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Financial Decision Making
Executive Summary:

The ideas of financial decision making arise as the investors are looking for some kind of guidance for the purpose of making some profitable investments. The main objective of doing this kind of investment is the generation of maximum return with the reduction of the associated risk factors as much as possible. In the current scenario the potential investor is looking to invest some amount of additional surplus holding in one of the two shortlisted companies on the basis of the expert advice of the financial advisor. Being a risk-averse investor he is trying to identify which of the two shortlisted companies can give him the most secured return. As he is a common person it is not possible for him to understand the complicated finical calculations and that is why the financial advisor has decided to apply the tools of ratio analysis for giving the most comprehensive picture of the financial performance of the two chosen companies so that the investor become easily convinced with the advice that has been given to him (Innocent et al., 2013).
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Introduction:

MR. Tim Farrow is a risk adverse investor and has shortlisted two companies William Hill PLc   and the Paddy power Betrfair Plc for making stock investments. The stocks of the companies are subjected to market volatility and therefore investment in any type of stock is exposed to some amount of market risk. Again the risk-averse investors who are looking for stock investment should invest in those stocks that earn regular dividend and whose historical earnings per share is quiet high. The underlying reason of choosing such a company is that the regular payment of dividend and standard level of efficiency will help the investors of the company to earn a stable return.

Both the William Hill PLc   and the Paddy power Betrfair Plc are operating the licensed betting industry of UK and both are listed in London Stock Exchange (LSE).The William Hill PLc is one of the constituent of FTSE 250 Index whereas Paddy Power Betfair is one of the constituent of FTSE 100 Index(William Hill Plc, 2018).. The latest sales turnover of William Hill PLc is 1.7 billion pound (2017) and that of Paddy power Betrfair Plc is of 1.8 billion pound (2017) (Paddypowerbetfair.com, 2018)..Thus both the companies are promising enough for investment but without a historical analysis and comparison of the performance it will be difficult for MR. Tim Farrow top choose one for investment. The financial analyst is doing the same job by using the tools of ratio analysis.
The Usefulness of Ratio analysis in the context of business decision making:
In a situation when the financial decision making is related to the selection of an organization for the purpose of investing in the stocks of that company, then it is essentially required to identify the pattern of the financial performance of the organization over several accounting periods for the purpose of the identification of the trends of the performance or the average level of the performance of that organization (McCue and Nayar, 2009). The identification of trend of the financial performance of an organization helps the analysts to understand how that company will be able to perform in future and how the share holders will be benefitted in future from the investments they have made to the stocks of the company. The ratio analysis is the best way of visualising the financial performance of an organization over several accounting periods and the ratios calculated can be effectively used for comparison between the two companies with respect to the different aspects of the financial performance of the two organizations. In other words the ratios are the mostly useful Key Performance Indicators with respect to highlighting the financial performance of an organization over several historical periods and then to compare the performance ratios with the identical ratios of another company. Here the tools of ratio analysis has been used for visualising the financial performance of the organizations William Hill PLc   and the Paddy power Betrfair Plc for the three accounting periods of 2015, 2016, 2017 and a comparison between the ratios of the two companies has been made in each accounting period for the purpose of financial decision making.
Analysis & comparison of financial performance between William hill plc & Paddy Power Betfair PLC with respect to accounting period 2015
Investor Ratios:
These are the ratios that the investors mostly look in to the companies before investing in to the stocks of the company.

The P/E ratio with respect to an organization reflects that what the market or better to say the new investors of the market are thinking regarding the payment they are ready to make for buying the shares of that company on the basis of the earning made by those shares. Generally it is seen that the investors are interested to make a higher payment for those shares whose earnings prospect is very good and better is the market prospect of those shares ( Thachappilly, 2009 ).
The price-to-sales ratio defines that how much the investors are ready to pay for 1 unit of sales. This ratio also measure the market prospect of the stocks of a company in comparison to the stocks of the another company. Generally the inventors are ready to pay higher amount for a stock corresponding to 1 unit of sales whose market prospect is higher.
The dividend yield ratios reflect the pattern of dividend distribution among the common stock holders with respect to the earnings made by the shares as described by the earning per share. The high dividend yield ratio indicates that a garter proportion of the net income has been distributed among the share holders and the company is more inclined to deliver secure return to the stock holders in the form of distribution of the surplus profit as among the share holders.
The Dividend Pay Out ratio reflects the dividend paying trend of an organization as it describes the portion of the net income or the surplus is distributed as dividend among the share holders of the company(Gibson, C.H., 2011).
	 
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	Investors Ratio
	 
	 

	P/E [Price per share/EPS]
	1374
	311

	Price-to-Sales Ratio[ Price per Share / Annual Sales Per Share]
	164.0
	42.4

	 
	 
	 

	Dividend yield[dividend per share / Earnings per share](£)
	0.50
	0.00

	Dividend pay-out ratio[Dividend/net income or profit]
	57%
	81%


Looking At the P/E ratios it can be seen that the P/E ratio of William hill plc is 342% higher than that of the Paddy Power Betfair PLC as the earning prospect of the shares of William hill plc is much more stronger than that of Paddy Power Betfair PLC and the market prospect or reputation with respect to the stocks of William hill plc is much higher than that of Paddy Power Betfair PLC (Paddypowerbetfair.com, 2016)
Here the investors are ready to pay 164 pound for 1 unit sales with respect to William hill plc and 42 pound for 1 unit sales with respect to Paddy Power Betfair PLC and thus the investors are ready to pay more than 287% more for unit of sales in case of William hill plc as defined by the P/S ratio (Higgins, R.C., 2012).
As depicted by the dividend yield ratio in 2015 William hill plc distributed 50% of net income as dividend among the share holders (Williamhillplc.com, 2016).
The dividend payout ratio describes that in 2015 the William hill plc distributed 57% of the net income as dividend and Paddy Power Betfair PLC distributed 81% of the net income as dividend.
Profitability Ratios:
	 
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	Profitability Ratios
	 
	 

	 
	 
	 

	Gross Profit margin[Gross Profit/Sales]
	76%
	76%

	 
	 
	 

	Net Profit margin [Net Profit/Sales]
	12%
	14%

	 
	 
	 

	ROA[PAT/Total Asset]
	0.08
	0.26

	 
	 
	 

	ROE[PATor net income/Share holders equity]
	0.156
	2.126


There is no significant difference in the gross profit margin of the two organizations. The Net profit margin of Paddy Power Betfair PLC is slightly higher than that of William hill plc. Both the ROA & ROE of Paddy Power Betfair PLC is much stronger than William hill plc (Vogel, 2014).
Liquidity Ratios:
	 
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	Liquidity Ratios
	 
	 

	 
	 
	 

	Current Ratio[current asset/Current Liability]
	0.52
	0.8

	Quick Ratio[Quick asset(current asset-assets that cannot be readily converted in to cash)/Current Liability]
	0.45
	0.53


Both the current ratio and the quick ratio indicates that the liquidity position of Paddy Power Betfair PLC is stronger than that of William hill plc as both the ratios are indicating that the holding of the liquid assets that is available for servicing the current liabilities of the company is higher in case of Paddy Power Betfair PLC.
Efficiency Ratios:

The cash generation cycle is the difference between the creditor days (the period of time available before paying to the creditors of the company) and the debtor days(the period of time with in which the organization collect debts from the debtors).So smaller will be the debtor days and larger will be the creditor days garter will be the number of days with respect to cash generation cycle and grater will be the efficiency of the company. Because a longer cash generation cycle indicates that the business is holding the liquid cash for a longer period which is strengthening the liquidity position of the organization (Brigham and Houston, 2012). A longer cash generation period again arise as the company is efficient to quickly collect the debt from the debtors and the creditors are ready to supply good to the organization on the basis of a long credit period as it is profitable to do so.

	 
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	Efficiency Ratios
	 
	 

	 
	 
	 

	Debtor days[(Trade debtors/sales)*365]
	13
	10

	Creditor days([Accounts payable/cost of sales]*365)
	315
	351

	Length of cash generation cycle
	302
	341


As the cash generation cycle of Paddy Power Betfair PLC is higher than William hill plc by 39 days so it can be identified that Paddy Power Betfair PLC is more efficient in the management of the debtors and creditors and the generation of cash (Williamhillplc.com, 2016).
Capital structure ratios:

The capital structure ratios describe the proportion of debt and equity in the total capital employed by the organization. The study of this ratio reflects the relative preference of the organization towards debt finance or equity fiancé. If the proportion of debt in the company is quiet higher then it indicates the company is more prone to carry on the interest burden which may appear as a problem in the way of generating return for the shareholders of the company (Fridson and Alvarez, 2011).
	
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	Capital structure ratios
	 
	 

	 
	 
	 

	Debt-to-Equity Ratio = Total Liabilities / Total Shareholder Equity
	0.930
	7.049


As per 2015 data the debt –equity ratio of Paddy Power Betfair PLC is so high therefore it indicates that Paddy Power Betfair PLC is more prone to bear the huge burden of debt that is forming the maximum proportion of debt of the company (Paddypowerbetfair.com, 2016).
Analysis & comparison of financial performance between William hill plc & Paddy Power Betfair PLC with respect to accounting period 2016
	 
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	Investors Ratio
	 
	 

	P/E [Price per share/EPS]
	1499
	217

	Price-to-Sales Ratio[ Price per Share / Annual Sales Per Share]
	153.8
	0.8

	 
	 
	 

	Dividend yield[dividend per share / Earnings per share](£)
	0.59
	0.52

	Dividend pay-out ratio[Dividend/net income or profit]
	66%
	-3140%


Looking At the P/E ratios it can be seen that the P/E ratio of William hill plc is 592% higher than that of the Paddy Power Betfair PLC as the earning prospect of the shares of William hill plc is much more stronger than that of Paddy Power Betfair PLC and the market prospect or reputation with respect to the stocks of William hill plc is much higher than that of Paddy Power Betfair PLC.
Here the investors are ready to pay 153 pound for 1 unit sales with respect to William hill plc and 0.8 pound for 1 unit sales with respect to Paddy Power Betfair PLC and thus the investors are ready to pay more than 18570% more for 1unit of sales in case of William hill plc as defined by the P/S ratio ( Kashyap et al., 2010).

As depicted by the dividend yield ratio in 2016 William hill plc distributed 59% of net income as dividend among the share holders and Paddy Power Betfair PLC distributed 52% of net income as dividend among the share holders
The dividend payout ratio describes that in 2016 the William hill plc distributed 66% of the net income as dividend and Paddy Power Betfair PLC distributed a negative dividend or loss among the share holders.
Profitability Ratios:
	 
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	Profitability Ratios
	 
	 

	 
	 
	 

	Gross Profit margin[Gross Profit/Sales]
	76%
	77%

	 
	 
	 

	Net Profit margin [Net Profit/Sales]
	10%
	0%

	 
	 
	 

	ROA[PAT/Total Asset]
	0.07
	0.00

	 
	 
	 

	 
	 
	 

	ROE[PAT or net income/Share holders equity]
	0.134
	-0.001


There is no significant difference in the gross profit margin of the two organizations. The Net profit margin of Paddy Power Betfair PLC is missing. Both the ROA & ROE of Paddy Power Betfair PLC is missing as the company incurred huge loss in this year (Paddypowerbetfair.com, 2016).
Liquidity Ratios:
	 
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	Liquidity Ratios
	 
	 

	 
	 
	 

	Current Ratio[current asset/Current Liability]
	0.71
	1.0

	Quick Ratio[Quick asset(current asset-assets that cannot be readily converted in to cash)/Current Liability]
	0.70
	0.82


Both the current ratio and the quick ratio indicates that the liquidity position of Paddy Power Betfair PLC is stronger than that of William hill plc as both the ratios are indicating that the holding of the liquid assets that is available for servicing the current liabilities of the company is higher in case of Paddy Power Betfair PLC (Nazir and Afza, 2009).
Efficiency Ratios:

	 
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	Efficiency Ratios
	 
	 

	 
	 
	 

	Debtor days[(Trade debtors/sales)*365]
	17
	13

	Creditor days([Accounts payable/cost of sales]*365)
	354
	338

	Length of cash generation cycle
	337
	324


As the cash generation cycle of Paddy Power Betfair PLC is lower than William hill plc by 13 days so it can be identified that Paddy Power Betfair PLC is slightly efficient in the management of the debtors and creditors and the generation of cash in 2016.
	 
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	Capital structure ratios
	 
	 

	 
	 
	 

	Debt-to-Equity Ratio = Total Liabilities / Total Shareholder Equity
	0.993
	0.156


As per 2016 data the debt –equity ratio of William hill plc is  higher than Paddy Power Betfair PLC, therefore it indicates that William hill plc is more prone to bear a substantial debt   burden.
Analysis & comparison of financial performance between William hill plc & Paddy Power Betfair PLC with respect to accounting period 2017
	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Investors Ratio
	 
	 

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

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

	 
	 
	 

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

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


Looking At the P/E ratios it can be seen that the P/E ratio of William hill plc is 4165% higher than that of the Paddy Power Betfair PLC as the earning prospect of the shares of William hill plc is much more stronger than that of Paddy Power Betfair PLC and the market prospect or reputation with respect to the stocks of William hill plc is much higher than that of Paddy Power Betfair PLC
Here the investors are ready to pay 57 pound for 1 unit sales with respect to William hill plc and 3.4 pound for 1 unit sales with respect to Paddy Power Betfair PLC and thus the investors are ready to pay more than 1563% more for 1unit of sales in case of William hill plc as defined by the P/S ratio.
As depicted by the dividend yield ratio in 2017 William hill plc distributed 46% of net income as dividend among the share holders and Paddy Power Betfair PLC distributed 78% of net income as dividend among the shareholders (Williamhillplc.com, 2017).
The dividend payout ratio describes that in 2017 the William hill plc distributed 46% of the net income as dividend and Paddy Power Betfair PLC distributed 78% of the net income as dividend or loss among the share holders (Paddypowerbetfair.com, 2017).
Profitability Ratios:
	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Profitability Ratios
	 
	 

	 
	 
	 

	Gross Profit margin[Gross Profit/Sales]
	76%
	77%

	 
	 
	 

	Net Profit margin [Net Profit/Sales]
	14%
	12%

	 
	 
	 

	ROA[PAT/Total Asset]
	0.01
	0.04

	 
	 
	 

	ROE[PAT or net income/Share holders equity]
	0.223
	0.050


There is no significant difference in the gross profit margin of the two organizations. The Net profit margin of Paddy Power Betfair PLC is slightly lower than William hill plc. Both the ROA & ROE of Paddy Power Betfair PLC is lower than William hill plc.
Liquidity Ratios:
	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Liquidity Ratios
	 
	 

	 
	 
	 

	Current Ratio[current asset/Current Liability]
	0.08
	2.9

	Quick Ratio[Quick asset(current asset-assets that cannot be readily converted in to cash)/Current Liability]
	0.08
	2.38


Both the current ratio and the quick ratio indicates that the liquidity position of Paddy Power Betfair PLC is stronger than that of William hill plc as both the ratios are indicating that the holding of the liquid assets that is available for servicing the current liabilities of the company is higher in case of Paddy Power Betfair PLC (Paddypowerbetfair.com, 2017).
Efficiency Ratios:

	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Efficiency Ratios
	 
	 

	 
	 
	 

	Debtor days[(Trade debtors/sales)*365]
	16
	10

	Creditor days([Accounts payable/cost of sales]*365)
	385
	301

	Length of cash generation cycle
	369
	291


As the cash generation cycle of William hill plc is higher than Paddy Power Betfair PLC by 78 days so it can be identified William hill plc is more efficient in the management of the debtors and creditors and the generation of cash in 2017(Williamhillplc.com, 2017).
	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Capital structure ratios
	 
	 

	 
	 
	 

	Debt-to-Equity Ratio = Total Liabilities / Total Shareholder Equity
	1.223
	0.121


As per 2017 data the debt –equity ratio of William hill plc is  higher than Paddy Power Betfair PLC, therefore it indicates that William hill plc is more prone to bear a substantial debt   burden.
Findings:
The Investor ratios such as P/E ratio, P/S ratio describes that the market prospect of William hill plc stocks is consistently much higher than Paddy Power Betfair PLC (for the accounting periods of 2015, 2016, 2017) as the stocks of the William hill plc has a higher scope to attain price appreciation and to generate a higher earnings for the investors. Again for the same accounting periods the dividend payout ratio reflects that Paddy Power Betfair PLC has a trend of distributing a greater proportion of surplus earnings among the share holders. Therefore the stocks of Paddy Power Betfair PLC are mostly dividend earning stocks and that of William hill plc are growth stocks (Norden and Weber, 2009).
Looking at the profitability ratios it can be seen that there is much not difference in the profit generation capacity of the two organizations. Therefore the profitability ratios fail to identify any significant performance difference between the two organizations.
Looking at the liquidity ratios it can be seen that the Paddy Power Betfair PLC is always in a better position with respect to the holding of liquid cash compared to the William hill plc for the accounting periods of 205-2017 and not only that a steady improvement can be observed in the liquidity position of the Paddy Power Betfair PLC as the ratios from 2015-2017 describes and 2017 the organization is holding the most ideal current ratio of 2.9(indicates that the availability of liquid cash of the company is twice to the current liability holding of the organization).Thus Paddy Power Betfair PLC is more capable to handle debt burden and unforeseen contingencies(Atsalakis and Valavanis, 2009).
So far as the management of the debtors and creditors and the generation of cash is concerned it can be seen that the William hill plc has improved their capability compared to Paddy Power Betfair PLC as reflected by the cash generation cycle of the two organizations from 2015,2016,2017.
Thus the capital-structure ratio as reflected by the debt to equity ratio has declined at a rapid rate for Paddy Power Betfair PLC starting from 2015-2017, as the company has gradually moved away from debt financing to equity financing which gives lower leverage to the company but is a more safe company for the share holders (Fraser et al., 2010).
Recommendations:

 MR. Tim Farrow being a risk-averse investor should give higher preference to Paddy Power Betfair PLC as the company is more inclined or patterned to distribute a substantial portion of the surplus income as dividend to the shareholders and the company has a stronger liquidity position and the volume of debt in the total capital of the company is much less than that of William hill plc. All the above characteristics indicate that Paddy Power Betfair PLC is less risky and a better choice over William hill plc so far as the investor is concerned towards secured earnings.
So MR. Tim Farrow can invest his entire money in buying the stocks or Paddy Power Betfair PLC or he should invest the major portion of his investment (60% or 70% as per his choice) in Paddy Power Betfair PLC and rest portion can be investment in William hill plc as little risky investment can fetch little additional return.
Conclusions

The above assignment describes that the tools of ratio analysis is very effective in describing the changing performance and an overall trend when studied over several accounting period with respect to an organization and this helps the inventor to choose the right organizations for investment as per his financial objective(Delen  et al.,2013). 
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Appendix:
	YEAR
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	 
	
	 

	Price per share
	329.8
	71.52

	EPS( basic adjusted  Earnings per share )
	0.24
	0.23

	Net profit/Loss(£,m)
	189.9
	108.2

	Number of shares(million)
	791
	470

	annual sales(£,m)
	1590.9
	794.3

	sales per share
	2.010616114
	1.688438078

	Dividend per share(£)
	0.12
	0

	Dividend (£,m)
	108.4
	88

	PAT(£,m)
	189.9
	108.2

	Gross Profit (£,m)
	1213
	603

	Total asset (£,m)
	2346.7
	409.7

	Share holders Equiity (£,m)
	1,215.80
	50.9

	Current asset (£,m)
	342.9
	170.8

	non quick asset [Investment property held for sale] (£,m)
	44
	60.2

	Current Liability (£,m)
	663.2
	208.1

	Total Liabilities (£,m)
	1130.9
	358.8

	Trade receivables (£,m)
	56.2
	22.7

	Accounts payable (£,m)
	325.8
	184.1

	Cost of sales (£,m)
	377.9
	191.3

	
	
	

	
	
	

	 
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	Investors Ratio
	 
	 

	P/E [Price per share/EPS]
	1374
	311

	Price-to-Sales Ratio[ Price per Share / Annual Sales Per Share]
	164.0
	42.4

	 
	 
	 

	Dividend yield[dividend per share / Eranings per share](£)
	0.50
	0.00

	Dividend pay-out ratio[Dividend/net income or profit]
	57%
	81%

	
	
	

	 
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	Profitability Ratios
	 
	 

	 
	 
	 

	Gross Profit margin[Gross Profit/Sales]
	76%
	76%

	 
	 
	 

	Net Profit margin [Net Profit/Sales]
	12%
	14%

	 
	 
	 

	ROA[PAT/Total Asset]
	0.08
	0.26

	 
	 
	 

	ROE[PATor net icome/Share holders equity]
	0.156
	2.126

	
	
	

	 
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	Liquidity Ratios
	 
	 

	 
	 
	 

	Current Ratio[current asset/Current Liability]
	0.52
	0.8

	Quick Ratio[Quick asset(current asset-asests that can not be readily converted in to cash)/Current Liability]
	0.45
	0.53

	
	
	

	
	
	

	 
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	Efficiency Ratios
	 
	 

	 
	 
	 

	Debtor days[(Trade debtors/sales)*365]
	13
	10

	Creditor days([Accounts payable/cost of sales]*365)
	315
	351

	Length of cash generation cycle
	302
	341

	
	
	

	
	
	

	 
	2015
	2015

	 
	William hill plc
	Paddy Power Betfair PLC

	Capital structure ratios
	 
	 

	 
	 
	 

	Debt-to-Equity Ratio = Total Liabilities / Total Shareholder Equity
	0.930
	7.049


	YEAR
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	 
	£m(GBP)
	£(GBP)

	Price per share
	329.8
	71.52

	EPS( basic adjusted  Earnings per share )
	0.22
	0.33

	Net profit/Loss(£,m)
	164.5
	-5.7

	Number of shares(million)
	748
	17

	annual sales(£,m)
	1603.8
	1500

	sales per share
	2.144899696
	86.84210526

	Dividend per share(£)
	0.13
	0.17

	Dividend (£,m)
	109
	179

	PAT(£,m)
	164.5
	-5.7

	Gross Profit (£,m)
	1221.6
	1,154.30

	Total asset (£,m)
	2442.7
	4,992.00

	Share holders Equiity (£,m)
	1,225.50
	4,316.60

	Current asset (£,m)
	291.7
	369.90

	non quick asset [Investment property held for sale] (£,m)
	3.5
	64.8

	Current Liability (£,m)
	410.1
	372.8

	Total Liabilities (£,m)
	1217.2
	675.4

	Trade receivables (£,m)
	72.7
	55.2

	Accounts payable (£,m)
	370.4
	320.6

	Cost of sales (£,m)
	382.2
	346.5

	
	
	

	
	
	

	 
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	Investors Ratio
	 
	 

	P/E [Price per share/EPS]
	1499
	217

	Price-to-Sales Ratio[ Price per Share / Annual Sales Per Share]
	153.8
	0.8

	 
	 
	 

	Dividend yield[dividend per share / Earnings per share](£)
	0.59
	0.52

	Dividend pay-out ratio[Dividend/net income or profit]
	66%
	-3140%

	
	
	

	 
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	Profitability Ratios
	 
	 

	 
	 
	 

	Gross Profit margin[Gross Profit/Sales]
	76%
	77%

	 
	 
	 

	Net Profit margin [Net Profit/Sales]
	10%
	0%

	 
	 
	 

	ROA[PAT/Total Asset]
	0.07
	0.00

	 
	 
	 

	ROE[PAT or net income/Shareholders equity]
	0.134
	-0.001

	
	
	

	 
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	Liquidity Ratios
	 
	 

	 
	 
	 

	Current Ratio[current asset/Current Liability]
	0.71
	1.0

	Quick Ratio[Quick asset(current asset-assets that cannot be readily converted in to cash)/Current Liability]
	0.70
	0.82

	
	
	

	
	
	

	 
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	Efficiency Ratios
	 
	 

	 
	 
	 

	Debtor days[(Trade debtors/sales)*365]
	17
	13

	Creditor days([Accounts payable/cost of sales]*365)
	354
	338

	Length of cash generation cycle
	337
	324

	
	
	

	
	
	

	 
	2016
	2016

	 
	William hill plc
	Paddy Power Betfair PLC

	Capital structure ratios
	 
	 

	 
	 
	 

	Debt-to-Equity Ratio = Total Liabilities / Total Shareholder Equity
	0.993
	0.156


	YEAR
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	 
	£(GBP)
	 

	Price per share
	329.8
	71.52

	EPS( basic adjusted  Earnings per share )
	0.28
	2.59

	Net profit/Loss(£,m)
	-83.2
	217.7

	Number of shares(million)
	297
	84

	annual sales(£,m)
	1711.1
	1745.4

	sales per share
	5.758509615
	20.765209

	Dividend per share(£)
	0.13
	2

	Dividend (£,m)
	108.1
	169

	PAT(£,m)
	236.9
	217.7

	Gross Profit (£,m)
	1296.2
	1340

	Total asset (£,m)
	23620
	4928.5

	Share holders Equity (£,m)
	1062.7
	4395.4

	Current asset (£,m)
	393.4
	430.8

	non quick asset [Investment property held for sale] (£,m)
	3.5
	75.4

	Current Liability (£,m)
	4779
	149.4

	Total Liabilities (£,m)
	1299.3
	533.1

	Trade receivables (£,m)
	72.9
	48.8

	Accounts payable (£,m)
	455.5
	334.7

	Cost of sales (£,m)
	432.2
	405.4

	
	
	

	
	
	

	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Investors Ratio
	 
	 

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

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

	 
	 
	 

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

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

	
	
	

	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Profitability Ratios
	 
	 

	 
	 
	 

	Gross Profit margin[Gross Profit/Sales]
	76%
	77%

	 
	 
	 

	Net Profit margin [Net Profit/Sales]
	14%
	12%

	 
	 
	 

	ROA[PAT/Total Asset]
	0.01
	0.04

	 
	 
	 

	ROE [ PAT or net income/Shareholders equity]
	0.223
	0.050

	
	
	

	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Liquidity Ratios
	 
	 

	 
	 
	 

	Current Ratio[current asset/Current Liability]
	0.08
	2.9

	Quick Ratio[Quick asset(current asset-asests that can not be readily converted in to cash)/Current Liability]
	0.08
	2.38

	
	
	

	
	
	

	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Efficiency Ratios
	 
	 

	 
	 
	 

	Debtor days[(Trade debtors/sales)*365]
	16
	10

	Creditor days([Accounts payable/cost of sales]*365)
	385
	301

	Length of cash generation cycle
	369
	291

	
	
	

	
	
	

	 
	2017
	2017

	 
	William hill plc
	Paddy Power Betfair PLC

	Capital structure ratios
	 
	 

	 
	 
	 

	Debt-to-Equity Ratio = Total Liabilities / Total Shareholder Equity
	1.223
	0.121
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Introduction:

Mr. Patel Mintro who owns a manufacturing company in Britain is looking for some investment opportunities that can generate some additional profit for him. For this purpose he is considering the project –A & Project-B and he will choose one of the projects. The project appraisal techniques of NPV,PAY BACK PERIOD & the ARR has been used to identify that which project is comparatively more profitable so that Mr. Patel Mintro can choose one of them(which is more potentially profitable) for the purpose of investment(Götze et al.,2016).

a)

Determination of the NPV

Calculation of the annual depreciation amount for project-A:


	 
	Project-A
	 

	 
	 
	£

	Initial Investment
	 
	160000

	Life of project(years)
	 
	6

	Residual Value(at the end of life of the project )
	 
	20000

	Rate of Depreciation
	 
	17%

	Annual depreciation value
	 
	23333


	 
	Project-B
	 

	 
	 
	£

	Initial Investment
	 
	220000

	Life of project(years)
	 
	6

	Residual Value(at the end of life of the project )
	 
	10000

	Rate of Depreciation
	 
	17%

	Annual depreciation value
	 
	35000


NPV:  NPV or the Net Present Value is the difference between the cash outflow or the initial investment made for the project and the discounted present value of the cash inflows where the opportunity cost of capital is used as the rate of discount (Feuz and Ritten, 2017). In case of project appraisal; when two projects are compared, then the project with higher NPV value is preferred. However the shortlisted projects that are considered for investments should have a positive NPV value (Carmichael, 2011).
	NPV  calculation-6 years life,(Project-A)

	 
	 
	cash inflows(£ )
	 
	 
	 
	 
	 

	 
	Initial cost(£)
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	yr-7
	yr-8
	yr-9
	yr-10
	NPV(£)

	Investment(£)
	160000
	45000
	45000
	45000
	45000
	45000
	45000
	 
	 
	 
	 
	 

	Depreciation values(£)
	 
	23333
	23333
	23333
	23333
	23333
	23333
	 
	 
	 
	 
	 

	Net cash flow(£)
	 
	21667
	21667
	21667
	21667
	21667
	21667
	 
	 
	 
	 
	 

	present value calculation with cost of capital of 7%
	 
	20249.221
	18924.506
	17686.45
	16529.4
	15448.03
	14437.415
	0
	0
	0
	0
	-56724.97

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


	NPV  calculation-6 years life,(Project-A)[without the effect of depreciation]

	 
	 
	cash inflows(£ )
	 
	 
	 
	 
	 

	 
	Initial cost(£)
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	yr-7
	yr-8
	yr-9
	yr-10
	NPV(£)

	Investment(£)
	160000
	45000
	45000
	45000
	45000
	45000
	45000
	 
	 
	 
	 
	 

	present value calculation with cost of capital of 7%
	 
	42056.075
	39304.743
	36733.4
	34330.28
	32084.38
	29985.4
	0
	0
	0
	0
	54494.28

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


	NPV  calculation-6 years life,(Project-B)

	 
	 
	cash inflows(£ )
	 
	 
	 
	 
	 

	 
	Initial cost(£)
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	yr-7
	yr-8
	yr-9
	yr-10
	NPV(£)

	Investment(£)
	220000
	60000
	60000
	60000
	60000
	60000
	60000
	 
	 
	 
	 
	 

	Depreciation values(£)
	 
	35000
	35000
	35000
	35000
	35000
	35000
	 
	 
	 
	 
	 

	Net cash flow(£)
	 
	25000
	25000
	25000
	25000
	25000
	25000
	 
	 
	 
	 
	 

	present value calculation with cost of capital of 7%
	 
	23364.486
	21835.968
	20407.45
	19072.38
	17824.65
	16658.556
	0
	0
	0
	0
	-100836.51

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


	NPV  calculation-6 years life,(Project-B)[without the effect of depreciation]

	 
	 
	cash inflows(£ )
	 
	 
	 
	 
	 

	 
	Initial cost(£)
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	yr-7
	yr-8
	yr-9
	yr-10
	NPV(£)

	Investment(£)
	220000
	60000
	60000
	60000
	60000
	60000
	60000
	 
	 
	 
	 
	 

	present value calculation with cost of capital of 7%
	 
	56074.766
	52406.324
	48977.87
	45773.71
	42779.17
	39980.533
	0
	0
	0
	0
	65992.38

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


Determination of Pay Back Period:

Pay Back Period:
The payback period helps to evaluate the duration of time that will be needed, to recover the initial investment made in the project with the future stream of cash flows that are expected to be generated by the Project. While comparing between the two projects, the project with the smaller payback period is always preferred as the project that is quicker in covering the initial investment is less risky to invest where the period for which initial investment remains locked up for a lesser period (Gorshkov et al., 2014).

	Simple  Payback period calculation, Project-A

	 
	 
	cash inflows(£ )
	 
	 
	 
	 
	 
	 

	 
	Initial cost
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	yr-7
	yr-8
	yr-9
	yr-10
	Fraction of Payback period recovered in 8th year
	Payback period calculated(yrs.’)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Investment
	160000
	21667
	21667
	21667
	21667
	21667
	21667
	21667
	21667
	 
	 
	0.38
	7.38 years

	cumulated cash investment(£ )
	 
	138333
	116667
	95000
	73333
	51667
	30000
	8333
	-13333
	 
	 
	 
	 


	Simple  Payback period calculation, Project-A[without the effect of depreciation]

	 
	 
	cash inflows(£ )
	 
	 
	 
	 
	 
	 

	 
	Initial cost
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	yr-7
	yr-8
	yr-9
	yr-10
	Fraction of Payback period recovered in 4th year
	Payback period calculated(yrs)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Investment
	160000
	45000
	45000
	45000
	45000
	45000
	45000
	 
	 
	 
	 
	0.56
	3.56 years

	cumulated cash investment(£ )
	 
	115000
	70000
	25000
	-20000
	
	
	 
	 
	 
	 
	 
	 


	Simple  Payback period calculation, Project-B

	 
	 
	cash inflows(£ )
	 
	 
	 
	 
	 
	 

	 
	Initial cost
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	yr-7
	yr-8
	yr-9
	yr-10
	Fraction of Payback period recovered in 2nd year
	Pay back period calculated(yrs)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Investment
	220000
	25000
	25000
	25000
	25000
	25000
	25000
	25000
	25000
	25000
	 
	0.80
	More than 8.8 years

	cumulated cash investment(£ )
	 
	195000
	170000
	145000
	120000
	95000
	70000
	45000
	20000
	-5000
	 
	 
	 


	Simple  Payback period calculation, Project-B[without the effect of depreciation]

	 
	 
	cash inflows(£ )
	 
	 
	 
	 
	 
	 

	 
	Initial cost
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	yr-7
	yr-8
	yr-9
	yr-10
	Fraction of Payback period recovered in 4th year
	Payback period calculated(yrs)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Investment
	220000
	60000
	60000
	60000
	60000
	60000
	60000
	 
	 
	 
	 
	0.67
	3.67 years

	cumulated cash investment(£ )
	 
	160000
	100000
	40000
	-20000
	 
	 
	 
	 
	 
	 
	 
	 


b)

Determination of ARR

Accounting Rate of Return (ARR) is derived by dividing the average net income that an asset is expected to produce by the average cost of capital (which is the initial investment here) and is expressed as an annual percentage. The ARR is used for making capital budgeting decisions and generally a project is considered profitable for investment provided the ARR of the project is at least equal to or greater than the internal rate of return or the opportunity cost of capital that has been  invested in the project(Dyson and Berry, 2014).

	ARR  calculation, Project-A

	 
	 
	Net cash inflows(£ )
	 
	 
	(£ )
	(£,m )
	(£,m )
	ARR

	 
	Initial cost(I)
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	Total cumulative cash flow
	Average annual profit((total cumulative cash flow-initial cost)/number of years of cash flow
	total asset invested in the 6 years period
	Residual value
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Investment
	160000
	21666.667
	21666.667
	21666.67
	21666.67
	21666.67
	21666.67
	 
	 
	 
	 
	 

	Cumulative cash flow
	 
	21666.667
	43333.333
	65000
	86666.67
	108333.3
	130000
	130000.00
	-5000
	160,000
	20000
	-4%

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


	ARR  calculation, Project-A[without the effect of depreciation]

	 
	 
	Net cash inflows(£ )
	 
	 
	(£ )
	(£,m )
	ARR

	 
	Initial cost(I)
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	Total cumulative cash flow
	Average annual profit((total cumulative cash flow-initial cost)/number of years of cash flow
	total asset invested in the 6 years period
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Investment
	160000
	45000
	45000
	45000
	45000
	45000
	45000
	 
	 
	 
	 

	Cumulative cash flow
	 
	45000
	90000
	135000
	180000
	225000
	270000
	270000.00
	18333.33333
	160,000
	11%

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


	ARR  calculation, Project-B

	 
	 
	Net cash inflows(£ )
	 
	 
	(£ )
	(£,m )
	(£,m )
	ARR

	 
	Initial cost(I)
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	Total cumulative cash flow
	Average annual profit((total cumulative cash flow-initial cost)/number of years of cash flow
	total asset invested in the 6 years period
	Residual value
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Investment
	220000
	25000
	25000
	25000
	25000
	25000
	25000
	 
	 
	 
	 
	 

	Cumulative cash flow
	 
	25000
	50000
	75000
	100000
	125000
	150000
	150000.00
	-11666.66667
	220000
	10000
	-6%

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


	ARR  calculation, Project-B[without the effect of depreciation]

	 
	 
	Net cash inflows(£ )
	 
	 
	(£ )
	(£,m )
	ARR
	

	 
	Initial cost(I)
	yr-1
	yr-2
	yr-3
	yr-4
	yr-5
	yr-6
	Total cumulative cash flow
	Average annual profit((total cumulative cash flow-initial cost)/number of years of cash flow
	total asset invested in the 6 years period
	 
	

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	

	Investment
	220000
	60000
	60000
	60000
	60000
	60000
	60000
	 
	 
	 
	 
	

	Cumulative cash flow
	 
	60000
	120000
	180000
	240000
	300000
	360000
	360000.00
	23333.33333
	220000
	11%
	

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	


c)

Evaluation of project potential with respect to NPV

If the NPV is calculated on the basis of the net cash flows after deducting the annual depreciation amount (calculated by using the straight-line method of depreciation) then a negative NPV value appears with respect to both Project-A(-56724.97) & Project-B(-100836.51). However as the NPV-value of Project-B is more negative than the NPV-value of Project-A, therefore Project-B is least preferred by this criterion (Samset, 2010).

Again if the NPV values are considered with output considering the impact of depreciation then it can be seen that NPV values of Project-A (54494.28) & Project-B (65992.38) positive. That is both the projects are viable for investment consideration. Thus if the impact of the depreciation is not considered, then preference will be given to Project-B over Project-A.

Thus following the NPV criteria it can be seen that if the impact of depreciation is not considered then NPV value is positive with respect to both the projects and as project-B is having NPV value, therefore Project-B should be given preference between the projects-A & Project-B. But if the NPV calculation is done on the basis of the net cash flows after deducting the annual depreciation amount then as The NPV value has become negative with respect to both the projects therefore both the projects are not viable to consider for the purpose of investment and then between the two projects the Project-B is least preferred (Tziralis et al., 2009).
Evaluation of project potential with respect to Payback Period

Looking at the payback period it can be seen that when the impact of the depreciation (that is the payback period is calculated by using the annual cash flows net of depreciation) is considered then in case of both the projects 9it can be seen that the initial cost of investment cannot be recovered with in the period of life of the project which is a six years period.

In case of the project-A it can be seen that if it is assumed that the project continues to generate the same amount of net annual cash flows (£21667) for additional three years [that is for 7th , 8Th  year] beyond the life of the project (of 6 years), then the project-B will be able to recover the initial cost in 7.38yeras which is the virtual payback period for Project-A that is ,practically not possible for the project to attain(Browne and Ryan,2011).

In case of the project-B it can be seen that if it is assumed that the project continues to generate the same amount of net annual cash flows (£25000) for additional two years [that is for 7th & 8Th & 9th year] beyond the life of the project (of 6 years), then the project-B will be able to recover the initial cost in 8.8yeras which is the virtual payback period for Project-B that is, practically not possible for the project to attain.

Thus the virtual pay back periods that has been calculated after considering the impact of the depreciation reveals that both the projects is not preferred for investment as for neither of the projects it is not possible to recover the initial cost with in the life of the project and among the two projects project-B is least preferred as its virtual payback period is longer (Jha-Thakur et al., 2009).

But if the payback period is considered without considering the impacts of depreciation, then it can be seen that the payback period of project-A is 3.56 years & Project-B is 3.67 years and as there is little difference between the two pay back periods so project-A will be given little preference over Project-B as per the pay back criterion.

Evaluation of project potential with respect to ARR

If the ARR is calculated on the basis of the annual cash flows net of the annual depreciation amount, then it can be seen that ARR is negative for both the projects and for Project-A it is (-4%) and that of Project-B it is (-6%).This indicates that neither of the project is preferred as per the criterion and between the two the Project-B is least preferred.

Again if the ARR is calculated without considering the impact of the depreciation (that is the annual projected cash flows has been considered without deducting the amount of annual depreciation) then the ARR of Project-A is 11%and Project-B is 11% and as the ARR of both the projects is equal and greater than the cost of capital of 7%, therefore both the projects are equally viable with respect to the ARR criterion(Kealy,  2013).

d)

Advantages & Limitations of NPV with respect to project evaluation

Advantages of NPV:
The process of calculating the discounted projected future in inflow of cash reveals the fact that the Method of NPV considers the fact that the value of money decreases with the passage of time and in other words the NPV method considers the Time Value of money concept.

The NPV method directly describes that whether the chosen project will add any positive value to the organization or not and if the project is adding positive value to the organization then what will be the amount of the value that will be added to the organization(Pasqual et al.,2013).

The NPV calculation also describes that the discounted present value of the future cash flows also decreases with the increase in the number of years and thus the NPV recognizes the fact that the impact of the future cash flows(over the project) decreases with the passage of time.

Disadvantages of NPV:
One of the major weaknesses of the process of NPV calculation is that the cost of capital that is used for discounting the projected future cash flows are chosen on the basis of sheer guess

Besides if the scale of operation of the two projects is different then also the NPV method cannot be used for comparing the two projects for the purpose of investment (Rajaram et al., 2010).
Advantages & Limitations of Pay Back period with respect to project evaluation

Advantages of Payback Period:
The process of calculation is simple and comprehensive and the process does not include any complicated calculation

This project appraisal technique is a good measure of risk as the process identifies the project where the initial capital will remain locked up for smaller period of time.
Disadvantages of Payback Period:
The Payback Period completely neglects the aspects of the time value of money as the process does not considers the fact that with the passage of time the value of money decreases.

The process is more focused on visualising the liquidity of project rather than the profitability (Hammond et al., 2012).

e)

Non Financial factors to be considered with respect to project appraisal

The following non-financial factors must be considered by an organization in the context of project appraisal:

Impact of investment over staff motivation: 

When an organization finally chooses a project for investment then the organization must judge the impact of investing in that project over the motivation of the staff. For instance if investment is going to be made on a machine that will bring automation and reduce the manual work then the staffs must be convinced by the management that they are still important for the organization in order to maintain their motivation. Otherwise the de-motivated staffs will reduce the overall working quality of the organization. 

The Availability of Manpower:
While investing in a project the organization has to ensure that there is sufficient manpower to regulate the new project in which investment is going to be made. Otherwise the project may not be able to generate the expected return due to the shortage of manpower (Watt et al., 2009).

Customer Satisfaction:

While investing in a project, the organization must focus upon the aspect that how much customer satisfaction can be generated from the investment of the project. In other word if the investment in the project enhances the customer satisfaction then the sales of the products or services produced by the company will grow and the overall sales turn over and the cash flow from the project will increase (Harrison and Lock, 2017).
Conclusion:

From the discussion of the above projects it can be seen that while selecting a project by applying the different capita; budgeting techniques of NPV, ARR, and PAYBACK period equal importance will be given to the non financial factors like staff motivation, availability of manpower, customer satisfaction for maximization of returns from the project investment.
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Calculation of annual depreciation Amount as per straight-line method of depreciation











