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Executive summary
Financial ratios are considered as a major tool of analyzing organizational performance during a specific period. The organizations can use different ratios such as profitability ratios, liquidity ratios, gearing ratios, efficiency ratios and investor ratios. All of these ratios are used for different purposes by different stakeholders. The report is describing about these ratios in concern of Carnival Plc. It is analyzed that the financial position of the company is not stable. In this concern, the company is recommended to take appropriate business decision to improve the financial position in effective manner. 

Task 1

Introduction

The aim of this report is to determine different financial ratios that can be used by different stakeholders to analyze the financial performance of an organization. The report is calculating different financial ratios such as profitability ratios, liquidity ratios, gearing ratios, efficiency ratios and investor ratios of Carnival Plc. Based on these ratios, the report is also determining the limitations of ratio analysis and recommendations for Carnival Plc to improve the financial performance. 

Ratio analysis

Carnival Plc is a British-American cruise company, which is operating its business activities with combined fleet of different cruise line brands such as Holland America Line, Carnival Cruise Line, Princess Cruises and Seabourn in North America, AIDA Cruises in Rostock, Costa Cruises in Genoa and P&O Cruises Sydney. It is the largest leisure travelling company (Carnival, 2018). The company provides travelling services across the globe with unexpected vacations at an exceptional level. It is analyzed that financial position of the company is fluctuated in previous years. In analysis of financial statement, ratio analysis is an essential element, which can be used by the individuals in analyzing the organizational performance in a quick manner. It is a process of comparing relationship between two different financial accounts such as balance sheet and income statement. According to Luo et al., (2015), ratio analysis is an essential element for financial management and financial analysis of an organization over a specific time period. Different stakeholders use ratio analysis for different purposes. For instance, the managers use ratio analyses to measure the organizational performance and take an appropriate business decision for further expansion, whereas the investors can use these ratios to have understanding about the market position of a specific company and take investment decision. In this report, the objective of ratio analysis is to measure performance and evaluate the operational efficiency of an organization to take an appropriate decision. There are different types of ratio analysis that can be used to measure the performance of Carnival Plc. These financial ratios of Carnival Plc are evaluated as below:

Profitability ratios

The profitability ratios are used to evaluate an income statement account to determine the capability of an organization to generate profits from the operational activities. These ratios are evaluated to analyze the investment returns in inventory and other assets of an organization. In other words, the profitability ratios determine how well the company can manage its operational activities to gain profits (Omar et al., 2014). The creditors and investors can utilize profitability ratios to analyze the capability of an organization to provide return on investment with the existing assets and resources. The profitability ratios for Carnival Plc are evaluated as blow: 

	Ratios
	Formula
	2016
	2017

	Gross profit ratio
	(Total sales-COGS)*100/Total sales
	43%
	40%

	Net profit ratio
	(Net profit after tax/Net sales)*100
	16.95%
	14.88%

	ROA
	(Net income/Average total assets)*100
	7.14%
	6.30%

	ROE
	(Net income/Shareholder's equity)*100
	12.29%
	10.76%


The above table is presenting different profitability ratios for financial year 2016 and 2017. The values of these ratios are presenting variation in both financial years. Gross profit margin ratio is determining the comparison of gross profit to net sales. According to Xu et al., (2014), gross profit margin ratio is used to measure how an organization is selling its inventory in a profitable manner. Gross profit margin ratio of Carnival Plc was 43% in 2016 and 40% in 2017. From the income statement of the company, it is analyzed total sales of the company increased in 2017 as compared to 2016 but the increased cost of goods and services has influenced its gross profit margin. Due to increased cost, the profitability of the Carnival Plc has been decreased in 2017. In addition, the income tax also increased with the increased sales revenue. Due to this, the net profit margin of the company also decreased in 2017 from 16.95% to 14.88%. In addition, return on assets (ROA) of the company was 7.14% in 2016 which was decreased by 6.30% in 2017. ROA determines that how an organization is utilizing its assets in producing profits. The decreasing value of ROA is determining that the company is not able to use its assets in gaining profits from the operational activities (Uechi et al., 2015). It is also analyzed that return on equity (ROE) of Carnival decreased in financial year 2017 as compared to 2016. The ROE was 12.29% in 2016 and 10.76% in 2017. The financial statements of company are presenting that the total equity has been increased in 2017 but the net income not increased in same manner (Nasdaq, 2018). In this report, it is analyzed that the ability of generating profits from stakeholder’s investment has been decreased in financial year 2017. It is because the return in previous years is not attracting the investors for further investment. In this report, it is analyzed that the ability of Carnival Plc to generate profits from different operational activities has been decreased. 

Liquidity ratios

The liquidity ratios are used by the individuals to evaluate the ability of an organization to pay off the current obligations and current liabilities through use of its current assets. In other words, the liquidity ratio determines the ability of an organization to convert the current assets to pay the current liabilities and obligations (Ehiedu, 2014). Major liquidity ratios are current ratio and quick ratio that can be used to analyze ability of Carnival Plc to use its current assets to pay off the current liabilities and other obligations. These ratios are evaluated as below:

	Ratios
	Formula
	2016
	2017

	Current ratio
	Current assets/current liabilities
	24%
	18%

	Quick ratio
	(Total current assets – Inventory - Prepaid Expenses)/ Current liabilities
	19%
	14%


According to Bhamorasathit and Katawandee (2014), current ratio is used to measure the ability of an organization to use current assets to pay off the short-term liabilities. As well as, the quick ratio represents the ability of the company to convert current assets within 90 days to pay the short-term liabilities in quick manner. From the above table it is analyzed that current ratio of Carnival Plc was 24% in 2016 and 18% in 2017. It means that the current ratio of Carnival Plc is decreased in 2017 as compared to 2016. From the financial statement, it is analyzed that the current assets of the company increased which was good but the current liabilities also increased in same manner. The increased liabilities influenced the ability of the company to use the current assets in proper manner to pay off the current liabilities (Tomczak, 2014). As well as, the quick ratio of Carnival Plc presenting down trend. The decreasing quick ratio means that the inventory and expenses increased in financial year 2017. In 2016, the company was able to convert 19% of total current assets in case to pay off the current liabilities but in 2017 the company was able to convert only 14% of total current assets into cash to pay off short-term obligations. It is analyzed that the increased expenses and inventory has influenced the ability of the company to optimize the ability of changing the current assets into cash.

The liquidity ratios are presenting that the ability of the company to use current assets to pay off the current liabilities has been decreased in 2017 as compared to 2016.

Gearing ratios

Gearing ratio is used to evaluate the proportion of debt fund of an organization to its equity. This ratio presents the financial risks in an organization as the increasing debt fund leads to financial risks. Higher gearing ratio will present higher debts or higher financial risks, whereas the lower gearing ratio presents a conservative financial management (Omar et al., 2014).

	Ratio
	Formula
	2016
	2017

	Debt/Equity ratio
	Total liabilities/Total equity
	42.59%
	37.97%


From the above table it is analyzed that the debt/equity ratio of Carnival Plc was 42.59% in 2016 and 37.97% in 2017. The decreasing debt/equity ratio is presenting that the company has been decreased to use debts in continuing the business operations. In other words, the total equity of the company has been increased in 2017 as compared to total liabilities. The increased equity is supporting the financial position of the company to pay for further business operations. As well as, the decreasing debt/ratio is presenting lower financial risks for the company, which is favorable for the company for further expansion.

Efficiency ratios

Efficiency ratios are helpful in measuring the ability of an organization to use the assets in generating income. As well as, the efficiency ratios measure how an organization is converting its inventory into cash. Efficiency ratios can be used by the management to take an appropriate business decision as well as by creditors and investors to analyze the profitable operations of the company (Enekwe, 2015). In order to analyze the efficiency of Carnival Plc, major efficiency ratios are evaluated below: 

	Ratios
	Formula
	2016
	2017

	Accounts receivable turnover
	Net credit sales/Average accounts receivable
	54.99
	56.12

	Working Capital ratio
	Current assets/current liabilities
	24%
	18%

	Assets turnover ratio
	Net sales/Average total assets
	42.15%
	42.94%

	Inventory turnover ratio
	Cost of goods sold/Average inventory
	29.13
	27.13


Accounts receivable turnover determines the ability of an organization to collect the cash from receivables. From the above table it is analyzed that the accounts receivable for year 2016 and 2017 are 54.99 and 56.12. It means that the company collects its receivables about 54.99 times in a year or once every 7 days in 2016. As well as the company collects its receivables about 56.12 times in a year or once every 6.5 days. The decreasing receivable turnover is determining that the company is active to collect its receivables. In addition, the working capital ratio is used to measure current assets of the company as percentage of current liabilities. From the above table it is analyzed that percentage of assets as compared to liabilities has been decreased in 2017, which is not good for the company for further achievements as the increased liabilities can increase financial risks for the company. 

In the words of Evans and Mathur (2014), assets turnover ratio measures the ability of an organization to generate sales through use of assets. In assets turnover ratio, the net sales is presented as a percentage of total assets, which when analyzed show the ability of the company to use assets in generating net sales. It is analyzed that assets turnover ratio of Carnival Plc was 42.15% in 2016 and 42.94% in 2017. The increased assets turnover ratio is presenting that the company has improved its efficiency to use its assets to generate the sales. Along with this, Liang et al., (2016) stated that inventory turnover ratio measures how the company is able to manage the cost of goods sold with an average inventory. The inventory turnover ratios of Carnival Plc are 29.13 and 27.13 in 2016 and 2017 respectively. In this report, it is analyzed that the company sold only one third of inventory in a year which is not good for the company. It is determining the company would take approximately 3 years to sale its entire inventory. However, the company improved its inventory management system in 2017 as compared to 2016, which is presenting a slight improvement in inventory management system of the company.

Investor ratios

There are different investor ratios that can be used by the investors to take an appropriate investment decision in an organization. These ratios help the investors in analyzing the financial position and ability of an organization to sustain in the associated industry. The investors can invest securely to get good returns from their investment in an organization (Abdul-Baki et al., 2014). In regards to Carnival Plc, the major investor ratios are evaluated as below:

	Ratios
	Formula
	2016
	2017

	ROI
	((Earnings-initial investment)/Initial investment)*100
	8.99%
	8.35%

	Return on tangible equity
	(Investment revenue- Investment cost)/Investment cost
	15.09%
	12.99%

	P/E ratio
	Market price per share/EPS
	13.12
	18.12


Return on investment (ROI) ratio is an effective profitability ratio, which can be used as an investor ratio. This ratio is used to measure the profits on investment in a specific organization over a financial year. From the above table it is analyzed that the ROI of Carnival Plc has been decreased from 8.99% to 8.35%, which is not attractive for the investors. In addition, it is not good return on both 2016 and 2017 financial year. As well as, the return on tangible equity (ROTE) measures the return on average tangible equity of common shareholders. ROTE for Carnival is also decreased from 15.09% to 12.99% from 2016 to 2017. ROTE is presenting that the company is not effective in generating good return from the common shareholder’s equity. As well as, the P/E ratio measures the sum of money to be paid for each share worth the earnings of the company. Higher value of P/E ratio will indicate that the company will get higher growth in future as per the expectations of the investors, where the lower P/E ratio will determine that the investors are not extremely confident about the prospects of the company. From the above table, it is analyzed that P/E ratio of Carnival Plc has been increased from 13.12 to 18.12 from 2016 to 2017. The increasing P/E ratio is determining that the company will get good growth in future and provide good returns to the investors on their investment.

It is observed that there are several external factors such as increasing competition in the industry, political factors, economic factors and environmental factors that have influenced to the profitability of the company. Due to these factors the financial position of the company fluctuated in big manner.  
Limitations of ratio analysis

There are several limitations of ratio analysis that can influence the analysis in a big manner. These limitations are discussed as below:

Incorrect or false accounting information: As the ratio analysis is based on information obtained from the financial statements so that false information may lead to wrong analysis of ratios (Faello, 2015). Sometimes, the data entry operator or the accountants include wrong information by mistake in the financial statements, which is a big issue for ratio analysis.
No ideas about the happening in future: The ratios are attempted on basis of past financial statements or historical data. In this report, only a probability may be discussed through ratio analysis. The ratios are not able to provide a strong assumption for future happenings.

Different accounting policies: Different accounting policies are used for valuation of depreciation and inventories to make accounting ratios and accounting in different organizations. In this report, there may be variation in results of similar ratios for different organizations (Uechi et al., 2015).

Unavailability of common standard: There are not fixed standards to evaluate the ideal ratios. The standards are differing from the nature of each industry. 

Recommendations to improve financial management of the Carnival Plc

It is analyzed that there are several areas where the company needs to improve for better financial management. It is recommended that Carnival Plc develop an effective financial strategy to manage the financial activities in a proper manner. The effective financial strategy will enable the management to summarize the targets and take actions to attain these targets. In addition, the management should develop a strong internal control to utilize maximum of assets in operational activities. Through maximum utilization of existing assets, the company will be able to attain the organizational objectives at lower cost. It is also recommended that the company must manage its inventory system in a proper manner and make efforts to decrease the inventory in quick manner. An effective inventory management system will be helpful for the company to collect cash from the inventory. The management should also communicate with the potential stakeholders and consider their feedback and suggestions to improve the organizational efficiency. As well as, the company should have proper attention on external factors such as business strategies of its competitors, political actors, social factors, economic factors and legal factors to boost the organizational productivity and financial performance in an effective manner. These factors will enable the company to increase the organizational efficiency to be competitive in the industry and attain the organizational objectives in desired manner.  
Conclusion

From the above discussion, it can be concluded that ratio analysis played an essential role in analyzing the potential and performance of an organization. Ratio analysis can be used by the management in taking an effective business decision. As well as, the investors can use ratio analysis to take an appropriate investment decision in an organization. 

Executive Summary
There are several investment appraisal techniques that can be used by an organization or an individual to take an appropriate investment decision in a specific project. The major investment appraisal techniques are NPV and IRR that can be used in taking an appropriate investment decision. In this concern, the report is based on these investment appraisal techniques that can be used by James Plc to take investment decision in three different projects. 

Part 2

Introduction

Investment appraisal techniques play an essential role in the organization to take an effective investment decision further expansion. There are different investment appraisal techniques that can be used by the management to take an appropriate investment decision. In this concern, the report is discussing major investment appraisal techniques such as NPV and IRR for James Plc to take an investment decision in different projects for further business expansion. 

a. Net present value (NPV) for three different investment options

The term net present value (NPV) determines the difference between value of cash inflows as well as outflows of the cash. It is used in the capital budgeting for analyzing the profitability of an investment projected as well as the project (Fleten et al., 2016). If the net present value is positive then, it provides a better return whereas negative value represents the worse return.

Formula of NPV = Total present value (PV) – Initial investment

Option first: Expand its flourishing retail outlet to include all products

	Year
	Cash flow (£)
	PV factor @ 8%
	PV @ 8%

	1
	400,000
	0.926
	370370

	2
	500,000
	0.857
	428669

	3
	500,000
	0.794
	396916

	4
	500,000
	0.735
	367515

	Total PV
	1563471


Initial investment = £750,000
Therefore, NPV = 1563471 - 750,000 = £813471

Option second: Develop into internet sales

	Year
	Cash flow (£)
	PV factor @ 8%
	PV @ 8%

	1
	500,000
	0.926
	462963

	2
	600,000
	0.857
	514403

	3
	800,000
	0.794
	635066

	4
	1,000,000
	0.735
	735030

	Total PV
	2347462


Initial investment: £1,200,000

Therefore, NPV = 2347462 - 1,200,000 = £1147462

Option third: Produce greenhouses and conservatories

	Year
	Cash flow (£)
	PV factor @ 8%
	PV @ 8%

	1
	500,000
	0.926
	462963

	2
	1,000,000
	0.857
	857339

	3
	1,500,000
	0.794
	1190748

	4
	1,500,000
	0.735
	1102545

	Total PV
	3613595


Initial investment: £2,000,000 

Therefore, NPV = 3613595 - 2,000,000 = £1613595

Based on the above calculation of NPV it is analyzed all of three options of investment are beneficial for James Plc as entire investment options are presenting positive value of NPV. However, the value of NPV for third project is highest among for the company. In this concern, James Plc may take decision to invest in third option or production of greenhouse and conservatories as a better investment option for further business expansion.  
b. Internal rate of return (IRR) for above three investment options

The term IRR is defined as an interest rate which is gained by an organization during the lifecycle of a specific project by the estimation of the net present value of the cash outflows as well as inflows of the cash (Bonazzi and Iotti, 2015). In this concern, IRR for third option is calculated as below:

Option third: Produce greenhouses and conservatories

	Year
	Cash flow (£)
	PV factor @ 8%
	PV @ 8%
	PV factor @ 35%
	Present value @35%

	1
	500,000
	0.926
	462963
	0.741
	370370

	2
	1,000,000
	0.857
	857339
	0.549
	548697

	3
	1,500,000
	0.794
	1190748
	0.406
	609663

	4
	1,500,000
	0.735
	1102545
	0.301
	451602

	Total PV
	3613595
	 
	1980333

	Initial investment
	2000000
	 
	2000000

	NPV
	1613595
	 NPV
	-19667


Here,

R1= Discount rate 8% (Lower rate) =.08

R2= Discount rate 35% (Upper rate) =.35

NPV1= Low discount rate = 1613595
NPV2= High Discount rate = (19667)

Therefore, IRR = [image: image2.png]8% + ((:35—.08) X 1613595)/((1613595 — 19667))




IRR = 34.38%

c. Interpretation of the results for management

Net present value as a best method of investment appraisal:

According to Yemshanov et al., (2015), net present value is best method for investment appraisal among all discounting methods of investment appraisal. It is an effective method for the decision makers through which the decision maker can take an appropriate investment decision regarding a specific project. NPV provides essential information about the time value of money. In other words, net present value is a technique that takes into account the general idea about the future value of the invested amount in a project. Along with this, Dinagar and Kamalanathan (2015) stated that the investors can take an idea whether an investment will generate value for them. Through taking an idea of future value with a specific discounted rate the investors can take an appropriate decision for goof returns of their investments. As well as, the investors can analyze the feasibility of the project in both positive and negative value of the NPV. 

It is also analyzed that the process of calculating net present value is simple as well as easy for the investors to understand. In comparison to other investment appraisal techniques such as IRR, PBP and ARR, NPV has several advantages (Leyman and Vanhoucke, 2017). For instance, if the value of net cash flow is negative in any period of investment, then there will be need of 2 IRRs that is basically useless. But, in cash of NPV both positive and negative cash flows are taken into consideration for decision making. As well as, the NPV method had several advantages as compared to other discounted method of investment appraisal. Thus, NPV can be used as a best method of investment appraisal technique to take investment decision by an individuals or an organization for further expansion.

Increasing popularity of non-discounting methods of investment appraisal:

In capital budgeting, the non-discounting methods are also known as traditional methods of investment appraisal. These methods do not clearly consider time value of money. The major non-discounting methods are payback period (PBP) and average rate of return (ARR). Due to the advantages, the popularity of both non-discounting methods is increasing among the decision makers. The payback period method is simple to use and understand for the decision makers. The decision makers can get quick solution as well as can use in case of uncertainty for returns from a specific period in the predicted project life cycle. Through this method the decision makers can determine the amount of time, which is required for a cash flow from the project to gain back the initial investment (Gorshkov et al., 2014). The decision makers can take an indication when their investments are likely to be repaid and can choose shortest payback period to gain better return in less time from a specific project. At present time, each of the organizations requires to estimate the time in which they can earn their initial investment from a project without any risk. In addition, the decision makers can take quick and better decision regarding investment in a specific project. According to Guerra et al., (2014), ARR method is helpful for the decision makers in overcoming the issues in payback period method. In this method, the ARR is measured in percentage for a specific project. The decision makers use this method as this method takes into account entire economic life of the project through providing a healthier means of assessment. ARR also ensures reimbursement of the probable productivity of the projects with the concept of net earnings. Due to these advantages the popularity of non-discounted methods of investment appraisal is increasing among the decision makers. 

Other factors that should be considered before taking investment decision:

There are different other factors that should be considered by an organizations or an individual before taking an investment decision. These factors play an essential role in making an effective and appropriate investment decision to gain better return from the invested amount. These factors are discussed as below:

Draw personal financial roadmap: Before taking investment decision, it is essential for an entity to analyze the personal financial situation. Investment does not give guarantee for return in desired manner (Hill, 2017). However, personal financial roadmap will be helpful in gaining financial security over the investment period. 

Objective of the investment: The investors should be aware for investment objectives, which can be identified by ensuring the purpose of the investment and final amount of investment. This factor will be helpful for the investors in deciding about the required amount for investment (Ang, 2014).

Risk of return: Each of the investment leads to several potential risks during the life cycle. In this concern, the investors should make a decision that they are prepare to accept the possible risks while getting return from an investment. This factor will enable the investors to be aware for probable risks associated with an investment project (Goetzel et al., 2014). Based on the risks of return the investors will be able to take an appropriate investment decision at lower risk.

Time: It is also essential for the investors to have a time horizon in which they can take decision of investment for a specific time period. It will be helpful for the investors in analyzing the probable time of return form a specific investment. 

Liquidity: Liquidity is also considered as an essential factor that must be considered by the investors before taking an investment decision in a project. Liquidity is an extent to which investment has financial value in the market. The financial value of the investment will enable the investors gain good return on the investment in quick manner (Weber et al., 2016). In this concern, the investors should take decision to invest on liquidity projects for better return. 

Proper analysis of the above additional factors the investors can take an appropriate investment to invest in a specific project for better return. As well as, the investors can reduce the probability of potential risks associated with the investment.

d. Optimal investment policy
	Projects
	Initial Investment
	NPV
	Present Value (Initial Investment + NPV)
	Profitability Index
	Rank

	A
	750000
	813471
	1563471
	2.084628
	1

	B
	1200000
	1147462
	2347462
	1.956218333
	2

	C
	2000000
	1613595
	3613595
	1.8067975
	3


	Determination of optimal combination of projects

	Rank
	Projects
	Initial Investment
	Cumulative Investment

	1
	A
	750000
	750000

	2
	B
	1200000
	1950000

	3
	C
	550000
	2500000


It is identified that the projects are divisible in nature due to which in Project C, it is advisable to make an initial investment of £550000. The main reason behind it is that, there is an availability of limited funds for the investment i.e. £2500000. This infers that the optimal combination of Projects include projects A, B and 27.5% in C (Johnson and Pfeiffer, 2016).

The net present value of Project C would differ as the initial investment in the project will be £550000. For the purpose of the calculation of the net present value, the net cash flows will be as follows:

	Net cash flows for Project C

	Particulars
	Year1 (£)
	Year 2 (£)
	Year 3 (£)
	Year 4 (£)

	cash flow
	500,000
	1,000,000
	1,500,000
	1,500,000

	tax(20%)
	100000
	200000
	300000
	300000

	Cash flow after tax
	400,000
	800,000
	1,200,000
	1,200,000

	Add capital allowances
	34375
	34375
	34375
	34375

	Net cash flow
	434,375
	834,375
	1,234,375
	1,234,375


	Year
	Net Cash Flows (£)
	PV Factor (8%)
	Present Value of cash flows (£)

	1
	434375
	0.925925926
	402199.0741

	2
	834375
	0.85733882
	715342.0782

	3
	1234375
	0.793832241
	979886.6725

	4
	1234375
	0.735029853
	907302.4745

	Total Present value of cash flows
	3004730.299

	Initial Investment
	550000

	NPV
	2454730.299


	Net cash flows for Project B

	Particulars
	Year1 (£)
	Year 2 (£)
	Year 3 (£)
	Year 4 (£)

	cash flow
	500,000
	600,000
	800,000
	1,000,000

	tax(20%)
	100000
	120000
	160000
	200000

	Cash flow after tax
	400,000
	480,000
	640,000
	800,000

	Add capital allowances
	75000
	75000
	75000
	75000

	Net cash flow
	475,000
	555,000
	715,000
	875,000


	Year
	Net Cash Flows (£)
	PV Factor (8%)
	Present Value of cash flows (£)

	1
	475000
	0.925925926
	439814.8148

	2
	555000
	0.85733882
	475823.0453

	3
	715000
	0.793832241
	567590.0523

	4
	875000
	0.735029853
	643151.1212

	Total present value of cash flows
	2126379.034

	Initial Investment
	1200000

	NPV
	926379.0336


	Net cash flows for Project A

	Particulars
	Year1 (£)
	Year 2 (£)
	Year 3 (£)
	Year 4 (£)

	cash flow
	400,000
	500,000
	500,000
	500,000

	Tax (20%)
	80000
	100000
	100000
	100000

	Cash flow after tax
	320,000
	400,000
	400,000
	400,000

	Add: capital allowances (25%)
	46875
	46875
	46875
	46875

	Net cash flow
	366,875
	446,875
	446,875
	446,875


	Year
	Net Cash Flows (£)
	PV Factor (8%)
	Present Value of cash flows (£)

	1
	366875
	0.925925926
	339699.0741

	2
	446875
	0.85733882
	383123.2853

	3
	446875
	0.793832241
	354743.7827

	4
	446875
	0.735029853
	328466.4655

	Total present value of cash flows
	1406032.608

	Initial Investment
	750000

	NPV
	656032.6076


Therefore, the total NPV for these divisible projects would be NPV of Project A + NPV of Project B + NPV of Project C = 656032.6076 + 926379.0336 + 2454730.299 = £ 4037141.94.

Limitations of NPV and IRR:
Limitations of NPV

· It is difficult to predict the impact of external factors.

· NPV requires some guesswork about the firm's cost of capital (Goetzel et al., 2014).
· NPV is not useful in comparing two projects of different size.
Limitations of IRR:

· IRR does not consider essential factors such as size of the project, future cost and project duration.

Conclusion 

It is suggested that there is an availability of different sources of finance which can be used by James PLC for the production of high quality garden furniture and associated items such as equity, debt, bank loan, venture capital, preference shares and so on. Equity capital refers to the raising funds by the way of issue of equity shares to the public. Equity shareholders are the owners of the business and has a voting right to intervene in the management decisions (Bhattacharya and Londhe, 2014). The interest has to be paid before the dividends paid to preference and equity shareholders. It is also identified that the bank loan is another source of finance which is being used to raise funds for different purposes. In addition to this, debentures and bank loan has a fixed maturity period. Along with this, a company is liable to make the payment of the loan and debenture before preference shares and equity shares irrespective of the profit or loss incurred by the company. Besides this, venture capital refers to a private equity in which funds have been provided by small and emerging firms that have a potential of high growth. James PLC should use retained earnings and bank loan to finance these projects (Fraser, Bhaumik and Wright, 2015). Retained earnings refer to the part of profit which is not being paid as dividend to its shareholders. It is a less risky source as there is no need to make payment to anyone. Apart from this, bank loan is another source of finance that can be used by the company to raise funds in order to finance the project (Pilbeam, 2018). It is also analyzed that the NPV and IRR are effective investment appraisal tools that can be used by an individual or entity to take effective investment decisions.
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Appendix
Annual income statement of Carnival Plc:
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Balance sheet of Carnival Plc:
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