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Part 1 Analysis of the Financial Statements of Starbucks
Executive Summary
The aim of this report is to investigate Starbucks' financial health and evaluate the firm's sustainable development. The core component of the study examines the financial statements using statistics to highlight the firm's fiscal health from 2020 between 2021 and what the ratios mean for the organization. Summarizing with a conclusion and recommendations for how it should be operated in the future.
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1. [bookmark: _Toc22204]Introduction
Starbucks is the biggest producer and distributor of coffee goods globally. with over 32,000 stores in 80 countries (Starbucks, 2023).
Schultz was inspired to bring Italy's coffee culture back to Seattle after his first trip there in 1983 because it would give Starbucks a gathering spot and a sense of community. Starbucks rapidly spread to Chicago, Vancouver, and even over the Pacific to Japan. Europe and China were added later.
Starbucks is dedicated to energize its customer, and build a community. It is critical to comprehend the significance of coffee shops to metropolises and the residents who live there.
In the retail and snack shop sectors, the company's main competitors are McDonald's and Costa Coffee (Rivero, 2015).

2. [bookmark: _Toc9623]Analysis of Financial Statements
Financial statements serve the objective of providing data that may be utilized by a variety of stakeholders to decide on investments about the financial health, economic situation, and changes to a company's financial position (Lewis and Pendrill, 2004).
Investment managers convey their opinions on the future of assets by means of profit estimates. Generally, financial goals are used to identify decision-makers and their pay. (Dechow, 1994; Lev, 1989).
2.1 [bookmark: _Toc12628]Profitability Ratios
Using profitability measures, analysts may evaluate how well a firm is managing its expenses (Drake and Fabozzi, 2012).
Profitability is the term used to describe an organization's ability to produce income. By deducting all costs directly related to the generating of income, a firm can make a profit. It is critical to evaluate the economic viability of an organization when determining if its economic transactions and organizational framework are sound.
These profitability ratios are employed to determine how effectively a business generates profits, which includes gross profit margin, operating profit margin, net profit margin, return on equity (ROE), and return on assets (ROA).
2.1.1 [bookmark: _Toc19873]Gross Profit Margin Ratio
The gross profit margin can be used to calculate how much a company made in sales over the cost of the provided goods.
Gross Profit Margin Ratio= (Total sales-COGS)/Total sales x100%
	Financial Year
	2021
	2020

	Revenue
	29,060,600
	23,518,000

	COGS
	8,738,700
	7,694,900

	Profit Margin
	69.99%
	67.28%


This percentage shows Starbucks' exceptional profit margin, which increased between 2020 and 2021 as a result of high sales growth. When the profit margin is examined, it can be seen to be stable, which is a sign of a successful company with capable management. It was clear that the business was successful since its gross profit margin was higher than that of its rivals and the industry standard.
2.1.2 [bookmark: _Toc227]Operating Profit Margin Ratio
Operating profit margin is defined as the difference between operating income and net revenues. It determines profitability after removing the variable costs of production but leaves out interest and tax obligations.
Operating profit margin ratio= Operating profit/ Net sales
	Financial Year
	2021
	2020

	Operating Profit
	4,872,100
	1,561,700

	Net Sales
	29,060,600
	23,518,000

	Operating Profit Margin
	16.77%
	6.64%


The enterprise's profitability is correlated with how much operating profit its commodities sales generate.
Starbucks' operating profit margin increased noticeably from 2020 to 2021 and was greater than the industry average of 8.24%, showing that the company was earning enough from its operational processes to cover both its fixed expenses and its variable costs.
2.1.3 [bookmark: _Toc14989]Net Profit Margin Ratio
A company's capacity to generate profits after deducting taxes is shown by the net profit margin ratio.
Net profit margin ratio= Net profit/ Revenue x100%
	Financial Year
	2021
	2020

	Net Profit
	4,199,300
	928,300

	Revenue
	29,060,600
	23,518,000

	Net Profit Margin
	14.45%
	3.95%









Starbucks was able to generate enough revenue from its sales while controlling its operating costs and administrative spending since the net profit margin increased between 2020 and 2021 and was higher than the 12.69% industry average.
With increasing index size, business sales growth becomes more robust. By altering the net profit margin ratio, Starbucks may be motivated to improve operational effectiveness and profitability while increasing revenue.
2.1.4 [bookmark: _Toc3949]Return on Assets (ROA)
This ratio shows how profitable a business is in comparison to its assets. It determines the net profit generated per asset.
Return on assets= Net income/ Average total assets
	Financial Year
	2021
	2020

	Net Income
	4,199,300
	928,300

	Average Total Assets
	(31392.6+29374.5)/2=30,383,500
	(29374.5+19219.6)/2=24,297,050

	Return on Assets
	13.8%
	3.8%


The ROA shows that for the fiscal years that concluded in 2021 and 2020, separately, the firm generated $0.14 and $0.04 for every dollar of assets it had. It is greater than the industry average of 7.38% and lower than McDonald's ROA of 14.01%.
Starbucks has dramatically increased the rate at which it translates investments into net income, according to the indicator, showing that the corporation has achieved progress in both increasing sales and lowering its operating costs.
2.1.5 [bookmark: _Toc22183]Return on Equity (ROE)
The return on equity ratio evaluates a company's capacity to generate returns on equity investments.
Return on equity= Net income/ Shareholder’s equity
	Financial Year
	2021
	2020

	Net Income
	4,199,300
	928,300

	Shareholder’s Equity
	-5,321,200
	-7,805,100

	Return on Equity
	-78.91%
	-11.89%


Starbucks shouldn't compute ROE because its shareholders' equity is negative.
Starbucks' ROE in 2021 was -78.91%, comparable to that of its rival but lower than the industry average of 31.42%.
Massive debts or inconsistent profitability are among the most common issues when shareholders' equity is negative. For successful businesses that have used cash flow to buyback their own stocks, there are several exceptions. For many organizations, this serves as a replacement for dividend payments, and over time, it may reduce equity levels to the point where the calculation is negative.
Nonetheless, the bulk of negative or extremely high ROE numbers should be viewed as a warning sign that requires additional investigation.
2.2 [bookmark: _Toc3350]Liquidity Ratio
The liquidity ratios of a company indicate its capacity to pay short-term obligations (Ignacio, 2012).
The capacity of current assets to be turned into cash at the conclusion of a specified time frame is known as liquidity. Also, it shows a company's capacity to pay off obligations using money or other resources that can be easily converted into cash.
The liquidity ratios that will be evaluated include the current ratio, quick ratio, and cash ratio.
2.2.1 [bookmark: _Toc27747]Current Ratio
The potential of a corporation to satisfy short-term financial obligations is measured by its current ratio. It shows how a company may optimize the current assets to pay off its other payables and current debt.
Current ratio= Current assets/ Current liabilities
	Financial Year
	2021
	2020

	Current Assets
	9756.4
	7806.4

	Current Liabilities
	8151.4
	7346.8

	Current Ratio
	1.20
	1.06


A corporation has the ability to maintain its short-term sustainability if its current ratio is greater than 1.00.
According to a study of the current ratios for 2020 and 2021, Starbucks' current ratio increased from 1.06 to 1.20, falling short of McDonald's 1.78 and the industry's 1.21.
A higher current ratio is preferable because it demonstrates the company's capacity to use current resources to cover its obligations. Hence, it must pay $1.2 for every dollar in liabilities, according to this. 
Yet, if the current ratio is below the industry standard, there may be a greater risk of instability or default.
2.2.2 [bookmark: _Toc4578]Quick Ratio
The ability of a business to pay off all of its short-term obligations using its total quick assets is measured by this ratio.
Quick Ratio= Current Assets- Inventory/ Current Liabilities
	Financial Year
	2021
	2020

	Current Assets
	9756.4
	7806.4

	Inventory
	1603.9
	1551.4

	Current Liabilities
	8151.4
	7346.8

	Quick Ratio
	1.00
	0.85


The business would possess sufficient funds to pay 85% of its debt commitments in fiscal year 2020 if it had to liquidate its current assets. The increase in current assets is what caused the subsequent increase to 1 in 2021.
Starbucks may not be able to quickly settle all of its existing liabilities since its quick ratio in 2020 was less than 1.
While the quick ratio on average is predicted to be 1 in 2021. That means the business has precisely the proper quantity of assets on hand to cover all of its current commitments.
The corporation has the money on hand to pay back short-term debts. Also, because of this ratio, the company does not overspend on its liquid assets.
2.2.3 [bookmark: _Toc13733]Cash Ratio
This calculation compares a company's total cash and cash equivalents to its current obligations. The cash ratio is used to evaluate a company's capacity to pay down short-term debt with readily available liquidated resources.
Cash Ratio= Cash+Cash Equivalents/ Total Current Liabilities
	Financial Year
	2021
	2020

	Cash+Cash Equivalents
	6455.7
	4350.9

	Total Current Liabilities
	8151.4
	7346.8

	Cash Ratio
	0.79
	0.59


By 2021, Starbucks' cash ratio had gradually increased. The average cash to equity ratio at Starbucks was higher than the average industry of 0.68 and lower than the benchmark at McDonald's, which was 1.17. Due to its negative cash ratio, Starbucks has greater cash and cash equivalents than current liabilities. It shows a dearth of money for covering short-term debt.
2.3 [bookmark: _Toc12871]Efficiency Ratios
The effectiveness of a company's operations determines how effectively it handles its resources. A company that is performing well should be able to afford to purchase capital assets, cover operational costs, and offer products and services. To evaluate a company's operating efficiency, a variety of ratios can be employed. Inventory turnover, working capital turnover, the assets turnover ratio, payable turnover, capital turnover, and accounts receivable turnover ratio are some of these ratios.
They are directly relevant to how efficiently business dealings are transformed into cash (Davies, 2011).
2.3.1 [bookmark: _Toc22158]Accounts Receivable Turnover
How quickly a business receives money for the products and services it provides is determined by the turnover of its accounts receivable. It is used to provide information about the overall cash flow and net worth. The amount of accessible operating cash is examined by the receivable turnover to determine operational effectiveness. The ratio also monitors how regularly over a given time period a firm's receivables are turned into cash.
Accounts Receivable Turnover= Net Credit Sales/ Average Accounts Receivable
	Financial Year
	2021
	2020

	Net Credit Sales
	29060.6
	23518

	Average Accounts Receivable
	(940+883.4)/2=911.7
	(883.4+879.2)/2=856.3

	Accounts Receivable Turnover
	31.88
	27.46


The turnover of Starbucks' receivables grew between 2020 and 2021, exceeding the 22.62 average for the consumer discretionary industry.
Starbucks may be successful at recovering its debts if its accounts receivable turnover ratio is high.
Starbucks has good asset liquidity, quick accounts receivable recovery, and strong short-term solvency.
2.3.2 [bookmark: _Toc25956]Accounts Payable Turnover
The accounts payable turnover ratio reveals how efficiently a company pays its immediate suppliers and bills. The turnover of accounts payable provides information on how often a company pays its accounts payable over a certain length of time.
Accounts Payable Turnover= Net Credit Purchases/ Average Accounts Payable
Net Credit Purchases=COGS+Ending Inventory- SI
	Financial Year
	2021
	2020

	Net Credit Purchases
	9738.7+1603.9-1551.4=9791.2
	7694.9+1603.9-1529.4=7769.4

	Average Accounts Payable
	(1211.6+997.9)/2=1104.75
	(997.9+1189.7)/2=1093.8

	Accounts Payable Turnover
	8.86
	7.10


In comparison to the Consumer Discretionary average of 4.69, Starbucks' payment turnover climbed gradually during 2020 and 2021. This confirms that Starbucks has sufficient money on hand to satisfy all of its immediate financial liabilities.
A ratio that has been steadily rising can be a sign that the business isn't putting money back into its operations, which might result in slower long-term expansion and decreased profits.
As a result, Starbucks should generate enough revenue to pay off its loans quickly without sacrificing the chance to invest in other companies.
2.3.3 [bookmark: _Toc10067]Assets Turnover Ratio
The assets turnover ratio assesses how well a company uses its assets to generate revenue or sales, as well as how much it uses those same assets to sustain operations and make a profit.
Assets Turnover Ratio= Net Sales/ Average Total Assets
	Financial Year
	2021
	2020

	Net Sales
	29,060,600
	23,518,00

	Average Total Assets
	(31392.6+29374.5)/2=30383.55
	(29374.5+19219.6)/2=24297.05

	Accounts Turnover Ratio
	0.96
	0.97


Although it decreased between 2020 and 2021, Starbucks' assets turnover ratio was still greater in 2021 than the 0.89 industry average for consumer discretionary goods. Due to the slowdown in asset turnover, which also impacted the company's sales capacity, asset utilization efficiency has declined. The decrease in sales brought on by COVID-19 is the cause of the lower asset turnover.
Yet, if assets exceeded revenues, it can mean that the company has a large amount of inventories or assets that aren't being used to create revenue.
2.3.4 [bookmark: _Toc12765]Capital Turnover Ratio
Capital turnover is a financial ratio that gauges how well a business may use equity money to boost sales.
Capital Turnover Ratio= Total Sales/ Shareholder’s Equity
	Financial Year
	2021
	2020

	Total Sales
	29060.6
	23518

	Shareholder’s Equity
	-5321.2
	-7805.1

	Capital Turnover Ratio
	-5.46
	-3.01


When the shareholders' equity balance is negative, liabilities exceed assets.
Between 2020 and 2021, Starbucks' capital turnover ratio drastically decreased, demonstrating that neither its own capital nor the money contributed by shareholders is being fully utilized.
2.3.5 [bookmark: _Toc3627]Inventory Turnover Ratio
Inventory turnover is thought to be the best way for measuring the efficiency ratio. This is because it provides accurate and timely information about how effectively a business is using the products it buys.
Inventory Turnover Ratio= Cost of Goods Sold/Average Inventory
	Financial Year
	2021
	2020

	Cost of Goods Sold
	20,669,600
	18,458,900

	Average Inventory
	(1603.9+1551.4)/2=1577.65
	(1551.4+1529.4)/2=1540.4

	Inventory Turnover Ratio
	13.1
	11.9


The inventory turnover at Starbucks increased between 2020 and 2021. Compared to the 6.88 recorded by the consumer discretionary industry, Starbucks' inventory turnover was higher. This shows the company's strong sales, but it can also indicate that there aren't enough stocks on hand.
2.3.6 [bookmark: _Toc32427]Working Capital Turnover Ratio
Working capital turnover measures the relationship between the resources used to fund an organization's operations and the revenue required for a business to generate a profit.
Working Capital Turnover Ratio= Sales/ Working Capital
Working Capital= Current assets- Current Liabilities
	Financial Year
	2021
	2020

	Sales
	29060.6
	23518

	Working Capital
	9756.4-8151.4=1605
	7806.4-7346.8=459.6

	Working Capital Turnover Ratio
	18.1
	51.1


This ratio indicates that working capital is being utilized at a lower rate, and although sales may not be enough, they are still higher than the 13.21 for the Consumer Discretionary industry.
2.4 [bookmark: _Toc29021]Solvency Ratios
The company's obligations are broadly explained by the solvency ratios, which also demonstrate whether cash flows can cover fixed costs and interest payments. Assets that are often financed from both inside and outside funding include bonds, bank borrowings, securities convertible into loans, and short-term obligations like overdrafts and accounts payable (Gitman, 2008).
In a situation where the corporation has little control over the receivables being collected, the employer needs to keep enough cash on hand to handle the short-term volatility that is brought on by this (Fadel and Parkinson, 1978).
2.4.1 [bookmark: _Toc3940]Debt Ratio
It helps determine organizational leverage by comparing total debt to total assets. The financial resources that the company utilizes to carry out its operational activities should be evaluated.
Debt Ratio= Total Liabilities/ Total Assets



	Financial Year
	2021
	2020

	Total Liabilities
	36707.1
	37173.9

	Total Assets
	31392.6
	29374.5

	Debt Ratio
	1.17
	1.26


The debt ratio is decreasing from 2020 to 2021, which implies that management is using less debt to finance its activities.
A corporation may have more debt than assets if its debt to asset ratio exceeds one and could potentially default on its debts if interest rates unexpectedly increase.
When a company has a high debt ratio, its financial situation is less solid, its long-term solvency is weaker, and investors are less likely to invest money in it.
2.4.2 [bookmark: _Toc19175]Equity Ratio
In addition to the amount of equity, the equity ratio assesses a company's use of leverage, how well it manages its obligations, and how it finances its asset requirements. Investments in assets are also examined.
Equity Ratio= Total Equity/ Total Assets
	Financial Year
	2021
	2020

	Total Equity
	-5321.2
	-7805.1

	Total Assets
	31392.6
	29374.5

	Equity Ratio
	-0.17
	-0.27


If the equity ratio is negative, then liabilities must be greater than assets.
Low ratios reflect Starbucks' weak financial standing and diminished ability to repay long-term debt.
2.4.3 [bookmark: _Toc12229]Debt to Equity Ratio
By comparing a company's total liabilities to shareholder equity, the debt-to-equity ratio gauges how heavily it depends on debt.
Debt to Equity Ratio= Total Debt/ Total Equity
	Financial Year
	2021
	2020

	Total Debt
	14,615,800
	15,909,500

	Total Equity
	-5,321,200
	-7,805,100

	Debt to Equity Ratio
	-2.75
	-2.04


In 2021, Starbucks' debt-to-equity ratio was less than the industry average of 1.57%, which had gotten worse from 2020 to 2021. The negative debt-to-equity ratio indicates that Starbucks has a high debt burden and may not be capable of producing sufficient revenue to satisfy its debt commitments.
2.4.4 [bookmark: _Toc29286]Interest Coverage Ratio
The ability of a company to pay interest on its existing obligations is assessed by the interest coverage ratio.
Interest Coverage Ratio= EBIT/ Interest Expense
EBIT= Net Income+ Interest Expense+ Tax Expense
	Financial Year
	2021
	2020

	EBIT
	5825,700
	1605,000

	Interest Expense
	469,800
	437,000

	Interest Coverage Ratio
	12.4
	3.67



The interest coverage ratio for Starbucks Inc. increased from 2020 to 2021 and was higher than the industry average of 11.01 in that year.
With this ratio, it can be observed that Starbucks' operating earnings in 2021 will be sufficient to pay for its interest payments 12.4 times as opposed to 3.67 times in 2020. In summary, the company is in a good position to repay the interest on its loan.
Profitability is enough to guarantee interest payments and take away the possibility of defaulting on debt. Together with paying interest on bank loans, Starbucks earnings can be used to increase manufacturing and replenish working capital.

3. [bookmark: _Toc28803]Limitations of Ratio Analysis
Corporate ratio analysis results are based on historical performance. These might not accurately reflect a company's status today or in the future. Performance ratio evaluations are frequently misleading when other factors that might not always be simple to measure are ignored, like client contentment. It's possible that some of the measures used in ratio analysis are inconsistent.
Calculating the ratios for a single company for a specific year is also fairly challenging. It would be more appropriate to compare businesses that compete in the same industry and look at how a company has evolved over the years. Considering that all ratios are pertinent for all sectors may also produce incorrect results. Ratios' information would vary for various industries (Nadar and Wadhwa, 2019).
Yet, difficulties always exist because it is sometimes hard to identify another firm that is exactly comparable to the firm under examination. Also, there's a chance that the organization has changed so drastically in latest days that any conclusions drawn about ratio changes are now meaningless.
Also, the expansion of a number of financial ratios to demonstrate connections between different financial indicators has presented difficulties for a variety of stakeholders (Bhattacharya, 2007).

4. [bookmark: _Toc5917]Conclusion
According to an examination of Starbucks' financial statements' many components, the business is doing well. Although the company lacks long-term solvency, it has a robust financial structure thanks to strong short-term liquidity and great profitability.
The fiscal 2021 statistics for Starbucks show the general durability and power of the business. As a consequence of the business sector's pandemic rebound, total revenues increased by 24% to $29.1 billion in fiscal 2021 from $23.5 billion in fiscal 2020. This shows an economically secure business due to the fact that with such money it is easier for the firm to invest in state-of-the-art equipment and to explore more regions within and outside of the United States.

5. [bookmark: _Toc10158]Recommendation
Due to the downturn in asset turnover, which also impacted the company's sales capacity, asset utilization efficiency has declined.
The decline in our credit ratings should be taken into consideration by Starbucks as it may restrict the amount of new funding that is available and raise the cost of acquiring financing to support our ambitions.
The company should employ more equity financing to cover its debts, which remain a vulnerability, as shown by the leverage ratios, as the company can reduce the interest costs that would be paid if it utilised loans and other forms of financing.
Because it provides the company with the opportunity to assure development by ensuring that efficiency is high and they are receiving the most return possible to offset the current deficit they are facing, Starbucks should increase its working capital ratio.
The company must enhance current asset acquisitions and keep tight control over inventory levels to make sure it has a strong liquidity position to handle its short obligations.











[bookmark: _GoBack]
Part 2 Wales Company Investment Programme
Executive Summary
The aim of the report is to present how investment decisions are made for Wales Company on programme (A) or (B). 
There are six sections to this report. The first section includes a succinct introduction of investment decision. Second, utilise four methods to study the sound investment decision between two programme, including ARR, NPV, IRR and PP. The third part is to analyse why decision-makers continue to prefer non-discounting methods. The fourth part assesses other factors that should be considered before making an investment decision. Conclusion and recommendations are presented in the final two sections for Wales Company’s potential development.
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1. [bookmark: _Toc8705]Introduction
For a business to grow and survive in the fierce marketplace, it must make investments.
An organisation's long-term capital assets are distributed with a concentration on tactical capital spending. It emphasized the importance of cash flow over profit (Pike et al., 2018).
For businesses to survive and succeed in the long run, good financial management and capital investment decisions are essential.
Investment choices allow businesses to put money into actual assets, which bring in money and provide revenues to assist the business pay its debts and stay afloat (Brealey et al., 2011).
Analysis of potential investments in long-term assets that are anticipated to yield benefits is done through capital budgeting (Peterson and Fabozzi, 2002). Each investment study should contain a DCF, which incorporates several discounting models such as NPV and IRR and considers the time value of money (Brigham and Ehrhardt, 2002).
Moreover, there are a few investment analysis tools that do not use cash flow discounting. Among them, the accounting rate of return (ARR) and payback period (PP) are the two most widely used (Ross, 2007).

2. [bookmark: _Toc9160]Evaluation of Investment Options
[bookmark: _Toc23217]2.1 Discounted Cash Flow Analysis
Discounted cash flow (DCF) analysis is commonly employed as a financial and economic method to evaluate the sustainability of an investment and in capital budgeting (David and Maria, 2008).
It emphasizes the significance of the time value of money theory. Most major commercial organizations use net present value (NPV) and internal rate of return (IRR), which are seen as more comprehensive than the conventional payback and accounting rate of return approaches.
[bookmark: _Toc23020]2.1.1 Net present value
Net present value is calculated by deducting the initial expenditures from the total of the net yearly cash flows, which have been discounted at a ratio that reflects the cost of an investment in the financial market with a comparable risk level. If a project has a positive NPV, it is viable.
NPV takes time value of money into consideration. Discounting converts cash flows at many different times to a single valuation foundation, allowing for direct comparison. It has a close connection to the objective of investors’ return.
NPV for Machine A
	
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Machine (A)
	(100,000)
	40,000
	50,000
	55,000
	45,000
	30,000+30,000


Machine (A) could be sold for ￡30,000
Discount rate: 20%
NPV=CF0+++ ... +
    =(+++)-
=￡45,698.30
NPV for Machine B
	
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Machine (B)
	(100,000)
	25,000
	40,000
	35,000
	75,000
	25,000+25,000


Machine (B) could be sold for ￡25,000
Discount rate: 20%
NPV=CF0+++ ... +
    =(+++)-
=￡25,128.60
Choice of machine on basis of NPV
Both projects have positive NPVs when using a 20% discount rate, which increases shareholders value. An improvement in the company’s financial performance and a yield greater than the required minimum rate are both indicated by a positive NPV (Fabozzi and Drake, 2009). But, Machine A is better than Machine B since it generates more revenue.
[bookmark: _Toc9805]2.1.2 Internal Rate of Return
The internal rate of return (IRR) is a term used in financial evaluation to measure the sustainability of investment options. The net present value (NPV) of all cash flows is set to zero in a discounted cash flow analysis via the use of the internal rate of return (Vernimmen, 2018).
The time of all financial flows is logically managed while being considered. IRR's primary flaw, though, is that it doesn't deal with how shareholders' wealth is created in a direct manner. Hence, it can typically provide the same messages as NPV, but it might be misleading in cases when there are competing projects of various sizes.
IRR must be determined repeatedly by trial and error or by utilizing software designed to compute IRR because it cannot be determined simply by using analysis tools.
IRR for Machine (A)
	
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Machine (A)
	(100,000)
	40,000
	50,000
	55,000
	45,000
	30,000+30,000


CF0+++ ... +=0
-100,000+++++=0
IRR=38.31%
IRR for Machine (B)
	
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Machine (B)
	(100,000)
	25,000
	40,000
	35,000
	75,000
	25,000+25,000


CF0+++ ... +=0
-100,000+++++=0
IRR=29.36%
Choice of machine on basis of IRR
The term IRR, which includes the potential revenues and expenses over the course of a project, stands for average percentage return on investment. Programmes with an IRR over the cost of capital are achievable; the larger the IRR, the more attractive the project.
It could seem that the project with the larger IRR is the better option. Programme (A) is ranked higher in this instance than Programme (B).
[bookmark: _Toc292]2.2 Non-discounting Approaches
Non-time value techniques, which are frequently employed as assessment instruments, do not compare the worth of money today to that in the future. The accounting rate of return and the payback method are two non-time value evaluative methods.
[bookmark: _Toc5662]2.2.1 ARR
The accounting rate of return is to give an indication of the project's profitability over the course of the asset's life. Instead of cash flows, it compares the project's average yield to the investment.
Instead of concentrating only on the cash flows generated, this strategy may offer a more comprehensive understanding of the effect by reviewing earnings, cost reductions, and expenditures related to the investment. ARR is limited, however, in that it lacks the consideration of the time worth of money, much like the payback approach does. Moreover, this strategy relies on profits rather than financial flows. ARR is unsuitable as the primary investment assessment approach due to these significant flaws.
ARR=×100%
ARR for Machine A
	
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Machine (A)
	(100,000)
	40,000
	50,000
	55,000
	45,000
	30,000+30,000


Average annual operating profit=
 -  = 50,000-14,000=￡36,000
Average investment = ==￡35,000
ARR==1.02

ARR for Machine B
	
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Machine (B)
	(100,000)
	25,000
	40,000
	35,000
	75,000
	25,000+25,000


Average annual operating profit=
 - =45,000-15,000=￡30,000
Average investment=  =￡37,500
ARR==80%
Choice of machine on basis of ARR
The ARR measures the project's average accounting profit as a percentage of the average investment; Project profitability grows alongside rising ARR.
The ARR of Machine A is 102%. Machine B's ARR is 80%. Thus, Machine A is more appealing.
[bookmark: _Toc30302]2.1.2 Payback period
Payback period (PP) analysis is another method for evaluating potential investments. This is the amount of time needed for net cash inflows to equal initial investment for a project. Since it takes into account time and works with cash instead of earnings, the PP approach aims to address the ARR method's two main drawbacks.
When estimating how quickly an investment will recoup its cash outlay and when assessing if a project is suitable for investment, payback period is a relevant indicator (Boardman et al., 1982).
The timing of cash flows, however, is unimportant to the PP technique. After-payback cash flows are not taken into account. As a result, it disregards the entire profitability of an investment.
PP for Machine A
	Year
	Cash flow
	Cumulative cash flow

	0
	(100,000)
	(100,000)

	1
	40,000
	(60,000)

	2
	50,000
	(10,000)

	3
	55,000
	45,000

	4
	45,000
	90,000

	5
	60,000
	150,000


Towards the end of the third year, as can be seen, the total cash flows start to turn positive. The exact payback period would be: 2 years+() years=2.18 years
PP for Machine B
	Year
	Cash flow
	Cumulative cash flow

	0
	(100,000)
	(100,000)

	1
	25,000
	(75,000)

	2
	40,000
	(35,000)

	3
	35,000
	0

	4
	75,000
	75,000

	5
	50,000
	125,000


Towards the conclusion of the third year, the total cash flows start to turn positive. The payback period would be: 3 years.
Choice of machine on basis of Payback period
Managers that are focused in increasing shareholders’ value should prioritize the early cash inflows from Machine A. Most of the investment's startup investment have been recovered by the end of the second year. Also, there have been larger cash inflows overall during the programme.
The corporation has a stronger chance of making money thanks to Programme A, which will pay off faster. The first programme, according to the payback period method, is a preferable investment if the company wants to stress quickly recovering its capital spending.

3. [bookmark: _Toc2305]Popularity of non-discounting methods
Firstly, PP is simple to use and comprehend. It can prevent the issues associated with making long-term predictions. When there is a higher degree of confidence in the correctness of their expected value, early cash flows are given greater significance. It accentuates the necessity of liquidity.
Secondly, the time of the break-even point is solely taken into account by the PP. It can be applied as a risk timing indicator in analyses of capital budgets. For a long time prior to the break-even point, executives are inclined to be great risk evaders (Choi and Levary, 1987).
Thirdly, when it comes to the timing of cash flows from investment projects, shareholders and managers have distinct preferences. Regardless of which investment project has a shorter payback period, most stockholders are unconcerned about the difference between two projects with similar net present values. Professional managers, on the other hand, frequently take the safe route when it comes to investment projects. They frequently choose shorter payback periods and tend to be risk-averse. This may help to explain why, in spite of being long regarded as a less suitable decision rule than discounted cash flow approaches, the payback method is still widely used in operation (Chen and Clark, 1994).
Third, the prevalence of PP may also suggest an absence of managerial competence. In comparison to bigger companies, smaller ones use discounted cash flow methods (NPV and IRR) significantly less frequently (Atrill and McLaney, 2019).

4. [bookmark: _Toc17443]Other factors considered before making investment decision
Inflation Rate
Consistent increases in the cost of basic goods and services cause inflation, which lowers the purchasing power of money.
Taxation
Corporate taxes differ based on the kind of investment. The investor must consider the impact of income taxes in order to obtain a massive net after-tax profit.
Working capital
Long-term asset investments and any additional rises in working capital must be represented as cash outflows as needed over the course of one or more years, which must be balanced out by cash inflows to bring the overall balance to zero by the project's conclusion.
The length of the project and risk
Expected and actual results frequently deviate greatly from one another. When it comes to capital expenditure, the longer the project will take to complete, the more time there will be for errors can occur; therefore, the influence might be bigger with a huge investment (David and Crawford, 2011).

5. [bookmark: _Toc21004]Recommendation
The biggest advantage of programme A is that its NPV is far greater than programme B. Meanwhile, this is also where the largest weakness of programme B.
The programme A's estimated NPV of £45,698.30 indicates that the project's future cash flows will be ample for the company to cover all project financing expenses and to give shareholders a fair return.
From the perspective of the shareholder, this indicates that the business could borrow £145,698.30 (the cost plus the NPV) to buy the equipment, distribute a dividend of £45,698.30, and continue to use the money left over from the project to pay the interest.
The internal rate of return for investment machine A is 38.31%, which is greater than programme B's 29.36% and indicates that the project can endure the maximum annual currency devaluation of that amount.
ARR and payback period are also greater for Programme A because this is often a less riskier investment. The less risk a business has of suffering a possible loss on the venture, the faster it may recover its initial investment.
Based on the above four analysis methods, Wales Company should invest in machine A. It has the highest net present value and thus is the most attractive to shareholders. 

6. [bookmark: _Toc24856]Conclusion
Information that is pertinent and valuable may be obtained using non-time value approaches like payback period and accounting rate of return. There are, however, more sophisticated models that may be applied. These models frequently employ the time value of money concept.
Only NPV is a totally reasonable strategy for evaluating the efficacy of each of these strategies. As it accounts for the time value of money and evaluates in absolute amounts of cash, NPV offers a more effective method for evaluating investment prospects than either ARR or PP.
With the use of four investment analysis techniques, which demonstrate that program A is more lucrative than B, The Wales Company should invest machine A.
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Appendix
STARBUCKS CORPORATION
             CONSOLIDATED STATEMENTS OF EARNINGS
(in millions, except per share data)


[image: ]




STARBUCKS CORPORATION
CONSOLIDATED BALANCE SHEETS
(in millions, except per share data)

Oct 3,
2021
Sep 27,
2020
ASSETS

Current assets:
	Cash and cash equivalents
	$ 
	6,455.7 
	$ 
	4,350.9 

	Short-term investments
	 
	162.2 
	 
	281.2 

	Accounts receivable, net
	 
	940.0 
	 
	883.4 

	Inventories
	 
	1,603.9 
	 
	1,551.4 

	Prepaid expenses and other current assets
	 
	594.6 
	 
	739.5 

	Total current assets
	 
	9,756.4 
	 
	7,806.4 

	Long-term investments
	 
	281.7 
	 
	206.1 

	Equity investments
	 
	268.5 
	 
	478.7 

	Property, plant and equipment, net
	 
	6,369.5 
	 
	6,241.4 

	Operating lease, right-of-use asset
	 
	8,236.0 
	 
	8,134.1 

	Deferred income taxes, net
	 
	1,874.8 
	 
	1,789.9 

	Other long-term assets
	 
	578.5 
	 
	568.6 

	Other intangible assets
	 
	349.9 
	 
	552.1 

	Goodwill
	 
	3,677.3 
	 
	3,597.2 

	TOTAL ASSETS
	$ 
	31,392.6 
	$ 
	29,374.5 

	LIABILITIES AND SHAREHOLDERS' EQUITY/(DEFICIT)
	
	
	
	

	Current liabilities:
	
	
	
	

	Accounts payable
	$ 
	1,211.6 
	$ 
	997.9 

	Accrued liabilities
	 
	1,973.2 
	 
	1,160.7 

	Accrued payroll and benefits
	 
	772.3 
	 
	696.0 

	Income taxes payable
	 
	348.0 
	 
	98.2 

	Current portion of operating lease liability
	 
	1,251.3 
	 
	1,248.8 

	Stored value card liability and current portion of deferred revenue 
	 
	1,596.1 
	 
	1,456.5 

	Short-term debt
	 
	— 
	 
	438.8 

	Current portion of long-term debt
	 
	998.9 
	 
	1,249.9 

	Total current liabilities
	 
	8,151.4 
	 
	7,346.8 

	Long-term debt
	 
	13,616.9 
	 
	14,659.6 

	Operating lease liability
	 
	7,738.0 
	 
	7,661.7 

	Deferred revenue 
	 
	6,463.0 
	 
	6,598.5 

	Other long-term liabilities
	 
	737.8 
	 
	907.3 

	Total liabilities
	 
	36,707.1 
	 
	37,173.9 

	Shareholders’ deficit:
	
	
	
	

	Common stock ($0.001 par value) — authorized, 2,400.0 shares; issued and outstanding, 1,180.0 and 1,173.3 shares, respectively
	 
	1.2 
	 
	1.2 

	Additional paid-in capital
	 
	846.1 
	 
	373.9 

	Retained deficit
	 
	(6,315.7)  
	(7,815.6) 

	Accumulated other comprehensive income/(loss)
	 
		147.2 	 
	(364.6)

	Total shareholders’ deficit
	 
	(5,321.2)  
	(7,805.1) 

	Noncontrolling interests
	 
		6.7 	 
	5.7 

	Total deficit
	 
	(5,314.5)  
	(7,799.4) 

	TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY/(DEFICIT)
	$ 
		31,392.6 	$ 
	29,374.5 





STARBUCKS CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)                              
              Oct 3,     Sep 27         Sep 29,
               2021       2020          2019                                                              
Fiscal Year Ended	                                                                                                                                                         
OPERATING ACTIVITIES:
Net earnings including noncontrolling interests	$ 4,200.3 	$ 924.7     	$ 3,594.6 
Adjustments to reconcile net earnings to net cash provided by operating activities:
	Depreciation and amortization	 1,524.1 	 1,503.2 	           1,449.3 
	Deferred income taxes, net	 (146.2)  	(25.8)  	(1,495.4) 
	Income earned from equity method investees	 (347.3)  	(280.7)  	(250.6) 
	Distributions received from equity method investees	 336.0 	 227.7 	 	216.8 
	Net gain resulting from divestiture of certain operations	 (864.5)  	—  	(622.8) 
	Stock-based compensation	 319.1 	 248.6 	 	308.0 
	Goodwill impairments	 —      	     —                 10.5 
	Non-cash lease cost	 1,248.6 	 1,197.6 	 	   — 
	Loss on retirement and impairment of assets	 226.2 	454.4 	 	 142.6 
	Other	             (6.0)          24.5  	45.3 
Cash provided by/(used in) changes in operating assets and liabilities:
	Accounts receivable	 (43.0)  	(2.7)  	(197.7) 
	Inventories	 (49.8)  	(10.9)  	(173.0) 
	Prepaid expenses and other current assets	 251.1 	(317.5)    	922.0 
	Income taxes payable	 286.1 	 (1,214.6)  	1,237.1 
	Accounts payable	 189.9 	 (210.8)    	31.9 
	Deferred revenue	 (6.1)  	        31.0              (30.5) 
	Operating lease liability	 (1,488.1)  	  (1,231.4)  	 — 
	Other operating assets and liabilities	 358.7 	 280.5 	 	(141.1) 
Net cash provided by operating activities	 5,989.1 	  1,597.8 	 	   5,047.0 
INVESTING ACTIVITIES:
Purchases of investments	 (432.0)  	(443.9)  	(190.4) 
Sales of investments	 143.2 	186.7 	             298.3 
Maturities and calls of investments	 345.5 	73.7 	              59.8 
Additions to property, plant and equipment	 (1,470.0)  	 (1,483.6)  	   (1,806.6) 
Net proceeds from the divestiture of certain operations	 1,175.0 	 — 	               684.3 
Other	                                                             (81.2)        (44.4)              (56.2) 
Net cash used in investing activities                                     (319.5)        (1,711.5)         (1,010.8) 
FINANCING ACTIVITIES:
Repayments of commercial paper	 (296.5)  	        —                 — 
Proceeds from issuance of short-term debt	 215.1 	 1,406.6 	              — 
Repayments of short-term debt	 (349.8)  	  (967.7)  	 — 
Proceeds from issuance of long-term debt	                 —          4,727.6 	          1,996.0 
	Repayments of long-term debt
	 
	(1,250.0)  
	— 	 
	(350.0)

	Proceeds from issuance of common stock
	 
		246.2 	 
		298.8 	 
	409.8 

	Cash dividends paid
	 
	(2,119.0)  
	(1,923.5)  
	(1,761.3) 

	Repurchase of common stock
	 
		— 	 
	(1,698.9)  
	(10,222.3)

	Minimum tax withholdings on share-based awards
	 
	(97.0)  
	(91.9)  
	(111.6)

	Other
	 
		— 	 
	(37.7)  
	(17.5)

	Net cash provided by/(used in) financing activities
	 
	(3,651.0)  
		1,713.3 	 
	(10,056.9)

	Effect of exchange rate changes on cash and cash equivalents
	 
		86.2 	 
		64.7 	 
	(49.0)

	Net increase/(decrease) in cash and cash equivalents
	 
		2,104.8 	 
		1,664.3 	 
	(6,069.7) 

	CASH AND CASH EQUIVALENTS:
	
	
	
	

	Beginning of period
	 
		4,350.9 	 
		2,686.6 	 
	8,756.3 

	End of period
	$ 
		6,455.7 	$ 
		4,350.9 	$ 
	2,686.6 

	SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
	
	
	
	


Cash paid during the period for:
	Interest, net of capitalized interest
	
	$ 
	501.1 
	$ 
	396.9 
	$ 
	299.5 

	Income taxes
	
	$ 
	756.3 
	$ 
	1,699.1 
	$ 
	470.1 
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