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[bookmark: _2knu8eskxwq7]Executive Summary
The financial evaluation helps an organisation to formulate the key strengths and weaknesses that are outstanding within their business. Based on this, the financial comparison of Sainsbury and Morison over the past five financial years. In the comparison, it has been observed that the profitability of Sainsbury has decreased. Based on the financial comparison, certain recommendations have been made that can further diversify the organisational structure of the company as a whole. Following this, in the very next segment, the relevance of two of the investments has been reflected along with the advantages and shortcomings of the same. 
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[bookmark: _4tvgviqun65e][bookmark: _Toc173414316]Part (A): Introduction
[bookmark: _8h95dfhqltfw][bookmark: _Toc173414317]History
The British supermarket company J Sainsbury plc, often referred to as Sainsbury's, is the second-biggest in the United Kingdom. John James Sainsbury founded the firm in 1869, and throughout most of the 20th century, it remained the biggest grocery store in the UK. Quality impeccable, reduced pricing was the company's guiding principle. J. Sainsbury Limited was established as a corporation in 1922. John James bought a grocery store branch in Dalston in 1903, which marked the introduction of groceries. With its central location, the enterprise was able to enjoy milder summers and bigger displays. Alan and Sir Robert Sainsbury, the founder's grandsons, took on the role of joint managing directors in 1938 (Sainsbury, 2023).
[bookmark: _r89d53thv9nk][bookmark: _Toc173414318]Market Places and Competitors
The firm has thirteen regional distribution locations and began e-commerce home delivery operations in 1995. Sainsbury's has increased its offering of convenience products and opened many additional locations to increase its retail footprint in the UK. Situated at Crayford, South East London, the biggest supermarket in the nation has more than 100,000 square feet of retail area. Convenience kiosks, manned and self-service checkout lanes, a bakery, a pizza counter, a café, Tu apparel, general items, an Argos and gas station on-site, and an online picking department are all provided by the business. Concessions include Ben & Jerry's and Carte D'or ice cream kiosks, travel agencies, Jessops, Patisserie Valerie, Specsavers, Zizzi pizza counters, Sushi Gourmet counters, and The Fragrance Shop. Sainsbury's Online provides financial services, books, and electronics as well as online shopping (GlobalData, 2021). The primary competitors of Sainsbury's include Next plc, Tesco, Morrison, Asda, and Ocado Group (Xiao, Chen and Yu, 2021).
[bookmark: _mufidj3yaead][bookmark: _Toc173414319]Profit
The profitability of the company has decreased in the past five financial years. The key prospectus that can be noted behind this is the decrease in the revenue trend of the organisation from 2019 to 2023. As the revenue of Sainsbury has decreased from 2019 to 2023, there has been a broader impact on the profit margin of the business as a whole. 
[bookmark: _8t5l6n1dxxk7][bookmark: _Toc173414320]Recent Events
The recent prospectus of Sainsbury consists of the implementation of sustainable reform within their core business operations (Sainsbury’s, 2024). In order to tackle the changing climate the organisation is having a major focus on promoting sustainable agricultural practices. 
[bookmark: _vqhxjdgiawjd][bookmark: _Toc173414321]Part (B): Financial performance review
[bookmark: _87efklahmliw][bookmark: _Toc173414322]Calculation of the financial ratios
[bookmark: _ilcyph5adefr][bookmark: _Toc173414323]Profitability Ratios
	Profitability Ratios

	
	2019
Amount in £m
	2020
Amount in £m
	2021
Amount in £m
	2022
Amount in £m
	2023
Amount in £m

	Operating Profit %
(Operating Profit / Revenue) * 100
	(312/ 29007) * 100
	(650/ 28993) *100
	(60/ 29048) * 100
	(562/ 31491) * 100
	(1156/ 29895) * 100

	
	1.08%
	2.24%
	0.21%
	1.78%
	3.87%

	Net Profit %
(Net Profit / Revenue) * 100
	(219/ 29007) * 100
	(152/ 28993) *100
	(280/ 29048) * 100
	(677/ 31491) * 100
	(207/ 29895) * 100

	
	0.75%
	0.52%
	0.96%
	2.15%
	0.69%


Table 1: Profitability Ratios
(Source: Calculated by self)
[bookmark: _aibwv98ijksv][bookmark: _Toc173414324]Liquidity Ratios
	Liquidity Ratios

	
	2019
Amount in £m
	2020
Amount in £m
	2021
Amount in £m
	2022
Amount in £m
	2023
Amount in £m

	Current Ratio
(Current Assets/ Current Liabilities)
	(7581/ 11417)
	(7582/ 12047)
	(7049/ 11717)
	(6742/ 9868)
	(7893/ 11614)

	
	0.66
	0.63
	0.60
	0.68
	0.68

	Acid-Test Ratio
(Current Assets- Liabilities) / Current Liabilities
	(7581- 1929)/ 11417
	(7582- 1732)/ 12047
	(7049-1625) / 11717
	(6742 - 1797)/ 9868
	(7893- 1899)/ 11614

	
	0.50
	0.49
	0.46
	0.50
	0.52


Table 2: Liquidity Ratios
(Source: Calculated by self)
[bookmark: _mv1qzgpv0vpw][bookmark: _Toc173414325]Efficiency Ratios
	Efficiency Ratios

	
	2019
Amount in £m
	2020
Amount in £m
	2021
Amount in £m
	2022
Amount in £m
	2023
Amount in £m

	Asset turnover ratio
(Net sales/ Total Assets)
	(29007/23541)
	(28993/27937)
	(29048/25162)
	(29895/26912)
	(31491/26158)

	
	1.23
	1.04
	1.15
	1.11
	1.20

	Inventory turnover ratio
(COGS/ Inventories)
	(27000/1929)
	(26977/1732)
	(27283/1625)
	(29895/1797)
	(31491 /1899)

	
	14.00
	15.58
	16.79
	16.64
	16.58


Table 3: Efficiency Ratios
[bookmark: _4p0u7q26yhnk](Source: Calculated by self)
[bookmark: _8yil3r4qx58u][bookmark: _Toc173414326]Solvency Ratios
	Solvency Ratios

	
	2019
Amount in £m
	2020
Amount in £m
	2021
Amount in £m
	2022
Amount in £m
	2023
Amount in £m

	D/E
(Total Debt/ Total Equity)
	(11417 + 3668)/ 8456)
	(20164/ 7773)
	(18558/6604)
	(18905/7253)
	(18489/8423)

	
	1.78
	2.59
	2.81
	2.61
	2.20

	D/A
(Total Debt/Total Asset)
	(11417 + 3668)/23541)
	(20164/27937)
	(18558/25162)
	(18905/26912)
	(18489/26158)

	
	0.64
	0.72
	0.74
	0.70
	0.71


Table 3: Solvency Ratios
(Source: Calculated by self)
[bookmark: _hc0zk2t1skze][bookmark: _Toc173414327]Critical evaluation of the calculated ratios
In the field of finance, profitability ratios are considered to be one of the prominent metrics that measure the profit level that an organisation is able to generate from its key business operations (Al-Busaidi, 2021). In the table presented above (Table 1), the relevance of the operating profit margin lies in the evaluation of the aggregate income that is generated through the operating activities of the business (Jayathilaka, 2020). Based on this, it can be ascertained that the OP% of Sainsbury was standing at 1.08% in 2019 which has further reached 2.24% by the end of the very next financial year. However, again in the year 2021, the company noted an OP% of 0.21% and in 2022 it improved to 1.78%. Furthermore, in 2023 it can be noted that the organisation has maintained an operating margin of 3.87% as a whole. Thus, over the years a performance fluctuation mainly occurred due to the decline of the revenue has occurred mainly because of the outbreak of Covid-19.  
On the other hand, the NP% of the organisation was computed to be 0.75% during the financial year of 2019 which further decreased to 0.52% by 2020. In 2021, the NP% of the company was standing at 0.96% which has further increased to 2.15% in 2022. However, in 2023, the NP% of the company has reached 0.69%. By means of evaluating the trend of the profitability ratios, it can be noted that the organisation was having a higher level of fluctuation within their margin. However, the overall profitability of the company has decreased in the past five financial years. 
The key prospectus of the liquidity ratios is towards the evaluation of the efficiency of the companies in terms of managing the outstanding obligations that are outstanding (KINYANJUI, 2020). Having a higher level of liquidity is considered to be a positive attribute for the growth and development of any business. Based on this, two of the prominent liquidity ratios have been calculated in the above-indicated table for Sainsbury against the past five financial years. Based on this, it can be noted that the current ratio of the company was computed to be 0.66 times during the financial year of 2019 which has further decreased to 0.63 times towards the end of the very next financial year. The key factor that can be noted behind the decline in the current ratio is the increase in the value of the current liabilities of the organisation for the year. Again, in 2021, the current ratio of the organisation has reached 0.60 times which has further increased to 0.68 times against both the financial year of 2022 and 2023. The current liabilities of the company have decreased in these two financial years as a result of which there has been a broader increase within the liquidity level. Subsequently, the organisation is also able to manage its obligations in an adequate manner against these two financial years through its internal resources. 
In the second part, the acid-test ratio has been computed in terms of relating the relevance of the quick assets that Sainsbury has. Based on this, it can be noted that the acid-test ratio of theorganisation was computed to be 0.50 times in 2019 which has further reached 0.49 times by the end of year 2020 just for having an increase in their liabilities. A further decline in the value of the ratio can be observed for the year 2021 wherein the acid-test ratio of the company was standing at 0.46 times as a whole. However, after that, the acid-test ratio of the organisation is observed to be 0.50 times in 2022 and 0.52 times by the end of the year 2023. Thus, in terms of comparing the overall liquidity ratios of the organisation, it can be noted that there has been an increase in the liquidity level. In other words, it can also be stated that Sainsbury is more efficiently using its internal resources in terms of managing the outstanding debt obligations. 
Asset turnover can therefore be described as an efficiency ratio, the efficiency of which is used to determine the level of sales generated by a specific asset (Kovalchuk and Verhun, 2019). Another varying rate revealed in J. Sainsbury’s company analysis was the asset turnover ratio which was found to have oscillated from 1.23 in 2019 to 1.04 in 2020, and then returning to 1.20 in 2023.  The decrease in 2020 might be explained by the COVID-19 situation as it is likely that the company experienced some stoppages and sales offers inefficiency due to the pandemic. The latter year, on the other hand, shows a more accurate assessment of the utilization of assets, probably due to some strategies implemented on operations and inventory. 
The inventory turnover ratio gives an idea about the efficiency of managing inventory by a business firm (Martini and Suardana, 2019). The ratio of Sainsbury's grew from 14.00 in 2019 to 16.79 in 2021, indicating that the company has improved its inventory management and is having a quicker turnover. Nevertheless, the tiny decrease to 16.58 in 2023 indicates that there will be a little slowdown, which states a slightly lower growth than the previous years. This can be attributed to such factors as the build-up of inventories, which could be occasioned by a number of factors, including fluctuation in the supply chain or business expectations of future inflation rates. The above table 3 suggests a consistent ratio above 15 which confirms efficiency in operations but the slight reduction in 2023 should encourage the management to carefully review the management of inventories.
The debt-to-equity ratio is a measure of the financial risk of a business that compares the total amount of liabilities to stockholders’ equity (Nukala and Prasada Rao, 2021). Sainsbury's ratio went from 1.78 in 2019 to a high point of 2.81 in 2021, which shows that the company is relying more on loan financing. The rise could mean that the company is putting money into growth or buying other businesses. But the later drop to 2.20 in 2023 shows a move toward deleveraging, possibly to improve the balance sheet and lower financial risk. There is obvious leverage in 2020 and 2021, but in 2023, there is a hint of deleveraging, which may be aimed at improving the firm’s financial position and thus the level of financial risk. This has decreased which is good news, especially for the organisation as it is showing that the organization is financially stronger than before and is relying less on credit.
The debt-to-asset ratio which is also referred to as the gearing ratio assesses the extent of debt financing in a business enterprise (Orji, EO and Agubata, 2021). Sainsbury's ratio went up from 0.64 in 2019 to 0.74 in 2021, which means that the company has more debt compared to its total assets. This ratio reached its highest point in 2021, which is the same year that the company may have taken on more debt because it made big investments or bought other companies. The small drop to 0.71 in 2023, suggests that there is improvement in the financial structure with an appropriate mix of the source of funds to finance the assets. However, the high ratio, even though a little above the threshold, signifies the persistence of the debt-funded strategy, which can be dangerous if not monitored properly, more so in cases of fluctuating market situations.
[bookmark: _dnlublikx78q][bookmark: _Toc173414328]Comparison with the competitors
[bookmark: _h5dfsy5q37jv][bookmark: _Toc173414329]Profitability Ratios
	Profitability Ratios

	OP Margin

	Year
	Sainsbury
	Morrisons

	2019
	1.08%
	2.44%

	2020
	2.24%
	2.97%

	2021
	0.21%
	1.44%

	2022
	1.78%
	0.10%

	2023
	3.87%
	0.48%

	NP Margin

	Year
	Sainsbury
	Morrisons

	2019
	0.75%
	1.31%

	2020
	0.52%
	1.98%

	2021
	0.96%
	0.55%

	2022
	2.15%
	-0.16%

	2023
	0.69%
	0.28%


Table 4: Comparison of the Profitability Ratios
(Source: Calculated by self)
The above-indicated figure relates the comparison of the profitability ratios of Sainsbury with one of the close competitors that is Morrisons. In terms of considering this, it can be noted that in the financial year of 2019, both the operating profit margin and net profit margin were higher in Sainsbury. However, over time it has been noted that the profitability of Morrisons has increased. Again, while reaching the end of the year 2023, it can be ascertained that the profitability of Sainsbury has increased at a higher level as compared to that of the Morrisons. Thus, by means of considering this, it can be stated that in the recent financial year, the profitability of Sainsbury's is at a higher level as compared to that of its competitor. 
[bookmark: _144nkks28s42][bookmark: _Toc173414330]Liquidity Ratios
	Liquidity Ratios

	Current Ratio

	Year
	Sainsbury
	Morrisons

	2019
	0.66
	0.40

	2020
	0.63
	0.39

	2021
	0.60
	0.48

	2022
	0.68
	0.38

	2023
	0.68
	0.36

	Acid-Test Ratio

	Year
	Sainsbury
	Morrisons

	2019
	0.50
	0.19

	2020
	0.49
	0.19

	2021
	0.46
	0.21

	2022
	0.50
	0.19

	2023
	0.52
	0.16


Table 5: Comparison of the Liquidity Ratios
(Source: Calculated by self)
The table presented above relates the comparison of the liquidity ratios in terms of the financial performance of both companies over the past five financial years. Based on the table, it can be ascertained that for all five financial years, the current ratios were higher for Sainsbury as compared to that of its competitor. A similar scenario can also be observed in the case of the acid-test ratio wherein the performance of Sainsbury is better than that of the Morrisons. Based on this, it can be observed that the overall performance of Sainsbury in terms of managing the outstanding attributes of its business is better than that of its competitor that is Morrisons. 
[bookmark: _402xn4vbwrym][bookmark: _Toc173414331]Efficiency Ratios
	Efficiency Ratios

	Asset turnover ratio

	Year
	Sainsbury
	Morrisons

	2019
	1.23
	1.79

	2020
	1.04
	1.61

	2021
	1.15
	1.59

	2022
	1.11
	1.59

	2023
	1.2
	1.76

	Inventory turnover ratio

	Year
	Sainsbury
	Morrisons

	2019
	14
	24.02

	2020
	15.58
	25.47

	2021
	16.79
	21.14

	2022
	16.64
	18.27

	2023
	16.58
	19.48


Table 6: Comparison of the Efficiency Ratios
(Source: Calculated by self)
The asset turnover ratio is the ratio by which the net sales of a firm are dividedby the total assets of the firm as a way of showing how effectively total assets are being used to facilitate sales. The asset turnover ratio line graph declined for Sainsbury means that it is not effectively utilising its assets to generate sales. Their asset turnover ratio will drop from 1.23 in 2019 to 1.04 in 2020. It will then stay between 1.1 and 1.2 for the next few years. In contrast, Morrisons has a higher number that stays the same over time, ranging from 1.59 to 1.79. This implies that Morrisons has been more efficient in its use of its assets as compared to J. Sainsbury.
The average inventory turnover ratio is calculated as the cost of goods sold divided by the average inventory for a period and the ratio is consistently greater. According to Morrisons, the number of inventory turnover, which shows how often items are sold and changed over time, is steadily going up and will hit its highest point of 25.47 in 2020. For J. Sainsbury's, on the other hand, the number slowly rises from 14 in 2019 to about 16.6 in 2023. The observed higher inventory turnover for Morrisons suggests satisfactory inventory management and sales turnover that are faster than for J. Sainsbury, thus leading to lower holding costs and a better handle on products that could become obsolete.
[bookmark: _83czpluodeik][bookmark: _Toc173414332]Solvency Ratios
	Solvency Ratios

	D/E

	Year
	Sainsbury
	Morrisons

	2019
	1.78
	1.14

	2020
	2.59
	1.40

	2021
	2.81
	1.62

	2022
	2.61
	1.79

	2023
	2.2
	1.83

	D/A

	Year
	Sainsbury
	Morrisons

	2019
	0.64
	0.53

	2020
	0.72
	0.58

	2021
	0.74
	0.62

	2022
	0.7
	0.64

	2023
	0.71
	0.65


Table 7: Comparison of the Solvency Ratios
(Source: Calculated by self)
The debt-equity ratio is another measure of relative financial obligation, and it shows how much debt has been used in relation to shareholders’ equity. The observation made above means that, the ratio of Sainsbury's goes from 1.78 in 2019 to 2.81 in 2021, and then it goes down to 2.2 in 2023, which is a modest decrease from the previous two years.  This shows that debt financing is higher than equity financing implying that the firm has more financial risks given by debts implying that it has more problems if there is a downturn in the economy. On the other hand, Morrisons has a debt-equity ratio that is even more cautious, ranging from 1.14 to 1.83, which may mean that it provides a greater balance between the use of debt and equity to finance its activities with the resultant prospect of better financial stability.
The debt-asset ratio, which points to the extent to which a company is using debt financing to fund its assets, is another area where the two companies exhibit a difference. The debt-to-asset ratio for Sainsbury stays higher during the time, going from 0.64 to 0.74, while the ratio for Morrisons goes up slightly, from 0.53 to 0.65. This implies that relative to the total amount of assets, Sainsbury seems to be more geared up and thus exposed to more financial pressures as compared to Morrisons which has a more conservative capital structure.
[bookmark: _fxdrbvltvp9z][bookmark: _Toc173414333]Recommendation towards improvement
The financial ratios have formulated the comparison of the financial well-being of both companies in a significant format. In terms of considering this, it can be noted that there isa certain prospectus that can provide a better opportunity for the growth and development of the company as a whole. The recommendations are outlined and discussed in brief below:
· The profit margin of Sainsbury is not at a standard level. The revenue of the organisation has increased, though there is no such positive impact on the profit margin. Based on this, it is recommended to maintain a lower cost of the expense that can contribute towards a standard profit margin to the business as a whole. For this purpose, the organisation can also eliminate certain unnecessary expenses that they are using within their operational activities. 
· Sainsbury is recommended to focus on the inventories that their business is having. It has been noted that over the period, the relevance of the inventory has decreased for the company in terms of managing the business requirements. Certainly, it is recommended that the company have a broader focus on its inventory that can further support the business prospectus. 
· Sainsbury is also recommended for the liabilities that are present within their business. It has been observed that over the period, Sainsbury had a higher level of debt as compared to that of its competitor. Subsequently, the organisation is recommended to maintain the valuation of liabilities within its business. 
[bookmark: _ql944j43pz9a][bookmark: _Toc173414334]Part (C): Investment appraisal
[bookmark: _bzzk8wdx6y23][bookmark: _Toc173414335]The investment appraisal techniques
	Payback Period for A and B

	Year
	CF (for A)
in £
	Cumulative
CF (for A) in £
	CF (for B)
in £
	Cumulative
CF (for B) in £

	0
	-80,000,000
	-80,000,000
	-75,000,000
	-75,000,000

	1
	25,000,000
	-55,000,000
	50,000,000
	-25,000,000

	2
	25,000,000
	-30,000,000
	20,000,000
	-5,000,000

	3
	20,000,000
	-10,000,000
	20,000,000
	15,000,000

	4
	55,000,000
	45,000,000
	20,000,000
	35,000,000

	Payback period
	3.2
	2.3


Table 8: Payback Period
(Source: Calculated by self)
The payback period implies the time that a certain investment is taking in terms of covering the overall cost of investment (Dai, 2023). In terms of considering this, it can be noted that the above figure indicates the payback time against covering the overall cost of investment. Certainly, it has been observed that investment A will be able to cover the able to cover the cost of investment in 3 years and 2 months. On the other hand, investment B will take 2 years and 3 months while covering the cost of investment. Based on the comparison it can be ascertained that investment B can act as the most suitable option as it can cover the cost of investment in a lower time span as compared to the other investment option.  
	Net Present Value

	Years
	Discounting
Factor (9.75%)
	CF (for A)
in £
	Discounted CF (for A)
in £
	CF (for B)
in £
	Discounted CF (for B)
in £

	1
	1.11
	25,000,000
	27,700,831
	50,000,000
	55,401,662

	2
	1.23
	25,000,000
	30,693,442
	20,000,000
	24,554,753

	3
	1.36
	20,000,000
	27,207,483
	20,000,000
	27,207,483

	4
	1.51
	55,000,000
	82,903,687
	20,000,000
	30,146,795

	Present Value of the cash flows (i)
	168,505,443
	137,310,694

	Initial Investment (ii)
	80,000,000
	75,000,000

	NPV (i - ii)
	£88,505,443
	£62,310,694


Table 9: Net Present Value
(Source: Calculated by self)
The evaluation of net present value is mainly done in terms of indicating the future return that a certain investment will be generating in the future course of action (Xiao, 2023). In terms of considering this, the above-indicated table reflects the NPV of the two investments. It can be noted that for investment A the NPV is £88,505,443 and for investment B the NPV is £62,310,694. While comparing the NPV of both investments, it can be ascertained that the investment option “A” will be the most appreciated option on the basis of the future return of the same. 
	Average rate of return

	Year
	CF (for A)
	CF (for B)

	1
	25,000,000
	50,000,000

	2
	25,000,000
	20,000,000

	3
	20,000,000
	20,000,000

	4
	55,000,000
	20,000,000

	Average
	23,333,333
	30,000,000

	Initial Investment
	80,000,000
	62,310,694

	ARR
	29.17%
	48.15%


Table 10: Accounting Rate of Return
(Source: Calculated by self)
The accounting rate of return (ARR) is one of the prominent investment appraisal techniques that relates to the growth rate of a certain investment (Nukala, 2021). Based on this, the above-indicated table relates the ARR for the concerned two investments. It can be observed from the comparison that the ARR of investment in A will have a 39.06% growth rate. On the other hand, investment in the B will have a growth rate of about 36.67% as a whole. The evaluation indicates that on the basis of the ARR, investment B will have a broader growth rate in the future course of action. 
The final decision that can be made against the investment will be for option A. The first reason behind this aspect is just that after the fourth financial year the investments will be able to generate a broader return. On the other hand, the second reason behind this aspect is just that the growth rate of option A is higher than that of option B. Subsequently, option A acts as the most profitable investment approach from the point of view of an investor. 
[bookmark: _qgrt0k14wdjk][bookmark: _Toc173414336]Advantages and shortcomings
Net Present Value (NPV)
Advantages:
· NPV works on the principle of the time value of money (Dai, 2022). As a result of this, it becomes easier for an individual to measure the future valuation of a certain some of money.
· The NPV uses the cost of capital of an investment as a result of which it becomes easier to formulate future trends of the same in an adequate manner (Dobrowolski, 2022). 
· The use of NPV formulates a systematic evaluation while having a variation within the cash flows of the investment (Li, 2022). 
Shortcomings:
· NPV is majorly dependent on the cost of capital. Certainly, the absence of the cost of capital creates a major issue in terms of commuting the future value of investments. 
· The NPV is also associated with the estimated cash flows of a project (Magni, 2020). Based on this, there is a higher chance that the future return may not match with the actual return in the future course of action. 
Payback Period (PBP)
Advantages:
· The PBP helps the ascertainment of the aggregate time that a certain investment is taking to cover the overall expenses involved with the same (Dai et al. 2022). Certainly, one can understand the time taken to cover the operational expenses.
· PBP is also relevant for the consideration of the salvaged stock that is present within an investment after the end of a certain accounting period (Sinaga et al. 2023). Subsequently, it can be ascertained that one can also measure the valuation of the inventory that is outstanding within the business at the end of the accounting period. 
Shortcomings:
· PBP does not use the principle of the time value of money in both the short-term and long-term (Kipkirui, 2022). In this context, an accurate evaluation of the future scenario of investments is not possible. 
· PBP also ignores the profitability or income that a certain investment is able to maintain after the payback period (Saur et al. 2022). In this aspect, it is not possible for any investment or project to measure the aggregate income generated from the investments in the future course of action. 
Accounting Rate of Return (ARR)
Advantages:
· ARR helps with the evaluation of the overall growth rate of a certain investment or project (Demirel et al. 2022). As a result of this, one can easily measure the aggregate valuation of growth that has been observed within an investment over time. 
· ARR is simple enough in terms of comparison of more than two projects or investments within a single frame (Gerald et al. 2023). Based on this, it can be ascertained that by the means using ARR one can easily make the comparison of the future return of two or more projects within a single frame.
Shortcomings:
· ARR does not use the prospectus of the time value of money (Chambers et al. 2022). Certainly, there is a higher chance that the future return generated from the investment will be accurate enough on the basis of the data that are used to calculate the ARR. 
· ARR is related to the use of the net profit of the investments rather than the consideration of the cash flows (Hilton et al. 2020). In addition to this, it also covers some of the other non-cash items like bad debt and depreciation. As a result of this, there is a higher chance that the results generated from the ARR are not relevant enough for the consideration of an investment decision. 
[bookmark: _jp90dzlebgf2][bookmark: _Toc173414337]Non-financial factors
The decisions of an investment must be taken by means of considering a wide range of prospectus. It can also be stated that apart from the financial, there are also a wide range of non-financial factors that are required to be considered while making the investment. A brief explanation of these non-financial factors is outlined below:
· Financial Risk- The evaluation of the financial risk is considered the most prominent factor that is required to be considered while making investment decisions. An investment requires a broader cost of expenses that are required to be evaluated in the very initial stage. Subsequently, it can be noted that the financial risk involved with a certain investment act as the major factor before making a choice. 
· Legal Compliance- Legal and regular compliance is another prominent factor that is required to be considered before making the decisions for investment. In this aspect, legal compliance is mainly consistent with the rules and regulations that the investors are required to follow. 
· Internal Dynamics- The internal dynamics of the companies or the segment wherein the investments are done are also necessary factors (Koparan, 2020). There may be a variation within the internal dynamic structure with that of the requirements of the investors. For this reason, it becomes necessary for an individual to consider the internal dynamic structure of the company before making the decisions for the investment. 
· Market Requirements- The tastes and preferences of the consumers are not constant (Khan, 2020). However, the major requirement for any organisation or investment is to work according to the market requirements and address respective consumers. In this aspect, it is necessary to measure the market requirement before making the most appropriate decision for investment. 
· [bookmark: _3lcmg86hxihe]Competitive Advancement- The evaluation of competitive advancement is necessary to make the comparison (Farida, 2022). The key reason behind this aspect is just to understand the key requirements that the consumers are having. On the other hand, by the means of evaluating the competitive advancement, the companies and investments can formulate a better evaluation of the market requirements. Based on this, it can be ascertained that consideration of competitive advancement is also a major non-financial factor that is required to be considered before associating with a certain investment.
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