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[bookmark: _Toc227443253]Executive Summary
In this report, there are two parts. Part 1 gives a detailed analysis of financial ratios of AstraZeneca Plc, a major member of the FTSE 100 Index and one of the most successful biopharmaceutical companies in the world, including financial years 2024 and 2025. Part 2 provides a capital investment appraisal of Westward Plc, a manufacturer of quality curtains and window furnishings in the United Kingdom, on the three strategic expansion alternatives using Net Present Value (NPV) and Internal Rate of Return (IRR).
The financial performance of the two years is characterised by steady improvement of the profitability metrics of AstraZeneca. The increase in revenue was on revenue of $54,073 million to revenue of 58.739 million and the operating profit margin increased to 23.40% to 16.47% and the Return on Capital Employed (ROCE) increased to 16.47% which was 13.13%. The ROE increased to 21.00 as compared to 17.23% and the debt-to-equity ratio has decreased significantly by 70.57% to 57.10% which represents significant deleverage. Liquidity ratios are lower than traditional standards - current ratio 0.94 and quick ratio 0.72, which is in line with the capital-intensive business model of the pharmaceutical sector. Efficiency ratios indicate that there is a small decrease in efficiency with both inventory and receivables turnover decreasing slightly, which should be given a special attention by management.
In Part 2, after conducting the NPV analysis at a cost of capital of 6% including a 25% corporation tax, and 20% straight-line capital allowances, the suggested investment with the highest NPV would be Option B, which involves developing an internet sales channel at a cost of initial capital of £1,000,000. The projected IRR of Option B is 32.23. The maximizing divisible investment policy (capital rationing) at a budget of 2,500,000 will give a total NPV of 1853.04k. The report ends with a critical evaluation of funding sources that can be used by Westward Plc.
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PART 1: Financial Performance Analysis of AstraZeneca Plc
[bookmark: _Toc227230458][bookmark: _Toc227367707][bookmark: _Toc227443255]1. Introduction
AstraZeneca Plc is a reputable scientifically based biopharmaceutical company based in Cambridge, UK. The corporation has over 100,000 employees across the globe and its products have a global presence of over 100 countries. It has three main segments of therapy including oncology, biopharmaceuticals and rare diseases. One of the most significant and closely watched publicly traded firms in the UK is AstraZeneca, which is listed on the London Stock Exchange and a part of the FTSE 100 Index (AstraZeneca, 2025).
Competition in the pharma industry demands a sustained investment in research and development (R&D) as well as management of complex, capital-intensive global supply chain. The ability to maintain this amount of investment and at the same time create value to shareholders requires strict and ongoing financial analysis (Aprill, 2020). The financial years covered in this report are the financial years ending 31 December 2024 and 31 December 2025 and it is addressed to the Board of Directors of AstraZeneca.
The academic literature on financial statements has established the main role of financial statements as a channel of communication. According to Aprill (2020), financial statements allow the management and stakeholders to compare the previous performance, competitive benchmarking, and making strategic decisions in future. Raw numbers alone, though, do not provide strong analysis tools; it is by using ratio analysis that valuable information can be generated. This report thus adopts a systematic framework that covers five groups of financial measurements, profitability, liquidity, gearing, efficiency and investor ratios (Rani et al., 2025).
The analysis will be conducted in the following way: Section 2 will present the calculated ratios and a critical assessment of each category; Section 3 will outline the main limitations of the ratio analysis as a tool of analysis; Section 4 will outline the main conclusions; and Section 5 will provide the strategic advice on how to improve the financial management of the company. The financial data used are all obtained as of 2024 and 2025 as per the consolidated audited financial statements of AstraZeneca in US dollars.
[bookmark: _Toc227230459][bookmark: _Toc227367708][bookmark: _Toc227443256]2. Financial Performance Analysis
Financial statements are a communication tool of vital importance in a firm to various stakeholders such as investors, creditors, and management among others. Nevertheless, absolute numbers can be rather unhelpful on their own. Ratio analysis is applied everywhere to gain a critical and holistic knowledge about financial techniques and processes. The sections that follow critically analyze the performance of AstraZeneca in relation to 5 main financial dimensions, the year 2024 and 2025 (Rani et al., 2025).
Summary of Key Ratios:
	Ratio
	2024
	2025
	Change

	Gross Profit Margin
	81.12%
	81.90%
	▲ 0.78pp

	Operating Profit Margin
	18.50%
	23.40%
	▲ 4.90pp

	ROCE
	13.13%
	16.47%
	▲ 3.34pp

	Current Ratio
	0.93
	0.94
	▲ 0.01

	Quick Ratio
	0.74
	0.72
	▼ 0.02

	Debt-to-Equity Ratio
	70.57%
	57.10%
	▼ 13.47pp

	Inventory Turnover
	1.93x
	1.62x
	▼ 0.31x

	Receivables Turnover
	4.17x
	3.87x
	▼ 0.30x

	Return on Equity (ROE)
	17.23%
	21.00%
	▲ 3.77pp



[bookmark: _Toc227230460]
[bookmark: _Toc227367709][bookmark: _Toc227443257]2.1 Profitability Ratios
[bookmark: _Toc227230461]Probably the most scrutinised measurements by investors are the profitability ratios. They determine the capacity of a company to make earnings in terms of its sales, assets and equity within a given duration. In the case of a research-intensive pharmaceutical company such as AstraZeneca keeping the profits high is not all about the returns to the shareholders. Funding of the ongoing and expensive processes of drug discovery and clinical trials are an absolute requirement (Bernauer et al., 2002).

Gross Profit Margin

2024: ($43,866m / $54,073m) × 100 = 81.12%
2025: ($48,106m / $58,739m) × 100 = 81.90%
[bookmark: _Toc227230462]This ratio displays the percentage sales revenue remaining after the firm has had to deduct the direct costs of producing goods. According to the above-calculated results, the gross profit margin of AstraZeneca increased in value but slightly positive, between 81.12 however and 81.90 in 2024 and 2025, respectively. A margin of over 80 percent is very high indeed in comparison with other conventional manufacturing industries, but again the pharmaceutical industry average. 

Operating Profit Margin
[bookmark: _Toc227230463]Formula: 

2024 Calculation: ($10,003m / $54,073m)  100 = 18.50%
2025 Calculation: ($13,743m / $58,739m)  100 = 23.40%
Instead of considering the direct costs, the gross profit, operating profit margin takes into consideration all operating expenses, which include the enormous research and development (R&D) and administrative costs that are common in this industry. A very significant increase was observed in this case, with the margin increasing by 18.50% in 2024 to 23.40% in 2025 in the case of AstraZeneca. Such an increase in the range of almost 5 percent is a good positive sign of efficiency in operations (Díaz et al., 2020). 

Return on Capital Employed (ROCE)
Formula: 
ROCE =(Operating Profit)/(Total Assets-Current Libilities) 100
            2024 Calculation: ($10,003m / ($104,035m - $27,866m))  100 = 13.13%
	2025 Calculation: ($13,743m / ($114,074m - $30,617m))  100 = 16.47%
ROCE is generally regarded as the final metric of general profitability and the efficiency of management since it compares the income statement to the statement of financial position (Aprill, 2020). It demonstrates the percentage of profit generated in terms of each dollar of capital invested in the business. AstraZeneca increased its ROCE tremendously 13.13 percent to 16.47 percent. This trend of an increase shows that major strategic decisions about capital allocation by the directors are very effective (Ghanem et al.,2021).
[bookmark: _Toc227230464]
[bookmark: _Toc227367710][bookmark: _Toc227443258]2.2 Liquidity Ratios
[bookmark: _Toc227230465]The liquidity ratios are critical measures of the capacity of a business to meet its immediate financial liabilities as they become due and with the use of its assets that can be easily realised. Although profitability is the main factor of long-term viability, acute liquidity failure, the inability to pay its near-term creditors, may trigger corporate distress even in a profitable enterprise (Mclaney, 2017). The cash operating cycle management is thus a very important day to day task to the treasury of AstraZeneca.

Current Ratio
[bookmark: _Toc227230466]The metrics that show a company's capacity to pay off its short-term debts with its most liquid assets are called liquidity ratios. In a situation where profitability is an assurance of long term survival, low liquidity can lead to an eventual corporate collapse, thus cash operating cycle of the business is an important daily task by the management (Mclaney, 2017).

Current Ratio:
Equation: 
	
Current Ratio = (Current Assets)/(Current Liabilities)  
2024 Calculation: $25,827m / $27,866m = 0.93
2025 Calculation: $28,723m / $30,617m = 0.94
The current ratio is the ratio of the total current assets and total current liabilities. In 2024 and 2025, the current ratio of AstraZeneca did not vary significantly (0.93 and 0.94). The conservative theory of finance suggests that the safest ratio is one of 2.0 i.e. the current assets should be two times as much as the current liabilities. It is occasionally a violent and efficient working capital management strategy as compared to a liquidity crisis. They are successfully using supplier credit to finance their day to day operations (Ross, Westerfield, Jordan, 2011).

Quick Ratio (Acid Test)
Quick Ratio = (Current Assets)/(Current Liabilities)
2024 Calculation: ($25,827m - $5,288m) / $27,866m = 0.74
2025 Calculation: ($28,723m - $6,557m) / $30,617m = 0.72
The quick ratio is much more strictly defined as the test of liquidity, in that it fully omits the inventory in testing, as it is generally the hardest part of the current assets that are unusable to generate cash in a short time, unless grossly discounted. The quick ratio of AstraZeneca dropped slightly to 0.72. This implies that even in case the company would be required to pay back all the short term debts without any sales of any inventory the company would only have 72 cents of every dollar that was due (Saini and Bansal, 2020).
[bookmark: _Toc227230467][bookmark: _Toc227367711][bookmark: _Toc227443259]2.3 Gearing Ratios
Gearing or leverage ratios are used to assess how stable a company is financially in the long term through analysing its capital structure. It particularly examines the ratio of debt to equity capital as regards financing operations. High gearing exposes the business to high financial risks since the debt must be paid off with interest irrespective of the business results.
Debt to Equity Ratio
Formula: 
Debt to Equity Ratio =(Total Debt)/(Total Equity) 100

	2024 Calculation: ($28,843m / $40,871m)  100 = 70.57%
	2025 Calculation: ($27,819m / $48,719m)  100 = 57.10%
This is one of the key financial leverage ratios. AstraZeneca recorded a highly positive change in this front, as the debt to equity ratio reduced significantly to 57.10% of the year 2025, compared to its 70.57% in the year 2024. There were two key factors that contributed to this massive decrease. To start with, the total debt obligations were minimally decreased by 28,843 million to 27,819 million dollars. Second, and more significantly, the total equity base increased significantly to 48,719 million, which was enhanced by the good retained earnings of the high net income of the year. The ratio is 57.10 percent which is said to be a very good balance. It also provides the management with a high borrowing power in case they require funding a large new acquisition or research and development activity in the future (Team, 2023).
[bookmark: _Toc227230469][bookmark: _Toc227367712][bookmark: _Toc227443260]2.4 Efficiency Ratios
Activity ratios or efficiency ratios are ratios that determine the effectiveness with which a company is making use of its assets to achieve sales. These measures are a direct result of day-to-day operation management of trade credit, trade debt and stock managing.

Inventory Turnover
Equation: 
Inventory Turnover =(Cost of Sales)/Invetories

	2024 Calculation: $10,207m / $5,288m = 1.93 times
	2025 Calculation: $10,633m / $6,557m = 1.62 times
This ratio shows the number of times the inventory of a company is sold and replaced in a year. The inventory turnover of AstraZeneca declined to 1.62 times in 2025 as compared to the 1.93 times in 2024. This reduction in turnover implies that the company is able to hold longer stocks before it sells them. In the pharmaceutical business, stockpiling can at times be an intentional measure taken to hedge against disruptions in the supply chain or in the event of a big new drug. A reduced turnover however also committed working capital in the warehouse. The management should keep a close watch on this to make sure that the slow turnover is not caused by the low demand on the old products or because of the high number of expired medicines to be sold  (Atarina and Poniman Poniman, 2022).`

Receivables Turnover
Formula: 
Receivables Turnover =(Total Revenue)/(Trade Receivables)

	2024 Calculation: $54,073m / $12,972m = 4.17 times
	2025 Calculation: $58,739m / $15,177m = 3.87 times
This ratio shows how well a business collects the money from its credit sales. Receivables turnover dropped from 4.17 times in 2024 to 3.87 times in 2025. This shows that the time required by AstraZeneca to collect cash among its distributors and healthcare providers has increased on average. Although extending trade credit is useful in increasing sales in the competitive markets, sluggish collections has adverse effects on the cash operating cycle. Considering the tight liquidity status pointed out by the quick ratio, the management is required to take a proactive step to manage and control trade debt so that the cash flows into the business can be easily reinstated (I and S, 2025).
[bookmark: _Toc227230472][bookmark: _Toc227367713][bookmark: _Toc227443261]2.5 Investor Ratios
Shareholders are very crucial because investor ratios enable them to determine the value and returns of their investments. These measures have a great impact on the share price of a firm and its capacity to attract additional equity capital.
Return on Equity (ROE)
Formula: 


	2024 Calculation: ($7,041m / $40,871m)  100 = 17.23%
	2025 Calculation: ($10,233m / $48,719m)  100 = 21.00%
ROE is used to quantify how effectively the firm can make profits out of the investments made by its shareholders. It is the most important ratio of an equity investor perhaps (Aprill, 2020). AstraZeneca did a commendable job in this, as the ROE increased by an impressive 17.23 percent in 2024 and rising to 21.00 percent in 2025. This implies that with every dollar of equity, the company made 21 cents of pure profit. It is a confirmation that the management is not only expanding the revenue of the company, but they are doing it in a manner that generates unending physical benefits to the owners (El Vionita, 2021).

[bookmark: _Toc227230474][bookmark: _Toc227367714][bookmark: _Toc227443262]3. Limitations of Ratio Analysis
[bookmark: _Toc227230475]The first reason is ratio analysis is essentially backward looking. It is completely dependent on previous financial statements. The environment within the business, particularly pharmaceutical industry, evolves at a very fast rate because of new regulatory granting, loss of patents and new competitor breakthroughs. Having a good financial status in 2025 will not necessarily translate to the same success in 2026. Thus, forward looking market analysis has to be coupled with ratios  (Greeshma, Isha and Aithal, 2025).
Moreover, the ratios are best in comparison to the same sized businesses and industry sector standards. When the numbers of AstraZeneca are evaluated in absolute isolation, they are restricted in their usefulness. The current ratio of 0.94 may appear threatening to a retail manager but may be industry best to a global biopharmaceutical company. It is not very easy to find an exactly similar company since the firms do not have the same product portfolio and accounting practices (Collier, 2022).
[bookmark: _Toc227367715][bookmark: _Toc227443263]4. Conclusion
[bookmark: _Toc227230476]The financial performance of AstraZeneca was good but ambivalent in the period of 2024 to 2025. The revenues, operating profit margin, ROCE and ROE became better, and the debt-to-equity ratio decreased, which means better profitability and reduced financial risk in the long perspective (Setiawan et al., 2025). Nevertheless, current and quick ratio were not above 1 indicating tight short-term liquidity. The inventory and receivables turnover were also lower implying inefficient working capital. All in all, AstraZeneca is financially healthy, yet it still requires better liquidity and assets management to be stable in the long run (Maghfirah et al., 2024).
[bookmark: _Toc227367716][bookmark: _Toc227443264]5. Recommendations
In a bid to continue the success with finances that it is currently experiencing and seeking solutions to the weaknesses that have been identified, the following are the strategic recommendations that the Board of Directors should consider:
· Optimise Working Capital and Receivables Collection: Since the liquidity status indicated by the quick ratio is tight, the management should focus on the cash generation. This has been caused by the decline in receivables turnover showing that the cash is being stored with the distributors over a longer period of time (Batrancea, 2021). The company needs to think of providing early payment discount to large healthcare providers to expedite cash receipts. Alternatively, more stringent credit control measures will be put in place so that credit sales can be translated in to liquid cash at a much quicker rate and this will be a safer buffer in terms of short term debt obligations (Abbas, 2025).
· Enhance the Inventory: Despite the fact that the profitability of AstraZeneca has increased, the liquidity position of the company is rather tight, as the current ratio is lower than 1, and so is the quick ratio. The inventory turnover also decreased indicating that the stock turned over at a slower pace in 2025. The management should then strive to ensure that inventory planning, production scheduling and demand forecasting are enhanced in such a way that the inventory levels are efficient and do not affect supply (Sunjoko and Arilyn, 2016).
· Improve R&D Productivity by means of high-technology: the operating profit of AstraZeneca is strongly affected by its huge spending on R&D. This will require the company to strategically invest part of its capital in the integration of artificial intelligence and bioinformatics to its fundamental drug discovery processes to sustain and even increase the operating profit margin. Application of computerised models of sequence and image based representations in genomic studies, can save a lot of time and money that is used in the initial clinical trials (Agrawal, 2018). 



[bookmark: _Toc227422445][bookmark: _Toc227443265]Part 2: Capital Investment Appraisal — Westward Plc
[bookmark: _Toc227422446][bookmark: _Toc227443266]Section A:  Background and Assumptions
[bookmark: _Toc227422447]Westward Plc is a well-established manufacturer of quality curtains and window furnishings based in United Kingdom. The Board of Directors of the company has estimated three candidate investment options upon which the business can be strategically developed over a four year planning horizon. These alternatives are mutually exclusive in the normal analysis but are divisible in Section E because of the capital rationing situation.
These three alternatives including their initial capital needs are as follows:
· Option A - Growth of the current retail store to accommodate all the products.  Initial outlay: £600,000
· Alternative B - Direct-to-consumer sales channel is developed as an internet-based channel.  Initial outlay: £1,000,000
· Alternative C - Diversify to manufacture wooden blinds and Roman blinds.  Initial outlay: £1,600,000

The assumptions that are to be made in this appraisal are as follows: the corporation tax is 25% taxable profit; capital allowances are granted on a straight-line basis at 20% of the initial capital outlay per annum, and produce annual allowances of £120,000 (Option A), £200,000 (Option B) and 320,000 (Option C Complete pre-tax and after-tax calculations are in Appendix C.
[bookmark: _Toc227443267]Section B:  Net Present Value Analysis
[bookmark: _Toc227422448][bookmark: _Toc227443268]B.1  Conceptual Framework
The theoretically best method of capital investment appraisal is Net Present Value, which is the most academically desirable. The technique discounts explicitly all of the estimates of after-tax cash flows to its current value at the cost of capital of the firm and subtracts the initial investment. A positive NPV is an indicator that the project will create a wealth greater than the minimum required to satisfy the investors; when comparing projects, the option with the highest positive NPV creates the largest increase in shareholder wealth and is thus the one to choose (Aprill, 2020; Mclaney, 2017).
Taxation adjustments on the pre-tax cash flows are made as follows: the taxable profit is calculated as the pre-tax cash flow minus the annual capital allowance; corporation tax of 25% is then paid on the taxable profit; and the resulting tax charge is subtracted off the pre-tax cash flow to obtain the after-tax cash flow on which to discount. The 6% discount factors are: Year 1 = 0.9434; Year 2 = 0.8900; Year 3 = 0.8396; Year 4 = 0.7921.
[bookmark: _Toc227422449][bookmark: _Toc227443269]B.2  NPV Calculation - All Three Options

	Item
	Option A — Retail (£600k)
	Option B — Internet (£1,000k)
	Option C — Blinds (£1,600k)

	Initial Outlay (£000)
	-600
	-1,000
	-1,600

	Capital Allowance p.a. (£000)
	120
	200
	320

	
	
	
	

	Year 1: Pre-tax Cash Flow
	200
	400
	450

	Year 2: Pre-tax Cash Flow
	400
	450
	700

	Year 3: Pre-tax Cash Flow
	500
	720
	900

	Year 4: Pre-tax Cash Flow
	700
	980
	1200

	
	
	
	

	Year 1: After-tax Cash Flow
	180.0
	350.0
	417.5

	Year 2: After-tax Cash Flow
	330.0
	387.5
	605.0

	Year 3: After-tax Cash Flow
	405.0
	590.0
	755.0

	Year 4: After-tax Cash Flow
	555.0
	785.0
	980.0

	
	
	
	

	Year 1: PV (DF @6% = 0.9434)
	169.81
	330.19
	393.87

	Year 2: PV (DF @6% = 0.89)
	293.70
	344.88
	538.45

	Year 3: PV (DF @6% = 0.8396)
	340.04
	495.36
	633.90

	Year 4: PV (DF @6% = 0.7921)
	439.62
	621.80
	776.26

	
	
	
	

	Total Present Value (£000)
	1243.17
	1792.23
	2342.48

	Less: Initial Investment
	-600.00
	-1,000.00
	-1,600.00

	NET PRESENT VALUE (£000)
	643.17
	792.23
	742.48



[bookmark: _Toc227422450][bookmark: _Toc227443270]B.3  Results and Board Recommendation
The NPV analysis shows the following results:
Option A (Retail Expansion, £600k):            NPV  =  £643.17k
Option B (Internet Sales, £1,000k):            NPV  =  £792.23k      ◄  RECOMMENDED
Option C (Blinds Production, £1,600k):         NPV  =  £742.48k

The preferred investment is option B- development of an internet sales channel. It produces the best Net Present Value, of £792.23k, which is the highest addition to shareholder wealth in present-value terms, after full allowance to the time value of money, 6% cost of capital, corporation tax at 25 percent and ordinary-line capital allowances. Although B seems to have the second-highest initial investment of 1,000,000, its after-tax cash flow analysis outweighs this capital investment throughout the four-year period of appraisal.
Option C produces the maximum absolute pre-tax revenues in the four years but has a higher initial investment of £1,600,000 hence lowering its NPV to be 742.48k. The lowest NPV of 643.17k is obtained in option A where there is the lowest initial outlay and lower projected revenues. The hierarchy of the NPV is clear: B > C > A. It is therefore recommended that the Board invest in Option B, which aligns with the structural change towards online retail in the home furnishings market in the long term and provides a more scalable, lower-cost pathway to growth than does either a physical retail expansion or a complete manufacturing diversification programme.
[bookmark: _Toc227422451][bookmark: _Toc227443271]Section C:  Internal Rate of Return — Option B
[bookmark: _Toc227422452][bookmark: _Toc227443272]C.1  Method
Internal Rate of Return (IRR) refers to the discount rate in which the Net Present Value of a project is equal to 0. It is a percentage of the expected annualised capital input to give a percentage of the expected annualised return and is computed here by linear interpolation between two trial discounts. Pilot testing of the NPV of option B indicates that the NPV changes to negative between discount rates of 30 and 35 per cent; such trial rates are thus used to interpolate.
IRR  ≈  r₁  +  [ NPV(r₁)  /  (NPV(r₁) – NPV(r₂)) ]  ×  (r₂ – r₁)
[bookmark: _Toc227422453][bookmark: _Toc227443273]C.2  Calculation Table

	Year
	After-tax CF (£000)
	DF @ 30%
	PV @ 30% (£000)
	DF @ 35%
	PV @ 35% (£000)

	Year 1
	350.0
	0.7692
	269.22
	0.7407
	259.25

	Year 2
	387.5
	0.5917
	229.28
	0.5487
	212.62

	Year 3
	590.0
	0.4552
	268.57
	0.4064
	239.78

	Year 4
	785.0
	0.3501
	274.83
	0.3011
	236.36

	Total PV
	
	
	1041.90
	
	948.01

	NPV
	
	
	41.90
	
	-51.99



[bookmark: _Toc227422454][bookmark: _Toc227443274]C.3  Result and Interpretation
Applying the formula:   IRR  ≈  30%  +  [  41.90  /  (41.90 – -51.99) ]  ×  5%  ≈  32.23%
Option B has a rough IRR of 32.23 which is above 6% cost of capital by a standard of 26.23 percentage points. This large margin substantiates the fact that the minimum hurdle rate would be easily met to pay to investors the risk taken in the investment, and that the investment itself would still yield a positive NPV in the event that actual cash flows were significantly below the estimates. The magnitude of the IRR as compared to the cost of capital is another confirmation that the NPV-based recommendation is solid.
[bookmark: _Toc227422455][bookmark: _Toc227443275]Section D:  Interpretation of Results
[bookmark: _Toc227422456][bookmark: _Toc227443276]D.1  The Case for Net Present Value
[bookmark: _Toc227422457]Net Present Value enjoys a unique status as the theoretically best way of capital investment appraisal, with the academic evidence on corporate finance backing up its claims in a comprehensive manner (Aprill, 2020; Mclaney, 2017). The main reasons why this is the case are as follows:
A. The time value of money is properly and accurately included. Discounting future cash flows at the cost of capital, NPV acknowledges that cash receivables in a future date have a lower present-value value than cash receivables in the present day - an economic truth inherent in all markets. This modification is mathematically accurate, and theoretically sound.
B. NPV gives a direct, absolute value of wealth creation by the shareholders. As opposed to the Payback Period, which gives a period of time, or the Accounting rate of return (ARR) which gives a percentage increase in book values, NPV is in monetary terms the precise increase in firm value that is expected. This is directly applicable to the main financial goal of the Board which is attainment of maximisation of the shareholder wealth.
C. The discount rate applied in NPV analysis weighted average cost of capital is a correct way of displaying the risk-adjusted minimum return necessary to both debt and equity investors. Projects yielding returns that are greater than this level will create value; NPV makes sure that the acceptance criterion is in practice sound.
D. NPV has the additive property: NPVs of independent projects can be added to determine the overall impact on firm value to make coherent decisions about capital budgeting at a portfolio level. This property is not shared by the IRR.
[bookmark: _Toc227443277]D.2  The Persistence of Non-Discounting Methods
[bookmark: _Toc227422458]Although theoretically NPV is pre-eminently superior, empirical studies have continuously shown that non-discounting techniques, most notably the Payback Period and the Accounting Rate of Return, continue to be highly popular in practice, especially in smaller and medium sized businesses (Aprill, 2020). This persistence is explained by a number of reasons:
A. Simplicity and communicability: the Payback Period is calculated by dividing the initial investment by the annual cash inflow and does not involve any idea of discounting or present value tables or cost of capital. The outcome is a time frame, which is immediately intuitive and can be communicated to non-financial board members, operational managers and non-financial business owners without any financial expertise.
B. Risk management in Liquidity: Payback Period prioritizes investments that can be recouped in the shortest possible time as practical protection to businesses that have less access to external funding, or where cash-flow pressure is a more immediate issue than wealth maximisation in the long run. Capital recovery is quick in volatile trading environments to lessen exposure to unexpected negative events.
C. Risk proxy role: cash flows in the near term are predictable as compared to those that are expected years three, four, or more. A small payback period thus suggests the limited exposure to forecasting risk which is a convenient but theoretically inefficient proxy of project risk.
[bookmark: _Toc227443278]D.3  Additional Factors for Board Consideration
[bookmark: _Toc227422459]The favourable IRR and positive NPV are the conditions that one must have but not necessary to make the final investment commitment. Westward Plc Board ought to consider the following qualitative and strategic considerations before going to the next step:
A. Market and competitive analysis: the online market of home furnishings in the UK is expanding, yet it is also being marked by a rise in competition among the traditional retailers, platform-based online stores, and new digital businesses. The capital commitment should be preceded by a thorough market sizing and competitive positioning analysis.
B. Operational capability and digital readiness: an efficient e-commerce operation must have skills in web platform development and management, digital marketing, search engine optimisation, order fulfilment and logistics, customer service and returns management. The Board has to determine the presence or cost-effectiveness of these capabilities in the business.
C. Channel brand integrity: The brand integrity as a manufacturer of quality curtains has to be maintained in the digital space of Westward Plc. An inadequately constructed or operated online presence is likely to harm the perceived quality of brand, and have negative effects on the online and offline sales channels.
D. Sensitivity of the cash flows projections: NPV outcome is sensitive to the projected revenues and costs. Formal sensitivity analysis - an experiment to assess the effect of a 10-20% downside on the Year 1 and Year 2 revenues compared to forecast would enable the Board to appreciate the margin of safety in the recommendation prior to capital being incurred.
[bookmark: _Toc227443279]Section E:  Capital Rationing — Optimal Investment Policy
[bookmark: _Toc227422460][bookmark: _Toc227443280]E.1  Framework
Capital rationing occurs when the investment budget of the firm is not large enough to fully finance all the positive-NPV projects at their full magnitude. In this scenario, Westward Plc's total available investment budget is £2,500,000, whilst the aggregate initial cost of all three options at full scale is £3,200,000 (£600,000 + £1,000,000 + £1,600,000). There is a deficit of 700,000 pounds as such against the amount of money to finance the three options fully.
The Profitability Index (PI) is used to determine the optimal allocation of the constrained budget since the three projects are said to be divisible, that is, a proportional amount of any project can be pursued, costs and revenues increase proportionately. The PI prioritizes the projects by the NPV per pound of capital invested; projects of the highest PI are funded until the available budget is exhausted (Aprill, 2020).
Index of profitability (PI) = NPV/Initial Capital Outlay. Lay
[bookmark: _Toc227422461][bookmark: _Toc227443281]E.2  Optimal Allocation Table

	Project
	Cost (£000)
	NPV (£000)
	PI = NPV / Cost
	NPV Earned (£000)
	Fraction

	Option A
	600
	643.17
	1.0719
	643.17
	100%

	Option B
	1000
	792.23
	0.7922
	792.23
	100%

	Option C
	1600
	742.48
	0.4641
	417.64
	56.3%

	TOTAL
	2,500
	
	
	1853.04
	



[bookmark: _Toc227422462][bookmark: _Toc227443282]E.3  Conclusion
[bookmark: _Toc227422463]The Profitability Index ranking is: Option A (PI = 1.0719) > Option B (PI = 0.7922) > Option C (PI = 0.4641). The optimal investment policy is therefore: invest 100% in Option A (£600k, NPV earned £643.17k); invest 100% in Option B (£1,000k, NPV earned £792.23k); and invest 56.3% of Option C (£900k, NPV earned £417.64k) with the remaining £900k of the budget. The mathematically optimal result of the given budget of £2,500,000 is this policy will yield an NPV of 1853.04k. The Board ought to observe that these projects are functionally divisible, especially in respect of the manufacturing diversification of the projects in Option C, and that there might need to be operational structuring to carry out the fractional investing on a proportional basis.
[bookmark: _Toc227443283]Section F:  Financing the Investment Programme
[bookmark: _Toc227422464]The Board of Westward Plc needs to find the most suitable mix of financing instruments to finance the proposed investment. The main sources of finance that can be availed to a company of the profile of Westward Plc are critically evaluated below along with the main pros and cons of each.
[bookmark: _Toc227443284]F.1  Retained Earnings (Internal Finance)
[bookmark: _Toc227422465]Accumulated after tax profits reinvestment is the most economical source of investment capital to an existing profitable company. It does not involve dilution of existing ownership, no transaction or issuance cost, no mandatory repayment requirement and no commercial and legal complication of involving outside financiers. An implicit opportunity cost - the foregone amount of money that shareholders would have got had the company paid them a dividend - is an actual economic cost, which the Board must take notice of. The first restriction, which is in practice, is that the amount of retained earnings that is held at any one time is finite, which can lead to the need to finance larger investment programmes with additional external funds (Aprill, 2020).
[bookmark: _Toc227443285]F.2  Bank Term Loan
[bookmark: _Toc227422466]A commercial bank secured medium term loan is a structured debt financing which is repayable after a specified period at a fixed or variable rate of interest. The amount of interest paid is tax-deductible, which lowers the actual after tax cost of debt to a lower rate than the nominal rate. The disadvantages are the requirement to service principal and interest whether trading is good or bad, the need to secure the asset like a mortgage and assets which can restrict the operational freedom and provision of restrictive financial covenants that restricts the strategic freedom of the management. With the size of investments in question in Westward Plc, such a finance will fit quite well within the risk tolerance of UK commercial banks (Mclaney, 2017).
[bookmark: _Toc227443286]F.3  Equity Finance
[bookmark: _Toc227422467]New equity capital - funds provided by the private investors, business angels, venture capital funds or a private equity firm are a permanent source of capital with no mandatory repayment requirement and no fixed interest rate, so it is a strong source of capital when the initial cash flows could be unpredictable. The great drawbacks are equity investors have to be given a part of the ownership, a board member, and exit rights which are clearly defined, all these limit the management at will and can be in conflict with the long term goals of the existing shareholders. Equity is also usually the costliest source of funds in terms of the rate of investor return required, they are more risky to the holders of the equity compared to those of secured creditors (Ross, Westerfield and Jordan, 2011).
[bookmark: _Toc227443287]F.4  Asset Finance and Leasing
[bookmark: _Toc227422468]Where aspects of the investment entail acquisition of physical assets e.g. IT infrastructure to support the e-commerce platform, warehouse equipment, or retail fit-out materials leasing and hire purchase options enable Westward Plc to benefit with productive assets without necessarily the high capital cost. The expense is distributed over the useful life of the asset by the periodic lease payments and working capital is maintained to meet operational needs. The overall expense of leasing an asset throughout its life is, however, generally greater than the purchase, the mark-up of the lessor and the financing cost, being fixed within the rental plan. The majority of the leases under IFRS 16 have to be recognised in the balance sheet, which will influence the reported gearing ratio (Aprill, 2020).
[bookmark: _Toc227443288]F.5  Government Enterprise Finance Schemes
Westward Plc can apply to be assisted under any of the schemes supported by the UK government -the Enterprise Finance Guarantee, Growth Guarantee Scheme or regional economic development grants of the British Business Bank - especially where the investment is linked to the creation of a new job, development of manufacturing or to exporting. These plans may include concessionary interest rates, partial government guarantees which lessen the actual risk to the lender or non-repayable grant contributions. They however are subject to eligibility requirement, application procedures and lead times which might not be compatible with the investment schedule of the company.

Recommended course of action: a blended approach that will be the most judicious financing alternative to Westward Plc will be a combination of available retained earnings - to reduce cost and eliminate ownership dilution - and a structured bank term loan to finance the remaining part of the required capital. The instalment payments on the loan must be designed to correspond to the expected cash flow profile of the selected investment so that debt services can be easily paid even in case of a low-income scenario. The Board ought to have a reasonable liquidity cushion over the investment term, not to over-leverage the balance sheet and consider the option of eligibility to government scheme as a way of trimming the net borrowing requirement.
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[bookmark: _Toc227422470][bookmark: _Toc227443290]Appendices
[bookmark: _Toc227422471][bookmark: _Toc227443291]Appendix A — AstraZeneca Plc: Key Financial Data (FY2024 & FY2025, $m)
Source: AstraZeneca Plc Audited Consolidated Financial Statements, Annual Reports 2024 and 2025. All figures in US dollars ($m).
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[bookmark: _Toc227422472][bookmark: _Toc227443292]Appendix B - AstraZeneca Plc: Ratio Calculations (FY2024 & FY2025)

	Ratio Formula
	FY 2024 Calculation ($m)
	FY 2025 Calculation ($m)

	PROFITABILITY RATIOS
	
	

	GPM = Gross Profit / Revenue × 100
	43,866 / 54,073 × 100 = 81.12%
	48,106 / 58,739 × 100 = 81.90%

	OPM = Operating Profit / Revenue × 100
	10,003 / 54,073 × 100 = 18.50%
	13,743 / 58,739 × 100 = 23.40%

	ROCE = Operating Profit / (Total Assets – Current Liabilities) × 100
	10,003 / (104,035–27,866) × 100 = 13.13%
	13,743 / (114,074–30,617) × 100 = 16.47%

	LIQUIDITY RATIOS
	
	

	Current Ratio = Current Assets / Current Liabilities
	25,827 / 27,866 = 0.93
	28,723 / 30,617 = 0.94

	Quick Ratio = (Current Assets – Inventories) / Current Liabilities
	(25,827–5,288) / 27,866 = 0.74
	(28,723–6,557) / 30,617 = 0.72

	GEARING RATIOS
	
	

	Debt-to-Equity = Total Debt / Total Equity × 100
	28,843 / 40,871 × 100 = 70.57%
	27,819 / 48,719 × 100 = 57.10%

	EFFICIENCY RATIOS
	
	

	Inventory Turnover = Cost of Sales / Inventories
	10,207 / 5,288 = 1.93x
	10,633 / 6,557 = 1.62x

	Receivables Turnover = Revenue / Trade Receivables
	54,073 / 12,972 = 4.17x
	58,739 / 15,177 = 3.87x

	INVESTOR RATIOS
	
	

	ROE = Net Income / Total Equity × 100
	7,041 / 40,871 × 100 = 17.23%
	10,233 / 48,719 × 100 = 21.00%



[bookmark: _Toc227422473][bookmark: _Toc227443293]Appendix C - Westward Plc: After-Tax Cash Flow Workings
Corporation tax at 25% applied to taxable profit. Taxable profit = pre-tax cash flow less annual capital allowance (20% straight-line of initial investment). Option A: £120,000 p.a.; Option B: £200,000 p.a.; Option C: £320,000 p.a. All figures in £000.

	Option
	Year
	Pre-tax CF
	Cap Allow.
	Taxable Profit
	Tax @25%
	After-tax CF

	Option A (£600k)
	Year 1
	£200k
	£120k
	£80k
	£20k
	£180.0k

	
	Year 2
	£400k
	£120k
	£280k
	£70k
	£330.0k

	
	Year 3
	£500k
	£120k
	£380k
	£95k
	£405.0k

	
	Year 4
	£700k
	£120k
	£580k
	£145k
	£555.0k

	Option B (£1,000k)
	Year 1
	£400k
	£200k
	£200k
	£50k
	£350.0k

	
	Year 2
	£450k
	£200k
	£250k
	£63k
	£387.5k

	
	Year 3
	£720k
	£200k
	£520k
	£130k
	£590.0k

	
	Year 4
	£980k
	£200k
	£780k
	£195k
	£785.0k

	Option C (£1,600k)
	Year 1
	£450k
	£320k
	£130k
	£33k
	£417.5k

	
	Year 2
	£700k
	£320k
	£380k
	£95k
	£605.0k

	
	Year 3
	£900k
	£320k
	£580k
	£145k
	£755.0k

	
	Year 4
	£1200k
	£320k
	£880k
	£220k
	£980.0k
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