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SECTION A 
A	Financial Analysis of Both William Hill Plc and Paddy Power Plc				            2017		         2016		   2015	
Computations 	    Will Hill  Paddy    Will Hill  Paddy   Will Hill  Paddy
Profitability Ratios
Profit after Tax/              4.9%    2.5%      10.3%    0.37%      11.9%    13.6%
Sales x 100								
Profit Margin: 
Net Income/Sales          45%      22%	    4.33%   9.5%        5.5% 	    5.6%
Net Profit/Sales	      19%      14%	   15.7%   10.5%      11.4%    9%
Return on Capital Employed (ROCE) 
EBIT/ Cap. Employed    0.1        0.6           0.6         0.3          0.6          0.7
Return on Asset:									
Net Inc/Tot Assets         32.8%   4.2%        16.6%    2.9%      37.6%    3.7% 
											
Liquidity Ratio
Current Asset/                 1.8       1.1           2.0        1.0           2.1        0.82     
Curr. Liabilities

Acid Test or Quick Ratio							
Curr Assets – stock/       0.8        0.3           0.7        0.4          0.5         0.27
Curr liabilities
Debt Ratios											
Tot Debt/Tot Assets       1.23     0.45           0.06       0.07         0.48     0.36
Efficiency Ratios
Asset Turnover: Sales/   0.72     0.35           0.66       0.30         0.68     1.94
Total Assets - Liabilities
Gross Profit Margin
Gross Profit/Total         75.7%    76.8%       76.2%   76.9%     76.3%    75.9% 
Sales X 100
Operating Profit Margin
PBIT/Revenue x 100    2.6%     22.3%       14.1%    21.1%   14.1%     16.6% 
			            2017		         2016		     2015	
Computations 	    Will Hill  Paddy    Will Hill  Paddy   Will Hill  Paddy
Solvency Ratios
Financial Leverage:        2.2     0.1             1.99       1.2          1.9        1.7
Total Asset/Total Equity
Investor Ratios
PAT/No. of                      8.6    84.4             8.7        81.4         8.8      45.27
Ordinary Shares
Background of Case Study: 
An investor, Mr Tim Farrow, is interested in investing funds in either the William Hill or the Paddy Power, two prominent organisations in the gaming industry of the United Kingdom. Therefore, to guide Mr Tim Farrow appropriately and be able to arrive at the best business decision, I will attempt to review the three year balance sheet of both companies from 2015 to 2017 as much as I can but first, it will be necessary to understand the environment of the industry into which investment is to be made and second, it will be appropriate to undertake a critical analysis of the gaming industry and third, it will be pertinent to compare and contrast particularly, the two organisations - William Hill and Paddy Power to ascertain how both organisations fare, relatively to one another, especially, in the area of strength and weaknesses. I will also review opportunities available to both organisations as well as the threats facing them in a SWOT analysis. Without a knowledge of how strong or weak a company is, especially the financial strength, the investor may be investing in an organisation that is about to burst or die.
William Hill and Paddy Power continued to enjoy the unfettered growth of the gaming and betting industry because consumers continued to play and invest betting money into the industry unrestricted. However, despite the attractiveness and growing popularity of betting and gaming, the industry suffers from some adverse economic forces such as negative business climate, a challenge that has led to the death of a number of retail outlets on the part of the two going concerns. Also, there is the challenge of increasing business taxes which has limited organisation profitability and expansion; there is also aggressive competitive environment, a factor which has affected organisational clientele on the part of both organisations; there is the challenge of incessant government legislations, a factor that has regulated business practices and caused stunted growth; besides there is declining consumer incomes, all of which have major impact on the ability of participants to spend into the industry voluntarily.  
Analysis of the Gaming Industry. 
Dinks, 2015, in a simple definition, said ‘’gaming refers to an activity which is largely entertaining in nature, and one that is officially permitted by the laws of the land’’ whereas ‘’gambling is the use of money or anything which has material value but an outcome which is completely uncertain and whose primary purpose is to win additional money and/or material items’’. Most importantly, the outcome of the gambling activity is known within a brief period.
David Walmsley, Senior Leisure Analyst says “Multichannel gamblers play primarily online but their retail habits are being kept alive by a continuing reluctance to take remote activity outside the home.” Meaning that most active players in the gaming industry will prefer to play online and that attitude will continue to be strengthened so long as online retail habits continued to be sustained. 
However, the performance of the gaming industry is very encouraging. For example, according to Mintel, ‘’between October, 2016 and September, 2017, the Great Britain gambling industry’s total gross gambling yield was £13.9 billion representing a 0.7% increase over the period from April 2016 to March 2017’’.
Also culled from Mintel, the Office of National Statistics estimated that about £2 billion was injected into the United Kingdom gaming industry by a record 3 million overseas’ visitors in 2017, This was estimated at 4% increase over 2016 (ONS, 2017). In 2018, report culled from Mintel illustrates that spending in the gaming industry, especially, in online gaming is set to exceed the £5 billion mark. 
Analysing the environment of the Gaming Industry
Any investor, who is interested in investing in an industry, should be concerned about understanding the forces in the business environment of the industry. Therefore, in analysing the environment of the betting and gaming industry, I will do ‘PESTEL’ i.e. I will review the Political, Economic, Social, Technological, Ecological and Legal environments of the business.
1. The Political Environment
It is no gain saying that the political environment of the business affects the business particularly, its performance and success. First, for reasons which border on protection and moderation, the betting and gaming industry, in UK is highly regulated and controlled. Second, the betting and gaming industry is supervised by The Gambling Commission. This commission initiates the laws, the rules and the regulations guiding the activities of the players in the industry. Third, the business is guided by the Gambling Act of 2005; an act that was updated in 2015. The major objective of the updated Gambling Act 2015 is to prohibit the under aged; (anyone below the age of 18 years) from participating in the business of betting and gambling but, most especially, to protect them from the dangers associated with betting such as loss of income, loss of revenue and profitability etc. which could lead to depression, insanity, suicide, death etc. where huge sums have been lost to betting and/or gambling by the players.  
2. The Economic Environment
Usually, the impact which the economic environment of the business can have on the performance of the business cannot be over-emphasized. First, the betting and gaming industry can be faced with financial meltdown or economic crisis. This was the situation in 2007/2008 when the United Kingdom Gambling environment suffered monetary turbulence. There was also the Euro zone financial crisis of 2012 during which the UK economy suffered slow growth but very high taxation. There were huge unemployment levels and those in employment earned poor wages. Besides, high inflation limited capacity to invest and/or to re-invest. As if that was not enough, business expansion and investment capacity were sub-optimized. There was general business stagnation and as a result, production capacity nose-dived. However, despite these economic chaos and business decline, Dinks, 2015, says that ‘the gaming industry continued to hold its head above waters; resisted the downturn, created employment, generated income and subsequently re-tooled and re-motivated the economy’.
3. The Social/Cultural Environment
Without doubt, the gaming industry is usually the wiping industry. It is highly criticised by a section of the community. The unformed people in the community perceive it to be a major threat to peoples’ lives and savings whereas another section of the society considers betting and gaming as a source of amassing quick and easy money. Even though, this may appear like it, it is not entirely true. What is undeniable is the fact that, betting and gaming is a form of relaxation and leisure. Besides, rife among the religious community is the belief that betting and gaming majorly contributes to unabated societal decadence such as corruption, stealing and fraud. Many other people have canvassed the argument that betting and gaming, especially, gambling has led many prominent captains of industry and entrepreneurs into bankruptcy.
As a result, government has taken steps to mitigate the negative effect of gaming by embarking on massive education programmes and also by consciously intervening in the industry to protect the customers. For instance, government has fixed the maximum number of bets that are permissible by individuals.
4. The Technological Environment
The impact of technology on the betting and gaming industry cannot be over-emphasised. Technology is growing and the use of advanced technology in every sector of any economy is also growing; therefore the gaming industry cannot be an exemption. It is understatement to say that the growth and expansion that has come to the gaming industry as a result of advancement in technology is massive. In the first place, it has made accessibility possible as more people are able to participate in betting and gambling either by being able to travel to their gambling or betting centres or by playing online. The positive thing about the online platform is the fact that it has increased traffic to the industry as players can participate in betting and gambling anywhere they are in the world. Whatever geographic limitations exist before now, technology has taken away via the online platform Griffith, 2015 concludes by saying that ‘’player traffic, customer base and betting numbers have grown because of advancement in technology within the gaming industry’’.
Comparison between William Hill and Paddy Power Companies. Organisations who participate in the betting and gaming industry simply offer gambling or gaming activities such as casinos, betting and lottery firms. Despite the fact that these organisations are officially restricted by a number of governments all around the world, this industry has not only continued to be a major source of national revenue, it has also helped to eradicate unemployment, created new jobs and higher wages. Prominent among the gaming companies are William Hill and Paddy Power. 
However, as prosperous as the gaming industry is, it is also one of the most competitive and risky industries in the world. Despite the risky nature of the industry, it is still in high demand. Hoovers, n.d says ‘’the demand for gambling is influenced by consumer income growth and state spending”. Besides, the gaming industry has continued to keep profit levels high by operating effectively and also by embarking on the use of marketing strategies that work. According to Hoovers, n.d ‘’the big betting and  gaming operators within the industry are able to make huge investments in gambling facilities and efficient computer operations, and are also exposed to cross-marketing opportunities’’. This is one thing the small gaming operators are not able to do by a mile.
Interestingly, both William Hill Plc. and Paddy Power have, at some point, either acquired some other business or involved in a merger with one. Puttni, (1980), a Financial Management expert opined that ‘’the challenges of working capital is one of the main reasons responsible for William Hill’s taking over Stanley Leisure’’. 
SWOT Analysis for William Hill and Paddy Power 
	WILLIAM HILL
	PADDY POWER

	STRENGTHS
· Largest and most reputed betting and gaming  operator in the United Kingdom even over and above Ladbrokes.
· Nationwide spread and coverage. Acquired on 18th June, 2005 624 betting shops of Stanley Leisure.
· Hugely profitable in the last 10 years; acquisition of Stanley Leisure included £7.6 million that increased the firm’s value.
· Firm’s reported market capitalization in excess of £3.12 billion (Mann, 2014)
· Massive non-price competition in the form of branding, advertising, promotion etc.
· Effective customer service and product innovation.

WEAKNESSES
· Working Capital challenges leading to the acquisition of Stanley Leisure in 2005.
· Preponderance of betting shops which may lead to excessive borrowing to be able to maintain them
· Wide spread betting outlets leading to high labour costs to be able to keep them open. 
	STRENGTHS
· Fastest growing business and highly experienced business units
· Massive and strong market network following mergers.
· Growing market share at 31% as well as very strong online platform.
· Periodic implementation of very powerful and impactful publicity and advertising campaign.
· Excellent winning possibility rate as firm different betting options including live betting.








WEAKNESSES
· Though massively pervasive, advertisement methods are usually weak leading to large scale criticism by stakeholders.
· The need  not to lose market shares in strongholds has led to excessive focus on controlled markets at the expense of some other key markets in UK.  

	OPPORTUNITIES
· Opportunity to fully hold on to their market leader position in key United Kingdom markets.
· There is a massive opportunity to roll out new products and services that would excite new customers.
· Need to recruit and retain capable personnel
· Growing overhead costs and administration budgets.

THREATS
· Local competition & potential increased competition from US style ‘Super Casinos’
· Future taxation of betting and gaming
· Technological changes
	OPPORTUNITIES
· The need to increase business levels necessitates specific market targeting and segmentation.
· Very lean staff strength and committed workforce.
· Massive opportunity to expand the business especially existing products and services into new markets.



THREATS
· Potential increased taxation in the future.
· Technological changes
· Proliferation of competitive products and services.
· Pricing challenges

	
	


I will, at this juncture, explain certain salient parameters in my foregoing analysis:
a. Ratio Analysis
Ordinarily, it is a challenge trying to compare and contrast the performance of different firms’ year on year. At times, it is very difficult even trying to compare the performances of the same organization over the years. A major technique utilized by organizations for the purpose of knowing how well the business has performed is called Ratio Analysis. This is because it provides a very quick and straightforward technique of assessing the strength of an organization financially.
There are three parts to Ratio Analysis; I will as they relate to William Hill and Paddy Power:
i. Profitability Ratios – these ratios measure what the organisation has made in terms of profit. I will examine some of the three main profitability ratios:
                                2017                            2016                    2015
Profitability Ratios    Will Hill   Paddy        Will Hill  Paddy      Will Hill  Paddy  
Profit after Tax/            4.9%   12.5%           10.3%     0.37%        11.9%    13.6%
Sales x 100								
The above reveals that William Hill’s probability ratios had a sharp drop to 4.9% in 2017, it was able to hold its own in the two years previous at 11.9% in 2015 and 10.3% 2016 whereas Paddy Power which had a strong ratio of 13.6% in 2015 suffered a major dip in 2016 at 0.3% probably because of government legislations before recovering in 2017 at 12.5%. To me, William Hill is a more stable and trusted organization to invest in. The sharp drop in 2017 could be due to the economy.

a. Gross Profit Percentage Ratio: this calculates the amount of profit made in a transaction i.e. from buying and selling goods. In this case, William Hill Plc. stabilized at 76% over the three years under review whereas Paddy Power declined marginally from 76.9% in 2016 to 76.8% in 2017. See below:
                                                2017                       2016                     2015
Gross Profit Margin       Will Hill Paddy     Will Hill Paddy    Will Hill Paddy   
Gross Profit/Total sales   76.0%   76.8%       76.2%   76.9%     76.3%    75.9% 

b. Return on Capital Employed (ROCE): this is the ratio used to measure the return on an investors’ investment over a time period. In this, Paddy Power has a better return on capital employed than William Hills in 2017. Even though William Hill was able to hold its own in 2015 and 2016 at 0.6 when Paddy Power declined massively to 0.3, the sharp decline of William Hill in 2017 to 0.1 could have been due to a temporary wave in the market. A onetime set back cannot be misconstrued to mean total failure. See below:
                                        2017                  2016                2015
ROCE (Return on Cap Employed) Will Hill Paddy   Will Hill Paddy  Will Hill Paddy
EBIT/ Cap. Employed               0.1      0.6            0.6       0.3         0.6       0.7

ii. Liquidity Ratios - these ratios are used by the company to calculate its ability to convert its assets into cash so as to be able to pay debts. These include:
a. Current ratio or working capital ratio: this demonstrates the organisation’s ability to meet its short-term creditors. The normal ratio is 2:1. A higher ratio of 4:1 for example may mean complete inefficiency on the part of the firm. The firm may be tying down a lot of money in stock. Conversely, a 1:1 ratio value may translate into the firm’s inability to quickly meet its financial obligations i.e. debts. In this study, William Hills seem to have done better than Paddy Power. With a ratio of 2.1 in 2015; 2.0 in 2016 and 1.8 in 2017, William Hill has been able to operate more efficiently than Paddy Power with a ratio of 1 or less.
                                   2017                  2016                     2015
Liquidity Ratio:                Will Hill Paddy   Will Hill Paddy   Will Hill Paddy
Current Asset/                     1 .8       1.1           2.0        1.0          2.1        0.82     
Curr. Liabilities
b. Acid Test or Quick Ratio: this is a test of a firm’s ability to meet its debts. This measure may require that stocks be written off because for some organisations, stocks may be perishable or out of use date; they may in fact become obsolete. The normal value ratio here is 1:1. Paddy Power seems to have fared better than William Hills here as the Company has consistently grown in Acid Test Ratio over the 3 years. 
2017                  2016                     2015
Acid Test or Quick Ratio   Will Hill Paddy   Will Hill Paddy  Will Hill Paddy
Curr Assets – stock                 0.8       1.1           0.7      0.98        0.5       0.81
Curr liabilities

iii. Efficiency Ratios: Efficiency ratios measure how well a company is able to use its assets to create income. These ratios can be used to compare with similar firms within the same industry with a view to identifying which firm is managed better. In this case, William Hill can be seen to have been able to manage its asset better on a consistent basis that Paddy Power over the period of 3 years 2015 – 2017.
                                       2017                    2016                     2015
Efficiency Ratios             Will Hill Paddy    Will Hill Paddy   Will Hill Paddy 
Asset Turnover: Sales/         0.7       0.4             0.7       0.3           0.7     1.9
Total Assets – Liabilities

iv. Solvency Ratios: This is used to measure an organisation’s ability to meet its debt and other financial obligations. The lower a company's solvency ratio, the greater the probability that it will default on its debt obligations. With this ratio, the firm can better see what has happened to its financial position overtime. In the scenario under consideration, William Hill with a consistent increase in its solvency ratio from 1.9 in 2015, to 1.99 in 2016 and to 2.2 in 2017 is in a better position to meet its debt obligations better than Paddy Power which had witnessed low solvency ratios consistently over the three years under review.
			                  	 2017		         2016		   2015	
Solvency Ratios 	    Will Hill  Paddy    Will Hill  Paddy    Will Hill  Paddy
Financial Leverage:          2.2       0.1            2.0       1.2            2.0        1.7
Total Asset/Total Equity
v. Investor Ratios: Investor ratios measure an organisation’s ability to deliver adequate return to the shareholders. This means that an investor who has tied down his or her money in the business would require receiving appropriate returns. In this scenario, the PE ratios of both organisations are growing consistently over the three years. Though Paddy Power showed a higher valuation of PE ratio, the fact that William Hill shows consistent growth PE ratios, though at a lower rate, makes the firm worth having. 
                                            2017		         2016		       2015	
Investor Ratios 	     Will Hill  Paddy    Will Hill  Paddy    Will Hill  Paddy
             PAT/No. of                      8.8    84.4             8.7        81.4         8.6      45.3
vi. Profit Margin: Profit margin is calculated as net income divided by revenue, or net profits divided by sales and expressed as a %. Net income or net profit is determined by subtracting all of a company’s expenses i.e. operating costs, material costs and tax costs from its total revenue. In this case, William Hill consistently did better, in profit margin, than Paddy Power. Please, see below:
 		        2017		    2016		   2015
Profit Margins	Will Hill  Paddy    Will Hill  Paddy    Will Hill  Paddy	
Net Income/Sales      45%      22%	 4.33%   9.5%        5.5%    5.6%
Net Profit/Sales	  19%      14%	 15.7%   10.5%      11.4%    9%
vii. Return on Asset: Return on assets indicates how profitable an organisation is vis-a-vis its total assets. The ROA which is expressed as a % gives an investor or analyst indication of how a firm’s management efficiently uses its assets to make money. In this case, William Hill demonstrates a more solid ROA position than Paddy Power.
      		          2017		            2016		      2015
Return on Asset      Will Hill   Paddy    Will Hill   Paddy    Will Hill   Paddy
           Net Inc/Tot Assets       32.8%   4.2%        16.6%    2.9%         37.6%    3.7%
Recommendation and Conclusion
a.	Recommendation:
The two businesses, i.e. William Hill Plc. and Paddy Power Betfair Plc. are both leaders in the betting and gaming industry. However, William Hill Plc. has performed extremely better than Paddy Power Betfair over the same periods, namely 2015 to 2017 inclusive. General indices show that William Hill Plc. displayed a higher level of competence and potentials. As a matter of fact, its potentials into the foreseeable future look more secured and stronger than Paddy Power Betfair Plc.
I will, therefore, recommend that Mr Tim Farrow invests in William Hill Plc. because the company has demonstrated positive outlook across the years and besides, its financials are sounder than that of Paddy Powers Plc. Also, the acquisition of Stanley Leisure  on June 18th, 2005 has contributed meaningfully to growth in the years under review and I have no doubt in my mind that its over 624 retail shops will continue to stimulate growth in the years ahead.
Besides, with a market capitalization in excess of £3.12 billion coupled with the fact that the company has been hugely profitable in the last 10 years, William Hill Plc. is able to recruit, train and retain high calibre personnel to drive the objectives of the company going forward. She is also in the position to deploy technology into the business thus saving on labour costs. 
In addition, she recorded a huge success with the acquisition of Stanley Leisure in 2005; she can do another acquisition again if she so desires or at the least go into mergers with smaller operators thus eliminating potential competitions.
b.	Conclusion:
In conclusion, gambling is not entirely a bad business. As a matter of fact, it is not the worst industry that wealth owners can invest their hard earned money in or in which players or pundits can participate in. 
And even though critics of betting and gambling wants us to believe that the industry is a money gobbler; is the haven for money swindlers; is the harbinger of obvious criminal tendencies and the origin of some avoidable health problems i.e bankruptcy, hypertension, depressions, disintegrations in families, sleeplessness, suicide etc., the good news is that it is, unarguably, a major contributor to government revenue. 
Besides, despite economic and financial meltdowns all over the world, the betting and gaming industry has continued to hold its head above waters and to make giant strides in the area of technological advancements. For instance, the introduction of mobile hardware technology into the industry now ensures that players can stay on their favourite betting and gambling 24/7. 
It is also important to mention that during the 2012 Euro zone financial crisis, a period when other notable industrial sectors witnessed major negative slides in business and revenue, the betting and gaming industry added jobs and created new forms of employments thus helped to ginger up the United Kingdom economy.  
None the less, to address some of the dangers of betting and gaming, the government has empowered the Gambling Commission, the supervisory agency, to regulate the industry by ensuring that members only bet to the maximum numbers of betting allowed by law. There is also on-going media campaign promoted to educate intending players to only engage in responsible betting. This seems to be working because the number of reported deaths due to betting and gambling has nose-dived.

SECTION B
The Patel Mintro Project
A1. Pay Back Method
                                               Project A (000)                      Project B (000) 
Initial investment                      (£160)                               	(£220)
Year     1                                     45                                      	   60
Year     2                                     45                                       	   60
Year     3                                     45                                       	   60                                    
Year     4                                     45                                         	   60
Year     5                                     45                                         	   60
Year     6                                     45                                         	   60
PAY BACK PERIOD         	 3.5 years                                    	3.67 years
Rosemary Peavler, (2012, updated April 9, 2018) commented that ‘In capital budgeting, the payback period is the selection criteria, or deciding factor, that most businesses rely on to choose among potential capital projects’. She explained further that ‘small businesses and large alike tend to focus on projects with a likelihood of faster, more profitable payback’. This is absolutely true because investors of funds will be interested in putting their money on projects that will not only deliver bigger bucks for their investments but one that will also return invested funds very quickly.
First, it will be helpful to define Payback Period. Amy Gallo (2016), in the Harvard Business Review defined the Payback Period as ‘the length of time it takes to recoup the cost incurred on an investment or the time it takes for a project to repay its initial capital outlay’. Joe Knight (2015), defined it as ‘the time it takes for the cash flow from the project to return the original investment’. In another way, it can also refer to the period of time needed to attain point of break-even. This accounting appraisal method is very important because it determines whether an investor should expend money on a project or not since a longer payback period may mean that it is absolutely not advisable to undertake such investment(s).
In the case of Project A, it will take lesser number of years 3.5 years to pay back the initial investment capital than in Project B whose payback period is 3.67 years. Without mincing words, investment in Project A pays for itself in a shorter time period and it is, therefore, considered to be the better option. As a businessman, I will, undoubtedly, prefer the shorter time period because of the advantages that the Payback Period portends.
A2. NET PRESENT VALUE METHOD
                          £000                           Project A                              Project B
                Initial capital                 (160)          NPV                    (220)            NPV
                                                      Cash flow    NPV                Cash flow        NPV
                  Year 1                             45          42.056                    60            56.075
                  Year 2                             45          42.056                    60            56.075
                  Year 3                             45          42.056                    60            56.075
                  Year 4                             45          42.056                    60            56.075
                  Year 5                             45          42.056                    60            56.075
                  Year 6                             45          42.056                    60            56.075               
                                                                     252,336                                    336,450
Undoubtedly, one critical reason for appraising project investments is to arrive at some investment information which will help investment, financial managers as well as business investors to make the right decision concerning an investment. Ability to make the right decisions will help increase and maximize returns on the investment funds. However, doing otherwise will jeopardise the investors’ scarce resources.
Therefore, the challenge is for investment managers to make the right investment decisions. This is where the Net Present Value Technique (NPV) has come in handy.  The Net Present Value technique is a step above the other techniques like the Payback Period or ARR because it puts into consideration the time value of money.  Financial managers and/or investors use this technique to appraise long term projects and also to analyse investments in capital projects. Besides, it is an investment technique that can also be deployed in examining capital budgeting as well as in measuring the excess or shortfall of cash flows.
B. The Accounting Rate of Return
First, it will be necessary to define Accounting Rate of Return. This is the amount of profit or return that an investor can expect based on an investment embarked upon. This method of investment appraisal divides the average profit made by the initial investment or capital outlay to get the ratio or return that can be expected. I will apply this method to the two projects A and B above to enable me determine which of the two projects will provide a better Returns on investment or whether or not I will proceed with investment in Project A or Project B based on the future net earnings expected from both projects compared to the capital outlay.
1. Project A
The Accounting Rate of Return, usually a percentage return, has been used in the above to calculate the return, generated from the net income of the two proposed capital investments – Project A and Project B. I will appraise these two investment projects to determine if the accounting return for each of the projects meets the target return of the projects. In these two scenarios, the Accounting Rate of Return is compared to the organisation's existing return on capital employed. Usually, this is like the net profit of any given project, after taking care of all expenses and incidental deduction i.e. depreciation and interests on capital employed.
In Project A, therefore annual depreciation = (initial investment - scrap value) ÷ the useful life of the project
                                          £160,000 - £ £20,000 ÷ 6 = £23,333
                    Average Accounting Income = £45,000 - £23,333 = £21,667
                    Accounting Rate of return = £21,667 ÷ £160,000 x 100% = 13.54 %
This means that for Project A, every pound invested, will return a profit of about 13.5 pence.
For Project B, annual depreciation = (initial investment - scrap value) ÷ the useful life of the project
                                         £220,000 - £10000 ÷ 6 = £35000
                    Average Accounting Income = £60,000 - £35,000 = £25,000
                    Accounting Rate of Return = £25,000 ÷ £220,000 x 100% = 11.36%
In the case of Project B, for every pound invested, the investment will return a profit of about 11.4 pence.
C.  Evaluating the Results – The Payback or ARR or NPV
i. The Payback Period
In the case of Project A, it will take lesser number of years 3.5 years to pay back the initial investment capital than in Project B whose payback period is 3.67 years. meaning that; investment in Project A pays for itself in a shorter time period and it is therefore considered to be the better option. As a businessman, I am interested in the shorter time period because of the advantages that the Payback Period portends
ii. The Accounting Rate of Return 
The Accounting Rate of Return for Project A is 13.54%. This looks like a very reasonable return. The project financials definitely suggests that it is worth pursuing since it appears that the projected revenues and costs are not only realisable but also manageable. Therefore, based on the above analysis, Project A will produce a better ARR. In other words, Project A will provide a better return than Project B.
Advantages of the ARR 
1. This method of investment appraisal is very easy to calculate. It is simply a percentage return.
2. It portrays the Profitability factor of investments i.e. the Accounting Rate of Return focuses on profitability which is the major concern of every business owner. Besides, it examines the entire profitability of the project(s) as the case may be.
3. Widely acceptable and popular for further analysis. Disputations are few and it is a pretty straightforward appraisal method. Besides, most investment managers use this investment appraisal method in appraising their investment portfolio. 
4. Its acceptance is global meaning that the use of the Accounting Rate of Return is worldwide and it is widely accepted as a veritable investment appraisal tool.
Disadvantages of the ARR
1 This method does not recognise time value of money meaning that the returns taken in during later years may be worth less than those taken in now. Also it does not consider cash flows, which can be an integral part of maintaining a business. 
2. Also the Accounting Rate of Return does not consider cash flow timings, which could be a major part of maintaining a business. It only considers profits which in some instances may not be the same thing. That is, it ignores cash flow beyond payback period. For example, it uses accounting method instead of cash flow.
3. It suffers consistency issue, because it can be calculated using subjective methods.
4. Also, the Accounting Rate of Return treats profits which come in late in the project in the same way as those which have come in early on in the course of the project.
5. The Accounting Rate of Return does not usually give any insight as to restrictions, barriers, constraints or highlight any effects on company exposures or investments.
6. In addition, the Accounting rate of return sees projects as individual projects and may never put into consideration the precise effect a project may have on the health of the entire business concern either positively or negatively. 
7. The Accounting Rate of Return is not the perfect appraisal method to be used for the purpose of financial comparisons because monetary evaluation may not be the same for all projects. This may require that other non-financial factors be examined. 
8. Besides, the Accounting Rate of Return does not give attention to the possibility of expanded uncertainty or risk of long-term projects and the volatility and fluctuations which investments over long periods of time can suffer or encounter.
iii. The Net Present Value (NPV)
Project B has a better NPV of 336,450 than Project A which has an NPV of                                                                            252,336. The conclusion here is that the NPV technique which has considered the time value of money in arriving at the return rate of the investment project has not only accepted but has clearly selected the project with the highest positive NPV. Some important factors or reasons to note here is the fact that this technique: 
· took into account all cash flows relevant to the project over the life span of the project
· took into account changes or variations in the discount rate during the life span of the project
· gave absolute measure of project value.  
D1. Advantages of the Payback Period:
• As an investor, I can recover my investment costs quickly. 
• Besides, such recovered funds will be immediately available for further investment in other projects. 
• The Payback Period is simple to use and pretty straight forward. This accounts for why most accounting managers/investors use this method very frequently. 
• One other key advantage of the Payback Period method is that it is very effective in measuring investment risk because any project that has a shortest payback period will likely have less risk than a project which has a longer time or period to pay back. 
• Also, this method places emphasis on cash flows meaning that it is ideal for the use of businessmen who have cash constraints. 
• It is also very important to reiterate here that one major consideration why the payback period is often used, despite its obvious limitations, is that usually; liquidity often becomes a major criterion in choosing an investable project. When this is the case, the Payback Period method comes handy.
Disadvantages of the Payback Period:  
• First, it does not take into account the time value of money.
• Second, it does not put into consideration the value of additional cash flowing in into the project beyond the payback period. In other words, it completely ignores cash flows which become available for the business after the payback has been attained. This means that this method fails to consider the overall project return. 
• In addition, the Payback Period method will encourage thinking in the short term,
• And besides, it does not only jettison decisions that are qualitative in nature, as a matter of fact, it also does not actually make investment decision.
D2.  The Advantages of the NPV Technique
1. One key advantage of the NPN is that it is clearly a better appraisal tool than other tools especially the Payback Period method. This is because the NPV appropriately and clearly measures the viability of an investment project.
2. The technique also helps to increase and maximize stakeholders’ wealth because it brings into reckoning the time value of money unlike the Payback method or the Accounting Rate of Return which does consider the Time Value of Money. 
3. Also, the NPV canvasses that money gotten in the future are worth less than money received now. The implication of that is that cash flow from the future time must of a necessity be discounted back to the present to determine their worth.
4. In addition, the Net Present Value technique delivers a monetary value which indicates the value the investment amount will generate for the organisation. Thus, the investor can project ahead how much value an investment decision will create.
5. Besides, the calculation of the Net Present Value utilizes, as the discount rate, the organisation's cost of capital. This is, no doubt, the minimum rate of return that the owners of wealth require for their investment in their organisation.
The Disadvantages of the NPV Method
1. The biggest disadvantage of the NPV is that it guesses the organisation’s future cash flows and it also estimates the cost of capital of the firm.
2. One other disadvantage is that it can factor into the discount some additional risk premiums which can have increased costs implications. If this happens, it could sky rocket the cost of the project investment leading to a reduced NPV outlook. 
3. Also, the Net Present Value method is usually difficult to apply in cases of projects with life spans that are not the same. Ordinarily, it is absolutely impossible to compare an investment project with 2 years positive cash flows with a project from which we expect cash flows for 10 years?
4. Besides, it is important to note that the Net Present Value technique is not at all applicable when we compare and contrast projects that have different investment values. This means that a big project which needs to be funded with big money should have a higher NPV. That, however, does not necessarily make that project a better investment when compared to a smaller one. In some cases, there may be other qualitative factors to be considered by the investor such as non-financial factors.
E.  Non-financial factors 
Investment appraisal is a solid way of determining which project will deliver the best returns for our limited financial resources but I must admit that this is not all about monetary factors. The point is that, because there is evidently so much uncertainty in finance, decisions about which investments to undertake or not cannot be based purely on financial analysis alone; there are other soft aspects of the investment appraisal that need to be properly considered. These are the non-financial factors used in investment decisions. These non-financial criteria can substantially impact the investment decisions. These include:
1. Economic and credit crunch in the society – the overall state of the economy affects every business. If the business is in a recession, that will have a negative effect on investment decisions and if, however, the economy is in recovery, the propensity to positively consider making investment decisions will be high. This is because credit crunch may be relaxed and financial institutions may be positively disposed to releasing investable funds to potential investors.
2. Global economic situation – Global economic situation may be favourable or unfavourable to investment decisions. Where global economic activity is picking up, it will encourage investment in manufacturing and trade. Whereas, if global economic outlook is bleak, investment activity will nose-dive. Changes in external conditions may affect investment in developmental projects not only in advanced but also in emerging and developing markets.
3. Attitude of Decision Makers - Attitude of our decision makers to risks may affect investment decisions. For example is our Finance Director a risk taker or a risk averse? Generally, most decision makers, because they are human beings, cannot be fully informed about the economy or the polity; besides they are clearly not infinitely sensitive and in most cases also, they have limited abilities in understanding and analysing the world around them. Most often, these decision makers behave irrationally. Which ever behaviour – rational or irrational - they exhibit, the decision maker may choose to make investment decisions (take risks) or not (risk averse)
4. Adequate financial tools and innovations of our managers – It is important that for sound financial investment purpose, there should be adequate financial tools available to the investor. Besides, our investment managers must be innovative. This is because; innovations can throw up investment opportunities which will lead to a higher level of capital productivity and economic growth. Thus, it is advisable that investment decision makers should imbibe an attitude that is positive when it comes to innovation, otherwise, investment performance may be negatively affected.
5. Corporate responsibility and our investment appraisal preferred method - One reason why investors do not usually seize investment opportunities is the investment’s inability to deliver the financial profitability expected of a capital expenditure. Commonly used investment appraisal method is the payback period method followed by the internal rate of return (IRR) and net present value methods (the NPV). However, most investment managers or stakeholders will prefer the more sophisticated IRR method. However, employing a financial expert as part of the investment process from start will increase the success of the investment decision.
6. Government Regulation – Usually, governments do announce regulations which have the ability to affect the investment environment in a major way. Such regulations can either damage or enhance the decisions that financial investors make and so it behoves the investor to consider the laws and regulations that government make that are either relevant or irrelevant to the investment environment before arriving at an investment decision.
7. Actions of Competitors - Competitors’ action cannot be glossed over. If competition can easily make substitutes available or implement activities that can undermine the investment decision; that will be counter-productive. In another breadth, if new entrants can easily enter the market, that will undermine the performance of the investment. 
8. Climatic Concerns – Many economies are now very concerned with climatic issues. For instance, many communities and organisations are putting so much emphasis on green activities. As a result, organisations which are not interested in investing in activities that preserve the environment are classified as unresponsive by potential customers. Therefore, for organisations to be considered socially responsible, they are lured to invest in projects that are non-financial in nature.
9 Customers’ Satisfaction – The customer is always said to be the king. Therefore, whether the investor knows it or not, customers derive satisfaction or otherwise from their investment decisions. This kind of satisfaction can be described as a non-financial factor that the business investor will need to put into consideration before embarking on any business decision.
10. Motivation of Staff – organisations and/or investors alike need to put into consideration the likely effect that the investment they are about to make will have on the motivation of staff. This is very important before they progress the investment process, otherwise, demotivated staff has a way of affecting the success of the investment negatively.
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Appendix 

1. Profitability Ratio:   profit after tax x 100
				Sales

William Hill						Paddy Power

2017	       2016		 2015		2017		2016	      2015

83 x 100 	       165 x 100     	 190 x 100 	218 x 100	5.7 x 100 108 x 100 
1711   	       1604      	            1591		1745		1501	      794
= 4.9%	       = 10.3%             = 11.9%	= 12.5%	= 0.37%    = 13.6%
2. [bookmark: _GoBack]Return on Capital Employed (ROCE):  EBIT
                                                            Cap. Employed

William Hill							Paddy Power

2017	    2016	     2015		2017		2016	     	2015

44 		    226 	     224		247		12		132
432	    382	  	     378	   	405		347	   	192
= 0.1	    = 0.6	     = 0.6		= 0.6		= 0.34		= 0.7

3. Liquidity Ratio = Current Assets
                            Current Liabilities
William Hill							Paddy Power		
2017 		2016		2015		2017		2016		2015
2362 		2443 		2347		431 = 1.1	370 = 1.00	171 = 0.82
1299		1217		1131		364		373		208
= 1.8		= 2.0		= 2.1		= 1.1		= 1.00		= 0.82

4. Acid Test Ratio: Current Asset – Stock
     Current Liabilities
William Hill 								Paddy Power
2017			2016		2015 		2017	      	2016	         2015 
393 – 01 		292 – 0	343 – 0 	431 – 1 	370 – 0.1    171 – 0.98
478			410		663		364		373	         298	
= 0.8			= 0.7		= 0.5		=1.1		= 0.98	         = 0.8

5. Efficiency – Asset Turnover Ratio: Revenue/Total Asset
William Hill						Paddy Power
2017		2016		2015		2017	   	2016	  	2015
1711		1604 		1591		1745 		1501 	 	794 
2362		2443		2347		4929		4992		409
= 0.7		= 0.7		= 0.7		= 0.4		= 0.3		= 1.9

6. Solvency
Solvency Ratio Financial Leverage: Total Asset
                                                             Total Equity
William Hill						Paddy Power
2017		2016		2015			2017		2016		2015
2362 = 2.2	2443 = 2.0	2347 = 2.0		412 = 0.1`    4992=1.2      4929 =1.7
1063		1226		1216			4395	          4317	         2899

7. Investor Ratio:          Profit After Tax
			 Number Ordinary Shares
William Hill							Paddy Power
2017		   2016	  2015			2017		   2016	    2015
86 = 8.6	  165 = 8.7      194 = 8.6   	          218 = 84.4     5.7 = 81.4    108 = 45.3
10		  19		   22		 	2.6	          0.07	         2.4

8. Operating Profit Margin: PBIT 
      Sale Revenue x 100
William Hill								Paddy Power
2017			2016		2015		2017		2016   	2015
44 x 100   		226 x 100	224 x 100	389 x 100	316 x 100	132 x 100
1711			1604	 	1591		1745		1501		794
= 2.6%          		= 14.1%        = 14.1%	= 22.3%	= 21.1%	= 16.6%

9. Gross Profit Margin: Gross profit x 100
			        Total Sales
William Hill								Paddy Power
2017		2016             2015      	       2017	     2016	      2015    	                                               					
1296 x 100 	1604 x 100	1212 x 100	   1340 x 100	   1154 x 100      603 x 100
1711	       	1604        	1591 		   1745	   1501                794	    
= 75.7%	= 76.2% 	= 76.3%	   = 76.8%	   = 76.9%           = 75.9%                       
