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Introduction:
Tim Farrow is a risk averse wealthy investor and who has been a client of wealth management firm World Wealth management. Mr. Tim has a large portfolio and off late he has been willing to invest in a quality stocks in the UK’s Travel and leisure industry. It is for this reason he has chosen two stocks namely William Hill Plc and Paddy Power Betfair Plc. It is important that before investing in any stock, it is extremely essential to analyze the fundamental of the company. Therefore in order to analyze the fundamentals of the company from the financial standpoint, the company’s financial ratio must be evaluated which will enable to provide a comprehensive view regarding the company in which  the investor is willing to invest. 
The report essentially portrays a comprehensive financial analysis. The financial analysis is carried out with the help of various ratios from the aspect of profitability, liquidity, working capital efficiency, inventory management, asset utilization and investor’s ratio. It is also important to mention that various ratios from the above mentioned perspective will be analyzed and all the ratio will be calculated from available published data from the financial statement of both the companies for last 3 financial year. It is in addition to it, the share price movement and the dividend payments to the shareholders of William Hill Plc and Paddy Power Betfair Plc will also be considered for a holistic financial analysis.
Overview of William Hill Plc:
William Hill PLC is a company based in London which deals with licensed betting operated globally. The company has been listed in the London Stock Exchange. It has also been part of the FTSE 250 index. The company has a working strength of about 1600 employees only in the head office itself. The head office of the organization is situated at the Republic of Ireland and Gibraltar. Many tele-betting centres in UK and abroad are part of this company. The business of this company is as huge spread as a quarter of the total betting industry of United Kingdom.
Overview of Paddy Power Betfair PLC
The company was formed in 2016 having the headquarters in Dublin, Ireland as fact of merger between paddy Power and Betfair. In the merger the Paddy Power owns 52% of shareholdings and the Betfair owns the rest. The betting company has a workforce of more than 7500 as per the last reports. In Ireland and UK the company has about 6oo retailing outlets. Some operations of betting are also performed online. Licensed sports bets are done by this company in Australia. The brands associated with the Paddy Power Betfair PLC are like the Paddy Power, Betfair, TVG and Sportsbet. 

[bookmark: _Toc512017332]Analysis of the Share Price movement of William Hill plc:
In this section, the share price of William hill has been portrayed below for the period of 15th April 2015   to 15th April 2018. 
[image: ]
Figure: Share Price movement of William Hill plc for last 3 years (Source: London Stock Exchange)
[Note: price is in £]
It is observed that the share price of stock of William Hill plc as on 15th April 2015 was £371.5 and that on 15th April, 2018 is £329.8. So it can be rightly evaluated that share price of the stock has declined in absolute terms by 12.68% in last 3 years. It can be observed from the above share price movement of the betting or bookmaking company   that the share price of the company has declined sharply during the period of January 2016 and July 2016 from the £400 levels to a almost £220. So there has been a 50% decline in the valuation in the stock. The main reason of this sharp decline is partially due to bad global outlook and also due to some series of unfavorable events. Like imposition of hefty fines and closure of business in few international locations. 

[bookmark: _Toc512017333]Analysis of Dividend payment history of William Hill plc: 

In this part of this report, the dividend payments that has been announced by the management of company in the last 3 years has been depicted below. 
[image: ]
It could be rightly observed from the above figure that the company has been providing continuous dividends to the shareholders. The dividends that is provided by the company is in the form of interim and final dividend. The payment of dividend reflects the fact that management continuously wants to share a part of profitability with the shareholders. 
[bookmark: _Toc512017334]Analysis of the Share Price movement of paddy Power Betfair Plc: 

In this particular section, the share price movement of paddy Power Betfair Plc has been provided below:
[image: ]
Paddy Power Betfair Plc is formed as merger of Paddy Power and Betfair and the merger process was completed on 2nd February 2016. So share price data of the merged company was available from 2nd February 2016. It is observed that the company’s share price has reduced to a significant extent in the last 2 years period. The main decline in the share price took place in the period from April 2016 to July 2016 and then another decline tool place from the period between November  2017 to March 2018. 



[bookmark: _Toc512017335]Part a: Financial Analysis with the help of Ratio Analysis: 
[bookmark: _Toc512017336]Profitability Analysis: 
[bookmark: _Toc512017337]Analysis of the Revenue growth and   Gross profit margin of William Hill Plc and paddy Power Betfair Plc: 

[bookmark: _GoBack]It could be assessed that the revenue of the company William hill Plc has grew from a consistently over the last 3 years for the from £1590.9 million in 2015 to £1711.1million in 2017. So it could be analyzed that the revenue of the company has grown considerably by almost by 7.9% over the last 3 years. Though there has been increase in the revenue of the company, but gross profit margin   of the company reduced from 76.25% in 2015 to 74.75% in 2017. The main reason for the decline in the Gross profit margin can be attributed to the increase in the cost of sales of the company to a substantial extent. Therefore it can be rightly said that the it is due to the rise in the basic cost of operation for revenue generation, there has been a decline in the gross profit of the company by almost 1.5% over the last 3 financial year.
In contrast to William Hill plc, its competitor Paddy Power Betfair Plc has enormously increased its revenue from £1500.8 million in 2016 to £ 1754.4 million. So it can be evaluated that there has been a revenue growth of Paddy Power Betfair Plc by almost 16.89%. Though there is a growth in the revenue, there has been significant increase in the cost of sales which has lowered the gross profit margin from 76.91%   in 2016 to 76.38% in 2017. 
So it Is evaluated that both the bookmaking company of UK   has a high cost of sales in the recent past in the financial year 2017 which has essentially lowered the gross profit margin in 2017. So these bookmaking companies must lower the cost sales through efficient management of the costs for increasing the gross profit margin.
[bookmark: _Toc512017338]Analysis of the Net Profit before Interest and Tax (PBIT) margin of William Hill Plc and Paddy Power Betfair plc:

It is observed from the calculation of the Net Profit before interest and Tax margin of William Hill Plc that the PBIT margin of the company has reduced from 14.10% in 2015 to -2.55% in 2017. The main reason of a negative PBIT margin in 2017  is because of a significant high other operational cost in tune of £1336.8 million. This has essentially reduced the Profit before interest and tax margin of the company. 
In the contrast, it can be analyzed that the PBIT margin of Paddy Power Betfair Plc has increased substantially from 0.79% in 2016 to almost 14.06% in 2017. The main reason being a substantial extent of sales revenue that the company has generated. 
So it can be evaluated that revenue has increased for both the companies, but Paddy Power Betfair has been able to manage the operational cost better which has resulted in better PBIT margin. 
[bookmark: _Toc512017339]Analysis of Liquidity of William Hill Plc and Paddy Power Betfair plc:

The liquidity of the both the companies has been measured with the help of Current ratio. Acid Test ratio is considered as both the companies being inventories does not hold any form of inventory or very negligible amount of inventories. Current ratio is basically a measure of current assets to the current liabilities of the firm, it helps to find the ability of firm to pay short term liabilities from the short term assets of the firm.  A current ratio value of atleast 1 is high desirable as it reflects that fact that the company possess a more current assets as compared to the current liability of the firm. 
It is observed from the calculation of the current ratio of William Hill plc that the company has a current ratio of 0.83, 0.71 and 0.52 in 2017, 2016 and 2015 respectively. Though the current ratio of this bookmaking company has increased but in all the last three financial years, the company has current ratio less than 1. So it can be evaluated that William Hill plc has more short term obligations than short term assets to finance those obligations. 
On the other hand, Paddy power Betfair Plc has a current ratio value of 0.12 and 0.99 in 2017 and 2016. It is evident from the current ratio value that the company has rightly enabled to increase the current ratio for better working capital management. 
So from a comparative assessment of the liquidity position, it can be evaluated that paddy power Betfair Plc has a better liquidity offlate than William Hill Plc. 

[bookmark: _Toc512017340]Analysis of the Asset Utilization:
Asset utilization of the book making companies has been evaluated using the Fixed Asset Turnover ratio. Fixed Asset Turnover ratio as a ratio help in determining the amount of revenue that is generated from the fixed assets like plant , machineries and immovable properties of the firm.  So it is desirable to have a high amount of fixed asset turnover which will indicate a better asset utilization efficiency. 
It can be observed from the calculation of the fixed assets turnover of the company, that William Hill plc has a fixed asset turnover of 7.48, 6.44 and 6.40 in 2017, 2016 and 2015 respectively. Therefore it can be evaluated that fixed asset turnover of the company has increased substantially over the last 3 years due to a decline in total fixed asset of the company and in addition with an increase revenue level of the bookmaking firm. 
On the other hand, Paddy Power Betfair Plc has a fixed asset turnover of 12.54 and 11.96 in 2017 and 2016 respectively. So for this company also the fixed asset turnover company has increased over the last year. 
Considering a comparative assessment of the fixed turnover ratio of both the book making company  , it is evident Paddy Power Betfair Plc has a far better fixed asset turnover as compared to William Hill plc. This indicates the fact that Paddy Power Betfair Plc has been utilizing the fixed assets well to fetch more revenue considering the asset base it possess. 
[bookmark: _Toc512017341]Analysis of the investor ratios:
P/E Ratio:
The price to earnings ratio refers to the ratio of the prices and earnings for the purpose of calculation of stock’s market value with respect to the share’s earnings. This helps in clarifying the interest of market after analysis of the earnings and profits earned by a company’s share. `this also is beneficial to determine the fair market value of stocks in the future. This also proceeds depending on the current earnings of the shares of the company. Thus the investors can decide on how much to invest in a particular share by analysis of the current earnings of the share. Hence the P/E ratio is also known as the earnings multiple due to which the investors get a brief idea of how much the investor must invest or is allowed to offer to buy the shares of the business organization.
	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Investors Ratio
	 
	 

	P/E [Price per share/EPS]
	1178
	28

	
	
	



The table presented above represents the P/E ratio of Paddy Power Betfair PLC and William Hill Plc according to the data of the table it can be said that the P/E ratio of William Hill plc is more than the Paddy Power Betfair PLC which clearly directs us to the conclusion that William Hill plc has more promising performance in the future. Hence the risk-averse investors must choose William Hill Plc for the purpose of future investments. This is because the William Hill Plc shows higher economic performance in the future as indicated by the P/E ratio.
P/S Ratio:
The price and stock ratio or P/S ratio of two companies help in comparison of the relative values of their stocks. This ratio considers a more reliable aspect which is sales figures and not the overall earnings as in P/S ratio. Thus it can be said that the P/S ratio is a more reliable and relevant comparison ratio.
	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	
	 
	 

	Price-to-Sales Ratio[ Price per Share / Annual Sales Per Share]
	57.3
	3.4



The figures presented in the above table show the P/S ratios of William Hill plc and Paddy Power Betfair plc in which the investors are more interested in investing in former company over the latter.  This is evident from the figures which state that the investors are ready to pay as high as 57.e pounds for a pound sale of William Hill PLC while they are hardly offering 3.4 pounds against a pound sale of Paddy Power Betfair PLC. The P/S ratio analysis indicates that the investors are more interested in buying shares of the William Hill Plc because of their promising financial future performances. The investors do not care to pay as high as 57.3 pounds for 1 pound in sale because of their future expectations of higher profits when associated with William Hill plc rather than to buy shares of Paddy Power Betfair plc.
Dividend yield:
Dividend yield is the amount of cash which has been divided between the common shareholders based on the market value of each share. The market value of the share is determined by the earnings and profits per share. The divided ratio analysis helps to understand the patterns of earnings generated by the investments on the stocks of any company. This can be in the form of cash earned by increased value of asset or share or in the form of dividends. Higher the value of dividend yield ratio will indicate higher distribution of the surplus earnings of the company because the profits earned are divided among the shareholders of the same stock. This also indicates that the scopes of reinvestments are reduced so the further expansion of business is hindered. The investors are offered income stocks in which the surplus earnings are evenly distributed between the investors.
	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	
	 
	 

	 
	 
	 

	Dividend yield[dividend per share / Earnings per share](£)
	0.46
	0.77



The above table represents the dividend yield ratio of William Hill PLC and Paddy Power Betfair PLC in which the ratio is higher in the latter. This indicates that the William Hill PLC are likely to offer dividend income to the investors while the Paddy Power Betfair PLC will offer income stocks. Hence according to the dividend yield ratio, the Paddy Power Betfair PLC will attract more investors in this respect.
Dividend payout ratio:
The dividend payout ratio refers to the proportion of total income which has been distributed between the shareholders in the form of dividends. This will essentially help the investors to know the paying trends of the company to the dividends. According to this ratio, the investors can also analyze the proportion of the income which is used up for reinvestment in the company and the proportion of income which becomes available for division among the investors of the company. Hence increasing the efficiency of the organization will ensure that the profits earned by the organization are high. This also indicates that the sum available for the distribution among the dividends will also be higher incurring higher proportions to the dividends.
	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	
	 
	 

	Dividend pay-out ratio[Dividend/net income or profit]
	46%
	78%



From the table above, the dividend payout ratios of the William Hill PLC and Paddy Power Betfair PLC depicts that in William Hill PLC the proportion available for distribution among the dividends is 46% of the profit while the Paddy Power Betfair PLC has 78% profit proportion. Thus the Paddy Power Betfair PLC is seen to distribute more proportion of profits to the dividends than the William Hill PLC. This is because they are intending to keep their investors by offering them higher shares of profits. The investors looking for getting regular shares of income in high amounts must prefer investing in Paddy Power Betfair PLC than William Hill PLC.
[bookmark: _Toc512017342]Part b: 
[bookmark: _Toc512017343]Recommending appropriate company for investment based on Tim risk appetite and results obtained from financial ratio analysis:

It is essential to point out that Tim is absolutely a risk averse investor.  Therefore, it is important to recommend a stock which would act as a  better investment proposition with very low amount of risk.   It could be evaluated from the calculation of probability ratio, it could be rightly analyzed that Paddy Power Betfair plc has a better gross profit margin marginally as compared to William Hill plc. Moreover, the former has a also a better PBIt margin as compared to William Hill off late in 2017. So from the aspect of profitability, paddy Power Betfair has outperformed William plc. 
Considering the aspect of liquidity, it is also evident from the above mentioned analysis of liquidity, that Paddy Power Betfair Plc has a better current ratio value indicating good efficiency of the company. Whereas William Hill has been struggling to make good liquidity. On the other hand, in terms of asset utilization, it could be evaluated that Paddy Power Betfair Plc has outperformed William Hill. It is evident from the analysis performed in the above financial ratio analysis section, that fixed asset utilization rate is also most double for Paddy Power Betfair Plc in comparison with William Hill Plc for the financial year 2017. 
Moreover, from the aspect of investors ratio, it could analyzed that P/E of the William Hill Pls is very high indicating the  share price are highly overvalued for this company. In addition to the above, dividend yield of the Paddy Power Betfair Plc is also better than William Hill. Additionally, it could also be evaluated that dividend payout ratio of Paddy Power Betfair Plc is much higher at 78% as compared to 46% of William hill. This indicates the fact shareholders are obtaining a better dividends from the profits which is also acting as a source of income for the shareholders. Moreover, with a considerable low P/E value for Paddy Power Betfair Plc , it could be inferred that there is high chance of increase in value of share furthermore from the present share price. 
It could also be analyzed from the movement of the share price of both the companies, that both the bookmaking  stocks has been highly volatile and value of the stock declined significantly in last financial year. 
So considering all the factors including the share price movement and performing a comprehensive financial ratio analysis from different perspective such as liquidity, profitability, asset utilization and investors ratios; it is recommended that Tim Farrow must invest in the stock of Paddy Power Betfair Plc. It is mainly because of high fundamentals and current lower value of the stock. 
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[bookmark: _Toc512017345]Appendix:
[bookmark: _Toc512017346]Calculation of Different Financial ratios: 

	Gross profit margin of William Hill plc 

	Gross profit margin (in %)= (Gross Profit/ Revenue)*100

	Year
	2017
	2016
	2015

	Revenue (in £ million)
	1711.1
	1603.8
	1590.9

	Gross Profit (in million)
	1279.1
	1221.6
	1213

	Gross profit margin (in %)
	74.75
	76.17
	76.25




	Gross profit margin of Paddy Power Betfair plc 

	Gross profit margin (in %)= (Gross Profit/ Revenue)*100

	Year
	2017
	2016

	Revenue (in £ million)
	1754.4
	1500.8

	Gross Profit (in million)
	1340
	1154.3

	Gross profit margin (in %)
	76.38
	76.91




	Net PBIT  margin of William Hill plc 

	Net PBIT margin (in %)= (Net Profit/ Revenue)*100

	Year
	2017
	2016
	2015

	Revenue (in £ million)
	1711.1
	1603.8
	1590.9

	Profit before Interest and Tax (PBIT  (in £ million)
	-43.7
	225.6
	224.3

	Net PBIT margin (in %)
	-2.55
	14.07
	14.10



	Net PBIT  margin of Paddy Power betfair plc  

	Net PBIT margin (in %)= (Net Profit/ Revenue)*100

	Year
	2017
	2016

	Revenue (in £ million)
	1754.4
	1500.8

	Profit before Interest and Tax (PBIT  (in £ million)
	246.6
	11.9

	Net PBIT margin  (in %)
	14.06
	0.79



	Current Ratio of William Hill plc 

	Current ratio (in times)=  Current Assets/ Current liabilities 

	Year 
	2017
	2016
	2015

	Current Assets (in £ million)
	393.4
	291.7
	342.9

	Current Liability (in £ million)
	477.9
	410.1
	663.2

	Current ratio (in times)
	0.82
	0.71
	0.52



	Current Ratio of Paddy Power Betfair Plc 

	Current ratio (in times)=  Current Assets/ Current liabilities 

	Year 
	2017
	2016

	Current Assets (in £ million)
	430.8
	369.9

	Current Liability (in £ million)
	383.7
	372.8

	Current ratio (in times)
	1.12
	0.99




	Fixed Asset Turnover of William Hill Plc  

	Fixed Assets Turnover Ratio (in times) = Net Revenue/ Fixed Assets 

	Year
	2017
	2016
	2015

	Total Fixed Assets (in £ million)
	228.5
	248.7
	248.5

	Revenue (in £ million) 
	1711.1
	1603.8
	1590.9

	Fixed Asset Turnover
	7.488
	6.449
	6.402






	Fixed Asset Turnover of Paddy Power Betfair Plc 

	Fixed Assets Turnover Ratio (in times) = Net Revenue/ Fixed Assets 

	Year
	2017
	2016

	Total Fixed Assets (in £ million)
	136.4
	134.1

	Revenue (in £ million) 
	1711.1
	1603.8

	Fixed Asset Turnover
	12.545
	11.960
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[bookmark: _Toc511995346]Introduction:
In this report, a comprehensive investment appraisal has been done for a manufacturing company in London which is owned by Patel Mintro. Patel Mintro as an entrepreneur is considering investment in two mutually exclusive projects which could bring additional profits to him. Therefore, for this purpose he has been considering two projects project A and project B which requires an initial investment of £160000 and £220000. The useful life of the project is 6 years for both project A and project B and after that a residual value of £20000 is expected from Project A and a residual value of £10000 is expected from project B. It is also provided that project A is going to generate a yearly cash flow of £45000, while Project B is expected to generate a yearly generate an annual cash flow of £60000. The cost of capital for the company is 7%. 
The main focus of the report, is to make a comprehensive investment appraisal using various investment appraisal tools and techniques which will certainly help in recommending the best manufacturing project out of the two project (i.e., project A and project B) that Patel Mintro is evaluating for investment. It is for this purpose, a project appraisal has been done with the help of various techniques such as net present value, payback period and Accounting rate of return which will help in a proper investment appraisal of the manufacturing projects that is owned by Patel Mintro. 
[bookmark: _Toc511995347]Part a:
[bookmark: _Toc511995348]Determination of the payback period and the Net present value of the two projects: 

Payback period is an investment appraisal technique which basically helps in analyzing the time required for recovering the initial investment that is made in the project (Bierman and Smidt, 2012). Therefore, payback period as a technique will help in evaluating the time required for recovering the initial investment made in the project. 
Net Present value is basically the difference between present value of cash inflows from a project and the present value of the cash outflows from a project, Since it is basically the difference between the cash inflows and the cash outflows from the project in present value terms, it helps in assessing the absolute profitability (loss) that is expected from the project in present value terms (Gotze,, Northcott, and Schuster, 2016). Therefore it acts an effective decision making tool for investment appraisal of investment projects. 
In order to calculate the Net present value and the payback period of the two manufacturing facility projects that Patel Mintro is considering for investment, a detailed cash flow of both project A and project B has been calculated along with the discounted cash flow from the project. 
	Period 
	Cash Flow from Project A (in £)
	Cash Flow From Project B (in £)

	Initial Investment at beginning of Year 0 
	-160000
	-220000

	Cash Flow at End of Year 1 
	45000
	60000

	Cash Flow at End of Year 2
	45000
	60000

	Cash Flow at End of Year 3
	45000
	60000

	Cash Flow at End of Year 4
	45000
	60000

	Cash Flow at End of Year 5
	45000
	60000

	Cash Flow at End of Year 6
	65000
	70000


Table 1: Cash Flow from Project A and project B

	Period 
	Cash Flow from Project A (in £)
	Cash Flow From Project B (in £)
	Cumulative Cash Flow from Project A (£)
	Cumulative Cash Flow from Project B (in £)

	Initial Investment at beginning of Year 0 
	-160000
	-220000
	-160000
	-220000

	Cash Flow at End of Year 1 
	45000
	60000
	-115000
	-160000

	Cash Flow at End of Year 2
	45000
	60000
	-70000
	-100000

	Cash Flow at End of Year 3
	45000
	60000
	-25000
	-40000

	Cash Flow at End of Year 4
	45000
	60000
	20000
	20000

	Cash Flow at End of Year 5
	45000
	60000
	65000
	80000

	Cash Flow at End of Year 6
	65000
	70000
	130000
	150000


Table 2: Cumulative Cash Flow from Project A and project B


[bookmark: _Toc511995349]Determination of Payback Period:
Payback Period is calculated by using the following formula;
Payback Period = A+ (B/C)
Where,
A is the last period with negative cumulative cash flow
B is the absolute value of the cumulative cash flow which is at the very end of Period A
C is the total cash flows during period the period after A

Calculation of Payback Period of the manufacturing Project A [Refer Table 2]
Payback Period = A+ (B/C)
= 3+ (25000/ 45000)
= 3.55 years 

Calculation of Payback Period of the manufacturing Project B [Refer Table 2]
Payback Period = A+ (B/C)
= 3+ (40000/ 60000)
= 3.66years 





[bookmark: _Toc511995350]Determination of the net Present value of Project A and project B: 

It is for calculating the NPV of both the project, the discounted cash flow of both Project A and project B needs has been determined with a discount rate of 7%  which is provided below:

	Period 
	Cash Flow from Project A (in £)
	Cash Flow From Project B (in £)
	Present Value Interest Factor (PVIF)at 7%
	Discounted Cash Flow for Project A  (in £) 
	Discounted Cash Flow for Project B (in £) 

	Initial Investment at beginning of Year 0 
	-160000
	-220000
	1
	-160000
	-220000

	Cash Flow at End of Year 1 
	45000
	60000
	0.9346
	42057
	56076

	Cash Flow at End of Year 2
	45000
	60000
	0.8734
	39303
	52404

	Cash Flow at End of Year 3
	45000
	60000
	0.8163
	36733.5
	48978

	Cash Flow at End of Year 4
	45000
	60000
	0.7629
	34330.5
	45774

	Cash Flow at End of Year 5
	45000
	60000
	0.713
	32085
	42780

	Cash Flow at End of Year 6
	65000
	70000
	0.6663
	43309.5
	46641

	Net Present value (in £)
	67818.5
	72653



Table 3: Discounted Cash flow calculation and Calculation of NPV
It is observed from the above NPV calculation, the values of NPV for Project A and project B are as follows 
Net present value of Project A = £67818.5
Net present value of Project B = £72653




[bookmark: _Toc511995351]Part b:
[bookmark: _Toc511995352]Determination of the Accounting rate of Return for each project:

Accounting Rate return (ARR) is an investment appraisal technique which is measured as the ratio of the estimated accounting profit to the average amount of investment that is made in a project. Since it provides result a result in percentage form, it helps in estimating the average rate of return that is expected from the investment in the project (Chan, Chan & Lau, 2012). 
In the subsequent section the Accounting Rate return (ARR) is calculated for Project A and project B that Patel Mintro has been considering for generating extra profitability. 
Accounting Rate return (ARR) is calculated by using the following formula mentioned below;
Accounting Rate return (ARR) = Average Accounting Income / Initial Investment 
Accounting Rate return (ARR) of Project A:
Salvage value of project A = £20000
Initial Investment in the project A = £160000
Useful Life of the project = 6 years 
Therefore, Annual Depreciation of the project A= (160000-20000) /6
                                                                          = £ 23333.33





The estimated accounting income for each year from Project A is provided below: 
	Period 
	Cash Flow from Project A (in £)
	Annual Depreciation(in £) 
	Accounting Income from Project A (in £)

	Cash Flow at End of Year 1 
	45000
	23333.33
	21666.67

	Cash Flow at End of Year 2
	45000
	23333.33
	21666.67

	Cash Flow at End of Year 3
	45000
	23333.33
	21666.67

	Cash Flow at End of Year 4
	45000
	23333.33
	21666.67

	Cash Flow at End of Year 5
	45000
	23333.33
	21666.67

	Cash Flow at End of Year 6
	65000
	23333.33
	41666.67



So, Average Accounting Income 
= £ (21666.67+21666.67+21666.67+21666.67+21666.67+41666.67)/6
= (150000.02/6) = £ 25000
Therefore, Accounting Rate return (ARR) of Project A 
 = Average Accounting Income / Initial Investment 
= 25000/ 160000
= 15.625%
Accounting Rate return (ARR) of Project B:
Salvage value of project B = £10000
Initial Investment in the project B = £220000
Useful Life of the project = 6 years 
Therefore, Annual Depreciation of the project B= (220000-10000) /6
                                                                          = £ 35000

The estimated accounting income for each year from Project B is provided below: 
	Period 
	Cash Flow From Project B (in £)
	Annual Depreciation of Project B (in £) 
	Accounting Income from Project B (in £)

	Cash Flow at End of Year 1 
	60000
	35000
	25000

	Cash Flow at End of Year 2
	60000
	35000
	25000

	Cash Flow at End of Year 3
	60000
	35000
	25000

	Cash Flow at End of Year 4
	60000
	35000
	25000

	Cash Flow at End of Year 5
	60000
	35000
	25000

	Cash Flow at End of Year 6
	70000
	35000
	35000


                                           
  So, Average Accounting Income of Project B 
= £ (25000+25000+25000+25000+ 25000+ 35000)/6
= (160000/6) = £ 26666.67
Therefore, Accounting Rate return (ARR) of Project B 
 = Average Accounting Income / Initial Investment 
= 26666.67/ 220000
= 12.12%
  



[bookmark: _Toc511995353]Part C: 
 Evaluation of the result of part (a) and (b) and recommending with reasons which project should be adopted:

It can be evaluated from the calculation of the payback period of project A and project B, that the result of Payback period of project A is 3. 55 years and that for project B is 3.66. Therefore it can be rightly evaluated that project A has been recovering the initial investment quickly as compared to project B. On the other hand, it could also be observed from the calculation that NPV of the project A is £67818.5 and that for project B is £72653. So considering the aspect of absolute net cash flows in present value terms, it could be evaluated that project B is fetching better net cash flow in present value term.
Moreover, from the calculation of ARR; it could also be noticed that the ARR of project A is 15.62% while the ARR of Project B is 12.12%. So considering the aspect of accounting rate of return from the project, it could be adjudged that Project A is fetching better accounting profit as compared to 
It could be evaluated that project A is fetching quicker recovery of the initial capital while project B is providing better cash flow in present value terms considering cost of capital at 7%. While again Project A is also fetching a better accounting rate of return. Therefore, as a matter of the fact , out of the 3 investment appraisal techniques that has been applied, the two investment appraisal technique, ie, payback period and Accounting Rate of Return (ARR) has provided better result for project A.  It is only the investment appraisal technique of NPV approach as produced a better result for Project B with a better cash flow in present terms. 
But considering the aspect of recommending the most appropriate project for investment to Mr. Mintro, it would be most appropriate to recommend project B for investment which has a better Net present value (NPV) result with a NPV value of £72653. It is mainly because, NPV as a technique considers the aspect of time value of money through discounting the cash inflows with an appropriate cost of capital or discount rate (Truong, Partington, and Peat, 2008). While on the other hand the investment appraisal technique of payback period and ARR does not considers the critical factor of time value of money. The aspect of considering time value of money is critically important as today’s worth or purchasing power of the money is normally better than future worth of same amount of money due to various factors which devalue the money. So it is recommended that Project B must be undertaken for investment by Patel Mintro for investment as this particular manufacturing project is fetching a better cash inflow to him in present value terms as compared to project A. 

[bookmark: _Toc511995354]Part d:
[bookmark: _Toc511995355]Critical Evaluation of the advantages and disadvantages of the payback period and NPV techniques of project appraisal:

This section of the report, will try to provide a comprehensive analysis of the advantages and disadvantages of the project evaluation technique such as Payback period and Net Present Value (NPV). The advantages and disadvantages of both the techniques are depicted below:


 Advantages and Disadvantages of Payback period:
Advantages: 
The main advantages of the investment appraisal technique of payback period is that is the only project evaluation technique which helps in determination of the required time to recover the initial investment that is done in the project. Therefore, since investor’s pours money in a project, it help to adjudge the time that will be taken for recovery of the invested amount and hence acts as an effective tool for the investors. So in essence it helps to weed out risky projects which has a considerable longer recovery time for invested amount (Lefley, 2005). 
Another advantages of payback period is that it is extremely simple to understand and easy to calculate. Therefore, it helps investors to 
Disadvantages:
The major disadvantage of this particular project evaluation technique is that it does not takes into account of the aspect of time value of money by proper discounting the cash flows. It is noteworthy to mention that today’s value of money has a greater purchasing power rather than money of the future. So it is important to consider the aspect of time value of money. Another major disadvantage of this technique is that this particular technique ignores the cash flow received after the payback period and therefore it essentially neglects the project capability to generate cash flows at the later stages (Carmichael, 2011). This particular technique also ignores aspect of projects potential of profitability and therefore does not considers the ROI generated from the project and rather only considers the recovery time of the initial investment. 
Advantages and Disadvantages of Net present value  (NPV):
Advantages of NPV:
The prime advantage of NPV as project evaluation technique is that it considers the as aspect of time value of money. Therefore all the cash inflows and cash outflows associated with a project are discounted with appropriate discount rate. So essentially this technique considers the all the cash flows that are associated with the project which is another advantage of this project evaluation technique (Bierman Jr, and Smidt, 2012). Moreover, this particular technique helps to determine the net cash flow that is estimated from the project in present value terms. 
Disadvantages of NPV:
The major disadvantages of NPV as a technique is that it this technique is difficult to calculate and can only be done by a proper financial expert. Moreover, the NPV is highly reliant on assuming an appropriate discount rate and considering a low discount rate considering the prevailing cost of capital can result in generation of misleading result (Chan, Chan &  Lau, 2012). 
[bookmark: _Toc511995356]Part e: 
[bookmark: _Toc511995357]Discussion of the non-Financial factor that must be considered in a investment appraisal process:

A project must be considered for investment not only based on the financial estimates but also based on consideration of the some critical non-financial factor. It is essential to consider the political risk and other macro environmental risk that may affect the project. For example future cash flow is considered based on the current level of risk and therefore there is a economic downturn the cash flow from the project may suffer to a significant extent. Moreover, the government legislation and government outlook for an industry is also critical to be evaluated as stringent government policies may also affect the cash flow and profitability that is associated with a project. Therefore it is important to assess these macro- environmental factors and government policies before investing in a project. 
Another most important non-financial factors that is needed to be considered is the availability of right human resource who would work in the project. Accomplishment of a project requires high degree of various technical expertise for conducting the work effectively. So project must be considered for investment if there is an adequate human resources with appropriate skill set which help in effective accomplishment of a project (Chen, 2008). Therefore without non availability of the right skills and expertise a project should not be considered for investment. 
The environmental impact from the project must also be assessed rightly. It is essential to mention that if a project is polluting, it may face stern legal action from various enforcement agencies of the government. So the aspect of emissions and other pollutant that will be emitted from a project must be considered and must be evaluated against the prevailing environmental laws. So only if a project complies with the environmental regulation standard, it is only then project must be considered for investment. 
It is in addition to it, aspects like ease of maintenance, availability of proper equipment’s necessary for the development of the project, willingness of the existing human resources of the organization to work in a new project must be considered before talking any investment decision for a project. So these are the few non-financial factors that are mentioned above must be considered before taking up any investment decisions. 
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