Overview: This assignment has two parts. In the first part, you will analyze the financial performance of a company by calculating and interpreting various financial ratios over the past five years. In the second part, you will evaluate and discuss three common methods used for assessing investment projects: Payback Period (PBP), Net Present Value (NPV), and Accounting Rate of Return (ARR).
Part 1: Financial Ratio Analysis (5-Year Analysis)
In this part of the assignment, you need to choose a publicly listed company and carry out a detailed financial analysis based on its financial statements over the past five years. The goal is to assess the company's performance and financial health using a range of financial ratios.
Start by selecting a company that interests you. It should be publicly listed so that you can access its financial data, typically available in annual reports or financial databases like companies’ websites. Choose a company that provides at least five years of financial data, which will allow you to look at trends and changes over time
Company Introduction: Once you’ve chosen a company, write a brief introduction about it. This should include basic information such as what the company does, what industry it’s in, and any key highlights about its business or performance in recent years. You should also mention why you chose this company and what stands out about it. Keep this section concise, including graphical Illustration of Five-Year Trends in Sales, Profits, Costs, and Dividends Paid. 400-500 words.
Financial Ratio Analysis: Next, perform a detailed analysis using key financial ratios. These ratios will help you evaluate the company's performance in various areas, including profitability, liquidity, leverage, efficiency, and investment.
The ratios you need to calculate and analyze are:
· Profitability Ratios: These include measures like profit margins. These ratios help you understand how well the company is generating profits from its assets or sales.
· Leverage Ratios: These ratios, like the debt-to-equity ratio, tell you how much debt the company is using to finance its operations and how risky its financial structure is.
· Liquidity Ratios: Ratios such as the current ratio and quick ratio help assess the company’s ability to meet short-term obligations, giving you a sense of its financial stability.
· Efficiency Ratios: These ratios, including asset turnover and inventory turnover, measure how efficiently the company is using its resources to generate sales.
· Investment Ratios: return on assets (ROA), return on equity (ROE), and help you assess how investors view the company’s profitability and growth prospects.
· Working Capital Ratios: E.g. Inventory days, account receivable days and account payable days.
For each of these ratios, calculate the figures for the past five years and explain what each ratio tells you about the company’s financial position. Look for trends—are the ratios improving, declining, or staying the same? Analyze what these trends mean for the company’s future. This analysis should be around 2000 words.
Conclusion: In this section, summarize your key findings. Discuss the overall financial health of the company, noting any strengths or weaknesses you identified through the ratio analysis. What do these ratios suggest about the company’s ability to manage profitability, debt, liquidity, and efficiency? Keep your conclusion to about 400-500 words.
Part 2: Critical Evaluation of Capital Budgeting Approaches (PBP, NPV, ARR)
In the second part of your assignment, you’ll critically discuss three common methods used to assess investment projects: Payback Period (PBP), Net Present Value (NPV), and Accounting Rate of Return (ARR). These methods are used by businesses to decide whether an investment or project is worth pursuing, so understanding their advantages and drawbacks is crucial.
Introduction to Capital Budgeting: Start by introducing the concept of capital budgeting. Briefly explain why it’s important for businesses to evaluate investment projects carefully before committing resources. Then introduce the three methods you’ll be discussing: Payback Period (PBP), Net Present Value (NPV), and Accounting Rate of Return (ARR). Keep this section to around 300 words.
Discussion of Each Method: For each method, explain how it works and then discuss its advantages and disadvantages.
· Payback Period (PBP): This method calculates how long it takes for an investment to "pay back" its initial cost. While it’s simple and easy to use, it has significant limitations. For example, it ignores the time value of money and doesn’t consider cash flows that occur after the payback period. Discuss when it might be useful and when it falls short.
· Net Present Value (NPV): NPV is a more sophisticated method that considers the time value of money. It calculates the difference between the present value of cash inflows and outflows over the life of the project. NPV is widely regarded as one of the most reliable methods, but it has its own challenges, such as the need for accurate cash flow projections and the selection of an appropriate discount rate. Discuss these aspects in detail.
· Accounting Rate of Return (ARR): ARR is a method that calculates the expected return on an investment based on accounting profits, rather than cash flows. Like PBP, it’s easy to use but has weaknesses. It doesn’t account for the time value of money, and it uses profits rather than cash flow, which can be misleading. Discuss its strengths and limitations, particularly in relation to the other methods.
Comparison of Methods: After discussing each method individually, compare them. Which method is best for different types of projects? For example, PBP may be useful for short-term projects, while NPV is better for long-term investments. Discuss when each method is most appropriate and why.
This part of the assignment should be around 1500 words.
Conclusion: In your conclusion, summarize the main points from your discussion of the three methods. Which method would you recommend for most businesses, and why? Highlight the method you think is the most reliable for making investment decisions. Keep the conclusion to about 200 words.

