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[bookmark: _Toc171804415]Part A: Introduction
[bookmark: _Toc171804416]Brief history of Johnson & Johnson
Johnson & Johnson (J&J) was founded by three brothers James Wood Johnson, Robert Wood Johnson and Edward Mead Johnson in 1886, in New Brunswick, New Jersey.  The company started with 14 employees and now the company is one of the most valuable companies in the world (Ourstory.jnj.com, 2021). More than 130,000 workers are working across more than 60 countries around the world. J&J provides extensive healthcare products to its customers and continuous research & development (R&D) and continuous innovation to find solutions to meet people’s medical and wellness needs. J&J is committed to providing quality health and medical products and services to cure complex diseases, provide personal solutions, and improve access and affordability (Johnson & Johnson, 2024). 
[image: ]
Figure 1.1: Key information about J&J
(Source: Pereira, 2023)
[bookmark: _Toc171804417]Business model
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Figure 1.2: J&J Business model canvas
(Source: ‌Osterwalder et al. 2020)
J&J mainly focus on manufacturing, developing, and marketing vast medical and healthcare product ranges to customers and improving the lives and well-being of people. Starting from personal-care products to prescription drugs and medical devices J&J offer a diverse range of product portfolios to meet their business aims. Pereira (2023) stated that the commitment towards continuous development and innovation has made this organisation successful for more than 130 years in the healthcare industry. Further, embracing a customer-centric approach promotes the understanding of customer loyalty and trust in the organisation, and to achieve this J&J working hard through effective quality products & services, effective marketing initiatives and brand management tactics (Osterwalder et al. 2020). 
[bookmark: _Toc171804418]Marketplace and major competitors
J&J remains a highly diversified global pharmaceutical leader yielding 65% areas and the rest areas are in medical devices which includes instrumental solutions, surgery, orthopaedics and many more (Bioworld.com, 2024). The company operates in more than 60 countries with a total employee of 12,500 and mainly offers its products in the US, Europe; Asia-Pacific & Africa, the Western Hemisphere (excluding the US) and Latin America (Global Data, 2022). The firm also leverages its extensive distribution networks as well as a strong brand to effectively penetrate diverse healthcare sectors worldwide. 
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Figure 1.3: Leading pharmaceutical and healthcare companies in the UK
(Source: Statista, 2018)
This statistic displays the leading pharmaceutical companies by market share in which Pfizer topped the list with 8.2% followed by Novartis. However, considering innovative drugs and global market reach, J&J effectively compete with Pfizer along with GSK and others. In contrast, Luigi et al. (2021) claimed that in the field of consumer health, it faces serious competition from P&G which sells personal care items as well as baby care essentials. In addition, in medical devices, J&J closely competes with Medtronic focusing on both the surgical and cardiovascular implant services. 
[bookmark: _Toc171804419]Review of major recent events (Past five years)
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Table 1.1: Recent events in J&J in the last five years 
(Source: Jnj.com, 2024)
The above description demonstrates a clear picture of the significant events that affected J&J operations as well as performance over a certain period in the healthcare and pharmaceutical sectors. The leadership position changed in the year 2022 and strategic initiatives in the form of expansion in robotics were delivered in the year 2023. On the other hand, legal issues such as sentiments related to device safety closely followed over the last two years. 
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[bookmark: _Toc171804422]Profitability Ratios
	Profitability Ratios
	
	Johnson & Johnson 
	

	
	2023
	2022
	2021
	2020
	2019
	Formulas

	Gross Margin
	68.82%
	67.26%
	68.16%
	65.58%
	66.42%
	“Gross Profit/Sales”

	Operating Margin
	18.64%
	1.97%
	26.18%
	24.11%
	25.55%
	“Operating Income/Sales”

	Net Profit Margin
	41.28%
	18.90%
	22.26%
	17.82%
	18.42%
	“Net Income/Sales”

	Return on Equity (ROE)
	51.14%
	23.36%
	28.20%
	8.41%
	9.59%
	“Net Income/Total Equity”

	Return on Assets (ROA)
	20.98%
	9.57%
	11.47%
	8.41%
	9.59%
	“Net Income/Total Assets”


Table 2.1: Profitability Ratios
[bookmark: _Toc171804423]Liquidity Ratios
	Liquidity Ratios
	
	Johnson & Johnson 
	

	
	2023
	2022
	2021
	2020
	2019
	Formulas

	Current Ratio
	1.16
	0.99
	1.35
	1.21
	1.26
	“Current Assets/Current Liabilities”

	Quick Ratio (or Acid Test Ratio)
	0.91
	0.77
	1.12
	0.99
	1.01
	“(Current Assets-Inventories)/Current Liabilities”

	Cash Ratio
	0.47
	0.25
	0.32
	0.33
	0.48
	“Cash/Current Liabilities”


Table 2.2: Liquidity Ratios 
[bookmark: _Toc171804424]Gearing Ratios (Leverage Ratios)
	Gearing Ratios (Leverage Ratios)
	
	Johnson & Johnson 
	

	
	2023
	2022
	2021
	2020
	2019
	Formulas

	Debt/Equity Ratio
	0.43
	0.35
	1.46
	1.76
	1.65
	Total Debt/Total Equity

	Debt/Capital Ratio
	0.30
	0.26
	0.59
	0.64
	0.62
	Total Debt/(Total Equity Total Debt)

	Equity Multiplier
	2.44
	2.44
	2.46
	2.76
	2.65
	Total Assets/Total Equity

	Interest Coverage Ratio
	20.56
	6.78
	134.14
	99.07
	104.33
	EBIT/Interest Expense


Table 2.3: Gearing Ratios
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	Efficiency Ratios
	
	Johnson & Johnson 
	

	
	2023
	2022
	2021
	2020
	2019
	Formulas

	Inventory Days
	154 Days
	147 Days
	127 Days
	120 Days
	119 Days
	“(Inventories/Cost of Sales)” x 365

	Account Receivable Days
	204 Days
	190 Days
	187 Days
	174 Days
	192 Days
	“(Account Receivable/Cost of Sales)” x 365

	Account Payable Days
	132 Days
	137 Days
	135 Days
	122 Days
	119 Days
	“(Account Payable Days/Cost of Sales)” x 365


Table 2.4: Efficiency Ratios
[bookmark: _Toc171804426]Valuation Ratios
	Valuation Ratios
	
	Johnson & Johnson 
	

	
	2023
	2022
	2021
	2020
	2019
	Formulas

	Earnings per share
	0.01
	0.15
	7.93
	5.59
	5.72
	“Earnings/Total Shares outstanding”

	Price/Earnings Ratio
	25,814.82
	968.14
	21.18
	28.09
	25.37
	“Market price/Earnings per share”


Table 2.5: Valuation Ratios 

[bookmark: _Toc171804427]Critical Evaluation of Ratios
Profitability Ratios 
As stated by Bandiyono (2020), profitability ratios are important for a firm to effectively consider good profits alongside equity generation and assets return using which investors' attention can be caught easily. Using this ratio evaluation, J&J can instil confidence to make future investments in the business. 
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Figure 2.1: Profitability Ratios
The profitability ratio over the five-year trends depicts varying changes and the main reason behind it could be continuous shifts in efficiency as well as financial performance. As stated by Naknok (2022), a higher gross margin in a firm ultimately means more capital generation. Compared with 2019, the gross margin significantly increased from 66.4% to 68.82% in 2023 which states that effective pricing strategies are considered with valuable management of production. Moreover, the operating margin fluctuated in the last five years and declined in the year 2023, dropping to 18.64% which indicates issues faced in controlling operations expenses relative to revenue generation. However, Nariswari and Nugraha (2020) opined that net profit margin is important for a firm to consider how much profit is generated. From the chart, it is clear that it surged to 41% in 2023 and the improvement showcases that cost management is maintained in the workplace. Moreover, ROE and ROA also exhibited notable enhancement reaching a total of 51.4% and 20.98% respectively. These metrics effectively state that the firm has enhanced its profitability as compared to shareholder equity alongside total assets and accelerated resource and capital utilisation.  However, true financial performance, however, can be distorted by dependence on previous data, vulnerability to manipulation through accounting techniques, and lack of context on market circumstances or outside variables. Considering this value, it can be stated that the profitability of the firm has increased over the years and that shows how well operations in the workplace are managed. 
Liquidity Ratios
Stefvy and Djohan (2023) opined that for every firm in specific sectors, liquidity ratios are essential in measuring the capability of the ways the firm can pay off its short-term liabilities. Following all the ratios such as current, quick and cash ratios, J&J can execute its strategy to clear debts and avoid any payments. 
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Figure 2.2: Liquidity Ratios
The above graphical trends evaluate the liquidity ratios for J&J considering that it can be stated that there are varying trends in its ability to fulfil short-term financial obligations. From the last five years, the current ratio fluctuated, as depicted; in 2022 it decreased and yielded 0.99 while in 2023 again it stands at 1.16. HRISHIKES (2021) stated the fluctuations in current assets are mainly due to factors like economic conditions and changes in the operations of a company. The rise in the current ratio states that the firm focused on inventory management as well as debt levels which ultimately impact its liquidity. However, VU et al. (2020) opined that a quick ratio of more than 1 means a firm has enough assets to manage short-term obligations. The quick ratio decreased in years 2022 and 2023 and is less than 1 which means they are more reliant on debt and face challenges in maintaining current assets. On the other hand, the cash ratio increased in 2023 amounting to 0.47 in 2023 and this suggests that there is a serious fluctuation regarding short-term obligations and ultimately influencing liquidity risk management. These trends state that J&J faces industry pressure and regulatory issues. 
Gearing Ratios 
Calculating the gearing ratio is important as it helps the organisation measure a company's financial performance over the years (OsazefuaImhanzenobe, 2020). It helps stakeholders make effective decisions before investing in a business organisation. 
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Figure 2.3: Gearing (Leverage Ratios)
The gearing ratio analysis of J&J shows organisational strategic movements to achieve stable internal rigidity. The debt/equity ratio decreased from 1.65 in 2019 to 0.43 in 2023, indicating a significant decrease in organisational reliance on debt relative to equity. However, it may also create a huge financial crisis in 2019 and 2020. However, in 2022 and 2023, J&J will maintain its positive strategic financial position, potentially by repaying increased equity. ‌Oyinloyeet al. (2020) stated that investors use a gearing ratio as a metric to determine the financial leverage of a company. The amount of money obtained through debt, or creditor loans, relative to the amount of money obtained through equity capital is known as leverage in this context. 
Further, the analysis of the debt/capital ratio shows a consistent decline to 0.30 in 2023 from 0.62, indicating a decline in organisational capital structure. It is believed that a lower debt will naturally induce organisational dependency on borrowed funds, reducing financial risks and improving creditworthiness. Therefore, this also has a positive impact on organisational financial performance (Kinyua and Ochieng’, 2022). The equity multiplier remained relatively stable, ranging from 2.44 to 2.46 between 2019 and 2023, indicating consistent equity over the years. However, the interest coverage ratio improved to 20.56% in 2023 from 134.14 in 2021, indicating the organisational ability to cover interest expenses before EBIT. 
Efficiency Ratios
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Figure 2.4: Efficiency Ratios
Overall, the efficiency ratio analysis indicates a longer duration in investments and receivables, which created challenges to main organisational operations (Albertus, 2022). For example, the inventory days could potentially increase from 119 to 154 in 2023, increasing the complexity of the inventory process. The account receivable days also increased from 192 to 204 from 2019 to 2023, indicating that it takes more time to collect due payments from customers. Further, the accounts payable days also increased from 119 in 2019 to 132 in 2023, reflecting J&J’s inability to pay its suppliers and other stakeholders on time. 
Valuation Ratios
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Figure 2.5: Valuation Ratios
Significant analysis of valuation ratios has helped to understand J&J’s market perceptions and earning potential (Sumrit, 2020). The earning per share ratio analysis indicates a dramatic decline to 0.01 in 2023 from 5.72 in 2019, indicating the deficiency of the organization's net profitability. However, the high EPS in 2021 could potentially indicate a profitable year for J&J. Further, the price/earnings ratio (P/E ratio) also indicates a potential inclination to 25814.82 in 2023 compared to 21.18 in 2019, which disrupts the valuation of the organisation. Thus, the overall analysis indicates that the market practice has caused difficulties in managing business profitability over the last five years.
[bookmark: _Toc171804428]Comparison to major competitors and sector average
Profitability Ratios
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Figure 2.6: Comparison of Liquidity ratios in pharmaceutical companies
The sector average current ratios typically range between 1.5 and 2.0; the firm can maintain short-term financial obligations under this. Both the competitor’s Unilever and Pfizer current ratios are averaging around 0.70 reflecting a leaner approach to current asset management. However, J&J closely followed the industry trends and yielded robust ratios averaging around 1.20 which demonstrates that the firm has maintained better liquidity as compared to other firms. On the other hand, Effiong and Ejabu (2020) stated that the quick ratio of the pharma sector averages around 1.5 for which immediate liabilities need to be maintained. In terms of quick ratios, Unilever’s lower figure was around approximately 0.54 while both J&J and Pfizer maintained their ratios of more than 0.90 which means that the firm can cover short-term obligations without depending on inventory. In contrast, J&J's cash ratios varied from 0.24 and 0.47 and compared with competitors like Unilever, and P&G, they have maintained this and matched sector trends and the major reason behind it could be operating higher capital-intensive segments. 
Liquidity Ratios
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Figure 2.7: Pharmaceutical and healthcare value-added output
(Source: Atradiuscollections.com, 2022)
The statistical figure depicts that in the year 2021, health and value-added output increased a lot and yielded 17.9% which states that there is an ongoing demand for pharmaceutical products. However, considering the J&J’s gross margin ranged from 65.58% to 68.82%, shows that they have nearly touched the sector average which is 70% and influenced by strategic investments as well as periodic adjustments in operational efficiencies. Companies like P&G and Medtronic depict stable gross margins and operating margins in the sector and closely give competition to J&J which states they have focused on their operations in medical devices and consumer goods. Moreover, Tömöriet al. (2021) claimed that ROE and ROA in the pharmaceutical sector are fundamental measures that can effectively reveal the gross profit that a firm realises in areas like R&D expenditures. The ROE and ROA analysis of J&J shows that they have demonstrated valuable use of both the assets and equity to generate profits. However, companies like Pfizer, Novartis and Unilever focused on innovative drug pipelines and technological advancements which indicate superior asset utilisation. 
Gearing Ratios
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Figure 2.8: Gearing ratio comparison
The debt/equity ratio of J&J significantly decreased in 2022 to 0.35 from 1.65 in 2019. However, ‌Kinyua and Ochieng’, (2022) stated that the debt/equity ratio for the pharmaceutical industry ranges from 0.5 to 1.5; for J&J, it goes below that range, suggesting a conservative approach to organisational leverage. On the other hand, other companies' debt/equity ratios, including Unilever, were 2.59in 2022 increased from 3.67 in 2019 respectively, indicating less financial risk incurred by these organisations compared to J&J. Similarly, the debt/capital ratio needs to be between 0.3 and 0.6 to maintain a balanced financial position; in the case of J&J’s debt/capital ratio, which was 0.30 in 2023, up from 0.62 in 2019, indicates a balanced capital structure with a conservative dent approach. Thus, the gearing ratio analysts indicate a conservative leverage balance, which reduces the financial risk to competitors and maintains a competitive position in the market (Luigi et al. 2021).
Efficiency Ratios 
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Figure 2.9: Efficiency ratio comparison
The overall efficiency ratio calculation of J&J indicates a reduced efficiency in managing organisational performance and reduced profitability.  However, the inventory days for J&J increased to 147 days in 2022 from 119 days in 2019 which takes more time compared to Unilever such as 44 days in 2022 from 52 days in 2019. This also indicates that Unilever created more efficacy in managing inventories than J&J. Thus, J&J need to make an effective balance in financial decisions and manage inventories to achieve effective success (‌Oyinloyeet al. 2020). 
Valuation Ratios
The financial process of estimating a company's value is called valuation and this knowledge is contextualised in relation to a company's share price using valuation ratios, which are helpful instruments for assessing investment possibilities.Enhancing market perception and value metrics can be achieved through increasing financial reporting transparency and successfully conveying strategic initiatives to investors. Stakeholder confidence can be increased by giving clear instructions on growth possibilities, capital allocation plans, and risk management techniques.
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Figure 2.10: J&J’s EPS based on fair values
The analysis of the valuation ratio indicates the potentially higher market price of J&J than the fair values. Further, the analysis also reveals the complex challenges in managing financial position and reduced earnings per share compared to 2019 in 2023. However, in 2023 Pfizer a competitor of J&J generated profitability of $58.5 billion, a decrease of 41% in operational performance. Where J&J earned a profit of $35 billion indicating a competitive business position with the other market competitors (‌Statista, 2023). 
[bookmark: _Toc171804429]Recommendations for Financial Management Improvement
It was evaluated from the profitability ratio analysis that; J&J has shown strong profitability in recent few years. However, a firm needs to optimise its product mix and pricing strategies to boost profitability more and compete with its rivals. Moreover, Amponsah-Kwatiah and Asiamah (2021) suggested that managing costs, boosting productivity and concentrating on sales efforts are other ways to boost operating and net income. For example, J&J needs to assess and promote products with higher profitability margins which can ultimately boost gross margin and ROA. In addition, Lee (2021) alludes that streamlining supply chain operations and reducing overhead costs can be also significant for improving profitability. Considering this, J&J should focus on continuous improvement tactics to guarantee sustainable profitability growth. In addition, it is essential to keep a balanced capital structure that complies with financial goals and industry norms. J&J may attain an ideal leverage ratio that supports growth objectives while sensibly managing financial risk by carefully balancing the mix of loan and equity financing.
On the contrary, the liquidity ratios fluctuated over the years which raised figures regarding liquidity risk. HRISHIKES (2021) stated that working capital management is one of the important tactics that can be crucial for enhancing liquidity ratios. For example, J&J can gain this by negotiating effectively on favourable payment terms with suppliers alongside account receivable collection. This approach can effectively boost the quick and current ratios, guaranteeing that the firm can effectively fulfil liquidity to meet short-term obligations. In addition, Pornupatham (2022) recommended that cash flow forecasting accuracy and robust cash management practices can also enhance ratios like cash ratio. Thus, putting treasury management strategies such as cash flow forecasting, cash management and enhanced cash visibility, the firm can effectively maintain liquidity. 
On the other hand, based on the overall analysis, it can be recommended that J&J focus on inventory management and optimisation systems. Balkhi et al. (2022) stated the importance of implementing a just-in-time inventory management system to enhance demand forecasting and business performance. J&J can adopt this system to minimise overstocking and boost the organisational turnover rate. Further, data analytics and using sifters will help J&J maintain a better inventory management system and provide better control over business performance. 
Further, to promote an effective gearing ratio J&J should implement a continuous monitoring system; it will help the organisation maintain balance in its finances and enhance investors’ confidence. Further, Kim and Lee (2021) suggested maintaining a good relationship with suppliers, which can help manage delayed payments and also enhance organisational payable efficiency. Further, it is recommended that J&J streamline business operations, invest in high-margin products, and cut unnecessary costs, which will enhance market penetration and earning potential. 
On the other hand, it can be suggested to J&J to strengthen its credit policies and offer early payment discounts. This approach will influence customers’ intentions to pay the due amounts on time, and it will provide positive growth for managing receivables within the organisation (Brunnermeier and Krishnamurthy, 2020). Moreover, stated that Inventory turnover and accounts receivable turnover are two efficiency ratios that can be improved by investing in technology and automation to streamline operational procedures. Optimising resource allocation and decreasing operational inefficiencies can be achieved by implementing sophisticated analytics for inventory management and demand forecasting.Further, maintaining consistency and transparency in financial reporting will be beneficial to managing market expectations, helping stakeholders make investment decisions, and maintaining a stable P/E ratio. These recommendations are most effective as they will ultimately provide positive benefits to the organisation, enhance profitability, address business financial challenges, engage stakeholders, and maintain a competitive position in the market.
[bookmark: _9hfyy0eizwa3]
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[bookmark: _Toc171804431]Project Evaluation and recommendation (Cash Flow Analysis)
Payback Period (PBP) calculation
As stated by Ardiles Sinaga et al. (2023), the payback period plays a crucial role in a firm's evaluation of the investments recouping the cost of an initial investment and based on that decisions can be made. From the two given proposals, Johnson & Johnson assures the project considering such aspects. 
	Year
	Net Cash Flow for A
	Net Cash Flow for B
	Cumulative Cash Flow for A
	Cumulative Cash Flow for B
	Payback Period (PBP) for A
	(PBP) for B

	0
	-80
	-75
	-80
	-75
	3.6
	2.7

	1
	25
	50
	-55
	-25
	
	

	2
	25
	20
	-30
	-5
	
	

	3
	20
	20
	-10
	15
	
	

	4
	55
	20
	45
	35
	
	


Table 3.1: PBP calculation
From the above calculations, the PBP for project A is approximately 3.6 years while for B it yields a total of 1.7 years. Based on the financial metrics, it can be stated that Project B is more attractive for J&J, as it has a shorter payback period of only 1.7 years indicating quicker recovery of the initial investment. Imteazet al. (2021) suggested that a shorter PBP is always beneficial for a firm as it indicates less investment risk and faster profitability. Thus, as project B gives a quicker return, the firm should go with this and generate a better financial position over the project lifespan.    
Accounting Rate of Return (ARR)
	Aspects
	For Project A
	For Project B

	Average Annual Profit
	31.25
	27.50

	Average Investment
	80
	75.00

	Accounting Rate of Return (ARR)
	39.06
	36.67

	
	Formula
	ARR=Average Annual Profit​/Average Investment

	
	
	Average Investment= Initial investment/ The number of years


Table 3.2: ARR calculation
(Source: Self-created)
As stated by Wang et al. (2021), ARR is effective in the firm in measuring the proper net income generated from assets compared to the initial cost of investment for any project. For Project A, the ARR amounted to 39.06% while for Project B, it stands at 36.67%. Thus, project A would be more effective for J&J as compared to Project B, as it indicates a higher return on investment and could be more profitable for the business as well when the initial outlay is optimised. On the other hand, Project B can be also taken as it is relative to the investment. 
Net Present Value (NPV) calculation
Effective busts of NPV help business organisations make effective decisions to select the most profitable project. Fontalvo-Lascano et al. (2022) stated that NPV is an important financial metric used in investment analysis and capital budgeting. 
	Year
	Cumulative Cash Flow for A
	Discount Factor (1+r) ^t for A
	Present Value (CF_t / (1+r) ^t) for A
	NPV for A

	0
	-80
	1
	-80
	-51.4

	1
	-55
	0.91
	-50
	

	2
	-30
	0.83
	-25.07
	

	3
	-10
	0.76
	-7.64
	

	4
	45
	0.69
	31.31
	

	Formula for NPV
	The sum of Present Values - Initial Investment

	Year
	Cumulative Cash Flow for B
	Discount Factor (1+r) ^t for B
	Present Value (CF_t / (1+r) ^t) for B
	NPV for B

	0
	-75
	1
	-75
	9.68

	1
	-25
	0.91
	-22
	

	2
	-5
	0.83
	-4.18
	

	3
	15
	0.76
	11.45
	

	4
	35
	0.69
	24.41
	

	Formula for NPV
	The sum of Present Values - Initial Investment


Table 3.3: NPV calculations 
(Source: Self-created)
Both the NPV calculations of the projects demonstrate a clear NPV. It has been determined that the NPV for Project A is -51.4, while the NPV for Project B is 9.68. Based on the gathered results, it can be said that project B can be selected by J&J, as this provides a positive value. Project A has a larger initial cash flow followed by a positive cash flow at year 4, while Project B has an initial negative cash flow, but after 2 years, this project successfully achieved positive cash flow compared to Project A. Both projects have been analysed using the same diagnostic factor of 9.75%, and based on this comparison, the NPV for Project A was -51.4 and the NPV for Project B was 9.68. Thus, project B needs to be selected as it has a more balanced cash flow, which is crucial for reducing financial risks and maintaining strong financial liquidity. 
Project B has a significantly positive NPV compared to Project A, which demonstrates that Project B is more suitable and can provide a better financial return than Project A. On the other hand, project B is more capable of creating value than project A. It means project A will create additional value for J&J’s stakeholders, and this will critically align with the organisational objectives. This project will also be beneficial to maintain sustainable financial goals. Further, project B should have effective resource management practices, whereas project A would like to drain organisational resources and increase financial strain. Therefore, the selection of Project B will be an effective choice for J&J, and it will provide better financial health and liquidity.
[bookmark: _Toc171804432]Critical Discussion of Investment Appraisal Techniques
Advantages and shortcomings of PBP
The payback period (PBP) is an important aspect of making investment decisions; it is calculated by dividing the investment amount by the cash flows (Ardiles Sinaga et al. 2023). Choosing between projects is a common situation for business managers, financial experts, investors, and businesses. These decisions are crucial because resources are limited and management must select the best project to maximise return on investment. However, effective use of PBP makes it easy to make investment decisions. Further, PBP analysts usually provide a quick understanding of the potential investment profitability after investment, which helps organisations determine the project’s liquidity or any other type of accumulated risk. However, it has some disadvantages, including that PBP ignores the time value of money, which can lead to affected decisions when comparing projects with timelines (Imteaz et al. 2021). Further, PBP primarily focuses on the period required to get the return; it ignores cash flow after the payback period, which can create potential challenges in achieving effective profitability in the long term.
Benefits and limitations of ARR
Calculating the accounting rate of return (ARR) is important as it provides the yearly return percentage difference between assets and average net income, which helps to calculate the average capital cost. It has some benefits as it is used to understand investment projects as it takes less time to measure profitability. Further, ARR provides a broad perspective of organisational performance and analyses all the potential revenue generation and cost over the project lifecycle. Wang et al. (2021) stated that it is used when companies decide whether or not to invest in a venture, purchase, or other kind of asset by comparing the estimated future net earnings against the capital cost. Further, when it comes to making decisions, the project is appropriate if the accounting rate of return is at least that of the firm's required rate of return, meaning that the company would make a profit. At the same time, it has some limitations, such as that it also ignores the time value of money, which may create difficulties in understanding future cash flow equality (Fontalvo-Lascano et al. 2022). Additionally, it has less capability to analyse cash flow as it is solely based on accounting practices, which may decrease the decision-making ability to understand any project’s cash-generating ability.
Merits and demerits of NPV
As stated by Bazmiet al. (2021), NPV is one of the effective cash flow techniques utilised in the workplace to assess the viability of the project or any investment while considering capital budgeting. One of the main benefits of this technique is that it effectively considers the time value of money which is effective for business in earning capacity. In addition, Bulama et al. (2023) opined that it effectively guarantees a decision-making process using which businesses can consider whether the project is profit-making or loss-making in a certain period. Apart from that it offers a clear picture of profitability as well which can be effective in adding extra value to the firm. In contrast, Rekker (2024) the disadvantage of NPV includes the complex process which needs a detailed forecast and detailed knowledge regarding the financial landscape. Other demerits of such a technique include no set guidelines to track the required rate of return. 
Non-Financial Factors 
According to Ferreira (2022), strategic alignment is one of the effective non-financial factors that every firm wants to consider as it works with numerous terms and individuals to connect its efforts to the entire goals of the organisation. It can be stated that the project perfectly aligns with core values and mission can accelerate sustained growth and would become competitive in a sector. However, Coskun-Setirek and Tanrikulu (2021) argued and stated that projects that put innovation or any specific technology can be successive for maintaining operations and generating profit. For example, if J&J continuously invest in R&D or any advanced manufacturing process, they should competitive in the healthcare sector and may left behind companies like Pfizer. Moreover, regulatory and environmental considerations are also important for a firm as they maintain a rule in the workplace and mitigate risks regarding the environment as well. Focusing on the SDG principle and sustainability initiatives, J&J can attract investors and eco-conscious customers and deliver long-term profitability. 
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