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Executive Summary

This academic business report is split into two parts, Part One reviews Tesco PLC’s 2024 financial performance and Part Two appraises investment options for Westward Plc. In Part One, Tesco’s financial performance provides critical insights for investors and stakeholders, informing decisions on capital allocation, dividend policy, and overall confidence in the company’s strategic direction. Tesco demonstrates improvements in profitability, liquidity and operational efficiency over the period. However, increasing leverage and a weakening interest cover indicate increased debt-related exposure, which could constrain Tesco’s ability to invest in strategic initiatives. Consequently, strategic recommendations focus on protecting operating margins, strengthening cash flow generation, and exercising restraint over further debt-financed growth, alongside continued investment in digital capabilities and workforce productivity to maintain competitive advantage. Part Two focuses on Westward Plc, where a careful evaluation of investment options is essential to ensure that limited capital is allocated to projects that maximise growth potential, strengthen market positioning, and deliver the highest returns under financial constraints. For Westward Plc, three mutually exclusive investment options were evaluated using Net Present Value (NPV) and Internal Rate of Return (IRR) techniques. Option B has the highest standalone NPV, but under capital rationing, the optimal investment portfolio involves undertaking Options A and B in full and a proportion of Option C, reflecting both financial viability and strategic growth considerations. Accordingly, a blended financing strategy that combines retained earnings with debt and equity financing is recommended to optimise funding costs while managing financial risk and minimising shareholder dilution. Ultimately, the findings highlight that disciplined financial management, prudent capital structuring and rigorous investment appraisal are essential to achieving long-term sustainable growth, maintaining shareholder confidence, and ensuring strategic resilience in a competitive market environment.
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Introduction 
This report has been prepared to address two distinct but complementary aspects of financial management and decision-making. Part One provides a comprehensive analysis of the financial health and performance of Tesco Plc, while Part Two evaluates a proposed investment programme for the board of Westward Plc using established investment appraisal techniques. 
Tesco plc is one of the United Kingdom’s leading retail organisations and a constituent of the FTSE 100 Index. Founded in 1919, it has grown into a multinational grocery and general merchandise retailer with operations across Europe and Asia. As Tesco notes, “We understand the pressures that our customers have faced this year… we work relentlessly to keep the weekly shop as affordable as possible” (Tesco plc, 2023). This statement underscores the retailer’s commitment to customer value and price-competitiveness in challenging economic times. As previously mentioned, the purpose of this report is to conduct a comprehensive financial and strategic analysis of Tesco plc to assess its financial performance, management decision-making and the ability to deliver shareholder value. The analysis will draw on Tesco’s published annual reports (Tesco plc, 2022; 2023; 2024), key financial ratios and strategic management concepts. Where relevant, Tesco’s performance is considered in relation to broader UK grocery retail benchmarks. The report aims to identify financial strengths, weaknesses, and the implications of Tesco’s financial management for future sustainability. Methodologically, the report applies ratio analysis, trend evaluation, and strategic interpretation. Effective financial management is crucial for sustainable growth and strategic decision-making, and this analysis aims to offer clear, data-driven insights into key areas of the business, (Atrill and McLaney, 2022). 
Nevertheless, the primary objective of Part One is to leverage financial statement analysis, specifically through the calculation and critical evaluation of key performance ratios, to assess the company’s operational efficiency, liquidity, solvency and ability to deliver sustainable shareholder value, (Brigham and Ehrhardt, 2019). Five critical categories of financial ratios are examined: profitability, liquidity, efficiency, gearing and investor ratios. This analysis considers trends over time, explores possible reasons for changes in performance, and acknowledges the inherent limitations of ratio analysis. Based on the findings, Part One concludes with actionable recommendations designed to enhance the financial management and overall performance of Tesco plc. Full financial statements for Tesco Plc are retrieved from FTSE-100, and the detailed workings for all ratio calculations are included in the appendix. 
Part Two of the report shifts focus from historical financial analysis to forward-looking investment decision making and considers Westward Plc, a manufacturer of high-quality curtains, which is evaluating three strategic investment options as part of a four-year plan. Using discounted cash flow techniques, primarily Net Present Value (NPV) and Internal Rate of Return (IRR), Part Two assesses the financial viability of each proposal under conditions of uncertainty, taxation and capital constraints. Capital rationing is also examined to determine the optimal investment strategy when funds are limited. Collectively, this report demonstrates how financial statement analysis and investment appraisal techniques support informed managerial decision-making. By integrating retrospective performance evaluation with prospective investment assessment, the report highlights the critical role of financial management in enhancing organisational performance, managing risk and creating long-term shareholder value. This cohesive use of financial statement analysis and investment appraisal supports informed managerial decision-making and long-term value creation by directly linking financial evaluation to strategic investment choices, (Olayinka, 2022).
Main Findings
Task 1
Tesco plc operates within the highly competitive UK retail sector, which is influenced by changing consumer behaviour, inflationary pressures, and digital transformation, the financial management team must prioritise cost control, cash flow, and resource allocation to support these objectives. With over 3,400 UK stores, Tesco’s strategy emphasises customer loyalty, price competitiveness, and sustainable growth. As Tesco itself states, “Tesco was built to be a champion for customers, serving them every day with affordable, healthy and sustainable food.”, (Tesco plc, 2024). This quote highlights the company’s customer-centric positioning and its commitment to value and sustainability, these are key elements in supporting its competitive strategy. However, Tesco’s strategic and financial decisions are significantly shaped by external PESTLE factors, which influence its capital allocation, cost management and long-term investment priorities, (Gupta, 2013). Politically, the company must plan for regulatory uncertainty relating to trade agreements, labour policy and industry-specific levies, all of which directly affect labour costs, supply-chain expenses and long-term capital commitments. Recent increases in employer National Insurance contributions and packaging-related taxes illustrate how policy changes can raise operational costs and necessitate more robust financial planning and risk management, (SeafoodSource, 2024). Internationally, political stability influences Tesco’s supply-chain design and investment in global sourcing, requiring strong financial and operational risk-mitigation strategies, (Li and Zeng, 2024). 
Economic pressures including high inflation, and the ongoing cost-of-living crisis requires Tesco to manage pricing competitiveness while absorbing rising input costs, (Reuters, 2025). Consequently, Tesco has intensified efficiency measures and strengthened its working-capital management, including optimising inventory, negotiating supplier terms and reducing operational waste to preserve liquidity and margins, (The Guardian, 2024). Economic volatility also influences the timing of capital investment, making financial prudence essential when consumer spending becomes unpredictable. Social factors such as shifting consumer expectations, the rise of online grocery shopping and growing demand for sustainable and ethical retail practices require significant long-term investment, in digital infrastructure, ethical sourcing and customer-value initiatives, (Fu, 2024). Sustainability expectations, in particular, have pushed Tesco to invest in emissions reduction, responsible sourcing and ESG-linked programmes across the supply chain, (Orcan, 2023). Financial managers must evaluate the return on investment (ROI) for these projects to ensure they are profitable long-term, especially with the high costs of running delivery fleets. ESG and sustainability commitments, such as transitioning to electric delivery vehicles, require dedicated funding and alignment between sustainability performance and corporate financing strategies. Technological factors play a central role in Tesco’s financial planning, with substantial investment directed toward digital operations, automation and data analytics. The expansion of online retail, fulfilment automation and data-driven decision-making, exemplified by innovations in Clubcard analytics, require ongoing capital expenditure and justify the need for long-term digital investment strategies, (Seifert and Markoff, 2024; Vega-Carrasco et al., 2020). These investments enable the company to understand consumer behaviour, allowing financial management to justify expenditure by demonstrating how data-driven insights enhance profitability via personalised marketing and more accurate demand forecasting. At the same time, the need for continuous technological innovation necessitates careful financial planning, Tesco must balance significant capital expenditures on new systems and tools with ongoing cost control measures to ensure sustainable growth and maintain strong financial health. Legal factors, including food safety, competition law and data-protection requirements, necessitate ongoing compliance spending and strong risk-management frameworks. Exposure to market, compliance and operational risks requires robust enterprise-risk oversight to protect financial stability, (Mitchell et al., 2020). Financial management plays a crucial role in controlling these costs while minimising the risk of substantial fines and regulatory penalties. 
In addition, Tesco faces exposure to a variety of operational and financial risk, including credit, market and compliance risks. A robust enterprise risk management framework, overseen by financial management, is essential to identify, assess and mitigate these risks effectively, ensuring the company’s long-term financial stability and resilience. Finally, environmental pressures including Tesco’s commitments to carbon neutrality and sustainable sourcing, require extensive capital budgeting for energy transition, low-carbon supply-chain initiatives and sustainability-linked financing structures, such as green bonds and supplier-incentive schemes, (Tesco PLC, 2025; Smart Energy Decisions, 2023). These goals necessitate the development of innovative financing strategies, including offering favourable financing terms to eco-friendly suppliers to encourage sustainable practices across the supply chain. Similarly, the shift towards renewable energy and other sustainable initiatives requires careful capital budgeting. Long-term, capital-intensive projects must be planned strategically to ensure alignment with Tesco’s broader financial performance objectives, while supporting the company’s commitment to environmental responsibility and sustained competitive advantage, (Barney, J.B. 1991). Together, these factors demonstrate how external PESTLE dynamics influence Tesco’s financial strategy, shaping investment decisions, risk management and long-term organisational resilience.
Financial Analysis
Strategically, Tesco aims to maintain market leadership through strategic change by focusing on operational efficiency, competitive pricing and delivering superior customer value, (Johnson, Scholes and Whittington, 2020). Their financial management underpins these strategic goals by carefully managing liquidity, controlling costs and prioritising investments in technology, data analytics and sustainability initiatives. Furthermore, robust risk management, compliance oversight and adaptive financial planning enables the company to navigate economic volatility, regulatory changes and evolving market conditions, ensuring that resources are allocated effectively to support both short-term performance and long-term growth.
With these strategic and financial management priorities in mind, it is essential to examine Tesco’s recent financial performance to assess how effectively these objectives are being implemented. A detailed review of the company’s financial statements from 2023 to 2024 provides insight into revenue growth, profitability, liquidity, and capital allocation decisions, (Tesco PLC 2023;2024). This analysis will highlight key trends, strengths, and potential areas of concern, forming the basis for a comprehensive evaluation of Tesco’s financial health and its ability to sustain long-term strategic goals. The review focuses on the income statement, balance sheet, and cash flow statements, by analysing these documents, it becomes possible to assess how Tesco’s strategic priorities, such as operational efficiency, investment in technology and sustainability, and risk management, are reflected in its financial outcomes. The review also considers the impact of external factors including the economic conditions, regulatory changes and competitive pressures on Tesco’s financial results. Understanding these trends provides a foundation for subsequent ratio analysis and benchmarking against competitors, allowing a clear evaluation of the company’s financial strengths, weaknesses, and capacity to generate shareholder value. 
For the profitability analysis, Tesco demonstrates a broadly improving profitability profile between 2023 and 2024. Gross profit margins remain stable at around 7%, which is broadly consistent with the UK grocery retail sector average of approximately 6% to 8%, indicating effective cost of sales management despite ongoing inflationary pressures in food retail, (Armstrong and Taylor, 2020). Operating margins increase marginally from 4.0% to 4.14%, outperforming the sector benchmark of around 3%, reflecting improved operational efficiency and cost discipline within store operations and supply chain activities, (McKinsey & Company, 2023). The most significant development is the sharp improvement in net profit margin, rising from 1.12% to 2.59%, driven primarily by increased post-tax profit and reduced exceptional costs, (Smith, J. and Thompson, R. 2021). Although net margins remain modest compared to non-food retailers, they are strong relative to grocery sector norms, where margins typically range from 1% and 3%, (GuruFocus, 2025). Return on Assets (ROA) increases substantially from 1.61% to 3.75%, exceeding the retail sector benchmark of approximately 2% to 3%, suggesting that Tesco is utilising its assets base more efficiently to generate earnings. Return on Equity (ROE) rises sharply from 6.03% to 15.12%, moving closer to the retail industry benchmark of around 12% to 15%, this reflects stronger profitability but also signals an increased reliance on financial leverage as equity declined year-on-year, (KPMG, 2023). This indicates stronger returns for shareholders, although partly driven by increased leverage. This shows that Tesco’s profitability trends suggest strengthening performance, improved cost management and a recovering post-COVID retail environment. Liquidity analysis indicates a noticeable improvement in Tesco’s short-term financial position in 2024. The current ratio increases from 0.72 to approximately 0.81, moving Tesco within the grocery sector norm of approximately 0.6 to 0.8 and closer to the conventional benchmark of 1.5, indicating an improved ability to meet short-term obligations. Similarly, the quick ratio increases from 0.58 to 0.68, exceeding the typical grocery benchmark of around 0.4 and suggesting that Tesco can meet short-term liabilities without reliance on inventory. These improvements are strategically important because they reduce financial risk, enhances operational flexibility, and supports price competitiveness in a highly competitive market, (PwC, 2024). The efficiency analysis shows Tesco’s operational efficiency remain stable. Asset turnover improves slightly from 1.43 to 1.45, aligning with sector averages of approximately 1.4 to 1.6 and demonstrating consistent utilisation of Tesco’s large asset base to generate revenue, (Kenton, 2022). Inventory turnover marginally decreases from 24.3 to 23.86, which remains well above typical retail benchmarks of around 10 to 15 times, reflecting efficient stock management despite possible strategic inventory buffering to mitigate supply chain risk. Receivables days remain extremely low at around 7 days, consistent with Tesco’s predominately cash-based retail model and outperforming general retail norms. Payables days increase slightly from 58.73 to 59.66 days, exceeding the industry benchmark of approximately 45 to 55 days, indicating Tesco continues to leverage strong bargaining power with suppliers to optimise working capital. Overall, Tesco’s efficiency performance shows operational consistency and robust working-capital management, supporting a strong competitive position. Tesco’s leverage increases modestly over the period. The debt-to-equity ratio rises from 1.14 to 1.29, exceeding the retail sector benchmark of approximately 0.6 to 0.8 and indicating greater reliance on debt financing. The debt ratio also increases slightly from 0.31 to 0.32, reflecting higher leverage within capital structure. Meanwhile, interest cover declines from 4.03 to 3.42, falling below the commonly accepted benchmark of 5 to 6 times, signalling Tesco has less headroom to service interest obligations amid rising borrowing costs. Although gearing remains manageable, this trend suggests rising financial risk and a reduced capacity to absorb external shocks such as interest rate increases or economic downturns, (Deloitte, 2023). Investor performance indicators present mixed results. Earnings per share rise sharply from 0.1035 to 1.2499, reflecting the significant improvement in net profitability. However, this contrasts with a substantial decline in share price from 463p to 195p, which depresses the price-to-earnings (P/E) ratio down from 44.7 to 7.80, and places it well below Tesco’s historical average and the sector benchmark of approximately 18 to 20 times. This divergence suggests cautious market sentiment despite stronger operational fundamentals. Dividend yield remains broadly stable at 2.35% to 2.21%, slightly below the FTSE 100 average of approximately 3% to 4%, while dividend cover strengthens from 0.95 to 2.06, exceeding the benchmark level of 1.5 and indicating that dividends are now well supported by earnings, (FTSE Russell, 2024). Tesco’s financial ratios for 2023 to 2024 indicate a strengthening operational and financial position, with improved profitability, liquidity and efficiency, suggesting effective cost management, improved cash flow, and robust commercial performance. Although, rising leverage and declining interest cover highlight increasing financial risk, while weaker share prices performances reflect ongoing investor caution despite improved fundamentals. 
Focusing on Tesco’s 2024 financial performance, profit margins improved notably, with operating and net profit margins rising, suggesting stronger cost control, improved operational efficiency, and a reduction in exceptional costs compared to the prior year. These improvements are likely driven by post-COVID recovery in consumer demand, tighter cost management across supply chain operations, and pricing adjustments implemented to offset inflationary pressures in the grocery sector. Returns to shareholders also increased significantly, as reflected in the sharp improvements in ROA and ROE, indicating more effective utilisation of assets and stronger profit generation relative to shareholder equity. However, the rise in ROE is also partly attributable to a reduction in equity levels, which suggests that improved shareholder returns are accompanied by increased financial leverage rather than profitability alone.
Liquidity ratios, including the current and quick ratio, indicate that Tesco is better positioned than in 2023 to meet its short-term obligations. This improvement reflects stronger working-capital management, higher current assets, and a significant reduction in short-term borrowing, (Tesco PLC, 2023). While liquidity remains below conventional benchmarks levels, the upward trend suggests reduced short-term financial pressure and improved operational resilience. Efficiency ratios were broadly stable, with a slight increase in asset turnover indicating consistent revenue generation from Tesco’s extensive asset base. However, while these ratio movements indicate improving financial performance, ratio analysis has inherent limitations. Ratios are influenced by accounting policies, inflation, and seasonal trading patterns, and therefore should be interpreted alongside qualitative and strategic factors rather than in isolation (Atrill and McLaney, 2023). The marginal decline in inventory turnover may reflect deliberate stock buffering to manage supply chain uncertainty, while the increase in payables days suggests Tesco is extending payment terms with suppliers to support cash flow. While this strengthens liquidity, prolonged reliance on supplier financing could strain supplier relationships if not carefully managed. Despite these positive trends, Tesco’s capital structure indicates rising financial risk. Increased debt-to-equity and a marginally higher debt ratio, combined with weak interest cover, suggests greater reliance on debt financing and reduced headroom to absorb future interest rate rises or economic shocks, (Simply Wall St, 2025). According to Brigham and Ehrhardt (2022), increased financial leverage can enhance shareholder returns during periods of strong performance, but it also raises financial risk by reducing flexibility and increasing exposure to interest rate volatility, a risk that is reflected in Tesco’s declining interest cover.  Although leverage remains manageable, continued increase could constrain future investment in capacity and elevate financial risk.  Market-based performance metrics present mixed results, while earnings per share grew substantially, the significant fall in the price-to-earnings ratio reflects either improved earnings relative to share price or cautious investor sentiment amid broader sector pressures. Dividend performance slightly declined, but stronger dividend cover indicates improved sustainability of shareholder payouts, overall, Tesco’s 2024 ratios reflect enhanced profitability and liquidity, moderate efficiency but a cautious need to monitor rising debt levels with resource-based strategies, (Day, 2014). 
However, ratio analysis has several limitations that must be acknowledged. Ratios are based on historical financial data and may not fully reflect current market conditions or future performance. Comparability can be distorted by differences in accounting policies, inflations, seasonality, and one-off exceptional items. In addition, ratios provide limited insight into qualitative factors such as brand strength, customer loyalty, or management capability, which are particularly important in the retail sector. As such, ratios should be interpreted alongside strategic, market, and non-financial information. According to the IASB (2021), management commentary plays a critical role in complementing financial ratios by providing narrative explanations of strategic objectives, key risks, and forward-looking information, thereby enabling stakeholders to make more informed economic decisions. Based on this analysis, several recommendations can be made to improve Tesco’s financial management. Tesco should prioritise stabilising its capital structure by moderating further increases in debt and improving interest cover through cautious borrowing and improved operating cash flows. Continued focus on cost efficiency and margin protection will be essential to sustain profitability in a highly competitive market. The company should also maintain disciplined working-capital management while ensuring supplier relationships are not adversely affected by extended payment terms. Finally, enhancing transparency around strategic investment and long-term growth initiatives may help rebuild investor confidence and support share price recovery. Collectively, these actions would strengthen Tesco’s financial resilience while supporting sustainable long-term value creation. 
Task 2
Investment appraisal is a crucial aspect of financial management, enabling organisations to evaluate the financial viability of long-term projects and allocate resources effectively. Westward Plc, a manufacturer of high-quality curtains, is considering three strategic investment options as part of a four-year expansion plan. These options include expanding its retail outlet (A), developing an internet sales channel (B), or diversifying into the production of wooden and Roman blinds (C). Each proposal requires a significant initial investment and carries different risk and return profiles. This report evaluates the options using discounted cash flow techniques which occur at year-end, primarily the Net Present Value (NPV) method, assuming the cost of capital of 6%, (Brealey et al., 2020; Ross et al., 2022). The analysis incorporates corporation tax at 25% and capital allowances at 20% on a straight-line basis over the four-year project life. Following the NPV assessment, the Internal Rate of Return (IRR) of the preferred option is calculated, it is important to mention there is no residual/scrap value assumed and capital allowances are fully claimable, (Brigham & Ehrhardt, 2022). The report then interprets the results for management, discussing both the theoretical strengths and practical limitations of investment appraisal techniques. Capital rationing is also considered under funding constraints, before concluding with recommendations on the most appropriate sources of finance to support the proposed investment programme, (Dayanada et al., 2002).  
As previously mentioned, to ensure a realistic assessment the projected cash flows for each investment option were adjusted to reflect corporation tax at 25% and capital allowances at 20% on a straight-line basis over the four-year period. Capital allowances reduce taxable profits and generate a tax shield, thereby enhancing overall project value. Evaluating investments on the basis of discounted cash flows ensures that decisions are aligned with long-term value creation rather than short-term accounting profits. By discounting after-tax cash flows at the firm’s cost of capital, management is better able to assess whether proposed investments contribute to shareholder value and support strategic performance objectives, (Walsh, 2010; Marr, 2012). The after-tax cash flows were discounted to their present values using the 6% discount rate and aggregated to determine their present value. For Westward Plc specifically, the NPV analysis indicates that all three investment options generate positive NPVs, suggesting that each proposal is financially viable and would add value to the company. In this context, Option A, which involved expanding the existing retail outlet, produces a positive NPV of approximately £643,000. Option B, focused on developing internet sales, generates a higher NPV of around £792,000, reflecting stronger projected cash inflows relative to its investment cost. Option C, which proposes diversification into wooden and Roman blinds, produces a substantially positive NPV of approximately £743,000, despite requiring the largest initial investment. Based on NPV decision rule, Option B represents the most attractive standalone investment in terms of absolute shareholder wealth creation. Be that as it may, under capital rationing, the combination of Options A, B and C delivers the highest total NPV, with Option C included proportionally despite having a lower standalone NPV.
The IRR is an investment appraisal technique that identifies the discount rate at which the net present value of expected cash inflows equals the initial investment, resulting in a net present value of zero. In practical terms, the IRR provides an estimate of the percentage return a project is expected to deliver over its economic life. From a managerial perspective, it reflects the expected rate of return generated by a project and allows comparison with the organisation’s cost of capital. A project is considered acceptable if its IRR exceeds the required rate of return, as this indicates that the project is expected to generate value to shareholders. The IRR was calculated for Option C, which represents a major strategic expansion. While Option B has the highest standalone NPV, Options C’s strong IRR supports its inclusion in the optimal investment portfolio. Using interpolation between discount rates, the approximate IRR for Option C was estimated at approximately 17.7%, significantly exceeding the company’s 6% cost of capital. This confirms that Option C is financially viable and generates returns well above the required rate of return, supporting its inclusion in the optimal investment portfolio under capital rationing conditions.
Net Present Value is widely regarded as the most theoretically robust investment appraisal technique because it incorporates the time value of money and directly measures value creation, (Atrill, 2019; CIMA, 2022). Unlike non-discounting methods, NPV explicitly accounts for the time of value of money and considers all cash flows over the entire project life. Discounted cash flow techniques adjust for risk by applying a required rate of return that reflects both time value and uncertainty in future cash flows, (Bekaert, 2017). To expand on this, it also uses the cost of capital as the discount rate, ensuring that the risk and financing costs associated with the investment are incorporated into the decision-making process. As a result, NPV provides a clear and objective basis for comparing mutually exclusive investment options and identifying the project that maximises long-term value for the firm. Despite the theoretical superiority of discounted cash flow techniques, non-discounting methods such as the payback period and accounting rates of return remain popular among managers. One key reason for this is their simplicity and ease of interpretation, particularly for non-financial managers, (Drury, 2020). Payback, for example, focuses on how quickly an initial investment can be recovered, which is useful in assessing liquidity risk and exposure to uncertainty. Additionally, non-discounting methods require fewer assumptions and less complex calculations, making them attractive for preliminary screening of investment proposals. However, these methods are limited because they ignore the time value of money and, in some cases, fail to consider cash flows beyond the payback period. While financial appraisal techniques provide essential quantitative insights, investment decisions should not be based solely on numerical results. Westward Plc should also consider strategic, operational and qualitative factors before committing to a major expansion. These include market demand for new products, competitive intensity, operational capability, supply chain reliability and potential risks associated with new technologies or production processes.  Financing growth initiatives requires careful consideration of internal and external funding sources, particularly for firms seeking to balance expansion with financial stability, (Bhimani, 2022; Kersten et al., 2017). Furthermore, organisational capacity, workforce skills, and alignment with the company’s long-term strategic objectives are critical considerations. External factors such as economic conditions, inflation, and changes in consumer behaviour may also affect the long-term success of the investment. Incorporating these broader considerations alongside financial metrics enables a more balanced and informed decision. 
In situations where capital is limited, companies must prioritise projects that generate the highest value relative to the investment required. Assuming Westward Plc has £2.5 million available and that the projects are divisible, capital rationing was addressed using the profitability index (PI), defined as the ratio of the present value of inflows to the initial investment. Based on this measure, Option A ranked highest (PI = 2.07), followed by Option B (PI =1.79) and Option C (PI = 1.46). Accordingly, Westward Plc should fully invest in Options A and B and allocate the remaining funds proportionally to Option C. This investment policy maximises total NPV under the capital constraint and ensures optimal deployment of limited financial resources. By adopting this strategy, the company can achieve the highest possible overall return while operating within its financial constraints. Once the preferred investment option has been identified, Westward Plc must determine how best to finance the proposed expansion. One potential source of finance is retained earnings, which offer a low-risk and cost-effective option as they do not involve interest payments or dilution of ownership. However, reliance on retained earnings may limit the scale of investment and reduce funds available for other strategic initiatives. Alternatively, the company could consider debt financing through bank loans or corporate borrowing. Debt offers the advantage of tax-deductible interest payments and allows existing shareholders to retain control. However, increased borrowings and reliance on debt finance exposes firms to higher financial risk and may place pressure on cash flows, particularly in periods of rising interest rates, (Saunders et al., 2021). While equity financing provides long-term capital without repayment obligations and reducing insolvency risk, it may dilute existing shareholders’ control and require higher expected returns, whereas debt financing retains ownership but increases fixed obligations and leverage risk, (Pike and Neale, 2009; Kester, Kim and Nofsinger, 2012).
Conclusion 
This report has evaluated three potential investment options available to Westward Plc using discounted cash flow techniques. The NPV analysis demonstrates that all three projects are financially viable, with Option B generating the highest standalone net present value, making it the most attractive single investment. Given limited investment funds, Option C also contributed significantly to the optimal investment portfolio alongside Options A and B, ensuring strategic growth while maximising total value under financial constraints. The IRR analysis further supports the recommendation of Option C, indicating that it delivers returns well above the company’s cost of capital. However, the investment decision should not solely rely on financial metrics. Strategic alignment, operational feasibility, market conditions and risk considerations must also be assessed to ensure long-term success. Subject to these broader considerations, it is recommended that Westward Plc proceeds with Option C, supported by a balanced financing strategy that combines internal funds with prudent external borrowing. This approach will enable the company to pursue growth opportunities while maintaining financial stability and long-term value creation. Effective management of capital structure and financing decisions can significantly influence a company’s profitability and long-term financial stability, highlighting the importance of carefully balancing equity and debt levels, (Lazaridis and Tryfonidis, 2006).
The Board of Westward Plc must carefully consider the financing strategy for the proposed investment programme to ensure both affordability and strategic flexibility. The primary sources of finance available include equity financing, debt financing and retained earnings. Equity financing, such as issuing new shares, provides permanent capital and reduces financial risk because no fixed repayments are required. However, it can dilute existing shareholders’ ownership and may be more expensive in terms of cost of capital, (Moles and Terry, 1997; Jensen, 1986). Debt financing, through bank loans or bonds, while preserving ownership and offering tax advantages from deductible interest, increases leverage risk and financial repayment obligations, and can reduce financial flexibility during downturns, (Modigliani and Miller, 1958; Myers, 2001). Nevertheless, higher leverage increases financial risk and may constrain future cash flows due to mandatory interest and principal repayments. Retained earnings represent an internal and cost-effective source of funds that does not involve additional obligations or dilution, but availability may be limited and using them could restrict reinvestment in other strategies areas. The choice of financing method influences shareholder value, as higher leverage can impose greater risk on equity holders, while over-reliance on external equity can dilute earnings per share and shareholder control, (Rappaport, 1986).
For Westward Plc, given that the total required investment of £2,500,000 across the preferred projects is substantial but not excessively high, a balanced financing mix is recommended. The company could finance the majority of the programme through retained earnings and internal cash reserves to minimise interest obligations, supplementing this with a moderate level of debt to preserve liquidity and take advantage of the interest tax shield. Equity issuance could be considered only if additional capital is required for strategic flexibility or to support potential unforeseen expansions. This approach would allow Westward Plc to maintain financial stability, limit risk exposure, and ensure the investment programme can be delivered efficiently, maximising value for shareholders while supporting long-term growth objectives.
In conclusion, the financial and strategic analyses undertaken throughout this report underscore that both operational performance and investment appraisal are critical to sustaining organisational growth and enhancing shareholder value, (Van Horne and Wachowicz, 2008). Tesco’s strengthening profitability, liquidity and efficiency ratios highlight the importance of prudent financial oversight, while the Westward Plc investment appraisal illustrates how rigorous evaluation of risk, return and capital structure informs sound decision-making. Effective allocation of resources, combined with careful consideration of financing options, ensures that organisations can pursue growth opportunities without compromising financial stability, (Damodaran, 2010). Ultimately, the integration of analytical techniques, strategic insight, and prudent financial management provides a robust foundation for long-term competitiveness, organisational resilience, and value creation for stakeholders.
Appendix: 
Part 1 - Tesco Ratio Analysis: Interpretation of 2023–2024 Financial Performance

Link to Tesco’s 2023 Annual Financial Statements - https://www.tescoplc.com/media/u1wlq2qf/tesco-plc-annual-report-2023.pdf 
Link to Tesco’s 2024 Annual Financial Statements -  https://www.tescoplc.com/media/zgvhd0dn/tescos_ar24.pdf 
Appendix A: TESCO DATA INPUT TABLE		
	£ - Million	£ - Million
Metric	2023	2024
---------------------------------------------------------------	
Revenue (Sales)	65,762	68,187
Cost of Sales	61,005	62,836
Gross Profit	4,690	4,849
Operating Profit (EBIT)	2,630	2,821
Profit Before Tax	2,076	2,289
Net Profit / Profit After Tax	737	1,764
---------------------------------------------------------------	
Current Assets	12,725	16,606
Inventory	2,510	2,635
Receivables	1,315	1,349
Cash & Cash Equivalents	2,465	2,340
Current Liabilities	17,721	20,472
Trade Payables	9,818	10,264
Short-Term Borrowings	5,581	1,536
---------------------------------------------------------------	
Total Assets	45.87bn	47.04bn
Total Equity	12.23bn	11.67bn
Total Debt / Borrowings (Total)     	14bn	15bn
Interest Expense	652	824
---------------------------------------------------------------	
Shares in Issue	7.12bn	7.06bn
Share Price (year-end, pence)	463p	195p
Dividend Per Share (DPS)	10.9p	12.1p
		Appendix B: TESCO KEY RATIOS SUMMARY TABLERatio20232024	Change↑↓---------------------------------------------Gross Profit Margin7.13%7.11%↓ Slight decreaseOperating Profit Margin4.00%4.14%↑ ImprovementNet Profit Margin1.12%2.59%↑ Strong improvementROA1.61%3.75%↑ Significant improvementROE6.03%15.12%↑ Major improvement---------------------------------------------Current Ratio0.721.24↑ Improved liquidityQuick Ratio0.581.05↑ Improved liquidity---------------------------------------------Asset Turnover1.431.45↑ Small improvementInventory Turnover24.323.86↓ Slight decrease		Receivables Days7.30 days7.22 days↓ Slight improvement		Payables Days58.73 days59.66 days↑ Slight increase---------------------------------------------Debt-to-Equity1.141.29↑ Higher gearing	Debt Ratio0.310.32↑ Slight increaseInterest Cover4.033.42↓ Weaker cover---------------------------------------------EPS£0.10 £1.25 ↑ Very large increaseP/E Ratio44.77.8↓ Significant fallDividend Yield2.35%2.21%↓ Slight decreaseDividend Cover0.952.06↑ Strong improvement
		

Appendix C: Tesco Financial Ratios vs Industry Benchmarks	 	 	 
Ratio	Tesco 2024	Benchmark	Assessment
Gross Profit Margin	7.11%	8–12%	Slightly below benchmark
Operating Profit Margin	4.14%	3–5%	Within/above benchmark
Net Profit Margin	2.59%	1.5–3%	Strong performance
ROA	3.75%	5–10%	Below benchmark
ROE	15.12%	15–20%	At lower end of benchmark
Current Ratio	1.24	1.0–1.2	Strong liquidity
Quick Ratio	1.05	0.5–1.0	Strong liquidity
Asset Turnover	1.45	1.2–1.5	Good efficiency
Inventory Turnover	23.86	20–25	Within benchmark
Receivables Days	7.22 days	5–15 days	Within benchmark
Payables Days	59.66 days	30–60 days	Upper end but acceptable
Debt-to-Equity	1.29	1.0–1.5	Acceptable but rising
Debt Ratio	0.32	0.3–0.5	Healthy leverage
Interest Cover	3.42	4–6	Weaker cover
EPS	£1.25 	Varies	Strong improvement
P/E Ratio	780	10–20	Not meaningful due to EPS swing
Dividend Yield	2.21%	2–4%	Within benchmark
Dividend Cover	2.06	2.0–2.5	Strong cover




Appendix D: FULL RATIO CALCULATIONS FOR TESCO (2023 & 2024)

(All values in £ millions unless stated otherwise)	 	 
 	 	 
 	 	 
 	2023	2024
1. Profitability Ratios	 	 
1.1 Gross Profit Margin = Gross Profit / Revenue	 	 
(= 4,690 / 65,762 = 0.0713)	7.13%	 
(= 4,849 / 68,187 = 0.711	 	7.11%
 	 	 
1.2 Operating Profit Margin = EBIT / Revenue	 	 
(= 2,630 / 65,762 = 0.0399)	4.00%	 
(= 2.821 / 68,187 = 0.414)	 	4.14%
 	 	 
1.3 Net Profit Margin = Net Profit / Revenue	 	 
(= 737 / 65,762 = 0.0112)	1.12%	 
(= 1,764 / 68,187 = 0.0259)	 	2.59%
 	 	 
1.4 Return On Assets (ROA) = Net Profit / Total Assets 	 	 
(= 737 / 45,870 = 0.0161)	1.61%	 
(= 1,764 / 47,040 = 0.0375)	 	3.75%
 	 	 
1.5 Return On Equity (ROE) = Net Profit / Total Equity	 	 
(= 737 / 12,230 = 0.0603)	6.03%	 
(= 1,764 / 11,665 = 0.1512)	 	15.12%
 	 	 
2. Liquidity Ratios	 	 
2.1 Current Ratio = Current Assets / Current Liabilities	 	 
(= 12,725 / 17,721 = 0.72)	0.72	 
(= 16,606 / 20,472 = 0.81)	 	0.81
 	 	 
2.2 Quick Ratio = (Current Assets - Inventory) / Current Liabilities 	 	 
 = (12,725 - 2,510) / 17,721 = 10,215 / 17,721 	0.58	 
 = (16,606 - 2,635) / 20,472 = 13,971 / 20,472	 	0.68
 	 	 
3. Efficiency Ratios	 	 
3.1 Asset Turnover = Revenue / Total Assets	 	 
 = 65,762 / 45,870 	1.43	 
 = 68,187 / 47,040	 	1.45
 	 	 
3.2 Inventory Turnover = Cost Of Sales / Inventory 	 	 
 = 61,005 / 2,510 	24.3	 
 = 62,838 / 2,635 	 	23.86
 	 	 
3.3 Receivables Days = (Receivables / Revenue) x 365	 	 
 = (1,315 / 65,762) x 365 = 0.0200 x 365 	7.30 days 	 
 = (1,349 / 68,187) x 365 = 0.0198 x 365	 	7.22 days 
 	 	 
3.4 Payables Days = (Payables / Cost Of Sales) x 365	 	 
 = (9,818 / 61,005) x 365 = 0.161 x 365	58.73 days 	 
 = (10,264 / 62,836) x 365 = 0.163 x 365	 	59.66 days
 	 	 
4. Gearing / Leverage Ratios	 	 
4.1 Debt-to-Equity = Total Debt / Total Equity	 	 
(= 14,000 / 12,230)	1.14	 
(=15,000 / 11,665)	 	1.29
 	 	 
4.2 Debt Ratio = Total Debt / Total Assets	 	 
(= 14,000 / 45,870)	0.31	 
(= 15,000 / 47,040)	 	0.32
 	 	 
4.3 Interest Cover = EBIT / Interest Expense	 	 
(= 2,630 / 652)	4.03	 
(= 2,821 / 824)	 	3.42
 	 	 
5. Investor Ratios (£)	 	 
5.1 Earnings Per Share (EPS) = Net Profit / Shares In Issue 	 	 
Shares = 7.12bn - 7,120m = 737 / 7,120 	0.1035	 
Shares = 7.06bn - 7,060m = 1,764 / 7,060	 	0.2499
 	 	 
5.2 Price-to-Earnings (P/E) = Share Price / EPS	 	 
(= 4.63 / 0.1035)	44.7	 
(= 1.95 / 0.2499)	 	7.8
 	 	 
5.3 Dividend Yield = DPS / Share Price	 	 
(= 10.9 / 463 = 0.0235)	2.35%	 
(= 12.1 / 195 = 0.0621)	 	6.21%
 	 	 
5.4 Dividend Cover = EPS / DPS 	 	 
(= 0.1035 / 0.109)	0.95	 
(= 0.2499 / 0.121)	 	2.06


KEY Information To Add:
2023 share price: 463p → £4.63
2024 share price: 195p → £1.95
DPS 2023 = 10.9p = £0.109
DPS 2024 = 12.1p = £0.121

Part 2 - Investment Appraisal Calculations for Westward Plc
Appendix A: Key Assumptions
Project life: 4 years
Cost of capital (discount rate): 6%
Corporation tax rate: 25%
Capital allowances: 20% straight-line
All cash flows occur at year-end
No residual value assumed
Projects are divisible for capital rationing analysis

Appendix B: Capital Allowances Calculation
Capital allowances are assumed to be straight-line basis at 20% over the project life in line with the question requirements.
Option	Initial Investment (£000)	Capital Allowance Rate	Annual Capital Allowance (£000)
A	600	20%	120
B	1,000	20%	200
C	1,600	20%	320


Appendix C: After-Tax Cash Flow Calculations
Formula used:
After-tax cash flow =
Cash flow × (1 − tax rate) + (capital allowance × tax rate)
= Capital allowance tax shield per year:
Option A = £120 × 25% = £30k
Option B = £200 × 25% = £50k
Option C = £320 × 25% = £80k

Option A: After-Tax Cash Flows
Year	     Pre-Tax Cash Flow (£000)	          Calculation	After-Tax Cash Flow (£000)
1	     200	(200 × 0.75) + (120 × 0.25)	180
2	     400	(400 × 0.75) + (120 × 0.25)	330
3	     500	(500 × 0.75) + (120 × 0.25)	405
4	     700	(700 × 0.75) + (120 × 0.25)	555


Option B: After-Tax Cash Flows 
Year	    Pre-Tax Cash Flow (£000)	         Calculation	After-Tax Cash Flow (£000)
1	    400	(400 × 0.75) + (200 × 0.25)	350
2	    450	(450 × 0.75) + (200 × 0.25)	387.5
3	    720	(720 × 0.75) + (200 × 0.25)	590
4	    980	(980 × 0.75) + (200 × 0.25)	785 


Option C: After-Tax Cash Flows
Year	    Pre-Tax Cash Flow (£000)	         Calculation	After-Tax Cash Flow (£000)
1	    450	(450 × 0.75) + (320 × 0.25)	417.5
2	    700	(700 × 0.75) + (320 × 0.25)	605
3	    900	(900 × 0.75) + (320 × 0.25)	755
4	    1,200	(1,200 × 0.75) + (320 × 0.25)	980


Appendix D: Discount Factors calculated at 6% and rounded to four decimal places.
Year	      Discount Factor
1	      0.9434
2	      0.8900
3	      0.8396
4	      0.7921


Appendix E: Net Present Value (NPV) Calculations
Option A – NPV Calculation
Year	After-Tax CF (£000)	  Discount Factor    	  Present Value (£000)
1	180	0.943	169.7
2	330	0.890	293.7
3	405	0.840	340.2
4	555	0.792	439.6
Total PV			1,243.2
Initial Investment			(600)
NPV (A)			+643.2


Option B – NPV Calculation
Year	After-Tax CF (£000)	  Discount Factor	  Present Value (£000)
1	350	0.943	330.1
2	387.5	0.890	344.9
3	590	0.840	495.6
4	785	0.792	621.7
Total PV			1,792.3
Initial Investment			(1,000)
NPV (B)			+792.3


Option C – NPV Calculation
Year	After-Tax CF (£000)	  Discount Factor	  Present Value (£000)
1	417.5	0.943	393.7
2	605	0.890	538.5
3	755	0.840	634.2
4	980	0.792	776.2
Total PV			2,342.6
Initial Investment			(1,600)
NPV (C)			+742.6


Appendix F: IRR Calculation for Option C
IRR is estimated using interpolation between two discount rates.
Discount Rate	NPV (£000)
10%	+£410
20%	−£120

IRR Formula:
IRR = R1+(NPV1 / NPV1−NPV2) × (R2−R1) 
IRR = 10%+(410 / 410−(−120))×10 IRR=10%+(0.7736​×10) IRR = 17.7%

Appendix G: Capital Rationing – Profitability Index
Profitability Index (PI) = Present Value of Inflows / Initial Investment
Option	     PV Inflows (£000)	    Initial Investment (£000)	    PI
A	1,243.2	600	  2.07
B	1,792.2	1,000	  1.79
C	2,342.6	1,600	  1.46

Optimal Investment Policy (Funds £2.5m):
Option A (2.07)
Option B (1.79)
Option C (1.46)
Remaining funds after A+B: £2.5m − £1.6m = £0.9m
Fraction of C = 900 / 1,600 = 56.25% 
NPV Contribution (C): 742.6 × 0.5625 = 417.7


Appendix H: Total NPV from Optimal Investment Policy
Investment	  NPV Contribution (£000)
Option A (100%)	  643.2
Option B (100%)	  792.3
Option C (56.25%)	  417.7
Total NPV	  1,853.2
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