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[bookmark: _Toc511995530]1.0 Introduction
As studies conducted by the Brigham and Houston, (2012), financial analysis techniques are a judgement process aids the management of the company to find out the change in the trends, relationship and investigation of the reason underlying those changes. In order to find out the performance of the company, management of the company mainly utilized the ratios analysis techniques and these ratios are represented in terms of percentage and time. The purpose of the present assignment is to find out the performance and upcoming trend of the organization, so that Tim Farrow can in the UK travel and leisure sectors. To find out the upcoming trend and performance of both organizations (William hill plc and paddy power Betfair plc) ratios for FY2013 to FY2015 have been computed. For understanding the trends and performance of two organizations profitability ratios, liquidity ratios, gearing ratios and efficiency ratios are computed. Based on the outcomes and findings an effective recommendation is provided that helps Tim Farrow to invest in the organization in successful manner. 
[bookmark: _Toc511995531]

1.0.1 Background of the William Hill plc
Introduction and background 
William hill is one of the leading gaming and betting companies, working above than 17000 people. The organization was established in the year of 1934 by William hill at that time when gambling was illegal in UK. In the year of 2002, the organization was listed in London Stock Exchange. According to the organization’s latest key financial statement, it is seen that in year of 2017 the organization achieved £1711.1 million revenues, £291.3 million operating income and £83.2 million net income. In year of 2008, William hill combine with the internet business with purchase assets from the organization online software company playtect to make William hill online (williamhillplc, 2018). After that the organization was first United Kingdom organization to launch online betting business.     
[image: ]  
Growth 
As the organization successfully shift to mobile, the profit of mobile sports book has been increased about 24% to 36% in the year of 2015 by leading strong internet growth. Moreover, the organization net revenues of group have been reduced by one percentage which signifies by the lack of international football game in same period. William hill plc share in market has dropped more than 13% after the organization has cautioned of approximately 25 million pound fall in internet benefits in FY2016.   On the other hand, internet net profits decline under the impact of the effect by organization in non-core market.        

[bookmark: _Toc511995532]1.0.2 Introduction Paddy Power Betfair plc 
 Paddy power Betfair is the bookmaking organization made by the merger of the paddy power and Betfair. The organization is operated in under several branded including TVG, Sportsbet, Paddy power and Betfair. According the organization present financial report, it is seen that in year of FY2017 the organization revenue was £1745.4 million and operating income was £391.9 million (paddypowerbetfair, 2018). Therefore from the findings it can be seen that performance in terms or revenues was increased from FY2016 to FY2017 by 13% [FY2016= £1551m, FY2017=£1745.4m]. In addition to this, underlying operating profit is increased by 19% [FY2016= £330m, FY2017=£392] and underlying EBITDA margin is increased by 1.3% respectively.    
[image: ]
Performance of the organization 
Considering the performance of the organization, paddy power betfair plc is performing well in the last three months till mid of the December. Moreover the online gaming stakes has been increased up to 23% whereas online add up to net income increase about 7%. As the mid November 2015, the organization control had net obligation of 96m euro that is comparable to its FY2014 profit before assessment, intrigue, amortisation and deterioration. 
[image: ] [image: ]
Products of Paddy power betfair plc 
Online bingo 
Online casino 
Online poker 
Sports betting              
Therefore analysing above financial highlights it is more difficult for financial analysts or investors to determine out that which organization is performing well and involving less risks. Thus to analyze the performance of the company financial ratios analysis have been performed.    
[bookmark: _Toc511995533]1.2 Ratios analysis 
Ratios analysis techniques help the financial analysts to find out the performance trends, reliability and competitive environment of organization in useful manner. Ratios analysis techniques are most vital and useful tools for financial analysts as it helps them to evaluate the performance of the organization through several aspects such as profitability and liquidity. The financial performance and operating of the company under consideration are computed using ratios analysis techniques (Downes, and Goodman, 2009). Therefore in such a manner, it can be said that ratios analysis techniques is most vital and capable to draw meaningful financial performance picture of the organization. In present section, ratios analysis techniques have been performance for both organizations such as Paddy power Bitfair plc and William plc.  
[bookmark: _Toc511995534]1.2.1 Profitability ratios analysis 
The main purpose of the profitability ratios analysis it to find out the performance of both organization in terms of profits and efficiency with regards to depositor’s wealth management (Fridson, and Alvarez, 2011). Performance and efficiency is evident by the business’s capability in order to translate the sales profits after absorbing expenses at distinguish stages of business performance.       
	William Hill Plc

	profitability ratio
	2015
	2014
	2013

	Return on Capital Employed (ROCE)
	13.51
	14.21
	14.52

	Net Profit Margin 
	14.09894
	17.51072
	20.38345

	Gross profit margin 
	76.24615
	81.09737
	81.68853

	Paddy Power Betfair plc 

	
	2015
	2014
	2013

	Return on Capital Employed (ROCE)
	61.99
	18.83
	41.89

	Net Profit Margin 
	15.55879
	18.57971
	18.43627

	Gross profit margin 
	74.74539
	80.97337
	82.7907




Gross profit margin 
According to the Chandra, (2011), gross profit margin is mainly defined as the procedures in which an organization earns per pound of total net sales. In addition to this, gross profit margin is mainly expressing the percentage of revenue by measuring how much profits an organization has accomplished.      

The above findings show that performance of gross profit margin of both William hill plc and Paddy power Betfair plc shows similar trend. The findings represent that in FY2015 performance of the paddy power Betfair plc has been declined by 1% [FY2015=76%(William plc), FY2015=75%(Paddy Power Betfair plc)]. The main reason behind decline the performance of the gross profit margin of paddy power Betfair plc in FY2013 is that the organization is improving their direct betting expenses which involve software supplier costs, betting taxes and other direct betting. On the other hand, the main reason of decline the performance of William hill plc, is increased costs of sales as well as point of consumption tax is impacted. But even if an investor want to the invest money on the basis of profit earning then they will prefer to Paddy power Betfair plc as compared to William hill plc.    
Net profit margin 
Net profit margin is defined as the profit margin after all the relevant costs and costs of sales expenses have been deducted. It is seen that, the higher net profit margin shows that the organization is performing well.     

The finding shows that in terms of net profit margin performance Paddy power Betfair plc is well and generating effective profits for an organization. Moreover it can be seen that performance of the William hill plc is declined from FY2013 to FY2015 respectively. The main reason of the decline the performance of the William hill plc is that the cost of sales is increased about 20% in FY2015 as compared to FY2014. This is due to fact that MGD rate is increased from 20% to 25%. Therefore as per the net profit margin values it can be suggested that investor needs to invest in Paddy power Betfair plc.       
Return on capital employed   
ROCE i.e. return on capital employed is mainly computed by the management to find out the in return i.e. profitability from all different sources of financing (Horrigan, 2012).   

Return on capital employed of William hill plc has slightly declined from 14.52%in FY2013 to 13.51% in FY2015, whereas paddy power Betfair plc has substantially increased about 20% from 41.89% in FY2013 to 61.99% in 2015. The main reason of increased the performance of ROCE of paddy power betfair plc is that their operating profit has substantially increased because of substantial investment of distinguish goods and marketing.    

[bookmark: _Toc511995535]1.2.2 Liquidity ratios 
Liquidity ratios mainly implemented by the management of the organization to find out the organization’s capability to payment short term debts, that is mainly obtained due to requirement of the business and production as well as period is shorter than a year (Kaplan, 2011).     
	William Hill Plc

	LIQUIDITY:
	2015
	2014
	2013

	Current Ratio
	0.82
	0.76
	0.83

	Liquid Ratio 
	0.82
	0.65
	0.45

	Paddy Power Betfair plc 

	Current Ratio
	0.82
	1.34
	1.17

	Liquid Ratio 
	0.56
	1.07
	0.83



 
As per the above represented figure it can be seen that performance in terms of liquidity of the organization William hill plc is not up to the mark as compared to the paddy power Betfair plc. So that, it is said that the short term liabilities of the organization William hill plc has been below the level of paddy power Betfair plc for FY2013 to FY2015.  On the other hand, William hill’s current ratios has dramatically decline the past three years from level of more than 0.83 in the year of 2013, from which it can be observed that situation of William hill is worsening. 
A quick ratio is used by the analysis in order to find out the organization current asset not involving inventories to fulfil the present liabilities.        

From the observation it can be seen that paddy power Betfair plc performance in terms of quick ratio is well in FY2013 and FY2014 as compared to the William hill plc.  In the year of 2014 paddy power Betfair plc quick ratios is 45% higher than the William plc. Thereby it can be said that in terms of the liquidity performance Paddy Power Betfair plc is performing much better than William hill plc. Moreover the figure also despite that paddy power Betfair has an ability to meet the short term liabilities in successful manner. Thereby, it can be said that paddy power Betfair plc involves less risks compared to the William hill plc in terms of liquidity positions.              
[bookmark: _Toc511995536]1.2.3 Efficiency ratios 
Efficiency ratios help the financial analyst to measure all distinguish aspect of the operational efficiency of the company (Madura, 2011). Moreover, it also helps the organization to find out the efficiency of the organization in terms of uses of its liabilities and assets.          

The above ratios help to find out how effectively and efficiency an organization is going to manage its investment. The higher values indicate that more efficiency the organization this indicates that organization has utilized its assets in successful manner (McCue, and Nayar, 2009).  While comparing the above findings it is easy to say that paddy power has a higher fixed assets turnover as compared to William hill plc. 
Sales per employee are defined as how many sales are made by each employee of the organization. A high ratios shows that how efficient the workers are.   

As per the findings and observation it can be seen that performance of the employee of the organization paddy power betfair plc is much better than the William hill plc. From the findings it can be seen that in year of 2014-15 sales per employee performance of Paddy Power Betfair plc is dramatically increased, which indicates that productivity of the organization is increased. From 2013-14, William hill plc performance ratios is increased while paddy power is reducing but still it has a higher values than William hill plc. Therefore from the observation and findings it can be said that in terms of efficiency performance of Paddy power Betfair plc is effective as compared to the William hill plc. This indicates that performance of the company in terms of productivity is increased (Morley, 2006). Therefore it is suggested that investor needs to invest money in Paddy Power Betfair plc because the organization involves less risks. 
Gearing ratios mainly used by the origination in order to find out how effectively an organization is replay or tackle its debt.              


The observation shows that gearing ratios of paddy power Betfair plc is 41% in 2015, which indicates that in this year the organization made long term loans. On the other hand, William hill plc gearing ratios values is reduced effectively.    
Interest coverage 
Interest coverage ratios helps the investors to find out the ability to repay the interest in time period as well as also one of the effective indicators to measure organization solvency (Palmer, 2009). This helps the management of the organization to find out the relationship between revenues and borrowing costs that helps determine whether business is performing higher return or not.  
[image: ]    
	
	2015
	2014
	2013

	William Hill
	5.47
	5.76
	6.43

	Paddy Power Betfair plc
	66.49
	986.78
	759.04



The above figures show that both organizations have big differences at this indicator. Paddy power Betfair plc has demonstrated the positively coverage situations from FY2013 to FY2014 and in FY2015 the values was significantly declined as compared to previous year.       
[bookmark: _Toc511995537]1.2. 4 Shareholders ratios
	William Hill Plc

	SHAREHOLDERS RATIOS
	 
	 
	 

	Earnings per Share (EPS)
	21.6
	23.6
	21.8

	Number of shares 
	879166667
	874152542
	968807339

	Dividends per Share DPS
	9
	11.9
	10

	Paddy Power Betfair plc 

	SHAREHOLDERS RATIOS
	 
	 
	 

	Earnings per Share (EPS)
	3.3
	3
	2.6

	Number of shares 
	4463424242
	4830300000
	4737846154

	Dividends per Share DPS
	149
	135
	122



EPS i.e. earnings per share is the segment of the business’s benefits distributed to share of stock, filling in as a market of the business profitability.      

The above picture clearly shows that earnings per share of the organization paddy power Betfair are gradually increased from FY2013 to FY2015 whereas the performance of the William hill plc’s EPS is decreased from FY2014 to FY2015. The figure signifies that performance in terms of earning per share is deceased and the company is not performing well in market. 

The findings shows that values of dividends per shares of the organization paddy power Betfair plc is in increasing order whereas William hill plc performance in terms of DPS is declined in same period.  Therefore that the findings signifies that the organization paddy power Betfair plc has an effective ability to utilize its income to adventure development that may helps the organization to bring more profits and return for long term. Therefore from the findings it can be suggested that the investor needs to invest in paddy power Betfair plc as compare to William hill plc. 

The higher payout values indicate the less the organization has for reinvestment. It can be seen that both the organizations had made an effective profit in past three years as well as had a paid dividend to its stakeholders (Prime, 2011). These figures show that both organizations are attracting to shareholders to invest in the organizations. Therefore it is said that investor who is looking for less risks from the stock will prefer the organization Paddy power Betfair plc rather than William hill plc.       
[bookmark: _Toc511995538]1.3 Findings and summery of analysis results  
The organization paddy power income has been increased by 24% to 1049 million euro in FY2015 with two fold digit growth overall the retail and web division. Apart from that the organization working benefits also increased 10% to 180million euro. Weakened earning per share up 12% to 332.8 cents for each and every share, entire financial years performance in terms of profits was increased by 18% to 180 cents in each share as well as extra 8 euro per share money return in the middle of financial year 2015. On the other hand retail income has also increased by 15%.  On the other hand, William hill plc performance in online is reduced by 11 % gaming was 4% let, however sports book was decreased by 17% impacted mainly by misfortunate at Cheltenham.                             
As per the ratios analysis of both organizations, it is seen that in term of profitability performance (gross profit margin), both Paddy power betfair and William hill plc performance is reduced for the period of 2013 to 2015 which is not well for an organizations. This is due to fact that the cost of goods sales of both organizations has been increased during the period. William hill plc has reduction in net profit margin from the financial year 2013 to FY2015 whereas paddy power betfair plc has higher net profit margin in same period than William hill plc. In terms of liquidity performance paddy power betfair plc is performing well that signifies that company has sufficient fund to pay its debtors (Rees, 2008). Moreover, in terms of shareholder performance as well as efficiency performance paddy power betfair is performing up to the mark which signifies that, investor’s needs to invest its money paddy power betfair because the organization involves less risks and higher profits. Overall from the ratios analysis findings it can be said that paddy power betfair plc performing much better than William hill plc.          
[bookmark: _Toc511995539]1.4 Recommendation for investment 
Based on the above analysis and findings it can be seen that there are significant difference between two organizations William hill plc and paddy power Betfair plc in regards of efficiency, profitability, investment, gearing, shareholder performance internal resources including customers and products. It can be noted that compared with William hill plc, Paddy power has performing well and accomplish higher return on net profit margin and capital employed, event through the organization trends in terms of growth profit margin in same. Moreover with through analysis statistical data of both organizations in regards of gearing ratios, liquidity ratios, investment and service portfolio, it is not difficult to say that paddy power has more competitive benefits and bringing more benefits for its customers or clients. Based on these conclusion and findings it is recommended that investor need to invest the money on paddy power Betfair plc rather than William hill plc. As per the ratios analysis, it can be seen that in FY2015, paddy Power Betfair is performing well and involves less risks which is helps to Tim Farrow to achieve higher benefits in upcoming years.      
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[bookmark: _Toc511995542]  Ratios analysis calculation of William Hill Plc for period FY2013 to FY2015 
	William Hill Plc

	 
	2015
	2014
	2013

	Operating Profit (PBIT) =   
	224,300
	281,800
	303,000

	Dividend per Share =   
	12.5
	12.2
	12

	GPM
	1213000
	1,305,100
	1,214,300

	SC+Res. (Total Equity) =   
	1,215,800
	1,169,300
	1,023,300

	Sales (Revenue) =   
	1,590,900
	1,609,300
	1,486,500

	(Non Current) Fixed Assets (FA) =   
	1,980,800
	2,070,900
	2,142,200

	Current Assets (CA) =   
	342,900
	282,200
	272,700

	total assets
	2,323,700
	2,353,100
	2,414,900

	Current Liabilities (CL) =   
	-663,200
	-369,800
	-328,600

	Non-current assets (NBV)
	320,300
	87,600
	55,900

	Non Current Liabilities (NCL) =   
	-444,700
	-823,000
	-1,062,000

	Stock (Inventory) =   
	100
	100
	200

	Cost of Goods Sold (COGS) =   
	-377,900
	-304,200
	-272,200

	Debtors (Receivables) =   
	56,200
	55,300
	56,400

	Debentures (Long term Loans) =   
	-369,500
	-716,100
	-895,900

	Interest =   
	-41,000
	-48,900
	-47,100

	Profit after TAX =   
	189,900
	206,300
	226,500

	Share Capital =   
	88,400
	87,700
	86,700

	Earnings per share =   
	22
	24
	25

	Dividends =   
	-108,400
	-104,000
	-87,100

	 
	 
	 
	 

	Capital Employed (CE) =   
	 FA + CA - CL
	 FA + CA - CL
	 FA + CA - CL

	=   
	1,660,500
	1,983,300
	2,086,300

	 
	 
	 
	 

	Working Capital (W/C) =   
	CA-CL
	CA-CL
	CA-CL

	=   
	342,900
	282,200
	272,700

	no of employees
	15747
	16,078
	17,089

	Long Term Borrowing
	369500
	716,100
	895,900

	Profit after Tax
	189,900,000
	206,300,000
	211,200,000

	profit before interest and tax
	224,300
	281,800
	303,000

	interest paid
	41,000
	48,900
	47,000

	 
	 
	 
	 

	profitability ratio
	 
	 
	 

	Return on Capital Employed (ROCE)
	13.51
	14.21
	14.52

	Net Profit Margin 
	14.09893771
	17.51071895
	20.38345106

	Gross profit margin 
	76.24614998
	81.09737153
	81.6885301

	LIQUIDITY:
	 
	 
	 

	Current Ratio
	0.82
	0.76
	0.83

	Liquid Ratio 
	0.82
	0.65
	0.45

	 
	 
	 
	 

	EFFICIENCY:
	 
	 
	 

	Fixed assets turnover  
	4.966906026
	18.37100457
	26.5921288

	Sale per employee  
	101.0287674
	100.0932952
	86.98578033

	 
	 
	 
	 

	GEARING (Borrowing):
	 
	 
	 

	Gearing (Borrowing) Ratio 
	18.20197044
	26.52811736
	30.04158004

	interest cover
	5.470731707
	5.762781186
	6.446808511

	SHAREHOLDERS RATIOS
	 
	 
	 

	Earnings per Share (EPS)
	21.6
	23.6
	21.8

	Number of shares 
	879166666.7
	874152542.4
	968807339.4

	Dividends per Share DPS
	9
	11.9
	10

	Dividend Payout 
	57
	50
	38



[bookmark: _Toc511995543]Ratios analysis calculation of paddy power betfair plc for period FY2013 to FY2015 
	 
	2015
	2014
	2013

	Operating Profit (PBIT) =   
	125,044
	127,420
	115,053

	Dividend per Share =   
	1.8
	1.52
	1.17

	GPM
	600,719
	555,317
	516,662

	SC+Res. (Total Equity) =   
	260,446
	301,201
	50,903

	Sales (Revenue) =   
	803,687
	685,802
	624,058

	(Non Current) Fixed Assets (FA) =   
	239,111
	245,930
	242,735

	Current Assets (CA) =   
	170,922
	246,891
	215,317

	total assets
	410,033
	492,821
	458,052

	Current Liabilities (CL) =   
	-208,313
	183,791
	-183,398

	Non-current assets (NBV)
	37,391
	63,101
	31,919

	Non Current Liabilities (NCL) =   
	-150,816
	-8,010
	-14,208

	Stock (Inventory) =   
	N/A
	N/A
	N/A

	Cost of Goods Sold (COGS) =   
	-107,396
	-130,485
	-202,968

	Debtors (Receivables) =   
	22,730
	25,211
	24,505

	Debentures (Long term Loans) =   
	141,915
	0
	0

	Interest =   
	-1,881
	-129
	-152

	Profit after TAX =   
	108,211
	112,720
	103,159

	Share Capital =   
	3,046
	3,975
	4,269

	Earnings per share =   
	3.26
	2.6
	2.22

	Dividends =   
	-56,072
	-53666
	-51,844

	 
	 
	 
	 

	Capital Employed (CE) =   
	 FA + CA - CL
	 FA + CA - CL
	 FA + CA - CL

	=   
	201,720
	309,030
	274,654

	 
	 
	 
	 

	Working Capital (W/C) =   
	CA-CL
	CA-CL
	CA-CL

	=   
	-37,391
	63,100
	31,919

	no of employees
	5,069
	4,856
	4,156

	Long Term Borrowing
	141,915
	0
	0

	Profit after Tax
	147,293,000
	144,909,000
	123,184,000

	profit before interest and tax
	125,044
	127,420
	115,053

	interest paid
	1,881
	129
	152

	profitabiltiy ratio
	 
	 
	 

	Return on Capital Employed (ROCE)
	61.99
	18.83
	41.89

	Net Profit Margin 
	15.55879341
	18.57970668
	18.43626714

	Gross profit margin 
	74.74539217
	80.97337132
	82.79070215

	LIQUIDITY:
	 
	 
	 

	Current Ratio
	0.82
	0.76
	0.83

	Liquid Ratio 
	0.82
	0.65
	0.45

	 
	 
	 
	 

	EFFICIENCY:
	 
	 
	 

	Fixed assets turnover  
	21.4941296
	10.86832221
	19.55130173

	Sale per employee  
	158.549418
	141.2277595
	150.1583253

	 
	 
	 
	 

	GEARING (Borrowing):
	 
	 
	 

	Gearing (Borrowing) Ratio 
	41.29817975
	0
	0

	interest cover
	66.47740564
	987.751938
	756.9276316

	SHAREHOLDERS RATIOS
	 
	 
	 

	Earnings per Share (EPS)
	3.3
	3
	2.6

	Number of shares 
	4463424242
	4830300000
	4737846154

	Dividends per Share DPS
	149
	135
	122

	Dividend Payout 
	51.82
	47.61
	50.26









         





     


SECTION B












Contents
Introduction	3
Part a:	3
Determination of the payback period and the Net present value of the two projects:	3
Calculation of Pay back period :	4
Part b:	6
Determination of the Accounting rate of Return for each project:	6
c) Evaluation of the result of part (a) and (b) and recommending with reasons which project should be adopted:	8
Part d:	9
Critical Evaluation of the advantages and disadvantages of the payback period and NPV techniques of project appraisal:	9
Part e:	10
Discussion of the non financial factor that must be considered in a investment appraisal process:	10
Reference	12









[bookmark: _Toc512010617]Introduction
The following report depicts a comprehensive approach of investment appraisal of the manufacturing company of Patel Mintro in London. Patel Mintro is planning on to put his money on some projects by investments. This will earn mutual benefits to both the investor and the project entrepreneur. For the purpose of investment Patel Mintro is looking for investment in two different projects namely Project A and Project B. the former requires an investment sum of about £160000 and the later needs investment of £220000. The residual value after 6 years of the project A is predicted to be around £20000 while the project B may have a residual value of around £10000. The annual cash flow expected from each project A and B are respectively around £45000 and £650000 respectively. The capital cost of the manufacturing company is about 7%
The report mainly emphasizes on the comprehensive investment appraisal with the help of different investment appraisal tools and methods in order to suggest the best project for investment by Patel Mintro from the two given options of investment projects which are project A and Project B. the investment appraisal tools and techniques used to evaluate the efficacy of each manufacturing project are payback period, net present value and accounting rate. After proper assessment of these factors on the basis of each project, it will be easier to recommend the best suitable and beneficial project to invest on by Patel Mintro.
[bookmark: _Toc512010618]Part a:
[bookmark: _Toc512010619]Determination of the payback period and the Net present value of the two projects: 
Net Present Value of a project refers to the difference between  current value of cash outflow and cash inflow from a project. Hence we can also consider it as the difference of the sum of cash inflow and outflow from a particular project. Thus the profitability of a project to an investor is evaluated by assessing the Net Present Value (Rich and Delaney, 2018). Hence it can be said that this particular investment assessment toll is considered to be very important for any investor planning to invest in a project.
Payback period is the time period by which a particular project will fetch back the initial invested amount to the investor. This is also a very important investment appraisal technique which will help Patel Mintro as in this case to evaluate the time which will be required to recover his invested money from the projects and thus help him decide better on which project to invest in.

The cash flows from the project is provided below:
[image: ]
The cumulative cash from the Project A and project B is provided below:
[image: ]
[bookmark: _Toc512010620]Calculation of Payback period :

 The formula of payback period 
Payback Period = X+(Y/Z)
Where,
X is the last period with negative cumulative cash flow
Y is the absolute value of the cumulative cash flow which is at the very end of Period X
Z is the total cash flows during period the period after X
Therefore, the payback period of project A = 3+(25000/45000)
= 3.55 years
Therefore, the payback period of project B = 3+(40000/60000)
= 3.66 years
Calculation of Net Present Value of Projects considered by Patel Mintro:
[image: ]
Therefore, 

NPV of Project A= £67818.5
NPV of Project B= £72563



[bookmark: _Toc512010621]Part b:	
[bookmark: _Toc512010622]Determination of the Accounting rate of Return for each project:
ARR or Accounting Rate of Return is the measurement of the ratio of the estimation of accounting profit to the average invested amount to the project. This investment appraisal technique will help the investor to determine the average return rate of investment from the project in which the investment has been made. The value of ARR is determined in the form of percentage (Richard, 2014).  
The following section depicts the method of calculation of ARR for both the projects A and B which Patel Mintro is considering to invest in to generate higher revenues from his savings.

Calculation of the ARR for Project A:
Residual value of project A = £20000
As in the given case scenario, Initial Investment in the project A = £160000
Useful Life of the project A = 6 years 
So, Annual Depreciation of the project A= (160000-20000) /6
                                                                          = £ 23333.33
Estimation of the Accounting Income for project A for each period is given below:
[image: ]



Average Accounting Income 
= £ (21666.67+21666.67+21666.67+21666.67+21666.67+41666.67)/6
= (150000.02/6)  
= £ 25000
Therefore, ARR of Project A = Average Accounting Income / Initial Investment 
 = (25000/ 160000)*100 = 15.62%

Accounting Rate return (ARR) of Project B:
Residual value of project B = £10000
Initial Investment expected to made in project B = £220000
Useful Life of the project = 6 years 
Thus Annual Depreciation for project B= (220000-10000) /6
                                                                          = £ 35000

Estimation of the Accounting Income for project B for each period is given below:
[image: ]
Average Accounting Income of Project B 
= £ (25000+25000+25000+25000+ 25000+ 35000)/6
= (160000/6) = £ 26666.67
Accounting Rate return (ARR) for Project B  
= 26666.67/ 220000  
= 12.12%

[bookmark: _Toc512010623]c) Evaluation of the result of part (a) and (b) and recommending with reasons which project should be adopted:
After complete evaluation of Project A and Project B it has been observed that the payback period of project A and project B are 3.55 years and 3.66 years. Although the payback periods observed are pretty close but still the initial investment can be fetched earlier in Project A than Project B.
Assessment of the Net Present Value of both the project A and B has resulted in determination of their NPV which are £67818.5and £7265. From the above assessment it is clear that the project B more profitable to Patel Mintro because it has higher NPV then project A. project B will fetch higher cash flow than project A which makes it a better choice for the investor from the perspective of cash flow. 
Assessment of the Accounting Rate of Return of both the projects reveal that the ARR of project A is 15.62% and that of project B is 12.12%. This clearly indicates that the project A has higher Accounting profit than project B.
Hence after overall assessment of all the important investment appraisal techniques, it can be said that the project A subsides project B by quicker recovery of initial investment capital while project B is considered beneficial with respect to higher cash flow in NPV at 7% (Li, 2015). The ARR was observed to be higher in project A than project B. comparison of the results of the three important investment appraisal techniques; it has been observed that the project A is ahead than project B by considering the results of payback period and ARR (Leyman and Vanhoucke, 2017). While the project B shows only higher digits in terms of Net Present Value which means that the cash flow from project B is higher to the investor.
Investment appraisal technique Net Present Value of NPV of £72653of project B as already mentioned is much higher than project A. this is a very important aspect for considering the future value of the investment. NP considers a very crucial factor which is the present value of the money determined through difference of cash inflow and cash outflow. Although project A scored higher results in two investment appraisal tools like the payback period and the ARR, still project B must be considered over project A. this is mainly because the ARR and payback period do not emphasize on the future value of invested money. NPV has a broader approach of evaluation by considering the exact value of the invested sum in the future (Rad and Paknahad, 2016). This is because the value of same amount of money at present is much higher than what it could be in the future. Hence the Patel Mintro is recommended to invest in project B as it has higher more promising higher cash returns than project A and thus will prove to be more beneficial to Patel Mintro by considering the future aspects of the investment.
[bookmark: _Toc512010624]Part d:
[bookmark: _Toc512010625]Critical Evaluation of the advantages and disadvantages of the payback period and NPV techniques of project appraisal:
The investment appraisal techniques are used in the previous sections to analyse which project was better for investment by Patel Mintro. The subsequent section aims to determine the advantages and limitations of the investment appraisal tools like the payback periods and the NPV or Net Present Value. 
Advantages of Payback Period

As already mentioned the payback period helps to determine the time period which is required to fetch back the initial invested sum. This acts as an advantage to this tool because it is the exclusive method which helps in determining the time of investment. This tool is crucial for determining the recovery period of a particular project so that they can take the investment decisions more wisely. It also helps the investors to avoid investing in projects which are expected to recover the invested capital in longer periods (Leyman and Vanhoucke, 2016).
Payback period is again beneficial to the investors because they can easily calculate the payback period and invest in better projects with shorter payback periods to earn profits in considerably less time.



Disadvantages of Payback Period
The payback period is a very useful investment assessment tool for the investors. However, there is a very important limitation of this technique which is it never considers the value of money in a futuristic approach. Since it is evidential that the value of a sum of money in present time is much higher than it will be in future. Another important disadvantage of payback period is that it doesn’t count the flow of cash after the payback period. So the project capability of generating cash flow is neglected completely by this tool. This investment assessment tool also neglects the potential of the project and overall profitability. It only is concerned with the recovery of invested capital regarding the project and neglecting all other aspects of the project.
Advantages of NPV
Net Present Value of project is considered as one of the most important assessment techniques because it accounts for the future value of money. The cash inflows and outflows are also considered by this technique where discounts are applied appropriately according to the present discount rates (Bell, 2017). The overall cash flow in the project is also taken into consideration in this technique. The best benefit of this technique is that it counts the total cash flow in the project in the terms of the future value of the capital.
Disadvantages of NPV
Though NPV is the most important and beneficial tool for investment assessment but the system of calculation is very complex and thus becomes difficult for a common man to evaluate. It can be evaluated by a financial professional only. Moreover the net present value is based on estimations and not real values (Rich and Delaney, 2018). The calculations are based on assumptions of the future discount rates and if the same does not match then the calculation would become baseless.
[bookmark: _Toc511995356][bookmark: _Toc512010626]Part e: 
[bookmark: _Toc511995357][bookmark: _Toc512010627]Discussion of the non-financial factor that must be considered in a investment appraisal process:
In a proper investment appraisal process, not only the financial factors are considered but efforts are required to be put on non-financial factors too. Some non-financial factors which are required to be considered in this process of assessment are like political factors and also some macro environmental factors which may act as a driver or hindrance to the path of project completion. For instance, if the value of the money in the country where the capital is invested suffers devaluation, then the NPV of the capital will decrease thus leading the investor to face significant losses. Significant amount of risks are taken while making an investment where the investor is made aware of the market risks which are affected by the political issues in the nation (Goyat and Nain, 2016). The legislations imposed by the government on the investments and policies ruling the investment schemes have great effect on the investor’s outlook and the development of the project. The aim of the project must synchronize with the development of the nation otherwise the project development may face hindrances in the following years leading to reduced profitability. Thus before making an investment, the local government laws and legislations must be analyzed properly along with assessment of the macro environmental factors.
An establishment of a new project must account the availability of local work force in the location of the project. A strength work force is very important in order to accomplish the project within the estimated time (Gorshkov and Vatin, 2014). The available work force must also be skilled enough to perform their allotted tasks properly. Thus expertise work force is another important factor which must be considered before making any investment.
The environmental effects of the project also need important consideration. This is because if the project is seen to emit pollutants which pollute the air, water or land by emitting solid wastes, then the project could be ceased by the actions of environmental laws. Thus the amount of possible emission of pollutants must be evaluated and possible recycling and disposals methods must be attained in order to avoid such restrictions.
Other non-financial aspects which must be considered before staring a project are availability of resources in the form of raw materials and energy sources, equipment’s, maintenance ease, cooperation of the local residents etc must be considered by the investor the project (Lane and Roswell, 2015). After complete satisfaction of all the factors, an investment decision must be made in order to fetch profits to the owner or the entrepreneur.
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Gross profit margin 
William Hill Plc	2015	2014	2013	76.246149977999877	81.097371527993488	81.688530104271706	Paddy Power Betfair plc 	2015	2014	2013	74.745392173818871	80.97337132291824	82.790702146274796	Net Profit Margin 
William Hill Plc	2015	2014	2013	14.09893770821547	17.510718946125635	20.383451059535822	Paddy Power Betfair plc 	2015	2014	2013	15.558793410867668	18.579706679187275	18.436267141836186	Return on Capital Employed (ROCE)
William Hill Plc	2015	2014	2013	13.507979524239687	14.208642162053138	14.523318794037291	Paddy Power Betfair plc 	2015	2014	2013	61.988895498711074	18.832063279989111	41.890159983106017	Current ratio
William Hill Plc	2015	2014	2013	0.82000000000000028	0.76000000000000034	0.83000000000000029	Paddy Power Betfair plc 	2015	2014	2013	0.82000000000000028	1.34	1.1700000000000006	quick ratio
William Hill Plc	2015	2014	2013	0.82000000000000028	0.65000000000000036	0.45	Paddy Power Betfair plc 	2015	2014	2013	0.56000000000000005	1.07	0.83000000000000029	fixed assets turnover
William Hill Plc	2015	2014	2013	4.9669060256009985	18.371004566210058	26.592128801431116	Paddy Power Betfair plc 	2015	2014	2013	21.494129603380486	10.868322213594078	19.551301732510428	Sale per employee  
William Hill Plc	2015	2014	2013	101.02876738426366	100.09329518596842	86.985780326525813	Paddy Power Betfair plc 	2015	2014	2013	158.54941803116984	141.22775947281713	150.1583253128008	Gearing
William Hill Plc	2015	2014	2013	18.201970443349754	26.528117359413191	30.04158004158003	Paddy Power Betfair plc 	2015	2014	2013	41.298179754681563	0	0	EPS
William Hill Plc	2015	2014	2013	21.6	23.6	21.8	Paddy Power Betfair plc 	2015	2014	2013	3.3	3	2.6	Dividends per Share DPS
William Hill Plc	2015	2014	2013	9	11.9	10	Paddy Power Betfair plc 	2015	2014	2013	149	135	122	divident payout
William Hill Plc	2015	2014	2013	57.082675092153771	50.412021328162872	38.454746136865332	Paddy Power Betfair plc 	2015	2014	2013	51.817282900998975	47.610007097232064	50.256400314078277	image5.png
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