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[bookmark: _Toc224919045]Executive Summary
Whether the business is manufacturing, energy, or something else entirely, this paper assesses how financial ratio analysis and investment appraisal methods like NPV, IRR, etc. assist in making crucial managerial decisions. In order to identify trends related to the company's overall performance, liquidity, leverage, and other areas of concern, Part 1 of the report uses the company's 2023–2024 financial statements to demonstrate the application of profitability, liquidity, efficiency, gearing, and investor ratios pertinent to BP p.l.c. Despite the persistence of sector-wide issues, the company's financial performance has declined in comparison to its historical performance alongside its rivals, according to the performance study. Overall, the company's managers have received several advices in order toenable them to overcome the current problems.
Under the specified circumstances of returns surpassing 6% of cost of capital, Part 2 of the report will assess the three mutually exclusive investment projects for the company in question using three widely used investment appraisal techniques: NPV, IRR, and payback period. Additionally, this paper has explained the underlying presumptions and constraints of the investment appraisal methods that have been used. Once more, justifications for why non-discounted methods are still so widely used in practice despite the existence of discounted methods have been offered. After analyzing the company's most recent financial accounts, the report's author claims that BP's financial performance is under pressure in terms of profitability and returns. Additionally, even though option B does not have the shortest payback period, it has proven to be the most profitable option for Westward P.L.C. This demonstrates the existence of a trade-off between a project's recovery period and value production.
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[bookmark: _Toc224919047]Introduction
Financial management serves as a cornerstone for assessing financial performance effectively and making wise decisions to support all of these activities in order to guarantee sustainable business operations and ensure that resources are distributed in an adequate manner. This report will consist of two parts in this context. The examination of BP UK's financial ratios will be one element. An introduction of the business, ratio computation and analysis, critical assessment and interpretation, and suggestions for enhancements will all be provided for this purpose. For Westward P.L.C., the second component will be developed utilizing a variety of investment assessment approaches in order to reach a firm judgment regarding the project in which the business must invest. An overview of the project and investment options, the superiority of NPV as an appraisal method, the computation of NPV for all options, the computation of IRR for chosen options, the interpretation of the results for both options, the popularity of non-discounted methods, other factors to take into account when making investment decisions, capital rationing analysis, and sources of funding for investment programs will all be included for this purpose. All things considered, this will be a thorough and detailed report that includes all computations required for both businesses. Once more, the theoretical underpinnings will be supported by the relevant theory and, if needed, instances. Therefore, by analyzing past performance and applying investment assessment methods, this report will be able to provide decision-makers with specific insights to help them make wise choices and obtaining the best results in the process. It is in this context that the recommendations provided in this report will also be based on analysis.

[bookmark: _Toc224919048]Main Findings
[bookmark: _Toc224919049]3.1. Part – 01: Analysis of Financial Ratios of BP UK
[bookmark: _Toc224919050]3.1.1. Overview of BP P.L.C.
One of the world's most integrated energy supermajors, BP P.L.C. is currently engaged in exploration, production, refinement, distribution, and retail operations along the oil and gas industry's value chain. With little over 100,000 workers as of 2024, it maintains its dominant position in the global energy industry (BP p.l.c., 2025). However, recent financial results have demonstrated that the organization is experiencing pressure and volatility due to both internal operational problems and macroeconomic problems.
Overall, BP’s 2024 financial performance does not appear to be stronger than its historic performance as declines have been identified in profitability and returns due to higher financing costs and increased impairment charges (BP p.l.c.., 2025). Thus, it raises concerns regarding the company’s capacity in maintaining better performance when faced with turmoil and intricate operating environment.
[bookmark: _Toc224919051]3.1.2. Ratio Calculation and Analysis
In this report, profitability, liquidity, gearing, efficiency and investor ratios will be calculated for BP P.L.C. using its 2024 annual report. The calculation process has been presented in the appendix section in details.
Profitability Ratio
Profitability ratios help quantify a company's earnings in relation to a number of factors, including revenue, assets, equity, etc. The following formula is used to determine BP's profitability ratios for 2024
Net Profit Ratio: This ratio calculates the profit made after all corporate expenses and liabilities are paid to shareholders.
Formula = (Net Profit / Revenue) * 100
Results:
	Year
	Result

	2023
	7.3%

	2024
	0.2%



Figure: Net Profit Ratio Illustrated (Source: Own)
From the above results, BP p.l.c. has experienced a major decline in its net profitability as the margin fell from 7.3% in 2023 to 0.2% in 2024 (BP p.l.c., 2025). In this regard, other oil and gas majors have also earnings volatility although not at the level of BP p.l.c... These other competitors include Shell p.l.c. facing a fall of 17.4% in earnings in 2024, Equinor facing a profit fall of 25.8% in 2024 and others as well (Alhan, 2024). The reasoning behind such industry-wide profit decline can be resonated back to sector-wide headwinds in a similar trend and fashion because of lower oil prices and shrinking refining margins (Alhan, 2024). 
Return on Equity: It allows shareholders to make important decisions about their interests in a company by quantifying the return on their investment.
Formula = (Net Profit / Shareholder’s Equity) * 100
Results:
	Year
	Result

	2023
	21.69%

	2024
	0.64%



Figure: Return on Equity Illustrated (Source: Own)
Return on equity of BP p.l.c. has also weakened in the same period as the margin fell from 21.69% in 2023 to just 0.64% in the following year. This shows that the shareholder funds are generating much lower returns compared to previous year (Kharatyan et al., 2016). From academic studies, it can be stated that if ROE sustains below peers and sector norms, it can signal towards strategic or even operational underperformance. For instance, peers such as Equinor, Chevron, Shell, ExxonMobil, TotalEnergies etc. all have faced decline in their ROE to certain degrees in 2024 compared to 2023 in the range of 6-13% (Anderson, 2024). However, the fall of BP p.l.c. has fallen nearly to zero which showcases much worse performance compared to its industry peers.
Liquidity Ratio
The metrics used to assess a company's liquidity status, which shows how well it can settle its short-term and urgent debts over a specific time frame, are known as liquidity ratios. 
Current Ratio: This liquidity ratio is used to assess how well a company can use its short-term assets to settle its short-term debts. Although it varies by industry, textbooks say that a company can pay off its short-term loans if its current ratio is greater than 1 (La Rosa, 2020).
Formula = (Current Assets / Current Debts)
Results:
	Year
	Result

	2023
	1.21

	2024
	1.25




Figure: Current Ratio Illustrated (Source: Own)
The current ratio of BP p.l.c. is now expected to have slightly increased between 2023 and 2024, rising from 1.21 in 2023 to 1.25 in 2024 (BP p.l.c., 2025). For manufacturing and capital-intensive businesses like BP p.l.c., a range of 1.5 to 2.0 is typically mentioned; however, since the current ratio is greater than 1.0, it will be able to adequately fulfill all of its short-term obligations (Lanjewar and Bansal, 2021).
Acid Test Ratio: It is a quicker way to assess a company's ability to settle its most pressing debts using its present assets, excluding inventories.
Formula = [(Current Assets – Inventories) / Current Debts]
Results:
	Year
	Result

	2023
	0.94

	2024
	0.97




Figure: Acid Test Ratio Illustrated (Source: Own)
Once more, the company's fast asset ratio has improved along with the current ratio. In 2024, the company's fast asset ratio was 0.97, up from 0.94 in 2023. Considering how turbulent the company's overall financial performance has been, this is a minor improvement. Once more, although the levels vary from industry to industry, a quick asset ratio of 1 is thought to be a reasonable benchmark for a company to meet its extremely short-term needs (Bragg, 2012).
Efficiency Ratio
Efficiency ratios are often used to determine how well a business can use its assets, inventory, and other resources. 
Asset Turnover Ratio: This ratio assesses a company's ability to generate revenue for every dollar invested in assets in order to estimate its asset productivity.
Formula = (Revenue / Total Assets)
Results:
	Year
	Result

	2023
	0.75 Times

	2024
	0.67 Times



Figure: Asset Turnover Ratio Illustrated (Source: Own)
BP P.L.C.'s asset turnover dropped from 0.75 times in 2023 to 0.67 times in 2024. This indicates that, in contrast to a higher $0.75 of revenue created against each dollar of assets invested, the company has only been able to generate $0.67 of revenue against each dollar of assets invested. This is a reflection of BP P.L.C.'s declining revenue as well as its unchanging asset base. The decrease in BP p.l.c.'s asset turnover ratio is indicative of both underutilized refinery capacity and a fall in the use of its asset base, both of which are consistent with decreasing production quantities (Alhan, 2024).
Gearing Ratio
Such a ratio typically assesses a company's debt servicing capacity and financial leverage, demonstrating both the sustainability of a company's capital structure and its susceptibility to financial risk.
Debt-to-Equity Ratio: This measures a company's financial leverage by contrasting the amount of debt and equity it has used in its capital structure.
Formula = (Total Debt / Total Equity)
Results:
	Year
	Result

	2023
	0.61

	2024
	0.76




Figure: Debt-to-Equity Illustrated (Source: Own)
Between 2023 and 2024, the debt-to-equity ratio rose from 0.61 to 0.76. This implies that debt rather than equity accounts for a larger share of BP PLC's capital structure. To balance the need for high capital requirements and sensitivity to commodity price volatility, companies in the capital-intensive industry maintain moderate levels of leverage, ranging from 0.2 to 0.6 (Anderson, 2024). Therefore, in comparison to its competitors, BP p.l.c.'s high levels of debt are a sign of its significant financial risk exposure (EPICORP, 2024).
Debt-to-Asset Ratio: This showcases the leverage used by a company to finance the acquisition of assets of a company.
Formula = (Total Debt / Total Assets)
Results:
	Year
	Result

	2023
	0.19

	2024
	0.21




Figure: Debt-to-Asset Ratio Illustrated (Source: Own)
Between 2023 and 2024, the percentage of debt used to purchase assets rose from 19% to 21%. It is inferred that a very little bigger percentage of BP p.l.c.'s asset base is now financed by interest-bearing obligations due to the debt-to-asset ratio's minor increase. This implies that if problems increase across the industry, the company could have less flexibility in its balance sheet (Kukharenko, 2016).
Investor Ratio
Since investor ratios give precise information on the returns that shareholders receive as well as the market value of the company, they also directly influence shareholders' decision-making. 
Earnings per Share: This is one of the key metrics for a company's valuation since it shows how much net profit is accessible to each of the company's outstanding common shares.
Formula = (Net Profit / Total Shares Outstanding)
Results:
	Year
	Result

	2023
	87.78 Cents

	2024
	2.38 Cents




Figure: Earnings per Share Illustrated (Source: Own)
Earnings per Share has fallen from 87.78 cents in 2023 to just 2.38 cents in 2024 which can be attributed to the collapse seen in net profit. Now, when earnings collapse in such a drastic manner, it reduces the earnings-based element of shareholder value and for this reason, there may be a downward pressure on BP’s share price, as well, if shareholders consider the downward pressure in earnings as something more than temporary (Avi, 2023).
Dividend Payments: This displays the total amount of dividends distributed to shareholders. These payments are typically directly related to a company's profitability. A company's dividend policy is based on its inability to pay large dividends when it is not profitable.
Results:
	Year
	Result

	2023
	$4,809 million

	2024
	$5,003 million




Figure: Dividend Payments Illustrated (Source: Own)
Despite a 97.5% decline in income, the dividend payment amount increased from 4,809 million USD in 2023 to 5,003 million USD in 2024. It is attempting to convey that BP PLC is more concerned with maintaining dividend payment consistency than with reducing dividend payments. Although taking such activities is a common procedure for any large publicly traded company, it is always concerning when such actions are being taken in spite of a decline in earnings (Bragg, 2012).
Target by the Company: It is important to note that BP p.l.c has already set its target and laid it out in its 2024 strategic outlook by citing that it is now targeting a ROCE greater than 16% to be achieved at the end of 2027, net debt to be contained between 14-18 billion USD in the same time period and annual increment of dividend per ordinary share by at least 4% (BP p.l.c., 2025). So, while industry benchmarks may have helped the analysis undertaken and interpretation provided significantly, it will be even more important to consider the company’s own targets in different regards in the future (La Rosa, 2020)

[bookmark: _Toc224919052]3.1.3. Critical Evaluation and Interpretation
Both operational and macroeconomic issues have contributed to the decline in BP P.L.C.'s financial performance and health. First, the worldwide refining margins are declining and the market dynamics are deteriorating. Additionally, because of the increase in refining capacity relative to the growth in demand, the price per barrel of oil has decreased from $25.8 to just $17.7 (Statista, 2025). Additionally, the company's incapacity to overcome power interruptions that impacted its refining capacity is one of the operational issues that contributed to the decline in the company's performance. Furthermore, the company's capital miscalculations and significant buyback procedures prevented it from strategically positioning itself even when the company was undergoing severe financial distress (BP p.l.c., 2025). From the standpoint of the industry, it is clear that the company has significantly underperformed its rivals. ExxonMobil, its nearest rival, outperformed BP P.L.C. with an earnings figure of $33.7 billion and a ROCE of 12.7% (ExxonMobil, 2025). Once more, it is clear that rivals like Shell, Chevron, and others have beaten BP P.L.C. in a comparable manner. All of these elements show how macro and microeconomic factors, such as market conditions and strategic deviations, have interacted to cause BP's recent underperformance (Al-Mana et al., 2020).
Now that the ratio analysis for BP P.L.C. has been completed, a great deal of information about the company's general health and financial performance has been discovered. However, in terms of the company's overall performance and health as indicated by the ratio analysis, it is important to remember that this viewpoint does not fully represent the company's makeup. Instead, it is important to recognize that the overall use of ratio analysis has a great deal of inherent constraint. For example, ratio analysis cannot show some non-financial factors that affect a company's total financial performance (Daloopa, 2024). As far as BP P.L.C. is concerned, it is pertinent to note that the overall historical basis of ratio analysis cannot guarantee the replication of such performance in the future, thereby restricting the underpinning of the overall analysis for the company. Furthermore, when geopolitical tensions rise and oil and gas corporations operate in a hostile and dangerous environment, industrial dynamics tend to produce significant sector-specific obstacles (Corporate Finance Institute, 2025). All of these have an impact on the financial performance of businesses that are comparable to BP P.L.C. The company's ratio analysis has not yet demonstrated these. Once more, the ratio study conducted has not provided an illustration of the non-financial aspects such managerial quality, technological skills, and regulatory interactions (Daloopa, 2024). Additionally, there is a chance that BP P.L.C. will overstate or understate its income statement and balance sheet, even though there isn't any solid proof to support this claim. However, because a company's financial statements can be greatly impacted by changes in how it recognizes its impairment charges, accounting policy distortions are frequent in businesses. These restrictions also include exposure to window dressing risk, sensitivity to variations in accounting policies implemented by various corporations, and reliance on historical accounting data (La Rosa, 2020).

[bookmark: _Toc224919053]3.1.4. Recommendations for Improvements
Now, based on all of the above analyses, the following recommendations are being made for BP P.L.C.’s improvements.
· BP p.l.c. needs to prioritize improving its utilization and reliability of refining assets so that it can aim at reducing unplanned outages more resoundingly while moving refinery availability closer to the most effective practices found in peers in the sector. At the same time, the company needs to continue to pursue disciplined operating cost reductions through organisational streamlining, digitalization of activities and processes as well as procurement optimization for enhanced management (Al-Mana et al., 2020; Ewing and Thompson, 2016).
· The company must focus on restrengthening its balance sheet by reducing its reliance on leverage and incorporating more equity to reduce its exposure to increased financial risks. In order to do so, the company must increase its cash cushion to at least $35 billion to achieve operational flexibility under current circumstances and overcome the current financial crisis resiliently. 
· Another recommendation for the company is to refocus its strategy by implementing a strategy reset to achieve increased capital to reduce its overreliance on debt, as well as its transition investment to be more disciplined and reduce its investments to $1.5-2 billion annually instead of $5-7 billion annually. This will help the company to streamline its operations and investment strategies to ensure upstream in oil and gas (Sustainability Magazine, 2025).
· Management needs to set transparent medium-term performance targets including restoration of its ROCE metrics back to middle levels and at the same time, optimize production growth at a stabler rate. At the same time, by linking these strategies to an effective framework of capital allocation, the management can focus on balancing dividends, reducing debts and increasing investments in more profitable projects as the company evolves (La Rosa, 2020; Malichova et al., 2018).
1.2. [bookmark: _Toc224919054]Part – 02: Investment Decision for Westward P.L.C.
1.2.1. [bookmark: _Toc224919055]Project Overview and Investment Options
According to the brief, Westward P.L.C. is a manufacturing company that makes high-quality curtains and is currently faced with three options for expansion that are mutually exclusive. Each of the three possibilities has a distinct focus and conclusion. The following are the three choices.
The company can increase its retail reach by expanding its retail outlet under Option A, which calls for an initial investment of 600,000 pounds. This solution integrates the business, improving both its brand recognition and retail operations. For Option B to grow its online presence and sales, an initial investment of one million pounds is needed. The infrastructure for e-commerce will be established with the initial investment. The choice will allow the business to grow internationally and gain visibility online. Option C calls for an initial investment of 1,600,000 pounds, which the business can use to purchase specialized manufacturing equipment and other required items in order to create wooden and Roman blinds. In order to compare each project on a risk-adjusted basis, these cash-flow projects will serve as the foundation for using the numerous common capital-budgeting techniques (Carmichael, 2011; Pawlak and Zarzecki, 2020).
In order to successfully resolve the current predicament, the business must now choose amongst the three investment options. Investment appraisal techniques like NPV and IRR can be used to do this.
Superiority of NPV as an Appraisal Method: Theoretical Foundation
Because it can show the value that a project adds to a company, net present value is one of the most often used evaluation techniques (CLFI, 2024). A manager finds it easier to understand the current projects when the results are expressed in pounds. Both the adoption of practitioners and scholarly consensus support it. Now, NPV's theoretical underpinnings provide justifications for why it is regarded as the best appraisal technique. They are explained in further detail below.
Time Value of Money: NPV makes use of the idea that money received in a year will not be worth the same as money received right now. In order to determine the present value of all the cash flows associated with a project, the approach discounts cash flows using a discount rate (Bosri, 2016).
Absolute Value Creation Measurement: One of the major features of NPV is that it produces the absolute value created through each of the projects, which helps to understand how much value exactly is to be expected of any and all projects (Bosri, 2016). For instance, a project having a positive NPV of 100,000 Pounds will imply that the project will add an additional 100,000 Pounds to the value of the firm's standalone.
Consistent Ranking across Mutually Exclusive Projects: As the value created by a project is the absolute value to be added to the firm’s overall value, NPV helps to rank the mutually exclusive projects effectively (Bosri, 2016). This is because appraisal methods such as IRR can produce conflicting rankings if projects produce different cash flows with different timing for the cash flows.
Realistic Reinvestment Assumptions: One of the main differences between NPV and IRR is that the former assumes that all cash flows will be reinvested at the firm's cost of capital, while the latter assumes that all cash flows will be reinvested at the IRR, which is frequently highly unrealistic (Harris and El-Massri, 2011; Poggensee and Poggensee, 2021).
1.2.2. [bookmark: _Toc224919056]Calculation of NPV for all the Options
The method of calculating net present value (NPV) for a project is intricate, and it becomes much more so when factors like pre-tax cash flows and tax shield amounts are included. It is still, nevertheless, a comparatively easier procedure than figuring out the internal rate of return. The NPV for each of the three choices is now computed below.
Calculation of NPV for Option A
	Year
	Pre-Tax CF (£'000)
	Tax Amount (25%) (£'000)
	Tax Shield (£'000)
	ATCF (£'000)
	Discount Factor (6%)
	PV (£'000)

	0
	(600)
	0
	0
	(600)
	1.00
	(600)

	1
	200
	(50)
	30
	180
	0.9434
	169.81

	2
	400
	(100)
	30
	330
	0.8900
	293.70

	3
	500
	(125)
	30
	405
	0.8396
	340.04

	4
	700
	(175)
	30
	555
	0.7921
	439.62

	NPV
	£643,165



Calculation of NPV for Option B
	Year
	Pre-Tax CF (£'000)
	Tax Amount (25%) (£'000)
	Tax Shield (£'000)
	ATCF (£'000)
	Discount Factor (6%)
	PV (£'000)

	0
	(1,000)
	0
	0
	(1,000)
	1.00
	(1,000)

	1
	400
	(100)
	50
	350
	0.9434
	330.19

	2
	450
	(112.5)
	50
	387.5
	0.8900
	344.88

	3
	720
	(180)
	50
	590
	0.8396
	495.36

	4
	980
	(245)
	50
	785
	0.7921
	621.80

	NPV
	£792,228


Calculation of NPV for Option – C
	Year
	Pre-Tax CF (£'000)
	Tax Amount (25%) (£'000)
	Tax Shield (£'000)
	ATCF (£'000)
	Discount Factor (6%)
	PV (£'000)

	0
	(1,600)
	0
	0
	(1,600)
	1.00
	(1,600)

	1
	450
	(112.5)
	80
	417.5
	0.9434
	393.87

	2
	700
	(175)
	80
	605
	0.8900
	538.45

	3
	900
	(225)
	80
	755
	0.8396
	633.90

	4
	1,200
	(300)
	80
	980
	0.7921
	776.26

	NPV
	£742,475


NPV Recommendation: The NPV method's decision rule states that, in a mutually exclusive scenario, the project with the highest net present value should be chosen, even when the three options available to Westward P.L.C. have different starting investment requirements. In light of this, Option B, which has the largest net present value (NPV) at £792,228, is the most appealing and acceptable project in question. Once more, Option B makes the most sense in terms of capital allocation due to the capital demand. As a result, the NPV findings show that all three of the projects are financially feasible because they all provide positive numbers; nevertheless, Option B should be chosen since it has the greatest NPV (Bosri, 2016).
Calculation of ARR for all the Options
The formula to calculate ARR is = (Average Annual Accounting Profit / Initial Investment) * 100. Now, the ARR for all the options are calculated below.
Option A:
Given, initial investment = £600,000
Total after-tax profit over 4 years = (200,000 – 50,000) + (400,000 – 100,000) + (500,000 – 125,000) + (700,000 – 175,000) = £1,400,000
Average annual profit = £1,400,000 / 4 = £350,000
Thus, ARR = (£350,000 / 600,000) * 100 = 58.33%
Option B:
Given, initial investment = £1,000,000
Total after-tax profit over 4 years = (400,000 – 100,000) + (450,000 – 112,500) + (720,000 – 180,000) + (980,000 – 245,000) = £1,912,500
Average annual profit = £1,912,500 / 4 = £478,125
Thus, ARR = (£382,500 / 1,000,000) * 100 = 47.81%
Option C:
Given, initial investment = £1,600,000
Total after-tax profit over 4 years = (450,000 – 112,500) + (700,000 – 175,000) + (900,000 – 225,000) + (1,200,000 – 300,000) = £2,437,500
Average annual profit = £2,437,500 / 4 = £609,375
Thus, ARR = (£609,375 / 1,600,000) * 100 = 38.08%
1.2.3. [bookmark: _Toc224919057]Payback Period
The use of Payback Period is also quite popular in practice as it helps to indicate the time required to retrieve the initial investment that managers can use to evaluate the riskiness of a project (Oral, 2016). Now, based on the after-tax cash flows calculated for NPV, the payback periods are calculated below.
Payback of Option A:
	Year
	Cash Flows
	Cumulative Cash Flows

	1
	180,000
	180,000

	2
	330,000
	510,000

	3
	405,000
	915,000

	4
	555,000
	14,70,000


Now, payback period = Years Before Break-Even + (Unrecovered Amount / Cash Flow in recovered Year)
		           = 2 + (90,000 / 405,000)
		           = 2.22 Years
Payback of Option B:
	Year
	Cash Flows
	Cumulative Cash Flows

	1
	350,000
	350,000

	2
	387,500
	737,500

	3
	590,000
	13,27,500

	4
	785,000
	21,12,500


Now, payback period = Years Before Break-Even + (Unrecovered Amount / Cash Flow in recovered Year)
		           = 2 + (262,500 / 590,000)
		           = 2.44 Years
Payback of Option C:
	Year
	Cash Flows
	Cumulative Cash Flows

	1
	417,500
	417,500

	2
	605,000
	10,22,500

	3
	755,000
	17,77,500

	4
	980,000
	27,57,500


Now, payback period = Years Before Break-Even + (Unrecovered Amount / Cash Flow in recovered Year)
		           = 2 + (577,500 / 755,000)
		           = 2.76 Years
Comparison: The above results suggest that Option A will recover the initial invested amount the fasted out of the three while Option C will recover the initial invested amount in the longest period of time out of the available options with Option B sitting in the middle of the two. However, it is Option B that has the highest NPV.

1.2.4. [bookmark: _Toc224919058]Calculation of IRR for Option B
Trial – 01: 6% Discount Rate
	Year
	ATCF (£'000)
	Discount Factor (6%)
	Present Value (£'000)

	0
	(1,000)
	1.00
	(1,000)

	1
	350
	0.9434
	393.87

	2
	387.5
	0.8900
	538.45

	3
	590
	0.8396
	633.90

	4
	785
	0.7921
	776.26

	Net Present Value
	£792,228















Trial – 02: 35% Discount Rate
	Year
	ATCF (£'000)
	Discount Factor (35%)
	Present Value (£'000)

	0
	(1,000)
	1.00
	(1,000)

	1
	350
	0.7407
	259.26

	2
	387.5
	0.5487
	212.62

	3
	590
	0.4064
	239.78

	4
	785
	0.3011
	236.36

	Net Present Value
	(£51,980)



Hence, IRR is: 
= 6% + [(792,228 / (792,228 – (-51,980)] * (35% - 6%) 
= 33.21%
Thus, the internal rate of return of Option B is 33.21% and it is substantially higher than given cost of capital of 6%.

1.2.5. [bookmark: _Toc224919059]Interpretation of Results for Management
First off, as Option B has produced the highest NPV for the company's resources, it has the highest NPV of any other option. This indicates that Option B will have the most potential to increase the company's fortune. Once more, from the standpoint of internal rate of return, the computed 33.21% IRR is more than 27% more than the 6% cost of capital. Even if the projected cash flows continue to fall short of projections, the expected return from an IRR perspective is significantly higher than the cost of capital, which can serve as a sizable risk buffer for the business (Wang, 2021).
Once more, this option will still be beneficial for Westward P.L.C. to proceed with even if the cash flows are not consistent by a significant margin. The NPV of 792,228 pounds indicates that this specific project will add around 79% of the initial capital outlay to the company's worth in proportion to the initial investment of 1 million pounds, making the venture very profitable (Bosri, 2016).
All things considered, the business might choose between the NPV and IRR methods since both have produced extremely beneficial outcomes. NPV is still a good alternative to rely on and make a wise investment selection to create the most wealth using the 1,000,000 pounds of investments, even though IRR has significant restrictions for its uses (Yan and Zhang, 2022).
Reasoning for Continued Popularity of Non-Discounting Methods
Non-discounting approaches are still quite popular for a few reasons, even though discounted appraisal techniques like NPV, IRR, and discounted payback periods are the most useful for every investor thinking about any kind of project. They are listed below. 
The ease of use and comprehension of these techniques, which surpass investors' expectations, is one of the main causes. Since payback period, accounting rate of return, and other non-discounting methods are simple to compute and apply to projects, many managers continue to find them trustworthy when screening investment opportunities in their early stages because these methods and tools are typically simpler to use and convey to the relevant stakeholders (Harris and El-Massri, 2011).
Second, even though NPV and IRR are reliable assessment techniques, they don't show how long it will take to recover the initial capital. Therefore, depending only on discounting techniques can make managing liquidity risk extremely challenging (Lanjewar and Bansal, 2021). Because of their accessibility and capacity to convert project feasibility into the amount of time needed to recoup initial inputs, non-discounting techniques like payback period continue to be widely used.
Finally, sophisticated assumptions are not needed to make an investment decision when using non-discounting procedures. This is due to the fact that discounted approaches, like NPV and IRR, involve assumptions in the decision-making process and make it more difficult to arrive at a wise choice. Because of this, investors primarily rely on the non-discounting methods to screen and eliminate unsuitable and irrelevant proposals before using the discounted methods to determine a project's eventual viability.

1.2.6. [bookmark: _Toc224919060]Additional Factors to Consider for Investment Decisions
Making wise choices and allocating resources to the best mix of risk and reward are crucial since investment decisions can have a substantial impact on a company's operational sustainability. For this reason, it is essential to take other considerations into account while making investing selections. The following are these extra considerations. 
Assessing the strategic alignment of projects with the company's competitive posture is one of the most crucial aspects of investment decisions, since poor decisions may result in the projects' long-term unsustainability (Jagongo and Mutswenje, 2014). For example, Tesla's utilization of Gigafactories is supported by the company's capacity to vertically integrate its operations. Therefore, even though the underlying risks are significant, investment in such projects remains strategically aligned with the capital requirement.
Lack of flexibility can cost thousands or millions of pounds if projects cannot be expanded, abandoned, delayed, or modified, which is why having options is becoming more and more crucial (Abdul Kareem et al., 2023). In this sense, the significance of these adaptabilities is demonstrated by Amazon's fulfillment network expansion effort. 
Overall, these qualitative considerations show that the project with the highest NPV may not be chosen just because of its lucrativeness due to higher profitability and rather strategic fit, flexibility and acceptable risk levels may be considered before committing to an investment project (Poggensee and Poggensee, 2021).

1.2.7. [bookmark: _Toc224919061]Capital Rationing Analysis
The practice of allocating resources to the best initiatives when a business has a lot of projects to invest in but lacks the funds to do so is known as capital rationing. In this sense, capital rationing is carried out using the profitability index of all accessible projects, wherein the risk-to-reward principle is used to evaluate the projects to which investments are allocated (Brüggen and Luft, 2011). To help Westward P.L.C. decide, the profitability index of the three options is computed below.
Option A: (1,243,170 / 600,000) = 2.07
Option B: (1,792,230 / 1,000,000) = 1.79
Option C: (2,342,480 / 1,600,000) = 1.46
Although the three projects are technically listed as mutually exclusive in the brief, it is assumed that they are divisible in order to show how a company can divide a limited budget among several projects because the available budget is too large for any of the projects (Brüggen and Luft, 2011). The corporation should allocate funds in accordance with the profitability index and the 2,500,000 pounds budget.
1. Invest 100% in Option A
· This leaves the company with 1,900,000 Pounds of budget.
2. Invest 100% in Option B
· This leaves the company with 900,000 Pounds of budget.
3. Invest 56.25% in Option C
· This leaves the company with no budget at all, but invests all of the company’s budget based on the profitability of the projects.
Based on the above allocation, Westward P.L.C. can expect to achieve a profitability of (643,170 + 792,230 + 417,645) = 1,853,045 Pounds on an investment of 2,500,000 Pounds. 
However, if the original assumption of the projects being mutually exclusive stands at 6% cost of capital, then Option B still remains to be the preferred single project due to its higher net present value.

3.2.9. [bookmark: _Toc224919062]Sources of Finances for Investment Program
Westward P.L.C. has a number of possibilities for obtaining funding to support the investment program. These sources include debt financing, such as bank loans, and equity financing, such as retained earnings and the issuance of additional shares. Now, each of these choices has pros and cons of its own. Below is a summary of them. 
Retained Earnings: These are an organization's total profits that can be used to finance upcoming initiatives. These days, this is one of the easiest ways for a business to get money. The flexibility to employ easily accessible assets immediately and the absence of expenses like marketing fees, underwriting, etc. are the primary benefits in this case.
But it has its own of problems. Among these difficulties is the restricted supply of these finances, which prevents the business from taking on large-scale initiatives. Retained earnings, however, are limited, and if a company withholds a sizable portion of profits without providing a convincing explanation, shareholders may become unhappy, which could have an effect on the share price (Harris and El-Massri, 2011).
New Share Issuance: PLCs frequently utilize this method to raise additional capital for a business by issuing newer shares to the general public. The company's ability to spend cash for as long as it works without having to repay it is one of its main advantages. Additionally, since firms are not required to pay dividends like they are interest payments, there is still freedom in dividend payments. However, there are other difficulties. One of them is the dilution of current shareholders' ownership in the event that the business issues additional shares, which results in a dilution of both ownership and control. Additionally, a variety of expenses are involved, including floating charges like underwriting, marketing, and professional fees. Once more, the public must be made aware of the issuing of new shares, even though shareholders may disagree with this (Preferred CFO, 2024).
Bank Loans: Bank Loans: One of the easiest ways for a business to obtain outside funding is by taking out a loan from a financial institution that covers the project's funding needs. The main benefit of borrowing money is that it gives the business access to a substantial amount of capital by spreading out the lenders from which it obtains loans. Additionally, the corporation can efficiently arrange and pay the principal and interest amounts because each loan has a time limit. Once more, tax shielding for interests lowers the total cost of financing (Settle, 2024). However, the major challenge of using such debt sources is that the company runs into financial risks if it is not able to pay the principal and interest amount back to the lender. In addition, the arrangement of bank loans can involve different fees including arrangement and legal fees which can also contribute to the cost of capital of borrowing from a bank (Carmichael, 2011).



[bookmark: _Toc224919063]Conclusion
The significance of conducting systematic performance review and capital allocation techniques has been emphasized in this thorough financial study. For example, an analysis of BP P.L.C.'s financial ratios revealed that the company is experiencing operational underperformance due to a sharp decline in profitability. Everything is experiencing a major decline, including return on equity and net profitability. These downturns have not, however, occurred overnight. Instead, as operational performance and profitability have decreased, these downturns have resulted from the company's accumulated suffering. Once more, it goes beyond the company's profits. Instead, other ratios like gearing and leverage have also demonstrated deteriorating performance. Westward P.L.C.'s investment appraisal is included in section two has emphasized the significance of conducting investment appraisals and provided theoretical support for the widespread use of non-discounting techniques. Furthermore, capital rationing has received a lot of attention, demonstrating how Westward P.L.C. may optimize its resources for maximum performance. Finally, this paper has emphasized two of the many imperatives of financial management. This research has conducted significant analysis and theoretical basis to get at the results, from predicting value for Westward P.L.C. for future investment ideas to evaluating historical performance for BP P.L.C. utilizing ratio analysis.
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Calculation of Ratio Analysis

Profitability Ratios

Net Profit Ratio

		Year

		Calculation

		Results



		2023

		15,239 / 210,130

		7.3%



		2024

		381 / 189,185

		0.2%







Return on Equity Ratio

		Year

		Calculation

		Results



		2023

		15,239 / 280,294

		21.69%



		2024

		381 / 282,228

		0.64%







Liquidity Ratios

Current Ratio

		Year

		Calculation

		Results



		2023

		104,146 / 86,078

		1.21



		2024

		102,834 / 82,241

		1.25







Acid Test Ratio

		Year

		Calculation

		Results



		2023

		(104,146 – 22,819) / 86,087

		0.94



		2024

		(102,834 – 23,232) / 82,241

		0.97







Efficiency Ratios

Asset Turnover Ratio

		Year

		Calculation

		Results



		2023

		210,130 / 280,294

		0.75



		2024

		189,185 / 282,228

		0.67







Gearing Ratios

Debt-to-Equity Ratio

		Year

		Calculation

		Results



		2023

		51,954 / 85,493

		0.61



		2024

		59,547 / 78,318

		0.76







Debt-to-Asset Ratio

		Year

		Calculation

		Results



		2023

		51,954 / 280,294

		0.19



		2024

		59,547 / 282,228

		0.21
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