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[bookmark: _Toc164624820]Introduction

Financial management embraces the intentional and methodical procedure of projection, systematising, directing, then standardizing fiscal activities within an establishment or association. It implies the application of management values to the fiscal assets of an establishment, although additionally playing a crucial role in fiscal management. (Ms. Jagriti Gupta et al., 2023)
Effective financial management is crucial to corporate success. Businesses often go bankrupt without proper budgetary management. Tracking expenses, avoiding overspending, and managing money helps organisations expand and generate profits. Company owners can stay afloat in changing economic situations by following financial management best practices including cash flow predictions. Sound financial management reduces risk, maximises profits, improves decision-making, creates financial independence, provides emergency funds, and sustains growth. Its importance in business is obvious. (Turner, 2011)
This study will analyse Ford's financial performance and then calculate the Payback Period (PBP), Accounting Rate of Return (ARR), and Net Present Value (NPV) of the project under consideration. Additionally, the research will address non-financial aspects that management should take into account.

[bookmark: _Toc164624821]Part A – History of Ford and major events

[bookmark: _Hlk164592173]Ford Motor Company is an American carmaker based in Dearborn, Michigan, a suburb of Detroit. Henry Ford established the Ford Motor Company on June 16, 1903, which originates, manufactures, finances, markets, and services cars, trucks, SUVs, plus luxury vehicles. The corporation makes and sells Ford and Lincoln automobiles on six continents. Ford operates mainly in North America, South America, Europa Middle East, Asia Pacific, and Africa. In 2023, Ford sold 6,607,000 wholesale automobiles worldwide (Figure 1 and Figure 2), mostly to dealerships. (Ford, 2023)


Figure 1 - Wholesales by region in 2023 (in thousands of units)
Source: Ford’s 2023 Annual Report
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Figure 2 – Wholesales in particular major markets during the past three years.
Sources: Ford’s 2023 Annual Report


Ford stock is listed on the New York Stock Exchange in the United States. (Figure 3 and Figure 4)
[image: ]
Figure 3 – Ford`s stock information on New York Stock Exchange
Source: New York Stock Exchange and Ford Investor online: https://shareholder.ford.com/Investors/Information/stock/default.aspx

[image: ]
Figure 4 – Stock Price performance.
Source: New York Stock Exchange

The company's operational activities are segregated into four subdivisions: Ford Smart Mobility LLC, Automotive, Central Treasury Operations and Financial Services. The Automotive business include the activities of marketing, developing, engineering, constructing, and distributing Ford and Lincoln brand vehicles, together with their accessories and repairing parts. Ford Motor Company wants to make the most trusted cars that reduce congestion, accidents, and pollutants. Ford is spending extensively in technology to modernise the firm for the future.  (Ford, 2023)
In the ever-changing realm of the automobile sector, intense rivalry prevails, and the impetus for progress lies in the pursuit of innovation. Ford Motor Company, a pioneering force in the field of automobiles, has faced a multitude of rivals and alternatives that have played a role in shaping the constantly changing landscape of the business. Ford's primary rivals encompass Toyota, Volkswagen, Honda, Nissan, BMW, Tesla, and other car manufacturers.

[bookmark: _Toc164624822]Events

[bookmark: _Toc164624823]Covid -19
Due to COVID-19, COVID-19 sales dropped from $155900 in 2019 to $127144 in 2020. The market downturn has also affected car production. Its 2020 Cost of Goods Sale (COGS) was $121336, down from $143405 in 2019. The company's 2020 net income declined drastically to $1279 due to real economy fixed operational costs. Changes in 2021.In 2021, Ford Motor Co.'s financial position improved after responding to COVID19. The company's total sales have climbed to US $136341, COGS has decreased to US $119903, and net income has changed from loss to profit of $17937.  (Ford annual reports)

[bookmark: _Toc164624824]Acquisition
In 2019, Ford declared the procurement of the electric scooter company, Spin, as a component of its endeavours to expand into mobility solutions. Ford's acquisition of Spin is a recent strategic manoeuvre in the field of mobility, aimed at expanding the company's portfolio in order to provide customers with more convenient, efficient, and cost-effective transportation options. (Ford, 2019)

[bookmark: _Toc164624825]New appointment
Jim Farley became Ford's CEO in October 2020, inheriting a firm with structural concerns like inefficiency and quality control. In a CNBC story, Farley voiced disappointment with the company's 2022 fiscal performance and slow growth. Ford's US market share fell from 14.1% in 2020 to 13.4% in 2021 under Farley, illustrating the company's troubles. (Ford, 2020)

[bookmark: _Toc164624826]New Strategy
In 2020, Ford Motor Company revealed The Plan, their corporate plan. The corporation wants to revive and flourish after the 2008 financial crisis and COVID-19 pandemic. The Plan prioritises electric car conversion, environmental goals, and automotive safety.
In May 2021, Ford introduced the F-150 Lightning, an electric truck. This was a major electrification milestone for Ford and garnered automotive industry attention. Ford invested heavily in electric car infrastructure, including charging network expansion and consumer acceptance campaigns. (Ford, 2021)

[bookmark: _Toc164624827]Profit Warning
Ford's profit warning indicates that the truck business is robust in 2022. Electric vehicles (EVs) have the potential to improve the situation. During the initial half of 2022, Ford has successfully sold over 2 million automobiles and disclosed an adjusted operating profit of around $6 billion. The average cost per vehicle is $3,000. If Ford's electric vehicles prove to be more lucrative than their lower-priced gasoline-powered counterparts, then Ford's operating profit has the potential to increase due to the influence of product mix. (Ford, 2022)

[bookmark: _Toc164624828]Regulatory Challenges
In 2023, Ford encountered legal and regulatory obstacles as a result of non-compliance with emission standards. The expenses associated with adhering to government laws on newfound vehicle requirements and in-use vehicle necessities, which also include field service actions, are significant. (Ford, 2023)
[bookmark: _Toc164624829]Part B – Ford`s financial performances

I) [bookmark: _Toc164624830]Calculation of financial ratios

According to Palmer (2018) a ratio is employed as a benchmark to assess the fiscal status and performance of a company. It enables analysts to provide a quantitative assessment of the firm's financial status and performance. It utilises financial reports and data to evaluate financial performance by summarising the important relationships. Ratio analysis can comprehensively x-ray a business unit's economic and financial status. The ratios are a useful approach to summarise vast amounts of financial data and compare corporate performance. (Goel, 2016)


[bookmark: _Toc164624831]Profitability

[bookmark: _Hlk164609645][bookmark: _Hlk164597253]Profitability ratios employ historical data to calculate a firm's capability to create earnings relative to its sales, balance sheet assets, operational costs, or investors' equity. Most organisations desire a greater ratio or value since it implies satisfactory income, cash flow, and profit. Linking ratios to related firms or past times is most informative. (Sven Erik Johansson, 1998). Common examples of the two profitability ratios are:

· Operating margin
· Gross margin
· Cash flow margin,
· Return on equity (ROE)
· Net profit margin
· Return on assets (ROA)


Gross Margin
[bookmark: _Hlk164598340]Gross margin compares a company's gross profit to product or service costs. A financial ratio shows how successfully a product creates value for its creation and marketing expenditures. High-margin products are more profitable. Gross margin lets business leaders analyse product profitability at different pricing. (Tracy and Tracy, 2004)

Formula: 
[image: ]
Gross profit is a company's profit after deducting manufacturing and sales costs.

Companies recognise revenue from all sales of goods and services in a period. Revenue (sometimes called Income or Sales) starts a company's income statement and is often called its "Top Line". A firm's Profit or Net Income is evaluated by subtracting expenses from revenue.


Ford`s gross margin calculation: (data collected from the Annual report 2023)
                                      



Discussion: An established guideline states that a favourable operating profit margin falls between the range of 10-20%. This indicates that the business generates a profit of 20 cents for every dollar of revenue after subtracting operating expenses. Nevertheless, this can differ depending on the specific sector. (Tracy and Tracy, 2004)
[bookmark: _Toc164624832]Liquidity

According to Schindeldecker (2017) Liquidity ratios measure a firm's capability to pay short-term debt. The statistic shows if the firm has enough liquid assets to satisfy its present liabilities. Liquidity ratios measure a firm's capability to pay short-term debt. The statistic shows if the firm has enough liquid assets to satisfy its present liabilities. Current, quick, and cash ratios are conventional liquidity ratios. Current liabilities are in the denominator and liquid assets in the numerator of all liquidity ratio.

Current Ratio
Working capital ratio, or current ratio, evaluates an enterprise's capability to fulfil its short-term obligations within a year. Liabilities and Current assets are considered in the ratio. It indicates a firm's fiscal condition and how to expand current asset liquidity to recompense debt and payables. Firm's liquidity can be determined undoubtedly utilizing the current ratio formula. (Schindeldecker, 2017)

Formula: 
[image: ]

Current assets are entirety assets a firm plans to transform to cash in a year. Company liquidity is often measured with them. Balance sheets divide assets into current and non-current (capital assets). Cash, accounts receivable. cash equivalents, inventories, notes receivable, short-term investments, prepaid payment (e.g., unpaid insurance bonuses), and marketable securities are current assets. Long-term assets, or capital assets, are harder to transform into cash. Estate, equipment and plant, long-term investments, nonphysical assets (patents, trademarks), and delayed charges are non-current assets. (Schindeldecker, 2017)
According to Schindeldecker (2017) current liabilities refer to the financial obligations of a company entity that must be paid within a period of one year. A liability arises when a corporation has engaged in a transaction that has created an anticipation for a forthcoming depletion of cash or other economic resources.

Ford`s Current Ratio in 2023:




Discussion: Current ratio of 1.20 signifies that the current assets exceed the current liabilities by a factor of 1.20. The enterprise's current assets exceed its current liabilities, indicating a favourable liquidity position.

[bookmark: _Toc164624833]Gearing Ratio:

According to Bull (2008) gearing refers to the ratio of debt-to-equity capital that a corporation exploits to finance its operations. Firm with a elevated gearing ratio has an excessive debt to equity ratio, which might potentially raise the threat of fiscal disaster for the business.
[image: ]
Figure 5 – Gearing
Sources: Corporate Finance Institute. Online: https://corporatefinanceinstitute.com/resources/accounting/gearing/
Gearing is a metric that quantifies the proportion of a firm`s funding that comes from borrowed money contrasted to money provided by shareholders. The optimal level of leverage is contingent upon the specific industry in which a company is engaged. Hence, it is crucial to examine a enterprise's gearing ratio in comparison to that of similar organisations. (Bull, 2008)
Multiple gearing ratios are available to assess the relationship between a company's owner's equity and borrowed capital. Gearing ratios quantify the extent of financial risk associated with a corporation. Some of the most widely recognised gearing ratios are:
[image: ]
Figure 6 – Gearing Ratios
Sources: Wall Street Prep. Online: https://www.wallstreetprep.com/knowledge/gearing-ratio/

A high gearing ratio in a firm shows that the company has a high level of leverage. Therefore, it is farther exposed to any economic recessions that might occur. An organisation with a low gearing ratio is predictably deemed as more monetarily stable. (Bull, 2008)

Dept to Equity Ratio: 

Leverage ratios like the Debt-to-Equity (D/E) ratio assess entire debt and fiscal liabilities against whole shareholders' equity. The D/E Ratio utilizes equity instead of assets, contrasting the debt-assets ratio. This ratio shows how a firm's capital structure favours debt or equity. (Bull, 2008)
Formula:
[image: ]

Total Debt: The overall debt of a firm includes its long-term, short-term, and fixed payment responsibilities (such as capital leases) accrued during regular operational phases. The debt schedule divides liabilities into precise components. (Bull, 2018)

Total Shareholders Equity:  According to Bull (2018) Shareholder equity (SE) is an enterprise's net capital and the amount restored to shareholders if it is liquidated and every obligations are paid. So, shareholder equity counterparts a company's assets less its liabilities.
Formula:
[image: ]

Ford`s Dept-to-equity Ratio calculation:



3.49


Discussion: A high debt-to-equity ratio results in a fast escalation in both borrowing costs and equity costs. Furthermore, the corps' weighted average cost of capital (WACC) will enhance significantly, leading to a decline in its share price. (Bull, 2018)

[bookmark: _Toc164624834]Efficiency:

Efficiency ratios determine an enterprise's capability to employ capital and assets to create revenues. The ratios contrast expenses to profits to illustrate how much a company able to obtain from its operating costs. (Bull, 2018)

[image: ]
Figure 7 – Efficiency Ratio
Sources: Corporate Finance Institute. Online: https://corporatefinanceinstitute.com/resources/accounting/efficiency-ratios/


Inventory Turnover Ratio:
Inventory turnover ratio, similarly, recognised as stock turnover ratio, assesses inventory management efficiency. To work out how repeatedly inventory is "turned" or traded, partition the cost of products sold by total or average inventory. The ratio can indicate too much inventory associated to sales. (Bragg, 2017)

Formula:
[image: ]

Cost of Goods Sold (COGS): Bragg (2017) stated that it calculates the “direct cost” of producing products and services. It includes material, direct labour, and direct industrial overheads and is proportional to revenue.
Average Inventory: At a given time, the average inventory is the mean value (which may differ from the median value). Average inventory is calculated mathematically. The average value or number of products stored is estimated. (Bragg, 2017)

Ford`s Inventory Turnover Ratio calculation:


9.62

Discussion: The optimal inventory turnover ratio for most sectors falls within the range of 5 to 10. This indicates that the company will sell and replenish its inventory around every one to two months. (Bragg, 2017)


II) [bookmark: _Toc164624835]Critically evaluate the calculated ratios

Ratios are highly valuable instruments that may be applied to review the fiscal performance of a corporation over a specific timeframe. The performance ratio offers valuable information about a bank's effectiveness, return on investment, assets capability, then liquidity.  (Schindeldecker, 2017)

Gross Margin

According to Gowthorpe (2020) Financial Analysis determines a firm's key operating and financial features from accounting data and financial statements. This research examines the firm's financial records and reports to assess management efficiency and performance. Financial statements provide performance management data and must be analysed to determine the company's strengths and flaws.
[bookmark: _Hlk164604537]The gross margin is a fundamental measure used to evaluate the profitability of a corps' primary business activities. Although a higher gross margin often signifies improved profitability, it is crucial to take into account the industry's customary margins and the company's cost structure. (Tracy and Tracy, 2004)
The gross margin of Ford, which stands at 14.55%, offers valuable information about the profitability of the company's primary activities, particularly the production and sale of vehicles. A gross margin of 14.55% for Ford means that for every dollar the firm earns from selling its automobiles, it keeps $0.145 after subtracting the direct costs related to making those vehicles, such as materials, labour, and manufacturing overhead. The margin is a crucial metric for assessing profitability and operational efficiency, indicating the level of effectiveness in Ford's manufacturing processes and cost management. According to Tracy and Tracy (2004) this metric offers valuable information regarding the corporation's capacity to earn profits from its primary business operations, excluding additional expenses such as research and development, marketing, and administrative costs. Ford's gross margin of 14.55% signifies that the firm is successfully managing its revenue and cost structure, which positively impacts its overall financial performance and competitiveness in the automotive market.
Gross margin can be influenced by several factors, such as pricing strategies, production efficiency, material costs, personnel expenses, and economies of scale. To accurately evaluate Ford's entire financial performance, it is essential to conduct a thorough study that takes into account industry benchmarks, historical patterns, and competitive dynamics, even though a positive margin suggests profitability. (Tracy and Tracy, 2004)

Current Ratio

[bookmark: _Hlk164609889]The corporation needs short-term liquidity and long-term earnings. Stockholders care about the firm's stock policies as well as liquidity and profitability. Corporation could not pay cash dividends without liquidity. The corporation cannot declare dividends without profitability. Poor policies would depress common stock prices. A current ratio of 1.2 indicates that Ford's current assets exceed its current liabilities by a factor of 1.2. The current ratio is a metric that assesses a corps' immediate financial solvency by gauging its capacity to settle short-term liabilities using short-term assets. (Böhm, 2008)
With a current ratio of 1.2, Ford demonstrates a robust liquidity position, indicating that the firm possesses a greater amount of current assets compared to its current obligations. Typically, a current ratio greater than 1 signifies that a corporation is likely to be able to easily fulfil its short-term financial obligations. Nevertheless, an excessively high ratio could indicate that the organisation is not effectively using its assets. It is crucial to assess Ford's present ratio in relation to industry benchmarks and its past performance in order to obtain a more comprehensive comprehension of its monetary well-being. Furthermore, examining the patterns in the current ratio over a period of time can offer valuable information about the company's evolving liquidity status and its plans for financial management. (Böhm, 2008)

Debt-to-equity

The debt-to-equity ratio determines the relationship of debt and equity that a enterprise use to fund its activities. The computation is obtained by dividing the Total Debt by the Total Equity. The debt-to-equity ratio of Ford, which stands at 3.49, indicates that the company has $3.49 of debt for each dollar of equity. Ford's debt-to-equity ratio of 3.49 suggests that the enterprise count on extensively on debt financing to sustain its operations and pursue its growth objectives. If the ratio is larger than 1, it means that Ford's debt is bigger than its equity. This indicates that creditors have a stronger claim on the corporation's assets compared to shareholders. According to Marr (2012) while high leverage can amplify returns on equity during profitable operations, it also increases financial risk by requiring interest payments on loans and repayment of principal amounts. 
Ford's high debt-to-equity ratio increases financial risk. High debt may limit the company's financial flexibility, especially during economic downturns or financial stress. If Ford can't create enough cash flow to pay its debts, its debt-to-equity ratio increases the danger of default or bankruptcy. Ford's debt-to-equity ratio may affect its cost of capital, as higher leverage increases borrowing costs and equity returns investors require to compensate for risk. (Marr, 2012)
Ford's debt-to-equity ratio of 3.49 suggests a substantial dependence on debt financing. This reliance presents both potential advantages and concerns for the corporation's monetary well-being and the value of its shareholders' investments. It is necessary to do a thorough examination of Ford's capacity to handle its debt responsibilities, create cash flow, and maintain profitability in order to fully evaluate its financial condition.

Inventory Turnover Ratio

The turnover ratio of 9.62 for Ford means that, on average, the company sold and replaced its inventory about 9.62 times over the given period. The inventory turnover ratio of 9.62 for Ford indicates the efficiency of the enterprise's inventory management and the occurrence at which it trades and restores its inventory. An elevated inventory turnover implies hasty trades, although a low turnover rate implies sluggish sales and excess stocks, which can provide difficulties for a corporation.  (Bragg, 2017). Ford's high inventory turnover percentage implies efficient inventory management because it sells its inventory rapidly and reduces inventory expenditures. Ford's high turnover percentage indicates robust vehicle and inventory demand, good production planning, and efficient supply chain management.
Ford's high inventory turnover percentage shows operational effectiveness in converting inventory into sales and profitability. Efficiency reduces inventory storage costs, obsolescence risk, and financing costs associated with excessive inventory, which boosts profitability. Ford's high inventory turnover ratio suggests effective working capital use and strong cash flow. According to Bragg (2017) by rapidly turning inventory into sales, the organisation can deploy finances to other sections of the business or meet debt obligations.
Ford's 9.62 inventory turnover ratio suggests good inventory management and operations. However, industry standards, historical patterns, and company dynamics are needed to fully evaluate Ford's inventory management techniques.


III) [bookmark: _Toc164624836]Ford and major competitors’ comparison based on the calculated ratios.

Comparing Ford to its top four competitors:

In order to do a comparison between Ford and its four main competitors based on the ratio that has previously been determined, we must also calculate the ratios of the competitors, namely General Motors, Toyota, Volkswagen, and Honda.  (Figure 8 and Figure 9) The data collected from its annual statements 2023.
[image: ]
Figure 8 – Comparing Ford to its top 4 competitors by ratios.
[bookmark: _Hlk164440136]Sources: Own creation by the author
[image: ]
Figure 9 – Compering Ford`s ratio to its competitors.
Sources: Own creation by the author

Ford has a comparatively smaller gross margin when compared to Toyota, Volkswagen, or Honda. Goss margin is a measure of a corps' profitability from its main operations, and a higher margin suggests greater efficiency in production and pricing tactics. Nevertheless, additional elements such as the robustness of the brand, the excellence of the product, and the strategic placement in the market also have a significant impact on the overall profitability. (Sven Erik Johansson, 1998)
[image: ]
Figure 10 – Comparing Ford`s ratio to four majors’ competitors.
Sources: Own creation
Ideal current ratio is often between 1.2 and 2, which signifies that the company has current assets that are twice as much as its liabilities. This allows the corporation to fulfil its debt obligations. A current ratio below 1 shows insufficient liquid assets for meeting short-term obligations.  (Böhm, 2008) Similar to its rivals, Ford has the capability to meet its monetary requirements in the foreseeable future, so strengthening its credibility and bargaining power in discussions. Ford is better positioned than General Motors or Toyota to capitalise on potential growth opportunities or strategic investments that may arise.
Examining the debt-to-equity ratio when comparing enterprises in the segment provides a succinct assessment of a company's financial well-being and level of risk, facilitating informed decision-making. (Marr, 2012) When analysing Ford Motor in relation to its top four competitors, we can discover the following insights based on the Debt-to-Equity ratio, Ford Motor has a greater debt-to-equity ratio of 3.49 compared to its top 4 rivals. A bigger debt burden may enhance financial vulnerability for the organisation.
Ford's inventory turnover ratio surpasses those of its four competitors. A high inventory turnover ratio signifies that the enterprise is efficiently and rapidly selling its inventory. (Bragg, 2017). Consequently, there is a reduced amount of capital invested in unsold merchandise. This allows for the allocation of funds to other investments or operating requirements. Automakers with high inventory turnover percentages may employ efficient sales methods. Ford has the ability to respond to changes in market demand, make necessary adjustments to pricing, and efficiently manage inventory levels.

IV) [bookmark: _Toc164624837]Recommendations on improving the financial management.

To enhance Ford's financial management, a comprehensive strategy is required to tackle different facets of the company's operations. This includes:
· Ford's management to effectively weigh the advantages of debt financing, such as tax benefits and leveraging for growth, against the potential risks of financial distress and higher interest costs.
· Assess the financial viability of various car models and make necessary modifications to the product assortment. Direct the attention towards promoting products with a high profit margin and cease the production or sale of products that are not yielding satisfactory results.
· Formulate solutions to minimise risks associated with currency changes, commodity price volatility, and geopolitical concerns.
· Evaluate the organization's debt framework and explore potential refinancing alternatives to decrease interest costs. 
· Ensure financial flexibility by maintaining a conservative level of debt and avoiding excessive leverage.
· Seek out additional revenue streams beyond vehicle sales, such as financing services, aftermarket parts, and mobility solutions. 
· Incorporate sustainability principles into business operations to minimise environmental impact and improve brand reputation. Adopt environmentally sustainable techniques across the whole supplier chain and industrial processes.


[bookmark: _Toc164624838]Part C

[bookmark: _Toc164624839]1 PBP, ARR, NPV

[bookmark: _Toc164624840]Payback Period (PBP)

According to Law (2016) the time it takes for an investment project's expected net cash flows to cover the initial investment is called the payback period.
Formula:
[image: ]
The break-even point (BEP) is the point at which the revenue generated by the project is equal to the costs incurred.
Project A 
[bookmark: _Hlk164454329]






Project B
As the investment 1000 and the recovery amount 1500 in the first year the formula will be:
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[bookmark: _Toc164624841]Accounting Rate of Return (ARR)

Accounting Rate of Return (ARR) is the yearly measurement of an asset's predicted net income divided by its average capital cost. ARR is a capital budgeting formula. (Law, 2016)
Formula:
[image: ]
[image: ]

Project A







Project B








[bookmark: _Toc164624842]Net Present Value (NPV)

The discounted present value of all forthcoming cash flows (positive and negative) during the life of an investment is called net present value (NPV). Finance and accounting employ intrinsic valuation, or NPV analysis, to value a organisation, investment security, capital project, new venture, cost reduction programme, and everything else that consist of cash flow. (Law, 2016)
Formula:
[image: ]
r is discount rate

Calculating the Present Value Factor:

According to Law and Smullen (2016) the present value factor (PVF), also known as the "present value interest factor" (PVIF), is utilised to calculate the current worth of a cash flow that is expected to be received at a later period.

Formula:
[image: A black and blue text
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The Present Value (PV) is a metric that quantifies the current worth of a future cash flow or a series of cash flows. (Law and Smullen, 2016)

Formula: 

[image: ]

Project A
[image: ]      [image: ]
Sources: Own creation


Project B
[image: ]      [image: ]
Sources: Own creation

[bookmark: _Toc164624843]Analysis:

Payback period 
It will take 2.5 years for the cash inflows generated by Project A to reimburse the initial cost, according to its 2.5-year payback time. Project A has a fair payback period, but it's far longer than Project B, which pays for itself in less than a year. It is preferable to have a shorter payback period since it means the funds for the project can be used for other things sooner. (Law, 2016)
Account Rate of return 
When comparing the two projects, Project B's annual rate of return (ARR) of 75.75% is far greater than Project A's ARR of 25.29%. An increase in the yearly rate of return indicates that the project is more profitable. Compared to Project A, Project B clearly has the potential to offer larger yearly returns on investment.
NPV 
When looking at the NPV of the two projects, it's clear that Project B is the better option with a positive NPV of 1993.63, whereas Project A is clearly losing money with an NPV of -2182. If the project's net present value (NPV) is positive, then the returns will be higher than the minimum permissible rate of return; if it's negative, then the returns will be lower. Project B seems to be the better investment choice when looking at the Net Present Value (NPV).
After taking into account all the evaluation criteria, including financial indicators such as payback duration, ARR, and NPV, as well as additional risk-return analysis, it is unequivocally evident that Project B is the superior option among the options currently being considered. Although the initial capital outlay for Project B may appear to have a lengthy payback period, the following cashflows and returns more than make up for it. Project B has significantly higher annual returns compared to Project A, making it the ideal choice. (Law, 2016)

[bookmark: _Toc164624844]2 Recalculate NPV

Project A
[image: ]            [image: ]  
Sources: Own creation
Project B
[image: ]                [image: ]
Sources: Own creation


[bookmark: _Toc164624845]Recalculation`s analysis

Over the course of four years, Project A has a total negative cash flow value that is $1,001.96 less than the initial investment, when adjusted for inflation. Consequently, project A is anticipated to incur a net loss. The net present value of project B is $1,594.27, which represents the variance between the total value of positive cash flows and the initial investment. Consequently, project B is anticipated to generate a positive financial outcome.
Both projects require an initial monetary outlay, but project A is predicted to lose $1,001.96 and project B to gain $1,594.27. This financial analysis suggests project B is the superior choice because the purpose is to choose the project predicted to produce money. (Law, 2016). Project B has a larger positive net present value (NPV), indicating that it will produce adequate cash flow to cover its initial investment and make a profit over the four-year period. In contrast, project A will not generate sufficient positive cash flow to offset its costs. Hence, if the company's goal is to optimise value, project B is the preferable option among these two mutually exclusive investment opportunities, as per the NPV analysis.

[bookmark: _Toc164624846]3 Critically discuss the advantages and shortcomings.

Payback time, accounting rate of return, and net present value are three important financial metrics that can be utilised to evaluate projects involving capital investments. There are benefits to each approach, but there are also possible drawbacks.
One of the most basic methods is the payback period, which measures the time it takes for a project's revenue inflows to equal its initial cash investment. Both understanding and calculating it is a breeze. Payback period and the overall profitability of investments with longer lifespans are not taken into account, though. Therefore, projects with identical payback periods might not be economically equivalent if their overall cash flows are different.
An investment's profitability is calculated as a percentage of its average investment over a presented time period using the accounting rate of return. However, it ignores the time value of money then supposes cash flows occur at the end of each month. Due to different cash flow patterns, two projects with identical ARR numbers may have different risk and profitability.
 According to Law (2016) NVP analysis mitigates certain constraints associated with alternative approaches. By applying a discount rate to all future cash flows in order to calculate their current worth, this method takes into account the concept of the time value of money. This enables a direct and accurate comparison of projects that have varying cash flow characteristics. A project's predicted value creation is directly proportional to its NPV. Nevertheless, calculating NPV might be more intricate due to the necessity of obtaining a precise discount rate. Discount rate assumption can have a substantial impact on the outcomes. There is a certain degree of subjectivity involved in estimating projected cash flows that extend far into the future. Slight alterations in assumptions can significantly impact the net present value (NPV) and the recommended selection of projects.
Each method has advantages depending on the situation. While simpler, payback time and ARR do not properly account for cash flow timing. NPV is most complete but requires more assumptions and calculations. Multiple approaches to analyse projects from diverse viewpoints and emphasise their strengths and faults may be optimal. NPV should best estimate long-term value given well-defined future cash flows. Simpler measures may be more important for short-term or hazardous investments. (Law and Smullen, 2016)

[bookmark: _Toc164624847]4 Non-financial factors

Performance, risk, and value of a project or investment may be affected by non-financial elements including intangible rewards. Non-financial elements and intangible advantages effect future cash flows, discount rates, and opportunity costs of the project or investment. Purchaser pleasure may enhance faithfulness and retention, boosting future profits and lowering marketing expenses. Employee morale can boost efficiency and superiority, lowering operational costs and increasing profits. Brand reputation can boost market share and development potential while reducing risk. Social responsibility and environmental sustainability may attract investors and customers, lowering capital costs and increasing demand. Strategic alignment can assist your long-term goals and boost company value and synergies with other projects or investments. (McMenamin, 2002)
Important non-financial considerations for management include:
· Environmental Sustainability: Financial decisions must be assessed for environmental impact for long-term profitability and sustainability.
· Regulatory Compliance: To prevent legal and reputational concerns, management must follow laws, rules, and industry standards when making financial decisions.
· Risk Management: Operational risks, cybersecurity concerns, and geopolitical instability can affect financial performance. Management should incorporate risk management into financial decisions.  (McMenamin, 2002)
· Reputation Management: Organisational reputation can be affected by financial decisions. Management must evaluate how their activities affect brand and public image.
· Employee Morale and Motivation: Financial considerations like wages and benefits can affect employee morale, motivation, and satisfaction, which affects productivity and performance. (McMenamin, 2002)
· Industry Standards and Best Practices: Following industry standards boosts credibility and competitiveness. It also builds stakeholder trust.


[bookmark: _Toc164624848]Conclusion

Financial Management is the use of fundamental management ideas to oversee an organization's financial resources. Effective financial management is achieved through the proper administration of an organization's finances. Effective financial management is crucial to mitigate adverse impacts on the organization's growth and development.  (Turner, 2011)
Financial management encompasses more than numerical data. It involves comprehending the financial consequences of each decision and adopting proactive measures to enhance financial performance. Through the acquisition of proficient financial management skills, firms can establish a strong basis for achievement and facilitate continuous expansion in the fiercely competitive business environment.
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