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Executive summary
This report assesses the financial performance and investment decision-making based on two business analyses that are separate. Part 1 analyses Vodafone Group plc in terms of FY2025 and re-presented FY2024 financial-statement data. The ratio analysis indicates that the gross margin of Vodafone has been generally stable, whereas statutory profitability has declined drastically as operating profit shifted to an operating loss of €411 million, which is primarily due to impairment charges. There was an improvement in liquidity on a continuing-operations basis, as the current ratio increased to 1.26, as compared to 0.92, but this must be viewed with caution since disposals and held-for-sale classifications have an impact on comparability. The efficiency outcomes indicate longer debtor days, longer creditor days, and slightly worse stock turnover. The gearing position is mixed: borrowings and net debt decreased, but borrowings relative to net assets increased, and interest cover became negative. 
Part 2 analyses three proposed investment options for Beard Plc in terms of NPV, IRR, and capital rationing. The reason why Option A should be rejected is that it has a negative NPV of £3.263k. Option B is also a viable option with an NPV of £73.952k, but the best single option is Option C with an NPV of £91.226k and an approximate IRR of 8.57%, which is above the 5% cost of capital. When there is a funding constraint of £1.5 million and the projects can be divided, the best policy would be to pursue all of Option C and 55.56% of Option B, giving a total NPV of £132.310k.
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1. [bookmark: _Toc236249769]Part 1 Vodafone Group Plc
1.1 [bookmark: _Toc236249770]Introduction and scope
Vodafone Group plc is a UK-headquartered telecommunications group. Part 1 uses its FY2025 financial-statement data and re-presented FY2024 comparatives to assess profitability, efficiency, liquidity, shareholder returns and financial risk. The re-presented figures provide the most consistent two-year basis because the reporting perimeter changed (Vodafone Group plc, 2025).
Part 2 evaluates Beard Plc’s three capital-investment options using net present value, internal rate of return, payback period and capital rationing. These methods assess the timing, return and value created by investment cash flows (Sokolov, 2024; Purnamasari and Adriza, 2024).
The consolidated financial statements are prepared using UK-adopted International Accounting Standards and IFRS as issued by the IASB. This is important since the ratios are sensitive to accounting outputs: impairment charges, discontinued operations, fair value items, and held-for-sale classifications all influence the numbers that are used in ratio analysis (Ali Abebe, 2022).
The formula definitions, source figures and full calculation workings are set out in Appendix B, so the main findings focus on the meaning of the reported ratios.
The calculations use a consistent continuing-operations basis. Where FY2024 held-for-sale balances would distort comparability with FY2025, the figures are excluded and the sensitivity calculation is provided in Appendix B4.
1.2 [bookmark: _Toc236249771]Main Findings: Ratio Results Summary
Vodafone’s annual report is used for the underlying reported figures, while the interpretation draws on independent accounting and finance literature (Ali Abebe, 2022). The source figures and full workings are shown in Appendix B.
Ratio-purpose context. Profitability ratios assess the capacity of sales and capital employed to generate returns. Efficiency ratios assess asset use and cash-conversion timing, liquidity ratios assess short-term obligation coverage, investment ratios assess shareholder returns and dividend sustainability, and gearing and interest cover assess financial risk and debt-service capacity.
Benchmark context. FY2024 is used as Vodafone’s internal historical benchmark because the annual report does not publish target values for each statutory ratio calculated here. Accordingly, the analysis evaluates FY2025 against FY2024, while treating positive operating profit and ROCE above the cost of capital, current and quick ratios at or above 1.0x, dividend cover above 1.0x, and sustainable positive interest cover as basic thresholds. Efficiency and gearing are interpreted in the context of UK telecommunications’ capital intensity rather than against a single universal target.
	Ratio category
	Ratio
	FY2025
	FY2024

	Profitability
	Gross profit margin
	33.43%
	33.39%

	Profitability
	Operating profit margin
	-1.10%
	9.98%

	Profitability
	ROCE
	-0.39%
	3.56%

	Efficiency
	Asset turnover
	0.35x
	0.36x

	Efficiency
	Debtor days
	35.64 days
	32.63 days

	Efficiency
	Creditor days
	90.15 days
	83.76 days

	Efficiency
	Stock days
	9.03 days
	8.48 days

	Efficiency
	Stock turnover
	40.40x
	43.06x

	Liquidity
	Current ratio
	1.26x
	0.92x

	Liquidity
	Quick ratio
	1.23x
	0.89x

	Investment
	EPS
	-15.94c
	4.21c

	Investment
	Dividend cover
	-2.32x
	0.47x

	Gearing
	Gearing ratio 1
	50.25%
	55.35%

	Gearing
	Gearing ratio 2
	98.57%
	93.42%

	Gearing
	Interest cover
	-0.21x
	1.40x


1.3 [bookmark: _Toc236249772]Critical evaluation of the ratios
1.3.1 [bookmark: _Toc236249773]Profitability
The gross profit margin of Vodafone remained nearly unchanged, rising from 33.39% in FY2024 to 33.43% in FY2025. Despite this stability, it does not compensate for the decline in operating profitability: operating profit decreased from €3.665bn to an operating loss of €411m while ROCE dropped from 3.56% to -0.39%. An impairment charge impacts both earnings and the capital base and thus profitability should be viewed in the context of cash generation and asset recoverability (Ali Abebe, 2022).
The impairment is non-cash in the period recognised, which is not to say that operating cash generation was lost in the period of recognition. However, it does indicate that future returns from the impacted assets are now lower, which is why the drop in statutory profitability and ROCE is of economic significance.
The ROCE outcome is particularly weak. Vodafone's statutory ROCE is -0.39%, which is below the positive-return threshold and below what is needed to generate value from capital: ROCE should be higher than the cost of capital. The negative return on capital in telecommunications is a clear sign that the asset base is not generating a sufficient statutory return, and that substantial investment is required in network, spectrum and technology.
Recommendation. UK commercial performance and return on capital should be the focus of the recovery plan for management. The monthly reporting should include service revenue, churn, ARPU, customer acquisition cost, customer lifetime value, network quality and segment-level ROCE.
1.3.2 [bookmark: _Toc236249774]Efficiency
The asset turnover was virtually unchanged but slightly weaker, declining from 0.36x to 0.35x. This is further evidence that Vodafone's large base of assets is generating relatively low sales per euro of capital employed. Low asset turnover is not a surprise for a telecoms group as network infrastructure is capital intensive. The debtor days deteriorated to 35.64 days as compared to 32.63 days. The increase isn't severe, but it's unfavourable because it means that Vodafone is slower to turn revenue into cash. A three-day move at Vodafone's scale isn't something to be taken lightly. The debtor-day calculation is shown in Appendix B3. Creditor days rose from 83.76 to 90.15 days. There is an immediate cash-flow implication to the increase. Vodafone paid its suppliers later, keeping cash on hand for longer. It shouldn't be assumed that it's an automatic efficiency boost as it can be a sign of working capital issues or pressure on suppliers. The calculation of creditor days is displayed in Appendix B3.
Recommendation. Supplier financing and longer payment terms should be reported separately from ordinary payables so that liquidity support is not mistaken for underlying working-capital improvement.
The stock days increased to 9.03 days as compared to 8.48 days and the stock turnover decreased to 40.40x compared to 43.06x. This is a slight deterioration, but inventory is not the key ratio for Vodafone. Receivables, payables, capex, spectrum, debt, leases and customer churn issues are much more important in a telecoms group than inventory.
1.3.3 [bookmark: _Toc236249775]Liquidity
Under the selected continuing-operations basis, the current ratio has increased to 1.26x as compared to 0.92x and the quick ratio has increased to 1.23x as compared to 0.89x. This is a significant change since the current liabilities in FY2024 were more than the current assets but in FY2025, the current assets were more than the current liabilities. The current assets of Vodafone grew to €28.6bn, which was primarily due to an increase in cash and cash equivalents, trade and other receivables, and other investments.
This improvement should not, however, be oversold. The current ratio of over 1.0 is encouraging, although the increase is partly due to disposals and balance-sheet restructuring. Moreover, not every current asset is as liquid or as available to service debt. A quick ratio of 1.23x is good, although it comprises other investments, receivables, and derivative financial instruments, rather than cash alone. The liquidity conclusion is: liquidity in the short term is better; however, this improvement does not eliminate the necessity of tight cash-flow management since Vodafone is still highly leveraged and capital-intensive (Khoza, 2025).
The FY2024 comparative presentation is sensitive because assets and liabilities held for sale were classified at year-end, but not in FY2025. If included, the current ratio for FY2024 would be 1.35x instead of 0.92x. It is important to exclude them to provide a more comparable basis, but it also highlights the need for judgement in ratio analysis, as opposed to mechanical calculation (Khoza, 2025). The sensitivity calculation is shown in Appendix B4.
1.3.4 [bookmark: _Toc236249776]Investment ratios
EPS fell from 4.21 eurocents in FY2024 to -15.94 eurocents in FY2025, as the attributable profit of €1.140bn turned into a loss of €4.169bn. Although impairment charges, tax effects and operating performance impact the statutory EPS measure, the result is not something that should be ignored, as EPS is negative. The EPS and dividend-cover calculations are shown in Appendix B5.
Dividend cover was below 1.0x in both years: 0.47x in FY2024 and -2.32x in FY2025. In both instances, the amount of declared dividends exceeded attributable profit and, therefore, dividend decisions were based on capacity within the cash flow and balance sheet rather than on current-year statutory earnings.
1.3.5 [bookmark: _Toc236249777]Gearing and interest cover
The fall in borrowings and increase in capital employed on a continuing basis resulted in an improvement in the gearing ratio 1 from 55.35% to 50.25%. This is a partial improvement: the debt reduction needs to be considered in conjunction with the equity change, cash flow and interest cover evidence.
Gearing ratio 2 worsened from 93.42% to 98.57% because net assets fell from €60.998bn to €53.916bn. The evidence is thus mixed, with debt and net debt falling while equity fell by more, and debt to net assets rising. The calculations of gearing are provided in Appendix B6.
Interest cover was 1.40x in FY2024 and -0.21x in FY2025. The negative FY2025 number is due to an operating loss and is an indicator that finance costs exceeded statutory operating profit. While a cash-based measure may appear to be stronger once the non-cash impairment is removed, the statutory measure still reflects a weak debt-service position. Capital allocation should thus safeguard lender confidence and cash generation. Recommendation. Capital allocation for capex, spectrum, IT transformation and customer acquisition should be approved only where expected returns exceed the cost of capital and clear post-investment performance measures are in place. Dividend and buyback decisions should be subordinated to sustainable free cash flow, debt-service requirements and leverage reduction.
1.3.6 [bookmark: _Toc236249778]Limitations of ratio analysis
The reason why ratio analysis is a good tool is that it transforms the information contained in financial statements into comparable measures of profitability, liquidity, efficiency and solvency. The recent scholarly literature still considers financial ratios as a valuable instrument in evaluating the performance of firms, yet it also demonstrates that their interpretation is strongly reliant on accounting frameworks and contexts. The analysis of IFRS and financial ratios conducted by Ali Abebe (2022), including the liquidity, leverage and return measures, indicates that IFRS may have a considerable impact.
The first limitation is that ratios are backward-looking. FY2025 ratios describe the financial position after a significant restructuring, but cannot by themselves determine whether future commercial recovery and UK investment will create value. Ratio analysis therefore requires strategic interpretation alongside the figures.
The second limitation is accounting classification. When held-for-sale assets and liabilities are included in a comparative balance sheet but are not matched in the following year, liquidity ratios can be altered. Impairment charges can likewise distort statutory profitability and ROCE, although they may indicate reduced recoverable value.
The third weakness is that the conventional ratios do not show the significance of cash flow. Seretidou et al. (2025) in a systematic review claim that cash-flow-based ratios are becoming increasingly valued due to their dynamic view of liquidity and financial well-being. This is important to Vodafone because a statutory operating loss and negative EPS coexist with positive adjusted free cash flow.
The fourth limitation is that ratios do not capture sector economics. UK telecommunications is capital-intensive and regulated, so the evidence needs UK market context rather than a universal ratio target (Ofcom, 2025).
2. [bookmark: _Toc236249779]Part 2 Investment Appraisal of Beard Plc
2.1 [bookmark: _Toc236249780]Basis of appraisal and assumptions
Beard Plc is considering three independent projects: Project A – Expansion of retail outlet, Project B – Development of internet sales and Project C – Production of purses and wallets. They are evaluated using discounted cash-flow approaches, of which the most prominent is net present value, which is the absolute value added to shareholders' wealth (Sokolov, 2024). The calculations assume that the initial investment takes place in Year 0, that the cash flows are taxable operating cash flows (excluding capital allowances) and that tax is paid in the year that the cash flow is received. Capital allowances are not treated as cash expenses but as tax shields (Purnamasari and Adriza, 2024).
The model is based on the assumption of immediate relief for negative taxable profit. This affects the Year 1 tax relief when the annual capital allowance exceeds operating cash flow, which should be verified with Beard Plc's actual tax position before approval. If immediate tax relief were not available, then Option A would be weaker but overall the recommendation would remain the same.
The following after-tax cash-flow logic is used to calculate the cash flows:
· Taxable profit = operating cash flow – capital allowance.
· Tax payable = 25% of the taxable profit.
· After-tax cash flow = operating cash flow – tax payable.
The base-case discount rate is 5%. It should not be regarded as a commercial appraisal that has been fully risked, as the projects have different operational and market risks, such as technology and cybersecurity risks for online sales, and production, inventory and supplier risks for purses and wallets (Hartmann and Weißenberger, 2024).
2.2 [bookmark: _Toc236249781]Discussion of the three investments
The NPV results show that Option A should not be considered. Its NPV is -£3.263k, i.e., the present value of its after-tax future cash flows is a little less than the initial investment (Appendix D1). The project is nearly break-even, yet a near break-even result is not a good investment outcome. When NPV is negative, it means that the project is not earning the required 5% and therefore reduces shareholder value. Unless there are compelling non-financial factors, like brand protection, customer experience or the defence of existing retail sales, the Board should not approve Option A. Even then, the Board would have to explain why such benefits are not reflected in the cash-flow forecast.
Option B is a viable investment. Its NPV is positive (£73.952k) and therefore it is expected to give higher returns than the cost of capital of 5% (Appendix D2). It also might have a better strategic case than the base-case NPV indicates, since online sales have the potential to expand geographic coverage, generate customer data, increase marketing effectiveness and lessen reliance on physical retail stores. The drawback is that e-commerce may be skills- and infrastructure-intensive, which is not captured in the cash-flow table: the creation of a website, delivery, customer service, payment security, online advertising and customer-service facilities.
The best single project is Option C. It gives the highest NPV of the three alternatives at £91.226k (Appendix D3). It also seems to be a strategic move since purses and wallets are complementary accessories and can be integrated into the existing handbag brand of Beard Plc. This is important since customers who already buy handbags will be more inclined to buy similar smaller leather products. The Board should however exercise caution; a related product is not necessarily a profitable product. Purses and wallets can vary in terms of margins, manufacturing processes, inventory and competitive forces. If the market is saturated, the NPV could drop quickly, especially if the cost of quality control is underestimated.
The evidence should therefore be considered a conditional recommendation: Option C is the preferred individual investment as it has the highest NPV and Option B is a strategically viable second option. This puts more emphasis on absolute value creation rather than on percentage return, as stated by Sokolov (2024) in the NPV rationale. Option A is not to be accepted as it has a negative NPV.
2.3 [bookmark: _Toc236249782]Approximate IRR of the recommended option
The IRR of Option C is calculated in Appendix E. Option C has a positive NPV of £13.746k at 8% and a negative NPV of -£10.183k at 9%. Interpolating between the two rates gives an approximate IRR of:
· 8% + [13.746 / (13.746 + 10.183)] × 1% = 8.57% (Appendix E)
The IRR is above the 5% cost of capital, so Option C is acceptable. But, IRR should not be the primary decision rule for the Board. IRR is useful because managers can easily understand a percentage return, but it can be misleading when projects are different sizes, or have different timing or cash-flow patterns. Sokolov's recent analysis considers NPV, IRR, profitability index, payback and discounted payback as related measures of investment, but also recognises that NPV is the measure that is generally considered superior in capital-budgeting theory (Sokolov, 2024). 
This is important for Beard Plc as more investment is needed in Option C than in Option B. Using a percentage approach might overstate relative returns and understate absolute value creation. NPV is more suitable because the Board is not just looking for a high percentage return, it's looking to add value to the company.
2.4 [bookmark: _Toc236249783]Theoretical case for NPV
Sokolov (2024) states that NPV is theoretically superior because it is based on cash flows, it takes into account the time value of money, it uses the required return of investors and it measures absolute value creation. If the NPV is positive, then the project is likely to produce cash flows in excess of the rate of return demanded by those who provide the capital. In this instance, Option C has a value after discounting at 5% of £91.226k.
NPV also considers the whole project life. This is important because some methods, especially payback, focus only on how quickly the original investment is recovered. A project may pay back quickly but produce poor long-term value. Conversely, a project with a slower payback may produce larger long-term gains. NPV avoids this weakness by discounting all expected cash flows.
NPV is also better for comparing projects of different sizes. Option B costs £900k, while Option C costs £1,000k. The Board needs to know not only which project gives a good return, but which project creates the most value. Research on capital budgeting continues to distinguish more sophisticated techniques such as NPV, IRR and profitability index from simpler conventional methods such as payback and accounting rate of return; recent evidence suggests that sophisticated capital-budgeting techniques are important in evaluating financial performance (Purnamasari and Adriza, 2024; Mollah et al., 2023).
Another strength is that NPV is additive. If Beard Plc undertakes more than one project, the combined NPV is simply the sum of the NPVs. This is useful in the capital-rationing section, where Option C and a fraction of Option B are combined. Profitability index is used to rank divisible projects, but the final objective remains total NPV maximisation.
The weakness of NPV is not the method itself, but the quality of the inputs. The forecast cash flows, tax timing, capital allowances, working capital and discount rates could all be incorrect. Magni and Marchioni (2020) demonstrate that working-capital uncertainty can impact project ranking and the consistency of appraisal measures, which is directly relevant in this case since Beard Plc might require extra inventory and receivables investment in new products or online sales.
2.5 [bookmark: _Toc236249784]Reasons why non-discounting techniques are still popular
Siziba and Hall (2021) state that non-discounting methods are often used in conjunction with NPV as they are easy to calculate and explain. The payback period is especially applicable in situations where the directors are worried about liquidity, as it shows how long it will take each alternative to pay for itself.
The payback period is an additional liquidity-risk measure, as a longer payback means that cash is exposed for longer. It is not a value-creation measure as it does not consider the time value of money and cash flows after the payback period and should complement the NPV decision (Siziba and Hall, 2021; Sokolov, 2024).
Payback-period comparison. The undiscounted after-tax cash flows in Appendix D show that Option A will recoup its £600k investment in approximately 3.63 years, Option B will recoup its £900k investment in approximately 3.39 years and Option C will recoup its £1.0m investment in approximately 3.35 years. This corroborates, but does not supplant, the NPV result: Option C recovers cash most quickly and has the highest NPV.
Siziba and Hall (2021) also note that another measure that is often used in addition to the accounting rate of return is the accounting-profit data itself.  It remains inferior to NPV in this appraisal because depreciation, accruals and accounting-policy choices can obscure cash generation.
A longitudinal review conducted by Siziba and Hall (2021) concluded that NPV, IRR, payback, accounting rate of return, return on investment and real options valuation are still among the most frequently used capital-budgeting methods, with payback still being used as a supplementary method. 
2.6 [bookmark: _Toc236249785]Pre-final investment decision factors
The Board should not automatically accept Option C simply because it has the highest NPV. Capital budgeting is not only an arithmetic exercise, but also a strategic decision that entails uncertainty, quality of information and managerial judgement. Hartmann and Weißenberger (2024) demonstrate that capital-budgeting decisions are influenced by information load and decision aids, and this is applicable since the Board must have a rigorous review process as opposed to an uncritical acceptance of the spreadsheet outcome.
Before approval, Beard Plc should test market demand. Capital-budgeting decisions depend on the reliability of their forecasts and information inputs (Hartmann and Weißenberger, 2024); management should therefore undertake competitor analysis, customer surveys, price testing and margin analysis.
Second, production capacity ought to be evaluated. Purses and wallets might demand different design skills, materials, machinery, quality control, and supplier relationships. Nunden et al. (2022) emphasise the importance of management skills in capital-budgeting planning and practices, especially for SMEs.
Third, working capital should be estimated. New products may increase inventories, trade receivables and storage costs. Fulfilment systems and returns management may be needed for internet sales. Without these, the NPV can be overstated.
Fourth, the Board ought to take into consideration ESG and reputational risk. For a high-quality producer of handbags, sourcing, labour, environmental impact and packaging can influence brand reputation. The systematic review by Shaheen et al. (2024) suggests sustainability, ESG factors, government policy and KPIs as factors that are relevant to contemporary capital-budgeting decisions.
Lastly, strategic fit should be assessed by the Board. The NPV of Option B is less than that of Option C, but it could result in long-term digital capabilities that are not entirely reflected in the four-year cash flows. Thus, a combination of NPV and strategic analysis, risk assessment and operational readiness should inform the final decision.
2.7 [bookmark: _Toc236249786]Capital rationing decision
If Beard Plc has only £1.5m available and projects are divisible, the correct approach is to use the profitability index. This is because capital must be allocated to the projects producing the highest present value per £1 invested.
The profitability index results are shown in Appendix F:
	Option
	Profitability index
	Ranking

	C
	1.091
	1st

	B
	1.082
	2nd

	A
	0.995
	Reject


The optimal investment policy is therefore:
· Invest 100% in Option C = £1,000k
Remaining funds:
· £1,500k – £1,000k = £500k
Use the remaining £500k to invest in 55.56% of Option B:
· £500k / £900k = 55.56%
This produces a total NPV of:
· £91.226k + £41.084k = £132.310k
Therefore, under capital rationing, Beard Plc should invest in Option C fully and Option B partially. Option A should not be included because it has a negative NPV and a profitability index below 1.
2.8 [bookmark: _Toc236249787]Financing the investment programme
If Beard Plc chooses only Option C, it needs £1.0m. If it follows the capital-rationing policy, it needs £1.5m. The Board should consider a mixture of internal funds, debt, equity and asset finance.
The first is retained earnings. This is normally appealing since it does not require any interest payments and does not dilute ownership. The study by Djabang et al. (2025) of UK SMEs revealed that the pecking-order theory is still applicable, and most companies tend to prefer internally generated funds to external debt or equity. Retained earnings are, however, not free. Excessive cash usage can undermine liquidity and limit financial flexibility.
The second source is bank debt or a medium-term loan. Debt can be appropriate since the projects will have annual cash inflows. Interest can also generate a tax benefit, but Ricca et al. (2021) point out that tax benefits and the costs of bankruptcy or financial distress are trade-offs. Debt is to be used sparingly. An overdraft would not be appropriate, as a four-year or five-year loan would be more suitable depending on the life of the project.
Asset finance or leasing can be suitable if Option C requires machinery or production equipment. It can reduce the initial cash commitment by aligning payments with asset use, but management should compare total contractual cost, restrictions and residual-value exposure before approval (OECD, 2025).
Fourth is equity finance. Equity does not involve any fixed repayments and enhances the balance sheet, but existing shareholders are diluted and it can be costlier than debt. According to the Equity Tracker published by the British Business Bank (2025b), the amount of equity invested in smaller businesses in the UK decreased slightly, to £10.8bn in 2024, but the number of deals decreased more dramatically, indicating that equity markets are available, but are selective.
The decision should also be influenced by current financing conditions. According to the evidence provided by the OECD (2025), SMEs are still operating under restrictive financing conditions, such as high interest rates and economic uncertainty. The British Business Bank also indicates that smaller businesses are not investing partly because of high credit costs and risk aversion (Bank of England, 2024; British Business Bank, 2025a). According to UK Finance (2025), gross lending to SMEs by the main retail banks increased to almost £4.6bn in Q1 2025, although lending was not as high as it was before COVID-19.
The most suitable financing option would then be a combination of the above, such as utilising some retained earnings, financing equipment where feasible and using a medium-term loan to cover the remaining funding requirement. Equity should be used if Beard Plc is already highly geared or does not want to incur further fixed repayment obligations.
2.9 [bookmark: _Toc236249788]Conclusion
The option that Beard Plc should choose is to produce purses and wallets since it generates the largest NPV of £91.226k and an approximate IRR of 8.57%, which is greater than the 5% cost of capital. Option B is also financially viable and could have strategic digital advantages, but is weaker than Option C on the base-case NPV. Option A is not to be accepted as it has a negative NPV.
Given that there is a funding limit of £1.5m and that the projects are divisible, the best policy is to invest in 100 percent of Option C and 55.56 percent of Option B, which will give a total NPV of £132.310k.
The investment should be approved by the Board only after analysing the market demand, operational capacity, working-capital requirements, supplier risk and financing capacity. Option C is financially favourable, yet the difference between Options B and C is not large enough to warrant careless implementation.
The calculation-based recommendation should not be considered a mandate. Option C has the highest NPV, and the shortest payback period, while Option B is a potential digital option with a lower NPV. The £1.5m capital-rationing solution will only be valid if the projects are divisible in practice, capital can be invested in stages and the incremental part of Option B is likely to provide the same cash flows as the project as a whole.
Before investing money, management should verify the market demand, pricing, production capacity, working-capital requirements, supplier availability, tax implications and financing availability. These checks are important as the numerical advantage of Option C over Option B is not large enough to disregard forecasting, operational or liquidity risk. The approval should thus be based on documented assumptions, post-investment milestones and a comparison of the actual cash flows with the original NPV case.
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4. [bookmark: _Toc236249790]Appendices
4.1 [bookmark: _Toc236249791]Appendix A
Vodafone Group plc (2025) Annual Report 2025: https://reports.investors.vodafone.com/view/897876789/ (Accessed: 11 July 2026).
4.2 [bookmark: _Toc236249792]Appendix B: full ratio calculations
4.2.1 [bookmark: _Toc236249793]Appendix B1: Source figures used
	Figure
	FY2025
	FY2024

	Sales / revenue
	37,448
	36,717

	Cost of sales / COGS
	24,929
	24,459

	Gross profit
	12,519
	12,258

	Operating profit / loss
	-411
	3,665

	Finance costs / interest
	1,931
	2,626

	Profit/loss attributable to owners
	-4,169
	1,140

	Weighted average ordinary shares, millions
	26,149
	27,056

	Dividends declared
	1,795
	2,433

	Current assets, continuing basis
	28,620
	20,513

	Inventory / stock
	617
	568

	Current liabilities, continuing basis
	22,754
	22,352

	Total assets, continuing basis
	128,521
	125,303

	Debtors
	3,657
	3,282

	Creditors
	6,157
	5,613

	Borrowings
	53,143
	56,987

	Net assets / total equity
	53,916
	60,998


 
· FY2024 continuing total assets
= Reported total assets – assets held for sale
= 144,350 – 19,047
= 125,303
· FY2025 TALCL
= Total assets – current liabilities
= 128,521 – 22,754
= 105,767
· FY2024 TALCL
= Continuing total assets – current liabilities
= 125,303 – 22,352
= 102,951
· FY2025 debtors
= Current trade receivables + current trade receivables held at FVOCI
= 3,236 + 421
= 3,657
· FY2024 debtors
= 2,841 + 441
= 3,282
4.2.2 [bookmark: _Toc236249794]Appendix B2: profitability ratios
1. Gross profit margin
Formula:
Gross profit margin = Gross profit / Sales × 100
· FY2025:
= 12,519 / 37,448 × 100
= 33.43%
· FY2024:
= 12,258 / 36,717 × 100
= 33.39%
2. Operating profit margin
Formula:
Operating profit margin = Operating profit / Sales × 100
· FY2025:
= -411 / 37,448 × 100
= -1.10%
· FY2024:
= 3,665 / 36,717 × 100
= 9.98%
3. Return on capital employed
· Formula:
ROCE = Operating profit / TALCL × 100
· FY2025:
= -411 / 105,767 × 100
= -0.39%
· FY2024:
= 3,665 / 102,951 × 100
= 3.56%
4.2.3 [bookmark: _Toc236249795]Appendix B3: efficiency ratios
Asset turnover
· Formula:
Asset turnover = Sales / TALCL
· FY2025:
= 37,448 / 105,767
= 0.35 times
· FY2024:
= 36,717 / 102,951
= 0.36 times
Debtor days
· Formula:
Debtor days = Debtors / Sales × 365
· FY2025:
= 3,657 / 37,448 × 365
= 35.64 days
· FY2024:
= 3,282 / 36,717 × 365
= 32.63 days
Creditor days
· Formula:
Creditor days = Creditors / COGS × 365
· FY2025:
= 6,157 / 24,929 × 365
= 90.15 days
· FY2024:
= 5,613 / 24,459 × 365
= 83.76 days
Stock days
· Formula:
Stock days = Stock / COGS × 365
· FY2025:
= 617 / 24,929 × 365
= 9.03 days
· FY2024:
= 568 / 24,459 × 365
= 8.48 days
Stock turnover
· Formula:
Stock turnover = COGS / Stock
· FY2025:
= 24,929 / 617
= 40.40 times
· FY2024:
= 24,459 / 568
= 43.06 times
4.2.4 [bookmark: _Toc236249796]Appendix B4: liquidity ratios
Current ratio
· Formula:
Current ratio = Current assets / Current liabilities
· FY2025:
= 28,620 / 22,754
= 1.26 times
· FY2024:
= 20,513 / 22,352
= 0.92 times
Quick ratio
· Formula:
Quick ratio = Current assets – Stock / Current liabilities
· FY2025:
= (28,620 – 617) / 22,754
= 28,003 / 22,754
= 1.23 times
· FY2024:
= (20,513 – 568) / 22,352
= 19,945 / 22,352
= 0.89 times
· FY2024 current ratio including held-for-sale items:
= (20,513 + 19,047) / (22,352 + 6,918)
= 39,560 / 29,270
= 1.35 times
4.2.5 [bookmark: _Toc236249797]Appendix B5: investment ratios
Earnings per share
· Formula:
EPS = Profit after tax attributable to owners / weighted average ordinary shares
· FY2025:
= -4,169 / 26,149
= -€0.1594 per share
= -15.94 eurocents
· FY2024:
= 1,140 / 27,056
= €0.0421 per share
= 4.21 eurocents
Dividend cover
· Formula:
Dividend cover = Profit after tax attributable to owners / ordinary dividend
· FY2025:
= -4,169 / 1,795
= -2.32 times
· FY2024:
= 1,140 / 2,433
= 0.47 times
4.2.6 [bookmark: _Toc236249798]Appendix B6: gearing ratios
Gearing ratio 1
· Formula:
Gearing ratio 1 = Borrowings / TALCL × 100
· FY2025:
= 53,143 / 105,767 × 100
= 50.25%
· FY2024:
= 56,987 / 102,951 × 100
= 55.35%
Gearing ratio 2
· Formula:
Gearing ratio 2 = Borrowings / Net assets × 100
· FY2025:
= 53,143 / 53,916 × 100
= 98.57%
· FY2024:
= 56,987 / 60,998 × 100
= 93.42%
Interest cover
· Formula:
Interest cover = Operating profit / Interest
· FY2025:
= -411 / 1,931
= -0.21 times
· FY2024:
= 3,665 / 2,626
= 1.40 times

4.3 [bookmark: _Toc236249799]Appendix C: Capital allowances and after-tax cash flows
4.3.1 [bookmark: _Toc236249800]C1. Capital allowance calculation
	Option
	Initial investment
	Capital allowance rate
	Annual capital allowance

	A
	600
	20%
	600 × 20% = 120

	B
	900
	20%
	900 × 20% = 180

	C
	1,000
	20%
	1,000 × 20% = 200


4.3.2 [bookmark: _Toc236249801]C2. Discount factors at 5%
	Year
	Formula
	Discount factor

	1
	1 / 1.05
	0.9524

	2
	1 / 1.05²
	0.9070

	3
	1 / 1.05³
	0.8638

	4
	1 / 1.05⁴
	0.8227


4.4 [bookmark: _Toc236249802]Appendix D: NPV calculations
4.4.1 [bookmark: _Toc236249803]D1. Option A: Expand retail outlet
Initial investment = £600k
Annual capital allowance = £120k
	Year
	Cash flow
	Capital allowance
	Taxable profit
	Tax at 25%
	After-tax cash flow
	DF 5%
	Present value

	1
	100
	120
	100 − 120 = -20
	-20 × 25% = -5
	100 − (-5) = 105
	0.9524
	105 × 0.9524 = 100.000

	2
	180
	120
	180 − 120 = 60
	60 × 25% = 15
	180 − 15 = 165
	0.9070
	165 × 0.9070 = 149.660

	3
	210
	120
	210 − 120 = 90
	90 × 25% = 22.5
	210 − 22.5 = 187.5
	0.8638
	187.5 × 0.8638 = 161.970

	4
	260
	120
	260 − 120 = 140
	140 × 25% = 35
	260 − 35 = 225
	0.8227
	225 × 0.8227 = 185.108


· Total PV of after-tax cash flows:
= 100.000 + 149.660 + 161.970 + 185.108
= 596.737
· NPV:
= 596.737 − 600
= -3.263
4.4.2 [bookmark: _Toc236249804]D2. Option B: Develop internet sales
Initial investment = £900k
Annual capital allowance = £180k
	Year
	Cash flow
	Capital allowance
	Taxable profit
	Tax at 25%
	After-tax cash flow
	DF 5%
	Present value

	1
	220
	180
	220 − 180 = 40
	40 × 25% = 10
	220 − 10 = 210
	0.9524
	210 × 0.9524 = 200.000

	2
	270
	180
	270 − 180 = 90
	90 × 25% = 22.5
	270 − 22.5 = 247.5
	0.9070
	247.5 × 0.9070 = 224.490

	3
	350
	180
	350 − 180 = 170
	170 × 25% = 42.5
	350 − 42.5 = 307.5
	0.8638
	307.5 × 0.8638 = 265.630

	4
	400
	180
	400 − 180 = 220
	220 × 25% = 55
	400 − 55 = 345
	0.8227
	345 × 0.8227 = 283.832


· Total PV of after-tax cash flows:
= 200.000 + 224.490 + 265.630 + 283.832
= 973.952
· NPV:
= 973.952 − 900
= 73.952
4.4.3 [bookmark: _Toc236249805]D3. Option C: Produce purses and wallets
Initial investment = £1,000k
Annual capital allowance = £200k
	Year
	Cash flow
	Capital allowance
	Taxable profit
	Tax at 25%
	After-tax cash flow
	DF 5%
	Present value

	1
	250
	200
	250 − 200 = 50
	50 × 25% = 12.5
	250 − 12.5 = 237.5
	0.9524
	237.5 × 0.9524 = 226.190

	2
	310
	200
	310 − 200 = 110
	110 × 25% = 27.5
	310 − 27.5 = 282.5
	0.9070
	282.5 × 0.9070 = 256.236

	3
	400
	200
	400 − 200 = 200
	200 × 25% = 50
	400 − 50 = 350
	0.8638
	350 × 0.8638 = 302.343

	4
	430
	200
	430 − 200 = 230
	230 × 25% = 57.5
	430 − 57.5 = 372.5
	0.8227
	372.5 × 0.8227 = 306.457


· Total PV of after-tax cash flows:
= 226.190 + 256.236 + 302.343 + 306.457
= 1,091.226
· NPV:
= 1,091.226 − 1,000
= 91.226
4.5 [bookmark: _Toc236249806]Appendix E: IRR calculation for Option C
Option C after-tax cash flows:
	Year
	After-tax cash flow

	1
	237.5

	2
	282.5

	3
	350.0

	4
	372.5


E1. NPV at 8%
	Year
	Cash flow
	DF at 8%
	Present value

	1
	237.5
	0.9259
	237.5 × 0.9259 = 219.907

	2
	282.5
	0.8573
	282.5 × 0.8573 = 242.198

	3
	350.0
	0.7938
	350 × 0.7938 = 277.841

	4
	372.5
	0.7350
	372.5 × 0.7350 = 273.799


· Total PV at 8%:
= 219.907 + 242.198 + 277.841 + 273.799
= 1,013.746
· NPV at 8%:
= 1,013.746 − 1,000
= 13.746
E2. NPV at 9%
	Year
	Cash flow
	DF at 9%
	Present value

	1
	237.5
	0.9174
	237.5 × 0.9174 = 217.890

	2
	282.5
	0.8417
	282.5 × 0.8417 = 237.775

	3
	350.0
	0.7722
	350 × 0.7722 = 270.264

	4
	372.5
	0.7084
	372.5 × 0.7084 = 263.888


· Total PV at 9%:
= 217.890 + 237.775 + 270.264 + 263.888
= 989.817
· NPV at 9%:
= 989.817 − 1,000
= -10.183
E3. IRR interpolation
· Formula:
IRR = lower rate + [NPV at lower rate / difference between NPVs] × rate gap
· IRR:
= 8% + [13.746 / (13.746 − -10.183)] × 1%
= 8% + [13.746 / 23.929] × 1%
= 8% + 0.574%
= 8.574%
· Approximate IRR = 8.57%
4.6 [bookmark: _Toc236249807]Appendix F: Capital rationing calculation
Funds available = £1,500k
Projects are divisible, so use the profitability index.
Formula:
Profitability index = PV of cash inflows / Initial investment
	Option
	PV of cash inflows
	Initial investment
	Profitability index

	A
	596.737
	600
	596.737 / 600 = 0.995

	B
	973.952
	900
	973.952 / 900 = 1.082

	C
	1,091.226
	1,000
	1,091.226 / 1,000 = 1.091


Ranking
	Rank
	Option
	Profitability index

	1
	C
	1.091

	2
	B
	1.082

	3
	A
	0.995


Optimal investment policy
· Invest fully in Option C:
Cost of C = £1,000k
· Remaining funds:
£1,500k − £1,000k = £500k
· Fraction of Option B possible:
£500k / £900k = 0.5556
· Therefore, Beard Plc should invest in:
100% of Option C + 55.56% of Option B
· Total NPV
· NPV of Option C:
£91.226k
· NPV from 55.56% of Option B:
£73.952k × 55.56% = £41.084k
· Total NPV:
£91.226k + £41.084k = £132.310k
· Final capital-rationing recommendation:
	Investment
	Amount invested
	NPV generated

	100% of Option C
	1,000
	91.226

	55.56% of Option B
	500
	41.084

	Total
	1,500
	132.310
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