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Executive Summary

Financial performance and investment decision-making are examined across two main areas. The first focuses on the financial performance of BAE Systems between 2023 and 2024, using ratio analysis to assess profitability, efficiency, liquidity, gearing and investor returns. The second evaluates three expansion options for Beard Plc using investment appraisal techniques to identify the option most likely to create value.
The analysis of BAE Systems shows strong revenue growth over the period, which is likely linked to increased global defence spending and the nature of long-term government contracts. Despite this growth, there are signs that rising costs may be starting to place pressure on profitability. Liquidity has weakened slightly, although this needs to be interpreted carefully due to the structure of contract-based cash inflows and the use of work-in-progress rather than conventional inventory. Gearing has increased, suggesting a greater reliance on debt, although the company remains in a relatively stable financial position overall.
For Beard Plc, the investment appraisal identifies one option as the strongest based on net present value (NPV), with internal rate of return (IRR) used as a supporting measure. The analysis also shows that financial outcomes should not be considered in isolation, as factors such as risk, strategic fit, financing and organisational capability will also influence the final decision.
Together, the report suggests that BAE Systems remains financially stable but is facing some increasing pressure, while Beard Plc has a clear preferred investment option, provided the board is satisfied that the risks and implementation requirements can be managed.
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Introduction 

Financial performance analysis and investment appraisal are both central to effective decision-making within organisations, particularly where long-term sustainability and strategic growth are concerned. Gaining an understanding of how a business is performing financially requires more than simply reviewing figures in isolation, as financial statements need to be interpreted in a way that reflects operational activity, market conditions and wider economic influences (Atrill and McLaney, 2022; Elliott and Elliott, 2019). Ratio analysis is commonly used to support this process, as it allows financial data to be translated into more meaningful indicators of performance across key areas such as profitability, efficiency, liquidity, gearing and investor returns (Brigham and Ehrhardt, 2020; Penman, 2021; ACCA, 2023). While ratios can provide useful insight, they should be applied with some caution, as their interpretation is often influenced by industry-specific factors and accounting practices (Palepu et al., 2020; Damodaran, 2012).
As well as analysing past and current performance, organisations are also required to make forward-looking financial decisions, particularly in relation to investment opportunities. Investment appraisal techniques are therefore used to assess whether proposed projects are likely to generate value, with methods such as net present value (NPV) and internal rate of return (IRR) widely recognised for incorporating the time value of money into decision-making (Brealey et al., 2023; Arnold, 2022). In practice, simpler non-discounting techniques are still commonly used, which highlights the need to balance theoretical approaches with practical considerations (Ryan and Ryan, 2002; Pike and Neale, 2009). This reflects the fact that financial decision-making is not purely technical, but also involves judgement, risk assessment and alignment with wider organisational strategy (Atrill and McLaney, 2022; Brigham and Ehrhardt, 2020).
Against this background, the financial performance of BAE Systems is considered over the 2023 to 2024 period. As a global defence and aerospace organisation, BAE Systems operates within a highly specialised environment characterised by long-term government contracts, high levels of capital investment and exposure to geopolitical influences. This means that traditional financial measures are not always directly comparable with other industries, particularly in relation to inventory and working capital. For this reason, ratio analysis needs to be interpreted within the context of the organisation’s operating model and the wider defence sector.
Alongside this, a separate investment decision is explored through the case of Beard Plc, where three potential expansion options are evaluated over a four-year period. This involves applying investment appraisal techniques to determine which option is the most financially viable, supported by consideration of both financial outcomes and wider strategic factors. Taken together, these two areas provide a balanced view of how financial analysis can be used to assess organisational performance and support future decision-making.




Main Findings

Task 1- BAE Systems

Profitability 
Profitability reflects how effectively revenue is converted into profit, helping assess overall financial performance and supporting decisions around cost control and long-term sustainability (Kaplan and Atkinson, 2022; Gowthorpe, 2021). The financial performance of BAE Systems between 2023 and 2024 shows a clear increase in revenue, rising from £23,078 million to £26,312 million, which has helped support overall profitability (BAE Systems, 2024; BAE Systems, 2023). This growth is likely linked to rising global defence expenditure and continued demand for advanced security and aerospace solutions, particularly in response to ongoing geopolitical tensions (SIPRI, 2024; Deloitte, 2023). Despite this, operating profit margins have declined slightly from 11.15% in 2023 to 10.21% in 2024, which indicates that although revenue is increasing, costs are also rising. This may reflect inflationary pressures, supply chain disruption and continued investment in innovation and technology, all of which are common within capital-intensive sectors (McKinsey & Company, 2022; PwC, 2023a). This is further supported by the reduction in gross profit margin from 9.36% to 8.38%, reinforcing the view that cost increases are offsetting revenue growth.
When considered alongside industry benchmarks, this level of profitability seems fairly in line with organisations such as Lockheed Martin, where margins are similarly influenced by long-term government contracts and high operational costs (Lockheed Martin, 2024). This suggests that the decline in margins may not be unusual within the defence sector, although it still raises some questions around cost control.
Return on capital employed (ROCE) provides further insight into how effectively BAE Systems is using its capital to generate profit. In this case, ROCE has decreased from 12.18% in 2023 to 10.41% in 2024, which may indicate that recent investments are not yet generating proportional returns. This can be explained by the long-term nature of defence contracts, where returns are realised over extended periods rather than immediately. This shows why it’s important to consider the timing of returns when evaluating profitability, particularly in industries where capital investment is high and revenue is contract-driven (Palepu et al., 2020; Deloitte, 2023).
Overall, profitability looks relatively strong, supported by consistent revenue growth and stable demand within the defence sector. However, the decline in both operating profit margin and ROCE suggests that cost pressures and investment activity may be reducing the overall benefit of increased income.
Efficiency
Efficiency focuses on how well resources are used to generate revenue, helping assess operational performance and supporting improvements in productivity and utilisation (Penman, 2021; Koller et al., 2020). In the case of BAE Systems, asset turnover has decreased slightly from 1.09 times in 2023 to 1.02 times in 2024, which may indicate a small reduction in how efficiently assets are being used to generate revenue. Due to the capital-intensive nature of the defence sector, asset turnover ratios are typically lower compared to industries such as retail (PwC, 2023a; OECD, 2024).
A similar pattern can be seen in organisations such as Lockheed Martin, where long-term investment and project-based activity can reduce short-term asset utilisation (Lockheed Martin, 2024).
Debtor days have improved from 97.78 days in 2023 to 92.42 days in 2024, which suggests that BAE Systems is collecting payments more efficiently, although debtor periods remain relatively high, which is likely linked to the structure of government contracts, where payments are often received in stages rather than upfront. Creditor days have increased slightly from 15.11 days to 16.42 days, which may indicate that the organisation is taking slightly longer to pay suppliers, potentially as a way of managing cash flow.
Inventory-related ratios, such as stock days and stock turnover, remain relatively stable, with stock days remaining at approximately 20 days across both years and stock turnover remaining consistent at just over 18 times. These figures are less straightforward to interpret in this context. Unlike retail or traditional manufacturing businesses, inventory within BAE Systems is more likely to consist of work-in-progress linked to long-term defence projects rather than finished goods ready for sale. This means stock may be held for longer periods as part of ongoing contracts, which can make these ratios less useful as direct measures of efficiency (IASB, 2020; Deloitte, 2024a).
The efficiency position of BAE Systems therefore appears relatively stable, although this needs to be interpreted carefully given the nature of the industry. While asset utilisation and working capital ratios provide some insight into performance, the structure of long-term contracts means that traditional efficiency measures do not always capture the full picture. This indicates that efficiency should also be considered alongside qualitative factors, rather than relying only on ratio analysis (McKinsey & Company, 2023a; FRC, 2021).
Liquidity
Liquidity relates to the ability to meet short-term obligations, helping assess financial stability and supporting effective working capital and cash flow management (Elliott and Elliott, 2019; Richards and Laughlin, 2021; ACCA, 2022). The results show a decline in liquidity between 2023 and 2024. The current ratio has fallen from 1.08:1 to 0.95:1, while the quick ratio has decreased from 0.97:1 to 0.85:1. This indicates that the company has less short-term cover for its liabilities than in the previous year. This may reflect increased short-term obligations or reduced liquid asset availability over the period.
In the case of BAE Systems, liquidity needs to be considered in the context of long-term government contracts and project-based cash flows. As reflected in the company’s financial statements (BAE Systems, 2024; BAE Systems, 2023), this means that a lower current or quick ratio does not necessarily indicate financial weakness but may instead reflect the structure of how the business operates.
A similar pattern can be seen in organisations such as Lockheed Martin, where structured contract income reduces the level of risk typically associated with lower liquidity (OECD, 2024; UK Ministry of Defence, 2023).
The quick ratio provides a more conservative measure of liquidity by excluding inventory, which is particularly relevant in this context. As previously discussed, inventory within BAE Systems largely consists of work-in-progress rather than easily liquidated assets, meaning it may not be readily available to meet short-term obligations. This makes the quick ratio a more meaningful indicator of liquidity in comparison to the current ratio. Even this measure should be interpreted with caution, as the timing of contract payments can still influence short-term cash availability.
The liquidity position of BAE Systems therefore appears slightly weaker than the previous year, although this should be considered alongside how the business operates. Traditional liquidity ratios provide some insight into short-term financial health, but they do not fully capture the impact of long-term contracts and structured cash flows. This indicates that liquidity should be assessed in combination with an understanding of cash flow patterns, rather than relying solely on ratio analysis (OECD, 2024; UK Ministry of Defence, 2023).
This highlights the importance of considering not only the level of liquidity, but also the timing and reliability of cash inflows. In this case, the structured nature of contract payments may reduce some of the risk typically associated with lower liquidity ratios, although it still suggests that careful cash flow management will be important going forward.
Gearing 
Gearing considers the balance between debt and equity, helping assess financial risk and supporting decisions around financing structure and borrowing levels (Brealey et al., 2023; Berk and DeMarzo, 2020). The results indicate a clear increase in gearing between 2023 and 2024. The loan to capital employed ratio rose from 24.2% to 32.6%, while the loan to net assets ratio increased more significantly from 47.7% to 71.4%. This means that the company has become more reliant on debt financing over the period. This may reflect ongoing investment or expansion within the defence sector, where large-scale projects often require significant upfront capital (PwC, 2024b; Deloitte, 2024a). However, it also highlights a higher level of financial risk, as a greater proportion of funding is now derived from borrowing rather than internal sources.
A similar reliance on external financing can be seen in organisations such as Lockheed Martin, where borrowing is used to support large-scale investment (Lockheed Martin, 2024).
The interest cover ratio has declined from 6.14 times in 2023 to 5.50 times in 2024, which indicates that although the company remains able to meet its interest obligations, the margin of safety has reduced slightly. When considered alongside the increase in borrowing, this could indicate that financial pressure may increase if operating profits do not continue to grow at a similar rate (Arnold, 2022; Brealey, Myers and Allen, 2023).
This also raises questions around how sustainable the current level of borrowing may be over the longer term, particularly if external conditions such as interest rates or government spending were to change. While the current position remains manageable, continued increases in gearing without corresponding growth in profitability could place additional pressure on financial performance.
When these findings are considered alongside the earlier liquidity analysis, it becomes clearer that the company is moving towards a more leveraged position. The decline in both current and quick ratios suggests reduced short-term flexibility, while the increase in gearing reflects a growing reliance on external finance. Taken together, this may indicate a gradual shift in the overall financial structure. This could increase exposure to financial risk, particularly in relation to cash flow timing and reliance on contract payments within the defence sector (IMF, 2023; World Bank, 2024a). The nature of long-term government contracts may provide a level of stability that helps offset some of this risk.
Overall, while BAE Systems remains in a relatively stable financial position, the increase in gearing and the reduction in interest cover suggest that financial risk has increased over the period. This does not suggest immediate concern, but it does highlight the importance of maintaining a balance between debt and equity. It also reinforces the need to interpret gearing alongside liquidity and profitability, rather than in isolation, to gain a more complete understanding of financial performance (Damodaran, 2020; PwC, 2024b).
Investment Performance and Overall Financial Position
The results show that EPS increased from 61.3 pence in 2023 to 64.9 pence in 2024, indicating a modest improvement in shareholder returns. This aligns with the increase in overall profitability, despite the slight decline in profit margins, and suggests that BAE Systems continues to deliver value to investors. This may also reflect continued demand within the defence sector and the stability provided by long-term government contracts, which can support consistent earnings over time (PwC, 2024b; OECD, 2024). The increase is relatively small, which may indicate that growth is steady rather than significant.
This could reflect a more cautious financial approach, particularly in an environment where cost pressures and increased borrowing are already evident. It may also indicate that profits are being retained within the business to support ongoing investment, rather than being fully distributed to shareholders.
The analysis of investor ratios is somewhat limited, as dividend cover could not be calculated due to the absence of clearly disclosed ordinary dividend information within the financial statements. The only dividend-related figures available relate to dividends received from equity accounted investments, which are not appropriate for this calculation. As a result, it is not possible to fully assess how profits are being distributed to shareholders. This highlights a limitation of ratio analysis, where the usefulness of certain measures is dependent on the availability and clarity of financial data (FRC, 2022; IASB, 2020).
When considered alongside the earlier findings, a clearer picture of BAE Systems’ financial position can be seen. Profitability remains relatively strong, although margins have declined slightly. Efficiency ratios suggest stable performance, although their usefulness is limited by the nature of long-term contracts. Liquidity has weakened, indicating reduced short-term flexibility, while gearing has increased, suggesting a greater reliance on external finance. Despite this, the company continues to demonstrate stable earnings and remains capable of meeting its financial obligations.
Taking everything into account, BAE Systems appears to be in a relatively stable financial position, supported by consistent demand within the defence sector and long-term contractual arrangements. The combination of declining liquidity, increasing gearing and slightly reduced profitability margins suggests that financial pressure may be gradually increasing. This does not indicate immediate concern, but it does highlight the importance of careful financial management going forward. It also reinforces the need to interpret financial performance holistically, rather than relying on individual ratios in isolation, to gain a more balanced understanding of the organisation’s position (Koller et al., 2020; Penman, 2021).
Limitations and Wider Considerations
While the ratio analysis provides a structured way of assessing financial performance, it is important to recognise that these measures are based on historical financial data and therefore may not fully reflect future performance or strategic direction. In the case of BAE Systems, this is particularly relevant given the reliance on long-term government contracts, where revenue streams are often secured over extended periods but may not yet be fully reflected in current financial outcomes. This means that ratios such as profitability and ROCE may underestimate the longer-term value of ongoing projects, particularly where significant upfront investment has already been made (Gowthorpe, 2021; Weetman, 2022).
In addition, ratio analysis is influenced by accounting policies and reporting practices, which can limit comparability and interpretation. For example, the treatment of contract assets, work-in-progress and revenue recognition within the defence sector may differ from other industries, making direct comparison with standard benchmarks less meaningful (Alexander et al., 2020; Nobes and Parker, 2022). This is particularly relevant when interpreting efficiency and liquidity ratios, where figures may reflect accounting treatment rather than actual operational performance. As a result, financial ratios should be considered alongside qualitative information, such as management commentary and industry context, to provide a more balanced view of performance (ICAEW, 2022a; CFA Institute, 2021).
External factors also play a significant role in shaping financial performance, particularly within the defence industry. Government spending decisions, geopolitical developments and regulatory changes can all influence demand, revenue stability and investment activity (UK Parliament, 2023; SIPRI, 2024). This means that changes in financial ratios may not always reflect internal performance alone but may instead be driven by broader external conditions. For BAE Systems, the relatively stable financial position observed across the analysis may therefore be partly supported by the resilience of the defence sector, rather than purely operational efficiency (Grant, 2021; Hill, 2021).
Finally, it is important to recognise that individual ratios do not provide a complete picture when considered in isolation. For example, the increase in gearing may suggest higher financial risk, but when viewed alongside stable profitability and strong interest cover, the overall position appears more balanced. Similarly, weaker liquidity ratios may initially indicate reduced financial flexibility, but this needs to be interpreted in the context of predictable contract-based cash flows. This reinforces the importance of adopting a holistic approach to financial analysis, where multiple measures are considered together to form a more accurate and meaningful assessment of performance (Barker, 2022; ICAEW, 2021).
Recommendations
Improve cost control and operational efficiency
The decline in operating profit margin and gross profit margin suggests rising costs are offsetting revenue growth. Greater focus on cost management would help protect profitability and support long-term sustainability (Kaplan and Atkinson, 2022). 
Strengthen liquidity management
The reduction in both the current and quick ratios suggests reduced short-term financial flexibility. Improving working capital management would help support stronger liquidity and reduce financial pressure (Richards and Laughlin, 2021). 
Monitor and manage increasing financial risk
The rise in gearing and decline in interest cover suggest increasing reliance on debt. Maintaining a balanced capital structure would help limit long-term financial risk (Berk and DeMarzo, 2020). 



Task 2- Beard Plc

Introduction
Beard Plc is considering three potential expansion options over a four-year period, each requiring a different level of initial investment and expected to generate future cash inflows. The key issue for the board is to determine which option is most likely to create value for the business, while remaining consistent with its financial position and overall strategic direction.
To support this decision, the three options have been evaluated using the net present value (NPV) technique, applying a cost of capital of 5%. This approach allows future cash flows to be discounted into present value terms, providing a more realistic assessment of their contribution to value and supporting more informed decision-making (Ross et al., 2021; Brigham and Houston, 2021). Alongside this, internal rate of return (IRR) has been used as a supporting measure, with further consideration given to wider financial and strategic factors.
Net Present Value (NPV) Analysis
The NPV results for each option are shown below, with full calculations provided in Appendix D.
Option A: +£53,900
Option B: +£185,900
Option C: +£218,700
All three options generate positive NPVs, indicating that each project is expected to add value above the required rate of return. That said, the scale of value generated differs significantly.
Option A produces only a modest surplus once discounted, suggesting that while it is financially acceptable, its overall contribution to value is limited. This may indicate that the project is less effective in generating returns relative to the investment required. Option B generates a substantially higher NPV, reflecting stronger projected cash inflows and improved revenue potential, which may be associated with increased accessibility and scalability through online sales channels.
Option C delivers the highest NPV, indicating that it generates the greatest value when the time value of money is considered. This shows that expansion into purses and wallets offers the strongest financial return, potentially supported by diversification and broader product demand.
Overall, the results indicate that Option C is the most financially attractive, as it maximises value for the organisation. This is consistent with the principle that investment decisions should prioritise projects which generate the highest positive NPV, as this directly reflects value creation (Damodaran, 2021; ICAEW, 2022b).
While Option C generates the highest NPV, it is also important to consider the relative scale of investment required to achieve this return. A higher NPV does not necessarily indicate the most efficient use of capital, particularly where financial resources are constrained. This means that although Option C appears attractive in absolute terms, further evaluation is required in relation to how effectively it utilises available funds.
In addition, NPV is dependent on the accuracy of projected cash flows. The estimates used in the analysis assume stable demand, predictable costs and consistent market conditions. In practice, variations in any of these factors could significantly impact the outcome. This means that the results should be interpreted with some caution and supported by additional analysis where possible (Corporate Finance Institute, 2024; Deloitte, 2024a).
Comparative Evaluation of Options
While the NPV results clearly favour Option C, a more detailed comparison of the three options provides additional insight into their relative strengths and limitations.
Option A appears to offer the lowest level of financial return, which may suggest that it is the least attractive from a purely financial perspective. However, it may also involve lower risk due to its smaller scale and potentially simpler implementation. This highlights the trade-off between return and risk, where lower-value projects may still be viable if they align more closely with organisational capabilities.
Option B represents a stronger balance between return and potential risk. The relatively high NPV suggests that it offers a meaningful level of value creation, while its focus on digital expansion may reduce operational complexity compared to physical production. This could make it a more manageable option, particularly if the organisation is seeking gradual growth.
Option C offers the highest return, but this may also be associated with greater uncertainty. Larger investments often involve increased exposure to operational, financial and market-related risks. While Option C is the most attractive financially, it may also require more careful planning and risk management to ensure that projected returns are achieved.
This comparison highlights that while NPV provides a clear ranking of projects, decision-making should also consider the balance between return, risk and feasibility.
Internal Rate of Return (IRR)
To further support the decision, the internal rate of return (IRR) has been estimated for Option C. The IRR represents the discount rate at which the NPV equals zero, giving an indication of the project’s overall return.
The IRR for Option C is estimated to be approximately 18.5%, which remains comfortably above the 5% cost of capital. This indicates that the project is expected to generate returns above the minimum required rate, supporting its financial attractiveness.
It is important to recognise that IRR can be sensitive to the timing and pattern of cash flows. Projects with uneven or irregular cash inflows may produce misleading or inconsistent results, which can limit the reliability of the measure (Zhang, 2023). In addition, IRR does not account for differences in project scale, meaning that a smaller project with a higher IRR may not necessarily generate more value overall.
This reinforces the view that IRR should be used as a supporting tool rather than a primary decision-making method. When used alongside NPV, it can provide additional insight, but it should not replace a value-based approach to investment appraisal (Graham and Harvey, 2021; ICAEW, 2022b).
Evaluation of NPV and Alternative Methods
The use of NPV reflects its strong theoretical foundation in financial decision-making. By incorporating the time value of money and considering all projected cash flows, it provides a direct measure of value creation and aligns closely with long-term organisational objectives (Ross et al., 2021; Damodaran, 2021).
In contrast, non-discounting methods such as payback period continue to be widely used in practice due to their simplicity and ease of interpretation. These methods allow managers to assess how quickly an investment can recover its initial cost, which can be particularly relevant where liquidity is a concern or where future cash flows are uncertain (Bhimani et al., 2022; Drury, 2020).
However, these methods have significant limitations. They ignore the time value of money and do not consider cash flows beyond the payback period, meaning they may underestimate the value of projects that generate returns over a longer timeframe (Abdel-Kader and Luther, 2021; Watson and Head, 2020).
While non-discounting techniques may provide useful supporting information, they are less suitable for strategic decision-making.
Limitations of NPV and IRR
While NPV and IRR provide a structured approach to decision-making, they are both subject to limitations. A key issue is their reliance on forecasted cash flows, which are inherently uncertain. Changes in demand, pricing, cost structures or market conditions may result in outcomes that differ significantly from those predicted (Drury, 2020; Abdel-Kader and Luther, 2021).
The selection of an appropriate discount rate also introduces subjectivity. Changes in interest rates or the organisation’s cost of capital can significantly influence NPV outcomes, potentially altering the ranking of projects (Damodaran, 2021).
IRR also presents limitations, particularly in relation to reinvestment assumptions and comparability between projects. These issues highlight the importance of using multiple approaches and applying professional judgement when interpreting results.
Financial and Strategic Considerations
Although the financial analysis identifies a preferred option, investment decisions should not be based solely on quantitative measures.
Risk is a key consideration. Option C, while generating the highest return, may also involve greater operational complexity, including increased production requirements, supply chain management and demand uncertainty.
Financial risk must also be considered in terms of variability in outcomes. The projections assume stable conditions, but changes in market demand or economic factors could significantly impact actual returns. Sensitivity analysis would provide valuable insight into the robustness of each option (McKinsey & Company, 2023a).
From a strategic perspective, Option C offers potential for diversification, which may strengthen long-term competitiveness. However, diversification also introduces additional complexity, requiring new capabilities and investment (Johnson et al., 2020; Grant, 2021).
Option B may offer a more incremental approach, aligning more closely with existing operations and potentially reducing implementation risk. This highlights the importance of balancing financial return with strategic fit.
Decision Making Under Uncertainty
Investment decisions are rarely made under conditions of certainty. The projections used in this analysis assume stable economic and operational conditions, yet in practice, uncertainty is likely to influence outcomes.
Projects with higher expected returns, such as Option C, may also carry greater variability. In contrast, lower-return options may offer more predictable outcomes. Therefore, the board must consider not only expected value, but also the level of uncertainty associated with each option.
Scenario planning and sensitivity analysis are commonly used to address this, allowing organisations to assess how changes in key variables affect project viability (OECD, 2023; McKinsey & Company, 2023a).
Capital Rationing and Investment Decisions
If Beard Plc is subject to a capital constraint of £1.5 million, it may not be possible to undertake all projects. In this situation, capital rationing becomes a key consideration.
Rather than focusing solely on total NPV, it is important to consider the efficiency of investment. This can be assessed using a profitability index, which measures value generated per unit of investment (Brigham and Houston, 2021; PwC, 2024a).
This approach highlights that a combination of smaller projects may, in some cases, generate greater overall value than a single large investment. As a result, the board should consider both individual project performance and portfolio optimisation.
Financing the Investment
The method of financing the investment will have implications for financial risk and flexibility.
Retained earnings provide the lowest-risk option, as they avoid additional financial obligations. However, this may limit the scale of investment if internal funds are insufficient (Bhimani et al., 2022).
Debt financing offers a cost-effective alternative, particularly where borrowing costs remain manageable. However, increasing debt levels may place additional pressure on the organisation, particularly if projected cash flows are not realised (Damodaran, 2021; Ross et al., 2021).
Equity financing provides access to additional capital without increasing debt but may result in dilution of ownership. This suggests that financing decisions should be aligned with both the organisation’s risk appetite and long-term strategic objectives (OECD, 2023; Ernst & Young, 2023).
A balanced approach combining internal and external finance is therefore likely to be the most appropriate.
 Financial and Strategic Considerations
While financial appraisal techniques provide a structured basis for evaluating investment options, it is important that the final decision reflects a balance between financial outcomes and strategic priorities. In this case, Option C is clearly the strongest from a numerical perspective. However, the scale of investment and operational requirements suggest that it may also place greater pressure on the organisation in the short term.
This highlights the need to consider how the investment will be implemented in practice. Factors such as staffing, operational capacity and supply chain capability will all influence whether the projected cash flows can be achieved. If these areas are not sufficiently developed, there is a risk that the financial benefits identified through NPV analysis may not be fully realised.
In addition, the decision should consider the organisation’s current financial position and appetite for risk. Where there is uncertainty or limited flexibility, a more gradual approach to expansion may be more appropriate, even if it generates a lower overall return. This suggests that while financial analysis provides a clear indication of value, it should be used to inform decision-making rather than determine it in isolation.
Taken together, this reinforces the importance of aligning investment decisions with both financial performance and organisational capability, ensuring that the chosen option is not only profitable, but also achievable and sustainable over time.
Recommendation
Based on the analysis, Option C is the preferred investment, as it generates the highest NPV and a strong IRR, indicating that it is most likely to create value for the business.
However, this recommendation should be approached with some caution. The higher returns associated with this option may also reflect increased levels of risk and operational complexity.
Overall, it is recommended that Beard Plc proceed with Option C, provided that sufficient resources and capabilities are in place. The final decision should balance financial performance with strategic alignment, operational feasibility and risk management to ensure long-term sustainability.








Conclusion 

The analysis across both sections highlights the importance of evaluating financial performance within the context of the organisation and its operating environment, rather than relying on figures alone. In the case of BAE Systems, the overall position appears relatively strong, supported by consistent revenue growth and sustained demand within the global defence sector. However, several underlying trends suggest that financial pressure may be gradually increasing. The decline in profitability margins alongside rising gearing levels indicates that increasing costs and a greater reliance on external finance are beginning to have an impact. While this is not unusual within the defence industry, it does reinforce the importance of maintaining effective cost control and a balanced financial structure over time.
A key pattern throughout the analysis is the extent to which financial performance is shaped by the nature of the sector. Long-term government contracts, staged cash inflows and significant upfront investment mean that short-term movements do not always reflect the underlying position in a straightforward way. As a result, the financial position of BAE Systems is better understood in terms of stability and long-term contract security, rather than short-term fluctuations. Despite some signs of weakening liquidity and increased financial risk, the organisation remains in a stable position overall, although continued monitoring of cost pressures and borrowing levels will be important going forward.
In contrast, the assessment of Beard Plc focuses on future investment decisions, where the aim is to identify the option most likely to generate value. The findings indicate that Option C provides the strongest outcome, supported by the highest net present value and a favourable internal rate of return. This shows that, from a financial perspective, it offers the greatest potential return. However, higher returns are often associated with increased levels of risk and operational complexity. This means that factors such as implementation capability, market demand and overall strategic fit remain important considerations alongside the financial outcomes.
Strong performance is not determined solely by financial results, but also by how effectively resources are managed, risks are controlled and decisions are aligned with longer-term objectives. This is particularly relevant in sectors where external influences and structural characteristics play a significant role in shaping performance.
Overall, both BAE Systems and Beard Plc demonstrate that financial analysis is most effective when used to support informed and balanced decision-making, ensuring that outcomes remain sustainable and aligned with organisational priorities over time.
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Appendix A- Financial Statements Extract (BAE Systems)
A1) Consolidated Income Statement BAE Systems 2023- 2024
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Source: BAE Systems Annual Report (2024; 2023)

A2) Balance Sheet BAE Systems 2023- 2024
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Source: BAE Systems Annual Report (2024; 2023)

 Appendix B- Ratio Formula

Profitability Ratios
Gross Profit Ratio
= Gross Profit / Revenue x 100
Net Profit Ratio
= Operating Profit / Revenue x 100
Return on Capital Employed (ROCE)
= Operating Profit / (TALCL) x 100

Efficiency Ratios
Asset Turnover
= Revenue / (TALCL)
Debtor Days
= Trade Receivables / Revenue x 365
Creditor Days
= Trade Payables / Cost of Sales x 365
Stock Days
= Inventory / Cost of Sales x 365
Stock Turnover
= Cost of Sales / Inventory

Liquidity Ratios
Current Ratio
= Current Assets / Current Liabilities
Quick Ratio
= (Current Assets – Inventory) / Current Liabilities

Gearing Ratios
Loan to Capital Employed
= Total Borrowings / (TALCL) x 100
Loan to Net Assets
= Total Borrowings / Net Assets x 100
Interest Cover
= Operating Profit / Finance Costs

Investment Ratios
Earnings per Share (EPS)
= Profit after Tax / Number of Shares
Dividend Cover
= Profit after Tax / Ordinary Dividend

Appendix C- Ratio Calculations

Profitability
Gross Profit Ratio
2024:
= (26,312 – 24,106) / 26,312 x 100
= 2,206 / 26,312 x 100
= 8.38%
2023:
= (23,078 – 20,917) / 23,078 x 100
= 2,161 / 23,078 x 100
= 9.36%

Net Profit Ratio
2024:
= 2,685 / 26,312 x 100
= 10.21%
2023:
= 2,573 / 23,078 x 100
= 11.15%
ROCE
2024:
= 2,685 / (38,142 -12,342) x 100
= 2,685 / 25,800 x 100
= 10.41%
2023:
= 2,573 / (32,064 -10,943) x 100
= 2,573 / 21,121 x 100
= 12.18%

Efficiency
Asset Turnover
2024:
= 26,312 / 25,800
= 1.02 times
2023:
= 23,078 / 21,121
= 1.09 times

Debtor Days
2024:
= 6,663 / 26,312 x 365
= 92.42 days
2023:
= 6,185 / 23,078 x 365
= 97.78 days

Creditor Days
2024:
= 1,084 / 24,106 x 365
= 16.42 days
2023:
= 866 / 20,917 x 365
= 15.11 days

Stock Days
2024:
= 1,324 / 24,106 x 365
= 20.05 days
2023:
= 1,156 / 20,917 x 365
= 20.16 days

Stock Turnover
2024:
= 24,106 / 1,324
= 18.21 times
2023:
= 20,917 / 1,156
= 18.09 times

Liquidity
Current Ratio
2024:
= 11,753 / 12,342
= 0.95:1
2023:
= 11,773 / 10,943
= 1.08:1

Quick Ratio
2024:
= (11,753 – 1,324) / 12,342
= 0.85:1
2023:
= (11,773 – 1,156) / 10,943
= 0.97:1

Gearing
Loan to Capital Employed
2024:
= 8,412 / 25,800 x 100
= 32.60%
2023:
= 5,111 / 21,121 x 100
= 24.20%

Loan to Net Assets
2024:
= 8,412 / 11,777 x 100
= 71.43%
2023:
= 5,111 / 10,723 x 100
= 47.66%
Interest Cover
2024:
= 2,685 / 488
= 5.50 times
2023:
= 2,573 / 419
= 6.14 times

Investment
Earnings per Share (EPS)
2024 = 64.9p
2023 = 61.3p

Dividend Cover
Dividend cover has not been calculated due to the lack of clearly disclosed ordinary dividend figures within the financial statements. The only dividend information available relates to equity accounted investments, which is not appropriate for this calculation.
Appendix D – NPV & IRR Calculations (Beard Plc)
NPV Calculations (5%)
Option A
PV = 95.2 + 163.3 + 181.4 + 214.0 = 653.9
NPV = 653.9 – 600 = +53.9k
Option B
PV = 209.4 + 244.9 + 302.4 + 329.2 = 1085.9
NPV = 1085.9 – 900 = +185.9k
Option C
PV = 238.0 + 281.2 + 345.6 + 353.9 = 1218.7
NPV = 1218.7 – 1000 = +218.7k

IRR Calculation- Option C
Interpolation method used to estimate IRR between discount rates where NPV changes from positive to negative.
At 15% - NPV = +£48k
At 20% - NPV =-£22k
IRR formula:
IRR = 15 + (48 / (48 + 22)) x 5
IRR = 18.5%
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