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Part a) Brief history of the company

The Walt Disney Company, started in 1923 by Walt and Roy Disney and initially comprising
only a small animation studio, is nowadays the largest and most diversified media or
entertainment business in the world (Walt Disney, 2023). Here's a look at its history, industry,
business model, and key factors that shaped its success:

Industry: Walt Disney deals with a huge and diversified professional environment termed as
Media & Entertainment. This includes moves and broadcast offers, Dream and Resort
Kingdoms, store items, interactive media, and live performances.

Business Model: Disney consistently relies on the prosperous and diverse business model with
multiple revenue sources. Here’s a breakdown:

e Studio Entertainment: Disney both makes and releases theatrical and animated
movies through the company known as Walt Disney Studios Motion Pictures, the other
films' brands Pixar, Marvel Studios, Lucasfilm, and 20th Century Studios (J.E.
Luebering, 2019).

e Media Networks: Disney's worldwide television network business includes Disney
Channel, ESPN, ABC, and several other foreign networks owned by the company.

e Parks, Experiences and Products: Disney makes profits at its theme parks and resorts
such as Disneyland and Walt Disney World(etc) as well as licences its characters and
the merchandise to earn more. Another key source of revenue for the company is
interactive media (the video games).

e Direct-to-Consumer: The Disney+ streaming platform has a widening choice of the
content it provides and retains people through subscription for only a month's fee
(Britannica, 2023).

Marketplace and Competitors:
A Media & Entertainment business is most likely to be chest to fall back in strong competition.
Disney’s major competitors include:

e Traditional Media: Comcast, ViacomCBS, AT&T (Warner Bros).

e Streaming Services: Netflix, Amazon Prime Video, Apple TV.

e Theme Parks: Universal Studios & Resorts, Six Flags, for example.

Mergers and Acquisitions:
Strategic acquisitions have been instrumental in Disney's growth:
e Pixar (2006): They put the capabilities of these computer animated movies and their

well-known characters such as Toy Story and Finding Nemo, on the map.




e Marvel Entertainment (2009): The film collection scope was thoroughly expanded as
the Marvel series franchises, including films about Iron Man and Captain America,
became very popular.

e L ucasfilm (2012): Also acquired the title rights of two movie franchises, Star Wars and
Indiana Jones, which now contribute to a mix of themes and rides in the parks.

e 21st Century Fox (2019): Disney just introduced to boost their ratings, and the title of
the popular movie franchise including sequence Avatar and X-Men also with Hulu, a

major streaming service on the top of the building.

Strategic Changes:

e Focus on Storytelling: Disney has a peculiar characteristic of incorporating the
timeless characters in different ways with thrilling and interesting stories making them
a darling to almost every one of every generation.

e Innovation: By utilising cutting-edge technologies like those it invented in the first
place, the company continues to come up with new animatics, builds thrill rides, and
develops streaming platforms (Forbes, 2023).

e Global Expansion: Realising the intercontinental commercial market capacity, Disney
has spread its theme park in different countries and produces content that appeals to
different uniqueness.

Impact on Results:
These strategic decisions have significantly impacted Disney's results:

e Diversification: This diversity is the guarantee of a secure financial position and the
absence of dependency on a narrow market circle or one big product line.

e Content library: A common source of all three industries, a huge collection of classics
and what is trending, helps the growth of the movie production industry, theme parks,
and streaming services as more people become an audience (Yahoo Finance, 2024).

e Brand recognition: The famous Disney brand is the main reason for the company’s
popularity and the similar brand power leads to the high merchandise revenue and

theme park attendance of Disney.
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Figure 1: Revenue
(Statista, 2024)
Part b) Company’s financial performances
1. Calculation of financial ratios and briefly discuss your results

Walt Disney
2019 2020 2021 2022

Element

Efficiency Ratio

Average Inventories Turnover Ratio 10 10 8 7 8
Average Settlement Period for Receivable 76 79 71 57 51
Average Settlement Period for Payables 936 1,120 1,617 1,492 1,277
Working Capital Cycle -850 -1,031 | -1,538 | -1,427 | -1,218
D/E 0.2 0.26 0.24 0.46 0.4
Gearing Ratio 52.17% | 58.28% | 55.50% | 53.59% | 51.31%
Interest Cover Ratio 14.24 1.17 1.82 3.78 3.94

Profitability Ratio

Return on Capital Employed (ROCE) 12.15% | 1.31% | 2.02% | 4.28% | 3.98%
Gross Profit Margin 2.79% | 5.80% | 5.43% | 8.18% | 10.11%
Operating Profit Margin 23.43% | 2.67% | 3.80% | 6.39% | 5.36%

Current Ratio 0.9 1.32 1.08 1 1.05
Acid Test Ratio 0.84 1.26 1.04 0.57 0.66
Efficiency Ratio




Average Inventories Turnover Ratio

The typical range (ratio) for inventory turnover of Walt Disney Company in 2014-2019 is
around 8.60. This makes Oct. the third most seasonal month for Walt Disney, with the
merchandise selling 8.6 times a year, on average (Nasution, 2020). High inventory turnover
ratio in most cases signals impeccable inventory control, since by this it can be seen that the

company is using its stock efficiently and is selling its items through it adequately.

Average Settlement Period for Receivable

The payable days of receivables of Walt Disney Company increased significantly from that of
2019 levels (76 days) to those of 2023 (51 days). This possibility is the reason why those types
of transactions are always much faster (Listiadi, 2022). An overall decline in the duration of
trade transactions allows for quicker collection of the money, thereby easing down the money

waiting, increasing the cash flow.

Average Settlement Period for Payables

As for the average settlement period for creditors in Walt Disney, it gradually developed as an
alarming tendency during 5 years (2018-2022). It increased very high in the beginning, starting
with 936 days in 2019, and it peaked in 2021 with 1,617 days. In this case, depicts an enormous
postponement of the payments to provide them with commodities and services (llter, 2020). It
could be beneficial by enhancing a profit in the short run, yet the long-term consequences could
be most detrimental to relationships with vendors, ultimately predisposing the latter to the

possible future episode of product scarcity or price increase.

Working Capital Cycle

Working capital cycle of Walt Disney during this period (2019-2023) showed a shift to the left,
meaning, Walt Disney was on the positive cash flow. The negative value shows that the
company gets money from the clients ahead of time than it does from the suppliers because of
this process. 2019 recorded the longest payment period of -850 days between suppliers and the
organisation (that is 850 days in beforehand of the pay) (Wang et al. 2020). While it improved
somewhat by the middle of 2023 (-1,218 days), it anyway signifies that Disney fleet ratios are
more efficient than large retail stores since it requires less inventory and generates cash flow

faster by collecting customer payments quicker.

Gearing Ratios




D/E

One of the financing items which saw a number of growth was Walt Disney's debt-to-equity
ratio starting from 0.2 in the year 2019 but in 2023 it increased up to 0.4. It means that the
business has very recently increased the borrowings which have helped in financing the
operations whereas raising equity from the equity shareholders has not been an easy exercise
for the company (Nukala and Prasada Rao, 2021). It is true that the D/E ratio, which is higher,
can raise some doubts about the company’s financial risks of which Disney’s current ratio still

remains more than 1, showing that it has enough short-term assets to pay its liabilities.

Gearing Ratio

The revelation that Walt Disney Inc has a financial gearing ratio, which follows the same
pattern as its D/E ratio, is an indication that the company is increasingly reliant on debt
financing. Thus, there was a steady rise in the female population from 52% in 2019 to 51% in
2023. Gearing Revenue means approaching a company's capital constitution in terms of debt
as a proportion of total assets. While Disney's debt-to-equity ratio may not be growing
aggressively and looks safe now, it still offers potential risks (Hidayat and Kurniasih, 2022).
This is an essential step of comparison with industry benchmarks as well as monitoring its

dynamic and performance on a company's ability to cover its debts.

Interest Cover Ratio

Walt Disney concern coverage ratio was indicating a drastic improvement in 2023 (a strong
3.94) from 2020 (a worrying 1.17). This position indicates the solvency of the company which
is based on its capacity to cover its interest expenses with its operating earnings. A proportion
below one suggests a problem meeting the liabilities incurred from interest (Setiany, 2021).
The improvement by the companies on its profitability demonstrates that it is enough to cover
their debt servicing. The ratio when it explores the debt to manage finances is still not the most
important one. Probably they will classify debt ratio above three as a promising sign of financial

health improving.

Profitability Ratio

Return on Capital Employed (ROCE)

The ROCE of Walt Disney proved quite variable for five years from 2019 that accounted for
12.15% and 2023 with only 3.98%. It is also observed a significant decrease in 2020 that
amounts to (1.31%). This probably has an impact on factors on the entertainment industry

7




(Hiemena et al. 2023). Although a recovery can be seen, the ROCE that was recorded is not as
high as its 2019 peak, suggesting that there is still some work to be done to better the utilisation

of capital for the business in its pursuit of generating profits.

Gross Profit Margin

The Walt Disney Company displayed a rising trend in gross profit margin during the period of
five years (2019-2013), which went from 2.% to 34.% in 2023. This, in turn, shows that the
manufacturer is making bigger profits from the sales of its products and/or services after they
have been deducted the cost of sold goods. It is imperative to state that the earnings before
interests, taxes, depreciations, and amortisation is an approximation of how well the company
has performed (Nariswari and Nugraha, 2020). This betterment indicates that Disney has
potentially achieved an optimal operating capability.

Operating Profit Margin

The operating profit margin of Walt Disney was on a bumpy road. Namely, it went to the
bottom of 23.43% in 2019 and 5.30% in 2023. It tumbled drastically in 2020 (—2.67%) as
headwinds of the pandemic-related issues might be involved. Despite partial recovery being
visible, it’s still far from pre-pandemic levels (Budianto and Dewi, 2023). Therefore, it’s time

to focus more on addressing profitability by taking care of all the actual costs.

Liquidity Ratio

Current Ratio

The discussion about Walt Disney's current ratio starts with 2019 which is about 0.9 and ends
with 2023 with 1.05. It would be better if the current ratio was from 1.5 to 3 and that a company
owned enough current assets (like cash or inventory) to cover the short-term debt (like — bills
and upcoming payments of debt) (Irsan and Rambe, 2021). Similarly, unlike other sectors,
Disney has never gone below one, despite the fact that the ratio being just over one tells us that
must be tread carefully. This could lead to over credit ending in bills that are unmanageable.

Acid Test Ratio

The liquidity position of The Walt Disney Company, as depicted by the lower acid-test ratio,
nevertheless, became a source for concern in the period 2019-2023 which occurred as a result
of the “acid test ratio” of 0.84 in 2019 and 0.66 in 2023. The ratio of this class of stocks covers
only the more liquid current assets, and thus, the inventory is not included. Only cash and
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marketable securities go into making up the list. An indicator below 1 will imply that it is
extremely difficult to meet pressing short-term obligations using existing sole liquid assets
(Kumoro et al. 2020). The deteriorating ratio of SMKN of Disney hints at a problem associated
with the meeting of short-term needs as well as the need for sale of shares or assets. This shows
that the good preparation and cutting down of current debt and settling current debts are

necessary.

2. Critically evaluate the ratios you calculated using academic references

Efficiency Ratio

On the strength of Disney’s average inventory turnover ratio of 8.6 over the last five years, its
inventory management has not been poor, as the company has managed to sell its stock eight
and a half times during the whole year on average. On the contrary, a more complimentary
approach should be used. The article by Alarussi (2021) says that the return on sales which is

higher rather than normal is typically a positive sign in retail.

Gearing Ratios

Disney's debt-to-capital ratio (from 52% in 2019 to 51% in 2023) shows that much of Disney's
financing appears to come from debt. Although it is not that high, it is desirable that the level
of those screened is monitored. The financial risk rise is possible in the long-term if the
coefficient of ratio has a high level (Tudose et al. 2022). Long-term prosperity of the company
being the main goal, let's get this ratio analysed and compared with industry benchmarks to see

if it's easy or hard on their debt paying ability.

Profitability Ratio

Profits of Walt Disney can be understood as both positive and negative according to the
financial indicators. The volatilities of the ROCE, indicated in the consistency of profits,
yielded by the invested capital might be applicable to the company's challenge of generating
regular returns. On the other hand, the gross profit margin has been showing a gradual positive
trend, especially in the last quarter, which indicates that the company is generating higher
profits from its core operations (Husain and Sunardi, 2020). However, its operating profit
margin is still lower compared to that of pre-pandemic levels. This indicates an enhancement
of the overall profitability, as the after-taxes earnings are a good indicator of dependability. In
addition to this further study of industry benchmarks for the latter ratios can result in a broad
picture about the performance of Disney.




Liquidity Ratio

The ratios related to liquidity of Walt Disney may have some negative aspects. The current
ratio is over 1 for the time being so it has a little bit of a cushion for the immediate obligations.
The downcast acid-test ratio, which is a highly selective measure, was on a steady decline,
evidently confirming that the company has problems covering its immediate needs with liquid
assets with higher liquidity rates (Pattiruhu and Paais, 2020). These examples show how being
mindful of the current liabilities and having positive cash flow to overcome financial pressure

are essential.

3. Comparison of your selected company to a major competitor

Five Year Ratio Analysis for Walt Disney vs Netflix, 000

Walt Disney

Element
2019 2020 2021 2022

Efficiency Rafio
Average Inventories Turnover Ratio 10 10 8 7 8 12 10 8 11 6
Average Settlement Period for Receivable 76 79 71 57 51 17 20 22 22 5
Average Settlement Period for Payables 936 1,120 1,617 1,492 1,277 247 226 202 175 151
‘Working Capital Cycle -850 -1,031 | -1,538 | -1,427 | -1,218 -218 -196 -171 -142 -139
D/E 0.2 0.26 0.24 0.46 0.4 0.44 0.42 0.35 0.3 0.3
Gearing Ratio 52.17% | 58.28% | 55.50% | 53.59% | 51.31% 87.40% | 85.55% | 80.68% | 78.45% | 61.51%
Interest Cover Ratio 14.24 1.17 1.82 3.78 3.94 4.16 5.97 8.18 7.98 9.94
Profitability Ratio
Return on Capital Employed (ROCE) 12.15% | 1.31% | 2.02% | 4.28% | 3.98% 11.65% | 19.22% | 24.68% | 22.22% | 22.18%
Gross Profit Margin 2.79% | 5.80% | 5.43% | 8.18% | 10.11% 38.28% | 38.89% | 41.64% | 39.37% | 41.54%
Operating Profit Margin 23.43% | 2.67% | 3.80% | 6.39% | 5.36% 12.92% | 18.34% | 20.86% | 17.82% | 20.62%
Current Ratio 0.9 1.32 1.08 1 1.05 0.9 1.25 0.95 1.17 1.12
Acid Test Ratio | 0.84 1.26 1.04 0.57 0.66 0.84 1.2 0.9 11 1.08
Efficiency Ratio

Average Inventories Turnover Ratio

Netflix's average inventory turnover ratio (2019-2023: Apples enjoy higher brand recognition
than Disney's (-0.8). It follows that Netflix updates its content inventory a bit rarely (i.e. this
might be due to its streaming-centred business model in comparison to that of video
distribution) (Herison et al. 2022).

Average Settlement Period for Receivable

Amongst all, Disney gets paid faster than Netflix since it is taking payments from the customers
immediately. On average, Disney films collect after 42 days (2019-2023) whereas Netflix
needs a much longer period, as Netflix’s films collect after 77 days (Listiadi, 2022). This

indicates that Disney's invoice and collections system are more effective.
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Average Settlement Period for Payables

Netflix settles payments to suppliers much faster than Disney (average: It is apparent that a
solitary trip to space might considerably influence an astronaut's psychological health and well-
being (Nguyen, 2021). Such Assumption could show that Netflix would give preference to

quick payment for continuing fair trade relationships or negotiating the best deals.

Working Capital Cycle

Netflix constantly boasts a shorter working capital cycle (average: OSG's profitability is 214
times) (374 days) greater than that of Disney's (-1,097 days). As a result, Netflix makes the
money go back to its customers and pay suppliers quicker - this enhances the inflow of cash -
whereas Disney seems to gain by pre-payments or extended payment terms, which delays the
outflow of cash (Wang et al. 2020).

Gearing Ratios

D/E

Generally, debt financing is the option that is preferred by Disney as well as by Netflix.
Although the D/E ratio of Disney remained between 0.2 to 0.4 throughout the years (2019 and
2023), Netflix's debt ratio stayed even higher (0.3 for the same period) (Giaretta and Chesini,
2021). It is the case where it is very clear that the former company is supposed to be the risk-
taker in this case through debt rather than the latter company

Gearing Ratio

While both companies utilise debt financing, Disney's gearing ratio (average: Consequently,
(60.6% for Prime Video) is not as high as that of Netflix (the average value of which stands at
78.7%). This may reveal that a greater portion of Netflix is of debt and thus a higher proportion
of risk compared to that of Disney (GEZER and KINGIR, 2020).

Interest Cover Ratio

Netflix has an edge in its ability to manage this debt burden of its. Their interest coverage ratio
(average: The average ratings of the Pirates (7.4) spotlight its low popularity among Disney
fans compared to the average (3.4) (Setiany, 2021). In other words, Netflix runs at a larger
scale of operating income to cover its interest charges, thereby decreasing the possibility of

defaulting on its debts.
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Profitability Ratio

Return on Capital Employed (ROCE)

Netflix is an outperformer or stands out from the crowd in case of profit effectiveness of the
invested capital if compared to Disney. In the past five years Netflix has enjoyed 20.8% as
RoCE average compared to the 5.9% which Disney has had (Lisek et al. 2020). That otherwise,

Netflix is working more efficiently with the capital that it starts in its business activity.

Gross Profit Margin

Nevertheless, they enjoy high gross profit margins, although Netflix surpasses its rival with
very minimal differences (Sunaryo, 2021). Netflix's average gross margin in years (2019-2023)
was 39.9%, Disney's was even lower 6.4%. Accordingly, Netflix has a higher gross margin
which suggests that it remains with a bigger slice of revenue after taking into account the cost

of goods sold.

Operating Profit Margin

Though night-codon gets a bigger Gross Profit Margin, Disney is indeed much stronger than
that when it comes to Operating Profit Margin. In reality, it was 17.7% outperformance for
Netflix in a 5-year time span and 9.2% for Disney. This implies that Disney is better performing
in terms of controlling its operational expenses, and that the percentage of gross profit that is
actually operating profit has increased substantially (Choiriyah et al. 2020).

Liquidity Ratio

Current Ratio

As for Disney, having the current and fluctuating ratios, will not significantly hinder the
company, placing it in a superior position in terms of short-term solvency over Netflix
(Novyarni and Permana, 2020). A simple glance at their current ratios would reveal that Disney
is above the average as it has 1.02 while Netflix sits at 1.09. On the contrary, the distance
between corporations is limited, which possibly means that the overhead for the sudden day-

to-day commitments is also low.

Acid Test Ratio

While Netflix has taken the position of immediate liquidity it is essential to understand the risks
associated with it. Comparing this with sixty-year-old company, Disney, their talked- about
Acid-Test Ratio which is equal to 1.05 is much, much higher than that of Disney (with its value
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being a quarter less than one) (Tumanggor, 2020). Thereby, Netflix has prompt substances (in
cash and marketable securities) to respond to the immediate needs of the financial situation vs.
Disney that have high-priced fixed assets that can lead to strict cash flow and, consequently,

cause challenges in meeting deadlines.

4. Recommendations on improving the financial management

e Inventory: In order to do benchmarking within theme parks, analyse these industry
standards to enhance inventory levels.

e Debt: Work on methods of decreasing debt growth or look for the options to create
more equity to effectively handle financial risks. A wide range of important societal
issues exist, including climate change, access to quality education, all the way to public
healthcare.

e Profitability: Steer attention towards enhancing theme park functional capacity and
make plans to increase it (Almashhadani and Almashhadani, 2022).

e Liquidity: Investigate techniques making it possible to handle cash flow better or raise
the flash assets for the valuation relevant short-term solvency.

Part c) New investment opportunities
1. Calculate the Payback Period (PBP), Accounting Rate of Return (ARR) and the Net
Present Value (NPV) of the project.

Part: C (1) Investment Appraisal between Two Projects
Cash Flow Before Cost of Cash Flow After

Element Project A Project B Lol Project A Project
0.75%
Year 0 (Initial Investment $5.000.00 51.000.00 0.75% -55.000.00| -51,000.0C
Year 1 Cash Flow 32.500.00 51.500.00 0.93 52.325.00 51,395.0C
Year 2 Cash Flow $2.,000.00 $1,000.00 0.865 51.730.00 5865.0C
Year 3 Cash Flow $1.,000.00 $1,000.00 0.804 $804.00 $804.0C
Year 4 Cash Flow -$442.00 -3470.00 0.748 -$330.62 -3351.5¢
1) Net Present Value -8471.62
2) Payback Period 4.42
2.1 Initial Investment $5.000.00 $1.000.0C
2.2 Cash Flow Per Year $1,132.10 8678.11
3) Accounting Rate of Return -2.36% _
3.1 Initial Investment $5.000.00 $1.000.0C
3.2 Average Net Profit -5117.90 5428.11
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According to the proposed financial data of Disney, the one at Project B is more likely to make
it to the list of the investment fundamentals. Here's a breakdown of the calculations and
reasoning behind this recommendation: Here’s a breakdown of the calculations and reasoning
behind this recommendation:
Payback Period (PBP):

e Project A: 4.42 years

e Project B: 1.47 years
Project B has the fastest payback period of 1.47 years compared to 4.42 years for project A
which means that it not only saves the initial investment since the beginning but also gains
profit at the same time. It also shows more rapid profit generation for Disney, with the money
becoming available much quicker and therefore less time for other wedding bells to ring (Dai
et al. 2022).
Accounting Rate of Return (ARR):

e Project A: -2.36%

e Project B: 42.81%
The annual return on investment for project b is much more positive than Project A at (42.81%)
instead of (-2.36%) ARR refers to the annual average return on the system (Hilton and Platt,
2020). Furthermore, a higher and positive ARE obtained by Project B over that of Project Bs
in fact translates into a higher average profit throughout the project's life.
Net Present Value (NPV):

e Project A: $471.62

e Project B: $1,712.44
The NPV of Project B (the project which has a higher NPV of $1,712.44 against Project A
NPV of $471.62) clearly demonstrates how well managed this project is in comparison to the
other project. NPV is seen as a parameter with time value of money and, therefore, presents a
project's profitability which has already accounted for the future cash flows which were
previously discounted (Peymankar et al. 2021). Disney's decision to go ahead with Project B
is a positive choice that will significantly add on to the company's value.
Recommendations:
To sum up, all three types of cash flow for option B show that it is the chimaera for Disney.
The IRR, which is shorter; the fact that AAR is significantly higher; and the fact that the NPV
is much larger all indicate a faster return on investment, higher profitability, and much more

worth in comparison with Project A.
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Within 2-5 years, Project A has an opportunity to gradually cover the initial investment,
followed by some profit but the longer payback period, negative ARR, and lower NPV indicate
if lower compared to other available opportunities (Guzhev and Sintsova, 2023). Disney takes
the risk of Project B, expecting to have a more immediate cash flow, engine husbandry and

making a larger total profit from the project.

2. Assume the initial investments for each project increase by 10%, and all cash flows fall

by 10%; recalculate NPV and comment appropriately.

Part: C (2) Investment Appraisal between Two Projects
Cash Flow Before (Cost of Cash Flow After

Hement Project AProject B il Project AProject B
5%

Year 0 (Initial Investment) $5,500.00 $1,100.00 0.75% -§5,500.00| -§1,100.00
Year 1 Cash Flow $2.250.00 $1,350.00 0.93 52.092.50 $1,255.50
Year 2 Cash Flow 51.800.00 $900.00 0.865 51.,557.00 5778.50
Year 3 Cash Flow $900.00 $900.00 0.804 $723.60 $723.60
Year 4 Cash Flow -5397.80 -5423.00 0.748 -$297.55 -5316.40
1) Net Present Value _$1,424.45 -

2) Payback Period 5.40
2.1 Initial Investment §5,500.00| $1,100.00
2.2 Cash Flow Per Year $1.018.89 $610.30
3) Accounting Rate of Return -6.47% _
3.1 Initial Investment $5.500.00 $1.100.00
3.2 Average Net Profit -§356.11 $335.30

The analysis determined that Project B had the highest returns for Disney than Project A.
Conversely, there is often a huge role for the external circumstances to determine the
profitability of the projects (Karakostas et al. 2021). In this analysis, the effect of 10% increase
in the initial investment and the other way around -10% decrease in all cash flows for both
projects, will be found out. The methods are the same as for the Net Present Value (NPV)
calculation.
Project A:

e Initial Investment: $5,500.00 (10% increase from $5,000.00)

e Year 1 Cash Flow: $2,250.00 (10% decrease from $2,500.00)

e Year 2 Cash Flow: $1,800.00 (10% decrease from $2,000.00)

e Year 3 Cash Flow: $900.00 (10% decrease from $1,000.00)
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e Year 4 Cash Flow: -$496.20 (10% decrease from -$442.00)
Project B:

e Initial Investment: $1,100.00 (10% increase from $1,000.00)

e Year 1 Cash Flow: $1,350.00 (10% decrease from $1,500.00)

e Year 2 Cash Flow: $900.00 (10% decrease from $1,000.00)

e Year 3 Cash Flow: $900.00 (10% decrease from $1,000.00)

e Year 4 Cash Flow: -$423.00 (10% decrease from -$470.00)

Recalculated Net Present Value (NPV):
The cost of capital will be the same with the rate and even by lota that is 0.746%.

e Project A (Revised NPV): -$ 1,424.45 (The discounted cash flows are the ones that
should be subtracted from the increased initial investment)

e Project B (Revised NPV): The worth off the expenditure after discounting 1,341.20
(Cash flow minus investment)

Analysis of Revised NPVs:
The discounted cash flows generated from the revised NPVs have shown the projects are no
longer a major consideration for further development.

e Revised NPV of Project A shows a much negative figure at -$1,424 which is moving
from above the neutral zone. This clarifies the fact that as a result of a price discount
because of a deferred cash outflow, the project would not generate enough profit for its
larger original outlay (Costanza et al. 2021). The additional funding concern and
interrupted cash flows make things more difficult for the project as it intensifies the
financial deficiency.

e Project B differs from Project A which is stably in the black of $1,341.20, which
illustrates financial sustainability not as good as Project B.

Impact of Increased Investment and Reduced Cash Flows:

The reviewed scenario presents the project choice sensitivity to variations in the first
investment and cash flows, especially initial costs and cash inflows (Leskinen et al. 2020). The
impact of the 10% rise on both sides would be equal and it would be, perhaps, the one to hit
them now hard-Project A, finally, turning to negative behaviour. For project B, it is seen that
remarkable COVID-19 impact resilience attributable to its initially stronger profits.

Decision Recommendation:

For this reason, given updated NPVs, Project B still assumes the role of a beneficiary

investment scenario for Disney under current conditions.
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e Project A implies a very high prospect of getting losses by the end of the evaluation
with a negative NPV value.
e The projected B shows NPV is higher than zero or the excess of revenues over costs,
which means that the project is still profitable with the new economic assumptions.
The revised NPV calculations unequivocally point B as the choice all the more solid financially
for Disney within the present situation. On the other hand, a proper resolution to the situation
has to be done through a unique risk analysis method to identify and control the looming
problems ahead whatever the outcome would be (Huang et al. 2022). Moreover, the judgement
with respect to Disney's long run goals and considering the kind of additional sensitivity
analyses are the essential steps that will assure that the project under the evaluation is the one
that creates long-term for the firm.
Even though project B is the cheaper option with more favourable financial returns. However,
Disney should optimise the analytical process in the investment before making a final decision
(Sitompul and Khadijah, 2020). This analysis should involve risk assessments, strategic match,
and sensitivity analysis for the project to be successful and create long-term value for the
organisation. Through doing a strategic approach, ABC Company can come up with the best

decision that both aims at financial stability and strategic alignment.

3. Advantages and shortcomings of the PBP, ARR and NPV techniques

Deciding the best investment project implies the complex process involves many sides. The
easiest one to grasp is Payback Period (PBP), which only touches on how fast your initial
investment is recovered, thus completely ignoring the eventual amounts of cash that might get.
Accounting Rate of Return (ARR) , which is the other common method, nonetheless fails to
factor in the system in which money acquires or could acquire interest with passage of time
(Gowthorpe, 2021). Thus, ending up prioritising short-term gains over long term investment
that would yield greater return in overall investment.

NPV comes out to be a more rigorous procedure, comprising the time value of money concept
and always categorising those projects that are given the maximum present value of the
expected future cash flows. At the same time, NPV calculations are not easy, and the expected
cost of capital must be precisely measured (Wang, 2021).

As a concluding remark, both types of policy: PBP and ARR, undoubtedly, have an advantage
of giving a precise picture, but they can't see through the complexity of the whole process. DCF

provides a more thorough analysis, however this is also one of its major disadvantages. Given

17




technology usage, however, weighting these ones alongside with other factors including project

risk and strategic alignment is the key.

4. Discuss non-financial factors management needs to consider.

Every good evaluation of capital projects contains a larger number than only this number.
However, financial indicators such as Net Present Value and PBV only partially reflect the true
picture. Besides this, proper financial assessment cannot occur without consideration of several
non-financial factors.

e Strategic Alignment: This investment should be aligned with long-term goals, not
focused just on the health of the balance sheet (Zarzycka and Krasodomska, 2022).

e Project Risk Assessment: On the list of the key matters that should be taken into
consideration are feasibility, possible problems with design, fluctuation of the prices,
and environmental/social effects.

e Operational Impact: Take on analysing staffing needs, training of employees,
possibilities of disruptions in workflow and chances of innovation.

e Intangible Benefits: How about employee morale and maturity of brand or setting the
stage for a culture of innovation where these two things might be hard to determine the
financial value (Kristi and Yanto, 2020).

e Regulatory Compliance: Be certain of the project to follow all the legal and regulatory
requirements so that the project cannot be delayed and fined.

e Stakeholder Impact: Analyse how the project would affect employees, customers, and
community in terms of creation of jobs, ecological footprints and community relations.

Through the use of non-financial patterns together with the financial metrics, they are perfectly
capable of making the best decision in the long-term interest of the company (Turzo et al.
2022). By taking a comprehensive approach, the financial benefits that the project brings shall
not only come as profits but they should also be in tandem with the main business strategies of
the company with the aim of reducing the risks involved and increasing the value of
stakeholders.

Conclusion

In operation of theme parks, movies, media networks, and merchandise, The Walt Disney
Company, a media giant, has been able to enchant the world with a constant presence. The fact
that Comcast, Sony and Netflix are in competition with Disney, she relies on the business
acquisitions (Pixar, Marvel) to expand its content library and reach. This report analysed
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Project A and Project B through the lens of the investment decision process at the Walt Disney
Company. At the start, Project B was advantageous in this respect, showing a positive cash
flow. Project B still remains acceptable in terms of finances as it reflects in NPV favourably.
Although it is crucial to consider non-financial ones along with financial elements, the ultimate
decision depends on these two aspects.

Through a proper risk assessment as well as the alignment of strategies to the company’s long
term objectives and a thorough sensitivity analysis, all the gaps in the business decision making
process can be detected and addressed. Through the use of financial as well as non-financial
criteria, Disney can turn out to be a really useful platform for investment that has the combined
goal of sustainable wealth creation and efficiency with the company’s overall objectives.
Financial indicators represent a good basis, though a comprehensive approach is necessary for
projects to bring fruitful results. The next step for Disney would be to monitor its environment,
its competitors and set a direction based on emerging trends and opportunities in order to
remain in front as a global leader in entertainment. The effectiveness of chosen investments
and the alignment with those competencies and long-term business strategy that leads to

success require strategic investments.
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Appendix

2022-2023

CONSOLIDATED STATEMENTS OF INCOME

{(in millions, except per share data)

2013 2022 2021
Revenues:
Services 5 T9.562 74,200 61,768
Products 9,336 8,522 5,650
Total revenucs BEA9R 82,722 67418
Costs and expenses:
Cost of services {exclusive of depreciation and amortization) (53,139) (48,962) (401,12%
Cost of products (exclusive of depreciation and amortization) {6062 5,439 i4.002)
Selling, general, administrative and other (15.336) (16,388) (13.51T)
Depreciation and amortization (5.369) (5,163) (5,111
Total costs and expenses [T 06 ) 75,952) (63,759
Restructuring and impairment charges (3.892) (237 [{=E]
Other income (expense), net i (BAT) 201
Interest expense, net {1.209) (1,397 i 1 406)
Equity in the income of investees T8 g6 Thl
Income from continuimg operations before income taxes 4. 769 5,285 2561
Income taxes on continuing operations {1379 (1,732) {25)
Net income from continuing operations 3,390 3553 2 536
Loss from discontinued operations, net of income tax benefit of S0, 514 and 59, respectively —_ i48) 29
Met income 3390 3,505 2,507
Nann:tsjr:;ofllﬁ'rS;ﬁzng operations atinbutable to noncontrolling and redeemable {1,036} (360) (512)
Met income attributable to The Walt Disney Company (Disney) ] 1354 3,145 1.995
Eamings (boss) per share atiributable to D]an;“":
Diluted
Continuing operations b1 .29 1.75 111
Dhscontinued operatioms —_ {0.03) {002y
5 1.29 1.72 1.09
Basic
Continuing operations -1 1.29 1.75 111
Dhscontinued operatioms —_ {0.03) {002y
5 1.29 1.73 110
Weighted average number of common and commaon equivalent shares outstanding:
Diiluted 1.830 1.E27 1828
Basic 1518 1,822 LEl&

' Total may not equal the sum of the column due to rounding,

(AnnualReport.com, 2023)
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CONSOLIDATED BALANCE SHEETS
(in millions, except share data)

September i, October 1,
2023 022
ASSETS
Current assets
Cash and cash equivalents 5 14,182 5 11,615
Receivables, net 11330 12,652
Inventories 1963 1,742
Content advances 3,002 1,890
Orther current assets 1.286 1,199
Total current assets 31,763 29,098
Produced and licensed content costs 3359 35,777
Investments 080 3213
Parks, resorts and other property
Atiractions, buildings and equipment To.090 6 99H
Accumulated depreciation (42.610) {39 356)
27480 27,642
Projects in progress 6,285 4814
Land 1,176 1,140
34,941 33,596
Intangible assets, net 13,061 14,837
Cioodwill T7.067 77,897
Other assets 11,076 9,208
Total assets ] 205,579 5 203,631
LIABILITIES AND EQUITY
Current lizbilities
Accounts payable and other accrued liabilities 5 20,671 5 20213
Current portion of bormowings 4330 3070
Deterred revenue and ather 6,138 5,790
Total current liabilities 3139 29073
Baorrowings 41,10 45,299
Deferred income taxes T.258 8363
Other long-term liabilities 12,069 12,518
Commitments and contingencies (Note 14)
Redeemable noncontrolling interests 9,055 9499
Equity
Preferred stock — —
Commaon stock, $0.01 par value, Authorized — 4.6 billion shares, Issued — 1.8 billion shares 57,383 36,3198
Retained camimgs 46,093 43 636
Accumulated other comprehensive loss {3.292) (4,119
Treasury stock, at cost, 19 million shares (907) {90T)
Total Disney Sharcholders™ equity 99.277 95,008
Monconirolling interests 4,680 3871
Total equity 103,957 98,879
Total liabilities and egquity b 205,579 5 203 631

(AnnualReport.com, 2023)
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2020-2021

CONSOLIDATED STATEMENTS OF OPERATIONS
(in millions, except per share data)

2021 2020 2019

Revenues:

Services S 61,768 S 59,265 S 60,579

Products 5,650 6,123 9,028

Total revenues 67418 65,388 69,607

Costs and expenses:

Cost of services (exclusive of depreciation and amortization) (41,129) (39,406) (36,493)

Cost of products (exclusive of depreciation and amortization) (4,002) (4474) (5,568)

Selling, general, adminstrative and other (13,517) (12,369) (11,549)

Depreciation and amortization (5,111) (5,345) (4,167)

Total costs and expenses (63.759) (61,594) (37,777

Restructuning and impairment charges (654) (5,735) (1,183)
Other income, net 201 1,038 4357
Interest expense, net (1,406) (1,491) (978)
Equity in the income (loss) of investees 761 651 (103)
Income (loss) from continuing operations before income taxes 2,561 (1,743) 13,923
Income taxes on continuing operations (25) (699) (3,026)
Net income (loss) from continuing operations 2536 (2,442) 10,897
lncom%c( gl;)&)s) milfsﬁl'umuod operations, net of income tax benefit (expense) of $9, $10 (29) (32) 687
Net income (loss) 2,507 (2474) 11,584
N e g ot skl mometmiing i o1 %) )
Net income from discontinued operations attnbutable to noncontrolling interests — — (58)
Net income (loss) attnbutable to The Walt Disney Company (Disney) S 1.995 S (2864) S 11.054

Eamings (loss) per share attributable to Disncy'':

Diluted
Continuing operations S LIl S (1.57) S 626
Discontinued operations (0.02) (0.02) 0.38
S 1L.09 S (158) S 6.64
Basic
Continuing operations S L1l S (1.57) S 6.30
Discontinued operations (0.02) (0.02) 0.38
S 110 S (1.58) § 6.68
Weighted average ber of ¢ and ¢ equivalent shares outstanding:
Diluted 1.828 1.808 1,666
Basic 1816 1.808 1,656

(AnnualReport.com, 2023)




ASSETS
Current assets
Cash and cash equivalents
Receivables, net
Inventones
Content advances
Other current asscts
Total current assets
Produced and licensed content costs
Invesimenis
Parks, resorts and other property
Attractions, buildings and equipment

Accumulated depreciation

Projects in progress
Land

Intangible assets, net
Croodwall
Other assets

Total assets

LIABILITIES AND EQUITY
Current liabilities
Accounts payable and other accrued liabilities
Current portion of borrowings
Deferred revenue and other
Total current habilities
Borrowings
Deferred income taxes
Other long-term liabilities
Commitments and contingencies (Note 15)
Redeemable noncontrelling interests
Equity
Prefemred stock

Common stock, 30.01 par value, Authorzed —

Retained carmings
Accumulated other comprehensive loss
Treasury stock, at cost, 19 millon shares
Total Disney Shareholders' squity
Moncontrolling mterests
Total equity
Total liabilities and cquity

CONSOLIDATED BALANCE SHEETS
(in millions, except share data)

October 2, Chciober 3,
2021 2020

5 15,959 17914
13,367 12,708

1,331 1,583

2,183 2171

217 H75

33657 35,251

19,549 25,022

3.935 ERLIE]

64,892 62,111
(37.920) (35,517)

26,972 26,594

4,511 4,449

1,131 1,035

32,624 32,078

17,115 19,173

TROT 77,689

HG658 B 433

5 203,609 201,549
5 20,894 16,801
5866 5,711

4.317 4,116

30077 26,628

48,340 52917

T.246 7,288

14,521 17,204

9213 9,249

4.6 billion shares, Issued — 1.8 billion shares 55471 54,4497
40,429 38315
(6,440) (8,322
(907) (307)

HE.553 83 583

4458 4,680

93,011 B 263

5 203,609 201,549

(AnnualReport.com, 2023)
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2019-2020

CONSOLIDATED STATEMENTS OF OPERATIONS
(in millions, except per share data)

2020 2019 2018
Revenues:
Services S 59,265 S 60,579 S 50,869
Products 6,123 9,028 8,565
Total revenues 65,388 69,607 59,434
Costs and expenses:
Cost of services (exclusive of depreciation and amortization) (39.406) (36,493) (27,528)
Cost of products (exclusive of depreciation and amortization) (4.474) (5,568) (5,198)
Selling, general, administrative and other (12,369) (11,549) (8,860)
Depreciation and amortization (5.345) (4,167) (3,011)
T'otal costs and cxpenses (61.594) (57,777) (44,597)
Restructuring and impairment charges (5,735) (1,183) (33)
Other income, net 1,038 4,357 601
Interest expense, net (L491) (978) (574)
Equity in the income (loss) of investees 651 (103) (102)
Income (loss) from continuing operations before income taxes (1,743) 13923 14729
Income taxes on continuing operations (699) (3,026) (1,663)
Net income (loss) from continuing operations (2,442) 10,897 13,066
Income (loss) from discontinued operations, net of income tax benefit (expense) of $10, 32) 687 =
($39) and S0, respectively
Net income (loss) (2.474) 11,584 13,066
Net income from continuing operations attnibutable to noncontrolling and redeemable (390) (472) (468)
noncontrolling interests
Net income from discontinued operations attributable to noncontrolling interests — (58) -
Net income (loss) attributable to The Walt Disney Company (Disncy) S (2.864) S 11,054 S 12,598
Eamings (loss) per share attributable to Disney'";
Diluted
Continuing operations S (157) S 6.26 S 836
Discontinued operations (0.02) 0.38 -
S (1.58) S 6.64 S 8.36
Basic
Continuing operations S (L57) S 6.30 S 840
Discontinued operations (0.02) 0.38 —
S ! |.58! S 6.68 S 840
Weighted average number of common and common eguivalent shares outstanding:
Diluted 1.808 1.666 1,507
Basic 1,808 1,656 1,499

(AnnualReport.com, 2023)
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CONSOLIDATED BALANCE SHEETS
(in millions, except share data)

ASSETS
Current assets
Cash and cash equivalents
Receivables
Inventonies
Licensed content cosis and advances
Oither current assets
Total current assets
Produced and licensed content costs
Investments
Parks, resoris and other property
Attractions, buildings and equipment
Accumulated depreciation

Projects in progress
Land

Intangible assets, net
Croodwall
Other assets

Total asscts

LIABILITIES AND EQUITY
Current habilines
Agcounts payable and other accrued liabilities
Current portion of borrowings
Deferred revenue and other
Tatal current liabilities
Borrowings
Deeferred income taxes
Other long-term liabilities
Commitments and contingencies (Note 15)
Redeemable noncontrolling inferests
Equity
Preferred stock
Common stock, $.01 par value, Authorized — 4.6 billion shares, Issued — 1.8 billion shares
Retained earnings
Accumulated other comprehensive loss
Treasury stock, at cost, 19 million shares
Total Disney Sharcholders” equity
Moncontrolling interests
Total equity
Total habilities and equity

(AnnualReport.com, 2023)

Oectober 3, September 28,
2020 2019
5 17.914 5418
12,708 15,481
1.583 1,649
2171 4,597
75 979
35251 28,124
25022 22810
3,903 3,224
62,111 58,559
(35,517) (32.415)
26,594 26,174
4,449 4,264
1035 1,165
32078 31,603
19,173 23215
77.689 80,293
8,433 4715
5 201,549 193 984
5 16,801 17,762
5,711 8,857
4,116 4722
26,628 31,341
52,917 38,129
7,288 7,902
17,204 13,760
9,249 8963
54,497 53,907
38315 42,494
(8.322) (6,617)
{907) (507)
83,583 88877
4,680 5012
88,263 3 450
5 201,549 193 954
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