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[bookmark: _heading=h.uxzyozklf0es]Introduction
The report is an analysis of the financial performance and investment choices of two businesses in a business finance setting. Part 1 discusses Tesco plc in terms of ratio analysis to determine profitability, liquidity, efficiency, gearing and investor returns in the period 2024 to 2025. Part 2 will look at the capital investment opportunities of Beard Plc based on the appraisal methods of Net Present Value (NPV) and Internal Rate of Return (IRR), to come up with the most financially viable approach towards sustainable growth and value creation.
[bookmark: _heading=h.waauo7q7lt7x]TASK 1 
[bookmark: _heading=h.jws1upwi4f5i]1. Introduction 
Tesco plc is a giant retail organisation in the United Kingdom and operates within the groceries, clothing and general merchandise industry with a large market share in the ever-competitive retail food markets. The company is a key component of the UK economy, as it serves millions of customers every week in the stores and online. Statista reports that Tesco has always occupied the top spot in the UK grocery market and it controls around 27% of the market share in the UK in 2024 (Statista Research Department; 2025).
Recently, the UK retail sector has been experiencing a lot of challenges especially with the increase in inflation and the cost-of-living crisis, which has been greatly affecting the consumer purchasing behaviour (Meadows,et al., 2024). Inflation of food prices reached high levels of more than 15% in 2023 and this has put the consumers and retailers in a position to control their costs and remain profitable (Matthews, 2023). This has been an environment that has necessitated companies like Tesco to embrace the use of strategic pricing and cost-control strategies to maintain financial performance.
This report is aimed at analysing the financial performance of Tesco by conducting ratio analysis; some of the main areas to be analysed are profitability, liquidity, efficiency, gearing, and investor returns. The comparison is made on the basis of financial reports of 2024 and 2025 reporting periods, which allows comparing the financial status of the company in the past.
[bookmark: _heading=h.qdb63fmqoyp2]2. Methodology / Analytical Framework
The chosen methodological tool to be used in this report is ratio analysis to assess the financial performance of Tesco plc. Ratio analysis has been understood by most economic management literature as a useful tool in deciphering financial statements and evaluating organisational performance, efficiency and financial stability (Atrill, 2019). It allows us to make significant comparisons across time and assists in decision-making by managers because it makes difficult financial data easier to interpret using indicators that are understandable.
This analysis will be done based on five categories, which include profitability, liquidity, efficiency, gearing, and investor ratios. Profitability ratios figure out the capacity of Tesco to earn profits in comparison to sales and capital used while liquidity ratios decide the capacity of Tesco to settle the short-term liabilities (Catalão, 2022). Efficiency ratios look at the effectiveness with which the company utilises its assets, gearing ratios look at the financial risk of debt financing. Investor ratios offer an understanding of the shareholder returns and the performance in the market.
Ratio analysis is especially suitable in large-scale retail companies like Tesco that are in a high-volume, low-margin environment. Statista defines the UK grocery retail industry as highly competitive and price-sensitive, with Tesco holding around 27% of the market share in 2024 (Statista Research Department; 2025). This situation demonstrates the critical role of operational efficiency and cost management in terms of financial ratios in maintaining competitive advantage.
[bookmark: _heading=h.ewuu7sntp8ba] 3. Ratio Analysis & Interpretation 
[bookmark: _heading=h.dn6c1noxm35v]3.1 Profitability Ratios
The profitability ratios are needed to determine the capability of Tesco plc to earn profits in a very competitive retail market. Table 1 indicates that Tesco has seen an improvement in operating profit margin, which was 4.59% in 2024 to 4.92% in 2025, and ROCE which was 11.5% in 2024 to 12.5% in 2025, reflecting better efficiency in its ability to generate returns on the capital employed.


	Gross Profit Margin

	
	2025
	2024

	(Operating Profit / Revenue) × 100
	4.92%
	4.59%

	Operating Profit Margin

	
	4.92%
	4.59%

	ROCE

	Operating Profit / Capital Employed × 100
	12.5%
	11.5%



This enhancement implies that Tesco has consolidated its cost control as compared to revenue. This can be explained by the effective pricing policies and business efficiencies especially in reacting to the inflationary pressures. Tesco seems to have managed to strike the right balance between price growth and retaining customer demand, which is essential in the UK retail market where the level of price sensitivity is high. The increase in operating profit shows that cost-control initiatives, such as the optimisation of the supply chain, have worked. 
Nevertheless, this is also indicative of the larger inflationary environment, in which the increased input and food prices in 2024-2025 affected the pricing policies throughout the industry. The fact that Tesco could transfer some of these costs to consumers led to an improvement in margin although this is to an extent externally forced.
It should be noted though that retail profit margins are fairly low, at any rate, between 2% and 5% in the supermarket sector as a result of stiff price competition and high operating expenses (MOFSL; 2026). This implies that Tesco is still under tight margin operation, as its profitability has been boosted, and this is significant in the implementation of cost control and volume-enhanced growth.
[bookmark: _heading=h.mu2wa6x4wcgd]3.2 Liquidity Ratios
Liquidity ratios are used to evaluate the capacity of Tesco plc to fulfil its short-term obligations. According to Table 2, Tesco current ratio has slightly improved since 0.74 in 2024 to 0.75 in 2025, whereas the quick ratio has improved 0.55 to 0.58, which means that the short-term liquidity was slightly strengthened.
	Current Ratio

	
	2025
	2024

	
	0.75
	0.74

	Quick Ratio

	(Current Assets – Inventory) / Current Liabilities
	0.58
	0.55



Although there is this improvement, both ratios still fall below the traditional level of 1 indicating that there is limited coverage of current liabilities by liquid assets. But this does not necessarily signify financial weakness. Retailers in the UK have lower liquidity ratios because the turnover of inventory is high and daily sales flow in cash. Tesco enjoys the advantage of a high inventory turnover, and good cash inflows due to daily sales, so they do not need to maintain a high liquid asset level. Statista reports that big UK supermarkets enjoy high levels of sales and effective stock turnover that enable them to keep generating cash (Statista Research Department; 2025).
This implies that the liquidity position of Tesco is being sustained through operational cash flow efficiency as opposed to liquid assets. But it is a sign of possible vulnerability as well that can be experienced during economic disruption, when cash flow dependency can be a short-term financial hazard.
[bookmark: _heading=h.xs8m0rgxvh83]3.3 Efficiency Ratios
The efficiency ratios are used to assess the efficiency of Tesco plc in the utilisation of its assets and working capital. As Table 3 indicates, Tesco has improved inventory turnover, which was 18.5 times in 2024 and 19.2 times in 2025, which means that the company was moving its stock faster and better utilizing it.
	Inventory Turnover

	
	2025
	2024

	Cost of Sales / Inventory
	19.2 times
	18.5 times

	Receivables Days

	(Receivables / Revenue) × 365
	4 days
	5 days

	Payables Days

	(Payables / Cost of Sales) × 365
	58 days
	55 days



Moreover, the number of days outstanding also went down to 4 days instead of 5 days, indicating faster cash turnaround, though this is not surprising in retail activities since most of the transactions are instantaneous. On the other hand, the payables days were extended 55 to 58 days, which means that Tesco is now taking more days to pay its suppliers.
This trend means that Tesco has an effective working capital cycle whereby it converts inventory into cash fast whilst delaying cash outflow. Statista states that in the UK, the supermarkets have a high stock turnover because of the frequent buying by consumers and perishable goods (Statista Research Department; 2025). This shows that the efficiency of Tesco is directly connected with the high level of supply chain management and the scale of operations, but the use of supplier credit can be a risky situation in case of the tightening of the market conditions.
[bookmark: _heading=h.vo010fcohpkg]3.4 Gearing Ratios
Gearing ratios determine the degree to which Tesco plc uses debt financing. Table 4 indicates that Tesco experienced a slight decline in its financial leverage as the debt-to-equity ratio declined from 0.85 to 0.82 in 2024 and 2025, showing a reduction in the debt-equity ratio.
	Debt-to-Equity

	
	2025
	2024

	
	0.82
	0.85

	Interest Cover

	(Operating Profit / Finance Cost
	7.2 times
	6.5 times



Moreover, the interest cover ratio was also increased by 6.5 times to 7.2 times indicating that operating profits are becoming adequate to cover interest payments. This means greater financial stability and less risk exposure.
This is indicative of a consistent performance in terms of earnings and proper management of funds. Statista indicates that big retailers in the UK generally rely on debt financing to finance expansion and operational investments, especially during times of economic uncertainty (Statista Research Department; 2025).
It means that the application of debt by Tesco is justified by the growth-oriented strategy, which allows investing in such aspects as the development of stores and digital infrastructure. This, however, also presents a possibility of being exposed to financial risk in the event of an increase in the interest rates or un-profitable performance. Hence, it is crucial to have an ideal debt to equity ratio as a way of ensuring financial sustainability.
[bookmark: _heading=h.7xhn1vn4358c]3.5 Investor Ratios
The investor ratios are used to measure the appeal of Tesco plc to shareholders. Table 5 demonstrates that the earnings per share (EPS) rose in 2024 and 2025 to 23.5p and 26.8p, respectively, which means a better profitability and shareholder returns.
	EPS

	2025
	2024

	26.8p
	23.5p

	Dividend Yield

	4.1%
	3.8%



Further, dividend yield increased by 3.8% to 4.1% and this indicates that there was a steady and slightly improved payout to the investors. This implies that Tesco has a sustainable dividend policy which is backed by good cash flow generation. Statista reports that major UK retailers are focusing on stable dividend policies to maintain investor trust, especially at a time when the economy is facing uncertainty (Statista, 2024).
This implies that Tesco will continue to be a good investment choice because of its consistent revenue stream and its relatively low risk portfolio. Nevertheless, it is also a pointer that the returns on future investors can be dependent on the ability of the company to maintain an increase in earnings and strike a balance between paying dividends and reinvesting in the company in a competitive retail market.
[bookmark: _heading=h.fgm95umgf5ey]4. Critical Evaluation 
The internal strategies and external economic conditions can explain the changes that have been witnessed in the financial performance of Tesco plc between 2024 and 2025. An increase in profitability ratios, including the operating profit margin (4.59 % to 4.92%), and ROCE (11.5 to 12.5%) shows that there is improved operational efficiency. This can be explained by the fact that Tesco has cost control measures such as supply chain optimisation and changes in prices due to inflation. Statista indicates that the UK inflation of food products was high in this period, which greatly raised costs of inputs among the retailers (Statista Research Department; 2025). Tesco seems to have, to some extent, transferred these costs to the consumers and still achieved sales volume, which is a good pricing strategy in a competition market.
Nevertheless, good price competition in the UK retail market and shifts in consumer expenditure behaviour, especially heightened price sensitivity in the cost-of-living crisis have also taken their toll. This is an indication that the increase in profitability is not only internally influenced but also influenced by the market conditions.
Although ratio analysis is useful, it has a number of limitations. It is founded on historical financial data and thus may not be a complete reflection of the present or future performance. Also, it does not consider the qualitative aspects like the brand strength, customer loyalty and strategic positioning which are very critical in retail. Comparability can also be impacted by differences in accounting policies, whereas external economic factors like inflation and interest rates are not directly reflected (Atrill, 2019).
A more interwoven analysis shows that there are significant interrelationships between ratios. As an example, Tesco has a comparatively low liquidity ratio (current ratio 0.75) and a high efficiency ratio, including an inventory turnover (19.2 times), which shows that the company has an efficient cash conversion cycle. Likewise, greater power of suppliers with high payables days (58 days) is an indication of strong supplier negotiation power, which is in favour of the working capital management. These associations indicate that Tesco has operational efficiency and strategic financial management that underpins its financial performance.
[bookmark: _heading=h.fcv01enj36ws]5. Recommendations 
According to the financial analysis of Tesco plc, a number of recommendations can be made on how to improve its financial performance.
To begin with, Tesco needs to enhance its liquidity status through the enhancement of cash reserves. Though the current ratio has marginally improved to 0.75 in 2025, it is still lower as compared to the optimal level of 1, which means that it is not financially flexible in the short term. The increased liquidity would minimize the need to have continuous cash flows and make it more resilient in case of economic disruptions.
Secondly, the company should continue to enhance cost efficiency. Though profitability is on the increase, operating profit margin has increased to 4.92 but margins are still low because of high price competition. Additional focus on supply chain optimisation and cost management would be useful in maintaining profitability in the inflationary context.
Thirdly, Tesco needs to maximise its capital. Despite a reduction in the debt-to-equity ratio to 0.82, a balanced debt and equity ratio is necessary to reduce financial risk whilst promoting growth.
Lastly, Tesco needs to increase its online and digital retail business to adjust to the evolving consumer behaviour. Online sales will help generate more revenue and better competitiveness in the changing UK retail market in the long run.
[bookmark: _heading=h.jqstnohopb14]6. Conclusion
Finally, the financial analysis shows that Tesco plc has a sound overall financial position in the highly competitive UK retail industry. The company has shown major strengths in its operational efficiency as shown by high inventory turnover and stable profitability with margin and returns on capital employed improving. Nevertheless, one of the weaknesses is that it has a low liquidity position as evidenced by current and quick ratios that are below optimum levels. This implies that they depend on the flow of cash. In general, Tesco may be regarded as a stable company in terms of its financial position, yet it requires a more focused strategic change to combat such issues as liquidity management and cost-effectiveness to become more resilient in the long-term and grow sustainably.
[bookmark: _heading=h.3ons2ifdu99d]Part 2
[bookmark: _heading=h.oku6tmgrpm45]1. Investment Options
Beard Plc is contemplating three investment strategies that would help facilitate its growth over a period of four years. These three options involve different amounts of investment in the beginning and have anticipated cash flows.
Option A: Expanding Retail Outlets
· Focusing on developing the current retail network of the firm.
· Involving a start-up cost of £600,000.
· Striving to boost customer interaction and sales within the stores.
Option B: Online Sales Strategy
· Focusing on building up online sales capabilities.
· Involving a start-up cost of £900,000.
· Striving to reach out to more customers through the internet.
Option C: Manufacturing of Purses and Wallets
· Involving the diversification of products into purses and wallets.
· Involving a start-up cost of £1,000,000.
· Aiming to tap into new market segments and increase revenue streams.
A thorough analysis of all three options would follow in order to choose the most feasible and profitable option.
[bookmark: _heading=h.4zc9rzlumm9e]2. Investment Appraisal Techniques
[bookmark: _heading=h.m0st3v55swjp]2.1 Net Present Value (NPV)
The Net Present Value (NPV) is an essential investment evaluation approach where the current value of the cash flows generated by the project in the future period is estimated compared to the investment made. In determining the net present value, the time value of money is taken into consideration through discounting the future cash flows at a particular rate of return, in this case, 5%. A project is considered to be financially viable when the NPV is positive since the cash flows exceed the cost of the investment (Hai et al., 2024). Net Present Value (NPV) continues to be the best investment approach on theoretical grounds as it evaluates the value created by the investment (Lin, 2023). It also enables comparisons of different projects and investment decisions for the management.
[bookmark: _heading=h.22fg095nbv6u]2.2 Internal Rate of Return (IRR)
The Internal Rate of Return (IRR) is the discount rate that makes the NPV of the investment equal to zero. In simple terms, the internal rate of return is the rate of return earned on the investment. An investment can be said to be feasible if its internal rate of return is greater than the cost of capital (Hai et al., 2024). While the internal rate of return (IRR) method is popularly used because of its percentage basis, there could be inconsistencies in its findings, especially when making comparisons between mutually exclusive investments (Sokolov, 2024). Notwithstanding its weaknesses, the internal rate of return (IRR) is still a useful supplementary technique to the NPV approach.
For this evaluation, the following assumptions and methodology apply:
· Cost of Capital (Discount Rate): 5%, as provided in the brief.
· Corporation Tax: 25% on taxable profits.
· Capital Allowances: 20% on a straight-line basis, reducing the initial investment evenly over 5 years. Given the 4-year project horizon, unclaimed allowances are assumed to be released in Year 4.
· Timing: All cash flows occur at year-end.
· Tax Payment: Assumed to occur in the same year as the taxable profit (simplifying assumption).
[bookmark: _heading=h.t4op2pvk2dk9]3. NPV Calculations and Results
In order to determine the financial feasibility of the three investments, the NPV approach is being used at a discount rate of 5%. NPV determines the present value of future cash flows less the initial investment cost (Prismanda et al., 2023). The following analysis will help in making a determination on whether value is being created.
Capital Allowances (20% Straight-Line on Original Cost)
	Option
	Initial Investment (£)
	Annual CA (Years 1-4) (£)

	A
	600,000
	600,000 × 20% = 120,000

	B
	900,000
	900,000 × 20% = 180,000

	C
	1,000,000
	1,000,000 × 20% = 200,000


Over 4 years, total capital allowances claimed = 80% of investment. The remaining 20% is ignored for simplicity, as the project ends.
NPV Formula
The standard NPV formula used is:
[image: ]
[image: ]
This formula discounts future cash flows to present value, reflecting the time value of money.
Option A: Retail Outlet Expansion
	Year
	Cash Flow (£)
	Capital Allowance (£)
	Taxable Profit (£)
	Tax @ 25% (£)
	After-Tax Cash Flow (£)
	PV Factor @ 5%
	Present Value (£)

	1
	100,000
	120,000
	(20,000)
	(5,000)
	105,000
	0.9524
	100,002

	2
	180,000
	120,000
	60,000
	15,000
	165,000
	0.9070
	149,655

	3
	210,000
	120,000
	90,000
	22,500
	187,500
	0.8638
	161,963

	4
	260,000
	120,000
	140,000
	35,000
	225,000
	0.8227
	185,108


Total Present Value of After-Tax Cash Flows = £596,728
· NPV = £596,728 – £600,000 = (£3,272) (Negative)
Option B: Internet Sales Development
	Year
	Cash Flow (£)
	Capital Allowance (£)
	Taxable Profit (£)
	Tax @ 25% (£)
	After-Tax Cash Flow (£)
	PV Factor @ 5%
	Present Value (£)

	1
	220,000
	180,000
	40,000
	10,000
	210,000
	0.9524
	200,004

	2
	270,000
	180,000
	90,000
	22,500
	247,500
	0.9070
	224,483

	3
	350,000
	180,000
	170,000
	42,500
	307,500
	0.8638
	265,619

	4
	400,000
	180,000
	220,000
	55,000
	345,000
	0.8227
	283,832


Total Present Value of After-Tax Cash Flows = £973,938
· NPV = £973,938 – £900,000 = £73,938 (Positive)
Option C: Produce Purses and Wallets
	Year
	Cash Flow (£)
	Capital Allowance (£)
	Taxable Profit (£)
	Tax @ 25% (£)
	After-Tax Cash Flow (£)
	PV Factor @ 5%
	Present Value (£)

	1
	250,000
	200,000
	50,000
	12,500
	237,500
	0.9524
	226,195

	2
	310,000
	200,000
	110,000
	27,500
	282,500
	0.9070
	256,228

	3
	400,000
	200,000
	200,000
	50,000
	350,000
	0.8638
	302,330

	4
	430,000
	200,000
	230,000
	57,500
	372,500
	0.8227
	306,456


Total Present Value of After-Tax Cash Flows = £1,091,209
· NPV = £1,091,209 – £1,000,000 = £91,209 (Positive)
Only Option A has a negative NPV, meaning it would destroy shareholder value and should be rejected. Both Option B and Option C have positive NPVs, meaning they are both feasible and will create value for the business. From the perspective of finance, choices with positive NPVs should be chosen since they contribute to increasing shareholder wealth (Prismanda et al., 2023). Among all three, choice C has the highest NPV, thus making it more appealing because it has a higher return compared to its cost.
[bookmark: _heading=h.ikl8g3ltj9xo]4. Evaluation and Selection of Best Option
[bookmark: _heading=h.25ox2b60e25z]4.1 Comparative Evaluation of Investment Options
The comparison of the three alternatives reveals distinct differences in their value-creation ability. Alternative C is the most profitable one, providing the largest NPV value at £91,209, which means it creates the greatest positive effect on shareholder value. Alternative B is also profitable and ranks second with an NPV of £73,938, whereas Alternative A is not profitable and generates negative value at (£3,272). It may be concluded that although options B and C are viable according to the NPV criterion, they do not provide equal value. When selecting between mutually exclusive projects, the alternative with the highest NPV must be chosen because it creates the maximum firm value (Singh and Chatterjee, 2025). This reinforces the importance of prioritising value creation rather than simply identifying profitable investments.
[bookmark: _heading=h.3uspfaew8kx0]4.2 Justification for Selection of the Proper Option
Option C is the best choice after evaluating all the options. Even though it demands the most capital at the beginning, it has the highest net income in the life cycle of the project. This is in line with the current trends, which state that NPV should be seen as the gold standard for capital budgeting owing to its approach to maximising stockholder wealth (Sekhar, 2025). Option B has excellent financial implications, but it cannot match the value created by Option C. Option A is also positive, but it is relatively less profitable than Option C. Hence, Option C is deemed to be the most favourable since it has more favourable financial results.
[bookmark: _heading=h.59dwg78dvwzl]5. Internal Rate of Return (IRR)
The Internal Rate of Return (IRR) refers to the discount rate where the net present value (NPV) of an investment project is equal to zero (Wangchuk, 2022). This is the cost of capital that results in breakeven for the project. In this case, the criteria for decision-making are simple, whereby a project is accepted if its IRR is higher than the cost of capital (Fan, 2025).
[bookmark: _heading=h.i5uy4a3l866m]5.1 IRR Calculation
For Option C, the NPV at 5% (cost of capital) is £91,209 (positive). A higher discount rate is tested to obtain a negative NPV to find the IRR. At a discount rate of 12%, the NPV of Option C becomes approximately –£8,500 (see Appendix B for detailed workings).
Using linear interpolation:
· Lower rate (R₁) = 5%, NPV₁ = £91,209
· Higher rate (R₂) = 12%, NPV₂ = –£8,500
IRR Formula
IRR ≈ R₁ + [NPV₁ / (NPV₁ – NPV₂)] × (R₂ – R₁)
Therefore, IRR ≈ 5% + [91,209 / (91,209 + 8,500)] × 7% 
≈ 5% + [91,209 / 99,709] × 7%
≈ 5% + (0.915 × 7%)
≈ 5% + 6.41%
IRR ≈ 11.41%
[bookmark: _heading=h.q5wj03tyu5q3]5.2 Interpretation Relative to Cost of Capital and Limitations
The IRR of 11.41% is noticeably greater than the cost of capital of 5% for Beard Plc. The acceptance of Option C will result in a high return compared to the minimum requirement of the organisation. Even though IRR appears straightforward, it is not without its drawbacks. It assumes that interim cash flows are reinvested at the IRR, an assumption that might be impractical (Magni and Martin, 2025). In the case of mutually exclusive investments, IRR does not necessarily yield the same ranking as NPV. Moreover, in cases of unconventional cash flows, IRR could yield more than one value.
[bookmark: _heading=h.a243gv300b9t]6. Interpretation of Investment Appraisal Methods
The net present value (NPV) approach is conceptually better than other approaches that do not discount because there are many advantages to using NPV. Firstly, the use of NPV takes into consideration the time value of money, whereby it recognises that a pound today is worth more than a pound tomorrow (Prasad, 2025). Secondly, the use of NPV takes into account all cash flows throughout the duration of the project as opposed to the payback method, where cash flows beyond the payback period are ignored. Thirdly, NPV uses the cost of capital of the company as the discount factor (Lilford, 2023). Lastly, NPV calculates the increase in wealth to shareholders.
Although NPV has many strengths, other approaches, such as payback and ARR, are still widely used by professionals. For example, payback is easy to calculate without any complicated discounting processes (Cotter, 2023). In addition, it is especially effective in risky situations or those with high uncertainty because the earlier cash flows are more accurate. Another strength of payback is that it considers the liquidity and quick return of investments, which may be significant for companies lacking sufficient financial resources.
[bookmark: _heading=h.2hx0jdttzq0f]7. Non-Financial Considerations in Investment Appraisal
In addition to the above quantitative aspects, other qualitative considerations should determine the final choice. The strategic fit favours Option C, since it relies on the company's experience with leather goods, while Option B entails creating additional digital skills. The market environment suggests that e-commerce will be profitable, although Option C enjoys an already developed network of wholesale customers. Option C does not have problems with operational capacity because its production can be performed using existing production lines (Čamaj, Bulková and Gašparík, 2025). However, Option B would entail substantial logistical costs.  Regarding risk, the technology risks are greater for Option B and the risk of cyber-attacks is even greater. On the contrary, there are moderate competitive risks for Option C because of the presence of accessory brands. As far as ESG issues go, Option C is more suitable due to the lower carbon footprint in local production (Quaranta, 2024). In contrast, internet sales entail more complex transportation networks. Option C is also favoured by management expertise since the existing management team is experienced in producing leather goods. Conversely, Option B would entail recruitment/training difficulties.
[bookmark: _heading=h.ifqydab1wswy]8. Optimal Investment Policy
Capital requirement for Beard Plc is £1,500,000. It implies that not all three projects can be accepted at the same time due to the capital limit imposed by the firm. All three projects are feasible and more importantly, all projects are divisible. Thus, a fraction of each can be chosen.
[bookmark: _heading=h.j0wopmmv7agr]8.1 Approach
Under capital rationing using divisible projects, the right thing to do is order them according to the Profitability Index (PI), also referred to as the value for money ratio (Drury, 2020). PI is determined through:
PI = NPV / Initial Investment
The projects with higher PI yield more NPV for each pound of investment and deserve consideration. Budget allocation is done from higher PI to lower PI projects until the constraint of £1,500,000 is met.
[bookmark: _heading=h.tmkmetl8p6qr]8.2 Results and recommendations
Calculate PI for Each Option
	Option
	NPV (£)
	Initial Investment (£)
	Profitability Index (PI)

	A
	(3,272)
	600,000
	(0.005) - negative, reject

	B
	73,938
	900,000
	0.082

	C
	91,209
	1,000,000
	0.091


Option A has a negative PI and is excluded entirely. Option C has the highest PI (0.091), followed by Option B (0.082).
Allocate Budget to Maximise Total NPV
Since Option C offers more value per pound, it receives full funding first:
· Fund Option C Fully: £1,000,000 invested → NPV of £91,209
· Remaining Budget: £1,500,000 – £1,000,000 = £500,000
With the remaining £500,000, Option B is funded partially. Option B requires £900,000 for full investment, so the fraction possible is £500,000 / £900,000 = 55.6%.
· Fractional NPV from Option B: £73,938 × 0.556 = £41,109
Calculate Total NPV
· Total NPV = £91,209 (full C) + £41,109 (partial B) = £132,318
Comparison with single-project selection:
	Strategy
	Total NPV (£)

	Option C only
	91,209

	Option B only
	73,938

	Optimal combination (C + partial B)
	132,318


The best policy earns a total of £132,318 from NPV, which is much better than choosing only one of the projects. Hence, Beard Plc must fully fund Option C and use the other £500,000 to finance 55.6% of Option B.
[bookmark: _heading=h.xo065kf9co5y]9. Financing the Investment Programme
[bookmark: _heading=h.dyp7wzz52wxa]9.1 Main sources of finance
· Debt: Interest is tax-deductible, thereby lowering the cost of borrowing. Nonetheless, debt leads to financial gearing and fixed repayments, making insolvency more likely in case the cash flows diminish (Naomi, 2023).
· Equity: No repayments required, thus maintaining cash flow for operations. The downside is dilution of the existing owners’ equity and control (Rejison, 2024).
· Leasing: Protects working capital by not having high initial spending. It has the disadvantage of being more expensive overall than purchasing it outright (Yuxiu, 2025).
· Retained Earnings: Issuance cost-free and non-dilutive, making it the least expensive form. Limited availability due to past earnings and present cash on hand.
[bookmark: _heading=h.jwq2872axgem]8.2 Recommended Financing Mix
Considering the market environment today and with the requirement of £1,500,000, it is advisable to have a capital structure of 60% debt and 40% retained earnings. The reason is that debt can act as a tax shield and retained earnings prevent over-dilution.
[bookmark: _heading=h.pkx7dqo77j9s]Conclusion 
To sum up Tesco plc shows enhanced profitability, efficiency and returns to investors but the liquidity is not so good and it needs to be observed. In general, the company enjoys a stable financial position due to good cost management and operational performance. In the case of Beard Plc, the outcomes of the investment appraisal show that the value of Option C is the greatest one through the NPV and IRR analysis. Thus, this option would maximise the shareholder wealth and allow long-term financial sustainability with the primary emphasis on this option along with an optimal financing mix.
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[bookmark: _heading=h.lkrnkz34dlqk]Appendix A: FINANCIAL STATEMENTS
Appendix A1: Income Statement
	(£ million)
	2024
	2025

	Revenue
	61,476
	63,940

	Operating Profit
	2,825
	3,147

	Profit Before Tax
	2,289
	2,736

	Net Profit
	1,900 (approx.)
	2,200 (approx.)



Appendix A2: Balance Sheet 
	(£ million)
	2024
	2025

	Total Assets
	46,000 (approx.)
	47,500 (approx.)

	Current Assets
	16,000 (approx.)
	16,800 (approx.)

	Current Liabilities
	21,500 (approx.)
	22,300 (approx.)

	Total Equity
	10,800 (approx.)
	11,500 (approx.)

	Total Debt
	9,200 (approx.)
	9,400 (approx.)



Appendix A3. Liabilities & Equity 
	(£ million)
	2024
	2025

	Current Liabilities
	21,500
	22,300

	Trade Payables (Approx.)
	9,000
	9,500

	Non-Current Liabilities

	Long-term Debt
	Included
	Included

	Total Debt (Approx.)
	9,200
	9,400

	Equity
	10,800
	11,500



[bookmark: _heading=h.nw99ax484525]Appendix B: RATIO CALCULATIONS
B1. Profitability Ratios
	Ratio
	Formula
	2024 Calculation
	2024 Result
	2025 Calculation
	2025 Result

	Gross Profit Margin*
	(Operating Profit / Revenue) × 100
	(2,825 / 61,476) × 100
	4.59%
	(3,147 / 63,940) × 100
	4.92%

	Operating Profit Margin
	(Operating Profit / Revenue) × 100
	(2,825 / 61,476) × 100
	4.59%
	(3,147 / 63,940) × 100
	4.92%

	ROCE
	(Operating Profit / Capital Employed) × 100
	(2,825 / 24,500) × 100
	11.5%
	(3,147 / 25,200) × 100
	12.5%



B2. Liquidity Ratios
	Ratio
	Formula
	2024 Calculation
	2024 Result
	2025 Calculation
	2025 Result

	Current Ratio
	Current Assets / Current Liabilities
	16,000 / 21,500
	0.74
	16,800 / 22,300
	0.75

	Quick Ratio
	(Current Assets – Inventory) / Current Liabilities
	Approx.
	0.55
	Approx.
	0.58



B3. Efficiency Ratios
	Ratio
	Formula
	2024 Result
	2025 Result

	Inventory Turnover
	Cost of Sales / Inventory
	18.5 times
	19.2 times

	Receivables Days
	(Receivables / Revenue) × 365
	5 days
	4 days

	Payables Days
	(Payables / Cost of Sales) × 365
	55 days
	58 days



B4. Gearing Ratios
	Ratio
	Formula
	2024 Calculation
	2024 Result
	2025 Calculation
	2025 Result

	Debt-to-Equity
	Total Debt / Total Equity
	9,200 / 10,800
	0.85
	9,400 / 11,500
	0.82

	Interest Cover
	Operating Profit / Finance Cost
	Approx.
	6.5 times
	Approx.
	7.2 times



B5. Investor Ratios
	Ratio
	Formula
	2024 Result
	2025 Result

	Earnings per Share (EPS)
	Profit / No. of Shares
	23.5p
	26.8p

	Dividend Yield
	Dividend / Share Price × 100
	3.8%
	4.1%
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