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EXECUTIVE SUMMARY
The purpose of this report is to analyze the financial performance of Tesco PLC using ratio analysis techniques that consider profitability, liquidity, gearing, efficiency, and investment ratios. On the contrary, the investment proposals of Greenacres Plc were evaluated using capital budgeting methods such as net present value and internal rate of return.
The report reflected increased profitability and declining Liquidity of the company followed by improving financial leverage, stable efficiency, and a slight decline in investor Ratios. Proposal B is recommended to the company based on a higher Net present value of £898000 and a higher profitability index of 0.90 compared to other proposals.
Advanced artificial intelligence-enabled forecasting technique is recommended to Tesco in determining future financial performance considering the current performance. Moreover, suggesting activity-based costing in getting a clarity of the cost structures in a business in effectively regulating the same. 
Grants and subsidies as a source of funding are recommended to Greenacre plc in funding proposal B which is of developing the internet sales. It is better compared to other sources of funding such as equity financing which affects the ownership of the company whereas; Debt financing creates a financial burden in paying off the lending amount with interest.
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INTRODUCTION
Scope
The current report is about a deeper analysis of the monetary performance of Tesco for 2 years ranging from 2023 and 2024 emphasizing ratio analysis covering 5 parameters such as profitability liquidity efficiency gearing and investor ratios. Tesco company is selected which is a giant retailer in the United Kingdom that dominates the market being the largest chain of supermarkets and having significant market share with robust monitory performance. The report aims to give a holistic overview of the financial performance of Tesco considering ratio or trend analysis in the first part. Afterward, the report discusses potential investment proposals A, B, and C of Green Acres PLC using the internal rate of return and at present value method and determining the viability and terms of future profitability of the project.
Company Overview
The United Kingdom’s retail industry comprises over 235000 businesses witnessing sales of £496 billion in the year 2020 and showing an increase from the last decade. It comprises supermarket food stores which have ruled the entire retail sector (Statista, 2023). In similar supermarkets generated approx. £166 billion with a slight decline from last year. On the contrary other sectors such as footwear, clothing, and textiles resulted in £49 billion in revenues after the pandemic (Statista, 2023). Tesco emerged as a leading player in the supermarket segment located in the United Kingdom's retail sector. A company in 2023 captured the 1/4th grocery segment in Great Britain, surpassing its rivals like Aldi and Sainsbury with just a market share of 15%. Tesco remained a dominant player with £16 billion revenues higher than Amazon United Kingdom comprises a robust base of customers having a competitive Edge (Statista, 2023).








Part 1 
Ratio Analysis of Tesco
Profitability Ratios

Figure 1 Tesco’s Profitability Ratios
(Source: Self-Created)
Gross Profit Ratio

Figure 2 Gross Profit Ratio
(Source: Self-Created)
Interpretations
The gross margin ratio showcases the potential of Tesco in regulating its cost increasing its sales and revenue. Rising gross profit from 5.15% to 7.11% indicating effective cost regulation making significant changes in the product pricing also by negotiating better terms with suppliers, simplifying business operations, and promoting high profit margin products. Tesco accomplished this growth in profitability due to its proactive strategy of regulating its cost by sustaining a dynamic business environment in the retail sector by providing High-quality services meeting the expectations of its stakeholders such as supply chain and procurement team members. However, rising margins of the company lead to supply-free structuring expenses indicating the strategy of Tesco and improving its profitability even in the volatile market and inflation (Mahdi and Khaddafi, 2020).
Operating Profit Ratio

Figure 3 Operating Profit Ratio
(Source: Self-Created)
Interpretations
The operating margin ratio determines the capacity of Tesco to regulate its current operation expenditure which is the result of the ratio increased from 2.16% to 4.14% showcasing higher growth in the revenue and effective control over the cost of goods sold. Improvement in the profit witnessed by the entity due to its optimum resource allocation, economy of scale, and decreasing overhead expenses. The financial management of Tesco achieved this growth due to its effectiveness in combatting challenges creating a good balance among operational investments along with profitability objectives. Tesco simplified the marketing and logistics sectors in completing this growth. However, operational efficiency as achieved considering changes in the workforce and initial capital investment. Revenue growth indicates a company strategy in sustaining in the competitive landscape of the retail industry combating its competition by showcasing expense management approaches (Bai, Sarkis and Xue, 2024).
Net Profit Ratio

Figure 4 Net Profit Ratio
(Source: Self-Created)
Interpretations
The net profit ratio indicates profit remained by the company after deducting all the expenditures has increased from 1.01% to 2.59% showcasing effective control over companies’ expenditures and efficiency in operations. The growth has been achieved by the entity due to a reduction in financial causes such as interest on long-term borrowing, effective tax regulation, and changing product pricing to increase the revenue over the period in dealing with operational bottom line challenges over the period. Also, the leadership and finance department play a significant role in increasing the revenue growth for the time in achieving higher net profit by increasing the pricing of products and creating a loyal base of customers that generates contributes towards recurring purchases or contributing higher revenue. Tesco showcases the potential to maximize the value of shareholders without impacting due to competitive freshers sustaining its profitability (O’Connell and Ward, 2020).
Return on Owner’s Equity Ratio


Figure 5 Return on Equity
(Source: Self-Created)
Interpretations
Return on equity determines the revenue capacity of Tesco utilizing its shareholder's fund has robustly increased from 18.27% to 49.33% for praying value added by Tesco in the life of the shareholders. The significant improvement due to the optimum use of equity contributing towards generating increased net profit over the period showcasing strategic initiatives of Tesco enhancing return over challenges (Bunea, Corbos and Popescu, 2019). Also, the operational and finance team leverages this growth and aligning investments boosting profitability. Tesco needs to emphasize on returns of shareholders by creating balance among growth of equity along with sustainable trade in equity methods.
Return on Capital Employed Ratio

Figure 6 Return on Capital Employed
(Source: Self-Created)
Interpretations
Lastly, return on capital employed measures the efficiency of Tesco making profits out of its investment or capital outlay has witness growth from 8.98% to 13.85% indicating growth in profitability by using assets in generating profits. Rising net profit and strategic investments over the period showcased the optimized performance of assets held in both years showcasing the potential of Tesco in generating returns among the capital-intensive industry that is the retail industry (Edwards, 2024). Financial and operational sector managers' assets liabilities of an entity play an integral part in this process. However, it could raise financial leverage by decreasing cash reserves affecting the overall liquidity position of Tesco.
Liquidity Ratios

Figure 7 Tesco's Liquidity Ratios
(Source: Self-Created)
Current Ratio

Figure 8 Current Ratio
(Source: Self-Created)
Interpretations
The current ratio determines the paying capacity of Tesco by utilizing current assets in paying off short-term liabilities or obligations and it is decreased from 2.38 to 2.28 showcasing slight changes in liquidity position due to declining current assets in comparison to current liabilities over the period (Ordokhani et al., 2021). It is required to manage working capital by slightly decreasing a profit margin in optimally allocating resources among businesses ensuring long-term growth. However, current position of liquidity is not bad as it is higher than the benchmark of 1 which can be managed by increasing current assets about current liabilities where the operational department can manage the financial distress by declining short-term obligations without impacting financial stability.
Quick Ratio

Figure 9 Quick Ratio
(Source: Self-Created)
Interpretations
Quick ratio determines the potential of Tesco in paying off its current liabilities by not depending on the stock as decreased from 1.90 to 1.60 due to decreasing liquid assets which are current assets deducting stock declining liquidity position or it can save that declining cash or receivables in paying current liabilities by not using inventory amount over the period (Chiaramonte and Casu, 2016). Greater dependence on inventory poses a severe challenge to the liquidity of business where the financing, procurement department needs to improve cash flow position by optimizing the working capital by collecting payment from trade debtors.
Gearing Ratio

Figure 10 Gearing Ratio
(Source: Self-Created)

Figure 11 Gearing Ratio
(Source: Self-Created)
Interpretations
Getting ratio determines the financial leverage of Tesco highlighting the portion of long-term that held in an overall capital structure of an entity has declined from 32.95% to 30.05% showcasing a decrease in debt financing. The above ratio indicates improvement in the financial leverage of Tesco by reducing the proportion of debt which can further be utilized in accessing equity financing (Roos and Wikander, 2006). Decreasing the gearing ratio recommends Tesco in combating financial risk and declining proportion of interest to promote financial viability over the period reflects proactive strategy in balancing overall capital structure even in market uncertainty. However, decreasing portion of debt could impact the growing opportunity for Tesco's need to use a risk management approach while sustaining in the competitive landscape.
Efficiency Ratios 

Figure 12 Tesco's Efficiency Ratios
(Source: Self-Created)
Stock Turnover Ratio

Figure 13 Stock turnover Ratio
(Source: Self-Created)
Interpretations
Stock turnover in days determines the average time required by Tesco to convert inventories into cash supporting the cash flow and liquidity position which is consistent for both years at 15 days which reflects optimum inventory management of the company in balancing supply and demand (Wang et al., 2020). Consistency of this ratio highlights Tesco has an effective inventory management system with no additional storage cost where goods spontaneously convert into cash without any stockpile up. However, current inventory stability is positive but showcases growth inventory turnover need to improve this but reducing the stock turnover days and safeguard from stockout and over-stocking options meeting widely changing preferences of consumers in the market.
Debtor Collection Period

Figure 14 Debtor Collection Period
(Source: Self-Created)
Interpretations
The debtor collection period measures the potential of Tesco in collecting money from trade debtors which is currently stable at 7 days in 2023 and 24 showcasing effective credit policies and effective receivable management of the company (Han and Jang, 2012). A short collection period is favourable for an entity contributing towards cash flow position declaring decreasing credit risk. Also, the financial team plays an important role in boosting the intensity of receivables contributing towards entire liquidity and working capital performance. However, shorter collection period for customers could impact Tesco affecting customer satisfaction in a competitive world where its competitors give additional credit periods to the customers which can managed by offering loyalty programs to the customers.
Creditor Payment Period

Figure 15 Creditor Payment Period
(Source: Self-Created)
Interpretations
Lastly, the creditor payment period measures the time required by an entity to pay its suppliers has increased from 58 days to 60 days reflecting an extension in payment terms assisting the company in holding cash for a longer period supporting the operational performance (Wang, Zhao and Chen, 2018). However, extensions of the creditor payment period due to re-negotiation with suppliers showcased an effective cash flow management technique adopted by Tesco which supports liquidity position to manage expenses by keeping cash for a longer period in a company.
Investor Ratios

Figure 16 Tesco’s Investor Ratios
(Source: Self-Created)
Interest Cover

Figure 17 Interest Cover Ratio
(Source: Self-Created)
Interpretations
Interest covers reflect the potential of Tesco in paying interest on long-term borrowings out of operating profit has increased from 2.26 to 3.5 over the period showcasing robust changes in the financial stability and growth in the revenue (Li et al., 2017). Rising profit before interest and tax supports Tesco in paying finance costs also minimising the financial distress of the business. It recommends effective cost regulation and operation performance by maximizing sales and reduction of expenses.
Dividend Yield

Figure 18 Dividend Yield Ratio
(Source: Self-Created)
Interpretations
Dividend yield determines the return generated by Tesco for the shareholders about the market value of the share price has declined from 3.87% to 3.18% regardless of a higher dividend per share in relation to the higher market value of share price (Yu et al., 2023). Indicating declining confidence of investors over Tesco due to slide changes in the dividend yield over the period while still offering higher returns for its shareholders (Tesco’s Market Performance, no date).
Ratio Analysis Limitations
There are several limitations of trend analysis or ratio analysis which is also known as historical financial performance analysis of financial statements such as income statement, balance sheet, and cash flow statement of the company. 
Firstly, the limitation of ratio or trend analysis is outdated information impacting overall results as data used for calculating ratios based on the financial statements which could impact the decisions of financial managers on the basis of ratio or trend analysis (Villez, 2014). Historical data such as financial statements do not reflect overall market condition which disregards ratio analysis by just relying on the financial statement which gives outdated or no real-time analysis of the financial performance of the company. Moreover, annual reports or financial statements do not give detailed financial insights about the company as the ratio is based on just that. Furthermore, ratios do not give insight into issues restricting the potential of strategic decision-making by the top-line management. 
Further, there is no comparison over different time periods as the external market is dynamic in nature. Also changes in prices could impact the comparison factors such as changes in technology impact the valuation of assets future market dynamics changes in the economic or regulatory business environment affecting the over results. Afterward, amendments in accounting policies resulted in different outcomes creating difficulty in determining trends based on that (Delen, Kuzey and Uyar, 2013). Also, inter-firm comparisons result in complications for businesses that operate in different scenarios such as norms of the industry do not evaluate individual firms' performance also companies have varied operational and financial reports affecting the relevance of benchmarking of companies. Also, changes in accounting practices among firms create complications for effective comparisons. Also, changes in the operational scale of business, geographic and demographic of customers, risk patterns, and everything impact analytical business outcomes. However, ratio analysis is based on assumptions that business will stay stable and it creates vague results because in reality businesses are volatile in nature. Also, ratio and trend analysis do not consider qualitative factors as they just rely on quantitative factors determining the monetary performance of the company. 
Trend analysis and ratio analysis limitation directly poses challenges for Tesco impacting their financial management performance and hampering their valuable decisions. Updated and summarized information compiled in financial statements in the annual report of the company could impact analysis depth and timeliness affecting the potential of Tesco to make productive decisions based on the dynamics of the market. Also, historical cost accounting affects business valuations resulting in challenges in aligning financial approaches with the existing economic landscape. Ratio analysis is unable to determine the root causes of the problem affecting Tesco’s potential to deal with financial and operational efficiency (Delen, Kuzey and Uyar, 2013). Also, comparison of time periods is difficult considering changes in the external market such as technology price and regulatory environment resulting in misleading trends related to business performance. It impacts the decision-making potential of Tesco in evaluating benchmarks related to the business in adapting to business strategies. Accordingly, interfirm comparisons seem difficult for Tesco in determining the unique profile of risk sustaining their global presence without comparison with competitors or industry benchmarks. Moreover, changes in accounting policies among Tesco and the peers decrease the reliability of comparison creating ineffective decisions. Limitations of ratio analysis focus on Tesco without considering qualitative information about external environment and the factors impacting Tesco’s overall financial performance.
Financial management suggestions to Tesco
It is recommended to the financial management of Tesco based on the ratio analysis or trend analysis results in relation to profitability, liquidity, gearing, efficiency and investor performance of Tesco over the period 2023 and 2024 years by deploying artificial intelligence-enabled financial forecasting software in determining future financial performance of Tesco based on historical information (Pattnaik, Ray and Raman, 2023). The artificial intelligence-enabled estimation tool is currently used by several tech giants such as Microsoft and IBM. Tesco can use this method in getting real-time data insights and market trends along with predictive analytics reports determining issues about cash flow and identifying opportunities over the period. An Artificial intelligence tool utilizes machine learning models for estimating future performance of Tesco supporting financial management and taking proactive strategic growth ensuring long term growth by optimizing existing performance. 
Secondly, Activity-based costing analysis is another approach suggested to Tesco in effectively allocating cost considering existing activities resulting in expenses aggregated into different categories of cost (Almeida and Cunha, 2017). This approach will allow Tesco to determine the visibility of cost in customer service in supply chain management which is different from the traditional cost location approach increasing efficiency of the product. Also, Tesco can identify specific activities such as storage, delivery, procurement and allocating overhead expenses, and allocating resources according to these departments will give a complete overview of the cost structure of Tesco products in optimizing workers and negotiating effective terms with the suppliers which will further promote accuracy of allocation of cost among Tesco group taking effective decisions about pricing and profitability and sustaining competitive edge in the market.
PART 2
Net present value of Proposal

Figure 19 Net Cash flow of Proposal A
(Source: Self-Created)

Figure 20 Net Cash flow of Proposal B
(Source: Self-Created)


Figure 21  Net Cash flow of Proposal C
(Source: Self-Created)
NPV of Proposal A

Figure 22 NPV of Proposal A
(Source: Self-Created)
Interpretations
The net present value method of the first proposal or proposal A accounts for £514,000 is a favourable return out of investment indicating the feasibility of this project generating positive value for Greenacres PLC in the future which is discounted at 6% cost of capital with the initial capital outlay of £660,000. A positive value of the net present value method indicates the future profitability of the project ensuring its financial viability depends on certain parameters (Durham, Bouma and Meunier-Goddik, 2015). Firstly, a discounting rate of 6% is one of the parameters in deciding whether to consider the project or not where the discounting rate indicates future cash flows will get adjusted according to the time value of money concept used by the net present value method if the cost of capital is higher it is difficult for a project and NPV to recover opportunity cost in future investing to generate returns. Moreover, cash flow projections of the proposal start from £250,000 and reach £408,000 in the last year indicating positive cash flows over the period as lower cashflows generate lesser net present value method.
NPV of Proposal B

Figure 23 NPV of Proposal B
(Source: Self-Created)
Interpretations
The net present value method of proposal B accounts for £898,000 and showcases another significant project generating higher returns consider by Greenacres PLC is a highly profitable project in comparison to proposal A which is discounted on a similar 6% cost of capital. However, its initial capital account to £1000,000 in comparison to £660,000 initial capital of proposal 1. When compared with the cash flow of this proposal it starts at £425,000 initially and ended up at £762,000 in the last year which is comparatively or proportionality higher than compared to proposal A also portraying higher profitability. 
NPV of Proposal C

Figure 24 NPV of Proposal C
(Source: Self-Created)
Interpretations
The net present value method of proposal C accounts for £856,000 showcasing positive and profitable opportunities where Greenacres PLC can consider this project and however in comparison with all proposal options. Based on cash flow, it starts from £460,000 initially and reached £985,000 in the last year generating a positive higher NPV compared to proposal A and a slightly lesser NPV compared to proposal b with an initial capital outlay of £1700,000.
Suggestion
The present value method is used in evaluating all three options changing from proposal A proposal B and proposal C determining favourable and financially viable projects for Greenacres PLC that generate higher net present value methods for profitability in the future in proportionate with the initial capital outlay. In comparison to all the three-options proposal B is recommended to Greenacres PLC which generates a higher net present value method of £898,000 which is higher than proposal A, which generates £514,000, and proposal C which generates £856,000. Greenacres PLC needs to invest £1000,000 in generating a net present value method of £898,000 over the period of 4 years generating higher profitability in comparison to all these options. Proposal B is about generating digital sales which is the reason it generates higher NPV as digital transformation is booming across the globe and can benefit Greenacres PLC by taking up this project.
Internal rate of Return of Proposals
IRR of Proposal A

Figure 25 IRR of Proposal A
(Source: Self-Created)

Figure 26 IRR working notes of Proposal A
(Source: Self-Created)
Interpretations
Internal rate of return in another capital budgeting method determines the rate of return determining future profitability by using discounting factor by taking two different rates in determining net present value at different rates in determining future profitability of this project if it is higher than the cost of capital or not as higher or exceeding initial cost of capital considered as profitable investment opportunity for 12.54% which is higher than 6% cost of capital (Mellichamp, 2017).
IRR of Proposal B

Figure 27 IRR of Proposal B
(Source: Self-Created)

Figure 28 IRR Working Notes of Proposal B
(Source: Self-Created)
Interpretations
The internal rate of return for proposal B accounts for 11.42% which is higher than the 6% cost of capital of this project however it is less than the initial rate of return of the proposal A which accounts for 12.5% gets higher on a priority list of Greenacres PLC while project consideration in terms of IRR with generates profitability in future and which is discounted at second rate of 20% like proposal A.
IRR of Proposal C

Figure 29 IRR of Proposal C
(Source: Self-Created)

Figure 30 IRR Working Notes Proposal C
(Source: Self-Created)
Interpretations
Proposal C generates a higher internal rate of return of 13.35% which is higher than the 6% initial cost of capital of the project and the highest among both proposals such as A and B indicating Greenacres PLC needs to consider this project based on the internal rate of return generating higher profit compared to both the options and feasible for the company.
State Significance of NPV as best Capital Budgeting approach
The time value of money concept is one of the factors why businesses consider this method as best among other capital budgeting methods in determining the future profitability of a project in the present time considering external factors such as inflation risk and opportunity cost and other methods such as payback period and accounting rate of return does not use discounting factor (Espinoza, 2014). 
Moreover, it is an objective decision-making approach that gives clarity to an investor on whether to invest in a project or not based on negative and positive net present value methods indicating profit or loss arises from a project in the future whereas internal rate of return just determines profitability rate with no scenario of future loss. Also, it gives a holistic overview of the cash flow position determining the long-term profitability of a project (Žižlavský, 2014).
Explain the importance of non-discounting methods of capital budgeting
Payback period and accounting rate of return are two methods that do not use discounting factors like net present value method, profitability index and internal rate of return in evaluating projects determining future profitability. Simplification is a key advantage of payback period method that can be used by all businesses or managers in a business without any technical details as it is easy to use and can form decisions based on that (Siziba and Hall, 2019). Moreover, every investor is skeptical of investing in a project without an assurance of getting returns out of this investment or recovering the initial investment in a specific period in which the payback period determines contributing towards liquidity of businesses and supports investors with a liquid budget and recovering their initial capital in a specific timeline to decide whether to consider or reject the project. Moreover, this approach is favourable for projects with limited timelines, or investors looking to get quick returns out of the project can consider this approach in determining future financial risk and recovery (Sinaga et al., 2023). Furthermore, accounting rate of return is another important non-discounting capital budgeting approach used for its simple-to-use approach that determines returns generated out of an investment determining the worth of the project.
Determine factors allowing an investor taking investment decisions
Managers need to ensure several factors before deciding whether to invest in a project or not by aligning with financial goals and the required resources of the company. The rate of return of a project is the initial requirement of factor access while investors determine the weighted average cost of capital that determines the cost of financing such as equity and debt proportion evaluated estimated returns exceeding the WACC to generate profit for the company in future whereas return less than WACC considered as project generating future loss (Kostov, 2020). 
Moreover, the risk tolerance of a project is another important factor. Projects with higher risk led to high returns as well but could impact the financial viability of an entity. Liquidity is another important aspect of determining the timeline in which a project recovers the initial capital investment which is determined using the payback period method. Moreover, the financial health of investment projects is important and can be estimated by analyzing financial operational stability, and the market position of an entity (Hassan et al., 2023). External market impact on a company such as interest rates, Geo-political aspects affecting an investment project followed by implication of tax affecting returns generated from a project.
NPV of Optimum Investment Policy

Figure 31 Project Priority on basis of Profitability Index
(Source: Self-Created)

Figure 32 NPV contribution of optimal Policy
(Source: Self-Created)

Interpretations
In the current scenario, there is a budget constraint of £25,00,000 in funding projects accordingly based on the profitability index the priority of the project, and the net present value contribution of every proposal, however, the objective is to maximize NPV of optimal investment policy with the required budget. As per the Profitability Index, proposal B is given priority with generated profitability index of 0.90 followed by a higher NPV of £898,000 will be fully funded with the budget with the initial investment of £1000,000 followed by the second priority given to proposal A with 0.78 profitability index and NPV of £514,000 by paying initial capital investment of £660000 followed by remaining £840,000 allocated to proposal C which has a profitability index of 0.5 and NPV of £856,000 get partially funded with the remaining budget of  £840,000 which is funded on a fraction of 49.4% where remaining budget is divided with the actual budget of the project and similarly it is applicable in distributing the fraction of the project and NPV is accounted to £423,000 which is 49.4% of £85,6000. 
Overall net present value contribution generated from all the projects accounts for £1835,000 which is the summation of £898,000 and NPV of proposal B £514,000 and PV of proposal a and £423,000 and PV of proposal c.
State sources of Finance in financing proposed Investment proposal
Out of the three proposals mentioned above proposal B is recommended to Greenacres PLC considering its higher and present value method of £898,000 in comparison to the other two options that generate lesser net present value method. Below mentioned three sources of finance in funding the proposal in developing internet sales in Greenacres PLC consider the digital transformation Trend bombing in the market are given as follows 
Equity financing is a commonly used source of finance under which an entity issues equity shares from the public at large giving ownership in a company in exchange for capital raised from them considered an effective source of funding for projects with long-term investment as there is no obligation to in repaying payment like Debt finance ownership of the business (Santos, Cincera and Cerulli, 2024). In the current case, where proposal B is recommended to the company indicating higher profitability index and net present value method can consider equity financing in funding the entire project with no obligation of repayment. 
Moreover, debt financing is another form of raising funds through bank loans and Government bonds under which an investor can gate funding without giving ownership of the business however there is an obligation of repayment along with interest other than the principal (Santos, Cincera and Cerulli, 2024). Moreover, Grants and subsidies from the government in funding proposal B of developing internet sales without any obligation of payment and diluting the ownership of the company.
In the current case, Greenacres PLC can consider grants and subsidies as a source of funding for the digital sales proposal B which is an innovative sustainable project attracting government organisations to support the cause creating employment opportunities for the community and it feasible for an entity.
Determine advantages and disadvantages of sources of Finance
Equity financing is beneficial for an entity and funding its project with no obligation of repayment as it gives flexibility to an entity supporting its cash flow by raising capital from shareholders which decreases financial dress with no rep payment obligation even in the case of loss. In the case of Greenacres PLC proposal B is recommended due to higher NPV can consider this form of funding the project with an investment capital of £1000,000 by issuing equity shares from the public. However, one of the limitations of this form of financing is that an entity needs to lose some ownership or control of the business by giving ownership rights to equity shareholders according to their share capital in a business and also the intervene in decision-making of business. 
Moreover, debt financing gives the flexibility to retain business ownership and control with an entity by just paying principal along with interest every month whose is cost is lower than the rate of project returns. However, there is an obligation to repay which could impact the liquidity and cash flow position of an entity and can create a financial burden in the case of loss. 
Grants and subsidies gave financial assistance to businesses or projects working on sustainability and innovation without any obligation of repayment or giving ownership of the company is feasible for funding proposal B of Greenacres PLC.
CONCLUSION
It is summarized from the above report that the profitability of Tesco PLC is positive and witnessed growth over the period but a slight decline in the liquidity position. However, gearing ratio is decreasing which is positive for the company in terms of reducing the portion of debt from the capital structure with constant efficiency ratios followed by rising interest cover but slightly decline in the dividend yield. Moreover, proposal B which is developing internet sales is recommended to Greenacres PLC considering its higher NPV of £898000 as compared to the other two proposals and according to the internal rate of return proposal C is given preference considering its higher internal rate of return of 13.35%. However, greater preference is given to net present value method being an effective capital budgeting approach. The optimal investment policy where budget constraint is £25,00,000 under which proposal B and proposal A are fully funded except proposal C which is partially funded by £840000 and which is a fraction of 49.4% of NPV and overall contribution of optimal policy and terms of net present value method accounts to £1835000 of all these three proposals under this constant budget.
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APPENDIX
Appendices 1 Profitability Ratios
Particulars	Formula	2023 £m	2024 £m
Revenue	 	65322	68187
Gross Profit	 	3361	4849
Gross Profit Ratio	Gross profit/Revenue *100	5.15%	7.11%
 	 	 	 
Operating Profit	 	1410	2821
Operating Profit Ratio	Operating Profit Ratio/Revenue *100	2.16%	4.14%
 	 	 	 
Net Profit	 	658	1764
Net Profit Ratio	Net Profit Ratio/Revenue *100	1.01%	2.59%
 	 	 	 
Ordinary shares	 	463	445
Reserves	 	3139	3131
Return on Owner's Equity	Net profit/Ordinary shares+ Reserves*100	18.27%	49.33%
 	 	 	 
Total Assets	 	12469	16606
Current Liabilities	 	5141	3866
Return on Capital Employed	Net profit/Total Assets-Current Liabilities *100	8.98%	13.85%


Appendices 2 Liquidity Ratios 
Particulars	Formula	2023 £m	2024 £m
Current Assets	 	12259	8823
Current Liabilities	 	5141	3866
Current Ratio	Current Assets/Current Liabilities	2.38	2.28
 	 	 	 
Inventories	 	2510	2635
Quick asset	Current Assets- Inventories	9749	6188
Quick Ratio	Quick Asset/Current Liabilities	1.90	1.60


Appendices 3 Gearing Ratio 
Particulars	Formula	2023 £m	2024 £m
Long term borrowing	 	1770	1536
Ordinary shares	 	463	445
Reserves	 	3139	3131
Gearing Ratio	Long term Borrowing/Long term borrowing + ordinary share+ reserves *100	32.95	30.05


Appendices 4 Efficiency Ratios 
Particulars	Formula	2023 £m	2024 £m
Inventories	 	2510	2635
Cost of Sales	 	61516	62836
Stock Turnover in Days	Inventories/Cost of Sales *365	15	15
 	 	 	 
Receivables	 	1235	1349
Sales	 	65322	68187
Debtor Collection period in Days	Receivables/Sales *365	7	7
 	 	 	 
Payables	 	9762	10264
Cost of Goods	 	61516	62836
Creditor Payment Period in Days	Payables/Cost of Goods *365	58	60


Appendices 5 Investor Ratios 
Particulars	Formula	2023 £m	2024 £m
Profit before interest and tax	 	1410	2821
Interest 	 	623	805
Interest Cover	Profit Before interest and Tax/Interest	2.26	3.50
 	 	 	 
Dividend per share	 	10.9	11.7
Market Value per share	 	281.99	368.5
Dividend Yield	Dividend Yield/Market Value per share*100	3.87%	3.18%


Appendices 6 Net Cash Flow 
Proposal A
Particulars	Formula	0 £’000	1  £’000	2  £’000	3  £’000	4  £’000
Initial Investment	 	660	 	 	 	 
Cash Flow	 	 	300	400	450	500
Capital Allowance @20%	 	 	132	132	132	132
Taxable Cash Flow 	Cash flow- Capital Allowance	 	168	268	318	368
Tax Liability @25%	Taxable Cash flow*25%	 	42	67	80	92
Cash Flow after tax	Taxable cash flow-Tax liability	 	126	201	238	276
Net Cash flow	Cash flow after Tax+Capital Allowance	 	258	333	370	408
						
						
						
Proposal B
Particulars	Formula	0 £’000	1  £’000	2  £’000	3  £’000	4  £’000
Initial Investment	 	1000	 	 	 	 
Cash Flow	 	 	500	550	700	950
Capital Allowance @20%	 	 	200	200	200	200
Taxable Cash Flow 	Cash flow- Capital Allowance	 	300	350	500	750
Tax Liability @25%	Taxable Cash flow*25%	 	75	88	125	188
Cash Flow after tax	Taxable cash flow-Tax liability	 	225	262	375	562
Net Cash flow	Cash flow after Tax+Capital Allowance	 	425	462	575	762
						
						
						
Proposal C
Particulars	Formula	0 £’000	1  £’000	2  £’000	3  £’000	4  £’000
Initial Investment	 	1700	 	 	 	 
Cash Flow	 	 	500	800	1050	1200
Capital Allowance @20%	 	 	340	340	340	340
Taxable Cash Flow 	Cash flow- Capital Allowance	 	160	460	710	860
Tax Liability @25%	Taxable Cash flow*25%	 	40	115	178	215
Cash Flow after tax	Taxable cash flow-Tax liability	 	120	345	532	645
Net Cash flow	Cash flow after Tax+Capital Allowance	 	460	685	872	985


Appendices 7 NPV 
Proposal A
Year	Cash Flow   £’000	Discounting factor @6%	Present Value  £’000
0	-660	1	-660
1	258	0.943396226	243
2	333	0.88999644	296
3	370	0.839619283	311
4	408	0.792093663	323
Total	 	 	1174
Less Initial Investment	 	 	-660
Net Present Value	 	 	514
			
			
			
Proposal B
Year	Cash Flow   £’000	Discounting factor @6%	Present Value  £’000
0	-1000	1	-1000
1	425	0.943396226	401
2	462	0.88999644	411
3	575	0.839619283	483
4	762	0.792093663	604
Total	 	 	1898
Less Initial Investment	 	 	-1000
Net Present Value	 	 	898
			
			
			
Proposal C
Year	Cash Flow   £’000	Discounting factor @6%	Present Value  £’000
0	-1700	1	-1700
1	460	0.943396226	434
2	685	0.88999644	610
3	872	0.839619283	732
4	985	0.792093663	780
Total	 	 	2556
Less Initial Investment	 	 	-1700
Net Present Value	 	 	856


Appendices 8 IRR 
Proposal A
Year	Cash Flow   £’000	Discounting factor @6%	Present Value  £’000	Discounting factor @16%	Present Value  £’000
0	-660	1	-660	1	-660
1	258	0.943396226	243	0.862068966	222
2	333	0.88999644	296	0.743162901	247
3	370	0.839619283	311	0.640657674	237
4	408	0.792093663	323	0.552291098	225
NPV	 	 	514	 	272
					
					
IRR for Proposal A			
NPV @ 6%	514				
NPV @16%	272				
					
Addition of NPV	514+272	786			
Deduction of Rates	16%-6%	10.0%			
					
IF	786 = 10%				
1% = 786/10	78.6				
Therefore;	514/78.6 = 6.54%				
					
IRR for A	6%+6.54%= 12.54%	12.54%			
					
					
					
					
					
Proposal B
Year	Cash Flow   £’000	Discounting factor @6%	Present Value  £’000	Discounting factor @16%	Present Value  £’000
0	-1000	1	-1000	1	-1000
1	425	0.943396226	401	0.862068966	366
2	462	0.88999644	411	0.743162901	343
3	575	0.839619283	483	0.640657674	368
4	762	0.792093663	604	0.552291098	421
NPV	 	 	898	 	499
					
					
					
IRR for Proposal B			
NPV @ 6%	898				
NPV @16%	499				
					
Addition of NPV	898+499	1397			
Deduction of Rates	16%-6%	10.0%			
					
IF	1397 = 10%				
1% = 5397/10	139.7				
Therefore;	898/139.7= 6.42%				
					
IRR for A	6%+6.42%= 11.42%	11.42%			
					
					
					
Proposal C
Year	Cash Flow   £’000	Discounting factor @6%	Present Value  £’000	Discounting factor @16%	Present Value  £’000
0	-1700	1	-1700	1	-1700
1	460	0.943396226	434	0.862068966	397
2	685	0.88999644	610	0.743162901	509
3	872	0.839619283	732	0.640657674	559
4	985	0.792093663	780	0.552291098	544
NPV	 	 	856	 	308
					
					
					
IRR for Proposal C			
NPV @ 6%	856				
NPV @16%	308				
					
Addition of NPV	898+499	1164			
Deduction of Rates	16%-6%	10.0%			
					
IF	1164 = 10%				
1% = 5397/10	116.4				
Therefore;	856/116.4= 7.35%				
					
IRR for A	6%+7.35% = 13.35%	13.35%			


Appendices 9 Optimal Policy 
Proposals	Formula	NPV	Initial Investment	Profitability Index	Project Priority
A	NPV / Initial Investment	514	660	0.78	2
B		898	1000	0.90	1
C		856	1700	0.50	3


Fully Funding Projects
B
2500-1000
= 1500
NPV= 898
A
1500-660
= 840
NPV= 514
Partially Funding
C
840/1700
= 49.4%
NPV= 856*49.4%
= 423
Total NPV Contribution from Optimum Investment Policy = 898+514+423
Appendices 10 Income Statement of Tesco 
Group income statement									
		52 weeks ended		52 weeks ended	
		24 February 2024		25 February 2023 (restated(a))	
	Notes	Before adjusting 	Adjusting	Total		Before adjusting	Adjusting	Total	
		items	items (Note 4)	£m		items	items (Note 4)	£m	
 		 	£m		 	 	£m		
Continuing operations		 	 	 					
Revenue from sale of goods and services		67,673	–	67,673		64,864	–	64,864	
Insurance revenue(b)	24	514	–	514	 	458	–	458	
Revenue	2	68,187	–	68,187		65,322	–	65,322	
		 	 	 					
Cost of sales		(62,832)	(4)	(62,836)		(60,487)	(1,029)	(61,516)	
Insurance service expenses(b)	24	(454)	–	(454)		(408)	–	(408)	
Net expenses from reinsurance contracts held(b)	24	(48)	–	(48)	 	(37)	–	(37)	
Gross profit/(loss)		4,853	(4)	4,849		4,390	(1,029)	3,361	
		 	 	 					
Administrative expenses	 	(2,024)	(4)	(2,028)	 	(1,881)	(70)	(1,951)	
Operating profit/(loss)	2	2,829	(8)	2,821		2,509	(1,099)	1,410	
		 	 	 					
Share of post-tax profits of joint ventures and associates	13	6	–	6		8	–	8	
Finance income	5	267	–	267		87	–	87	
Finance costs	5	(825)	20	(805)	 	(650)	27	(623)	
Profit/(loss) before tax from continuing operations		2,277	12	2,289		1,954	(1,072)	882	
		 	 	 					
Taxation	6	(593)	68	(525)	 	(419)	195	(224)	
Profit/(loss) for the year from continuing operations		1,684	80	1,764		1,535	(877)	658	
		 	 	 					
Discontinued operations		 	 	 					
Profit/(loss) for the year from discontinued operations	7	56	(628)	(572)		91	(13)	78	
Profit/(loss) for the year	 	1,740	(548)	1,192	 	1,626	(890)	736	
		 	 	 					
Attributable to:		 	 	 					
Owners of the parent		1,736	(548)	1,188		1,627	(890)	737	
Non-controlling interests	 	4	–	4	 	(1)	–	(1)	
 	 	1,740	(548)	1,192	 	1,626	(890)	736	
		 	 	 					
Earnings per share from continuing and discontinued operations 		 	 	 					
Basic	9	 	 	16.74p				9.94p	
Diluted	9	 	 	16.56p	 	 	 	9.85p	
		 	 	 					
Earnings per share from continuing operations		 	 	 					
Basic	9	 	 	24.80p				8.89p	
Diluted	9	 	 	24.53p	 	 	 	8.81p	


Appendices 11 Balance Sheet 
Group balance sheet			
	Notes	24 February 2024	25 February 2023
		 	(restated*)
		£m	£m
Non-current assets		 	
Goodwill and other intangible assets	10	5,066	5,375
Property, plant and equipment	11	17,221	16,862
Right of use assets	12	5,478	5,500
Investment property		24	24
Investments in joint ventures and associates	13	102	93
Other investments	15	1,546	1,339
Trade and other receivables	17	36	79
Loans and advances to customers	23	–	3,029
Reinsurance contract assets	24	125	135
Derivative financial instruments	26	781	873
Post-employment benefit surplus	29	22	6
Deferred tax assets	6	32	84
 	 	30,433	33,399
Current assets		 	
Other investments	15	206	353
Inventories	16	2,635	2,510
Trade and other receivables	17	1,349	1,235
Loans and advances to customers	23	–	3,948
Derivative financial instruments	26	55	57
Current tax assets		110	63
Short-term investments	18	2,128	1,628
Cash and cash equivalents	18	2,340	2,465
 	 	8,823	12,259
Assets of the disposal group and non-current assets classified as held for sale	7	7,783	210
 	 	16,606	12,469
		 	
Current liabilities		 	
Trade and other payables	19	(10,264)	(9,762)
Borrowings	21	(1,536)	(1,770)
Lease liabilities	12	(584)	(595)
Provisions	22	(306)	(366)
Insurance contract liabilities	24	(526)	(501)
Customer deposits and deposits from banks	25	(108)	(4,485)
Derivative financial instruments	26	(25)	(99)
Current tax liabilities	 	(1)	(18)
 	 	(13,350)	(17,596)
Liabilities of the disposal group classified as held for sale	7	(7,122)	(14)
Net current liabilities	 	(3,866)	(5,141)
Non-current liabilities		 	
Trade and other payables	19	(39)	(54)
Borrowings	21	(5,683)	(5,581)
Lease liabilities	12	(7,038)	(7,132)
Provisions	22	(175)	(194)
Customer deposits and deposits from banks	25	(800)	(2,265)
Derivative financial instruments	26	(241)	(288)
Post-employment benefit deficit	29	(657)	(400)
Deferred tax liabilities	6	(269)	(119)
 	 	(14,902)	(16,033)
Net assets	 	11,665	12,225
Equity		 	
Share capital	30	445	463
Share premium		5,165	5,165
Other reserves	30	3,131	3,139
Retained earnings	 	2,930	3,469
Equity attributable to owners of the parent		11,671	12,236
Non-controlling interests	 	(6)	(11)
Total equity	 	11,665	12,225
























Gross Profit Ratio	
2023	2024	5.1452803037261567E-2	7.1113262058750196E-2	



Operating Profit Ratio	
2023	2024	2.1585377055203452E-2	4.1371522430961913E-2	



Net Profit Ratio	
2023	2024	1.0073175959094944E-2	2.5870033877425317E-2	



Return on Owner's Equity	
2023	2024	0.18267629094947252	0.49328859060402686	



Return on Capital Employed	
2023	2024	8.9792576419213968E-2	0.13846153846153847	



Current Ratio	
2023	2024	2.3845555339428128	2.2822038282462493	



Quick Ratio	
2023	2024	1.896323672437269	1.6006207966890844	



Gearing Ratio	
2023	2024	32.948622486969469	30.046948356807512	



Stock Turnover in Days	
2023	2024	14.892873398790558	15.306114329365332	



Debtor Collection Period	
2023	2024	6.9008144269924374	7.2210978632290619	



Creditor Payment Period	
2023	2024	57.922004031471488	59.621236234005991	



Interest Cover	
2023	2024	2.263242375601926	3.5043478260869567	



Dividend Yield	
2023	2024	3.8653852973509699E-2	3.175033921302578E-2	
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Particulars Formula 2023 £m 2024 £m

Revenue 65322 68187

Gross Profit 3361 4849

Gross Profit Ratio Gross profit/Revvenue *100 5.15% 7.11%

Operating Profit 1410 2821

Operating Profit Ratio Operating Profit Ratio/Revenue *100 2.16% 4.14%

Net Profit 658 1764

Net Profit Ratio Net Profit Ratio/Revenue *100 1.01% 2.59%

Ordinary shares 463 445

Reserves 3139 3131

Return on Owner's Equity Net profit/Ordinary shares+Reserves*100 18.27% 49.33%

Total Assets 12469 16606

Current Liabilities 5141 3866

Return on Capital EmployedNet profit/Total assets-Current Liabilities *100 8.98% 13.85%
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Particulars Formula 2023 £m 2024 £m

Current Assets 12259 8823

Current Liabilities 5141 3866

Current Ratio Current Assets/Current Liabilities 2.38 2.28

Inventories 2510 2635

Quick asset Current Assets- Inventories 9749 6188

Quick Ratio Quick Asset/Current Liabilities 1.90 1.60
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Particulars Formula 2023 £m 2024 £m

Long term borrowinng 1770 1536

Ordinary shares 463 445

Reserves 3139 3131

Gearing Ratio Long term Borrowing/Long term borrowing+ordinary share+reserves *100 32.95 30.05
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Particulars Formula 2023 £m 2024 £m

Inventories 2510 2635

Cost of Sales 61516 62836

Stock Turnover in Days Inventories/Cost of Sales *365 15 15

Receivables 1235 1349

Sales 65322 68187

Debtor Collection period in DaysReceivables/Sales *365 7 7

Payables 9762 10264

Cost of Goods 61516 62836

Creditor Payment Period in DaysPayables/Cost of Goods *365 58 60
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Particulars Formula 2023 £m 2024 £m

Profit before interest and tax 1410 2821

Interest  623 805

Interest Cover Profit Before interest and Tax/Interest 2.26 3.50

Dividend per share 10.9 11.7

Market Value per share 281.99 368.5

Dividend Yield Dividend Yield/Market Value per share*100 3.87% 3.18%
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Particulars Formula 0 £’000 1  £’000 2  £’000 3  £’000 4  £’000

Initial Investment 660

Cash Flow 300 400 450 500

Capital Allowance @20% 132 132 132 132

Taxable Cash Flow  Cash flow- Capital Allowance 168 268 318 368

Tax Liability @25% Taxable Cash flow*25% 42 67 80 92

Cash Flow after tax Taxable cash flow-Tax liability 126 201 238 276

Net Cash flow Cash flow after Tax+Capital Allowance 258 333 370 408

Proposal A
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Particulars Formula 0 £’000 1  £’000 2  £’000 3  £’000 4  £’000

Initial Investment 1000

Cash Flow 500 550 700 950

Capital Allowance @20% 200 200 200 200

Taxable Cash Flow  Cash flow- Capital Allowance 300 350 500 750

Tax Liability @25% Taxable Cash flow*25% 75 88 125 188

Cash Flow after tax Taxable cash flow-Tax liability 225 262 375 562

Net Cash flow Cash flow after Tax+Capital Allowance 425 462 575 762

Proposal B
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Particulars Formula 0 £’000 1  £’000 2  £’000 3  £’000 4  £’000

Initial Investment 1700

Cash Flow 500 800 1050 1200

Capital Allowance @20% 340 340 340 340

Taxable Cash Flow  Cash flow- Capital Allowance 160 460 710 860

Tax Liability @25% Taxable Cash flow*25% 40 115 178 215

Cash Flow after tax Taxable cash flow-Tax liability 120 345 532 645

Net Cash flow Cash flow after Tax+Capital Allowance 460 685 872 985

Proposal C
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Year Cash Flow   £’000 Discounting factor @6%Present Value  £’000

0 -660 1 -660

1 258 0.943396226 243

2 333 0.88999644 296

3 370 0.839619283 311

4 408 0.792093663 323

Total 1174

Less Initial Investment -660

Net Present Value 514

Proposal A
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Year Cash Flow   £’000 Discounting factor @6%Present Value  £’000

0 -1000 1 -1000

1 425 0.943396226 401

2 462 0.88999644 411

3 575 0.839619283 483

4 762 0.792093663 604

Total 1898

Less Initial Investment -1000

Net Present Value

898

Proposal B
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Year Cash Flow   £’000 Discounting factor @6%Present Value  £’000

0 -1700 1 -1700

1 460 0.943396226 434

2 685 0.88999644 610

3 872 0.839619283 732

4 985 0.792093663 780

Total 2556

Less Initial Investment -1700

Net Present Value 856

Proposal C


image14.emf
Year Cash Flow   £’000 Discounting factor @6% Present Value  £’000 Discounting factor @16% Present Value  £’000

0 -660 1 -660 1 -660

1 258 0.943396226 243 0.862068966 222

2 333 0.88999644 296 0.743162901 247

3 370 0.839619283 311 0.640657674 237

4 408 0.792093663 323 0.552291098 225

NPV 514 272

Proposal A


image15.emf
NPV @ 6% 514

NPV @16% 272

Addition of NPV 514+272 786

Deduction of Rates 16%-6% 10.0%

IF 786 = 10%

1% = 786/10 78.6

Therefore; 514/78.6 = 6.54%

IRR for A 6%+6.54%= 12.54% 12.54%

IRR for Proposal A
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Year Cash Flow   £’000 Discounting factor @6% Present Value  £’000 Discounting factor @16% Present Value  £’000

0 -1000 1 -1000 1 -1000

1 425 0.943396226 401 0.862068966 366

2 462 0.88999644 411 0.743162901 343

3 575 0.839619283 483 0.640657674 368

4 762 0.792093663 604 0.552291098 421

NPV 898 499

Proposal B


image17.emf
NPV @ 6% 898

NPV @16% 499

Addition of NPV 898+499 1397

Deduction of Rates 16%-6% 10.0%

IF 1397 = 10%

1% = 5397/10 139.7

Therefore; 898/139.7= 6.42%

IRR for A 6%+6.42%= 11.42% 11.42%

IRR for Proposal B
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Year Cash Flow   £’000 Discounting factor @6% Present Value  £’000 Discounting factor @16% Present Value  £’000

0 -1700 1 -1700 1 -1700

1 460 0.943396226 434 0.862068966 397

2 685 0.88999644 610 0.743162901 509

3 872 0.839619283 732 0.640657674 559

4 985 0.792093663 780 0.552291098 544

NPV 856 308

Proposal C


image19.emf
NPV @ 6% 856

NPV @16% 308

Addition of NPV 898+499 1164

Deduction of Rates 16%-6% 10.0%

IF 1164 = 10%

1% = 5397/10 116.4

Therefore; 856/116.4= 7.35%

IRR for A 6%+7.35% = 13.35% 13.35%

IRR for Proposal C


image20.emf
Proposals Formula NPV Initial Investment Profitability Index Project Priority

A 514 660 0.78 2

B 898 1000 0.90 1

C 856 1700 0.50 3 NPV / Initial Investment
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Fully Funding Projects
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Total NPV Contribution from Optimum Investment Policy = 898+514+423
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