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Executive Summary 
Following an industry overview and an analysis of major events impacting Visa Inc. over the past five years, this report evaluates the company's financial stability. The assessment reveals Visa Inc.'s robust financial performance in 2023, characterized by a strong return on assets (ROA), solid liquidity, and a moderate debt-to-equity ratio. With an impressive 19.1% ROA, a debt-to-equity ratio of 52%, and a current ratio of 1.5, Visa demonstrates efficient asset utilization and adeptness in meeting short-term obligations.

Moreover, in addition to evaluating Visa Inc.'s financial stability, this report also assesses the potential success of two proposed projects, Project A and Project B, as outlined in Part C. The analysis indicates the favourability of Project B over Project A across key financial metrics, including the Payback Period (PBP), Accounting Rate of Return (ARR), and Net Present Value (NPV). Supported by detailed calculations and critical evaluation, the report provides evidence-backed insights into the comparative viability and potential impact of each project on Visa Inc.'s financial performance and strategic objectives.
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Introduction 
 Visa Inc. is well-known for its innovative approaches and wide-ranging network that enable electronic transactions all over the world. Originally founded as BankAmericard in 1958, the business changed its name to Visa in 1976, securing its place as a pioneer in payment processing and financial technology. Visa is an essential link that connects consumers, businesses, and financial institutions. Its business model is based on offering secure and efficient payment services. Millions of consumers worldwide benefit from its extensive range of payment services and products, which include credit, debit, and prepaid debit cards. They are reliable as well as convenient. As a global company with operations in over 200 different countries and territories. Visa provides easy, safe, and convenient digital payment solutions. (visa.co.uk 2024) 

[bookmark: _Toc164847601]Industry Overview 
The global debit card market was valued at USD 95.73 billion in 2022 and is forecasted to grow steadily at a compound annual growth rate (CAGR) of 3.39% from 2022 to 2031, reaching around USD 127.17 billion. (linkedin.com 2024) 
The payments industry is a dynamic sector focused on facilitating financial transactions globally. Visa Inc. is a key player in this space, specializing in payment processing and financial technology. With the rise of digital and cashless payments. Because they serve as a link between traditional banking and the rapidly expanding field of fintech innovations, debit cards are essential for financial inclusion as digital payment networks grow. (globaldata.com 2024)

[bookmark: _Toc164847602]Business Model 
The foundation of Visa Inc.'s business strategy is its offering of payment processing services to banks and businesses across the globe.. As a leading digital payments brand, Visa facilitates authorization, clearing, and settlement services, enabling seamless transactions for individual consumers and businesses. While Visa does not directly issue credit or debit cards, it partners with financial entities and businesses that do, serving as the foundation of its card services infrastructure. (Reiff,N., 2024) 
Furthermore, Visa is ranked seventh by Statista with a US$191.03 billion brand value. (Statista.co.uk 2024) 

[bookmark: _Toc164847603]Market Position and Major Competitors 
Visa Inc. is a key player in the global payments market, competing with competitors like Mastercard, American Express, PayPal, Discover Financial Services, and UnionPay. Its innovative technologies and strong brand have established its leadership in electronic transactions worldwide, despite competitive pressures. In the UK, Visa's market share declined by six percentage points between 2020 and 2021, although contactless debit card payments remain significant. (Best. R., 2024) 

[bookmark: _Toc164847604]Visa’s Major Events Over the Past 5 Years 

2019 - Visa Acquires Control of Earthport
On May 8, 2019, Visa Inc. (NYSE:V) revealed its acquisition of Earthport (AIM:EPO), a company specializing in facilitating cross-border payments for banks, money transfer service providers, and businesses through its extensive ACH network. With this acquisition, Visa introduced Visa Direct, a platform enabling real-time payments. (usa.visa.com 2019) 

2020 – Deal between Visa and Plaid 
In January 2020, Visa declared that it had signed a $5.3 billion agreement to buy Plaid. Even though Plaid is now a very modest participant in the UK, the CMA gave considerable thought to the company's potential for future expansion in the payment services industry. (gov.uk 2020) 

2020 – Visa profit falls 23% as payment volumes plunge 
Visa Inc.'s fourth-quarter profit below Wall Street expectations on Wednesday as the recession caused by the coronavirus continued to have a negative impact on consumer spending due to high unemployment. According to the payments processor, both overall spending and the number of processed transactions fell 10% and 13%. Cross-border volume fell 47% as travel demand was negatively impacted. (Moise, I., Nishant, N., 2020) 

2021 – The company launched VisaNet +AI 
SAN FRANCISCO--(BUSINESS WIRE)- introduced VisaNet +AI, an artificial intelligence platform built to improve transaction processing efficiency and bolster fraud detection capabilities. (usa.visa.com 2019)

2022 – Slow Down of revenue growth 
Concerns over slower revenue growth, growing competition from fintech firms, and the use of other payment methods contributed to volatility in Visa's stock price and a decrease in investor confidence. 
Below is a table followed by a graph showing 5-year historical volatility measures for Visa Inc (V) stock. (netcials.com 2024) 
[bookmark: _Toc164849541]Table 15-year historical volatility measures for Visa Inc (source: netcials.com 2024)
Year                                                              Volatility ($) 
	2019
	15.00

	2020
	15.25

	2021
	12.62

	2022
	11.51

	2023
	11.78




2023 – Visa’s Shares fell 3% during extended trade 
Following the company's prediction of a "upper mid- to high single-digit" growth in second-quarter net sales, Visa's shares fell 3% during extended trade. The forecast is in line with an 11% growth in the same time in 2023. (Saini, M., 2024) 


[bookmark: _Toc164847605]Critical review of the company’s financial performance 2023 
(refer to Appendix 1.1.for calculation) 
Financial Ratios 
Return on Asset (ROA) 
Return on assets (ROA) is a ratio used to assess how well a business makes money off of its assets. Strong profitability and effective use of assets are indicated by a high ROA, whereas inefficient asset management is indicated by a low ROA. Net Income is divided by the average Total Assets during a certain time period to get ROA%.  (Hargrave, M.,2024)

Return on Assets Formula 
ROA= Net Income/ Average Total Assets
[bookmark: _Toc164849542]Table 2ROA calculation (source: author)
	

	ROA - Profitability 
	Net Income 
	Total Assets 
	
	         %

	 Visa
	17,273
	90,499
	0.190863987
	 19.08639874

	Master Card 
	11,164
	41,061
	0.271888166
	  27.18881664

	American Express 
	825
	26,111
	0.031595879
	  3.159587913



Visa's reported Net Income for  Dec. 2023 was $17,273 Mil. Visa's reported Total Assets $90,499 Mil. Therefore, Visa's ROA % for 2023 was 19,1%. With a Return on Assets (ROA) of 19.1% in 2023, Visa Inc. had a strong profit margin in relation to its total assets during that year. ROA calculates how well a business uses its resources to produce revenue. With a ROA of 19.1%, Visa Inc. generated $0.191 in net income for every dollar of assets it owned in 2023. This shows that Visa Inc. demonstrated operational efficiency and effective use of resources by managing its assets to create profits, (Eugene,F., Brigham, F., Joel, H. 2013)
Generally speaking, More than 5% is considered good, and more than 20% is exceptional for ROA. Companies in the same sector should, however, constantly contrast their ROAs with those of competitors. Visa competitors include Mastercard, Stripe, Capital One, American Express and PayPal. (Comparability.com 2023)

Mastercard (Mastercard) ROA is 27,19% and American Express ROA is 3.3%, While Visa Inc. ROA is 19,1% - With a return on assets (ROA) of 19.1%, Visa Inc. is positioned between Mastercard and American Express in terms of profitability and use of assets efficiency. With a ROA of 27.19%, Mastercard demonstrates better efficiency, but Visa Inc. continues to do well with a reasonable ROA, demonstrating strong profitability and efficient use of its assets.
 
With a ROA of 3.3%, American Express, in comparison, is behind both Visa Inc. and Mastercard, indicating difficulties with asset utilisation and operational effectiveness. A lower ROA suggests potential inefficiencies in operations, higher expenses relative to revenue, or lower profitability margins. Visa Inc. maintains its position as a major player in the payment industry, despite its ROA falling short of Mastercard's. It has proven to have solid financial standing and competitive advantages over competitors.

Visa's key competitive strengths lie in its extensive scale, strong brand recognition, global presence, seasoned leadership, and commitment to innovation. Constant technical innovation helps Visa maintain its leadership position and improves its ability to process payments, which adds to its strong return on assets. (smf.business.uconn.edu 2023) 
Furthermore, Visa's extremely scalable payment processing network effectively manages huge transaction volumes at minimal extra expenses while improving return on assets.
Additionally, its dominant global presence and widespread card acceptance drive economies of scale, reducing average transaction costs as volumes increase. Visa leverages network effects through its extensive network of cardholders, merchants, and financial institutions, further amplifying transaction volumes and revenue.  Lastly, Visa's global footprint across over 200 countries and territories broadens revenue opportunities, bolstering its profitability. These factors collectively support Visa's strong financial performance. (visa.co.uk 2024) 

Liquidity Ratio 
Current Ratio 
The current ratio assesses how well a business can pay down its short-term debt with its short-term assets. It is calculated by dividing current liabilities by current assets, which shows how well the business runs and how easily it can turn assets into cash. A high current ratio indicates solid liquidity, while a low ratio indicates possible problems with liquidity. On the other hand, unused assets may be indicated by ratios that are too high, therefore a balanced approach is necessary for the best financial health.  (Fernando, J., 2024) (gurufocus.com 2023)

Current Ration Formula 
Current Ratio = Current Assets / Current Liabilities 
[bookmark: _Toc164849543]Table 3Current Ratio calculation (source; author)

	Current Ratio - Liquidity 
	Current Assets
	Current    Liabilities 
	
	

	Visa 
	33532
	23,098
	1.451727422
	145.1727422

	Master Card 
	1896
	1626
	1.166051661
	116.6051661

	American Express 
	2347
	1741
	1.348075818
	134.8075818



A current ratio that is ideal falls between 1.2 and 2, which indicates that the company has enough current assets to pay for its short-term commitments. A current ratio less than one indicates that there aren't enough liquid assets to pay for upcoming obligations. ( 2023 freshbooks.com ) 
Having enough short-term assets to cover its short-term liabilities gives Visa Inc. a healthy liquidity position, as seen by its current ratio of 1.5. This ratio is greater than the industry norm and demonstrates a strong ability to meet short-term financial obligations. Visa Inc.'s favourable current ratio can be attributed to its steady profitability and strong cash flows. The 1,5 current Ratio demonstrates how well Visa manages its working capital, allowing it to easily satisfy its short-term debts.  Visa has a substantial amount of liquidity, so it can take advantage of growth possibilities and manage unexpected challenges.  Investors and stakeholders can stay optimistic about the company's strong liquidity position. Visa's strong liquidity position reflects positively on its financial stability, enhancing investor confidence and potentially lowering borrowing costs. (dbc.ca 2019) 

However high current ratios are not always a good thing when it comes to investors. An excessively high current ratio could mean that the business is not making the best use of its short-term funding options or current assets. While a current ratio of 1.5 indicates liquidity, it also raises questions about whether Visa may be overcapitalised. Holding excess liquidity can result in missed investment opportunities or lower returns on assets, potentially impacting shareholder value in the long run. (Fernando, J., 2024)

Mastercard, on the other hand, shows a little lower current ratio of 1.17. Mastercard's ratio is not as high as Visa's, but it still shows liquidity and points to a smaller short-term liability safety.  The difference may result from differences in the two businesses' debt loads, cash management techniques, or operational effectiveness. Mastercard's financial stability is not harmed by a lower current ratio, however, the difference highlights Visa's stronger liquidity position and possibly more effective working capital management strategies. A low current ratio indicates that the business may struggle to make its immediate debt and liability payments. A current ratio of 1 or more is accepted as positive, and anything less than 1 should be taken cautiously.

Likewise, American Express maintains a current ratio of 1.3, which places it in the middle between Mastercard and Visa. Although American Express has a strong liquidity position, its ratio is not as strong as Visa's, suggesting a somewhat weaker capacity to meet short-term obligations. These organisations' different current ratios could be the result of different capital allocation approaches, industry dynamics, or company models. (Jason, F.,2024) 

Gearing 
Debt-Equity Ratio 
The debt-to-equity ratio measures the financial leverage of a company by comparing its total debt to the equity held by its shareholders.  This ratio, which calculates the percentage of total debt and financial commitments to total shareholders' equity, provides insight into the company's dependence on debt vs equity for financing its operations. (Fernando, J., 2024)

A low debt-to-equity ratio indicates responsible financing and minimal financial risk, whereas a high ratio signals riskier financing. To maximise both financial stability and development opportunities, the ratio must be balanced. (CFI team, 2024) 
A company's entire debt must be divided by its total equity to get the Debt-Equity Ratio (gearing).

Debt-Equity Ratio Formula 
Debt-Equity Ratio = Total Debt / Total Equity 
[bookmark: _Toc164849544]Table 4Debt-Equity Ratio (source: author)

	Debt-Equity Ratio - Gearing 
	Total Debt 
	Total Equity 
	#VALUE!
	#VALUE!

	Visa
	20,463
	38,733
	0.528309194
	52.83091937

	Master Card 
	157200
	69012
	2.277864719
	227.7864719

	American Express
	4935
	2867
	1.721311475
	172.1311475



The corporation appears to have an acceptable amount of financial leverage when the ratio is 53%. It shows that little over half of the company's capital is provided by debt, with the remaining amount coming from equity. With $20.5 billion in total debt and $39 billion in shareholder equity, Visa's debt-to-equity ratio is 53%. It has $51.7 billion in total liabilities and $91.4 billion in total assets. With an EBIT of $22.5 billion, Visa has a -117 interest coverage ratio. It has $18.6 billion in cash and short-term investments. Although there are advantages to moderate leverage, like tax breaks and higher return on equity, there are disadvantages as well. A larger percentage of debt indicates that the business has more interest payments to make and might find it difficult to make repayments on loans, especially during times of low profitability or economic downturns. (Fernando, J., 2024)

For instance, Master Card, a competitor to Visa Mastercard has a debt-to-equity ratio of 227.8%, with $15.7 billion in total debt and $7.0 billion in total shareholder equity. Its overall assets are $42.4 billion, while its total liabilities are $35.5 billion. The corporation's entire debt is significantly higher than its total equity, as seen by its debt-to-equity ratio of 227.8%. In comparison to the use of equity, this ratio indicates that the company depends largely on debt financing to fund its operations and investments. A high debt ratio indicates that a business is using debt to fund its growth.  (British-business-bank.co.uk 2024) 

Visa's Debt to Equity (D/E) ratio is 52% or 0.52, which indicates that Visa has a moderate level of reliance on borrowed funds compared to its equity. While the ratio is below 100%, suggesting that Visa has more equity than debt, it's essential to interpret it within the context of lender and investor preferences. Lenders and investors generally favour businesses with lower D/E ratios due to the reduced risk associated with debt. A lower ratio indicates less chance of failure during economic downturns for shareholders and a lower risk of loan default for lenders. Therefore, given its moderate debt to equity ratio and possible indication of a balanced capital structure and manageable level of financial risk, Visa's D/E ratio of 52% may be beneficial to lenders and investors.  (Boyle, M.,2024) 

Efficiency
Asset Turnover
The asset turnover ratio indicates how well an organization's assets generate revenue or sales. This ratio, which is given as a percentage over a year, contrasts the total assets with the revenue (sales) amount.  (Hayes, A.,2024) 

An increased asset turnover ratio suggests improved company efficiency, or more revenue generated per asset dollar. Strong revenue generation and effective asset use are reflected in high-efficiency asset turnover, which could lead to greater corporate success. However, a lower ratio may point to inefficiencies in asset management or underutilization of assets to generate more revenue.Divide net sales or revenue by the average total assets to find asset turnover.  (Adam, H. 2024)

Asset Turnover Formula 
Asset Turnover = Net Sales / Assets 
[bookmark: _Toc164849545]Table 5Asset Turnover (source: author)
	Asset Turnover - Efficiency 
	Net Sales 
	Average Total Assets 
	#VALUE!
	#VALUE!

	Visa
	32,653
	33,532
	0.973786234
	97.3786234

	Master Card 
	25,098
	18,961
	1.323664364
	132.3664364

	American Express 
	60,500
	234,678
	0.257800049
	25.78000494




 Visa's asset turnover ratio of approximately 0.97 indicates that for every dollar of average total assets, Visa generates roughly $0.97 in net sales. While Visa's ratio is below 1, suggesting some inefficiency in asset utilization, it's important to consider the nature of Visa's business, which involves significant investments in technology infrastructure and network expansion. Therefore, a slightly lower asset turnover ratio may be expected in comparison to companies with less asset-intensive operations.

When compared to Visa, Mastercard has a higher asset turnover ratio of roughly 1.32, which suggests more effective asset utilisation. Approximately $1.32 in net sales are produced by Mastercard for every dollar in average total assets. This shows that Mastercard makes good use of its asset base to make money, maybe as a result of its focus on transaction processing services, which need less tangible assets. (Adam, H.,2024) 

However, American Express is behind Visa and Master card with an asset turnover ratio of about 0.26, indicating comparatively low asset utilisation efficiency. Only approximately $0.26 in net sales are produced by American Express for every dollar of average total assets. This lower ratio may be attributed to factors. 

Numerous factors, including the organization's size, industry, and asset management procedures, might have an impact on asset turnover. For example, manufacturing may have a lower Asset Turnover ratio than service-based enterprises since it needs more capital. Or that  a larger business may have more assets to generate revenue from than a smaller one, which results in a lower asset turnover ratio.. (Fastercapital.com 2024) 

So Even if the Visa ratio is somewhat below 1, meaning that Visa makes less than $1 in net sales for every $1 in average total assets, it's crucial to understand this in light of Visa's business strategy and the dynamics of the industry. Visa is operating in the payment technology sector, where expansion of the network and large investments in technical infrastructure are necessary for sustained success. These initiatives frequently entail large capital costs, which could not result in increased revenue right away. Therefore, in comparison to businesses with less asset-intensive operations, a slightly lower asset turnover ratio might be anticipated. (Beers, B.,2023)

[bookmark: _Toc164847606]Conclusion 
In summary, Visa Inc. has proven to have great financial performance in 2023, as shown by its appropriate asset turnover, strong liquidity position as shown by the current ratio, moderate debt-to-equity ratio, and favourable return on assets (ROA). Visa has positioned itself competitively in the payment market thanks to its effective use of its assets to create profits, as seen by its ROA of 19.1%. Furthermore, the company's solid liquidity, as seen by its current ratio of 1.5, allows it to effectively meet short-term obligations. Visa has a debt-to-equity ratio that is reasonable, but it also shows responsible financing and controlled financial risk. But there is room for improvement. For example, such as enhancing asset turnover efficiency, which could further optimize profitability and operational performance.

[bookmark: _Toc164847607]Recommendation 
In order to promote sustainable growth, Visa Inc. should take advantage of its advantages in size, brand awareness, and technology. The business should optimise asset utilisation and streamline operations in order to increase asset turnover. To keep a healthy balance between debt and equity funding, disciplined debt management is necessary. Visa can maintain its solid financial performance and provide value to stakeholders and shareholders by focusing on these areas and keeping an eye on market developments.

Maximise Return on Asset
Visa should focus on increasing the efficiency of asset turnover in order to optimise revenue generation from its asset base, even with a strong return on assets as we could see in the analyses - Visa's competitor Mastercard is doing better. Visa can achieve a high ROA either by boosting its profit margin or, more efficiently, by using its assets to increase sales. As well as Investing in technology to enable faster transaction processing, optimising network infrastructure, and streamlining operations could all contribute to increased asset turnover and profitability. (Mcclure. B., 2021) 

Strategic Debt Management
While maintaining a moderate level of debt can provide tax advantages and leverage for growth, Visa should carefully manage its debt levels to minimize financial risk. This includes evaluating the cost of debt, refinancing opportunities, and maintaining a balanced debt-to-equity ratio to ensure sustainable long-term growth. To do this, raising revenue is one of the best strategies. The corporation can then utilise its increased equity to settle debts or buy new assets, which will maintain a constant debt-to-equity ratio. (GoCardless 2022) 

Continued Innovation
In order to remain competitive in the quickly changing payments market, Visa needs keep making innovation a top priority. Visa can boost its competitiveness and propel future growth by allocating resources towards research and development, developing relationships with fintech companies, and using innovative technologies like artificial intelligence. (Samani, N., 2023) 

Diversification of Revenue Streams
Visa's primary business is still processing payments, but it might benefit from expanding its revenue sources outside of fee revenue to avoid becoming too dependent on a single source of revenue.  This could involve investigating different revenue sources, providing value-added services, or expanding out into new market categories and investing in marketing. (Houston, M., 2021) 




























[bookmark: _Toc164847608]Part C
[bookmark: _Toc164847609]New Project Calculation 
Assuming that the company’s cost of capital is currently at 0.75 per cent. If all cash flows arise at year ends and ignore taxation and inflation. 
Projected Cash Flows (£m) 
[bookmark: _Toc164849546]Table 6Projected Cash Flow (source: UWTSD assignment team)
	Year 
	A
	B

	0
	-5000
	-1000

	1
	2500
	1500

	2
	2000
	1000

	3
	1000
	1000

	4
	-442
	-470 



Payback Period (PBP) 
The Payback Period (PBP) is used to calculate how long it will take an investment to produce sufficient cash flows to recover its initial cost. (T. Harkat, 2020)
 Finding the original investment, keep track of incoming cash, deduct that cash from the initial investment = money equals the initial investment equals reaching the PBP
Formula = years + Deficit / (Deficit + Surplus) (source UWTSD 2024) 
[bookmark: _Toc164849547]Table 7Payback Period calculation (source: author)

	Year 
	Project A
	Project B

	0
	-5000
	-1000

	1
	2500
	1500

	2
	2000
	1000

	3
	1000
	1000

	4
	-442
	-470

	
	
	

	Profit 
	58
	2030

	


	
	


Project A 
The Payback period is between 2 and 3 years, where the cumulative net cashflow changes from a deficit to a surplus 
[bookmark: _Toc164849548]Table 8Payback Period Calculation Project A (source: author)
	Project A
	 
	 

	Year
	Net cash flow 
	Cumulative Net cash flow 

	0
	-5000
	-5000

	1
	2500
	-2500

	2
	2000
	-500

	3
	1000
	500

	4
	-442
	58



A = 2 years + deficit 500 / (deficit 500 + surplus 500)
A = 2 years + 500 / 1000 
A = 2 years + 0.5 years 
A = 2 years + 0.5 x 12
A = 2 years + 6
The Payback period is 2 years and 6 months. 
The payback period of two years and six months suggests that it will take a while to recover the initial cost.  Considering the short investment horizon of four years, a long payback period could indicate increased risk. Investing $5,000 with a recovery period of two years and six months carries a high degree of risk because there is a limited amount of time to produce returns that go beyond simple capital recovery.

Project B
The Payback period is in the first year, where the cumulative net cashflow changes from a deficit to a surplus 
[bookmark: _Toc164849549]Table 9Payback Period Calculation Project B (source author)
	Project B
	 
	 

	Year 
	Net cash flow 
	Cumulative Net cash flow

	0
	-1000
	-1000

	1
	1500
	500

	2
	1000
	1500

	3
	1000
	2500

	4
	-470
	2030

	

	

	

	
	


B = 0 years + deficit 1000 / (deficit 1000 + surplus 500) 
B = 0 years + 1000 / 1500
B = 0 years + 0.66 years 
B = 0 years + 0.66 x 12 = 8
B = 8 months 
The Payback period is approximately 8 months.  
In Conclusion project A's payback period of 2 years and 6 months is less favourable compared to Project B's payback period of 8 months. A longer payback period is associated with higher risk of recovering investment and making a profit, increased opportunity cost (investors must wait longer for the payback to recover), and potentially lower competitiveness in the market, investor prefer mostly shorter returns on investment.

Accounting Rate of Return (ARR) 
Accounting Rate of Return (ARR) is used to assess how profitable a project or investment is. It determines an investment's average yearly profit or return as a percentage of the initial investment cost.  (Murphy, Ch., 2023) 
ARR calculation formula 
 ARR= Average Annual Profit / Initial Investment 
Project A 

[bookmark: _Toc164849550]Table 10Accounting Rate of Return Calculation Project A (Source: author)
	Project A
	 

	Year
	Net cash flow 

	0
	-5000

	1
	2500

	2
	2000

	3
	1000

	4
	-442

	ARR
	25.28%


Total profit = Sum of Cash flows from year 1 to year 4 
Total profit = 2500 + 2000 + 1000 + (-442) = 5058
Average annual profit = Total profit/number of years 
Average annual profit = 5058 / 4 = 1264.5 
ARR = 1264.5 / 5000 
ARR = 0.2529
As a result, Project A's average accounting rate of return (ARR) is roughly 25.29%
For Project A, the average accounting rate of return (ARR) is roughly 25.29%, which suggests a comparatively good degree of profitability. This ARR indicates that during the duration of the project's lifetime, returns equal to roughly 25.29% of the initial investment should be generated on average. With an ARR this high, Project A appears to have a good chance of generating profitable returns on investment
Project B
[bookmark: _Toc164849551]Table 11Accounting Rate of Return Calculation Project B (Source: author)
	Project B
	 

	Year 
	Net cash flow 

	0
	-1000

	1
	1500

	2
	1000

	3
	1000

	4
	-470

	ARR
	75.75%


Total profit = Sum of Cash flows from year 1 to year 4 
Total profit = 1500 + 1000 + 1000 + (-470) = 3030
Average annual profit = Total profit/number of years 
Average annual profit = 3030 / 4 = 757.5 
ARR = 757.5 / 1000
ARR = 0.7575
For Project B, this means that the average accounting rate of return (ARR) is roughly 75.75%.
With an ARR of 75.75%, the alternative project has a much higher average annual return relative to its initial investment, indicating a more profitable prospect.
In conclusion, Project B is appealing to investors seeking rapid profits because of its high average accounting rate of return (ARR) of approximately 75.75%, which implies good profitability and efficiency. It might, however, ignore elements like risk. Project A's lower ARR of roughly 25.29% can highlight a more conservative approach, potentially offering stability and long-term sustainability, but it may miss out on higher returns and competitiveness. As we can see on previous Payback calculations.

Net Present Value (NPV) The discount rate (cost of capital) is 0.75% 
 NPV determines the present value of all future cash flows produced by a project or investment and applies a predetermined discount rate to bring the value back to the present. If the net present value (NPV) is positive, it means that there will be more cash inflows than outflows from the investment, meaning a profit. On the other hand, since the present value of the money taken out is higher than the present value of the cash inflows, a negative net present value (NPV) indicates that the investment may not be successful. (Fernando, J., 2024) 




NPV Long-term Project Formula 
[bookmark: _Toc164849552]Table 13NPV Formula for long-term project (source Coker, D., 2024)
[image: ]
Project A
[bookmark: _Toc164849553]Table 14NPV Project A (Source: Author)
	Year
	Project A
	Discount factor 0.75%
	NP

	0
	-5000
	1
	-5000

	1
	2500
	0.993555831
	2483.89

	2
	2000
	0.985167078
	1970.33

	3
	1000
	0.977833328
	977.83

	4
	-442
	0.970554172
	-428.98

	 
	 
	NPV
	3.07


The NPV for project A is 3.07
After discounting future cash flows to their present value, Project A's Net Present Value (NPV) of 3.07 shows a positive value in terms of the present. Despite being positive, the NPV is not very high. This implies that Project A might produce some value in addition to the initial expenditure. The project's profitability may be constrained by the NPV's size, and its overall financial impact may be minimal in comparison to higher NPV values.
Project B
[bookmark: _Toc164849554]Table 15NPV Project B  (Source: Author)
	Year
	Project B
	Discount factor 0.75%
	PV

	0
	-1000
	1
	-1000

	1
	1500
	0.993555831
	1490.33

	2
	1000
	0.985167078
	985.17

	3
	1000
	0.977833328
	977.83

	4
	-470
	0.970554172
	-456.16

	 
	 
	NPV
	1997.17


The NPV for project B is 1997.17
Project B has a Net Present Value (NPV) of 1997.17, which, after discounting future cash flows to their present value, shows a highly positive value in present values.  This high net present value (NPV) indicates that Project B could produce significant returns on investment in addition to the initial investment.

Project A investment increased by 10%, and all cash flows fell by 10% NPV 
[bookmark: _Toc164849555]Table 16NPV Project A increased by 10%, and all cash flows fell by 10% NPV (Source: Autor)
	Year
	Project A
	Discount factor 0.75%
	NP

	0
	-5500
	1
	-5500

	1
	2250
	0.993555831
	2235.50

	2
	1800
	0.985167078
	1773.30

	3
	900
	0.977833328
	880.05

	4
	-397.8
	0.970554172
	-386.09

	 
	 
	NPV
	-997.24


Project A initial investment increased by 10%, and all cash flows fell by 10% NPV is -997.24 
A negative NPV indicates that Project A may not generate enough returns to cover its investment due to changes in the project's initial investment and cash flows. This analysis emphasises how important it is to thoroughly consider the financial consequences  of project variable changes and assess how they will affect the generation of value and project profitability. It also shows how important thorough financial analysis and scenario planning are to making wise investment choices and reducing potential hazards related to capital projects.
Project B investment increased by 10%, and all cash flows fell by 10% NPV 
[bookmark: _Toc164849556]Table 17NPV Project A increased by 10%, and all cash flows fell by 10% NPV (Source: Autor)
	Year
	Project B
	Discount factor 0.75%
	NP

	0
	-1100
	1
	-1100

	1
	1350
	0.993555831
	1341.30

	2
	900
	0.985167078
	886.65

	3
	900
	0.977833328
	880.05

	4
	-423
	0.970554172
	-410.54

	 
	 
	NPV
	1597.46


Project B initial investment increased by 10%, and all cash flows fell by 10% NPV is 1597.46 
Project B's cash flow and original investment adjustments resulted in a positive net present value (NPV), demonstrating the project's ongoing ability to create value for the business. Even though the changes have had a slight negative effect on profitability, Project B is still profitable and able to generate returns that outweigh the cost.  
[bookmark: _Toc164847610]Non-financial factors 
In addition to financial factors, management must consider non-financial factors when making investment decisions. These include strategic alignment, market demand, regulatory compliance, environmental and social impact, technological advancements, human resources, risk management, and stakeholder engagement For example, how well the project complies with the mission, vision, and long-term strategic goals of the company. A project is more likely to contribute to an organisation's overall performance and competitive advantage if it aligns with its strategic direction, risk Management and planning where management must identify, evaluate, and take steps to reduce any potential risks related to the project, taking into account the needs for human resources, project success depends on developing a supportive and inclusive organisational environment as well as on employee engagement, skill development, and talent retention. or embracing emerging technologies such as artificial intelligence, blockchain, and automation can drive process improvements and create new business opportunities.
[bookmark: _Toc164847611]Conclusion
After a thorough analysis of all the financial factors and metrics, Project B is the better investment choice because it has a lower payback period, a higher average accounting rate of return (ARR), a positive net present value (NPV), and less risk than Project A. Project B offers a strong chance to boost profitability, accelerate returns, and support the organization's strategic goals thanks to its quick payback period, strong profitability measures, and positive net present value. Thus, Project B's ability to maximise shareholder value, strengthens financial performance. 
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