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The accounting rate of return is the average net income, which assets are expected to generate over the average capital cost. The accounting rate of return is expressed as an annual percentage, and it is used by organizations and companies when making capital marketing decisions. The ratio can also be defined as the estimated profit of a project to the average investment a company has made in the project. 
The average rate of return = 
The ARR uses the annual net profit from an investment, which in most cases, is given as the total revenue less any annual cost accrued in the process of implementing the investment. If the investment made is a fixed asset, the annual profit is calculated by deducting the amount of depreciation form the annual revenue. The amount obtained for the annual profit is then divided by the initial cost of the investment and then multiplying the result by 100 to obtain a percentage. 
The ARR is used as a measure during capital budgeting. When a company or the board of directors, what a quick answer about the profitability of an investment. The rate can be used by itself, but it is most effective when comparing multiple projects. This way, the board can calculate the expected return for each project before making the choice on which project to invest in. Before the decision to make an acquisition or an investment is made, the ARR is first calculated. During its calculation, the acquisition committee or the board of directors must include any expense which is likely to be incurred as a result of the project. Each company has the desired rate of return when making any investment. Therefore, if the calculated rate of return of a project is lower than the desired rate, the company should reject the project. However, if the expected rate of return is equal to or greater than the required rate, then the company can accept the project. However, the choice of a particular investment is based on the return rate. That is, the higher the return rate, the more acceptable a project is. 
Kings Media Services is a company that is a local company in my community which does all forms of news reporting. Just like any other company or organization, Kings Media Services has a goal of creating long –term value. The best way for the company to do so is by allocating resources to business, products, and customers who can deliver the most profitable growth through strategic resource allocation. The company is faced with enormous objectives. The management has many ideas on maintaining the sustainability of the business in the long-term. The many ideas create a dilemma within the company as hard-earned resources are often allocated to different investments without making a proper analysis of the returns. More often, some of the top managers’ end up setting objectives that are not aligned with the goals of the company.  
The company also lacks a clear metric for determining where to create long-term value. The company is not focused enough in coming up with a way of measuring the capabilities of projects (Heckman et al., 2010). The top management of the company does not put much interest in taking the diagnosis of the market and the different strategic positioning within the market. Finally, the company lacks in decision making. The process used by managers in the company decide whether or not to invest in a given project depends on how well the project is presented. None of the managers take their time to check on the expected rate of return as compared to the investment made in the project. As such, the company is prone too making decisions without all the necessary facts (Proctor, 2012). The company is not entirely out of business, but the management has the chance to make the company flourish. 
[bookmark: _GoBack]When any company is making capital budgeting decisions, it is highly essential to consider the strategic allocation of financial resources in the different investments to ensure long-term sustainability (Chan, Lin & Strong, 2009). Kings Media Services needs to ensure that before the implementation of long term projects or investments, the management of the company needs to be aligned. The main objective of the company management should be on how to come up with productive long-term investments by allocating resources to the right projects (Nezlobin, Rajan & Reichelstein, 2012). This way, the company can balance between the present growth and the return trade-off. Second, the company should have a clear line of sight for creating long-term value. The company might opt for the 80/20 rule, where 80% of value-creating is raised from 20% of the allocated resources. This way, the company can focus its remaining resources on other investments. However, it is highly significant that the company makes the right choice of investment.
Making a sure decision about an investment means that the company has to scrutinize each investment individually and then compare it with the others. In the business environment, the most critical thing when making an investment is knowing the number of returns that will be generated from that particular venture (Hsieh & Klenow, 2010). This makes the average rate of return particularly suited for solving this dilemma for the company management. The average rate of return will be particularly useful in the company because it allows for fast computations. Also, the method of choosing an investment during budget financing ensures that the managers assess each investment individually. The managers get to understand the expected returns made by investment and compare them with the number of resources that are likely to finance such projects. In the end, they have an average rate of returns for different projects.
The managers are better positioned to make a long-term choice on what the company will invest in depending on the life of the investment, the expected return date, and other factors that the managers might consider. The average rate of return thus makes decision making and resource allocation straightforward the managers can easily defend their choice of a particular investment. Strategic resource allocating is the process through which the company management makes the right choice in investment. This is done by choosing investment which has good returns on the capital investment (Hsieh & Klenow, 2010). For Kings Media Services, useful resource allocation is required when the management is making important capital budgeting decisions. Implementing the use of the average rate of return on the capital as a metric to measure the worthwhile of different projects is highly recommended to the company. It is good to note that there are new emerging companies which have not been favorably competing with the company. However, reports from different sources state that these companies will give the Kings Media Services a run for their money in the coming years. This means that the company has to make plans now in preparation for very stiff future competition by investing in long-term projects. 
The company should, however, use the average rate of return to determine whether or not to invest in any given project. Currently, media stations are broadcasting using high definition video cameras to give their consumers good quality pictures. The choice of whether or not Kings Media Services should invest in buying new high definition video cameras will be made by considering the different prices of cameras, the total revenue, and the depreciation rate. The company will generate different rates, and from the results, the managers can make the choice on which type or brand of equipment to buy, considering the expected rate of return and the calculated rate of return (Arrow & Kruz, 2013). The company management might also opt to do away with the project if the expected returns are higher than the calculated returns of the investment. The company can easily compare two or more completely unrelated projects and make a choice on which is the most productive. The process of using an average rate of return is quite fast, and it does not require complex computations to arrive at the answer. This makes it particularly useful during important board meetings where the managers have to convince the board to invest in a particular project as compared to another. Using the ratios, the managers can easily sway the executive by making a good presentation. The executive will way on the different investments were resources can be allocated and the processes which are better suited to make good returns. 
Conclusion
For any company, the return rate from an investment made is very critical, and it is used to determine whether or not the company should invest in any given venture. The amount of returns is a handy tool, and its application is highly undoubted. However, alongside this critical tool, it is determining the ARR (Arrow & Kruz, 2013). This is the ration between the returns and the amount of money invested in that particular project. This is very important when clearing the air on exactly how much money a company will generate from investing in a project. Using the number of returns by itself is not very useful since some projects might earn a considerable sum of money in terms of return, while in the real sense, the process of implementation used up too many company resources. Therefore, a company should ensure that before any of its resources are allocated into the different projects with the aim of long-term sustainability, proper vetting of the project is done. Using the average rate of return has by far proven to be a very effective metric for companies to use when determining how to strategically allocate their resources when making decisions about the capital budget. 
Despite the huge benefits accrued by using the average rate of return, the process has a downside. First, the process does not take into account the time value of money. It is assumed that the income in the current year is equal to the income in the future year, which is not so. The process should take into account the present value of all future cash flows. The process does also takes into account the increased risk factor associated with future projects, which have increasingly high variability (Arrow & Kruz, 2013). The process only provides a financial angle on whether or not to consider a project. It does not consider factors such as safety; hence, it provides a non-ideal comparative metric between projects which have very different variables.   
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