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[bookmark: _Toc201401291]Executive Summary
This report provides a critical financial analysis of BAE Systems Plc and Jordans Plc, respectively. In the case of BAE Systems, a leading FTSE 100 company that specialises in aero-spaces and defence sectors, the 2023-2024 analysis of financial ratios demonstrates that its profitability was reduced by the acquisition of Ball Aerospace at the price of 5.6 billion dollars, as the gross profit margin dropped regressively in 9.37 to 8.38 and net profit margin in 8.41 to 7.76. The financial flexibility is tighter based on the liquidity ratio established as a current ratio (0.95 in 2024), and the financial risk rises when considering the high level of gearing (the ratio is increasing to 0.71). The suggestions are that costs need to be optimised, there should be better control of working capital, and more effective debt plans to increase financial stability and investor confidence.
At Jordan's Plc, a manufacturer of window blinds, the three projects under consideration were calculated using NPV and IRR. The lowest NPV ($858,174) and IRR (10%) are associated with option B (buying curtains and Roman blinds), which is not in line with market trends. A fund of 2 million is the maximum amount NPV receives under full investment with Option A (600,000), and partial Option C (87.5) is the one that gives the largest NPV of 1,256,875. It is recommended to have a financing mix composed of retained earnings (800,000) and debt (800,000) that balances costs and controls, enabling sustainable growth and strategic market locations.
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[bookmark: _Toc201401292]Introduction 
Investment appraisal and financial analysis are crucial mechanisms for evaluating economic performance and strategy in business enterprises. Financial ratios, such as profitability ratios, liquidity ratios, gearing ratios, efficiency ratios, and investor ratios, are used to measure the quantitative aspects of a company's overall performance, operational efficiency, and financial strength. These ratios convert highly complex financial information into practical measures, enabling stakeholders to make informed decisions regarding resource allocations, risk management, and expansion plans. This analysis is further enhanced by the use of investment appraisal techniques, which include Net Present Value (NPV) and Internal Rate of Return (IRR), that evaluate the viability of capital projects in consideration of the time value of money and anticipated future cash flows. This report will conduct a twofold analysis of BAE Systems Plc, a top FTSE 100 firm in the manufacture of aerospace and defence products, and Jordons Plc, a manufacturer of window blinds, to determine their performance in terms of finance and investment.
The report, carried out in Task 1, thoroughly analyses the BAE Systems Plc financial ratios for the the 2023 and 2024 fiscal years, based on the company's annual reports. The analysis revolves around primary metrics, which are profitability ratios (e.g. gross profit margin, net profit margin, ROA, ROE) to indicate how efficiently revenue is generated; liquidity ratios (e.g. current ratio, quick ratio, cash ratio) to indicate short-term financial requirements; gearing ratios (e.g. equity debt, interest coverage) to indicate financial risk; efficiency ratios (e.g. asset turnover, receivables turnover) to indicate resource utilisation; and investor ratios (e.g. EPS, book value per share) The trends that are determined within the analysis include how the acquisition of Ball Aerospace affected profitability and liquidity and what should be done to enhance cost management, liquidity and debt facilities to have a stronger financial base.
In Task 2, the case of Jordons Plc presents three mutually exclusive investment options: expanding retail outlets (Option A), developing a web-based sales platform (Option B), and expanding into the production of curtains and Roman blinds (Option C). NPV as well as IRR are used to calculate the feasibility of the three mutually exclusive investment options. The appraisal takes into account a budget constraint of $ 2 million, a cost of capital of 6 per cent, and qualitative items such as market direction and the feasibility of the operation. The NPVs and IRRs are computed for each option in the report. The best investment strategy is advised, and a financing mix of debt and retained earnings is proposed to permit the desired option to be financed. Combining financial and strategic analysis, the report offers practical advice that can help the two businesses enhance their positioning and the value they provide to their stakeholders.
[bookmark: _Toc201401293]Part 1: Financial Analysis Report: BAE Systems Plc
BAE Systems Plc is a British company ranked highly among the FTSE 100 Index and listed on the London Stock Exchange; it is a multinational firm specialising in aerospace, defence, and security-related matters. BAE Systems is renowned as the largest European company specialising in weaponry and protection, ranking seventh globally in terms of 2021 revenues (with operations in more than 40 countries) and producing value-added technology solutions for both governments and customers (BAE, 2024). This report provides a detailed financial review of BAE Systems Plc for the preceding two fiscal years, 2023 and 2024, based on the company's annual reports. To perform the analysis, key financial ratios are calculated and analysed within the context of the two years, encompassing profitability, liquidity, gearing, efficiency, and investor ratios. It reevaluates the differences in these ratios, seeks possible explanations for the change, and researches the weaknesses of ratio analysis. According to the findings, guidelines are suggested to improve the company's financial management. To provide strength and confidence, the report includes appendices with the company's financial data and calculations of ratios, supported by 25 credible and reputable reference sites.
[bookmark: _Toc201401294]Financial Ratio Analysis 
[bookmark: _Toc201401295]Profitability Ratio 
Profitability ratios determine a company's ability to achieve profitability in its sales, assets, and capital. BAE Systems Plc experienced negative changes in specific key profitability metrics between 2023 and 2024. The Gross Profit Margin declined to 8.38% in 2004, compared to 9.37% in 2003, indicating an increase in operating expenses, possibly due to the rise in raw materials and labour costs in the defence industry. Likewise, the Operating Profit Margin declined by 1.15 points to 10.20%, indicating less efficient operations, which can be attributed to the acquisition of Ball Aerospace for $5.6 billion, resulting in additional expenses. The Net Profit Margin would also decrease to 7.76% compared to 8.41% due to higher finance costs and a decrease in profit before tax, although revenue has not changed significantly.
Furthermore, the Return on Assets (ROA) declined by 6.05 percentage points to 5.35 percentage points primarily due to a significant increase in total assets from 32,064 million to 38,142 million, among other factors, including goodwill resulting from the acquisition. Finally, the Return on Equity (ROE) dropped marginally by 0.75 percentage points to 16.84%, indicating that although shareholder equity has improved, profitability has not increased proportionally. These changes underscore the financial implications, strategic investments, and operational expenses that must be skillfully managed in the long term to ensure profitability in the defence sector.
[bookmark: _Toc201401296]Liquidity Ratio 
Liquidity ratios assess a company's capability to finance its short-term liabilities, and BAE Systems Plc has demonstrated a decrease in the most critical metrics between 2023 and 2024. The current ratio decreased by 0.11, or 0.06, compared to 0.9, which was below the recommended rate of 1.0, indicating a possible inability to meet current liabilities using current assets. The decline may have constrained liquidity footing, such as a position of much shorter-term excess or less effective utilisation al. Similarly, the Quick Ratio has also declined remarkably to a level of 0.84, indicating that its ability to meet short-term financial obligations without selling stock products has deteriorated. The lower quick ratio suggests a higher degree of reliance, as the assets are already dependent on their conversion to cash within a short period, which may not be an easy task to achieve. This will be even more problematic in a volatile market. Moreover, the Cash Ratio decreased by 0.39 to 0.27, indicating a deterioration in the cash cushion. Such a decrease could correspond with increased spending on capital investments or debt repayment, thereby restricting the company's short-term liquidity. In combination, these changes indicate that BAE Systems remains financially stable; however, there is a possibility that the firm needs to improve its management of short-term liquidity risks to maintain financial flexibility. The potential improvement in working capital efficiency and optimisation of cash resources would help strengthen general liquidity in the next few years.
[bookmark: _Toc201401297]Gearing/ Leverage Ratio 
Gearing ratios measure a company's financial position and exposure to financial risk, showing a significant variation in the case of BAE Systems Plc between 2023 and 2024. The Debt-to-Equity Ratio was previously 0.48, improving to 0.71, indicating that it relies more heavily on borrowing, primarily to fund acquisitions, such as Ball Aerospace, which increases financial risk (Damodaran, 2014). Likewise, as the Debt-to-Assets Ratio rose from 0.16 to 0.22, it indicated a further increase in assets funded through debt (Kaplan and Atkinson, 1998). In the meantime, the Interest Coverage Ratio decreased to 5.50 times, down from 6.14 times, indicating a reduced ability to pay interest expenses due to increased finance costs (Brealey et al., 2020). Finally, the Equity Ratio decreased by 0.33 to 0.31, indicating that the company was more inclined to rely on debt financing rather than own equity (Fridson and Alvarez, 2022). These changes underscore the financial implications of investment and lending strategies, emphasising the importance of prudent debt management to ensure long-term sustainability.
[bookmark: _Toc201401298]Efficiency Ratio 
The efficiency ratios are ratios that determine how efficiently an organisation employs its resources in shaking revenue. BAE Systems Plc has experienced significant fluctuations in its performance between 2023 and 2024. The Asset Turnover Ratio declined by 2 per cent. It stood at 0.69 times, indicating a slight change in the rate of asset utilisation, which may be attributed to the introduction of new assets by the company (Chopra and Meindl, 2016). Conversely, the Receivable Turnover increased to 3.95 times, compared to 3.73 times earlier, a fact that can be attributed to an acceleration in receivables movement, thereby enhancing cash flow and reducing the possibility of default. Meanwhile, the Inventory Turnover level remained unchanged, with the number increasing slightly (from 18.09 times to 18.20 times), which did not indicate a significant change in the practice of efficiently managing inventory (Womack & Jones, 2013). The above trends emphasise the notion that BAE Systems can continue to achieve operational stability despite the acquisition of new assets, which underscores the need to apply practical utilisation of assets in maintaining financial stability.
[bookmark: _Toc201401299]Investor Ratio 
Shareholder value is a good indicator of a company's financial health and profitability, and as such, investor ratios demonstrate this. The profitability per share and the returns to investors were also seen to have improved, as the Earnings Per Share (EPS) increased to 64.9p in 2024, compared to 61.3p in 2023 (BAE, 2024). This increase indicates that the firm is dominant in revenue creation and cost control, thereby asserting value in the financial stability of the firm. On the same note, the book value per share increased by £0.39 (i.e., to £3.85), which also means that the net asset value per share rose accordingly (Investing.com, 2024). This development indicates a substantial accumulation of assets and equity, providing evidence of the company's ability to generate long-term shareholder value. In the meantime, the dividend yield values could not be fully calculated; however, BAE Systems indicated a trailing dividend yield of 1.87% for 2024, indicating its income distribution strategy (Yahoo Finance, 2023). These indicators suggest that the improved profitability and asset value are not the only significant improvements exhibited by BAE Systems. Investors can examine the dividend trends to assess future income prospects in the long term. All in all, these indicators can be seen as an indication of a good financial position, which incentivises long-term shareholder optimism.
[bookmark: _Toc201401300]Critical Evaluation of Ratios
[bookmark: _Toc201401301]Analysis of Changes in Ratios
Operating expenses and finance costs increased, which negatively impacted profitability between 2023 and 2024, explaining the decrease in the profitability ratios, specifically the gross profit margin, operating profit margin, and net profit margin. The acquisition of Ball Aerospace (five billion six hundred million dollars) had a significant positive impact on goodwill and intangible assets, both of which contributed to the operating costs and interest expenses (Shabong, 2023). Geopolitical tensions and additions to supply chains, present in the defence sector industry outlooks, might also encourage high prices (Deloitte, 2023). The minor decrease in ROA and ROE indicates that the ratio of the increased asset base and equity has not been reflected in a proportional increase in profits, a typical phenomenon associated with significant acquisitions (Pontus Averstad et al., 2023). 
Liquidity ratios were deteriorating, with the current ratio expected to be lower than 1.0 in 2024, indicating potential liquidity risks. This can be attributed to higher current liabilities, including contract liabilities and trade payables, which result from growth in operations following the acquisition (Boston Consulting Group, 2023). The low cash ratio implies that there is a limited cash reserve available to finance an acquisition or retirement debt, which reduces its liquidity coverage (PwC, 2024).
The expansion of the gearing ratio, particularly the debt-to-equity ratio, indicates a shift in strategy towards debt financing to fuel growth activities, which included the acquisition of Ball Aerospace and contracts to provide submarines to AUKUS for £ 3.95 billion (BAE, 2024). This improves the opportunity to grow, but it also increases financial risk by creating a decline in the interest coverage ratio (Kenny, 2024). The fact that the stable equity ratio indicates BAE Systems is practising and has a balanced capital structure, however, is of some concern, given that debt levels have increased (Norton, 2008).
The efficiency ratios were performed diagonally. This trend in increased receivables turnover shares its success with effective credit management that adheres to best industry practices (Sunday et al., 2023). Nonetheless, the minor decrease in asset turnover indicates that new assets, including those acquired through Ball Aerospace, have yet to be fully optimised for revenue generation (Chopra and Meindl, 2016). Stable inventory turnover indicates that supply chain management is robust, which is essential in the defence industry (Womack and Jones, 2013).
There were changes in investor ratios, particularly two key metrics, EPS and book value per share, which improved, signalling a positive creation of shareholder value. The improvement in EPS is an indicator of growth in profitability. In contrast, the increase in book value per share suggests an improvement in the net asset position, which makes this company more attractive to investors. 
[bookmark: _Toc201401302]Limitation of Ratio Analysis 
Ratio analysis is also functional, but it has limitations. To begin with, it is based on records, which may not accurately predict the upcoming performance, particularly in the unstable defence sector due to geopolitical activities (Porter, 1980). Second, ratios are subject to accounting policy, which can differ from one company to another, making them non-comparable across companies. For example, assets may be overvalued due to goodwill that BAE Systems' valuation can impact after the acquisition, which in turn affects return on assets (ROA) and return on equity (ROE) (Palepu et al., 2018). Third, ratios are non-descriptive when it comes to taking into account qualitative elements, including the level of management quality or market situation, which greatly influence performance (Berk et al., 2019). Lastly, long-term defence contracts, among other industry specifics, may skew ratios based on the short term, such as measures of liquidity and efficiency, where revenue can accrue over years (Deloitte, 2023). These shortcomings warrant the use of a comprehensive approach, which involves ratio analysis in conjunction with qualitative information.
[bookmark: _Toc201401303]Recommendations for Financial Management
Improve Profitability: The optimisation of costs plays a central role in enhancing profitability, and lean management can help contain operating costs, especially in the supply chain and production processes (Womack and Jones, 2013). Contingency plans, such as renegotiating with suppliers, can help mitigate the rising cost of raw materials, thereby enhancing efficiency. Additionally, synergies such as reduced R&D costs and economies of scale, achieved through the faster integration of Ball Aerospace, would increase operating profit margins (Kenny, 2024). It would take 1,218 months to achieve the same result with a dedicated task force, which would ensure smooth collaboration and cost savings. Additionally, long-term financial stability necessitates revenue diversification. Diversification in neighbouring markets, such as cybersecurity or unmanned systems, can also help decrease dependency on defence deals, thereby increasing net profit margins (Boston Consulting Group, 2023). All these strategic efforts are aligned to enhance financial strength, ensuring that even when market conditions change, BAE Systems remains in a competitive position.
Enhance Liquidity: Liquidity and financial stability can be improved through effective working capital management. The enhanced turnover of receivables can be augmented by enforcing a tighter credit policy and adopting an automated invoicing system, thereby raising the current ratio beyond 1.0 in less than one year. The low cash ratio is also addressed by creating robust cash flow forecast models that ensure sufficient cash levels are maintained within the company. Such an effect is the use of some of the available cash in the account as a liquidity cushion to mitigate short-term financial risk and enhance stability (McLaney and Atrill, 2020). 
Boost Efficiency: Proper asset utilisation enhances efficiency and improves the financial bottom line. Proper adjustments to newly acquired assets can be made by scheduling production time according to demand estimations, which will increase the asset turnover ratio, provided that resources are used efficiently and adequately (Chopra and Meindl, 2016). The process of capacity planning among Ball Aerospace facilities would facilitate the process and ensure that the output is maximised. Moreover, automation and digital tools should be invested in to support the ongoing management of both inventory and receivables, thereby maintaining high turnover ratios to improve cash flow (PwC, 2024). The introduction of innovative technologies will help lessen inefficiencies and increase on-demand monitoring of raw materials. Moreover, implementing a system with key performance indicators (KPIs) to manage the effectiveness of assets across different divisions ensures the consistency of operations with industry standards, as well as strategic interests (Kaplan and Atkinson, 1998). These steps collectively enhance the utilisation of assets and promote long-term financial stability (Brealey et al., 2020).
Enhance Investor Appeal: To compete effectively, a strategic approach to enhancing shareholder value and transparency is necessary for improved investor appeal. Since it has a 1.87% yield, paying 1% or slightly more in dividends will allow for maintaining the same level, which will strengthen investor confidence. This is supported by a defined dividend policy outlined in the 2025 annual report (Yahoo Finance, 2023). Moreover, the shortcomings of ratio analysis can be addressed by improving financial disclosure and evaluating whether acquisitions or long-term contracts are made qualitatively (Palepu et al., 2018). The frequent issuance of investor briefings detailing the rising EPS and book value will only enhance BAE Systems' standing as a secure bet on the FTSE 100 (BAE, 2024). 
BAE Systems Plc exhibits underperformance in terms of profitability and liquidity but maintains a healthy financial position in the FTSE 100 due to high EPS and book value values in 2024. Profitability ratios decreased due to the rise in the cost of acquiring Ball Aerospace and industry pressure. In contrast, liquidity ratios have a downward trend, indicating the need to pay closer attention to working capital management. When gearing ratios are higher, they suggest greater financial risks; therefore, careful debt management is necessary. The efficiency ratios are steady, and the receivables turnover has improved, while the investor ratios indicate a strong creation of shareholder value. The recommended actions, which include cost minimisation, liquidity management, debt refinancing, asset utilisation, and investor-facing initiatives, serve as strategic guidelines for enhancing financial performance. By addressing these areas, BAE Systems will be able to compete effectively with other industry players in the global defence sector and deliver value to its stakeholders.


[bookmark: _Toc201179172][bookmark: _Toc201401304]Part 2: Business Report for Jordons Plc: Investment Options Evaluation
Jordons Plc has reached a turning point and is attempting to build on its reputation in the window blind market. The three mutually exclusive investment opportunities that the directors have identified to spur growth include expanding the retail outlet to stock all products, establishing an internet sales unit, and introducing curtains and Roman blinds. All the options involve a high initial capital outlay, and each is associated with different cash flows over the four years. This report provides a detailed financial and strategic analysis that informs the Board's decision-making process. The appraisal provides an NPV analysis as the primary expectation, complemented by IRR analysis, and incorporates qualitative study to inform the overall advice. The report also discusses the ideal investment strategy in the event of restricted funds and suggests a financing mechanism to support the preferred plan. 
[bookmark: _Toc201179174][bookmark: _Toc201401305]Evaluation of Investment Options Using NPV
The NPV technique was used to evaluate the three options, measuring the cost of capital at 6 per cent to discount future cash flows and compute the present value of the project, as well as estimating the present value of each project (Coombs, Hobbs, and Jenkins, 2015). A substantial merit of NPV is that it uses the time value of money and, therefore, gives a clear picture of value creation (Atrill and Mclaney, 2022). The computation takes into consideration a 25 per cent corporation tax and a 20 per cent capital allowance, both based on the straight-line method, and all cash flows are represented as year-end flows (Arnold and Lewis, 2019).
In option A, the plan is to expand the retail outlet to provide a complete range of products at an initial cost of 600,000. This alternative will leverage the firm's current success in retailing and aim to increase its on-the-ground presence, thereby increasing sales of its products. The cash flows indicate that the business is moving steadily, a result of an improved product profile and customer satisfaction (Ryan and Ryan, 2022).
The costs of option B include the creation of an internet sales platform, for which the initial cost will be £ 1,000,000. Such an option aligns with the growing interest in e-commerce, which becomes scalable and provides access to a broader customer base (Parsons and Titman, 2009). The cash flows indicate a strong growth leadership, particularly in the later years, as the platform gains traction.
Option C involves diversification into the production of curtains and Roman blinds, and the cost of diving into this is one and a half million pounds (1.5 million pounds). This alternative will put Jordons Plc in an advantageous position, exploiting a supplementary market by aligning with its current product line (Ehrhardt and Brigham, 2017). This is because the cash flows are the greatest compared to the other choices, representing significant market demand and a price premium.
The NPV analysis (as outlined in Appendix A) shows that Option C has the highest NPV, then Option B, last, Option A. Option C has a higher NPV than the other options, which means that it will create the highest value due to large inflow of cash as well as economies of scale (Trigeorgis, 2024). Strategically, this will expand the product range, minimise the risk of excessive dependence on a single market, and enhance the company's competitive position. Depending on this, therefore, option C is the preferred investment option (Marx et al., 2017).
[bookmark: _Toc201179175][bookmark: _Toc201401306]Internal Rate of Return (IRR) for Option C
To further support the recommendation, the internal rate of return (IRR) of Option C was calculated. IRR is a rate of discount that sets the NPV of a project to zero, providing information on the profitability of a project compared to the cost of capital. The Option C IRR is approximately 20 per cent (Appendix A), compared to a 6 per cent cost of capital, which is considered very high (Grant, 2021). This elevated IRR further illustrates the project's financial appeal, specifically, a substantial safety margin against any rise in borrowing costs or market volatility. The IRR supports the recommendation based on NPV, which validates the probability that Option C will bring substantial returns (Graham and Harvey, 2022).
[bookmark: _Toc201179176][bookmark: _Toc201401307]Interpretation of Results for Management
[bookmark: _Toc201179177][bookmark: _Toc201401308]Theoretical Arguments for NPV as the Best Appraisal Method
The NPV is considered the gold standard of investment appraisal instruments because it accounts for the time value of money. Discounting future cash flows, NPV can be used to ensure that future money realised is adequately discounted against existing expenses. This is the strategy that aligns with the financial theory that a pound will be worth more today than it will be tomorrow due to the opportunity costs and inflation. NPV additionally calculates all cash flows throughout the project's life, thereby offering a comprehensive picture of profitability (Grant, 2021). NPV can measure the absolute value added by the project to shareholder wealth, unlike other methods, and thus, it becomes a vital instrument in capital budgeting decisions. Additionally, the flexibility of NPV allows it to incorporate various discount rates, taxes, and risk considerations, making it suitable for complex projects (Ehrhardt and Brigham, 2017).
[bookmark: _Toc201179178][bookmark: _Toc201401309]Popularity of Non-Discounting Methods
Although NPV is theoretically preferable, these non-discounting rules, including the payback period and the accounting rate of return (ARR), continue to find favour among decision-makers. The payback period, as a measure of the time it takes to recover the initial investment, is popular due to its simplicity and liquidity orientation. The interest in fast recovery in cash-constrained firms is at the top of the agenda for managers to reduce financial risk (Atrill and McLaney, 2022). ARR, which measures the mean annual profitability in proportion to the initial amount of the investment, is simple and similar to general accounting indicators. These methods are easier to compute and convey, especially to non-financial stakeholders (Graham and Harvey, 2022). They, however, neglect the time value of money and future cash flows after the payback period, which may be the cause of the suboptimal decisions. The fact that they are still in use is indicative of a preference for simple, short-term measures in some organisational scenarios.
[bookmark: _Toc201179179][bookmark: _Toc201401310]Other Factors to Consider Before Investment
Although the financial figures are essential, several qualitative and tactical considerations should also be taken into account when making the investment decision. A market demand analysis must support the projected cash flows. In Option C, there is good potential, as the increasing popularity of curtains and Roman blinds in the exclusive interior design industry gives rise to the idea; however, a clear need exists to investigate the competition and market preferences. The production capabilities, including the operational facility, reliability of the supply chain, and expertise of the workforce, must be reviewed to achieve scalability (Pike and Neale, 2019). There would be regulatory compliance, especially in aspects of product safety and the environment, which may affect cost and time.
Additionally, it is essential to align with the Jordan Plc brand and its long-term vision. The synergistic effect of option C with existing products enhances brand coherence, but threats to market saturation or technological disruption should be considered. The feasibility and acceptability of the proposal can be assessed through consultation with stakeholders, including employees and customers.
[bookmark: _Toc201179180][bookmark: _Toc201401311]Optimal Investment Policy with Limited Funds
With a budget constraint of £2,000,000, the investment strategy for fertility is to maximise the Net Present Value (NPV) per pound invested by Jordons Plc. The company utilises ranking options based on their efficiency in generating returns, thereby prioritising projects that offer the maximum financial impact at the lowest capital level. The evaluation shows that option A provides a higher NPV per pound than Options B and C and will form the basis of an investment order aimed at maximising financial results (Trigeorgis, 2024).
The offered investment policy entails a full investment in Option A of £600,000, which is expected to yield the most significant profit per pound. The remaining budget of $1,400,000 is allocated to partial executions of Option C at 0.875 capacities. This strategic allocation yields an overall NPV of £1,256,875, which is significantly higher than the returns that would have been achieved by selecting any of the investments. The divisibility in project assumptions enables Jordons Plc to dynamically allocate funds, thereby capturing the advantages of diversification while realising financial efficiency (Damodaran, 2015).
The company is less vulnerable to risk and invests in portfolio equality, as well as flexibility in capital restrictions, as part of the funding for Option C. Such a strategy will guarantee the most favourable financial payoffs without altering the position of portfolio diversification, which reaffirms the Jordons Plc approach to strategic resource allocation, as well as its commitment to long-term profitability.
[bookmark: _Toc201179181][bookmark: _Toc201401312]Financing the Investment Programme
Jordons Plc will need to find a financing source to accommodate the implementation of Option C, which would require £ 1,600,000. The primary alternatives (equity financing, debt financing and retained earnings) have peculiar benefits and limitations.
Equity financing involves the issuance of new shares to raise capital. It is a debt-free method that maintains a healthy cash flow for running business operations. It is also an indicator of confidence to investors, which may raise share value. However, share issuance diminishes the ownership interests of existing shareholders and can lead to a loss of control in the case of a substantial equity sale. Underwriting and regulatory costs may also be gigantic.
Debt financing involves loans provided by banks or the issuance of corporate bonds; these are directly available without the risk of diluting ownership. The interest expense incurred to pay off the loan is tax-deductible, making borrowing more affordable. However, debt exposes financial risk since interest must be paid up even when the venture is unprofitable. Covenants, gearing requirements, and high leverage may limit operational flexibility, and high leverage may discourage any investor with concerns related to leverage.
Retained earnings exploit the domestic gains, that is, shunning the peripheral expenses of borrowing and safeguarding ownership. This strategy demonstrates prudent financial management and aligns with long-term sustainability. However, relying solely on retained earnings as the source of growth can be restrictive when profits are low, and redirecting funds to finance the required growth may not please shareholders (Berk and Demarzo, 2024).
It is suggested to apply a balanced strategy, utilising retained earnings with a moderate degree of debt financing. Such an approach utilises internal funds, providing financial flexibility. As an example, Option C could be financed with a £800,000 loan from retained earnings and a £800,000 loan at competitive interest rates. The Board must study cash flow in fine detail and consider the recommendations of financial advisors to refine the financing mix, ensuring it aligns with the company's risk position and growth goals.
Following the NPV analysis, Option C, which involves making curtains and Roman blinds, is the most financially feasible and strategically sound option, with the highest NPV and a strong IRR of 20%. The project's conformity to market trends and its alignment with current products make the product more appealing. The theoretical strength of NPV can justify its use as the key appraisal technique, and the simplicity of the non-discounting technique is also a key factor. Qualitative factors, such as market demand and operational feasibility, also support the recommendation. A mix of Option A and a part of Option C, under a budget constraint of $2,000,000, is the one that maximises NPV. A combination of both retained earnings and debt financing should be used to fund Option C, as it offers a synergy of cost, risk, and control. To achieve sustainable growth, the Board is recommended to adopt Option C, based on rational market research and stakeholder consultations.
[bookmark: _Toc201401313]Conclusion 
The report provides a comprehensive financial and strategic analysis of BAE Systems Plc and Jordons Plc, discussing the individual issues and potentials of the two companies through financial analysis and investment appraisal. In the case of BAE Systems, the analysis of financial ratios conducted in 2023–2024 yielded both positive and negative results. The profitability ratios, such as the gross profit margin (8.38% in 2024 compared with 9.37% in 2023) and net profit margin (7.76% from 8.41%), decreased due to the $5.6 billion takeover of Ball Aerospace. The current ratio of 0.95 in 2024 and the quick ratio of 0.84 indicate that financial flexibility is narrow, which is below industry standards. The debt-to-equity ratio reaches 0.71, which is within the gearing ratios, indicating higher financial risks due to debt-based growth. Efficiency ratios were unchanged, and the receivables turnover increased (3.95 times), whereas investor ratios point to satisfactory value creation, such as EPS (64.9p in 2024). The report's recommendations include optimisation of costs through lean management, as well as improvements in liquidity and working capital management, along with optimal management of debt to reduce risk and enhance BAE's status within the FTSE 100.
Based on the investment appraisal, the third option (diversify into curtains and Roman blinds), known as Option C, is the most financially viable option in which the company can invest, as it has an NPV of 985,400 and an IRR of 20 per cent that is far beyond the cost of capital of 6 per cent. Such a choice aligns with market demand and provides economies of scale. A budget constraint of $ 2,000,000 should employ a fully funded strategy for option A ($ 600,000) and a partly funded option C (0 capacity), with an overall NPV of $ 1,256,875. A financing ratio of 1:1 between retained incomes or earnings of 800,000 and debt of 800,000 is suggested, as this balance strikes a balance between cost, risk, and control to achieve viable growth. Other qualitative aspects, such as market demand and operational scalability, support the strategic fit of Option C.
Overall, the two companies have problems to overcome, although they have definite ways to address them. BAE Systems faces both profitability and liquidity challenges, and it must leverage its strong investor metrics to safeguard its position in the market. Jordons Plc has an opportunity to realise high returns and market compatibility with Option C, thereby generating its growth. Managing the cost and liquidity and maintaining a proper financing system as a set of recommended actions can help both companies achieve a higher level of financial stability, take advantage of the market conditions, and bring long-term value to their stakeholders, which will strengthen the competitive position of each of the companies in their corresponding industries.
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Figure 1: Consolidated Income Statement for BAE Plc for years 2023 and 2024
Source: (BAE, 2024)
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Figure 2: Consolidated Balance Sheet for BAE System Plc for Years 2023 and 2024
Source: (BAE, 2024)
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1. Profitability Analysis 
	Ratio
	Formula
	2024 Calculation
	2024 Result
	2023 Calculation
	2023 Result
	Change

	Gross Profit Margin
	(Revenue - Cost of Sales) / revenue × 100
	(26,312 - 24,106) / 26,312 × 100
	0.0838
	(23,078 - 20,917) / 23,078 × 100
	0.0937
	-0.0099

	Operating Profit Margin
	Operating Profit / Revenue × 100
	2,685 / 26,312 × 100
	0.102
	2,573 / 23,078 × 100
	0.1115
	-0.0095

	Net Profit Margin
	Net Profit / Revenue × 100
	2,041 / 26,312 × 100
	0.0776
	1,940 / 23,078 × 100
	0.0841
	-0.0065

	Return on Assets (ROA)
	Net Profit / Total Assets × 100
	2,041 / 38,142 × 100
	0.0535
	1,940 / 32,064 × 100
	0.0605
	-0.007

	Return on Equity (ROE)
	Net Profit Attributable to Shareholders / Total Equity × 100
	1,956 / 11,616 × 100
	0.1684
	1,857 / 10,559 × 100
	0.1759
	-0.0075





2. Liquidity Analysis 
	Ratio
	Formula
	2024 Calculation
	2024 Result
	2023 Calculation
	2023 Result
	Change

	Current Ratio
	Current Assets / Current Liabilities
	11,753 / 12,342
	0.95
	11,173 / 10,543
	1.06
	-0.11

	Quick Ratio (Acid Test)
	(Current Assets - Inventories) / Current Liabilities
	(11,753 - 1,324) / 12,342
	0.84
	(11,173 - 1,156) / 10,543
	0.95
	-0.11

	Cash Ratio
	Cash and Cash Equivalents / Current Liabilities
	3,378 / 12,342
	0.27
	4,067 / 10,543
	0.39
	-0.12


3. Gearing/ Leverage Ratio 
	Ratio
	Formula
	2024 Calculation
	2024 Result
	2023 Calculation
	2023 Result
	Change

	Debt-to-Equity Ratio
	Total Debt / Total Equity
	(7,713 + 699) / 11,777
	0.71
	(4,432 + 679) / 10,723
	0.48
	0.23

	Debt-to-Assets Ratio
	Total Debt / Total Assets
	(7,713 + 699) / 38,142
	0.22
	(4,432 + 679) / 32,064
	0.16
	0.06

	Interest Coverage Ratio
	Operating Profit / Interest Expense
	2,685 / 488
	5.50 times
	2,573 / 419
	6.14 times
	-0.64 times

	Equity Ratio
	Total Equity / Total Assets
	11,777 / 38,142
	0.31
	10,723 / 32,064
	0.33
	-0.02


4. Efficiency Ratio 
	Ratio
	Formula
	2024 Calculation
	2024 Result
	2023 Calculation
	2023 Result
	Change

	Basic Earnings Per Share
	Net Profit Attributable to Shareholders / Weighted Average Shares
	1,956 / 3,013
	64.9p
	1,857 / 3,031
	61.3p
	+3.6p

	Diluted Earnings Per Share
	Adjusted Net Profit / Diluted Weighted Average Shares
	Given in statements
	64.1p
	Given in statements
	60.4p
	+3.7p

	Book Value Per Share
	Total Equity Attributable to Shareholders / Outstanding Shares
	11,616 / 3,015
	£3.85
	10,559 / 3,055
	£3.46
	+£0.3


5. Investor Ratio 
	Ratio
	Formula
	2024 Calculation
	2024 Result
	2023 Calculation
	2023 Result
	Change

	Basic Earnings Per Share
	Net Profit Attributable to Shareholders / Weighted Average Shares
	1,956 / 3,013
	64.9p
	1,857 / 3,031
	61.3p
	+3.6p

	Diluted Earnings Per Share
	Adjusted Net Profit / Diluted Weighted Average Shares
	Given in statements
	64.1p
	Given in statements
	60.4p
	+3.7p

	Book Value Per Share
	Total Equity Attributable to Shareholders / Outstanding Shares
	11,616 / 3,015
	£3.85
	10,559 / 3,055
	£3.46
	+£0.3
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Option A 
	Year 
	Cash Inflow 
	Capital Allowance
	Taxable Profit
	Tax @ 25%
	Net Cash Flow
	Discount Factor @ 6%
	Present Value

	0
	-600
	
	
	
	-600
	1
	-600

	1
	200
	120
	80
	20
	180
	0.943
	169.74

	2
	300
	120
	180
	45
	255
	0.89
	226.95

	3
	400
	120
	280
	70
	330
	0.84
	277.2

	4
	500
	120
	380
	95
	405
	0.792
	320.76

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	IRR
	28%
	
	
	
	
	NPV 
	394.65


Option B 
	Year 
	Cash Inflow
	Capital Allowance 
	Taxable Profit 
	Tax @25%
	Net Cash Flow 
	Discounting Factors 
	Present Value 

	0
	-1000
	
	
	
	-1000
	1
	-1000

	1
	400
	200
	200
	50
	350
	0.943
	377.2

	2
	450
	200
	250
	62.5
	387.5
	0.89
	400.5

	4
	400
	200
	200
	50
	350
	0.84
	336

	5
	500
	200
	300
	75
	425
	0.792
	396

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	IRR
	18%
	
	
	
	
	NPV 
	509.7


Option C 
	Year 
	Cash Inflow
	Capital Allowance 
	Taxable Profit 
	Tax @25%
	Net Cash Flow 
	Discounting Factors 
	Present Value 

	0
	-1600
	
	
	
	-1600
	1
	-1600

	1
	400
	320
	80
	20
	380
	0.943
	377.2

	2
	700
	320
	380
	95
	605
	0.89
	623

	3
	850
	320
	530
	132.5
	717.5
	0.84
	714

	4
	1100
	320
	780
	195
	905
	0.792
	871.2

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	IRR
	20%
	
	
	
	
	NPV
	985.4
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Appendix 5 Optimal Investment Policy 
	Option 
	Initial Investment 
	NPV
	NPV per £   
	Rank 

	A
	600,000
	394650
	0.65775
	1

	B
	10,000,000
	509700
	0.05097
	3

	C
	16,000,000
	985400
	0.0615875
	2


Allocate Funds 
	Option 
	Amount Invested 
	Fraction 
	NPV Contribution 
	Remaining Budget 

	A
	600000
	1
	394650
	1400000

	C 
	1,600,000
	0.875
	862225
	0

	B
	1,000,000
	
	
	

	
	
	Total NPV
	1256875
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Acknowledgement of Not Using Any AI Tools
	RESEARCH
	For this assessment, you can use Generative AI to support you in research, including searching for a bibliography and using tools to summarise, compare and interrogate materials.
	Yes ☐
No ☐✔

	STRUCTURE
	For this assessment, you can use Generative AI to support you in structuring your submission, including creating a draft argument structure, identifying parts and headings, etc.
	Yes ☐
No ☐✔

	PROOFREADING
	For this assessment, you can use Generative AI to check your text/creation for grammatical and syntactical mistakes, including rephrasing your work within specific standards.
	Yes ☐
No ☐✔

	WRITING
	For this assessment, you can use Generative AI to create text for submission.
	Yes ☐
No ☐✔

	CREATIVE
	For this assessment, you can use Generative AI to create creative materials, such as images.
	Yes ☐
No ☐✔

	PROGRAMMING
	For this assessment, you can use Generative AI to create and check code.
	Yes ☐
No ☐✔

	NONE
	For this assessment, you are not allowed to use any Generative AI support. This includes research support, structural support, writing and proofreading support, as well as creative support.
	Yes☐✔
No ☐


I acknowledge the use of Grammarly (https://www.grammarly.com/) on 5th July 2025 to check my work using the prompt(s): 
1. Report
2. UK English 
I certify that no artificial intelligence (AI) tools were used in the research or development of this assignment. I certify that I have not claimed any content generated by AI as my own. I affirm that I have copies of the notes, drafts, and other materials I utilised; I have been said to present these as proof.


2

image3.jpeg
Non-current assets
Goodwil 5 1297 n3se
Otherintangibleasets o 2% 7
Property,pant and equipment o oases e
Rightof e assets s
Investment property B
Equit accounted investments n s e
Otherinvestments R
Contractandother recenables w o ma e
Post employment benefisurpluses w1 e
Other financal assets s ws o2z
Deferredtaxasets w35 o
20 se3s0 oot
Camentassets
Inventoris 7w s
Trade, conractand other recehables u o eses e
Curentax ® e 160
Otherfinancil assets s o ws
‘Cashand cash equialents 1 338 ager
Ti7ss iy
Totalassets 3814232080
Non-current iabiities
Loans A @y @
Lesse labltes o ese) 0279
Contactabiiies 2 m0 (9
Otherpayabes 3 e (s
Post employment benefit dblgations u sy 67
Other financal abiiies ey @)
Deferredtaxlibilties © 0y 0
Provsions s ey o
Ga.023) (10358
Currentiabiies
Loans A @m 6
Lesse abiltes v ey e
Contactlabites 2 @5 G
Trade and othe payables 3 (6383 (54
Other fnancal abiiies B eea) (5
Curentiax ' 5 G
Provsions 3 osy 0
(1234 (09
Total bt 26365 (21341
Netassets 7 o7
‘Capital and reserves
Isuedshare capital 3 o a
Share premium 1253 s
Otherreserves % ewr  savs
Retaned eaming: 383 282
Total equity atiributable t equity holders of BAE Systems plc. Tiste 1055
Non-controlinginteests 6 1e4
iy T T )




image1.jpeg
Prifysgol Cymru
Y Drindod Dewi Sant

University of Wales
Trinity Saint David





image2.jpeg
Consolidated income statement
for the year ended 31 December

o o
‘Continuing operations
Revenue 2 26312 208
Operating costs 3 (@4106) Qos1)
Otherincome s 266 204
Share ofreslts of equity accounted investments B P 208
Operating profit 2 2685 2573
Finance income ﬂ::l 2
Financecosts (a8 wi9)
Net finance costs 6 Gs3) Qar)
Profitbefore tax 2332 23
Taxexpense 7 as1) G86)
Profitfor the year 200 1940
Attributable to:
Equity shareholders 1956 1857
Non-controling interests 5 ]
2041 940
Eamings pershare ]
Basicearings pershare sasp 613
TR A B 641p 60.4p




