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Executive Summary
Sainsbury is the largest food retailer and a FTSE 100 member company operating in general merchandise, grocery, and online channels based in the United Kingdom. This report aims to analyse the latest financial results of Sainsbury through ratio analysis (Part 1), strategic investment alternatives through accepted methods of capital appraisal (Part 2), and generally provide an evaluation of Board-level decision making in accordance with the maximisation of shareholder wealth.
Part 1 will examine profitability, liquidity, efficiency, gearing, and investor ratios, and the last 2 financial years. The results show that Sainsbury is performing within the industry: low profitability is cushioned by appropriate scale and operational discipline. The liquidity and working capital management are structurally sound in the context of a grocery retailer, with a high rate of inventory turnover, low receivables, and long supplier credit, which contributes to the favourable working capital cycle and a stable cash flow. Efficiency ratios emphasise the use of assets efficiently, and gearing is prudent (interest cover is comfortable), so the business is financially flexible. Investor ratios indicate sustainable distributions against the reinvestment requirements. 
Part 2 compares three investment projects using Payback, Net Present Value (NPV), Internal Rate of Return (IRR), and the Profitability Index (PI) on three investment projects that are mutually exclusive and have a time horizon of four years. Every project generates a positive NPV and an IRR of well above the cost of capital of 6%. PI ranking is used to determine the best mix of investment under capital rationing when the projects are divisible to maximise the total NPV. The use of NPV as the key decision criterion is motivated by this fact because it is consistent with the creation of value, whereas Payback and IRR are provided as a few supporting tools of liquidity risk and return profile.
The main advice to the Board is to: (i) remain focused on working capital efficiency and cost management to defend margins; (ii) approve the capital-rationed portfolio of investments to give maximisation of total NPV; (iii) retain earnings and moderate long-term debt a balanced mix to keep gearing headroom; and (iv) keep dividend cover prudent to support reinvestment and resilience.  
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Introduction
Sainsbury is the biggest food retailer in the UK and a part of the FTSE 100 index, and it has its operations in both grocery and general merchandise, as well as an online retail business model (Kar, Bansal, and Mishra, 2021). High sensitivity to inflation, supply-chain disruption, and consumer spending behaviour changes defines the UK retail industry as characterised by intense price competition, low operating margins, and high sensitivity (Gao, 2024). Competitive advantage and shareholder value are highly dependent on effective financial management, especially regarding profitability, liquidity, and working capital in this environment (Atrill & McLane, 2019).
This report is done to analyse the financial performance of Sainsbury through ratio analysis and investment appraisal as part of analysing financial management effectiveness. The analysis is posed in two sections. Part 1 critically evaluates the last financial performance of Sainsbury based on its profitability, liquidity, efficiency, gearing, and investor ratios. Part 2 is dedicated to the capital investment decision-making and financing aspect applicable in the long-term strategic development.
The time frame examined in Part 1 is based on the 2 last two financial years, which provides an opportunity to conduct some trend analysis and define some improvements or worsenings of the performance. In creating the distinction between short-term volatility and fundamentally structural trends in the business, it is necessary to analyse sequential periods (Atrill, 2019).
Financial ratio analysis is a crucial managerial tool because it is used to transform vast amounts of accounting data into useful performance, efficiency, and risk indicators. Ratios help the board of directors and top managers to assess the efficacy and performance of operations in regard to the strength of liquidity, returns on capital invested, and aid benchmarking against industry standards (Arnold, 2013).
Main Findings
Task 1
1.1 Profitability Analysis 
The profitability ratios are used to assess how well the firm can earn profits based on the relationship between the amount of sales, assets, and the amount of capital used by the company (Rashid, 2021a), and are of primary interest to the shareholders and senior management. Table 1 presents the major profitability ratios that will be used to evaluate Sainsbury.
Table 1: Key Profitability Ratios
Ratio	Formula	Managerial Insight
Gross Profit Margin	Gross Profit / Revenue	Pricing power and cost control
Operating Profit Margin	Operating Profit / Revenue	Core operating efficiency
Net Profit Margin	Profit After Tax / Revenue	Overall profitability

The gross profit margin indicates that Sainsbury can control purchasing expenses and pricing policy in a very competitive retail market. Price wars between discounters like Aldi and Lidl are on a structural basis in groceries, resulting in a low grocer's margin. Consequently, minor changes in the gross margin can have a substantial effect on the absolute profit levels (Zalizniuk and Nozhovnik, 2024). An increasing or stagnant gross proportion during the two years would show that the supplier was negotiated successfully and the product mix was optimised (Atrill & McLaney, 2019).
The operating profit margin also gives a perspective on cost management, which has to be over other costs other than direct costs, such as distribution, administration expenses, and store operating expenses (Rounaghi, Jarrar, and Dana, 2021). In Sainsbury, the performance of operating margin is especially sensitive to the cost of labour, the cost of energy, and logistics efficiency. An increase in this ratio is an indicator of effective reorganisation of operations or cost-cutting measures(Shem and Mupa, 2024).
The net profit margin also includes financing costs and taxation, which shows the percentage of revenue that will finally be used to generate profit for the shareholders (Andoko, A. and Angeline, 2023). Considering the size and the financial structure provided by Sainsbury, this ratio indicates that the interest cost and decision-making on the capital structure can have implications for shareholders' returns (Arnold, 2013).
Return on Capital Employed (ROCE) is a very important performance gauge among directors because it determines the effectiveness of the company to make operating profit out of long-term capital invested in the business (Rosario and Rosario, 2024). Accepting a ROCE that is higher than the cost of capital of Sainsbury is an indicator of value creation, whereas a decreasing ROCE can be a sign of inefficient investment or operating performance.

Figure 1: ROCE and operating margin trends over two years

1.2. Liquidity & Working Capital Management 
Retail businesses are especially sensitive to liquidity and working cash management since such businesses have a large number of transactions and a short payment cycle (Kumar, 2025). Working capital is the ratio of current assets and current liabilities and the capacity of the firm to settle short-term liabilities as they become due (Atrill and McLaney, 2019).
Table 2: Liquidity and Working Capital Ratios
Ratio	Formula	Interpretation
Current Ratio	Current Assets / Current Liabilities	Short-term solvency
Acid Test	(Current Assets – Inventory) / Current Liabilities	Immediate liquidity
Debtor Days	Trade Receivables / Revenue × 365	Credit control efficiency
Creditor Days	Trade Payables / Purchases × 365	Supplier financing
Inventory Days	Inventory / Cost of Sales × 365	Stock management

The current ratio is a ratio that is used to determine whether Sainsbury has the capacity to settle its short-term obligations. A current ratio lower than the traditional 2:1 level is typical (and may not be quite problematic) in the retail business because companies work with high turnover of cash and have large trade payables (Sudirman, Abdullah and Obie, 2020). Directors thus concentrate on the stability of trends instead of values.
The damage to inventory is not part of the acid test ratio since it might not be easily transformed into cash (Yusup and Hariani, 2023). In the case of Sainsbury, this ratio is generally low, being indicative of the dependency on the rapidity of the inventory and the robustness of the cash sales, as opposed to the liquid financial assets. This complies with the retail business model and might not be an indication of liquidity weakness (Arnold, 2013).
The working capital cycle shows how long it takes to pay the Suppliers and receive customer cash. Sainsbury enjoys the structurally favourable cycle: the customers pay instantly at the point of sale, and suppliers are paid on lengthened credit terms. This working capital cycle is negative and offers an internal source of short-term finance and aids in cash generation.
Sainsbury has low debtor days because it makes use of cash and card-based transactions. The low debtor days mean that there are fewer bad debts and a good cash inflow.
On the other hand, creditor days are fairly good, which indicates that Sainsbury has a high bargaining power with its suppliers. Although long creditor days enhance liquidity, overreliance on supplier financing can lead to souring supplier relationships and the threat of reputational or supply-chain risk.
The number of days of inventory is used to evaluate the efficiency of stock management. Good inventory management plays a crucial role in the reduction of holding costs, waste, and obsolescence, especially with perishable imports.

Figure 2: Working capital cycle (suppliers → inventory → cash)

Figure 3: Inventory, debtor, and creditor days.
1.3. Efficiency Ratios 
The efficiency ratios assess the ability of a firm to use its assets and working capital efficiently to generate revenue (Rashid, 2021b). Efficiency is one of the sources of profitability in a high-volume retailer like Sainsbury because of low-fat margin.
Table 3: Efficiency Ratios
Ratio	Formula	Managerial Insight
Asset Turnover	Revenue / Total Assets	Asset utilisation
Stock Turnover	Cost of Sales / Inventory	Inventory efficiency
Debtor Days	Receivables / Revenue × 365	Cash collection
Creditor Days	Payables / Purchases × 365	Supplier financing

The asset turnover determines the efficiency with which Sainsbury utilises its assets to achieve sales. In the food retail business, high asset turnover is common because of heavy sales in comparison to asset investment. An increasing ratio indicates that there is improved utilisation of stores, distribution centres, and digital infrastructure.
In grocery retail, inventory turnover is also of great concern, and storage costs and perishability of inventory are substantial (Saghiri, Aktas, and Mohammadipour, 2023). High inventory turnover also suggests that the replacement process is efficient and that demand is well forecasted, minimising inventory wastage and discounts.
As can be seen, because of instant customer payment, debtor efficiency is high; it strengthens the consistency of cash flow. Creditor efficiency shows how Sainsbury is using supplier credit as a source of finance and raising liquidity without raising the interest charged on debt.
Profitability is closely associated with efficiency ratios. Better asset and stock utilisation cuts down operating costs and aids in elevated operating margins. Profits can easily be chased out of a low-margin industry, on the other hand, by a lack of efficiency in inventory or asset utilisation (Atrill & McLaney, 2019).
1.4. Gearing & Investor Ratios 
Gearing and investor ratios are used to evaluate the financial risk profile of a business and returns managed to shareholders (Aldo, 2022). Investors, lenders, and credit rating agencies pay a lot of attention to these ratios in the case of a big listed retailer like Sainsbury  because they show long-term solvency, maintaining earnings of the company, and being able to pay dividends (Arnold, 2013).
Table 4: Gearing and Investor Ratios
Ratio	Formula	Interpretation
Gearing Ratio	Long-term Debt / Capital Employed	Financial risk and leverage
Interest Cover	Operating Profit / Interest Expense	Ability to service debt
Earnings per Share (EPS)	Profit after Tax / Ordinary Shares	Shareholder return
Dividend Cover	Earnings per Share / Dividend per Share	Dividend sustainability

The gearing ratio shows how far Sainsbury is going to finance its operations using debt instead of equity. Moderate gearing may have its benefits because debt financing is normally less expensive than equity, as interest is deductible on tax purposes (Mitra and Samanta, 2022). An extreme level of gearing is, however, associated with financial risk, especially during times of rising interest rates or declining profits. In the case of retailers whose margins are too small, the balanced capital structure is essential to remain financially flexible (Atrill & McLaney, 2019).
Interest cover measures the position of the company to cover interest payments on operating profits (Taebi, Zeinali, and Beytollahi, 2022). The high interest cover ratio is a sign of this high margin of safety to the lenders and also indicates that Sainsbury would be able to comfortably repay its debt should profitability deteriorate. In contrast, a decrease in interest cover would be a matter of concern due to exposure to economic recessions or inflation of costs.
One of the most closely monitored investor ratios is earnings per share (EPS), which gives a direct reflection of the amount of profit available to ordinary shareholders (Arsal, 2021). A growing trend in the EPS over the two years would boost the investor confidence, which would indicate better operational performance or better cost management. Nevertheless, growth in EPS caused by a share buyback and not by an underlying increase in profits should be viewed with care (Arnold, 2013).
Dividend cover is a measure of how dividends are sustained by earnings. High dividend cover; dividends greater than one imply that they use current earnings as opposed to reserves, which improves sustainability (Falavigna and Ippoliti, 2021). In the case of Sainsbury, the prudent dividend cover is necessary to balance the shareholders' returns against reinvesting in Sainsbury as well as debt servicing obligations.

Figure 4: Gearing ratio and interest cover (two-year comparison)

Figure 5: EPS and dividend per share trends
1.5 Critical Evaluation of Ratio Analysis 
As much as ratio analysis can be an effective instrument in the evaluation of financial performance, it has, however, a number of limitations that should be taken into consideration. To begin with, ratios are historic, and they are based on old statements. Consequently, they might not fully represent the actual market conditions and future perspectives, especially in a fast-evolving retailing environment (Atrill & McLaney, 2019).
Second, inflation may skew the interpretation of ratios by inflating profits and deflating asset values, particularly those valuations at historical cost (Adkins, Cooper, and Konings, 2021). This may produce inaccurate conclusions with respect to profitability and the amount of profit on capital used (Arnold, 2013).
Third, a reporting difference between accounting policies, like the depreciation of property, valuation of inventory, or lease accounting, can have a big influence on the reported figures. Comparisons across time or between different firms can thus be an indication of accounting decisions and not actual performance differences.
Fourth, industry comparability is low. A retail business, such as that, usually has low current ratios and a negative working capital cycle. Using generic benchmarks without paying attention to sector-specific peculiarities can result in wrong estimates of liquidity or risk.
Ratios ought to therefore be regarded as indicators but not absolute. Financial analysis involves effective interpretation of ratios that is backed up by qualitative information, trend analysis, and knowledge of the business model and the environment in which the firm operates.
1.6 Recommendations for Financial Performance Improvement 
Due to the above analysis, a number of recommendations can be offered to improve the financial performance of Sainsbury. To begin with, the management of working capital should also be a strategy. Further streamlining of inventory turnover was possible via better demand forecasting and supply-chain effectiveness, which would minimise holding costs and waste and reinforce cash flow (Atrill & McLane, 2019).
Second, cost control should be directed towards energy performance, logistics, and labour productivity because of inflationary pressures in the retail arena (Ikue, 2024). Even small cost reductions can have a significant effect on operating margins.
Third, optimisation of capital structure is needed. A moderately geared and high-interest cover will provide financial flexibility without disadvantaging the tax deductions of debt financing. Lastly, improved management of cash flow, necessitated by austerity in capital spending and judicious dividend practices, shall make Sainsbury strike a balance between the returns to shareholders and long-term investment and survival in uncertain economic situations.
Task 2
2.1 Investment Decision 
Long-term growth strategies heavily rely on capital investment decisions where a lot of financial resources are dedicated to undertaking projects that have benefits exceeding several years. These choices have a direct impact on profitability, exposure to risk, and shareholder prosperity in competitive and capital-intensive settings (Arnold, 2013). The result of poor investment decision-making can place firms at a disadvantage in terms of inefficient cost structure, whilst a good appraisal is favorable to sustainable growth and a competitive edge.
One of the values of investment appraisal is the possibility to estimate the future cash flows with a systematised and objective method (Pereira, Dias, Galvão, 2024). The modern financial theory underlines the idea that investment decisions must be aligned with the goal of shareholder wealth maximisation and that they have to consider the time value of money and expected returns (Brealey, Myers, and Allen, 2020). In turn, companies use discounted and non-discounted methods of appraisal to determine the viability of projects.
Here, the management is evaluating three strategic projects that are mutually exclusive, each with a four-year planning horizon (Mäntysalo et al., 2023). Project A includes a moderate start with consistent growth in cash inflows, Project B has a greater start but has more cash flows in the latter years, and Project C is a big start with the largest absolute cash inflows. These projects vary in magnitude, profile within the risk, and capital intensity; thus, they can be compared with other appraisal methods.
The sections further below point out cash flows pertinent and use Payback Period, Net Present Value (NPV), and Internal Rate of Return (IRR) methodologies to define which project best fits the financial goals over the long term.
2.2 Identification of Relevant Cash Flows & Assumptions 
Proper identification of cash flows of interest is the cornerstone of sound investment appraisal (Pereira et al., 2024). The analysis should only include incremental cash flows, which are those cash flows generated as a direct result of a project being undertaken (Atrill & McLaney, 2019).
Table 5: Key assumptions used in the appraisal
Item	Assumption
Initial investment	Incurred at time 0
Operating cash flows	Occur at year-end
Corporation tax	25%
Capital allowances	20% straight-line
Discount rate (cost of capital)	6%
Project life	4 years
Residual value	Nil

The initial investment refers to the initial capital expenditure that is needed to initiate every project. These outflows take place at time zero but are not discounted.
Operating cash flows are the net cash inflows per year of each project. To simplify the analysis (Elghaish et al., 2021), the given cash flows were assumed to be after-tax operating cash flows, which is a typical simplifying assumption in the academic appraisal where detailed profit and loss information is not available (Arnold, 2013).
The tax is levied at 25 percent, in line with the current UK corporation tax. The financial consideration of 20% straight-line capital allowances is presumed to give a tax shelter to the project's cash flows (Buchanan, 2025). In cases where net cash flows are reported, the tax effect has been reflected implicitly.
The 6% discount rate indicates the weighted average cost of capital of the firm and shows the lowest acceptable rate of investment, including the risk aspect and the opportunity cost of capital (Brealey et al., 2020).
All projects have a four-year time horizon, which makes them comparable and consistent across appraisal methods. These are reasonable assumptions that can give a realistic structure in which the financial attractiveness of the proposed investments is evaluated.
2.2 Capital Appraisal Techniques 
2.2.1 Payback Period 
The payback period measures the time required for cumulative cash inflows to recover the initial investment (Dai et al., 2022). It is calculated as:

Where cash flows vary, cumulative inflows are used.
Table 6: Payback Period Calculations
Project	Initial Investment (in £000)	Cumulative Payback
A	600	≈ 2.0 years
B	1,000	≈ 2.2 years
C	1,600	≈ 2.4 years

Project A has the shortest payback, with it recovering its initial outlay just after the second year. Project C, although having greater absolute cash flows, yields the longest payback because it has a higher initial cost.
Payback prefers projects that will recoup the cash in the short term, which is appealing in cases of constraint of liquidity or excessive uncertainty (Perrelli et al., 2023). It also does not take into consideration the time value of money and ignores the cash flows beyond the payback point, which restricts its value as a first-line decision instrument (Atrill & McLaney, 2019).

Figure 6: Bar chart comparing payback periods across projects
2.2.2 Net Present Value (NPV) 
NPV is considered to be the most theoretically justified method of appraisal since it explicitly considers the time value of money and explicitly quantifies value creation (Brealey et al., 2020).

where .
Table 27 Discount Factors at 6%
Year	Discount Factor
1	0.943
2	0.890
3	0.840
4	0.792

Table 8: NPV Calculations (£000)
Project	PV of Cash Inflows	Initial Investment	NPV
A	1,519	600	+919
B	2,159	1,000	+1,159
C	2,754	1,600	+1,154

All the detailed calculations are presented in the Appendix. The three projects have positive NPVs, which implies that they all produce shareholder value that is above the necessary rate of return. The NPV of Project B is the greatest, slightly better than that of Project C, and hence, the most value-increasing choice. Accept project with NPV value greater than 0; selecting a mutually exclusive project with the highest NPV (Arnold, 2013.)

Figure 7: Column chart comparing NPVs of Projects A, B, and C
2.2.3 Internal Rate of Return (IRR) 
Internal Rate of Return (IRR) is the discount rate that a project will have when its NPV is zero (Wangchuk, 2022). It is an estimated percentage of the expected return of the project, and is usually determined by trial and error or interpolation.
Table 9: Approximate IRR Results
Project	Approximate IRR	Cost of Capital	Decision
A	~40%	6%	Accept
B	~30%	6%	Accept
C	~25%	6%	Accept

The IRR of all the projects is well above the cost of capital of 6 percentage points, which validates their financial viability. IRR is subjectively attractive to managers since it conveys returns at a scale expressed as a percentage that is easier to compare with the hurdle rates (Irwanto, 2021). Project A offers the highest IRR, which is due to its quick early cash inflows in comparison with the investment.
IRR can also be inappropriate to make comparisons between projects of various magnitudes, despite its usefulness (Sneps-Sneppe, 2023). Project A in this example has the greater IRR, whereas Project B has a greater NPV than Project A. This is an example of a major weakness of IRR, since it fails to quantify the creation of absolute value and can prioritise smaller projects over those with a higher value (Brealey et al., 2020). Therefore, IRR is not to be considered as a decision criterion as compared to NPV; it should be taken as an auxiliary indicator.

Figure 9: Line chart showing IRR versus cost of capital
2.4 Capital Rationing & Profitability Index 
Capital rationing is a phenomenon that arises when a company has a limited amount of money, and all projects with positive NPVs cannot be implemented, so it has to select which investments would most effectively maximise its overall value generation (Brealey, Myers, and Allen, 2020). The Profitability Index (PI) is particularly useful under capital rationing, as it measures value created per unit of investment and is calculated as:

Table 10: Profitability Index Calculations
Project	PV of Cash Inflows (£000)	Initial Investment (£000)	PI
A	1,519	600	2.53
B	2,159	1,000	2.16
C	2,754	1,600	1.72

Projects are ranked by PI in descending order: A → B → C.
With a £2.5m capital constraint, management should fully undertake Projects A (£0.6m) and B (£1.0m), leaving £0.9m available. As Project C is divisible, 56.25% of Project C can be undertaken:

The NPV contribution from Project C is therefore:

Table 11: Optimal Investment Mix
Project	Investment (£000)	NPV (£000)
A	600	919
B	1,000	1,159
C (56.25%)	900	649
Total	2,500	2,727

The optimal capital-rationed portfolio generates a total NPV of £2.727m, maximising shareholder value under funding constraints (Arnold, 2013).

Figure 9: Profitability Index ranking

Figure 10: Capital allocation by project
2.5 Theoretical Justification of NPV 
The Net Present Value (NPV) is generally considered the strongest theoretically sound investment appraisal tool since it directly uses the time value of money because cash obtained earlier is better than cash obtained later due to opportunities to reinvest it and risk (Fisher, 1930; Brealey et al., 2020).
NPV is closely connected with the benchmark of shareholder wealth maximisation, which is the core idea of financial management (Burcovich, 2021). Positive NPV implies that a project will yield returns higher than the cost of capital incurred by the firm in question, or rather boosts the market value of the firm (Modigliani and Miller, 1958). In contrast to measures based on percentages, NPV offers an absolute monetary metric of value creation, which is especially appropriate in the context of prioritising mutually exclusive projects of varying scales (Damodaran, 2015).
NPV provides a high-quality decision compared to other non-discounting techniques like Payback and Accounting Rate of Return (ARR) (Sladkova, 2022). Payback does not consider cash flows after the recovery period and does not consider the time value of money, whereas ARR considers accounting profits instead of cash flows and hence can be manipulated and is at the mercy of subjective accounting policies (Atrill & McLaney, 2019).
Nevertheless, managers persist in using payback due to its simplicity, intuitive quality, and focus on liquidity and risk. When there is uncertainty or limited capital, quick recovery of original capital is a psychological reassurance, and this limits exposure to uncertainty in the long run (Graham and Harvey, 2001). Nevertheless, there is continual scholarly agreement over the application of NPV as the main measure of decision-making, with other methods acting as auxiliary instruments.

Figure 11: discounted vs undiscounted cash flows over time
2.6 Other Qualitative Factors Affecting the Decision 
As much as quantitative appraisal offers a firm basis for making investment decisions, the qualitative factors are essential. Long-term projects involve risk and uncertainty, especially in forecasting the demand, cost inflation, and technological change. Awareness of poor economic situations must be discussed in conjunction with the numerical outcomes (Ross, Westerfield, and Jordan, 2019).
Market conditions based on the competitive intensity, consumer behaviour, and regulatory developments can significantly impact the actual cash flow realisation (Umoh, 2024). A project that has a high NPV can perform poorly when the market assumptions turn out to be excessively positive.
Another important consideration is the operational capacity. Projects that involve higher managerial skills, infrastructure, or supply-chain requirements might also push organisational resources and raise the risk of execution (Kaplan and Norton, 2004).
The working capital implications of investment decisions are also available. Increases in sales volumes can necessitate more inventory quantities or shifts in supplier credit conditions with implications on liquidity despite the appealing long-run profitability (Atrill & McLaney, 2019).
Lastly, the projects should have a strategic alignment with corporate objectives. Parity investments that favor long-term competitive positioning, transformation to digital, or resilience may be favored despite marginally poor short-term financial performance (Porter, 2008).
2.7 Sources of Finance Recommendation 
Selecting appropriate sources of finance is essential to support investment while maintaining financial stability. Financing options can be categorised into internal vs external and short-term vs long-term sources (Myers, 1984).
The cheapest and least risky source of finance is internal finance or retained earnings, since there is no cost of interest and dilution of ownership (Almanaseer, 2024). But overdependence on internal funds could restrict the dividend capacity and slow growth. External financing involves bank loans and bonds, and equity issues, each having specific risk and control implications (Arnold, 2013).
Short-term finance can be taken in the form of overdrafts or trade credit, which are flexible but raise refinancing risk and obstruct liquidity ratios (Pamungkas, 2023). They should use long-term finance, such as term loans and equity, to fund long-lived assets that require them to have maturity and financial stability (Brealey et al., 2020).
Table 12: Evaluation of Financing Options
Source	Advantages	Disadvantages
Retained earnings	Low cost, no dilution	Limited availability
Bank loans	Tax-deductible interest	Increases gearing
Equity	No repayment obligation	Dilution of control

A combination of finance is advisable regarding the proposed investment programme. Part of the investment should be funded by retained earnings to maintain flexibility, and moderately long-term debt can be incurred to take advantage of the tax shield without unduly elevating gearing (Adam and Miller, 2021). There should not be an equity issue except where the amount of funds required in financing the company surpasses the finances through debts, since by doing so, it would dilute the current shareholders, and, consequently, it would reduce the company's earnings per share (Myers and Majluf 1984).

Figure 12: Capital structure comparison before vs after financing
Conclusion
The following report aims to evaluate the financial performance of Sainsbury and determine the most value-adding strategy for investment. Part 1 concludes: The financial position of Sainsbury is in line with one of the leading UK grocery retailers: profitability is modest, but stable, based on scale and efficiency; liquidity is high in operational terms through the favourable working capital cycle; efficiency ratios are showing that Sainsbury is managing its assets and inventory well and gearing is prudent with a comfortable interest cover, which is doing well in the eyes of investors. As much as ratio analysis has flaws, overall trend and context are indicative of good financial management and survival in a competitive industry.
Part 2 shows that punitive capital appraisal significantly enhances the quality of decisions. All projects proposed satisfy acceptance requirements, but capital rationing requires prioritisation. The use of the Profitability Index on divisible projects, both to determine the ideal investment mix to maximise total NPV, supports NPV as the primary decision rule. IRR and Payback offer some valuable supplementary information; the former is a benchmarking of returns, and the latter is a liquidity risk, but they should not supersede rankings based on value.
The ultimate recommendation to the Board is to accept the portfolio portrayed by capital rationing that can generate the most aggregate NPV, with funding being made by means of a moderate mix of retained earnings and moderate long-term debt. This maintains financial flexibility, liquidity protection, and avoids unwarranted equity dilution. Operationally, the sustained emphasis on costs, supply-chain effectiveness, and optimisation in inventory will be important to maintaining margins.
In the future, Sainsbury's strategic financial outlook needs to focus more on its value-accretive investments, high cash generating, and a low capital structure to overcome market uncertainty and to enable it to achieve long-term development and shareholder value.
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