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Financial Management
[bookmark: _Toc164864699][bookmark: _Hlk163552851]Part A: Nokia’s History and Strategic Changes
Nokia Corporation, founded in 1865 in Finland, initially started as a pulp mill. Over time, Nokia has developed and ventured into different businesses, becoming one of the world’s leading telecommunications companies (Aspara et al. 2023). In the mid-2000s, it dominated the global market and became inseparable from cell phones. Nokia’s business model depended on the design, assembly, and sale of cell phones. 
Nokia operates in the telecommunications sector, which encompasses industries that deal with mobile devices, network infrastructure, and mobile communication services (Syeda Umme et al. 2023). The business is exceptionally competitive, characterised by rapid technological advances, changing customer preferences, and fierce competition among industry players. 
Nokia’s business model historically focused on two main segments: Devices and Services and Networks. The Devices and Services segment produces and sells mobile phones, smartphones, and mobile phone accessories. The network segment is concerned with providing and delivering networks, equipment, and services to telecommunications operators worldwide (Agnihotri and Bhattacharya 2022). 
During its most successful period, Nokia dominated the cell phone market, holding a significant market share globally. The telecommunications sector, however, has been very dynamic, and competition has intensified over time, with the emergence of new mobile phone brands. Initially, its principal rivals included companies like Motorola, Samsung, and Sony Ericsson (Yeung 2022). However, the emergence of smartphones, particularly the iPhone introduced by Apple in 2007, posed a serious challenge to Nokia’s market dominance.
[bookmark: _Toc164864700]Nokia’s Significant Strategic Changes
Leadership Changes (2017): In 2017, Nokia announced an adjustment of its management structure, with Rajeev Suri taking over as Chief Executive Officer. This move signalled the company’s efforts to navigate challenging market conditions and drive strategic initiatives to regain its competitive edge (Agnihotri and Bhattacharya 2022). 
Strategic Partnership with Alcatel-Lucent (2018): Nokia completed its acquisition of Alcatel-Lucent in 2016, aiming to strengthen its position in the telecom infrastructure market. In 2018, Nokia announced a strategic partnership and collaboration to leverage Alcatel-Lucent technology and expertise to enhance its portfolio and expand its market reach (Semma Vergel 2019). 
Legal Issues (2019): In 2019, Nokia faced legal challenges related to patent infringement litigation with competitors (Neokleous 2020). These legal battles affected the company’s financial performance and left investors and stakeholders concerned about potential legal liabilities. 
5G Rollout and Network Expansion (2020): Nokia strengthened its focus on deploying 5G networks worldwide, capitalising on the growing demand for high-speed connectivity and advanced telecommunications infrastructure (Mansell and Plantin 2022). The company invested in research and development to develop innovative 5G solutions and secured contracts with leading global telecommunications operators. 
Profit Warning (2021): In 2021, Nokia issued a profit warning, citing challenges to its business and supply chain caused by the Coronavirus pandemic (Nayeri et al. 2023). The announcement caused Nokia’s share price to tumble and raised concerns about its ability to meet near-term financial targets. 
Strategic Acquisitions (2022): Nokia embarked on a series of strategic acquisitions to strengthen its portfolio and enhance its capabilities in emerging technologies such as cloud computing and artificial intelligence (Gooderham et al. 2022). These acquisitions aimed to position Nokia as a leading provider of end-to-end solutions for digital transformation and connectivity.
Nokia’s journey over the past few years reflects the dynamic nature of the telecommunications industry and the company’s efforts to adapt to changing market dynamics (Rashidov et al. 2023). Despite challenges, such as legal disputes, profit warnings, and fierce competition, Nokia is firmly committed to growth and investment.
[bookmark: _Toc164864701]Part B: A Review of Nokia’s Financial Performance
Ratio analysis will be employed to examine Nokia’s financial data. Ratio analysis is a method of evaluating a business’s performance by reviewing its financial statements to determine its profitability, liquidity, and solvency (Fridson and Alvarez 2022). Ratio analysis can be used to evaluate the relative position of a business compared to its competitors, with the aim of identifying areas of improvement. Analysts can use historical reports to forecast the prospective earnings of a firm by scrutinising specific patterns (Robinson 2020). Ratio assessment, on the other hand, can be used to ascertain whether an unnecessary expenditure can be curtailed to augment earnings.
Liquidity metrics evaluate a business’s assets to know its ability to manage any outstanding obligation. Solvency metrics are employed to assess the capability of a corporation to accomplish its financial requirements (Usmonov 2022). Profitability ratios evaluate the company’s expenditures in relation to its earnings to determine the corporation’s level of profitability. Efficiency ratios are utilised to assess if the organisation is effectively utilising its resources to achieve optimal profitability and identify areas where expenses can be reduced. Coverage /gearing ratios evaluate a company’s debts and expenses to forecast its future financial patterns (Robinson 2020). 
Although ratio analyses present numerous benefits to businesses, as highlighted previously, they also have weaknesses. Firstly, the ratio analysis is entirely objective and does not consider factors such as brand loyalty or qualitative features. Furthermore, the absence of a universally accepted definition for a ratio means that certain corporations may choose to incorporate certain assets into their calculations while others may choose to exclude them (Usmonov 2022). By doing this, it may be challenging to make an exact comparison to determine the market position, for instance. Furthermore, although ratio analysis helps bring attention to issues inside the organisation, it does not offer a resolution. Financial ratios also fail to consider market inflation, so financial statements are rendered inaccurate in terms of pricing (Robinson 2020). 

Table 1:  Computation of Financial Ratios for Nokia and Hewlett Packard Enterprise (Data source: Nokia Oyj., 2023: Morningstar, Inc., 2024) 
	[bookmark: _Hlk163129539]Ratios
	Formula
	Nokia Corporation 
	Hewlett Packard Enterprise (Competitor)

	
	
	2023
	2023

	Profitability Ratios
	
	
	

	Net Profit Margin
	(Net Profit/Net Sales) x 100
	= (665,000/22,258,000) x 100
=2.99%

	= (2025/29135) x 100
=6.95%

	Liquidity Ratios
	
	
	

	Current Ratio
	Current Assets/Current Liabilities
	=18166000/10933000
=1.66
	=18948/21882
=0.87

	Gearing Ratios
	
	
	

	Debt-to-equity Ratio
	Debt/Shareholders’ Equity
	=5188000/20537000
=0.25
	=8473/21238
=0.40

	Efficiency Ratios
	
	
	

	Asset Turnover Ratio
	Net Sales/Average Total Assets
	=22258000/39860000
=0.56
	=29135/ ((57153+57123)/2)
=0.51



[bookmark: _Toc164864702]Brief Analysis of the Computed Ratios
The financial ratios of Nokia Corporation in 2023 offer a valued understanding of its operational efficiency, financial healthiness, and overall success. The metrics, encompassing profitability, liquidity, gearing, and efficiency, provide stakeholders with a comprehensive evaluation of the company’s strengths and areas for improvement (Schroeder et al. 2022). 
Starting with profitability metrics, Nokia’s net profit margin of 2.99% indicates that the company retained around $0.0299 as profit for every dollar of revenue generated, after deducting all expenses. Despite its seemingly modest size, this margin showcases Nokia’s ability to effectively manage costs and generate profits in a fiercely competitive sector (Rashidov et al. 2023). However, there are possible ways to further raise this profit margin by employing strategies such as cost optimisation, revenue diversification, or operational efficiency improvements. 
Nokia’s current ratio of 1.66 indicates a strong liquidity position in terms of liquidity ratios. Nokia’s current asset-to-liability ratio is 1.66, indicating that it has 1.66 dollars in current assets for each dollar of current liabilities. The metric demonstrates Nokia’s capacity to meet its short-term financial obligations, offering confidence to investors and creditors over its financial stability in the immediate future (Schroeder et al. 2022). Nokia leverages this pool of liquid assets to manage its day-to-day operations and tackle unforeseen challenges efficiently. 
Nokia adheres to a prudent debt-to-equity ratio of 0.25 in relation to its gearing ratios. As indicated by the ratio, Nokia’s reliance on stock financing outweighs its use of debt to fund its operations and investments (Rashidov et al. 2023). A lower debt-to-equity metric shows decreased financial risk and enhanced stability, as Nokia has a smaller debt amount in relation to its shareholders’ equity. Nokia can bolster its resilience to market swings by maintaining a well-balanced capital structure, therefore mitigating the risks associated with excessive borrowing. 
Efficiency ratios offer insight into Nokia’s ability to utilise its assets to make income effectively. The asset turnover metric, computed at 0.56, indicates that Nokia generates $0.56 in revenue for each dollar capitalised in assets. While the ratio suggests that there is scope for enhancing asset utilisation, it also highlights Nokia’s ability to enhance operational efficiency and boost revenue (Schroeder et al. 2022). Nokia can enhance its asset turnover ratio and improve its revenue-generating capacity by streamlining operations, allocating resources to state-of-the-art technology, and selecting initiatives with significant returns. 
In summary, Nokia’s financial ratios for 2023 suggest that the company has solid fundamental practices and prudent financial management. Although certain areas require improvement, such as increasing profitability and optimising asset utilisation, Nokia’s strong liquidity position, prudent capital structure, and focus on operational effectiveness position it favourably positioned for long-term growth and success in the ever-changing telecommunications industry (Rashidov et al. 2023). Nokia can sustain its competitive edge in the market and generate value for its stakeholders by using its strengths and addressing areas for enhancement.
[bookmark: _Toc164864703]Critical Assessment of the Computed Ratios
Net Profit Margin
The net profit margin of Nokia Corporation for the fiscal year 2023 stands at 2.99%, representing the percentage of net profit derived from its net sales revenue. Although a positive net profit margin indicates that Nokia is making a profit, the value of 2.99% suggests that its profitability is relatively modest. This might be ascribed to numerous variables, including elevated operational costs, intense pricing competition, or deficiencies in cost control (Schroeder et al. 2022). A net profit margin of 2.99% may cause stakeholders to worry about Nokia’s capacity to manage expenses and optimise profitability efficiently. It could also suggest difficulties in generating significant profits compared to its revenue. Nevertheless, it is crucial to consider industry standards and historical patterns to place this ratio in context appropriately (Warren et al. 2023). Nokia Corporation’s net profit margin of 2.99% indicates prosperity, but it also suggests the necessity to analyse cost structures and develop methods to generate more income. Continuous surveillance and examination of financial performance indicators will be essential for Nokia to detect prospects for enhancement and optimise its overall profitability in the ever-changing telecommunications market (Rashidov et al. 2023).




Income Statement (Data source: Macrotrends., n.d.)
[image: ]
Balance Sheet (Data source: Macrotrends., n.d.)
[image: ]
Profitability Ratios Table for the Past 5 Years
	Year
	2019
	2020
	2021
	2022
	2023

	Net Income $
	0.03%
	-11.54
	7.31
	17.06%
	2.99%



Current Ratio
The current ratio of Nokia Corporation for the fiscal year 2023 is 1.66, which demonstrates its capacity to meet short-term liabilities by utilising its current assets. Although a current value above 1 is typically considered to be positive, Nokia’s ratio of 1.66 indicates a moderately favourable liquidity position (Schroeder et al. 2022). A current metric of 1.66 shows that Nokia possesses 1.66 dollars in current assets for each dollar of current liabilities. Although this indicates that Nokia has enough resources to fulfil its immediate financial responsibilities, it would be advantageous for the company to have a higher ratio in order to have a stronger safety net of available funds (Usmonov 2022). Nokia’s current amount of cash exposes the business to potential risks from unforeseen expenses or economic downturns. Nevertheless, it is crucial to acknowledge that overly elevated current ratios may suggest poor utilisation of resources or inadequate investment in development prospects (Warren et al. 2023). Thus, Nokia must find a middle ground between preserving liquidity and allocating resources to generate value. To summarise, Nokia Corporation’s current ratio of 1.66 indicates sufficient liquidity. However, numerous ways exist to enhance its financial standing, such as optimising its assets and liabilities management (Schroeder et al. 2022). Nokia must continuously monitor and make strategic adjustments to fulfil its short-term obligations and simultaneously pursue its long-term growth aspirations.
Debt-to-Equity Ratio
The debt-to-equity ratio of Nokia Corporation for the fiscal year 2023 is 0.25, suggesting a prudent capital structure with little dependence on debt funding equated to shareholders’ equity. Although a low debt-to-equity ratio is generally seen as positive since it decreases financial risk, extremely low ratios may also suggest that there have been missed chances to use debt to support growth projects (Kimmel et al. 2020). A debt-to-equity value of 0.25 specifies that Nokia has a debt of $0.25 for every dollar of shareholders’ equity. Nokia’s conservative financing style indicates a preference for equity financing rather than debt, resulting in reduced interest expenses and mitigated financial leverage concerns. Nevertheless, it is crucial to consider the potential drawbacks, as an excessive dependence on equity financing could restrict the company’s capacity to seize investment opportunities or optimise its cost of capital (Schroeder et al. 2022). In addition, a low debt-to-equity ratio not only improves financial stability but may also indicate the underutilisation of debt financing options that could potentially increase returns on equity. Nokia should do a thorough assessment of the most advantageous capital structure that effectively manages risk and maximises returns. This evaluation should take into account several elements, including interest rates, market conditions, and potential investment prospects. Therefore, Nokia Corporation’s debt-to-equity ratio of 0.25 demonstrates a cautious strategy in financial management, prioritising stability and minimising risk (Warren et al. 2023). Nevertheless, Nokia should evaluate potential ways to strategically utilise debt in order to support its growth goals while simultaneously preserving its financial flexibility and resilience. Nokia must continuously evaluate and adapt its capital structure in order to optimise its financial performance and provide sustainable long-term value for shareholders.
Asset Turnover Ratio
The asset turnover ratio for Nokia Corporation in fiscal year 2023 is 0.56, reflecting the firm’s effectiveness in utilising its assets to produce sales revenue. The value offers valuable insights into Nokia’s operational efficiency, indicating a potential for improvement in asset utilisation (Kimmel et al. 2020). A ratio of 0.56 shows that Nokia generates $0.56 in sales revenue for each dollar capitalised in assets. Although the specific ratio may differ among industries, a higher ratio generally indicates superior asset use efficiency (Kimmel et al. 2020). Nokia should analyse the factors that are causing the asset turnover ratio to be relatively low, including the underutilisation of assets, inefficient production processes, and excessive inventory levels (Schroeder et al. 2022). Increasing asset rotation can have a favourable effect on profitability and return on investment. Nokia should prioritise the optimisation of production processes, the reduction of surplus inventory, and the improvement of sales and distribution networks in order to enhance asset turnover. By implementing this strategy, Nokia can enhance its sales revenue by utilising its current resources more effectively, resulting in better financial performance and increased value for its shareholders. Nokia Corporation’s asset turnover ratio of 0.56 indicates a certain degree of asset efficiency, but there is a noticeable potential for improvement. Nokia should prioritise projects focused on improving asset utilisation to achieve revenue growth and profitability. Nokia must continuously monitor and make strategic adjustments to optimise its asset turnover ratio and attain sustainable growth in the fiercely competitive telecom market (Kimmel  2020).
[bookmark: _Toc164864704]Comparison With the Competitor
In 2023, Nokia Corporation and Hewlett Packard Enterprise (HPE) demonstrate contrasting financial performance, as indicated by their profitability, liquidity, gearing, and efficiency ratios. This part thoroughly analyses the financial ratios of both organisations to determine their strengths and shortcomings (Schroeder, Clark and Cathey, 2022).
Profitability Ratios: Nokia Corporation has a net profit margin of 2.99%, while HPE has a significantly greater margin of 6.95%. This disparity suggests that HPE is more adept at translating its net sales into profits than Nokia. The higher net profit margin of HPE indicates effective control of costs or development of income, either due to operational savings or product innovation.
Liquidity Ratios: Nokia Corporation’s current ratio of 1.66 signifies its capacity to meet short-term obligations with its current assets. In contrast, HPE demonstrates a current ratio of 0.87, indicating a relatively weaker position in terms of liquidity. Nokia’s high current ratio indicates a heightened ability to fulfil its immediate financial commitments, which contributes positively to its financial stability (Kimmel et al. 2020).
Gearing Ratios: Nokia Corporation upholds a prudent debt-to-equity ratio of 0.25, which signifies a reduced dependence on debt funding compared to shareholders’ equity. On the other hand, HPE has a debt-to-equity ratio of 0.40, indicating a slightly greater degree of debt leverage. Nokia’s prudent capital structure helps reduce financial risk and improve stability, which may attract risk-averse investors.
Efficiency Ratios: Nokia Corporation exhibits a superior asset turnover ratio of 0.56 in contrast to HPE’s ratio of 0.51. This suggests that Nokia effectively utilises its resources to create sales income, indicating excellent asset management practices (Kimmel et al. 2020). Nokia’s elevated asset turnover ratio indicates efficient resource utilisation, potentially leading to increased profitability and competitiveness.
Ultimately, although Nokia Corporation and HPE both function within the technology industry, their financial results vary in terms of important ratios. HPE surpasses Nokia in terms of profitability, although Nokia exhibits strengths in liquidity and asset efficiency (Schroeder et al. 2022). Nevertheless, Nokia’s prudent capital structure and effective asset utilisation enhance its financial stability and resilience. In summary, a thorough examination of financial ratios reveals the distinct advantages and areas requiring enhancement for both Nokia Corporation and Hewlett Packard Enterprise in effectively navigating the competitive environment of the technology industry (Kimmel et al. 2020).
[bookmark: _Toc164864705]Recommendations
To increase profitability, Nokia should give prioritise managing costs and optimising revenue. This may entail identifying and reducing superfluous expenditures, renegotiating supplier agreements, and simplifying operational procedures to enhance efficiency. In addition, Nokia should consider exploring the potential for revenue diversification, such as expanding into untapped markets or launching cutting-edge products and services. Nokia can also enhance shareholder value by optimizing profitability and allocating resources towards growth projects.
Additionally, Nokia should prioritise enhancing its liquidity position to provide financial stability and flexibility. This may entail optimizing working capital management, accelerating cash conversion cycles, and maintaining sufficient cash buffers. In addition, Nokia should take proactive measures to control its debt levels effectively but refrain from excessive borrowing, thus assuring ample cash to fulfil short-term obligations and take advantage of potential development prospects.
Nokia should conduct a thorough assessment of its capital structure and debt financing strategies with regard to gearing. Although adopting a cautious stance towards debt might minimise financial vulnerability, Nokia should also contemplate the possible advantages of utilising debt to support strategic investments and foster growth efforts. Nokia can optimise its capital cost and boost shareholder returns by managing the loan and equity financing mix effectively.
Nokia should prioritise efficiency as a fundamental part of financial management. Nokia should prioritise asset utilisation, improvement of inventory management, and enhancement of operational procedures to achieve higher efficiency and productivity (Kimmel et al. 2020). To maintain a competitive edge in a continually changing industry, Nokia should allocate resources towards technological advancements and innovation to improve its products and enhance operational efficiency.
Furthermore, Nokia should prioritize ensuring transparency and accountability in its financial reporting and governance practices alongside these strategic efforts. This may entail fortifying internal controls, augmenting risk management frameworks, and cultivating a culture of integrity and ethical conduct across the organisation (Robinson 2020). By upholding stringent financial governance norms, Nokia can bolster investor confidence and market credibility.
In addition, Nokia should prioritize engaging and communicating with stakeholders to ensure that they agree with shareholders, creditors, and other important stakeholders. Nokia can enhance its reputation in the market by promoting open dialogue and honest communication, which will develop confidence and credibility while reducing risks (Kimmel et al. 2020).


[bookmark: _Toc164864706]Part C: New Investment Opportunities
	Year
	Project A Cash Flows
	Accumulated Cash Flows
	Project B Cash Flows
	Accumulated Cash Flows

	0
	-5000
	-5000
	-1000
	-1000

	1
	2500
	-2500
	1500
	500

	2
	2000
	-500
	1000
	1500

	3
	1000
	500
	1000
	2500

	4
	-442
	58
	-470
	2030



Payback Period of Project A
[bookmark: _Hlk163550362]Payback Period = Initial investment / Cash flow per year (Schroeder et al. 2022).
=3+500/1000
=3.50 Years
Payback Period of Project B
Payback Period = Initial investment / Cash flow per year (Schroeder et al. 2022).
=1000/1500	
=0.67 years
Accounting Rate of Return for Project A
ARR		=Average Annual Profit/Initial Investment (Paseda 2020).
= [(2500+2000+1000-442)/4]/5000
=1264.50/5000
=25.29%
Accounting Rate of Return for Project B
ARR		=Average Annual Profit/Initial Investment (Paseda 2020).
= [(1500+1000+ 1000-470)/4]/1000
=757.5/1000
=75.75%


NPV Calculations
Project A
	Year
	Project A Cash Flows
	Discounting Factor 0.75%
	Present Cash Flows

	0
	-5000
	1
	-5000

	1
	2500
	0.9926
	2481.39

	2
	2000
	0.9851
	1970.33

	3
	1000
	0.9778
	977.83

	4
	-442
	0.9706
	-428.98

	NPV
	0.5721



Project B
	Year
	Project B Cash Flows
	Discounting Factor 0.75%
	Present Cash Flows

	0
	-1000
	1
	-1000

	1
	1500
	0.9926
	1488.83

	2
	1000
	0.9852
	985.17

	3
	1000
	0.9778
	977.83

	4
	-470
	0.9706
	-456.16

	NPV
	1995.67



When deciding between Project A and Project B, evaluating different financial measures, such as the payback period, ARR, and NPV, is crucial. Each of these criteria offers vital information about the prospective profitability and viability of the initiatives (Paseda 2020).
The payback period is the time it takes for a project to recover its initial capital. Project A has a payback duration of 3.50 years, while Project B has a considerably shorter payback period of 0.67 years. A shorter payback period is typically favoured as it signifies a faster return on investment, therefore mitigating the risk linked to the project (Farrar 2020).
ARR computes the mean yearly earnings as a proportion of the initial investment. Project A has an ARR of 25.29%, whereas Project B has a significantly higher ARR of 75.75%. A higher ARR indicates a better profitability level than the initial investment (Paseda 2020). Therefore, Project B exhibits greater potential for profitability than Project A.
[bookmark: _Hlk163295870]NPV calculates the current value of a project’s cash flows, taking into account a certain discount rate (in this instance, 0.75%). Project A has an NPV of 0.57211, while Project B’s NPV is 1995.67369. A positive NPV signifies that the project yields a higher value than the initial investment (Zhao 2023). Hence, Project B has a superior value proposition compared to Project A.
[bookmark: _Toc164864707]Proposal and Rationale
After thoroughly examining all three indicators, it is clear that Project B is the best choice for investment. The reasons are as follows:
1. Project B has a faster payback period of 0.67 years, which means that the initial investment is recovered more quickly compared to Project A’s payback duration of 3.50 years. Consequently, Project B becomes a more appealing investment option due to its reduced financial risk and improved liquidity (Paseda 2020).
2. Project B has a significantly larger profitability potential than Project A, as seen by its Accounting Rate of Return (ARR) of 75.75%, compared to Project A’s ARR of 25.29%. This suggests that Project B yields considerably higher average yearly earnings than its initial investment, providing better stakeholder returns.
3. Project B has a higher Net Present Value (NPV) of 1995.67369, which is much greater than Project A’s NPV of 0.57211. This indicates that Project B produces significantly greater value in current terms, taking into account the concept of the time value of money and the discounted cash flows (Paseda 2020). Hence, Project B offers a more profitable investment prospect with greater potential for financial gains. 
Based on a thorough analysis of all three financial parameters, it is recommended that Project B be chosen. The shorter payback period, better accounting rate of return, and greater net present value all suggest that it is more profitable and has a greater potential for generating value (Farrar 2020). Before making a definitive investment choice, it is crucial to consider qualitative aspects such as strategy alignment, operational feasibility, and risk tolerance. However, when considering only the financial aspect, Project B is the more favourable investment option.
[bookmark: _Toc164864708]Recalculated NPV at 0.75% after a 10% increase on Initial Investment and a Reduction of Cash Flows by 10%
	[bookmark: _Hlk163553492]Year
	Project A Cash Flows
	DISCOUNTING FACTOR 0.75%
	Present Cash Flows

	0
	-5500
	1
	-5500

	1
	2250
	0.9926
	2233.25

	2
	1800
	0.9852
	1773.30

	3
	900
	0.9778
	880.05

	4
	-397.8
	0.9706
	-386.09

	NPV Project A
	-999.49

	Year
	Project B Cash Flows
	DISCOUNTING FACTOR 0.75%
	Present Cash Flows

	0
	-1100
	1
	-1100

	1
	1350
	0.9926
	1339.95

	2
	900
	0.9852
	886.65

	3
	900
	0.9778
	880.05

	4
	-423
	0.9706
	-410.54

	NPV Project B
	1596.11



After a 10% increase in the initial investment and a 10% drop in all cash flows, the recalculation of NPV has led to significant changes in the NPV values for both Project A and Project B.
The Net Present Value NPV for Project A has experienced a significant decrease, decreasing from 0.57211 to -999.4850 following the adjustments. The notable rise in value demonstrates that Project A continues to provide negative (Paseda 2020). This implies that Project A could not be a feasible investment choice even after the necessary modifications.
Similarly, the NPV for Project B has experienced a decrease from 1995.67369 to 1596.1063 after the modifications. Although the decrease is not as significant as in the case of Project A, it nevertheless demonstrates a favourable effect on the project’s value despite the higher initial investment and lower cash flows (Farrar 2020). This demonstrates that Project B continues to be financially viable and provides benefits to stakeholders even after the necessary adjustments.
[bookmark: _Toc164864709]Merits and Demerits of NPV, ARR, and Payback Period Methods
The Payback Period (PBP) offers numerous benefits. Firstly, the information is presented clearly and comprehensibly, making it easily understandable for managers and stakeholders who may not have a deep understanding of finance (Farrar 2020). In addition, it emphasises liquidity, which measures the speed at which an investment can recoup its initial cost, offering insights into short-term risk. Nevertheless, it is crucial to take into account the limitations. The PBP disregards the concept of the time value of money, considering all cash flows as equal regardless of their timing (Paseda 2020). This might result in erroneous decisions, particularly for projects that yield long-term advantages. In addition, the PBP fails to take into account cash flows that occur beyond the payback period, hence overlooking the potential long-term profitability of investments. 
The ARR has several advantages, including its simplicity in calculation, and it can be used to provide a rapid assessment of a project’s profitability. Additionally, it prioritises profitability by evaluating the average yearly profits in relation to the initial investment, providing valuable information about the project’s long-term profitability (Kimmel et al. 2020). Nevertheless, ARR also has its limitations. Like the Payback Period (PBP), it fails to consider the time value of money, which might result in erroneous decisions (Paseda 2020). Furthermore, ARR is dependent on accounting profitability, which might be swayed by subjective accounting techniques and assumptions, leading to discrepancies. 
Finally, the NPV has its own distinct merits. The NPV takes into account the concept of the time value of money by applying a discount rate to future cash flows (Kimmel et al. 2020). This approach yields a more precise assessment of the value of a project. Moreover, it considers all monetary inflows and outflows throughout the whole duration of the project implementation, guaranteeing a thorough evaluation of its long-term viability (Farrar 2020). However, NPV does have certain limitations. Its calculation can be intricate, necessitating a deep understanding of finance. Moreover, the NPV is highly responsive to variations in the discount rate, thus requiring meticulous deliberation and estimation of the suitable rate to ensure precise analysis (Zhao 2023).
[bookmark: _Toc164864710]Non-Financial Factors that the Management Needs to Consider
Besides financial measures, managers must consider diverse non-financial aspects while assessing capital projects. These elements are crucial in assessing a venture’s overall profitability and viability (Paseda, 2020). The following are crucial non-financial elements that management should consider:
1. Strategic alignment is paramount when management assesses whether a proposed project aligns with the business’s long-term strategic goals and objectives. Projects that align with the business’s mission, vision, and strategic direction are more likely to generate enduring value over time (Zhao 2023).
2. An extensive assessment of market demand and customer needs is necessary to ascertain the existence of a feasible market for the product or service the project aims to provide (Paseda 2020). Gaining insight into client preferences, trends, and competitive dynamics is essential for assuring the project’s success in satisfying market demand.
3. Technological advancements have a substantial influence on the success of a project, as swift changes can have an impact. Evaluating the technological feasibility and preparedness of the suggested solution, taking into account any disruptions, scalability, and compatibility with current systems, is crucial (Warren et al. 2023).
4. Regulatory and compliance requirements are essential for mitigating the risk of legal liabilities, financial penalties, and harm to one’s reputation. Management must ensure the project adheres to all applicable laws, rules, and industry standards.
5. Environmental and social impact evaluations are crucial, given the potential ramifications of the project on the environment and society. Management should assess the project’s ecological impact, societal repercussions, and sustainability measures to minimise negative effects and uphold ethical business standards (Farrar 2020).
6. Efficiently managing stakeholders is crucial for the success of a project. Interacting with important stakeholders, such as employees, consumers, investors, suppliers, and communities, cultivates backing, deals with worries, and encourages cooperation throughout the duration of the project (Paseda 2020).
7. Evaluating the organisational capacities and resources is crucial in establishing the organisation’s aptitude to conduct the project effectively. It is essential to assess factors such as the presence of qualified staff, infrastructure, technology, and financial resources (Schroeder et al. 2022).

Ultimately, although financial measures provide vital insights into the economic feasibility of capital projects, non-financial aspects hold equal significance. By considering these elements in conjunction with financial data, managers may make more knowledgeable decisions, resulting in improved project outcomes and overall organisational performance.
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