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1. [bookmark: _Toc164362213]History of Oracle Corporation

A titan of the software sector, Oracle Corporation has a long history entwined with the development of cloud computing and data management. When Larry Ellison, Bob Miner, and Ed Oates founded the firm in 1977 under the name Software Development Laboratories (SDL), they had one goal in mind: they wanted to develop a user-friendly database system that was modelled after the then-emerging idea of relational database models. Their ground-breaking accomplishment came in 1979 with the introduction of "Oracle," one of the first relational database management systems (RDBMS) to be made available for purchase that made use of SQL (Structured Query Language). Data management was transformed by this intuitive technology, which made it possible for companies to effectively organize, store, and retrieve data. Acknowledging the potential of their invention, SDL formally changed its name to "Oracle" in 1982 to further solidify their relationship with the innovative program.

Oracle saw a rapid rise in the 1980s. Oracle's cutting-edge database solutions became the standard as companies' reliance on data management grew. Their quick expansion was spurred by their success and resulted in a 1986 public offering. Oracle didn't sit back and take it all in, though. By adding new products to its lineup in addition to its core database software, the company has clearly embraced continual innovation. Strategic acquisitions, most notably the 2010 acquisition of Sun Microsystems, resulted from this commitment to expansion. Oracle entered a new age of software distribution with this audacious move that greatly enhanced the company's cloud computing capabilities.

Oracle is a powerful player in the rapidly changing technology industry today. Their whole business model now revolves around cloud computing, which provides a full range of services to compete industry titans like Microsoft Azure and Amazon Web Services. These services include software as a service (SaaS) product, database management solutions, and infrastructure management—a reflection of their primary competency. In spite of intense competition, Oracle continues to lead the industry. They keep at the forefront of technological breakthroughs and are constantly innovating to fulfil the ever-changing needs of the industry thanks to their everlasting dedication to research and development. (Symonds and Ellison, 2013)

1.1. [bookmark: _Toc164362214]Major Competitors of oracle corporation

The software sector is rife with competitors, and Oracle Corporation has several of them for its range of products. In the cloud computing arena, Amazon Web Services (AWS) reigns supreme, offering a comprehensive suite of IaaS, PaaS, and SaaS solutions that directly compete with Oracle Cloud Infrastructure and Oracle Cloud Platform. Another strong competitor to Oracle is Microsoft Azure, which offers cloud services that disrupt its hegemony, especially in enterprise software.  (Demsetz, 2020)

In the realm of database management systems, Oracle is up against IBM Db2, a reputable contender for extensive enterprise applications, and Microsoft SQL Server, a more affordable option that is well-liked in Windows contexts. SAP is a strong rival in the ERP and CRM solution space. While SAP C/4HANA directly competes with Oracle's CRM products, their SAP S/4HANA ERP system is a rival to Oracle Fusion Cloud ERP. Furthermore, Salesforce, a pioneer in cloud-based customer relationship management, poses a serious threat with its powerful platform, which competes with Oracle Siebel CRM.

There is further rivalry in the hardware business. Hewlett Packard Enterprise (HPE) and Dell Technologies are two significant vendors that directly compete with Oracle's hardware offerings by providing server and storage solutions.  Oracle makes use of its advantages in this changing market, including a big product portfolio, a solid reputation as a brand, and a devoted client base, particularly among large businesses. But there are still difficulties.  It is necessary to pay attention to the migration of current clients to the cloud and maybe less user-friendly interfaces in comparison to competitors.  Looking ahead, there are exciting prospects for growing cloud services and bringing on new clients, especially in the SMB market. But Oracle needs to be on guard because competitors' aggressive pricing techniques could jeopardize its profit margins and the constantly evolving tech market demands constant innovation. (Scalzo, 2006)


1.2. [bookmark: _Toc164362215]Major Events and Oracle Corporation (2020-2024)

There has been a great deal of global upheaval between 2020 and 2024, and Oracle Corporation and the computer sector have surely felt the repercussions. Although it's challenging to establish a clear causal relationship between each significant event and Oracle's particular actions, let's examine some significant advancements and their possible knock-on effects on the business:

The COVID-19 epidemic that emerged in 2020 drastically changed how businesses function. The increased popularity of remote work arrangements probably increased demand for cloud-based software. Given that Oracle provides organizations with the capabilities and flexibility required for remote operations through cloud services like Oracle Cloud Infrastructure and Oracle Cloud Platform, this might have been advantageous for Oracle. But the pandemic also brought about a wider economic slump and problems in global supply systems. Oracle might not have sold as much software licenses and hardware if companies had cut back on technology purchases because of economic uncertainties.

The tech scene has been gradually changing for years due to a broader movement towards cloud computing, and this tendency persisted from 2020 to 2024. Oracle was probably well-positioned to gain from this change as more and more companies realized the advantages of cloud solutions' scalability, flexibility, and affordability. This is because Oracle's cloud portfolio was growing.

The protracted conflict in Ukraine, which began in 2022, has created a cloud of uncertainty over the world economy. This would have caused companies to postpone or cut back on their IT expenditures, which might have affected Oracle's sales. However, increased tensions around the world frequently make cybersecurity worries worse. Due to organizations' increasing emphasis on data protection in a potentially unstable environment, there may have been a rise in demand for Oracle's security products.

Oracle faces further challenges due to a wider economic downturn that began in 2022. Tighter budgets may make companies less willing to invest in new technology, which could slow down the sales of Oracle's hardware and software licenses.

The unstoppable speed of innovation is one thing that never changes in the tech sector. Artificial intelligence, automation, and other emerging technologies are continuously transforming various sectors. Oracle probably kept spending a lot of money on research and development to make sure their product offerings stayed up to date with these developments in order to keep its competitive advantage. It's important to keep in mind that these are only possible side effects and that many company-specific factors will determine how Oracle's business is really affected. Their client base's durability during economic downturns, their product development lifecycles, and their marketing methods all play a part. A closer look at Oracle's financial reports and news statements from these years may provide a more nuanced view of how they handled these events and maneuverer through this dynamic environment. (Davenport & Harris, 2007)





2. [bookmark: _Toc164362216]Financial Ratios:

	RATIOS
	CALCULATIONS

	Current Ratio Current Assets / Current Liabilities
	 $50 Billion / $30 Billion = 1.67

	Quick Ratio (Liquidity) (Current Assets - Inventory) / Current Liabilities
	 ($50 Billion - $10 Billion) / $30 Billion = $40 Billion / $30 Billion = 1.33

	Profit Margin (Profitability) Gross Profit / Total Revenue
	71.5% = 37.561 B / 52.51 B

	Return on Common Equity = Net Income To Common / Average Total Common Equity
	[ 10.642 B ]/ [ 2.812 B ]=  [ 378.5% ]




2.1. [bookmark: _Toc164362217]Return on Assets

A measure of a company's effectiveness in generating cash flow through asset mobilization is its return on assets (ROA) (Kusuma, M., 2021).

From May 2019 to May 2023, Oracle's operated at a 9.0% median return on assets. Looking back over the previous five years, May 2021 marked the 11.2% peak for Oracle's return on assets. In May 2022, Oracle's return on assets, which was 5.6%, reached a 5-year low.


2.2. [bookmark: _Toc164362218]Current Ratio

The current ratio is a measure of how well a company can pay its cash-at-hand bills through its cash-at-hand resources (Mankar & Pathade, 2013)

The current ratio is a liquidity ratio that measures a company's ability to pay short-term obligations. It is calculated as a company's Total Current Assets divides by its Total Current Liabilities. Oracle's current ratio for the quarter that ended in Feb. 2024 was 0.85.



2.3. [bookmark: _Toc164362219]Net Gearing Ratio

The ratio of the net gearing shows the proportion big by securing loans which is debt minus cash and other assets equivalent (Karmaśka, A., 2020).

Current and historical debt to equity ratio values for Oracle (ORCL) over the last 10 years. The debt/equity ratio can be defined as a measure of a company's financial leverage calculated by dividing its long-term debt by stockholders' equity. Oracle debt/equity for the three months ending February 29, 2024 was 13.34.

2.4. [bookmark: _Toc164362220]Efficiency Ratio

An efficiency ratio is an indicator of a company ability to perform its operational expenses in parity with its revenue (Lee, C.C., 2023).

The company's EPS TTM is $3.784; its P/E ratio is 33.19; and it has a dividend yield of 1.27%. Oracle is scheduled to report earnings on June 18, 2024, and the estimated EPS forecast is $1.65.

A rising Inventory Turnover Ratio implies Oracle is managing their inventory efficiently, minimizing storage costs and reducing the risk of obsolescence. A declining ratio could suggest overstocking, potentially due to inaccurate demand forecasting or sales slowdowns.

3. [bookmark: _Toc164362221]Comparison with the AWS(Amazon Web Service):

Oracle: Increasing the range of cloud services it offers (SaaS, PaaS, and IaaS) to rival AWS; adopting a software subscription model; making acquisitions to increase market share; and concentrating on cutting-edge technologies like blockchain and artificial intelligence.

AWS: Constant innovation in its cloud service offerings, drawing in new clients with attractive features and prices, entering new international markets, and forming strategic alliances to increase its market share.  (Amazon, 2019)


Financial Ratio Analysis (using 2023 data):

Profitability Ratios:
Gross Margin Ratio:

Oracle (TTM): 82.3% 
AWS (TTM Q2 2023): 35.0% 


Operating Margin Ratio:

Oracle (TTM): 32.1% 
AWS (TTM Q2 2023): 15.7% 
Net Profit Margin Ratio:

Oracle (TTM): 22.4% 
AWS (TTM Q2 2023): 12.2% 

Shareholder Value Creation:

Oracle: Share buybacks, dividends, and investments in growth initiatives. Oracle's stock price may be impacted by its transition to a cloud-based model.
Additional Considerations:
AWS: As part of Amazon, AWS contributes significantly to its overall shareholder value. AWS's consistent growth and profitability are positive indicators for investors.

business Share: Oracle is now trailing behind AWS in the cloud computing business.
Brand Recognition: Although both businesses are well-known in the IT industry, AWS is more strongly associated with cloud computing.

3.1. [bookmark: _Toc164362222]Return on Assets

Oracle's operated at median return on assets of 9.0% from fiscal years ending May 2019 to 2023.

AWS' return on assets for fiscal years ending December 2019 to 2023 averaged 5.7%.

According to scenario, Oracle (ORCL) and Amazon AWS have historically performed well in terms of their Return on Assets (ROA) measure. The conclusions we can draw are broken down as follows:


Oracle's Return on Assets:

With a median return on assets (ROA) of 9.0%, Oracle's average ROA for the five fiscal years that ended in May 2023 was 9%. With a "median" of 9%, half the years had greater values and the other half had lower values.

Relatively High ROA: Oracle's 9% ROA indicates that it makes effective use of its resources to turn a profit, in contrast to the industry averages for software businesses, which can differ.


The ROA of AWS':

Average ROA of 5.7%: This shows that Amazon's average ROA for the last five fiscal years, which ended in December 2023, was 5.7%.Reduced ROA in comparison to Oracle: There could be a number of reasons for this, including:
Amazon's Business Model: The e-commerce industry is characterized by rapid expansion and poor profit margins. Their focus on quick growth and reinvesting profits back into the company might occasionally have an impact on ROA.
Asset Intensity: Compared to Oracle, Amazon may have a larger percentage of intangible assets (such as brand value), which could have an effect on ROA estimates.

Limitations of ROA: ROA is merely one metric. A superior company isn't always indicated by a greater ROA. For a more complete view, it is imperative to take into account other financial measures in addition to ROA (e.g., profit margin, debt-to-equity ratio).

Sector Means: It's helpful to compare these ROA figures to the average ROA for their respective industries (software and e-commerce) to get a better understanding of their relative performance within their sectors.

3.2. [bookmark: _Toc164362223]Acid-Test Ratio

oracle corporation =0.85
AWS =0.84.


Although the Acid-Test Ratios (0.85 for Oracle and 0.84 for AWS) give an overview of their short-term liquidity, a more thorough investigation is required to have a more comprehensive picture. This is a thorough explanation:

Acid-Test Ratio Interpretation:

Both companies have ratios close to, but slightly below, 1. This indicates they possess sufficient liquid assets (cash, marketable securities) to cover a significant portion of their current liabilities (short-term debts) within a year.
The small difference between their ratios (0.85 vs. 0.84) suggests a marginally better liquidity position for Oracle, but it's not a substantial distinction.

Comparing Oracle's and AWS's ratios to the average Acid-Test Ratio for their respective industries (software and e-commerce) helps us understand their relative liquidity within their sectors.
For instance, if the software industry average is 1.2 and the e-commerce average is 1.0, then both companies might be considered adequately liquid relative to their peers.

Analysing their operating cash flow reveals their ability to generate cash from core operations. A company generating strong cash flow can better handle short-term debt obligations without relying solely on liquid assets.

While the Acid-Test Ratio suggests adequate short-term liquidity for both Oracle and AWS, a comprehensive analysis incorporating industry benchmarks, debt structure, cash flow generation, and company guidance is crucial. A slightly lower ratio might not be a major concern if other aspects of their financial health are strong.
By conducting this deeper analysis, you can gain a more informed understanding of their ability to manage short-term obligations and navigate potential liquidity challenges.


3.3. [bookmark: _Toc164362224]Net Gearing Ratio

Oracle Corporation = 25%
AWS=25%

The Net Gearing Ratio (also known as the Net Debt to Equity Ratio) of 25% for both Oracle (ORCL) and AWS (considered as a segment of Amazon.com (AMZN)) indicates a similar level of financial leverage for both companies. Here's a breakdown of what this means:

Net Gearing Ratio Explained:

The Net Gearing Ratio measures a company's reliance on debt financing compared to its equity financing. It's calculated as:
Net Gearing Ratio = (Total Debt - Cash & Equivalents) / Shareholders' Equity

Interpretation of 25% Ratio:
A Net Gearing Ratio of 25% suggests that for every $1 of equity, both Oracle and AWS have $0.25 of debt financing. This indicates a moderate level of financial leverage. They are using some debt to finance their operations and growth, but it's not an overwhelming amount compared to their equity base.

Considerations for a More Nuanced View:
While the identical ratios suggest similar leverage, some additional factors can provide a more complete picture:

Industry Averages:
Comparing their ratios to the average Net Gearing Ratio for their respective industries (software and e-commerce) gives context.
For instance, if the software industry average is 1.0 (meaning more debt) and the e-commerce average is 0.5 (less debt), then both companies might be considered moderately leveraged relative to their peers.

Interest Rate Environment:
If interest rates are low, as they have been in recent years, the cost of servicing debt is lower. This can make a moderate level of leverage more manageable.
However, if interest rates rise, the debt becomes more expensive to service, potentially impacting profitability.

Growth Prospects:
Companies with strong growth prospects can often handle higher levels of debt financing as they are generating additional cash flow to service the debt.

Overall:
A Net Gearing Ratio of 25% suggests a moderate use of debt by both Oracle and AWS. However, a more comprehensive analysis requires considering industry benchmarks, the interest rate environment, and each company's specific growth prospects.


3.4. [bookmark: _Toc164362225]Efficiency ratio

Oracle Corporation = 0.85
AWS= 0.50

The provided information includes efficiency ratios for Oracle (0.85) and AWS (0.50), but without knowing the specific type of efficiency ratio used (e.g., expense ratio, operating expense ratio), a direct interpretation is impossible. Here's a breakdown to help you understand:

Types of Efficiency Ratios

There are various efficiency ratios used to assess a company's ability to produce output (revenue, profit) with a given amount of input (expenses, resources). Some common ones include:

Expense Ratio: Measures the percentage of revenue spent on expenses. A lower ratio indicates better efficiency in controlling expenses.
Operating Expense Ratio: Similar to expense ratio but focuses on operating expenses (excluding non-operating items).
Inventory Turnover Ratio: Measures how often inventory is sold and replaced within a period. A higher ratio indicates better efficiency in managing inventory. (Yasmin & Jamaluddin, 2020)

Interpretation Challenges:

Without knowing the specific efficiency ratio used, it's difficult to say definitively which company is more efficient (Oracle at 0.85 and AWS at 0.50). Here's why:

Different Ratios, Different Meanings: Depending on the specific ratio, a higher number might not always indicate better efficiency. For example, a higher expense ratio (meaning a larger portion of revenue is spent on expenses) would be unfavourable.
Industry Context: Efficiency ratios need to be evaluated within the context of the industry. A software company like Oracle might have a different optimal expense ratio compared to an e-commerce company like Amazon (AWS's parent company).
Recommendations for a More Informed Analysis

To understand the efficiency comparison better, consider the following steps:

Identify the Ratio Type: Find the source of this information. If possible, determine the specific efficiency ratio used (e.g., expense ratio, operating expense ratio).
Industry Benchmarks: Research the average efficiency ratio for Oracle's software industry and AWS's e-commerce industry. This will provide context for interpreting their individual ratios.
Consider Business Models: Understand the core business models of Oracle and AWS. Their approaches to revenue generation, expense management, and inventory might differ, impacting their efficiency ratios.
Additional Insights

Even without knowing the specific ratio, we can glean some potential interpretations:

Oracle (0.85): If it's a profitability ratio (like net profit margin), a higher value could indicate they generate more profit per dollar of revenue compared to AWS.
AWS (0.50): If it's an expense ratio, a lower value could suggest they control expenses more efficiently relative to revenue compared to Oracle.

Oracle is a leading technology company, but to stay competitive in the ever-evolving market, here are some potential areas for improvement:

Cloud Growth Acceleration:

Enhanced Cloud Offerings: Develop and expand its cloud services portfolio (SaaS, PaaS, IaaS) to cater to a wider range of customer needs and compete more effectively with AWS and other cloud giants.
Focus on User Experience: Streamline user interfaces and functionalities of its cloud solutions to improve user experience and adoption rates.
Aggressive Pricing Strategies: Consider offering competitive pricing models for cloud services to attract new customers and retain existing ones.
Innovation and Emerging Technologies:

Increased Investment in R&D: Allocate more resources towards research and development to stay at the forefront of technological advancements, particularly in areas like artificial intelligence, machine learning, and blockchain.
Strategic Acquisitions: Explore strategic acquisitions of innovative startups or companies that complement Oracle's existing offerings and accelerate its entry into emerging technology markets.

Focus on Open-Source Integration: Embrace open-source technologies and tools to enhance the flexibility and interoperability of its solutions, catering to a broader developer community.
Subscription Model Adoption:

Transition Strategy: Develop a well-defined strategy for transitioning customers from traditional on-premises licenses to subscription-based cloud models.
Subscription Model Benefits: Emphasize the benefits of subscription models for customers, such as lower upfront costs, scalability, and access to the latest features.

Flexible Subscription Options: Offer diverse subscription plans tailored to different customer needs and budgets.

Marketing and Sales Strategy: Re-evaluate and potentially revamp marketing and sales strategies to better target cloud customers and effectively communicate the value proposition of Oracle's cloud offerings.

Data Security and Privacy: Prioritize robust data security measures and ensure compliance with evolving data privacy regulations to build trust with customers.

Employee Training and Upskilling: Invest in training and upskilling programs for employees to equip them with the necessary expertise to support the company's transition to a cloud-centric model. Hence supporting business agility and fitting in nicely with contemporary development processes.

Oracle must make significant investments in machine learning and artificial intelligence (AI) if it hopes to remain a leader in the field. Predictive analytics, computer vision, natural language processing, and other cloud services can all benefit from having AI and ML capabilities integrated in order to improve user experience and value proposition for customers. Imagine an AI-powered cloud-based customer relationship management (CRM) system that can anticipate client demands and personalize interactions. This kind of innovation has the potential to differentiate Oracle from rivals.

A clear plan is needed to move clients from traditional on-premise licensing to subscription-based cloud models. Providing cloud services with limited-feature trial versions or freemium models can be an effective strategy for drawing in new clients. Giving prospective clients a chance to personally see the advantages of Oracle's cloud products can increase the likelihood that they will sign up for paying subscriptions. Additionally, organizations with unpredictable workloads or budget limits are catered to by offering flexible invoicing choices including pay-as-you-go models. This adaptability is crucial in the cutthroat cloud industry of today.

4. [bookmark: _Toc164362226]Evaluation of New Investment Opportunities

	Payback Period

	Project A
	Project B

	=2 years+(500/1000) years=2.5 years 
	=0+(1000/1500) years= 0.67 year



	Accounting Rate of Return (ARR)

	Project A
	Project B

	Average Annual Profit= (2500+2000+1000-442)/ 4= 1264.5 million
ARR= (Average Annual Profit / Initial investment) *100%
= (1264.5 /5000) *100%
= 25.29%
	Average Annual Profit= (1500+1000+1000-470) /4 = 757.5 million
ARR= (Average Annual Profit / Initial investment) *100%
= (757.5/1000) *100%
= 75,75%



[image: ]

4.1. [bookmark: _Toc164362227]Evaluation and Recommendation

A thorough comparison of Project A and Project B's financial performance using important indicators including payback duration, accounting rate of return (ARR), and net present value (NPV) is shown in the graphic. First, both projects' payback periods—which show how long it takes an investment to recover its initial cost—are computed. Project A exhibits a payback duration of 2.5 years, while Project B has payback period of 0.67 years. Now let's talk about ARR, a profitability metric. Project A produces an ARR of 25.26% based on the average yearly profit over the initial investment. Project B, on the other hand, exhibits a higher ARR of 75.75%, indicating a better return on investment. Last but not least, the Net Present Value (NPV) analysis takes into account cash flows over time while discounting the time value of money. In-depth computations show the cash flows' current value for every year, which helps determine net present value (NPV). These thorough financial analyses, which cover payback period, annual rate of return, and net present value, provide stakeholders with critical information for strategic decision-making and investment planning. This helps in the assessment and identification of the most feasible investment project based on financial performance and potential return. Each metric within this analysis provides a critical lens through which to assess and compare Project A and Project B, informing stakeholders of the financial implications and considerations associated with each investment opportunity.

4.2. [bookmark: _Toc164362228]Recalculation of NPV


[image: ]


The projects' profitability is further revealed by the computation of the net present values (NPV) for both Project A and Project B, following a 10% adjustment to project expenditures and a 10% response to cash flows, respectively. Now that Project A is producing 503.76 million pounds in net present value (NPV), Project B is producing a larger NPV as well. Upon conducting a thorough analysis of the NPVs, we discover that both values are still positive, indicating that both projects will yield returns that exceed their original inputs. However, the fact that Project B's NPV is higher than Project A's suggests that Project B might offer a higher return on investment. As a result, changes in the original investment and cash flows determine whether an investment project is financially viable; that is, the larger the investment, the higher the cash flow, and vice versa. Although both projects have the potential to yield long-term profits, project B's higher net present value suggests it may be a more profitable endeavour with the ability to optimize returns and hence increase shareholder value. Accordingly, Project B appears to be the preferred investment plan based on the updated NPV statistics.

4.3. [bookmark: _Toc164362229]Advantages and Disadvantages of Evaluation Techniques

	Payback Period

	Advantages
	Disadvantages

	The payback period is a straightforward calculation that doesn't require complex financial models or advanced financial knowledge. This makes it a user-friendly tool that can be easily understood by both financial and non-financial professionals involved in decision-making. Additionally, the payback period's focus on short-term liquidity is particularly relevant for businesses with limited cash flow or a high risk tolerance. These businesses may prioritize getting their money back quickly, and the payback period helps them identify investments that align with this objective. Furthermore, by focusing on the early years of cash flows, the payback period can act as a risk assessment tool. Projects with a shorter payback period are generally considered less risky from a cash flow perspective, as they recover their initial investment quicker. Finally, when faced with multiple investment options, the payback period can be a valuable tool for quick project selection and prioritization. Projects with shorter payback periods might be prioritized, especially for businesses with limited capital. (CFI Team, 2022)
	The payback period is easy to understand but has limitations. It ignores the time value of money, meaning a dollar today is worth more than a dollar tomorrow. This can lead to favouring a project that recovers its cost faster (Project A in your example) even if it generates less total cash flow than a project with a longer payback (Project B). Additionally, the payback period only considers cash flow until the investment is recovered, potentially overlooking profitable long-term projects. It's not ideal for all projects, especially those with cash flows spread out over many years. While it can be a helpful starting point, the payback period should be used with other techniques that consider these important factors for better decision-making. (CFI Team, 2022)



	Accounting Rate of Return

	Advantages
	Disadvantages

	ARR is a straightforward calculation that's easy to understand and interpret, even for those without extensive financial expertise. It provides insights into a company's ability to generate profits from its assets within a specific period, highlighting their short-term performance in utilizing these assets. This can be helpful for assessing a company's financial health and its ability to meet short-term financial obligations. (Kaur & Singh, 2019)
	Similar to the payback period, ARR doesn't consider the timing of cash flows. A dollar received today is worth more than a dollar received in the future due to factors like inflation and the potential for reinvestment. ARR only focuses on average profit generated from assets and doesn't account for other factors that affect a company's overall profitability doesn't explicitly consider the risk associated with an investment. A project with a high ARR might involve significant risk, such as high market volatility or technological obsolescence.(Mangani & Gupta, 2020)Top of Form




	Net Present Value

	Advantages
	Drawbacks

	NPV explicitly considers the time value of money. It recognizes that a dollar received today is worth more than a dollar received in the future due to factors like inflation and potential reinvestment opportunities. NPV takes into account all of the project's expected cash flows, both positive (inflows) and negative (outflows), over its entire lifespan. By discounting future cash flows to their present value and summing them up, NPV provides a single metric that allows for comparison of different investment options. (Corporate Finance Institute, 2023)
	NPV requires estimating the discount rate, also known as the cost of capital. This rate reflects the minimum acceptable return an investor expects for undertaking the project. Inaccurate estimation of the discount rate can significantly impact the NPV calculation, potentially leading to misleading results is heavily reliant on the accuracy of forecasted cash flows. Errors in predicting future cash inflows and outflows can lead to a misleading NPV calculation.




5. [bookmark: _Toc164362230]Non-Financial Factors
Financial metrics like NPV, ARR, and payback period are essential tools for evaluating investments and assessing a company's financial health. However, a comprehensive analysis should extend beyond the numbers to encompass non-financial factors that can significantly influence a project's success or a company's long-term prospects.
A thorough examination of the market environment is crucial. Industry trends, including growth patterns and potential disruptions, can significantly impact a project's viability. A project aligned with a growing market has a higher chance of success compared to one in a declining sector. Analysing the competitive landscape, including the strengths and weaknesses of key players, is equally important. This allows for a realistic assessment of the project's potential for differentiation and competitive advantage. Additionally, understanding evolving customer needs and preferences ensures the project offers a valuable solution that resonates with the target market. (Aswath Damodaran, 2012)
Crucial elements are the management team's credentials and experience, who will carry out the project. Having a capable staff with a solid track record gives one hope for the project's successful completion.  Furthermore, to guarantee efficient project execution, it is imperative to have the required human resources with the appropriate skills and competence. It is essential to find any talent gaps and create a strategy to close them.
The project's alignment with the company's overall vision, mission, and long-term goals is paramount. Evaluating how the project supports the company's strategic direction ensures it contributes to achieving its overarching objectives. Furthermore, assessing whether the project aligns with the company's existing culture or if cultural changes are necessary is crucial. A project that clashes with the established culture can face resistance and hinder its success. (Pinto & Slevin, 2018)
Top of Form
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