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1. [bookmark: _Toc512512094]Introduction
This report focuses on the last 3 accounting periods’ performances of 2 companies, William Hill PLC and Paddy Power Betfair PLC in order to understand which one may be more suitable for investment in relation to Tim Fallow’s expectations. This is done by analysing Profitability, Liquidity, Efficiency and Long-term Solvency ratios and it aims to determine and advise on which one of the companies has lowest risk and highest profit potential.

2. [bookmark: _Toc512512095]Financial Analysis

2.1. [bookmark: _Toc512512096]Profitability Ratios
Profitability ratios are economic indicators calculated by investors to examine a company’s capacity for income (profit) to be made in relation to revenue, the balance sheet assets, the operating costs, and shareholders’ equity during a definite period of time. Larger ratios indicate that company is performing well by producing profits (Corporatefinanceinstitute.com, 2018). However, the profitability ratios should be analysed in comparison to previous fiscal years and competitors in order to be able to take the best investment decision.
2.1.1. [bookmark: _Toc512512097]Return On Capital Employed (ROCE)
Return On Capital Employed ratio computes the amount of money that an investor will regain after a period of time (bbc.co.uk, 2018).  
The amount that will be received with the risk involved and a good deal from a bank that would have accumulated interest should be considered together before the investment decision. Moreover, Companies with similar profit margins and earnings can achieve very different results over the capital employed. Although some of these companies are considered to be similar, one of them is considerably better to spend its capital. (ig.com, 2018).



To discuss both companies’ past 3 years ROCEs will help the investment decision. The Return on Capital Employed of William Hill has slightly decreased from 13.32% in 2015 to 11.1% in 2016. It implies that the capital employed by William Hill yielded high returns in 2015 and 2016 and the company was significantly profitable. However the ROCE fell down to the level of negative 2.32 percent which is unfavourable for the investors in 2017. 
Paddy Power Betfair’s ROCE was 62.05 percent in 2015 which means that the company was able to provide 62.05 pence profit for each pound of employed capital generated. However in 2016, its ROCE significantly decreased to 0.33 percent. One of the reasons for this decrease was the merger of Paddy Power and Betfair at the beginning of 2016. The Company’s ROCE increased to 5.5 percent at the end of 2017 and company started to be more profitable.
Both companies had some return on capital fluctuation in the past 3 years but recently, it is predicted that Paddy Power Betfair does a better job of deploying its capital than William Hill.
2.1.2. [bookmark: _Toc512512098]Gross Profit Margin 
Gross profit margin is how much out of every sales pound is left after the cost of goods which are sold is subtracted from the revenue. It is a key measure of a business's economic health. After all, if a company cannot sell its services and products at a high enough price to contribute the other activities of the company, making a net profit does not be possible for it (business-literacy.com, 2018).
To view gross profit margins of similar companies help investors. A company which has a higher gross profit margin than a similar company is much better able to control its expenses. For the reason, if a company can manage its expenditures, it will have higher revenue in direct proportion to how much it sells; hence the company shall be a more sensible investment (smallbusiness.chron.com, 2018).
Both companies’ past 3 years Gross Profit Margins show a parallel trend. William Hill Gross Profit Margins for past 3 years are 74.75 percent in 2017, 76.16 percent in 2016 and 76.25 percent in 2015. Paddy Power Betfair’s Gross Profit margins are 76.8 percent in 2017, 77 percent in 2016 and 76 percent in 2015. Both companies current Gross Profit Margins are slightly higher than industry average which is 74.02 percent. 
Gross Profit Margins percentages of William Hill and Paddy Power Betfair show that both companies have around 75 percent of their revenue left over after they pay the direct costs associated with its cost of goods sold.
2.1.3. [bookmark: _Toc512512099]Net Profit Margin

Net Profit Margin is used to compute the percentage of profit a company has earned from its total revenue (corporatefinanceinstitute.com, 2018). A high net profit margin means that the company is able to successfully manage its expenses and make available goods or services at a price that is significantly higher than its expenses. For that reason, a high net profit margin can be a result of professional management, low expenses and well-built pricing strategies.
William Hill has reduced its Net Profit Margins in past 3 years. Its Net Profit Margins are negative 4.86 percent in 2017, 10.26 percent in 2016 and 11.93 percent in 2015. One of the main reasons of a slightly Net Profit Margin decrease in 2016 is the changing of the CEO. But the most significant decrease occurred in 2017. The main reason of negative 4.86 percent Net Profit Margin was due to pre-tax loss of £74.6 million in 2017 compared with a profit of £181.3 million in 2016 (bbc.co.uk, 2018). This loss was because of a £238 million charge William Hill had to write down from the value of its business in Australia. Other reasons of the loss are some revisions in regulation and an increase in taxation in the some other regions.
Paddy Power Betfair’s Net Profit Margin ratios fluctuated in the past 3 years. It was 13.6 percent in 2015 but in 2016, it significantly decreased to 0.38 percent level. The reason of this high decrease in 2016 is that Paddy Power and Betfair was in the merger period which resulted in a number of one-off costs. In 2017, it increased up to 12.5 percent level. This percentage is more than the net Profit Margin industry average which is 11.47 percent. 
Both companies had some struggles in the last 3 years and as a result of this, they both lost some of their profits in several periods. Nowadays, Paddy Power Betfair with a 12.5 percent Net Profit Margin could be more profitable than William Hill in short-term but to examine liquidity and efficiency ratios will be essential  for a successful long-term investment decision.

2.2. [bookmark: _Toc512512100]Liquidity Ratios 
Liquidity ratios evaluate the capacity of a business to cover its short term debt requirements. These ratios measure the capacity of a business to pay off its short-term liabilities when it is time to pay. The liquidity of a company is characterised not only by its cash amount, but how rapidly it can exchange other assets into cash. Usually, those resources consist of accounts receivable, inventory and short-term investments (slcbookkeeping.com, 2018). Main measurements of a firm’s liquidity are Current Ratio and Acid Test Ratio. Because of the fact that both companies do not have any stock; this report will only examine Current Ratio for companies’ liquidity situations.
2.2.1. [bookmark: _Toc512512101]Current Ratio
Current Ratio shows a firm's capacity to recoup its short-term liabilities with its short-term assets. A current ratio equal to or bigger than one specifies that current assets are able to satisfy short-term requirements. A current ratio of less than one means the company has some liquidity problems (morningstar.com, 2018).
The Current Ratios of William Hill from 2015 to 2017 were 0.52, 0.71 and 0.82 respectively. Paddy Power Betfair Current ratios for the same years are 0.82, 0.99, 1.12. Although both companies’ Current Ratios have continued to increase in the last 3 years, Short-term liquidity capability of Paddy Power Betfair is below the level of William Hill’s liquidity level.  This means that Paddy Power Betfair is well-positioned to cover its existing and short-term liabilities. The Current ratio of 0.82 level could be a signal of some difficulties for William Hill if the company comes across with any financial problem.


2.3. [bookmark: _Toc512512102]Efficiency Ratios
Efficiency Ratios work out a firm's capability to use its resources and manage its liabilities efficiently (investopedia.com, 2018). There are 3 main ratios, Stock Turnover, Trade Debtor Collection Period and Trade Creditors Payment Period that can be used to measure the financial efficiency of a company. Stock Turnover will not be examined in this report because of the fact that both companies do not have any stock.
2.3.1. [bookmark: _Toc512512103]Trade Debtor Collection Period
Trade Debtor Collection Period explains how many days it takes for a 
company to convert its accounts receivable into cash. It has to be 
taken in consideration in conjunction with the conditions of sale that a company 
or industry usually allows (creditmanagementworld.com, 2018).
It can be assumed that there is a short collection process in a company where the receivables are well managed and the collections are made fast. It is not possible to talk about a strong short-term debt paying capability in the companies that have a long collection process (accountingformanagement.org, 2012).
William Hill’s Trade Debtor Periods from 2015 to 2017 are 12.89 days, 16.54 days and 15.55 days respectively. Even though, these numbers are acceptable in the view of the gambling industry conditions, Paddy Power Betfair is more successful collecting its debt. Paddy Power’s Collection Periods are 10.43 days, 13.42 days and 10.2 days between 2015 and 2017 respectively. 
2.3.2. [bookmark: _Toc512512104]Trade Creditors Payment Period
Trade Creditors Payment Period is essentially the average period taken by the business in making payments to its creditors (accountingformanagement.org, 2018).
A short-term Trade Creditors Payment Period indicates quick payment to creditors. Payment period also indicates the credibility of the firm. However a short-term payment period may be a sign that the firm doesn’t use all benefits of the credit terms allowed by suppliers. On the other hand, a very long-term payment may be a signal of lack of funds to make payments and it can also push suppliers into a big financial problem.
Trade Creditors Payment Period of William Hill was 314.7 days in 2015 . The payment terms increased to 353.7 days in 2016 and finally 400.7 days in 2017. It means  it takes more than 1 year to make payments. Paddy Power Betfair is able to make payments to suppliers in 301.3 days which was 337.7 days in 2016 and 351.2 days in 2015. Although William Hill uses all the benefits of the credit terms allowed by suppliers, a payment period more than 1 year may be a sign of lack of funds. It is predicted that Paddy Power Betfair has enough financial resources to make its payments. 

2.4. [bookmark: _Toc512512105]Long-Term Solvency Ratios
The long-term financial solvency of a company may be judged by its long-term creditors by testing its capacity to pay interest charges on a regular basis and its capacity to pay back the principal as per schedule. Long-term financial solvency of a company is analyzed by computing ratios commonly known as Long-Term Solvency Ratios   (accountingexplanation.com, 2018).

2.4.1. [bookmark: _Toc512512106]Gearing Ratio
A gearing ratio compares a firm’s debts relative to other economic metrics, such as total equity. This ratio is used to measure how well a firm may stay alive in a financial downturn. Gearing Ratio reveals the economic strength of a company by showing the distribution of company funding between company owners and debt holders.
Even though Gearing Ratio and financial risk are not the same things, they are interrelated. Calculating the degree to which a firm expands its business with debts, makes it possible for a simple calculation to assess the firm's economic risk (thebalancesmb.com, 2018). High gearing ratio results point to high financial leverage, it means that the company may be in a financial problem.
Gearing Ratio of William Hill was 23.30 percent in 2015 and it increased to 36.96 percent in 2016. It got bigger and reached to 40.40 percent in 2017. Paddy Power Betfair’s Gearing Ratio was 73.58 percent in 2015. After the merger in 2016, its total capital increased incrementally. As a result of the total capital, its Gearing Ratio decreased to 4.71 percent in 2016. The company’s 2017 gearing ratio decreased to 1.39 percent because of the decrease in its long term loans. From a long-term investment point of view, it is predicted that William Hill has to pay more interest on its profits than Paddy Power Betfair each year. 

3. [bookmark: _Toc512512107]Conclusion
In light of the financial analysis of William Hill PLC and Paddy Power Betfair PLC, it can be said that almost all financial ratios for each company are significantly different from one another. It is clear that Paddy Power Betfair PLC is more successful in Return On Capital Employed, Net Profit Margin, Current Ratio, Trade Debtor Collection Period, Trade Creditors Payment Period and Gearing Ratio than William Hill PLC. As a result of these ratios, Paddy Power Betfair PLC is a more profitable and efficient company with a bigger liquidity level compared with William Hill PLC. Paddy Power Betfair PLC’s competitiveness advantages will help to make valuable profits for investors in the market. 
Based on these findings and expectations of Tim Farrow it is suggested that investment should be made to Paddy Power Betfair PLC. It is predicted that investment to Paddy Power Betfair PLC will be more profitable and less risky in both short and long-term. 








4. [bookmark: _Toc512512108]Computations

PROFITIBILITY RATIOS

Return On Capital Employed (ROCE)

ROCE =	Net Profit Before Tax & Invest_____________________	     X 100
	Total Capital Employed (Total Equity + Long Term Dept.)



William Hill PLC Last Three Accounting Periods’ ROCEs

2017 ROCE =	 -43,7  ________                 X   100     = -2.32 %
	         	1,062.7 + 821.4

2016 ROCE = 	225,6___________             X   100    =11.1%
	         	1,225.5 + 807.1

2015 ROCE =	 224,3__________            X   100	    =13.32%
	         	1215.8 + 467.7


Paddy Power Betfair PLC Last Three Accounting Periods’ ROCEs

2017 ROCE =	 250  ________                 X   100     = 5.5%
	         	4,395.4 + 149.4

2016 ROCE = 	15.4___________             X   100    =0.33%
	         	4,316.6 + 302.6

2015 ROCE =	 125.1__________            X   100	    =62.05%
	         	50.9 + 150.7


Gross Profit Margin

Gross Profit Margin = 	Gross Profit____         X 100
			Total Sales Revenue


William Hill PLC Last Three Accounting Periods’ Gross Profit Margins

2017 Gross Profit Margin =    1279.1  X  = 74.75%
			             1711.1


2016 Gross Profit Margin =    1221.6  X  = 76.16%
			            1603.8


2015 Gross Profit Margin =    1213     X  = 76.25%
			            1590.9
Paddy Power Betfair PLC Last Three Accounting Periods’ Gross Profit Margins


2017 Gross Profit Margin =    1340     X  = 76.8%
			            1745.4


2016 Gross Profit Margin =    1154.3  X  = 77%
			            1500.8


2015 Gross Profit Margin =    603       X  = 76%
			            794.3



Net Profit Margin

Net Profit Margin = Net Profit____            X 100
		      Total Sales Revenue


William Hill PLC Last Three Accounting Periods’ Net Profit Margins


2017 Net Profit Margin =    - 83.2    X  = - 4.86%
			         1711.1

2016 Net Profit Margin =    164.5    X  = 10.26%
			         1603.8


2015 Net Profit Margin =    189.9     X  = 11.93%
			         1590.9






Paddy Power Betfair PLC Last Three Accounting Periods’ Net Profit Margins


2017 Net Profit Margin =    217.7    X  = 12.5%
			        1745.4


2016 Net Profit Margin =    -5,7       X  = - 0.38%
			          1500.8


2015 Net Profit Margin =    108.2      X  = 13.6%
			         794.3


LIQUIDITY RATIOS

Current Ratio

Current Ratio = 	 Current Assets__
		              Current Liabilities


William Hill PLC Last Three Accounting Periods’ Current Ratios 

2017 Current Ratio  = 	393.4 	 =    0.82
			477.9

2016 Current Ratio  = 	291.7 	 =    0.71
			410.1


2015 Current Ratio  = 	342.9 	 =    0.52
			663.2

Paddy Power Betfair PLC Last Three Accounting Periods’ Current Ratios 

2017 Current Ratio  = 	430.8 	 =    1.12
			383.7

2016 Current Ratio  = 	369.9 	 =    0.99
			372.8


2015 Current Ratio  = 	170.8 	 =    0.82
			208.1





EFFICIENCY RATIOS

Trade Debtor Collection Period

Trade Debtor Collection Period	=	Trade Debtors     X365	
						Sales Revenue

William Hill PLC Last Three Accounting Periods’ Trade Debtor Collection Periods


2017 Trade Debtor Collection Period = 	72.9     X   365    =    15.55
						1711.1


2016 Trade Debtor Collection Period = 	72.7     X   365    =    16.54
						1603.8

2015 Trade Debtor Collection Period = 	56.2     X    365   =    12.89
						1590.9



Paddy Power Betfair PLC Last Three Accounting Periods’ Trade Debtor Collection Periods


2017 Trade Debtor Collection Period = 	48.8      X    365   =    10.2
						1745.4


2016 Trade Debtor Collection Period = 	55.2      X   365    =    13.42
						1500.8

2015 Trade Debtor Collection Period = 	22.7     X     365  =    10.43
						794.3


Trade Creditors Payment Period

Trade Creditors Payment period =	Trade Creditors     X365	
					Total Purchases

William Hill PLC Last Three Accounting Periods’ Trade Creditors Payment  Periods


2017 Trade Creditors Payment Period = 	455.5     X   365    =    400.7
						414.9


2016 Trade Creditors Payment Period = 	370.4     X   365    =    353.7
						382.2


2015 Trade Creditors Payment Period = 	325.8     X   365    =    314.7
						377.9

Paddy Power Betfair PLC Last Three Accounting Periods’ Trade Creditors Payment  Periods

2017 Trade Creditors Payment Period = 	334.7     X   365    =    301.3
						405.4


2016 Trade Creditors Payment Period = 	320.6     X   365    =    337.7
						346.5


2015 Trade Creditors Payment Period = 	184.1     X   365    =    351.2
						191.3

LONG TERM SOLVENCY RATIOS

Gearing Ratio

Gearing Ratio   = Loan Capital (+ Preference Capital)	X100 
			Total Capital

Gearing Ratio   = Long Term Loans              	X100 
		Long Term Loans + Equity



William Hill PLC Last Three Accounting Periods’ Gearing Ratios


2017 Gearing Ratio   = 720.5                	X100 = 40.4%
		            720.5 + 1062.7


2016 Gearing Ratio   = 718.6                	X100 = 37%
		            718.6 + 1225.5


2015 Gearing Ratio   = 369.5                	X100 = 23.3%
		            369.5 + 1215.8


Paddy Power Betfair PLC Last Three Accounting Periods’ Gearing Ratios


2017 Gearing Ratio   = 62.2                	X100 = 1.4%
		            62.2 + 4395.4


2016 Gearing Ratio   = 718.6                	X100 = 4.7%
		            718.6 + 4316.6


2015 Gearing Ratio   = 141.8                	X100 = 73.6%
		            141.8 + 50.9
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Assessment Section B
Patel Mintro owns a manufacturing company in London. He is considering two projects that he hopes will generate additional profit. Project A requires an initial investment of £160,000 and Project B £220,000. The projects will last for 6 years. At the end of 6 years, Project A will have a residual value of £20,000, and Project B will have £10,000 residual value.
The company’s current cost of capital is 7%. Projected annual income (cash flow for NPV) for each project is detailed below:
				Project A		Project B
Income (Cash Flow)		£45,000		£60,000
Required 
a) Determine the Payback and the Net Present Value (NPV) of the two proposals. Use a discount rate of 7% for the NPV calculation.  

· Payback Periods of 2 Projects

Payback Period =	 Initial Capital Investment
			Annual Net Cash Flow
		
	 
	                                 Project A

	Year
	Net Cash Flow
	Cumulative Net Cash Flow

	0
	-£160,000
	-£160,000

	1
	£45,000
	-£115,000

	2
	£45,000
	-£70,000

	3
	£45,000
	-£25,000

	4
	£45,000
	£20,000

	5
	£45,000
	£65,000

	6
	£45,000
	£110,000



	
The payback period of Project A is between 3 and 4 years, where the cumulative net cash flow changes from a deficit to a surplus;


Payback Project A = 3 years + 	Deficit £25,000	 =    £25,000 = 3 years + 0.55 
			         Deficit £25,000 + Surplus £20,000     £45,000

· Payback Period Project A  = 3 years 6.6 months 

	 
	                                      Project B

	 
	
	 

	Year
	Net Cash Flow
	Cumulative Net Cash Flow

	0
	-£220,000
	-£220,000

	1
	£60,000
	-£160,000

	2
	£60,000
	-£100,000

	3
	£60,000
	-£40,000

	4
	£60,000
	£20,000

	5
	£60,000
	£80,000

	6
	£60,000
	£140,000



The payback period of Project B is also between 3 and 4 years;

Payback Project B = 3 years + 	Deficit £40,000	 =    £40,000 = 3 years + 0.66
			         Deficit £40,000 + Surplus £20,000     £60,000

· Payback Period Project A  = 3 years 8 months 




· Net Present Value (NPV) of 2 Projects
                                             
NPVn = (Initial Outlay) + Future Value
             		                     (1 + i)n

	
	
	Project A
	Project B

	Year
	DF (7%)
	Net Cash Flow
	PV
	Net Cash Flow
	PV

	0
	1
	-£160,000
	-£160,000
	-£220,000
	-£220,000

	1
	0.935
	£45,000
	£42,075
	£60,000
	£56,100

	2
	0.873
	£45,000
	£39,285
	£60,000
	£52,380

	3
	0.816
	£45,000
	£36,720
	£60,000
	£48,960

	4
	0.763
	£45,000
	£34,335
	£60,000
	£45,780

	5
	0.713
	£45,000
	£32,085
	£60,000
	£42,780

	6
	0.666
	  £65,000*
	£43,290
	  £70,000*
	£46,620

	
	
	NPV
	£67,790
	NPV
	£72,620


*Both projects residual values were added to 6th year’s net cash flows.
NPV for Project A = £67,790
NPV for Project B = £72,620

b) Determine the Accounting Rate of Return (ARR) for each project.  

ARR = Average Profit    x 1000
	Average Capital

Project A
Annual Depreciation = (Initial Investment − Residual Value) ÷ Life of Project
Annual Depreciation = (£160,000 − £20,000) ÷ 6 = £23.333
Average Profit = £45,000 − £23,333 = £21,667
Accounting Rate of Return = £21,667 ÷ £160,000 x 100 = 13.55%
Project B
Annual Depreciation = (Initial Investment − Residual Value) ÷ Life of Project
Annual Depreciation = (£220,000 − £10,000) ÷ 6 = £35,000
Average Profit = £60,000 − £35,000 = £25,000
Accounting Rate of Return = £25,000 ÷ £220,000 x 100 = 11.36%

c) Evaluate the results of part (a) and (b) above. Recommend with reasons the project that should be adopted. 
In part A, Payback Periods and Net Present Values of 2 different investment projects were calculated.  And In part B, Accounting Rate of Returns of same projects were also calculated. 
Payback period of Project A is 3 years 6.6 months and Project B is 3 years 8 months. It is assumed that recouping the investment of Project A takes 1.4 months less time than investment of Project B. 
Net Present Value of both projects are calculated as £67,790 for Project A and £72,620 for Project B. Although both NPVs are positives therefore both projects will give a return more than 10 percent, Project B provides a higher return than Project A. 
Accounting Rate of Return of Project A is 13.55% and Project B is 11.36%. It is predicted that the average profit before interest and tax of Project A will be more than Project B. 
 Although the Payback Period and Accounting Rate of Return techniques of both projects show that Project A is able to recoup the investment a little ahead of and its average profit before interest and tax would be slightly higher than Project B, both techniques do not take account of the time value of money. On the other hand, Net Present Value includes the effects of time value of money in its computation. As a result of this NPV is a more successful technique to show the real return from investment. NPV of Project B is higher than Project A 
Consequently, Project B should be adopted because of a higher NPV which takes account of the time value of money despite slightly lower Payback period and ARR results than Project A.

d) Critically discuss the advantages and shortcomings of the Payback and NPV techniques as ways of evaluating capital projects. 
Advantages of the Payback Method
The significantly important advantage of this method is its effortlessness. It's a simple method to evaluate numerous projects and then to choose the project which is able to recoup the investment at the earliest by comparison with the other projects (smallbusiness.chron.com, 2018). It is vitally important to choose projects that can generate rapid and high income for the companies which have limited capital.
Managers use this technique to make a quick assessment about projects with small assets and short payback periods.
Furthermore, the term ‘Payback Period’ is global therefore it is able to be calculated by anybody. It explains the significance of taking into consideration liquidity when making investment decisions. It also provides the easiest way to estimating capital outgoings (connectusfund.org).

Shortcomings of the Payback Method
The Payback method is not the most successful investment appraisal method because it does not take account of the time value of money. The cash flows received in the first period of the project are higher than the cash flows received in the forthcoming periods.
For example, even of the two different projects have the similar payback periods, one of the projects may provide more cash flow in the first years, while the other project may provide a higher cash flow in the following years. Hence, it is not enough to use only Payback method when deciding on an investment (smallbusiness.chron.com, 2018).
It does not mean that a project which has a short term payback period is profitable. If the cash flows finish at the payback period or are radically reduced, a project may never generate an income and for that reason, it could be a risky investment.
The payback method is a useful technique as a first assessment of different projects. On the other hand, the payback method does not provide a full examination as to the attractiveness of projects that get cash flows after the end of the payback period. And the Payback method does not take in consideration the effectiveness of a project nor its return on investment.
The largest cash flows may occur for some projects after the payback period is over. Such projects can have higher profits on investments, and projects with a shorter payback period can be selected (smallbusiness.chron.com, 2018).

Advantages of Net Present Value (NPV)

Taking into consideration the assumption that a pound today is worth more than a future pound is the greatest advantage of the Net Present Value technique. 
Net Present Value offers a good approach to estimate the assessment of projects. Discount rates differ considerably from one company to another, the cost of capital being driven by the appropriate markets’ view of risk. It is related to the timing of cash flows, favouring projects with costs that become visible later or bring benefits earlier than others (Martin Hopkinson, 2016)
Although other techniques incorporate valuable range criteria, such as a project’s annual profit, a project’s NPV is often more significant to know. The bigger a project’s Net Present Value, the more it enlarges worth of the company (yourbusiness.azcentral.com, 2018).

Shortcomings of the Net Present Value
The main shortcoming of the net present value method is that it needs some estimation about the company's cost of capital. If the cost of capital is estimated too low or too high, the investments which are made by this calculation may go wrong for the company (fool.com, 2018).
Net Present Value does not respond all questions about the financial attractiveness of capital outlays. One of these is that the range of the NPV is affected by the size of the investment (András Nábrádi and László Szôllôsi, 2005).
Net Present Value method is only appropriate for comparison with two similar projects (fool.com, 2018).
Payback Method vs. Net Present Value
While the Payback method shows the elapsed time for the return of an investment, the Net Present Value is calculated in terms of currency.
There are limits to the use of the Payback method because it does not take in consideration the time value of money and other concerns such as inflation. Contrary to this, the Net Present Value method takes in consideration the time value of money.
Payback method pays no attention to any profits that is acquired after the end of the payback period. And also, it does not consider total incomes (strategiccfo.com, 2013).

e) Discuss the non-financial factors that need to be considered in investment appraisal process.

There are a lot of non-financial factors that have a direct effect on investment appraisal and all of them are as important as financial factors.

Firstly, the impact of the project on the security and safety of the staff as well as the safety of the public is a significant non-financial consideration. Frequently financially applicable projects may be left out just due to their risky impact on staff or unfavourable impact on social environment or beliefs and values of the society.

Another non-financial factor is the motivation of the staff. If the employees who work for a project haven’t enough motivation to work, that project is not able to succeed (hubpages.com, 2018).

Accessibility of necessary raw materials, electricity, power or any other facilities essential for the investment of the project must to be considered. If not and in case of lack of any of these raw materials even the most economically profitable project may go in unsuccessful.
The consequences of government actions and inactions must be considered on any investment project. Otherwise, the project could be cancelled after adopted (hubpages.com, 2018).

Availability of the most relevant technology is another non-financial factor. Suitable technical characteristic is the level of technology integrated in the project. This factor is linked with the technical feasibility of the project. During the project appraisal, difficulty of the project, the lack of information regarding new technologies and their quickly changing nature must be addressed avoiding the possible underestimation of these problems (Ferreira, 2006).

The assessment of each project should consist of factors like geographic characteristics of the location or the possibility of a natural tragedy occurrence and the existence of emergency plans (Ferreira, 2006).
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