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Executive Summary

Various analysis methods are applied in business to evaluate the viability and profitability of both businesses and major financial projects.  This paper set in two parts, proposes to analyse interpret and critically evaluate theoretical frameworks used in management and cost accounting to make considered and “good decisions”  for two separate businesses. 
Part 1 of the document presents a business report to the directors of Marks & Spencer PLC (M&S), who wish to improve the financial management of the company. By critically evaluating a range of ratios ( found at appendix 2) sourced from financial data from the last two years accounts.  Xxxxxxxxxxx \brief evaluation of results  Results from the analysis are set out in Appendix 2, and reasons for improvements to the financial management of the company are outlined. 
M&S should consider improving its stock control to provide greater visibility on its holdings, this in turn will identify areas of weakness in order to reduce wastage and costs, thus improving its liquidity.
In Part 2, Greenacres PLC is looking to invest in one or more of three project opportunities. There is a requirement to report to the Company Directors presenting theoretical arguments for the choice of Net Present Value (NPV) as the best method of investment appraisal, critically analysing the advantages and disadvantages of each, and Identify what other factors should be considered.
Through a process of evaluation of data drawn from financial data and use of industry recognised models and analysis of data, Greenacres PLC has the option to invest in Project B, however with the funding available set against the estimated cashflow returns, opportunities arise to also invest in Project A.

recommendation have been made to both companies, however in considering the recommendations, it should be recognised that the outcomes are based on the reporting methods only, and other non-qualitative factors such as market environments, risks, and global factors and government decisions, which could impact on the outcomes have not been considered. 
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Introduction 

Marks and Spencer PLC (M&S) are a highly respected and trusted high street and online retailer, which has been trading since 1884. 

M&S began its journey in a market stall in Kirkgate, Leeds where a Jewish immigrant by the name of Michael Marks opened a stall, his ethos was “don’t ask the price, everything is a Penny”.  Marks soon joined forces with Tom Spencer and by 1894 Marks and Spencer was born (www.marksandspencer.com).

M&S bases its business model on family ethos, quality and value for money, the core of its business is to deliver exceptional products salient on that model. The company has an extensive and diverse portfolio which ranges from food, clothing and homewares to energy, financial products and banking services.  They operate worldwide and have an extensive real estate portfolio to service the demands of business interests.

In past years M&S have suffered from apathy believing that the M&S name, quality and trustworthiness would continue to sustain the business and maintain operational growth. However they fell into years of indecision and failed to modernise which led to them being considered old fashioned and sales dropped, with competitors gaining advantage. Considerable work, investment and imagination has already been undertaken in the past 10 years to rejuvenate M&S in what is a highly competitive market.  

That aside there are still areas for improvement and M&S have requested recommendations on how to improve the financial management of the company. 

 By analysing and identifying data from the company’s statement of finance, and annual reports from the last two financial years, and uploading information into accepted ratio formulae, it provides an opportunity to measure the company’s profitability, liquidity and efficiency, and provide sound information against which decisions on how to improve the financial management of the company can be made.
  







Main Findings

M&S have a diverse business portfolio and have embarked on a new 5-year plan to reshape their business.  Currently two years into their “Reshape for Growth” strategy announced in its Capital Markets Day in 2022, the company is now beginning to see a turnaround in its returns which was aimed at refocusing on quality, innovation and value for money, (The Mottley Fool, 2024) with group revenue yielding £13.0bn an increase of 9.3% from 22/23. 
To make any form of recommendation or financial decision, (Atrill and McLaney 2017, p. 370) claim “it is essential that proper screening of investment proposals take place”, this concept is supported by (Drury, 2020 p. 325) as “the most straightforward way of determining whether a project yields a return”. 
“As part of the evaluation of their overall trading health, UK retailers are expected to show annual evidence of sales growth” (Hallsworth and Wakeman, 1992) this is outlined in M&S’s annual, and strategic reports and forms the basis of the analysis.  To achieve this Salkind (2011) recommends the examination of basic statistical tools, applying them to a variety of situations to analyse and understand information, to make key recommendations
Ratio analysis offers an insight into how a company will react to certain conditions (Walsh, 1996). To analyse and make recommendations “utilisation of ratio analysis can provide a quick and relatively simple means of assessing the financial health of a business” (Atrill and McLaney, 2017 p.195) which can be set against industry benchmarks and translated into operational strategy to improve business. 
Drawing from information and data from within M&S’s Annual Report and Financial Statement to populate popular ratios to calculate and evaluate their current position.
Ratios by their nature are useful and relate one item to another. One ratio in isolation will not provide any significant information, however when viewed in a series of tests they can provide companies with valuable information to base decisions and can help identify the financial strengths and weaknesses of a business. 
Grouped into five broad categories, ratios deal with Profitability, Efficiency, Liquidity, Financial Gearing and Investment. 
Whilst they are by design intended to provide clear answers to the financial health of a business Atrill and McLaney (2017) suggest that they are more likely to identify questions to ask, rather than provide answers. For investors, or lenders they can be useful to compare company performance, providing an overview on the financial position of the business. 
Comparisons of ratios over a set period can establish whether there are improvements or a decline in performance. To achieve a clear picture, it is advantageous to analyse data over several years, which will then give a clear trend, and identify strengths and weaknesses.  
By their very nature, ratios can also have limitations. Calculated against historic information they may “not necessarily represent future company performance” (Corporate Finance Institute). Additionally issues of timeliness can lead to problems interpreting the data. Events that can affect ratio analysis are changes in company policies, structures, seasonal fluctuations, as well as manipulation of company financial statements, are key considerations. Whilst a legally binding document, it is clear that companies utilise differing terminology and language within their statements which can also lead to confusion and make a like for like comparison of data problematic. With any analytical formula, this only identifies the symptom or outcome and not the causes of the problem and as such ratios can be of limited use.  
Ratio – Overview 
Profitability Ratios 
As it suggests, profitability ratios aim to support the primary purpose of business to generate wealth for their owners, or shareholders. Normally expressed as a percentage, it gives a clear indication of a company’s financial position, and whether they are able to return a profit year on year. Comparisons with other companies can give clear indicators of either improve 
Efficiency Ratios
Used to measure the effectiveness with which a company utilises its resources. They can also be referred to as Activity Ratios.
Liquidity Ratios
For a company to survive, it must hold sufficient resources or cash to meet its debt obligations. “Liquidity ratios examine the relationship between liquid resources and amounts due for payment in the near future” (Atrill and McLaney, 2017).
Gearing Ratios 
Examine the relationship between equity and debt.
Investment Ratios
Explore and are concerned with returns to shareholders and investors, and provide an examine the dividend yield and payout, as well as earnings per share.
Whilst Ratio analysis offers sound comparisons of data from year on year accounts, when comparing individual companies directly, other options for comparison could extend to Trend Analysis, which offers a weighting against identified changes and horizontal and vertical analysis techniques, examine company accounts on a line by line basis, for the reporting period, making  comparisons of data to calculate percentage changes. However the examination holds one overriding purpose and that would be to contextualise information for the purposes of decision making.
M&S Ratio Analysis
It is clear from analysis of the ratios Appendix 2, that M&S’s plan to reshape have positively impacted on the business. 
M&S Annual Report and Strategic Reports have recorded across the board increases in returns on capital employed (ROCE) gross profit, net profit, operating profit and sales between 2023 and 2024. These increases have reflected positively on each of the profitability ratio’s which would provide confidence to investors, so much so that M&S were sufficiently confident to issue a 3p dividend on shares in the 2023/24 financial year, which is a significant step forward on the fact that no dividend was issued in 2022/23. 
This data provides a clear relationship between the differing ratios where company performance in one area impacts on the results in a different area or supports decision making in the company.  In looking at M&S’s investment results – earnings have increased by 0.1 with dividend cover improving by 34.31 points.  This confidence is translated by an increase in share price between 28 March 2022 and 31 March 2023 with an increase of 100.00p. However business analysts forecast that the share price is undervalued by 43% (The Motley Fool, 2024).
This uncertainty was voiced in a letter from the British Retail Consortium’s letter to the Chancellor, of which M&S is a signatory whereby it warned “The effect (of significant cost increases) will be to increase inflation, slow pay growth, cause shop closures and reduce jobs”.  Prior to the change in Government in 2024, M&S reported strong results, however following the chancellors budged this could pose a significant risk for the company.
M&S has demonstrated strength in its financial performance which is translated by its improved share price and overall trading performance. It has a strong store network despite the decision to close certain stores and consolidate distribution warehouses to reduce costs.  Which in turn opens opportunities for the company to further investment in new stores and expand product lines. 
By M&S own analysis it accepts that its liquidity position is low and this is one of the key areas which M&S should address in going forward.  It concedes that with increases in interest rates and fragility of financial markets, the ability to repay debt and fund working capital is dependant on operating performance. (M&S Strategic Report 2024 p.19). 
In driving the business forward M&S needs to consider the customer who sits at the heart of their business, they have shown loyalty to the M&S brand and as such if customers continue to receive good value, then they will remain loyal to the company.

 






M&S Clearly confident in their outlook, despite low liquidity results, as food inflation is still positive.  Food Sales were (%%%) of their overall takings an increase of (%%%) from 2023. In consequence M&S are looking to take on 1000 more employees than in the previous year (Financial Times, 2024) in comparison to their competitors Tesco, and Sainsburys who are aiming to reduce staff recruiting in the coming year.  
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Part 2 - Greenacres PLC

Introduction

Greenacres PLC is a manufacturer of high-quality outdoor furniture. The company has £2,500,000 to invest and is considering one or more of three projects detailed in Appendix 3 to expand their business. 

An evaluation of the viability and profitability of the three presented projects has been conducted utilizing known financial techniques to provide advice to the board of directors. Presentation of this evaluation will underpin key financial decision-making, with the aim to present the optimal investment project for the company. In order to make any form of recommendation or financial decision “it is essential that proper screening of investment proposals take place” (Atrill & McLaney, 2017, p. 370)  this concept is supported by as “the most straightforward way of determining whether a project yields a return”.  

To generate wealth maximisation for the company, it will need to take bold decisions on its proposed investment decision, however Atrill & McLaney (2017) claim “it is essential that proper screening of investment proposals take place” this concept is supported by (Drury, 2020, p.325) as “the most straightforward way of determining whether a project yields a return”.
For that reason NPV and IRR will be the preferred methods of analysis and ranking for their ability to appraise closely time adjusted methods of capital investment (Arnold, 2005) and take into consideration the returns over the lifetime of the project (Nellis & Parker, 2002, p. 297). Additionally, Arnold (2005) regards these methods as being more complete than traditional payback and ARR methods. 





















Main Findings

Greenacres PLC have undertaken to expand the company’s business interest by considering one of three investment options.  Evaluation of each of the capital budget techniques, aims to give the board the best return for their investment.
In considering each of the capital budget investment methods, certain assumptions have been made. 
It is assumed that the company have secured the capital to fund the projects, however options for finance will be presented, and all anticipated costs and revenue have been accounted for within the cashflows for each recorded year. It should be recognised that post tax investments, corporation tax rates and allowances also affect the incentive to invest, however these are assumed in the calculations as found at Appendix 3.

Investment Appraisal Methods
There are four key recognised investment appraisal methods which can be used to evaluate the considered projects, and their viability. Net Present Value (NPV), Internal Rates of Return (IRR), Accounting Rates of Return (ARR) and Payback Period (PP) are recognised industry methods to undertake such appraisals, to predict the most accurate investment decision (Drury, 2019).  Whilst each method has benefits and limitations for the purpose of analysing data, 
Each of the methods are recognised industry methods to undertake such appraisals and will be key drivers of the evaluation of financial information to make key recommendations to the board of Greenacres PLC.  Each method is outlined along with their benefits and limitations.
Accounting Rate of Return (ARR)
ARR, and Return on Capital Employed (ROCE) are very similar and take a similar approach to measuring business performance. ARR takes the average annual operating profit to gives the percentage return on the initial investment of the project whereby ROCE reviews the overall performance of the company. ARR is a relatively simple theory and is easily understood.    The benefits of ARR are that the formula is quick and easy to calculate, takes account of the whole life of the project, relative measure and gives a good comparison for projects of differing sizes and values and the result is easily understood. Disadvantages of ARR are its failure to take account of the time value of money, uses profit and not cashflows for calculation purposes and as such the percentage outcome can be misleading. 
Payback Period (PP).
PP is the time taken for an initial investment or a project to break even.  This method utilizes the net cashflow, to pay back the initial investment.  A benefit of PP is that it utilises cashflows figures, not profits for calculation, it is easily explained and is linked to the liquidity of the company or project.  The disadvantage of PP is that is doesn’t consider the whole life of the project, once the initial capital is repaid then the remainder is ignored. PP fails to look at overall profitability, ignores the time value of money, and fails to consider the maximisation of wealth.  Consequently there is no clear method of determining the project outcome or evaluate the profitability of the project especially when attempting to compare projects.  If PP is the desired method of analysis, then Attril (2020) suggests “the project with the shortest PP should be selected”.
Internal Rate of Return (IRR)
IRR is an alternative method of appraisal, whilst similar to NPV, instead of discounting net cashflows by means of a predetermined rate of return, seeks to answer the following question.  “What rate of return would be required in order to ensure that total NPV equals the initial cost?” (Dyson, 1997 p.437) or return a value of 0. IRR is described by Drury (2020) as a method of making capital investment decisions which takes account of the time value of money.  Should this theory be applied, if the IRR value fall below 1 then the project should be rejected.
The benefits of IRR as a model are the fact that it considers the time value of money, where PP does not, utilises cashflows, is simple to understand and interpret. 
Whilst there are clear benefits, there are also limitation, as with any other model. It fails to measure wealth changes, ignores the size of the investment which makes it difficult to compare different value projects, this method can also be confused with ARR, assumes that the cashflows generated will be re-invested and relies on being able to equate NPV to Zero.  The calculation relies to some degree on trial and error. 

Net Present Value (NPV)
NPV used in capital budgeting analyses a project’s projected profitability taking consideration of time and cashflow. 
Having reviewed ARR and NPV (Attril and Mc Laney 2017 p.388) attest that NPV “offers a better approach to appraising investment opportunities than ARR and PP” (Attril and McLaney 2017 p. 388).
It is favoured in industry as a recognised and trusted method of appraisal, taking account of the whole project life, takes account of the time value for money, and can adapt to the scale of an investment. NPV can also handle non-conventional cashflows. This view is supported by Attril (2020) and Attril and McLaney (2017) who suggest that “to make sensible investment decisions” companies should consider appraisal methods that considers cashflow for each investment opportunity and logical allowances for the time value of those cashflows. 
 (Attril and McLaney 2017 p.381) elaborates by stating “to make sensible investments decisions, we need a method of appraisal that considers both: all the costs and benefits of each investment opportunity and makes logical allowance for the timing of those costs and benefits. NPV offers this”.
In theory, NPV has clear acceptance and rejection measures, whereby if the total NPV is positive the project result in a profitable project/investment and a negative NPV should be rejected. (Dyson 1997). (Drury 2020) supports this view, attesting “that a positive NPV should lead to the maximisation of shareholder wealth”.  On the negative side it relies on forecasts, and the selection of an appropriate interest rate does not account for “other” non-financial factors, consequently there is a risk that less profitable projects may go ahead.
Significant research has been undertaken to compare what would be the most profitable outcome for the company, the NPV approach “is widely regarded as the golden rule” (Xinyi, 2022)  
Despite the NPV approach being accepted as the Gold Standard for companies to base business decisions, Xinyi (2022) suggests that this method still has shortcomings and limitations and can lead to inefficient capital budgeting results when used in isolation.

Outcome
Harding and Long (2008, p.4) suggest the use of modelling aims to clarify the relationship between differing elements, and in applying models, their general nature can be problematic.” Taking a logical approach to each of the outlined methods, by analysing and balancing the benefits against their limitations, options of payback period and accounting rate of return whilst recognised theoretical methods have been disregarded on the basis, they “ignore the time value of money and are theoretically weak” (Drury 2021 p.334).
Attril and McLaney (2017 p.388) implies that only one appraisal method “offers a wholly logical approach” that being NPV, however Atrill (2020 p.171) went on to contradict this by suggesting the project with the “highest or higher IRR should be selected”.
To fulfil optimum value and return for the company, Buttrick (2005) sets out key points for consideration before the allocation and approval of funds and suggests that NPV and IRR are key considerations. The data provided relies on cashflow calculations, whilst payback periods have been dismissed as not being sufficiently theoretical or analytical to provide a realistic or reliable outcome, PP for each project has been calculated to see whether they influence or support the final outcomes.
Having evaluated each of the key methods for analysis, taking account of Attril and McLaney’s statement that NPV offers a wholly logical approach, and Attril (2020) that the project with the highest IRR should be selected, it only seems sensible and logical to apply both methods to test and evaluate the results from the calculation which are found at Appendix 3. 

Why are non-discounted methods popular? 
Non-Discounting methods such as PP and ARR remain popular with companies and are frequently used in capital investment (Drury, 2020). Despite the theoretical limitations for each method, they are widely applied as a formal appraisal technique, for the simple fact they are easily understood, and can be useful when planning small investments which do not require complex calculations, which longer term or larger projects may require.  
Non-Discounted methods such as PP “may be useful approach to ranking projects” (Drury, 2020) where liquidity is of concern, and where a fast repayment of investment is required.  They can also be useful in “uncertain markets” where products change at a faster rate, or projects with short life cycles, where cashflows are difficult to predict.

Other Factors for Consideration

In undertaking any major project, it is vital that companies consider the undertaking of a thorough investment strategy, taking consideration of, not least the cost of financing the investment, but  the obligation to be responsible not only towards their primary stakeholders, such as shareholders, customers, or workers, but also towards secondary stakeholders, such as social communities, local governments, subcontractors, and non-governmental organizations (Parmar et al., 2010 as cited in Bigelli et al 2023). It would be irresponsible to undertake a project that would undermine or fundamentally impact negatively on any of these stakeholders.
A strategic approach to project planning would review the company position, its appetite and tolerance to risk.  Building in contingencies for un-planned events such as changes in government policies, taxation, and interest rates which could all impact on the outcome, or the incentive to invest. With such an approach, a business should successfully navigate the project without wasting funds, handle risks and mange change effectively whilst keeping withing resource and funding restraints (Buttrick, 2005). 














Conclusion 

The company has or is prepared to spend £2,500,000 on a capital project to expand the company’s business interest. “Investment Decisions tend to be of profound importance to the business” (Attril and McLaney 2017 p. 369) and as such, it is vital to choose wisely and carefully taking due cognisance of investment opportunities “ if mistakes are made the effect on the business could be significant if not catastrophic” (Attril and McLaney 2017 p. 369) it is therefore important that the proper “screening process” is in place.
By the utilization of NPV models all three projects have returned a positive investment outcome. Drury (2021 p.327) states “acceptance of projects with a positive net present value should lead to a maximisation of shareholder wealth”.

At the anticipated discount rate of 6%, the NPV calculation suggests that Project C offers a greater return than either Project A or Project B, however set against the initial investment Project B offers a better cost benefit ratio. 
The IRR for Project B is greater than that of Project A or Project C, and if accepting the view of (Attril, 2020) that the project with the highest IRR should be accepted, then it is logical that Project B is placed ahead of the two other opportunities.
For assurance, control measures of calculating the cost benefit ratio analysis and Payback Period, were undertaken, which also supported the NPV and IRR evaluation outcomes.  These calculations are outlined in Appendix 3.
Whilst not within the scope of the report, PP calculations have gleaned that the initial outlay for Project B would be recovered in 1 year and 11 months, this is the same for Project A. Project C however would take 3 years 5 months to recover the investment.
By pursuing Project B, this offers the Board the opportunity to pursue one of the other two options. Whilst Project C offers the greatest return against NPV, it would exceed the maximum investment fund set by the company.  Therefore Project A could also be considered, albeit it offers the lowest NVP return, the IRR, Cost benefit ratio and PP surpass that for Project C.
Comparative studies have outlined the advantages and disadvantages of each of the analysis models and calculations have focused on predicted cashflows, which is why ARR has been discounted as this relies on profits, not cashflow calculations.  The risk therefore is realising those predicted cashflows.  Xinyi (2022) warns that any change in the environment could impact significantly on the predicted cashflows and as such impact on the accuracy of the calculations.

Recommendation
Based on the outcomes set out above, then is it recommended that Greenacre PLC invest in Project B, with an option to further invest in Project A. 
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M-and-S-2024-Annual-Report.pdf
M-and-S_AR24_Financial_Statements.pdf
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Calculations for these ratios have been based on Marks & Spencer Group PLC – except for where such data is not available this is indicated otherwise.
 
[bookmark: _Toc188218138]Profitability Ratios

1. 

	2024
	2023

	
 x 100 % =10.17%
	
 = 7.44%





2. % Net Profit = 

	2024
	2023

	
x 100% = 3.24%
	
 x100% = 3.04%



3. % Operating Profit = 

	2024
	2023

	
 x 100% = 5.44%

	
 x 100% = 4.3%


 
4. Gross Profit = 

	2024
	2023

	
 = 35.04%

	
 = 34.57%





5. % Asset Turnover =  

	2024
	2023

	
 x 100% = 10.91%
	
 x 100% = 7.44%




6. % Return on Equity = 

	2024
	2023

	 x 100% = 14%

	 x 100% = 10.24%
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1. Current Ratio  = 

	2024
	2023

	
 = 0.86
	
 = 0.80



2. Quick Ratio or Acid Test = 

	2024
	2023

	
  = 0.54

	
 = 0.51


3. Stock Turnover in days =  x 365

	2024
	2023

	
 x 365 = 33.57

	
  x 365 = 35.83






4. Debtor Collection Point =   x 365
(Receivables)*

	2024
	2023

	
 x 365 =

	
 x 365 =



5. Creditor Payment Period  =  x 365
(Payables)

	2024
	2023

	
 x 365 =
 
	
x 365 =


· No data held by M&S on cost of raw materials.

[bookmark: _Toc188218140]Gearing

  x100%
(*Long Term Capital Employed)
	2024
	2023

	
  x 100% = 26.59%
	
 x 100% =
30.26%




Or
 x 100%
	2024
	2023

	
 x 100% = 38.33%

	
 x 100% = 58.3%
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1. Earnings Per Share =   

	2024
	2023

	
  = 0.34

	
 = 0.24



2. Dividend Cover = 

	2024
	2023

	= 34.31

	
 = 0







3. Dividend Yield =   x 100%

	2024
	2023

	
 x 100% = 0.11%

	
 x 100% = 0%



¹ Market Value of Share as at 28 March 2024                                                                                                    ² Market Value of Share as at 31 March 2023 

4. Interest Cover = 

	2024
	2023

	
  = 3.64

	
  =  2.24




5. Return on Equity =  x 100%

	2024
	2023

	
 x 100% = 14%

	
 x 100% = 10.24%
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	Strengths
	Weaknesses

	
Financial Performance
Store Networks 
Diverse Portfolio
Trusted Retailer

	
Low Liquidity

	Opportunity
	Threats

	
Strategic Partnerships with other Companies
New Products
Positive Global Markets
	
Competitive Environment 
Changes in Fashion 
Staffing or Labour costs in the UK
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[bookmark: _Toc188218144]Net Present Value (NPV) Calculations
[bookmark: _Toc188218145]Project A – Expansion of Retail Outlet to Include all Products

	
	Initial Investment £’000
	Year End Cashflow
£’000
	Discount Factor
6 % 
	
Calculation
	Present Value (PV)
£

	
Year 0
	
£660
	
-
	
-
	
-
	
-(£660,000)

	
Year 1
	
	
£300
	
0.943
	300,000 / 1 x 0.943  
	
£282,900

	
Year 2
	
	
£400
	
0.890
	400,000 / 1 x 0.890
	
£356,000

	
Year 3
	
	
£450
	
0.840
	450,000 / 1 x 0.840
	
£378,000

	
Year 4
	
	
£500
	
0.792
	500,000 / 1 x 0.792
	
£396,000

	
Total NPV
	
	
	
	
	
£752,900



[bookmark: _Toc188218146]Project B – Development of Internet Sales 

	
	Initial Investment £’000
	Year End Cashflow
£’000
	Discount Factor
6 % 
	
Calculation
	Present Value (PV)
£

	
Year 0
	
£1,000
	-
	-
	-
	
-(£1,000,000)

	
Year 1
	
	
£500
	
0.943
	500,000 / 1 x 0.943  
	
£471,500

	
Year 2
	
	
£550
	
0.890
	550,000 / 1 x 0.890
	
£489,500

	
Year 3
	
	
£700
	
0.840
	700,000 / 1 x 0.840
	
£588,000

	
Year 4
	
	
£950
	
0.792
	950,000 / 1 x 0.792
	
£752,400

	
Total NPV
	
	
	
	
	
£1,301,400
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	Initial Investment £’000
	Year End Cashflow
£’000
	Discount Factor
6 % 
	
Calculation
	Present Value (PV)
£

	
Year 0
	
£1,700
	
-
	
-
	
-
	
-(£1,700 000)

	
Year 1
	
	
£500
	
0.943
	500,000 / 1 x 0.943  
	
£471,500

	
Year 2
	
	
£800
	
0.890
	800,000 / 1 x 0.890
	
£712,000

	
Year 3
	
	
£1,050
	
0.840
	1,050,000 / 1 x 0.840
	
£882,000

	
Year 4
	
	
£1,200
	
0.792
	1,200,000 / 1 x 0.792
	
£950,400

	
Total NPV
	
	
	
	
	
£1,315,900





The above calculations assume corporation tax at 25% and capital allowances at 20% on a straight-line basis.
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Project A
	Year
	0
	1
	2
	3
	4

	Investment £’000
	-£660
	
	
	
	

	Cashflow £’000
	
	£300
	£400
	£450
	£500

	Cumulative 
	-£660
	-£360
	£40
	
	



			 = 0.9 x12 =10.8 
			Payback Period 1 year & 11 months
					
Project B
	Year
	0
	1
	2
	3
	4

	Investment £’000
	-£1,000
	
	
	
	

	Cashflow £’000
	
	£500
	£550
	£700
	£950

	Cumulative
	-£1,000
	-£500
	£50
	
	


		
			 = 0.91 x 12 = 10.9
			Payback Period 1 year 11 months 

Project C
	Year
	0
	1
	2
	3
	4

	Investment £’000
	- £ 1.700
	
	
	
	

	Cashflow £’000
	
	£500
	£800
	£1,050
	£1,200

	Cumulative
	-£1,700
	-£1,200
	-£400
	£650
	



			 = 0.38 x 12 = 4.57
			Payback Period 3 year 5 months 
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	Sum of Discounted Cashflows – Benefits
	Sum of Discounted Cashflows - Costs
	Benefit Cost Ratio
	Payback Period

	Project A
	1,412,893
	660,000
	2.14
	1 year 11 months

	Project B
	2,301,418
	1,000,000
	2.30
	1 year 11 months

	Project C
	3,015,807
	1,700,00
	1.77
	3 years 5 months
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	Project A
	Project B
	Project C

	
	Return
	Rank
	Return
	Rank
	Return
	Rank

	NPV
	£752,900
	3
	£1,301,400
	1
	1,315,900
	2

	IRR
	44.79%
	2
	48.19%
	1
	31.68%
	3

	Payback Period
	1yr 11mth
	=1 
	1 yr 11mth
	=1
	3 yr 5mth
	3

	Benefit Cost Ratio
	2.14
	2
	2.30
	1
	1.77
	3
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Ratio Analysis - Overview, Uses, Categories of Financial Ratios

Benefits & Limitations of Ratio analysys
Strengths/Weaknesses
Current weakness with M&S – Low Liquidity ( why?) How can this be improved.
M&S analysis from Marketline – Published 8/11/2024 – accessed 25/11/2024 (Add to bibliography)

M&S Market forces such as budget tax increases impact on both the profitability
Business analysts, and Financial institutions are predicting that Businesses are now having to balance profitability against employee costs, where government policy decisions are leading to a reduction in recruitment of staff.  (Financial Times 9/12/2024) Demand for staff sinks to four-year low in UK, survey shows - Tax rises spread gloom over, Financial Times [30 Day Embargo] (London, England), December 9, 2024, p1
Harvir Dhillon, economist at the British Retail Consortium, a trade body, said wholesale and retail labour demand had "cooled very significantly", with weaker consumer demand "a big concern" for retailers. FY 9/12/2024
M&S analysis from Marketline – Published 8/11/2024 – accessed 25/11/2024 (Add to bibliography)

M&S Market forces such as budget tax increases impact on both the profitability
Business analysts, and Financial institutions are predicting that Businesses are now having to balance profitability against employee costs, where government policy decisions are leading to a reduction in recruitment of staff.  (Financial Times 9/12/2024) Demand for staff sinks to four-year low in UK, survey shows - Tax rises spread gloom over, Financial Times [30 Day Embargo] (London, England), December 9, 2024, p1
Harvir Dhillon, economist at the British Retail Consortium, a trade body, said wholesale and retail labour demand had "cooled very significantly", with weaker consumer demand "a big concern" for retailers. FY 9/12/2024

When considering such a large organisation, its financial statements have extensive assets and liabilities to take account of – 
Profitability ratios are financial metrics to measure and evaluate the ability of a company to generate income.

[bookmark: bbib59]Companies have an obligation to be responsible not only towards their primary stakeholders, such as shareholders, customers, or workers, but also towards secondary stakeholders, such as social communities, local governments, subcontractors, and non-governmental organizations (Parmar et al., 2010.  As cited in Bigelli et al 2023)

B.L. Parmar, R.E. Freeman, J.S. Harrison, A.C. Wicks, L. Purnell, S. de Colle
Stakeholder theory: The state of the art
Academy of Management Annals, 4 (1) (2010), pp. 403-445, 10.5465/19416520.2010.495581

Parmar, B.L., Freeman, R.E., Harrison, J.S., Wicks, A.C., Purnell, L. and De Colle, S., 2010. Stakeholder theory: The state of the art. Academy of Management Annals, 4(1), pp.403-445.  For the last 30 years a growing number of scholars and practitioners have been
experimenting with concepts and models that facilitate our understanding of the complexities
of today's business challenges. Among these,“stakeholder theory” or “stakeholder thinking”
has emerged as a new narrative to understand and remedy three interconnected business
problems—the problem of understanding how value is created and traded, the problem of
connecting ethics and capitalism, and the problem of helping managers think about …

Investors should take action as Trump prepares Day One energy offensive - deVere Group
Accessed 09/01/2025 11:30 am www.devere-group.com
Issues that can impact decisions are economic decisions made by the government – following the 2024 budget 
Is a Recession Coming in 2025? - deVere Group – This money reported that the British retail consortium wrote to the government warning them that the ragt of policy measures in the budget would cost the industry signed by household names including Gregg, m M&S Next and Primark amongst others 
“The economic data out of the UK has remained stubbornly bleak in recent months and there are signs that the worse could be yet to come” Criticism of UK budget which was aimed at kickstarting the British economy
A senior economist formerly of the BOE warned of this kind of scenario last month. DeAnne Julius, a former member of the BOE Monetary Policy Committee warned a hike in national insurance, increases to the minimum wage and rising business rates could result in “[L]ower output, higher unemployment and cost-push inflation,” in a November article for the FT.

The Telegraph’s Economics Reporter was more scathing, writing that a “Toxic mix of prices rises, low growth and supply constraints threatens to derail recovery.”

Joint warning from more than 70 major businesses including tesco and Sainsbury would result in in job losses and price hikes,  
Article by Mario Lagos published 28/12/2024 Acessed 9/01/2025

Shoe Zone shares plummet amid profit warning and store closures | This is Money www.thisismoney.co.uk  outcome – job losses, increased costs, to both industry and the consumer and higher inflation  
article by Jane Denon – updated 18/12/2024  Accessed 9/1/2025

Institute for Economic affairs https://ies.org.uk

How does UKvdomestic legislation hinder business expansion and regulation
Has Brexit Really Harmed UK Trade? Countering the Office for Budget Responsibility’s claims — Institute of Economic Affairs Catherine McBride 06/11/2023 accessed 9/1/2025

The labour supply effects of the Autumn 2023 National Insurance Contributions cut Office of Budget Responsibility 08/2/2024 Accessed 9/1/2025

The economic effects of full expensing Office of Budget Responsibility report dated 8/2/2024  www.oBR.UK ACCESSED 9/1/2025
How tap policies can affect company incentive to invest 
Firms’ decisions to invest also account for how the costs associated with then owning an additional unit of capital affect their expected stream of future profits. Importantly, in doing so, firms do not consider the entire cost of purchasing the machine or building, as much of this can be recovered, if the assets are sold in future. But they do take into account the cost of financing the investment (i.e., paying interest to lenders that finance the transaction or the foregone interest that could have been obtained by investing cash elsewhere in the economy), so as a result, profits that can be realised today are more valuable than profits that will only be realised in the distant future. They also consider the extent to which the asset is expected to depreciate over time (i.e., due to wear-and-tear or obsolescence), as this lowers the price it can be sold at in the future or the return on that asset if it is not sold. So, economic theory suggests that profitmaximising firms will invest in capital until the expected rate of (post-tax) profit from an investment no longer exceeds the ‘cost of capital’ (the cost of financing the investment plus the rate of depreciation).  USE THIS !!!!
By affecting the post-tax profitability of a given investment, corporation tax rates and allowances also affect the incentive to invest.
Since April 2023, businesses have been able to fully expense eligible investments in plant and machinery( POINT 19 ADD!) 

Consider – Quick Ratio is the baaromerter of a company’s capability and inability to pay its current obligations. Investors are interested to lnow if they have enough cash to pay short term liabilities. The corporate finance institute considers “well defined liquidity ratios as being a signal of competence and sound business performance, leading to sustainable growth”
Demand for staff sinks to four-year low in UK, survey shows - Tax rises spread gloom over, Financial Times [30 Day Embargo] (London, England), December 9, 2024, p1: Available at https://infoweb-newsbank-com.ezproxy.uwtsd.ac.uk Accessed on 12 January 2025
Return on Investment 
Return on total investment “provides the foundation necessary for a company to deliver a good return on equity” (Walsh 1996 p64)
“rate of return is separate from the funding issue and assets should produce a return irrespective of method of funding” (Walsh 1996 p 64)
“enterprises that continue to earn a return sufficient to pay the market rate for funds usually prosper”(Walsh 1996 p4)
Wh


Ratio analysis offers a clear …. Look for a quote method of data analysis, …….

By understanding, and analysis of the data results of the ratios and the results, it can 

M&S Clearly confident in their outlook, despite low liquidity results, as food inflation is still positive.  Food Sales were (%%%) of their overall takings an increase of (%%%) from 2023. In consequence M&S are looking to take on 1000 more employees than in the previous year (Financial Times, 2024) in comparison to their competitors Tesco, and Sainsburys who are aiming to reduce staff recruiting in the coming year.  

[bookmark: _Toc188218156]Profitability Ratios
A metric to measure and evaluate to generate profit

[bookmark: _Toc188218157]Liquidity 
 
M&S needs to explore their ability to pay off short term debt, with available cash, or would capital need to be sourced to do this – it is clear from the company’s strategic report that they acknowledge the company’s barriers in respect of liquidity.  They understand that the company’s ability to repay debt is dependant on operating profit (M&S Strategic Report 2024 p.19) and as such have undertaken to mitigate this risk. 
Ways to improve – increase assets, sell non-current assets, decrease liabilities
Acid test – more severe test of ability to meet debts – added problem of writing off stock, where it may be perishable, and could go out of date, and fashion may go out of date or become obsolete. Leaving it with stock it cannot sell.
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Over the 
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[bookmark: _Toc188218160]Gearing






















Financing Options 


NPV

Internal Rate of Return (IRR)

According to NPV rules 
Outline NPV/IRR/ARR/ PP
Then go on to say why you’ve chosed NPV and IRR

This is cited by Pervovo and Borgonovo - Alternatively, one can compute the Internal Rate of Return (IRR), i.e. the rate for which “at the end of the project the sum of accumulated [discounted] values of all the inflows is balanced numerically by the sum of the accumulated [discounted] values of all the outflows” (Promislow and Spring, 1996, p. 326).

Risk of the

[bookmark: _Toc188218161]Benefits of NPV
Recognised and trusted methods
Provides time adjusted method of calculating
Takes account of the scale of investment
Can handle non-conventional cashflows


Internal Rate of Return (IRR)

	IRR is described by Drury (2020) as a method of making capital investment decisions which takes account of the time value of money.  It is recognised and valued in industry as ……….. IRR relies
[bookmark: _Toc188218162]Benefits of IRR
Considers the Time value of money, where payback does not 
Utilises Cashflow, which are real, as opposed to profits which can be manipulated by different accounting policies
Simple concept to understand and interpret.  


[bookmark: _Toc188218163]Limitations of NPV
Accurate estimation of future cash flows 
A positive outcome alone may be insufficient justification
Calculations can only be undertaken 



[bookmark: _Toc188218164]Limitations of IRR
· Fails to measure in terms of wealth changes 
· Measures percentage returns which can cause problems in ranking 
· The value of IRR Relies on being able to equate NPV to zero.
· Calculation to some degree relies upon a trial and error 
· This method assumes that the cashflows generated will be reinvested
· Ignores the size of the investment (difficult to compare)
· f only IRR 1 was calculated, then the project would be rejected as the target is higher, but if IRR 2 was calculated, the project would be accepted. So when a project has two IRRs, there is ambiguity as to whether the project should be accepted or not.
· Problems arise if an organisation is trying to decide between mutually exclusive projects. This is when an organisation has two or more projects to choose between, and they can only undertake one. Let's say that we have Project A and Project B. 
· Method  can be confused with the Accounting rate of return

Harding and Long (2008, p. 4) suggest the use of modelling aims to clarify the relationship between differing elements, and in however in applying models, their general nature can be problematic.” Attril and McLaney (2017 p. 388) implies that only one appraisal method “offers a wholly logical approach” that being NPV, however Atrill (2020 p.171) went on to contradict this by suggesting the project with the “highest or higher IRR should be selected”. 
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