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1. [bookmark: _Toc162563355]History 

Abbott Laboratories, established by Dr. Wallace C. Abbott in 1888, has created a reputation as a multinational healthcare company over the years. It began as a single-man business that sold pharmaceuticals and it has now turned into a multi-dimensional health care company.
Industry: Abbott is active in healthcare industry with the emphasis on medical devices, diagnostics, branded generic medicines and nutritional products. The main feature of this field is continuous innovations, strict regulatory requirements and the rising trend because of ageing population and higher health consciousness.
Business Model: The business strategy of Abbott is based on a diversified production of healthcare products and services. Company puts emphasis on research and development to promote innovation among its product range. It operates through four main segments: Established for pharmaceutical products, diagnostic products, nutritional products, and medical devices. This diversification helps Abbott to cater to many healthcare fields and makes it independent from any market or product line entirely.
Marketplace: Abbott is a global player that exists in more than 160 countries through the sale of its products. It deals with different markets such as highly developed countries where it sells expensive medical equipment and emerging markets where it offers middle-tier and generic products. Global reach of Abbott has been excelled by means of strategic acquisitions for instance taking over St. Jude Medical in 2017 which helped providing stronghold in cardiovascular market and medical devices.
2. [bookmark: _Toc162563356]Major Competitors

· Johnson & Johnson: A major competitor in various healthcare segments, including medical devices and pharmaceuticals.
· Medtronic: Competes in the medical devices sector, particularly in cardiovascular and diabetes product lines.
· Roche: A key player in diagnostics and pharmaceuticals, Roche is a competitor in several of Abbott’s operational areas.
3. [bookmark: _Toc162208546][bookmark: _Toc162563357]Major Event of Abbott Laboratories
Here are some major events over the past five years that may have been significant in shaping Abbott Laboratories' business operations and results:
2022
Product Recalled
Similac powdered baby formula – baby consumers who became ill with Cronobacter infections after ingesting milk formula produced at Similac factory in Michigan, some of them died.
2019
Product Recalled
Implantable cardioverter defibrillators
Reason for Recall
Some cases have been identified which were associated with the use of the electrical wires that had been manipulated during the manufacturing process and then were not properly insulated.
In the USA there will be affected 108 – to be more precise.
2018
Product Recalled
The Heartmate 3 LVAS is a left ventricular assist device that is implanted into the patient’s body to provide assist with pumping blood from the left to the right ventricle.
Reason for Recall
Defect in the system that is the cause of a permanent malfunction where it cannot pump blood which happens persistently setting off a low-flow alarm, thus leading to blood clotting and ultimately death.
The Impacts of the Service: In the U.S., this will affect 4,878 units.
2017
Product Recalled
Implanted defibrillators such as Accent MRI, Accent ST etc. manufactured by St. Jude were affected as well as Abbott pacemakers including Accent, Anthem, Assurity and Allure.
The Reason to Recal - hackers have a chance to control those gadgets.
Units Affected is Number – 465,000
2017
Product Recalled
The three different coronary catheters, the NC Trek RX Coronary Catheter for coronary dilatation and two more catheters NC Traveler coronary dilatation catheters and NC Tenku RX PTCA balloon catheters for coronary dilatation.
Reason for Recall
There were 19 cases of injury and one death from patency issue when the patient couldn’t withdraw the sheath; the defect was found that it was difficult to inflate or deflate the balloon around the catheter insertion site; the balloon caused air embolism, heart attack and death.
In the U.S there are 132,040 of affected units
4. [bookmark: _Toc162563358]Calculation of financial ratios

To calculate the financial ratios for Abbott Laboratories for the most recent financial year, we need the following data from their financial statements:
	· Net Income
	3,004

	· Revenue
	49,258

	· Current Assets
	21,829

	· Current Liabilities
	14,607

	· Total Liabilities
	16,814

	· Shareholders' Equity
	17,106

	· Total Assets
	33,920



Now, let's calculate the financial ratios:
4.1 [bookmark: _Toc162563359] Profitability Ratio: Net Profit Margin

Profit margin is an accounting ratio of profit-per-dollar of revenue earned by a company. It is calculated as a ratio and hence it portrays how much profit a company makes in light of a dollar of revenue it earmarks (Hosaka, 2019).
Net Profit Margin = (Net Income / Revenue) × 100
· Net Income: The bottom line which comes after all the companies has deducted all the expenses, taxes and any other costs from the total revenue. Net income of the Abbott Laboratories stands at $3,004 million.
· Revenue: The total number of monies generated by the company from its business activities. Abbott Laboratories has a relatively high revenue ($49,258 million).
The calculation is as follows:
Net Profit Margin = (3,004 / 49,258) × 100 = 6.1%
In broader terms, this implies that the company will have 6.1 cents of net profit on each $1 of revenue earned after payments for all the costs it has incurred. The higher the net profit margin, it signifies a more profitable firm, whereas less than the net margin is to an extent unprofitable. The net margin profit, which is a critical financial health and operation efficiency parameter, tells us about the overall company's performance.
4.2 [bookmark: _Toc162563360] Liquidity Ratio: Current Ratio

The Current Ratio is a liquidity ratio that evaluates the capacity of the given company to repay the short-term liabilities by the short-term assets (Kliestik et al., 2020).
Current Ratio = Current Assets / Current Liabilities
· Current Assets: Among these is the category of current assets which generally consist of cash, inventory for sale, and commodities to be consumed within a year. A current liabilities of Abbot Laboratories are $21,829 million.
· Current Liabilities: It belongs to the category of claims that are due within a year. Abbott Laboratories have $14,607 million as its current liabilities in the balance sheet.
The calculation is as follows:
Current Ratio = 21,829 / 14,607 = 1.49
Thus, the ratio of 1.49 reveals that Abbott Laboratories has as much as $1.49 cash and other current assets just enough to cover its current financial obligations of $1. In case the current ratio is greater than one, the company has enough assets to meet its short-term obligations; thus it is seen as a positive signal for liquidity. A figure of current ratio below 1 would point out the probability of liquidity problems, because the company may not possess enough liquid assets for its short-term obligations. The current ratio, though differs from industry to industry, so you need to benchmark it against other industry averages or those of the competitions for an informative credit analysis.
4.3 [bookmark: _Toc162563361]  Gearing Ratio: Debt-to-Equity Ratio

The debt-to-equity ratio is a financial ratio indicating the relative proportion of shareholders' equity and debt used to finance a company's assets. Closely related to leveraging, the ratio is also known as risk, gearing or leverage (Revsine, Collins, and Johnson, 2021).
Debt-to-Equity Ratio = Total Liabilities / Shareholders' Equity
· Total Liabilities: These are the total financial obligations that the company owes to creditors. For Abbott Laboratories, the total liabilities amount to $16,814 million.
· Shareholders' Equity: This represents the owners' residual interest in the company after debts have been paid. It's the amount of money that would be returned to shareholders if all of the company's assets were liquidated and all of its debts were paid off. For Abbott Laboratories, the shareholders' equity is $17,106 million.
The calculation is as follows:
Debt-to-Equity Ratio = 16,814 / 17,106 = 0.9
A Debt-to-Equity Ratio of 0.9 means that for every dollar of equity, Abbott Laboratories has 90 cents in debt. This indicates a moderate level of financial leverage. A lower ratio suggests less reliance on debt and a potentially lower risk of financial distress, while a higher ratio may indicate greater reliance on debt and higher financial risk. The optimal Debt-to-Equity Ratio can vary depending on the industry and the company's specific financial strategy.
4.4 [bookmark: _Toc162563362] Efficiency Ratio: Asset Turnover Ratio

In finance, asset turnover, total asset turnover, or asset turns is a financial ratio that measures the efficiency of a company's use of its assets in generating sales revenue or sales income to the company (Fridson and Alvarez, 2022). 
Asset Turnover Ratio = Revenue / Total Assets
· Revenue: This is the total amount of income generated by the company from its normal business operations. For Abbott Laboratories, the revenue is $49,258 million.
· Total Assets: These are the total resources owned by the company that have economic value. For Abbott Laboratories, the total assets amount to $33,920 million.
The calculation is as follows:
Asset Turnover Ratio = 49,258 / 33,920 = 1.45
Abbott Laboratories' Asset Turnover Ratio of 1.45 reflects a revenue generation of $1.45 per $1 assets. This shows a good mark of using its assets with a high productivity rate. A higher ratio reflects the more effective asset utilization; with a lower ratio may arise the issue of inefficiency or underutilization of assets. Comparing the ratio to the sector averages and historical trends deserve your attention to look into it in depth.
According to these calculated ratios, Abbott Laboratories has a strong profit margin, has good liquidity, has an average level of leverage, and has acceptable asset efficiency. Still, these ratios must be compared with the same data of the industry and the history of the company, to better interpret their financial data.
[image: ]
Figure 1: Ration Analysis (https://www.pk.abbott/ )
5. [bookmark: _Toc162563363]Evaluation of Financial Ratios 

To critically evaluate the financial ratios of Abbott Laboratories using recent academic references, we'll consider the implications of each ratio and how they compare to industry benchmarks and historical data:
5.1 [bookmark: _Toc162563364]  Profitability Ratio: Net Profit Margin

6.1% Net Profit Ratio depicts that Abbott Laboratories has an ability to transform revenues of 6.1% to net profit. Palepu and Healy in "Business Analysis and Valuation" (2020) suggest that the net profit margin needs to be evaluated in the context with the industry average and past performance of the company. If the past trends of revenue per patient are higher than the industry average, Abbott may need to address its profitability.
As cited by Brigham and Houston, in their work Fundamentals of Financial Management, a net profit margin is one of the most important criteria in assessing the success of a company. Profits for Abbott Laboratories is 6.1 %, can be labeled as moderate, but it tends to be necessary to compare this figure with indicators of the industry's performance and historical revenues, to make a more profound analysis.
5.2 [bookmark: _Toc162563365]  Liquidity Ratio: Current Ratio

The Current Ratio of Abbott Laboratories stands at 1.49 which implies that the company has 1.49 times more current assets than current liabilities that can be considered adequate to meet its immediate obligations. Brealey, et al, authors of "Principles of Corporate Finance" write in the book that a current ratio above one is normally considered strong, but it must be compared with industry standards. It means the ratio is getting to be more than the industry average. In such a case, it gives an implication that the assets are used inefficiently.
Titman, Keown, and Martin (2020) in Financial Management: The chapter recalls the principles and applications stressing the current ratio as an assessment tool for a firm's short-term liquidity. A ratio of 1.49 shows that the company has enough current assets that can be used to cover the current liabilities holding the company in good financial state. Nevertheless, an employer should be aware of the industry standards so as to ascertain if the ratio is optimal concerning Abbott.
5.3 [bookmark: _Toc162563366]  Gearing Ratio: Debt-to-Equity Ratio

A Debt-to-Equity Ratio of 0.9 shows that this company usually use moderate debt in its capital structure. Said that, Ross, Westerfield and Jordan, (2019), of "Fundamentals of Corporate Finance," that the debt-to-equity ratio should be as close to 1 as possible to suggest a balance between debt and equity financing. On the contrary, one will need to monitor this structure carefully to avoid the company from overleveraging which would lead to the company becoming overextended.
In Corporate Finance textbook written by Berk and Desmarzo (2019), the debt-to-equity ratio is highlighted as an indicator of a firm’s leverage. According to the debt/equity (DE) ratio of 0.9 for Abbott Labs, the company is holding an optimal balance for capital structure debt and equity. At this point of gearing, this is actually seen as a very feasible option, but the best mix of industry specifics and economic buildings will depend on the specific circumstances.
5.4 [bookmark: _Toc162563367]  Efficiency Ratio: Asset Turnover Ratio

With Total Assets to Sales Ratio of 1.45, Abbott Laboratories earns $1.45 on every dollar of each asset. Kieso, Weygandt, and Warfield (2021), in the book "Intermediate Accounting", explain that a higher level of asset turnover means the assets are being used in an effective manner. This ration is your key to compensating where you are standing in terms of efficiency of resource utilization by the industry averages.
As indicated by Kieso, Weygandt, and Warfield (2021), asset turnover ratio is the measure of a company’s efficiency in utilizing assets to generate cash inflows (i.e. revenue) Abbott Laboratories with the ratio of 1.45 for assets turnover reflects good asset effectiveness. Nevertheless, such comparison with industry indicators should be carried out in order to figure out if there is any more we can do to improve the ratio.
[image: ]
Figure 2: Ratio Analysis Method (https://www.investopedia.com/ )
6. [bookmark: _Toc162563368]Comparison with major competitor

To compare Abbott Laboratories with a major competitor, let's choose Johnson & Johnson (J&J) as the competitor. The financial data for J&J will be hypothetical for this comparison. The ratios for Abbott Laboratories are as follows:
Financial ratios for Abbott Laboratories Johnson & Johnson:

	Ratios 
	Abbott Laboratories
	Johnson & Johnson

	Net Profit Margin
	6.1%
	19.21%

	Current Ratio
	1.49
	0.99

	Debt-to-Equity Ratio
	0.9
	1.43

	Asset Turnover Ratio
	1.45
	0.51



Net Profit Margin:
Abbott Laboratories: 6.1%
Johnson & Johnson: 19.21%
Comparison: Johnson & Johnson records a higher net profit margin with respect to Abbott Laboratories overall. This implies that on a year-on-year basis Johnson & Johnson resort to converting revenue into profit much more efficiently than their competitors, which enables them to charge higher prices, better to manage operating costs, or both.
Evaluation:
· Johnson & Johnson might be primarily associated with a higher margin for this reason, including any of the following factors as well, such as broader pricing power, better cost management, a successful product mix, or economies of scale. P/E ratio at this level is the evidence enough for the market to believe that Johnson & Johnson has a better market standing as well as a more functional operating strategy.
· The lower margin ratio of Abbott Labs suggests maybe financial difficulties that could be borne of increased costs, insufficient pricing power, or product mix that is less profitable versus Johnson & Johnson. Evaluation of the reasons causing such divergence is of primary importance for Abbott Laboratories and determination of the ways how to improve profitability is a key task here, e.g. reducing the cost of production, optimizing price or the product portfolio.
Current Ratio:
Abbott Laboratories: 1.49
Johnson & Johnson: 0.99
Comparison: Abbott Labs has a higher current asset multiplier, which implies better short-term liquidity versus J&J by using the same metric. Johnsons & Johnsons current ratio being a measurement of liabilities being more than assets shows potentially that the company could be having a liquidity problem.
Evaluation:
· Abbot Laboratories has a higher Working Capital Ratio, which proves to be better than Johnson & Johnson's. The ratio indicates that Abbott can be certain that employed current assets can work over its current liabilities and this is typically regarded as a good sign for company finance health.
· The Current Ratio is lowered below 1 by Johnson & Johnson, which implies a problem on the short-term liquidity of the company. The ratio lower than 1 shows that the business may be in difficulty to pay its short-term debts unless the management resorts eventually to other ways of financing or to the liquidation of assets. Johnson & Johnson need to follow the scenario of its liquidity level and probably may initiate some solutions like the efficient way to manage the cash held by its customers and reduce the inventory or pay the short-term debts.
Debt-to-Equity Ratio:
Abbott Laboratories: 0.9
Johnson & Johnson: 1.43
Comparison: The debt-to-equity ratio of Johnson & Johnson, a higher value than Abbott Laboratories, shows a greater weighting on debt financing than the latter, in which debt financing is more crucial. Such a higher debt/equity ratio can increase the financial risk for Johnson & Johnson mainly in unstable economic conditions.
Evaluation:
· Lower Debt-to-Equity ratio of Abbott Laboratories signifies conservative financial approach, where company involves less debt compared to Equity. This is helpful because it ensures the company's sustainability through avoiding financial distress and interest costs, but, correspondingly, it may restrict the company's possibility to return equity at a higher rate through financial leverage.
· It can be said that Johnson & Johnson use debt to a greater degree than the equity in order to raise funds. During times of economic upturns, the leverage can obviously magnify the return on equity of the financial institution; however, during economic downturns or high interest rates the same leverage can translate to financial strain.
Asset Turnover Ratio:
Abbott Laboratories: 1.45
Johnson & Johnson: 0.51
Comparison: Abbott Laboratories has unique asset turnover ratio that reveals more productive exploitation of assets for turning revenue compared to J&J. The Johnson & Johnson having a lower asset turnover ratio indicates most likely that it has more resource on its asset base that is not functioning to its full potential.
Evaluation:
· Higher Asset Turnover Ratio at Abbott Laboratories shows the company has high utilization of assets and effective operational management. It symbolizes the fact that the company is making appropriate use of its assets to pile up sales, which in turn is a great sign for investors and other shareholders.
· By applying the lower Asset Turnover Ratio of Johnson & Johnson, it can be assumed that it holds a larger asset base which is not used in a productive manner to generate sufficient revenue. The cause may be due to the issues described above as for example underperforming assets, higher levels of investments in fixed assets or a business model with assets need very high investments for that.
7. [bookmark: _Toc162563369]Recommendations

 Based on the financial analysis of Abbott Laboratories, here are some recommendations for improving the company's financial management:
· Enhance Profitability:
Although Abbott Laboratories has a profitable net profit margin of 6.4%, there is still a chance to improve, especially compared to competitors like Johnson & Johnson. Abbott has to concentrate on the cost reduction tactics such as streamlining the operations and optimizing the supply chain operations, which will boost the profitability. On top of that, the enterprise can evaluate ways to broaden their pricing power through product differentiation and providing additional value to the customer.
· Improve Liquidity Management:
The present liquidity ratio of Abbott at 1.49 shows that it possesses adequate cash resources, though balancing the liquidity with returns on funds remains a key challenge. The business should constantly review its working capital needs and employ methodologies such as inventory management and accounts receivables improvements in order to optimize operation efficiency.
· Optimize Capital Structure:
Abbott Laboratories has its debt-to-equity ratio of 0.9. This means, the company operates on a moderate level of leverage. However, it is not too steep, hence the company will keep reviewing its capital structure in order to strike a balance between debt and equity. This may involve re-financing existing higher-interest debt to lower rates, considering alternative capital sources, and maintaining a strong equity position which can support the growth-oriented activities.
· Enhance Asset Utilization:
Abbot's asset turnover ratio at 1.45 shows that assets are being used efficiently. However, there is always an area of development in asset management. The organization can schedule frequent asset performance reviews to identify poorly used assets or untapped potential ones. Implementing technology-enabled solutions for asset tracking and management increase efficiency by as well.
· Strategic Acquisitions and Partnerships:
Abbott Laboratories managed to improve the company’s global presence and product portfolio through acquisitions, one of them being St. Jude Medical purchase. It would be wise of the firm to hold on to its search for potential projects and collaborations that are in line with its growth goals and business segments expansion.
· Focus on Innovation and R&D:
Continuous investment in research and development is crucial for Abbott to maintain its competitive edge in the healthcare industry. Innovation in product development and exploring new markets can drive revenue growth and improve profitability.
· Market Diversification:
While Abbott has a strong global presence, further diversification into emerging markets with high growth potential can provide additional revenue streams and reduce dependency on any single market.
8. [bookmark: _Toc162208555][bookmark: _Toc162563370]Computation for PBP, ARR, NPV

· Payback Period (PBP): The PBP is the time required to recover the initial investment. It's calculated by summing the cash flows until they equal the initial investment.
· Accounting Rate of Return (ARR): The ARR is the average annual profit (average cash flow) divided by the initial investment, expressed as a percentage. It's calculated as: ARR=(Average Annual Cash FlowInitial Investment)×100%ARR=(Initial InvestmentAverage Annual Cash Flow​)×100%
· Net Present Value (NPV): The NPV is the sum of the present values of all cash flows, discounted at the cost of capital. 

8.1 [bookmark: _Toc162208556][bookmark: _Toc162563371]  Project A

Initial Investment: £5,000 million
Cash Flows:
· Year 0: -£5,000 million
· Year 1: £2,500 million
· Year 2: £2,000 million
· Year 3: £1,000 million
· Year 4: -£442 million
Payback Period:
· Cumulative cash flow by the end of Year 2: £2,500 + £2,000 = £4,500 million
· Remaining amount to recover: £5,000 - £4,500 = £500 million
· Proportion of Year 3 needed to recover the remaining amount: £500 / £1,000 = 0.5 years
· PBP for Project A: 2 + 0.5 = 2.5 years
Accounting Rate of Return:
· Average Annual Cash Flow: ( £2,500 + £2,000 + £1,000 - £442 ) / 4 = £1,264.5 million
· ARR = ( £1,264.5 / £5,000 ) × 100% = 25.29%
Net Present Value:
· Discount Rate (r): 0.75%
· NPV = (-£5,000 / (1 + 0.0075)^0) + (£2,500 / (1 + 0.0075)^1) + (£2,000 / (1 + 0.0075)^2) + (£1,000 / (1 + 0.0075)^3) - (£442 / (1 + 0.0075)^4)
· NPV ≈ -£5,000 + £2,482.14 + £1,980.29 + £988.14 - £438.04
· NPV ≈ £12.53 million

8.2 [bookmark: _Toc162208557][bookmark: _Toc162563372]  Project B

Initial Investment: £1,000 million
Cash Flows:
· Year 0: -£1,000 million
· Year 1: £1,500 million
· Year 2: £1,000 million
· Year 3: £1,000 million
· Year 4: -£470 million
Payback Period:
· Accumulative cash flow by the end of Year 1: £1,500 million
· PBP for Project B: 1 year
Accounting Rate of Return:
· Average Annual Cash Flow: ( £1,500 + £1,000 + £1,000 - £470 ) / 4 = £757.5 million
· ARR = ( £757.5 / £1,000 ) × 100% = 75.75%
Net Present Value:
· NPV = (-£1,000 / (1 + 0.0075)^0) + (£1,500 / (1 + 0.0075)^1) + (£1,000 / (1 + 0.0075)^2) + (£1,000 / (1 + 0.0075)^3) - (£470 / (1 + 0.0075)^4)
· NPV ≈ -£1,000 + £1,490.20 + £992.56 + £985.29 - £465.02
· NPV ≈ £3.03 million
Conclusion:
· Project A: PBP = 2.5 years, ARR = 25.29%, NPV = £12.53 million
· **Project B

8.3 [bookmark: _Toc162208558][bookmark: _Toc162563373]  Evaluation of both projects 

The evaluation of the results from the Payback Period (PBP), Accounting Rate of Return (ARR), and Net Present Value (NPV) calculations for projects A and B reveals the following:
Project A:
· PBP: 2.5 years. From this, one can see that this payback period is very short and, thus, it is excellent for risking management.
· ARR: 25.29%. Along with that high rate, the project is anticipated to generate a high return on capital invested during its entire duration of operations and this situation implies a promising choice for both short and long-lived growth.
· NPV: £12.53 million. The positive NPV sees the project with many positive attributes and can be considered as financially valuable.
Project B:
· PBP: 1 year. The short time the payback period might be found to be attractive as it provides the investor with a fast return on investment in financial planning for short time perspective.
· ARR: 75.75%. The very rapid rate of ROI demonstrates that the undertaking would be highly beneficial financially and it may result in the announcement of higher profits.
· NPV: £3.03 million. Although responsible for a positive number, the NPV is lower than that of Project A which means that the project holds the worth however the amount is less.
8.4 [bookmark: _Toc162563374]  Recommendations 

Based on the financial analysis of Project A and Project B, here are some recommendations:
For Project A:
· Ideal for Long-Term Growth: The resulting Payback Period of 2.5 years and the ARR of 25.29% suggest that a prosperous future lies far ahead for project A. It gives an intent balance between risk and reward, which should be the solid table for investment strategy, if your company is mainly concentrated on growth and development.
· Strong Value Addition: Profitability indicators of the project like NPV of £12.53 million marked the presence of Project A as a valuable contributor to the company. The business-wise project with a long-term development impact on the overall value of our company.
For Project B:
· Great for Quick Returns: Project B offers a Payback Period of one year which is another big plus for fast return on investment. Considering that the main focus of your company is speedy profit making then such a project can make a lot of sense.
· High Profitability: The extremely high ARR of 75.75% are telling us that Project B is exceptionally profitable mainly. It shares in the small-term positive effect on earnings of the company.
· Moderate Value Addition: Despite the NPV £3.03 million that's a positive figure, it's less compared to the NPV of Project A. That indicates that Project B is useful but not as effective as Project A in the long run.
8.5 [bookmark: _Toc162563375] Choice of Project 

The choice between Project A and Project B depends on your company's strategic goals, risk tolerance, and financial capacity:
· If your company is focused on long-term growth and building value, Project A suits better. It is a sound investment, which promises a high payback period, a good discounted rate of return, and a positive net present value, therefore, it is likely to generate high returns in the future.
· If your company prioritizes quick returns and high profitability, the Project B should be implemented. Its investment horizon of two years and astronomical annual revenue accruals make it very lucrative for those who are willing to invest for quick returns, although the latter makes it a project that does not add much value compared to Project A.

8.6 [bookmark: _Toc162208561][bookmark: _Toc162563376]  Recalculation of NPV

Initial investments for each project increase by 10%, and all cash flows fall by 10%; 
Let's recalculate the NPV for both projects.
New Initial Investments:
Project A: £5000 * 1.1 = £5500 million
Project B: £1000 * 1.1 = £1100 million
New Projected Cash Flows (reduced by 10%):
Project A: [£2250, £1800, £900, -£442]
Project B: [£1350, £900, £900, -£470]
Calculating NPV with the cost of capital still at 0.75%
· Project A:
NPV = (-£5500) + £2250 / (1 + 0.0075)^1 + £1800 / (1 + 0.0075)^2 + £900 / (1 + 0.0075)^3 - £442 / (1 + 0.0075)^4
NPV = -£5500 + £2234.83 + £1785.66 + £893.49 - £439.25
NPV = £5.73 million

· Project B:

NPV = (-£1100) + £1350 / (1 + 0.0075)^1 + £900 / (1 + 0.0075)^2 + £900 / (1 + 0.0075)^3 - £470 / (1 + 0.0075)^4
NPV = -£1100 + £1340.52 + £893.49 + £893.49 - £467.13
NPV = £2.60 million
Commentary:
After adjusting for the increase in initial investments and the decrease in cash flows, the NPVs for both projects have decreased:
Project A's NPV decreased £12.53 million to £5.73 million.
Project B's NPV decreased £3.03 million to £2.60 million.
[bookmark: _Toc162563377]      8.7 Advantages and shortcomings

There are popular techniques such as Payback Period (PBP) and accounting rate of return (ARR) and net present value (NPV) for analyzing capital projects:
Payback Period (PBP):
· Advantages: PBP is easy to learn and each step you take to determine your personal budget seems to be easier to carry out. It gives the investor a very quick sense of when their initial investment can be recouped. This therefore can be used to lessen the associated risk as well as to evaluate the liquidity available for the project (Sinaga et al., 2023).
· Shortcomings: PBP is not sensitive to money flows, as for time value of money and/or those that occur after the payback period. This indicates that such a method may not accurately capture the true profitability of a project or the risk involved (Putri, 2023).
Accounting Rate of Return (ARR):
· Advantages: The ease of calculation and the comprehensiveness of ARR are the key benefits that makes it an attractive option for businesses. It allows to evaluate annual profitability of an investment, which ones of the projects could be the most attractive to get involved, or to assess performance against benchmarks (Brealey, Myers and Marcus, 2023).
· Shortcomings: As PBP, ARR disregards the fact that money has a temporal value. It is also an element of accrual-basis accounting rather than cash-flow measurement, which may involve non-cash accounts and different policies (Pinto, 2020).
Net Present Value (NPV):
· Advantages: NPV allows factoring in the time value of money with the aim of getting the more reliable measure of return power. It allocates all the cash inflows of the project and it is linked with a purpose maximizing the value for shareholders (Gaspars-Wieloch, 2019).
· Shortcomings: One might see difficulty in finding NPV as the projects may have irregular cash flows. Like the present value, projected net cash flows are also sensitive to the choice of discount rate which can be a bit subtle (Illés, 2020).
8.7 [bookmark: _Toc162563378]  Non-financial factors

In the process of assessing capital projects, management should not overlook non-financial factors, which may result in the absence of such a project and negative financial performance of the company. Some of these factors include:
· Strategic Alignment: The project needs to be congruent with the company strategy and the strategic plan of the company. Its evaluation should include how the project ties in with the business plan and yields a competitive advantage for the company.
· Market Demand: Identifying the current and the upcoming market demand for the product is similarly critical. Management should take into account the market trends, customer views as well as future demand shifts through the life of the project.
· Regulatory and Legal Compliance: The project must be implemented in adherence with all the appropriate legal, regulatory, and market standards. This non-compliance may lead to legal penalties, reputation loss as well as high costs incurred.
· Environmental and Social Impact: Companies tend to factor the environmental and social aspects, which their projects may be entailed in. Sustainable practices and social responsibility can be the sources of reputation nobility and protective measures against future risks.
· Technological Advancements: Tracking technology developments is a necessity for corporates wanting to retain their competitive edge. Management should take in consideration any new technology's effect on the project as well as for possible improvements.
· Risk Management: Not only do the managers deal with the monetary risks associated with the project, there are other risks, such as supply chain disruptions, geopolitical issues and cybersecurity threats, which must be considered. Risk mitigation strategies should be capable enough to deal with that situation.
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