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Part A
 Microsoft Corporation 
Introduction
Established in 1975 by Bill Gates and Paul G. Allen, Microsoft quickly become a dominant force in the operating systems market with MS-DOS and Windows. Operating in the technology industry, initially focusing on software for personal computers, Microsoft adapted a multifaced business model encompassing an wide range of products and services grouped into various subsectors including cloud computing (Microsoft Azure), hardware (Surface devices, Xbox, HoloLens, PC accessories), software development (Windows Operating System, Microsoft Office, Web Browsers, Visual Studio, Xbox Software.) etc..
 With a global market share in computer operating systems of 68.15% in February 2014, Microsoft is facing huge competition in the tech market mainly from companies like Apple, and Google. . Having an increase in market share from 21% in 2021 to 24% in 2023 , Microsoft’s competitors in cloud computing include Amazon Web Services and Google Cloud Platform both competing with Microsoft Azure in terms of features, performance, pricing, and market share.. 
Microsoft and Apple compete in several key areas such as: Operation Systems, (Windows vs. iOS), tablets and computers, (Microsoft Surface vs. Apple’s MacBook), productivity software (Microsoft Office suite vs. Apple iWork), digital assistants (Cortana vs. Siri), etc. . 
With a global market presence and having actual CEO in the person of Satya Nadella from 2014, Microsoft Corp. is listed to New York Stock Exchange under the symbol MSFT.
Microsoft posted strong earnings of $125.84 billion in 2019, greatly helped by its commercial cloud computing division, which topped international charts with earnings of over $38 billion in 2019. (Microsoft, 2019). Microsoft maintained its growth trajectory despite obstacles posed by the 2020 global health crisis, which affected different business sectors in diverse ways. The company made significant acquisitions, such as those of CyberX and Metaswitch Networks. (Microsoft, 2020). Cloud services continued to grow in 2021, with notable gains in the productivity and gaming industries as well as a 50% increase in Azure revenues. In the same year, Microsoft completed the acquisition of ZeniMax Media and Nuance Communications, and Satya Nadella (Microsoft CEO from 2014) was unanimously elected to the role of board chair. (Microsoft, 2021).
The year 2022 saw a shift in emphasis towards artificial intelligence (AI) and machine learning, along with a strong emphasis on environmental sustainability, and the merger acquisition of Activision Blizzard, the video game company. Carlos Rodrigues was appointed as a board member as part of the company's strategic board changes. (Microsoft, 2022). With a goal of redefining all software categories and business operations, Microsoft intensified its industry leadership in 2023 by deeply integrating AI throughout its technology infrastructure. The company also continued to innovate in consumer and commercial cloud sectors, including professional networks and gaming. (Microsoft, 2023)
The aim of this report is to analyse whether Microsoft is worth investing in at the market price. First part will focus on profitability ratios, liquidity ratios, gearing and efficiency ratios, while second part will focus on new investment projects by using Payback Period, Accounting Rate of Return and Net Present Value, to evaluate the projects given worth investing in. 

Part B
As the introduction part stated, decision to invest or not in Microsoft will be based in on ratio analysis. The source for analysis is based on income statements and balance sheets using Microsoft annual reports covering 2019-2023. The list covering profitability, liquidity, gearing and efficiency ratios and formulas used, and the calculations can be found in the Appendix A, and the results are presented on the next 4 tables. Furthermore, a critical evaluation of above ratios is provided followed by a comparison evaluation with the main competitor Apple based on calculations shown in Table 5.
Although the comparison of the above-mentioned ratios can offer a perspective of the company financial performances by indicating trends and deviations from expected patterns, limitations does exist. Ratios taken in isolation from a single company, or a single period of time have limited usefulness without a benchmark against which to compare ratios calculated for one period only.. This is why the below analysis is comparing ratios based on previous recent years (2019-2023) of the company (Microsoft), ratios calculated for the most recent year in comparison with other company (Apple), and industry averages published by commercial organisations.
1. Profitability ratios: are financial metrics used by analysts and investors to evaluate the ability of a company to generate income (profit) relative to revenue, balance sheet assets, operating costs and shareholders’ equity during a given period of time. 
Table 1: Profitability ratios of Microsoft (2019-2023) 
Year	Gross Profit margin (%)	Operating Profit Margin (%)	Net Profit Margin (%)
2019	0.65	0.34	0.31
2020	0.67	0.37	0.30
2021	0.68	0.41	0.36
2022	0.68	0.42	0.36
2023	0.68	0.41	0.34

Source: The Author
2. Liquidity ratios are financial metrics measuring the ability of a company to repay short and long-term obligations and is crucial for survival and growth of the business. The ratios are commonly used by creditors to decide whether to extend a credit or debt to a company.





Table 2: Liquidity ratios of Microsoft (2019-2023)
Year	Current ratio	Quick ratio	Cash ratio
2019	2.52	2.49	1.92
2020	2.51	2.48	1.88
2021	2.07	2.05	1.47
2022	1.78	1.74	1.10
2023	1.77	1.74	1.06

Source: The Author
3. Gearing ratios:
The term gearing is used to describe the mix of loan finance and equity finance in a company. (Weetman, 2013)
Crucial in understanding the risk associated with a business, gearing ratios reveal the relationship between the financing provided by the owners of the business and financing provided by the lenders, relationship which influence the level of risk a business carries.
Table 3: Gearing ratios of Microsoft (2019-2023)
Year	Debt to equity ratio	Debt to capital ratio (%)
2019	0.70 	0.41
2020	0.53	0.34
2021	0.40	0.29
2022	0.29	0.23
2023	0.22	0.18

Source: The Author
4. Efficiency ratios:
Used to assess how successfully the various resources of the business are managed such as capital and assets, efficiency ratios consider some of the more important aspects of resource management evaluating the company ability to use its assets to generate income (asset turnover ratio) and efficiency of fixed assts use to generate sales.
Table 4: Efficiency Ratios of Microsoft (2019-2023)
Year	Asset turnover 	Fixed Asset Turnover
2019	0.43	3.44
2020	0.47	3.23
2021	0.50	2.81
2022	0.54	2.66
2023	0.51	2.21

Source: The Author

5. Assessing financial health: A Critical evaluation of Microsoft’s ratios
6. Profitability
6.1. Gross profit margin
Relates the gross profit of the business to the sales revenue generated for the same period. Gross profit represents the difference between sales revenue and the cost of sales. The ratio is a measure of profitability in producing goods or services before any other expenses are considering.. According to the same authors the cost of sales represents a major expenses for many businesses and a change in this ratio can be significant on the profit of the year. 
With an average in technology sector of 52.3% in 2023 according to CSIMarket,(2024), the Table 1 shows gross profit margin of 65% in 2019, 67% in 2020 would indicate that the company is becoming more efficient in producing goods or services, and the increase will continue to grow in the next years according to the calculations on the same table, reaching 68% in the years 2021, 2022, 2023. This can be attributed to an efficient cost management most probably due to the commercialization of products such as cloud services such as Microsoft Azure, software commercialisation (Windows 11 and Microsoft Office), benefiting from economies of scale, efficient operations, and high-quality products.
6.2. Operating profit margin
Operating profit is the profit before interest and taxation and represent the profit from trading operations before interest payable is considered. When making comparisons this is the most appropriate measure of operational performance because the differences in which way the business is financed will not influence the measure. This ratio is comparing two outputs of the business (operating profit and sales revenue)
Looking at calculations from Table 1 and using as comparison for the year 2023 the average of 18.56% of operating profit margin for technology sector, (CSIMarket, 2024) in the year 2019 the operating profit margin was 34% which means that for every dollar of revenue the company have 34 cents left after paying the costs of production.  Based on the same table the operating margin will increase in the following years to 42% in 2022 and slightly decrease back to 41% in the year 2023. The increase in revenue and an efficient cost management could lead to this increase. According to Microsoft Annual Reports, (2023) there was a decline in cloud services sales (Azure) which triggered a slightly decrease of operating margin in 2023 to 41% compared to previous year 2022.
6.3. Net profit margin
Measures how much net income is generated as percentage of revenue and illustrates how much of each dollar from revenue translates into profit. By evaluating the oscillations, a company can see if current practices are working.
The average in technology sector for the year of 2023 is 15.02% according to CSIMarket, (2024). The Table 1 shows net profit margin for the base year 2019 to be 31%, which means that 31 cents is the net profit company makes for every dollar of revenue, after all costs and expenses are subtracted. The slightly decrease from 2020 reaching 30% can be attributed to expenses such as R&D and investment in new technologies (AI). (Microsoft Annual Report, 2020). In the following years 2021 and 2022, net profit margin increased to 36%. This grow in net profit margin can be attributed to significant increase in revenue from ‘’Personal Computer’’ business including Windows, Surface and Xbox and strategic acquisition of Nuance in March 2022. However, in 2023 there is a slightly decrease to 34% most probably due to the fluctuations in the global economy affecting financial performance. (Microsoft Annual Report, 2022)
7. Liquidity
7.1. Current ratio
Running out of cash is a fear for both small and large businesses. Current ratio is a liquidity ratio that measure if there is enough cash to pay payroll in the coming year. . The current ratio compares the ‘’liquid’’ asset (cash and asset that soon will be turned into cash) with the current liabilities. The higher is the current ratio is preferable to a lower one, however different types of businesses require different current ratios.
The average of current ratio in technology sector in 2023 is 1.57 in average according to . Looking at the results in Table 2, there is a constantly decrease of current ratio from the base year 2019 (2.52), 2.51 for year 2020, 2.07 for year 2021, 1.78 for year 2022 and 1.77 for year 2023. Share repurchases and dividends during this period which reduced the company current assets and economic and geopolitical volatility , are potentially leading to decrease in current ratio.
7.2. Quick ratio
Quick ratio also known as acid test ratio represent a more stringent test of liquidity compared with current ratio as for many businesses inventories cannot be converted into cash quickly. The minimum level for this ratio is often stated as 1.0 times as being below can cause liquidity problems. 
With a quick ratio in technology sector in average of 1.32 in the year 2023 according to CSIMarket, (2024), examining the results from Table 2, quick ratio for the year 2019 is 2.49 which will decrease to 2.48 in the following year 2020 and to 2.05 in the year 2021, reaching 1.74 in the years 2022 and 2023. The investments and acquisitions Microsoft done and partial stated in Introductory part could decrease the quick ratio as well as repayments of debt.  
7.3. Cash ratio
Cash ratio is the liquidity ratio that analyses the ability of a company to pay short term obligations using cash and cash equivalents. Is derived by adding the company total cash and dividing the sum by total current liabilities. 
The cash ratio in technology sector has seen some fluctuations during the year 2023 with 0.64 in the first quarter and 0.68 in the fourth. However, the average in the industry was 0.66 in 2023 according to CSIMarket (2024)
Examining the figures result from calculations in the Table 2, there is a decline on cash ratio from the year 2019 (1.92) to 1.06 in the year 2023.
In the year 2019 the company had 1.92 times more cash and cash equivalents than short-term liabilities, followed by as small decrease in the following year 2020 (1.88). In 2021 the cash ratio dropped significantly to 1.47, continuing the decreasing trend to 1.10 in the year 2022 and 1.06 in the year 2023. This fluctuations can be allocated to the significant investments (AI technologies) and acquisitions during this period (acquisition history available at: https://www.microsoft.com/en-us/Investor/acquisition-history.aspx), debt repayments, common stock repurchases founded from cash flow.
8. Gearing ratio
8.1. Debt to equity ratio
It’s a measure to describe how much debt is used to run the business. The ratio tells how much debt there is for every dollar of equity. In general, if debt to equity is too high is showing that the company may be unable to pay the debtors.
  shows the average of debt-to-equity ratio for the year 2023 as of 0.52.The debt-to-equity ratio results stated in Table 3 indicate a value of 0.70 for the year 2019 which means that Microsoft had 70 cents debt for every dollar of equity. The company constantly decreased the debt-to-equity ratio to 0.53 in the year 2020, 0,40 in the year 2021, 0.29 in the year 2022 and 0.22 in the year 2023. A lower debt to equity is favourable for the company reducing the risk to shareholders and potential investors. 
8.2. Debt to capital ratio
The debt-to-capital ratio also known as leverage ratio gives analysts and investors a better idea of a company’s financial structure and whether or not the company is a suitable investment. The higher the capital ratio the higher the riskier the company is.
The results stated in Table 3, shows a debt-to-capital ratio for the year 2019 of 0.41 which means that 41% of Microsoft capital was financed by debt. The proportion of the capital financed by debt decreased in the following year, 2020 to 0.34, and keeping the decrease for the next years 2021 (0.29), 2022 (0.23), 2023 (0.18), showing that the company progressive reduced its financial leverage.
The significant amount returned to shareholders in the form of share repurchases and dividends (total equity) during this period could potentially lead to a decrease in debt to capital ratio. (E.g. $0.62/share totalling %18 billion in the year 2022 increased to $0.68 per share totalling 20.2 billion in 2023) (Microsoft Annual Report, 2021)
9. Efficiency ratio
9.1. Asset turnover
Measure the ability of a firm to generate revenues from its asset. A change in asset turnover reflects a change in the productibility therefore can be useful in predicting future profitability. An increase decrease) in turnover should result in an increase (decrease) of profitability one year ahead. 
With an asset turnover ratio of 0.62 technology sector , and looking at the results calculations from Table 4, the year 2019 have the lowest asset turnover with a value of 0.43 indicating 43 cents generated for every dollar in sales. The ratio will increase with every year up to 2022 (0.54) showing a continued improvement in asset utilisation to generate sales, as well as efficient asset use and growing sales. However, there is a slightly decrease in 2023 (0.51) but the value is still higher than the base year 2019, figures below average most probably due to the business model which involves long-term investments in data centres and acquisitions which will not generate revenue immediately.
9.2. Fixed asset turnover
Reveals how a company is generating sales from existing fixed assets and is used by analysts to measure operating performance. A higher fixed asset turnover indicates the company effectively used investments in fixed assets to generate sales.
The average of fixed asset turnover in the technology sector was 0.66 in the year 2023. 
Table 4 shows for the year 2019 the fixed asset turnover of 3.44 which means for every dollar in fixed assets (property, plant equipment), Microsoft will generate $3.44. There is a continued decrease in the following years up to 2.21 in the year 2023, showing a decrease of efficiency in the use of fixed assets to generate sales. This can be attributed to investment in fixed assets coming together with acquisitions Microsoft made , without a proportional increase of sales. The difference comparing with the average from technology sector is due to the nature of the business which require less investment in fixed asset comparing to other companies as well as high sales volume.
10. A comparative analysis of financial ratios for Microsoft and Apple
Table 5: Profitability, Liquidity, Gearing and Efficiency ratios of Microsoft (2019-2023) and Apple (2023)
Microsoft	2019	2020	2021	2022	2023	Apple 2023
Gross margin (%)	65	67	68	68	68	44
Operating margin (%)	34	37	41	42	41	29
Net profit margin (%)	31	30	36	36	34	25
Current ratio	2.52	2.51	2.07	1.78	1.77	0.98
Quick ratio	2.49	2.48	2.05	1.74	1.74	0.94
Cash ratio	1.92	1.88	1.47	1.10	1.06	0.20
Debt to equity ratio	0.70	0.53	0.40	0.29	0.22	1.69
Debt to capital ratio (%)	41	34	29	23	18	62
Asset turnover	0.43	0.47	0.50	0.54	0.51	1.08
Fixed asset turnover	3.44	3.23	2.81	2.66	2.21	8.76

Source: The Author
The figures shown on Table 5, are based on calculations presented in Appendix A and Appendix B.
10.1. Profitability
Gross margin:
Based on data from Table 5, Microsoft gross margin remained relatively stable from 2019 to 2023 in between 65% and 68%, indicating a consistent ability to control the cost of goods sold, and maintain of profitability. In contrast Apple gross margin for 2023 is significantly lower (44%) than Microsoft suggesting that Apple have higher costs associated with goods sold or different price strategy.
Operating margin:
Based on Table 5, there is an increasing operational efficiency for Microsoft from 34% in the year 2019 to 42% in 2022 before a slightly decrease to 41% in 2023. Apple operating margin is 29% for 2023, indicating less operational efficiency in comparison with Microsoft.
Net profit margin:
Apple net profit margin (Table 5) is 25% in the year 2023 which is lower than Microsoft (31% in 2019, 36% in 2021 and 2022, followed by a slightly decrease in 2023 to 34%, suggesting that Microsoft has been more effective in converting revenue into actual profit.
10.2. Liquidity Ratios (Current, Quick, Cash)
Based on table 5, we observe a descendent trend for Microsoft from the years 2019 to 2023 with current ratio going from 2.52 to 1.77, quick ratio from 2.49 to 1.74, and cash ratio from 1.92 to 1.06 indicating an decrease in liquidity, but still above 1, ,which means that Microsoft can cover its short term liabilities. However, a current ratio of 0.98 and quick ratio of 0.94 of Apple, may raise concerns about ability to pay its short-term obligations.
10.3. Gearing ratios (Debt to equity, Debt to Capital)
Based on Table 5, the reduction of debt-to-equity ratio for Microsoft from 0.70 in 2019 to 0.22 in 2023, is suggesting a reduction on debt finance reliance. On the other hand, Apple debt-to-equity ratio of 1.69 for 2023 indicates a higher reliance on debt to finance its operations. Microsoft debt-to-capital ratio has decreased from 41% to 18% compared with Apple (62%) suggesting that Apple is more financed by debt comparing with Microsoft, but also potentially have higher shareholders returns than Microsoft.
10.4. Efficiency ratios (Asset Turnover, Fixed Asset Turnover)
Based on calculations shown in Table 5, Microsoft’s asset turnover ratio improved from 0.43 in the year 2019 to 0.51 in 2023 indicating an efficient utilisation of assets to generate revenue. The asset turnover of 1.08 for Apple in 2023 which is more than doble than Microsoft in the same year is suggesting more efficiency in utilising assets to generate revenue. However, while Microsoft fixed assets decreased from 3.44 in 2019 to 2.21 in 2023, the significantly higher ratio of 8.76 for Apple in the same year (2023) which is indicating much more efficiency in generating revenue from its fixed assets.
11. Recommendations
In order to improve financial management, Microsoft need to prioritise the initiatives based around profitability, liquidity, gearing and efficiency. Is critical to boost profitability by improving revenue generation and control expenses. Diversifying revenue sources can be combined with operational simplification to strengthen net profit and gross profit margin. In order to increase liquidity, Microsoft should concentrate on raising its currents and quick ratios making the company able to satisfy its short-term obligations if current assets and liabilities are managed, inventory are optimised, and solid cash reserves are maintained. In terms of gearing, Microsoft needs to monitor its debt level to preserve an adequate ratio of debt to equity, guaranteeing stability in the company finances and lowering the risk. 
In terms of maintaining and increase the profitability it is recommended to continue to invest in projects such as Microsoft Azure which is a leading in generating the revenue, expanding the portfolio of games (due to acquisition of Activision Blizzard), and integrate these offerings with Xbox Game Pass to increase subscription revenue, continuing of strategic acquisitions (e.g. LinkedIn) which has shown profitable for Microsoft and focus on AI and machine learning across Microsoft products to improve efficiency and create new revenue streams. However, Microsoft should consider the relocating of resources from non-profitable projects (e.g. Cortana) to more promising AI ventures, evaluate the performance of Surface devices and streamline the focus on more profitable items if certain models are underperforming, consider innovation or partnerships for Bing if not meeting profitability targets or relocate resources to more profitable areas. Microsoft should carefully evaluate the competitive landscape and reflect using non-successful experiences in the past such as those related to Windows mobile and Windows phone devices and act accordingly. 
Part C 
12. Payback Period
Table 6. Projected Cash Flows Project A ($m)
Year	Cash Flow	Cumulative Cash Flow
0	-5000	-5000
1	2500	-2500
2	2000	-500
3	1000	500
4	-442	58

Source: Financial Management Assessment Specification
Payback Period Project A: (4years+58)/-442=3.8 years
Table 7. Projected Cash Flows Project B ($m)
Year	Cash Flow	Cumulative Cash Flow
0	-1000	-1000
1	1500	500
2	1000	1500
3	1000	2500
4	-470	2030

Source: Financial Management Assessment Specification

Payback Period Project B: (4years+2030)/-470=0.31 years
The payback period can be defined as the length of time that it takes for a project to recoup its initial cost out of the cash receipts that is generates. This period sometimes referred as: ‘’the time that it takes for an investment to pay for itself’’
Based on calculations above the payback period for Project A is 3.8 years, while the payback period for the project B, is 0.31 years which means 3.7 months. Due to the shorter payback period of the Project B (3.7) months, comparing to the other project (Project A, 3.8 years), the company should accept Project B, as is bringing the investment back much quicker.
The initial investment for Project A (5000) is five times bigger than Project B (1000). Both projects have the same period of lifetime and both projects have negative cash flow in the fourth year of life. The projects may belong to a company acting in an industry where the products become obsolete very rapidly such as consumer electronics.
13. Accounting Rate of Return
ARR=Average Annual Accounting Profit/Initial Investment
Average Annual Accounting Profit= Profit for all project/Number of years
Source: Financial Management course notes
Project A:
 Average annual accounting profit: 2500+2000+1000-442=5058
5058/4=1264
1264/5000=0.25x100=25%
ARR Project A= 25%
Project B:
Average annual accounting profit: 1500+1000+1000-470=3030
3030/4years=757.5
757.5/1000=0.75x100= 75%
ARR Project B= 75%
Accounting rate of return (ARR) method is a capital budgeting technique that does not involve discounted cash flow, rather focusing on accounting profit, estimating the revenues that will be generated by a proposed investment and deduct projected operating expenses associated with the project.. Accounting rate of return differ from payback method as links long term decisions of making profit including depreciation which is an accounting allocation but has no cash flow effect.
Comparing both projects by using ARR method and based on calculations above, the ARR for Project A is 25% which means that in average for the lifetime of the project is expected to generate a return of 25% each year, and ARR for Project B is 75% expecting same percentage of average return for each year of lifetime. Project B has a significantly higher ARR (75%) which means that is expected to be more profitable. 
According to this metrics the higher ARR (75%) of the project B shows a higher profitability, a higher return on initial investment indicating that the project is a better potential investment.
14. Net Present Value (NPV)
Table 8. Net Present Value Project A ($m)
Present value = Future valuen/(1+r)^n
r-periodical interest rate
n-number of periods
Source: Financial Management course notes
Year	Cash Flow	0.75 PVF	PV
0	-5000		-5000
1	2500	1.75	1428
2	2000	3.06	555
3	1000	5.35	187
4	-442	9.37	-47.17
			NPV=-2877.17

Source: The Author
PVF1= (1+0.75) ^1=1.75
PVF2= (1+0.75) ^2=3.06
PVF3= (1+0.75) ^3=5.35
PVF4= (1+0.75) ^4=9.37
Table 9. Net Present Value Project B ($m)
Year	CF	0.75%PVF	PV
0	-1000		-1000
1	1500	1.75	857
2	1000	3.06	326.79
3	1000	5.35	186.91
4	-470	9.37	-50.16
			NPV=320.54

 Source: The Author
The net present value (NPV) method is a technique that take in account the time value of money. Time value of money assumes that a sum of money is worth more now than the sum will be in the future. The net present value of a project is equal to the present value of the cash inflows minus the present value of the cash outflows, all discounted at the cost of capital. Cash flows are calculated as profit before deducting depreciation and amortisation. 
NPV decision rules: 
Net present value of the project is positive, the project should be accepted.
Net present value is negative, the project should be rejected.
Net present value is zero, the project is acceptable in meeting the cost of capital but gives no surplus to its owners.
Looking at the calculations above and results presented in Table 8 and Table 9, NPV for the Project A is -2877.17 and NPV for Project B is 320.54. We noted that Project A has a negative NPV, suggesting that the project would generate a return below the required rate of return and therefore might not be a promising investment. The positive NPV of the Project B (NPV=320), suggest that project will generate a return above the required rate and therefore may be a worthwhile investment. 
15. Revaluation of NPV with Adjusted Investments and Cash Flows
5000x10%=5500
1000x10%=1100
Table 10. New Projected Cash Flows ($m)
Project A	Project B
-5500	-1100
2250	1350
1800	900
900	900
-486	-517

Source: The Author
Table 11. New Present Value Project A ($m)
Year	Cash Flow	0.75PVF	PV
0	-5500		-5500
1	2250	1.75	1285
2	1800	3.06	588.23
3	900	5.35	168.22
4	-486	9.37	-51.88
			NPV=-3510.43

Source: The Author
Table 12. New Present Value Project B ($m)
Year	Cash Flow	0.75PVF	PV
0	-1100		-1100
1	1350	1.75	771.42
2	900	3.06	294.11
3	900	5.35	168.22
4	-517	9.37	-55.17
			NPV=78.58

Source: The Author
By assuming that the initial investment will increase for each project with 10%, and cash flows would fall by 10% the cash flow details are presented in Table 10. Recalculation of Net Present Value (NPV) is presented in Table 11 for the project A and in table 12 for the Project B, showing a negative NPV of -3510 for Project A and a positive NPV for the Project B. According to decision rules stated by Weetman, (2013) Project A has a negative NPV (-3510) so should be rejected, in time that Project B with a positive NPV of 78.58 is likely to be profitable and therefore should be accepted.
16. Advantages and disadvantages in using Payback Period (PBP), Accounting Rate of Return (ARR) and Net Present Value (NPV) for evaluating capital projects.
Payback Period 
Advantages: 
Quick and easy to calculate and can be easily understood by managers.
Can be used as screening tool to answer the question: Should this proposal be considered further? 
May be important for organisations with cash flow constraints.
Disadvantages:
A maximum acceptable payback period should be selected, but there is no objective on basis to be used to determine this period. It’s a matter of judgement.
In concentrating on the speed of recovery ignores any cash flow arising after the payback date.
Accounting Rate of Return
Advantages:
Is regarded as a useful method of the likely success of a project because is based on familiar accounting measure of profit.
Provides a result express in percentage which is preferable for many managers. 
       Disadvantages:
Ignores the time value of money. 
The method uses accounting profit which is more appropriate for reporting’s on a periodic basis, rather than cash which is used to acquire resources.
Net Present Value
Advantages:
Is the most logical method in making business decisions when investing in productive assets, providing a basis for valuing any economic asset capable of yielding financial benefits, taking account of cost of capital, and residual.
Takes in account all cash flow during the project life making allowance for the time value of money. 
Incorporates the time value of money ensuring that cash flows are adjusted for their timing and value.
       Disadvantages:
The method involves many estimations including choosing the suitable rate to employ in discounting process and identifying all potentially cash flow. This can be challenging and time consuming.
NPV focuses on quantifiable factors as cash inflows, cash outflows, discount rates and time periods. However, does not consider non-monetary factors such as market trends or competitive advantage or the risk associated with a project.
17. Non-financial factors to consider
The most important non-financial factor to consider when making a management decision and the appraisal methods stated above are not dealing with, is the risk. Due to the long timescale involved, by the completion of the project there is also more time for things to go wrong. The investments into a project usually involve substantial amounts of money. If anything goes wrong can have a significant and long-lasting impact. A popular way in assessing the risk is using a sensitivity analysis involving an examination of the input values, scenario analysis which overcomes the problem dealing with a single variable at the time or assessing risk using statistical probabilities.
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Appendix A
Calculations for part B, Microsoft ratios (years: 2019, 2020, 2021,2022,2023)
The calculations below are based on data provided by Microsoft in the ‘’Annual Reports’’ (Balance sheets and Income Statements) in between 2019 to 2023, representing audited financial statements of the company.
Profitability ratio:
Table 1. Gross Margin 

Millions $
gross margin=(gross profit)/(sales (revenue))
Source: Financial Management course notes
Gross margin (2019) = 82933/125843 = 0.65
Gross margin (2020) = 96937/143015 = 0.67
Gross margin (2021) = 115856/168088 = 0.68
Gross margin (2022) = 135620/198270 = 0.68
Gross margin (2023) = 146052/211915 = 0.68
Millions $
Operating margin:
operating margin=(operating profit)/(sales (revenue))
Source: Financial Management course notes
Operating margin (2019) = 42959/125843 = 0.34
Operating margin (2020) = 52959/143015 = 0.37
Operating margin (2021) = 69916/168088 = 0.41
Operating margin (2022) = 83383/198270 = 0.42
Operating margin (2023) = 88523/211915 = 0.41
Net Profit Margin:
Millions $
net profit margin=(net profit (profit for the year))/(sales (revenue))
Source: Financial Management course notes
Net profit margin (2019) = 39240/125843 = 0.31
Net profit margin (2020) = 44281/143015 = 0.30
Net profit margin (2021) = 61271/168088 = 0.36
Net profit margin (2022) = 72738/198270 = 0.36
Net profit margin (2023) = 72361/211915 = 0.34
Liquidity:
Current ratio:
Millions $
current ratio=(current asset)/(current liability)
Source: Financial Management course notes
Current ratio (2019) = 175552/69420= 2.52
Current ratio (2020) = 181915/72310= 2.51
Current ratio (2021) = 184406/88657= 2.07
Current ratio (2022) = 169684/95082= 1.78
Current ratio (2023) = 184257/104149= 1.77
Quick ratio:
Millions $
quick (acid) ratio=(current asset-inventory)/(current liability)
Source: Financial Management course notes
Quick ratio (2019) = (175552-2063)/ 69420= 2.49
Quick ratio (2020) = (181915-1895)/ 72310= 2.48
Quick ratio (2021) = (184406-2636)/ 88657= 2.05
Quick ratio (2022) = (169684-3742)/95082= 1.74
Quick ratio (2023) = (184257-2500)/ 104149= 1.74
Cash ratio:
Millions $
cash ratio=cash/(current liability)
Source: Financial Management course notes
Cash ratio (2019) = 133819/69420 = 1.92
Cash ratio (2020) = 136527/72310 = 1.88
Cash ratio (2021) = 130334/88657 = 1.47
Cash ratio (2022) = 104757/95082 = 1.10
Cash ratio (2023) = 111262/104149 = 1.06
Gearing ratio:
Debt to equity ratio:
Millions $
debt to equity ratio= (total debt(borrowings, loan, debt))/(total equity)=(725+6674)/15644
                      Total debt=long term debts + short term debts
Source: Financial Management course notes
total debt (2019) = 5516+66662= 72178
debt to equity ratio (2019) = 72178/102330= 0.70
total debt (2020) = 3749+59578= 63327
debt to equity ratio (2020) = 63327/118304= 0.53
total debt (2021) = 8072+50074= 58146
debt to equity ratio (2021) = 58146/141988= 0.40
total debt (2022) = 2749+47032= 49781
debt to equity ratio (2022) =49781/16654= 0.29
total debt (2023) = 5347+41990= 47237
debt to equity ratio (2023) =47237/206223= 0.22
Debt to capital ratio:
Millions $
debt to capital ratio= (total debt)/ (total debt+ total equity)
Source: Financial Management course notes
Debt to capital ratio (2019) = 72178/ (72178+102330) = 0.41
Debt to capital ratio (2020) = 63327/ (63327+118304) = 0.34
Debt to capital ratio (2021) = 58146/ (58146+141988) = 0.29
Debt to capital ratio (2022) = 49781/ (49781+166542) = 0.23
Debt to capital ratio (2023) = 47237/ (47237+206223) = 0.18
Efficiency ratio:
Asset turnover:
asset turnover=sales/ (total asset)
Source: Financial Management course notes
Asset turnover (2019) = 125843/286556 = 0.43
Asset turnover (2020) = 143015/301311 = 0.47
Asset turnover (2021) = 168088/333779 = 0.50
Asset turnover (2022) = 198270/364840 = 0.54
Asset turnover (2023) = 211915/411976 = 0.51
Fixed Asset turnover:
Millions $
fixed asset turnover=sales/(fixed asset (PPE))
Source: Financial Management course notes
Fixed asset turnover (2019) = 125843/36477 = 3.44
Fixed asset turnover (2020) = 143015/44151 = 3.23
Fixed asset turnover (2021) = 168088/59715 = 2.81
Fixed asset turnover (2022) = 198270/74398 = 2.66
Fixed asset turnover (2023) = 211915/95641 = 2.21
Company Apple ratios (year 2023)
This calculations are based on data extracted from Apple Inc. ‘’ Condensed Consolidated Statements of Operations’’ and ‘’ Condensed Consolidated Balance Sheets’’ integrated in ‘’Apple Annual Report’’, (2023).
Profitability:
Millions $
Gross margin (2023) = 169148/383285=0.44x100=44%
Operating margin (2023) =114301/383285=0.29x100=29%
Net profit margin (2023) = 96995/383285=0.25x100=25%
Liquidity:
Current ratio (2023) = 143566/145308=0.98
Quick ratio (2023) = (143566-6331)/145308 = 0.94
Cash ratio (2023) = 29965/145308 = 0.20
Gearing ratio:
Debt to equity ratio (2023) = 105103/62146=1.69
Debt to capital ratio (2023) = 105103/ (105103+62146) = 0.62
Efficiency ratio:
Asset turnover (2023) = 383285/352583 = 1.08
Fixed asset turnover (2023) =383285/43715 = 8.76
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