of competitors and the industry. Additionally, the environment in
which Verizon interlinked is very competitive and nurtures the focus on maximizing the profit but doing that

in a controlled way considering operational efficiency and cost management.

Recommendations for Improvement
For improving the financial operations of T-Mobile by ratios of finance as well as overall financial

management conclusions, there have been some suggested components revealed through analysis. One
central factor is to increase the efficiency of capital employed. T-Mobile should consider improving asset
utilization which is possible by providing most of the capital to the high-yield strategies; on the other hand,
some of the assets with lower performance should be divested. The non-stop observation and management of
the asset quality are the main factors in minimising credit risk that might lead to the distraction of non-
performing resources. This will increase the part of the assets that turn and the overall asset efficiency that

will lead to the proper use of assets (Brown, 2019).
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The liquidity management strategy of T-Mobile should be focused on optimizing the working capital
management by paying equal attention to financial flow sources and means. This would mean a periodical
evaluation of the receivables and payables processes to ensure enough liquidity while avoiding the
immobilization of idle cash. On-going stress testing and scenario analysis should be encompassed in the
liquidity assessment which will be used to take proactive measures in the event of stress conditions to
subsequently develop efficient liquidity risk management frameworks (Smith & Johnson, 2022).

Yet, another structural area with a higher priority is capital structure optimization. Through analysing the
allocation of debt and equity finances, taking into account, for example, cost of capital and risk tolerance, the
company maintain a safe balance between them. Apart from negotiating with the lenders for repaying the
debt at cheaper rates, identifying chances to refinance the debt due at low rates is also helpful for a company

to reduce the interest expenses and improve the net gearing ratio.

Effective cost management is the basis for T-Mobile's strong financial health. To reduce costs and increase
efficiency across the entire organization, the company will need to consistently seek improvement
opportunities in technology and operational activities to apply best practices. Besides, contracts with friendly
costs could be achieved from the vendors and suppliers under purchase and supply which eventually makes

the whole process cost-effective.

The critical sphere of risk management that offers T-Mobile a solid financial footing is certainly prosperous.
The risk assessment processes should be improved; well the risk types such as credit, market, operational

and compliance should be identified, measured, and eliminated to have a robust infrastructure. Not only that,
it is crucial to have diverse revenue channels as well so that a business won’t depend on any given source of

income. This could help the existing business to reduce its risks.

An investment in technology as well as innovation is what , technologically, what it exactly will need in the
long term. Through the support of digital transformation projects, including artificial intelligence, block
chain, and data analytics, the company can discern customers' needs and feelings, set up an operation system

linking together, and explore new paths of revenue (Doe, 2022).

T-Mobile's rule of thumb is to stay in compliance with the government's enforcement. The company should
be focused on compliance as one of the top elements of dealing with risk, which is not only important to
avoid consequent illegal activity, fines and brand damage, but also ensures a better relationship with
authorities. An efficient plan would require keeping on monitoring new legislative developments and having

a sound compliance structure implemented accordingly (Anderson, 2021).

Arguably, however, T-Mobile needs to invest in talent development initiatives that help to develop a team of

highly professional workers that can boost the financial results of the organization through the upsurge of its
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success. Through building a culture where learning and development are constant, the enterprise will be able

not only to correctly handle the complexity of the financial environment, but also keep growing not just now,

but for a long time.

Evaluation of New Investment Opportunities

Payback Period

Project A

Project B

= 3 years + (442 / 2000) years = 3.22 years

= 3 years + (470 / 1000) years = 3.47 years

Accounting Rate of Return (ARR)

Project A

Project B

Average Annual Profit = (2500 + 2000 + 1000
-442)/4=1,264.5 million

ARR = (Average Annual Profit / Initial
Investment) * 100%

=(1,264.5/5000) * 100%

Average Annual Profit = (1500 + 1000 + 1000
-470)/ 4 = 3,034 million

ARR = (Average Annual Profit / Initial
Investment) * 100%

ARR =(3,034/1000) * 100%

NPV =— 5000/ (1 + 0.0075)° + 2500 / (1 +
0.0075)! + 2000 / (1 + 0.0075)2 + 1000 / (1 +
0.0075)% — 442 /(1 + 0.0075)* — 5000

NPVa = — 5000 + 2500 / 1.0075 + 2000 /
1.015025 + 1000 / 1.02258844 — 442 /
1.030154439 — 5000

NPVa=—5000+2481.24 + 1972.85 +975.06
—429.12 — 5000

NPV, = 485.63 million

=25.29% = 303.4%
Net Present Value
Project A Project B
NPV = > (Cashflows / (1 + r)?) — Initial | NPV = > (Cashflows / (1 + r)?) — Initial
Investment Investment

NPV4 =— 1000 / (1 +0.0075)° + 1500 / (1 +
0.0075)! + 1000 / (1 + 0.0075)2 + 1000 / (1 +
0.0075)3 —470 / (1 +0.0075)* — 1000

1000 + 1500 / 1.0075 + 1000 /
1.02258844 — 470 /

NPVa = —
1.015025 + 1000 /
1.030154439 — 1000

NPV =— 1000 + 1488.86 + 985.57 + 486.26
—454.39 — 1000

NPV, = 640.29 million

Evaluation and Recommendation

Assessing financial project instruments and capital planning metrics supply alternative views concerning

profitability and feasibility issues. PBP, ARR and NPV are the decision-making evaluation methods that

have proved to be quite valuable (Taylor, 2020).
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It analyses the two projects involved and results in a deeper penetration of knowledge. It takes Project A
3.22 years to cover its initial investment which shows a higher efficiency of funds assessment, in contrast,
Project B has 3.47 years to recover the initial investment. Considering that a shorter payback period is a
measure of a quick inflow of return, it is, therefore, more convincing to invest in this project. Upon opting
for ARR, Project B has a much more appreciable ARR (303.4%), when compared with that of Project A
(25.29%). This bigger ARR informs us Project B has a chance to make a higher profit compared with
investments into it. Furthermore, NPV calculations reveal Project B to be generating an NPV of USD
640,290,000, which is more than Project A's NVP of USD 485,630,000. The positive NPV in the case of
both projects will lead to excess profit from expenditures. Project B will achieve higher profitability due to
the value of time. Out of these two metrics, even though Project B will take a longer time to come back and
break even, the higher ARR and NPV still make Project B the best endeavour. As such, the adoption of
Project B is hence suggested, which will foster the project's goal of facilitating the highest margin and

optimizing value creation.

Recalculation of NPV

Net Present Value

0.0075)1 + 1800 / (1 + 0.0075)2 + 900 / (1 +
0.0075)3 —397.8 / (1 + 0.0075)* — 5500

NPV4y = — 4500 + 2250 / 1.0075 + 1800 /

Project A Project B
NPV = 3 (Cashflows / (1 + r)*) — Initial | NPV = } (Cashflows / (1 + r)*) — Initial
Investment Investment
NPV4 =—4500/(1 +0.0075) + 2250 /(1 + | NPV4=—900/ (1 + 0.0075)% + 1350 / (1 +

0.0075)1 + 900 / (1 + 0.0075)2 + 900 / (1 +
0.0075)* —423 /(1 +0.0075)* — 1100

NPV4y = — 900 + 1350 / 1.0075 + 900 /

1.015025 + 900 / 1.02258844 — 423 /
1.030154439 — 1100

1.015025 + 900 / 1.02258844 — 397.8 /
1.030154439 — 5500

NPV =—4500+2227.27+1776.44 + 885.24
—386.19 — 5500

NPVaA=—900+ 1337.65+ 886.17 + 882.89 —
407.66 — 1100

NPV = 503.76 million pounds NPV = 799.05 million pounds

After a change of 10% in project expenditures and answering to the cash flows with 10% respectively,
calculations of the net present values (NPV) for both Project A and Project B give us more information
about the projects' profitability. Now Project A produces 503.76 million pounds NPV; meanwhile, Project B
leads to a higher NPV as well, to carry out a detailed examination of the NPVs, we find that both values are
still positive, thus both projects will generate returns which are greater than the initial investments in both.
Nevertheless, the higher NPV of Project B than Project A depicts the fact that Project B might have a better
return on investment than Project A. Therefore, whether an investment project is financially viable depends
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on changes in initial investment and cash flows; such that the higher the investment, the more the cash flow

and vice versa.

While the two projects could both pull their long-term profit, the higher NPV of project B indicates it might
be a point of a more lucrative venture with the potential to maximize returns and thus develop shareholder
value. Hence, acceding to the refined NPV data, it seems that Project B turns out to be the favourite

investment plan (Jones, 2021).

Merits and Demerits of NPV, ARR, and Payback Period Methods for T-Mobile
Company:

When evaluating investment decisions at T-Mobile, three methods—Net Present Value (NPV), Accounting
Rate of Return (ARR), and Payback Period—each offer unique insights with specific strengths and
limitations.

NPV is highly regarded because it considers the time value of money, providing a comprehensive
assessment of a project’s profitability by discounting future cash flows. This method is particularly useful
for long-term investments, ensuring that all cash inflows and outflows are accounted for. However, its
complexity requires accurate forecasting and a proper discount rate, which can be challenging in the fast-
changing telecommunications industry. Additionally, NPV may not reflect the relative size of different
projects (Taylor, 2020).

ARR is much simpler, focusing on profitability as reflected in accounting data. It's easy to calculate and
understand, making it useful for quick evaluations. However, it doesn’t account for the time value of money,
potentially leading to less accurate assessments of long-term investments. Moreover, its reliance on
accounting profits can be misleading due to non-cash expenses like depreciation (Smith, 2023).

The Payback Period method is straightforward and emphasizes liquidity by measuring how quickly an
investment can be recouped. This is beneficial for assessing risk and is especially relevant in industries
where rapid change occurs. However, it doesn’t consider the time value of money or cash flows beyond the
payback period, which can result in a short-term focus and the overlooking of potentially profitable long-
term projects (Miller, 2018).

In conclusion, T-Mobile should use these methods in combination, leveraging NPV for long-term
profitability, ARR for simplicity, and the Payback Period for liquidity assessment.NPV is the most
comprehensive but complex method, suitable for long-term strategic investments. ARR is simple but ignores
the time value of money, making it less reliable for long-term decisions. The Payback Period is useful for
assessing liquidity and risk but falls short on evaluating overall profitability and long-term value creation. T-
Mobile should use these methods in conjunction, weighing their insights against specific project contexts
and corporate strategy.
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Non-Financial Factors

For instance, instead of just the financial parameters like NPV, ARR, and PBP, managers have to take those
and many non-financial factors like the environmental impact, community engagement, and climate change

into consideration when deciding on which project to undertake (Smith & Brown, 2022).

These are the determinants that matter a lot to arrive at firm and accurate decisions if the decision will be

consistent with the objectives of the organization, competent state of the performance and sustainability.

Consequently, the adept knowledge of market needs and competitive atmosphere should be the basic
principles for the evaluation of a project’s future accomplishment. The management should deeply explore
the customers’ wishes, likes and targeted environment while also analysing the way the project stands out
from the competitors and the share market. Firstly, the testability of a technological solution and its
innovation potential are necessary factors as well. Technologies that help with innovation can significantly
help the company to develop a competitive edge and create fresh prospects of expansion and development in

the market or partnerships (Smith, 2023).

Compliance cannot be shunned, as compliance with laws and regulations avert possible legal issues and
catastrophe to reputation. Thus, compliance with industrial regulations, environmental standards and health
and safety procedures must be assured and underpinned. As critical, the practical performance evaluation of
the program has to be executed to touch upon scalability, resource availability, and interruption of the

current process.

Risk management should be also taken on another hand, including risk identification, assessment and

reducing the possibility of risks (Miller, 2018).

Consequently, it is necessary to ascertain the project's longevity and the possibility for it to adapt to the
changing environment. Developing strategies that take into account future market environments,
technological developments, and policies aims to ensure the project is not only adaptable but achieves its
desired outcomes in the long term. Integrating flexible approaches to business design and implementation

plans helps in making shifts and pivots to be successful amidst frequent changes in the market environment.
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