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Executive Summary
Part 1 examines the financial position of Tesco Plc between 2023-2024. The results indicate a healthy position, as the operating profit margin is nearly doubled to 4.14 percent. It was primarily led by the Save to Invest initiative that reduced business complexity and improve flexibility. Actions such as selling its banking division and repurchasing shares also some strategic step that benefits the company. The earnings per share enhanced to 16.9p in 2024, which implies improved shareholder value. Proper assets management and the investment in high-margin digital services are important to become stable in the long term. Overall, Tesco Plc has a good financial status and is prepared compete in the future competitive market. 
Part 2 evaluated the 3 investment options by using NPV, IRR and capital rationing techniques, where Option B has been recommended as the best option of project due to the highest NPV and stronger IRR. As the funds becomes limited to £2.5 million and projects becomes divisible, the optimal policy becomes to making investment fully in the Option A and B and partially in Option C, for generating total NPV of around £1.85 million.
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[bookmark: _Toc218729938]Part 1: Tesco’s Financial Analysis
[bookmark: _Toc218729939]1.0 Introduction
Tesco Plc is a London stock exchange listed company and constituent of the FTSE 100 (London Stock Exchange, 2026). It is a large retailer in United Kingdom (UK) of affordable, healthful, and sustainable food (Tesco Plc, 2026).
[image: ]
[bookmark: _Toc218729896]Figure 1: Tesco Plc Logo 
(Source: Tesco Plc, 2026)
It is the largest grocery store chain within UK and controls huge market (Davey, 2024). Tesco uses data in its Clubcard loyalty program to maintain pace with the requirements of the modern shopper and manage a complex global supply chain (Insight Ikano, 2025). Tesco has an extensive network of stores and a highly developed online delivery service, which is visited by millions of consumers weekly. Tesco has become a leader due to its size, low cost, and digital capabilities. 
[image: ]
[bookmark: _Toc218729897]Figure 2: UK Grocery Market Share 
(Source: Davey, 2024)
This report is prepared with the aim of providing complete consideration of the finances of Tesco Plc to the directors of the company. It audits the performance and health of the company in two years, 2023 through 2024. Various financial techniques, including ratio analysis and trend analysis, allow us to examine profits, cash, debt, efficiency and investor returns. We also consider the impact of internal plans and external economic forces on the company. The primary objective is to provide professional guidance that will enhance money management and ensure that the business is sustainable in the long run in a competitive retail space. 
[bookmark: _h9zf3ccq97n5][bookmark: _Toc218729940]2.0 Financial Ratio Analysis 
Ratio analysis is a way of evaluating the financial well-being of a company on the basis of numbers in its accounts. These metrics can be divided into some categories, namely profitability, liquidity, efficiency, gearing and investors. The categories provide a complete image of the effectiveness of the functioning of the company and its stability. 
[bookmark: _yj2tsrh7kifv][bookmark: _Toc218729941]2.1 Profitability Ratios 
[image: ]
[bookmark: _Toc218729887]Table 1: Profitability Ratios
(Source: Self-Created)
Tesco performed well between 2023 and 2024 financially. It increased its gross profit margin to 7.11% up to 2024, compared to 5.15% in 2023.  This indicates that Tesco is more effective in its cost and price control although there is stiff competition. There was also an improved operational efficiency. The Operating Profit Margin increased nearly twice, changing from 2.16 percent to 4.14 percent. The Net Profit Margin went up to 1.75% as compared to 1.13%. Though the upward trend itself represents greater value to shareholders, and overall money management. 
[bookmark: _5sj8mvsaikb2][bookmark: _Toc218729942]2.2 Liquidity Ratios
[image: ]
[bookmark: _Toc218729888]Table 2: Liquidity Ratios
(Source: Self-Created)
Liquidity ratios indicate the ability of a company to pay current debt obligations without using external funds. The liquidity ratios of Tesco indicate that the company slightly decreased in its capacity to cover the short-term debts from 2023 to 2024. Current Ratio declined to 0.66 in 2024 as compared to 0.70 in 2023, and this implies the firm contains a higher quantity of short-term liabilities compared to short-term assets. This is typical in the retail business due to a high turnover in inventory and a credit agreement with suppliers. Quick Ratio decreased as well in the year 2023 to 2024, from 0.55 to 0.46, respectively. This figure is also lower as it does not include inventory, and thus the smaller figure will reflect that Tesco will not use up more liquid assets to settle short-term debts. The Cash Ratio increased from 0.14 in 2023 to 0.18 in 2024, indicating that a minor percentage of the debt is paid by cash. Finally, these figures imply that despite Tesco operating with efficiency, it will have to pay close attention to the working capital so that it can maintain the required flexibility in its financial obligations in the future. 
[bookmark: _o7zrmer1vwj9][bookmark: _Toc218729943]2.3 Gearing Ratio
[image: ]
[bookmark: _Toc218729889]Table 3: Gearing Ratio
(Source: Self-Created)
The gearing ratio of Tesco increased to 48.72% in 2024, which was 45.65% in 2023, indicating that the company has a higher amount of long-term debt relative to the equity of its shareholders. An increase in the level of gearing means that the company has too much risk when the economy slows down, but on the other hand, it demonstrates that the company is borrowing funds to expand. The management ought to monitor this trend in order to maintain the capital structure. 
Solvency Ratios 
[image: ]
[bookmark: _Toc218729890]Table 4: Solvency Ratios 
(Source: Self-Created)
The solvency ratios specify whether a firm is able to pay its long-term debts and whether it is has healthy position to compete in the long-run. Solvency ratios of Tesco Plc indicate potential long-term financial well-being in the years 2023 and 2024. The debt ratio declined by 0.74 in 2023 to 0.72 in 2024, indicating that fewer assets of the firm are being financed through borrowing. This decreases financial risk and strengthens the asset base relative to the total liabilities of the company. The company assets are owned more by its shareholders. In the year 2024, the equity ratio increased to 0.30 compared to 0.27 in the year 2023. The debt-to-equity ratio dropped to 2.42 in 2024, compared to 2.75 in 2023. That indicates that the company does not depend on external borrowing as much as it uses the equity of the company. A combination of these values demonstrates that this company has reduced its leverage, and it is in a better position to cover long-term obligations. 
[bookmark: _f12twadoa7mo][bookmark: _Toc218729944]2.4 Efficiency Ratios
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[bookmark: _Toc218729891]Table 5: Efficiency Ratios
(Source: Self-Created)
Tesco Plc efficiency ratios are used to determine the healthiness of the business in terms of utilising the primary operating assets as well as liabilities. The inventory turnover period increased slightly whereby it has increased to 14.95 days in 2024 as compared to 14.39 days in 2023. This minimal transformation implies an extremely insignificant reduction of the rate at which stock is sold, yet it is most efficient for a supermarket chain. The number of days to collect money amongst the customers remained relatively constant at 6.86 days in 2023 and 6.92 days in 2024 and reflecting a stable credit policy. Debtor turnover increased to 58.16 days in 2024 compared to 55.78 days in 2023, and this indicates that it requires more time to pay suppliers and this impact on cash flow. Such numbers indicate that Tesco maintains a proper control of its working capital, raising money within a short period and paying suppliers in a well-thought manner. 
[bookmark: _yfgy9f25x9b2][bookmark: _Toc218729945]2.5 Investor Ratios
[image: ]
[bookmark: _Toc218729892]Table 6: Investor Ratios
(Source: Self-Created)
The company made 16.9p earning per share in 2024 as compared to 10.1p in 2023. This expansion can be explained by increased net profits. The level of return on equity increased to 10.18 in 2024 as compared to 6.02 in 2023. This demonstrates that managers can easily transform the money offered by shareholders into profit. The rise indicates that the company is utilising its capital more effectively and has superior earnings. Such figures offer an optimistic projection to both existing and potential investors since the firm is achieving better financial returns. 
[bookmark: _yn38rjyox1x][bookmark: _3295uzem213q][bookmark: _Toc218729946]3.0 Critical Evaluation of Financial Performance 
[bookmark: _nbsw12l85fwm][bookmark: _Toc218729947]3.1 Internal Factors 
The strategic activities and daily management decisions of Tesco Plc in 2023-2024 had a significant impact on its financial performance changes. One of the major drivers was the Save to Invest programme, which was designed to reduce business complexity to enable the company to sell at lower prices to the customers (Tesco Plc, 2025). This resulted enhancing operating profit margin which has almost doubled, changing from 2.16 percent in 2023 to 4.14 percent in 2024. The growth confirms that the attention to cost-effectiveness assisted in counterbalancing rising costs of the supply-chain. 
Another significant internal action was the stronger incorporation of the Clubcard loyalty scheme with pricing. The company has retained its customers by improving the application of Clubcard Prices, as well as using data analytics to sustain future customer return and maximise sales (Tarry, 2024; Station10, 2020). By this plan, the gross profit margin increased by 5.15 percent in 2023 to 7.11 percent in 2024. It shows that the management employed internal data in order to increase revenue and remain competitive with other competitors.  
In early 2024, the decision to sell the banking operations was a significant move towards being competitive (Tesco Plc, 2024a). Share buyback program employed by Tesco is a major force behind the shareholder returns, which demonstrates that Tesco has a robust balance sheet and capacity to continue generating high future cash flows (Tesco Plc, 2025). This action increased the earnings per share by 10.1p to 16.9p. These financial choices combined served to solidify the place of Tesco in the market. 
[bookmark: _i4fvc9gfzaup][bookmark: _Toc218729948]3.2 External Factors
Tesco business and profits were impacted by the economic conditions. There was an increase in food prices (Inman, 2025). It strained the company's ability to manage the increase in cost in the supply chain and deliver value to the customers. In May 2024, a level of 2.0 was reached, and this was the first-time inflation met the target of the Bank of England, since July 2021 (Francis-Devine et al. 2024). It can be shows in the increasing gross profit margin in Tesco which increased to 7.11 percent. 
[image: ]
[bookmark: _Toc218729898]Figure 3: Inflation rate of UK in 2024
(Source: Francis-Devine et al. 2024)
Financial changes were also driven by the intense competition. Tesco was forced to spend heavily on its Aldi Price Match program to defend their market share, as discount stores such as Aldi and Lidl rose in the market (Jolly, 2024; Carroll, 2023). Moreover, the minimum wage raises heightened labour expenses within the retail industry (World at Work, 2023).
The general economic situation was affecting the solvency of Tesco and investor ratios. The interest rates were high which increased the cost of borrowing thereby the company has a gearing ratio 48.72% in 2024. The UK labour market is resilient, and a slight growth in consumer confidence at the end of 2024 contributed to a total revenue growth of 4.4 percent. These external environments demonstrate that although Tesco made good internal development, it was extremely vulnerable to the overall UK economic wellbeing and competition.
[bookmark: _6vurkv4zfx6i][bookmark: _Toc218729949]3.3 Trend Analysis  
Based on the Tesco 2023-2024 indicators of the financial and operational performance, a positive turnaround has been observed. The net profit margin has increased to 1.75% in 2024 as compared to 1.13% in 2023. This has been enhanced by the major contribution of internal cost-saving programmes that enabled the maintenance of visible profits despite the inflation. Tesco margins are stable and the overall revenue grew to £68,187 million in 2024 from £65,322 million in 2023 (Tesco Plc, 2024b). 
[image: ]
[bookmark: _Toc218729899]Figure 4: Trend Analysis 
(Source: Self-Created in Excel)
The company is also more efficient in working capital management. Gross profit increased in 2023 to 2024 by 3,361 million to 4,849 million indicating that the cost of sales is lower in comparison to the revenue. The total assets decreased to 39,256 million in 2024 from 45,658 million in 2023. Also, liabilities decreased to 33,629 in 2024 to 28,252 million respectively. These transformations decrease the debt and make the balance sheet strong. 
[image: ]
[bookmark: _Toc218729900]Figure 5: Trend Analysis for Profit 
(Source: Self-Created in Excel)
The operating profit also increased more than twice as it increased to £2821 million in 2024 rising from £1410 million in 2023. This indicates that Tesco is earning more profit, using its finances appropriately and providing more value to the shareholders.  In general, the two-year trend reflects the indication of a strong business. The statistics indicate that Tesco is financially stable and it is in a better position than previous year. 
[bookmark: _o846izgp2h74][bookmark: _Toc218729950]4.0 Limitation of Financial Analysis
Financial ratio and trend analysis provide good information but also has limitations.  The analysis is based on real past that has been published performance by the company. Therefore, ratio metrics do not necessarily demonstrate the way the company will perform in future (Corporate Finance Institute, 2026). Moreover, published accounts will just provide an overview, which may cover actual operational issues. Ratio analysis usually presents the indications of monetary operation, but not its causes. The other problem is that comparisons are difficult to make when the economic settings and prices change. Alos, it is difficult to compare various firms as they have different risks and may have different accounting practices. Thus, ratios are a beneficial tool which should be combined with qualitative information in order to have a complete picture of the health of a company.
[bookmark: _67yfq8w8azyl][bookmark: _Toc218729951]5.0 Strategic Recommendations
Based on the analysis of Tesco Plc, it can be recommended that, Tesco needs to improve its financial management to maintain its long-term financial level. The management must enhance the liquidity of the firm. The current ratio and quick ratio are dropping, indicating that Tesco has minimal liquid assets. To ensure that there is a balance between assets and liabilities, a firm should handle its current assets using certain techniques and practices to ensure that the company does not experience issues of solvency and profitability (Nworie, Moedu and Onyali, 2023). Proper inventory management is useful to the firms to maximise the use of the assets. 
Planning for the future is essential to a business. A corporate entity can hardly be successful when it fails to plan the future in an organised manner (Atrill, 2019). Also, the company must continue to emphasise the Save to Invest plan, although it ought to place more emphasis on high-margin revenue streams. The firm has performed well in increasing its operating profit margin, indicating that the firm is managing its costs adequately. It needs to invest in online retail media and data services to continue enhancing them. Such fields can yield greater returns than normal grocery sales. Their expansion will diversify the sources of income and prevent the net profit margin from declining. 
Close attention should be paid to the way the company is funded by the board. The management should consider making share buybacks. The flexibility of the buying back shares over the paying dividend is that it allows more investment optimization (Jamadar et al. 2024). The company should also continue investing in supply-chain automation and energy-saving technology. These steps can lower the increase of labour and energy costs and help the firm to sustain in the long term. With such financial and operational plans, the company has the potential of remaining competitive in the market and continuing to provide good returns to its shareholders. 
[bookmark: _cxk6kj52960v][bookmark: _Toc218729952]6.0 Conclusion
The financial analysis of Tesco Plc of 2023-2024 reveals that operating profit and net profit margin increased significantly, indicating that the company is operating more financially and at a good level of control. Total revenue increased to 68,187 million pounds in 2024, and net profit margin increased to 1.75 percent despite the stiff competition posed by other competitors. Its efficiency remained healthy, but the liquidity ratios declined slightly. Nevertheless, in the future of the retail market the company seems prepared to retain its market leadership. Emphasis on cost saving and the utilisation of digital data has established a strong foundation to grow in the future. Although labour expenses and intense competition are issues, the business model has shown that it is capable of providing higher value to shareholders. The company remains safe through a balance between debt management and an investment in technology. Concisely, Tesco PLC is stable in its financial position and has space to be successful over the next few years. 


[bookmark: _Toc218729953]Part 2: Westward Plc
[bookmark: _Toc218639596][bookmark: _Toc218729954]Introduction
The capital investment related decisions are highly critical for the organisations which are seeking for maximising shareholder value and ensuring long-term sustainability. The report evaluates three proposed investment options for Westward Plc by using the recognised investment appraisal techniques, specifically the NPV and IRR. The assessment incorporates taxation, capital allowance and time value of money for ensuring the realistic decision-making process. In addition to that, capital rationing has been applied under the limited funds scenario for identifying the optimal investment mix.
[bookmark: _Toc218639597][bookmark: _Toc218729955]a. Calculation of net present value 
[bookmark: _Toc218639598][bookmark: _Toc218729956]Option A
· Initial investment: £600,000
· Capital allowance: 20% × 600 = £120,000 per year
· Tax shield: 25% × 120 = £30,000 per year
	Year
	Pre-tax CF
	CF × 0.75
	+ Tax shield
	After-tax CF
	DF
	PV

	1
	200
	150
	30
	180
	0.943
	169.7

	2
	400
	300
	30
	330
	0.890
	293.7

	3
	500
	375
	30
	405
	0.840
	340.2

	4
	700
	525
	30
	555
	0.792
	439.6


[bookmark: _Toc218639579][bookmark: _Toc218729893]Table 7: Option A: NPV Calculation
(Source: Self-Created)
Total PV of inflows = £1,243.2k
NPV (A) = 1,243.2 − 600 = £643.2k
[bookmark: _Toc218639599][bookmark: _Toc218729957]Option B
· Initial investment: £1,000,000
· Capital allowance: 20% × 1,000 = £200,000 per year
· Tax shield: 25% × 200 = £50,000 per year
	Year
	Pre-tax CF
	CF × 0.75
	+ Tax shield
	After-tax CF
	DF
	PV

	1
	400
	300
	50
	350
	0.943
	330.1

	2
	450
	337.5
	50
	387.5
	0.890
	344.9

	3
	720
	540
	50
	590
	0.840
	495.6

	4
	980
	735
	50
	785
	0.792
	621.7


[bookmark: _Toc218639580][bookmark: _Toc218729894]Table 8: Option B: NPV calculation
(Source: Self-Created)
Total PV of inflows = £1,792.3k
NPV (B) = 1,792.3 − 1,000 = £792.3k
[bookmark: _Toc218639600][bookmark: _Toc218729958]Option C
Initial investment: £1,600,000
Capital allowance: 20% × 1,600 = £320,000 per year
Tax shield: 25% × 320 = £80,000 per year
	Year
	Pre-tax CF
	CF × 0.75
	+ Tax shield
	After-tax CF
	DF
	PV

	1
	450
	337.5
	80
	417.5
	0.943
	393.7

	2
	700
	525
	80
	605
	0.890
	538.5

	3
	900
	675
	80
	755
	0.840
	634.2

	4
	1,200
	900
	80
	980
	0.792
	776.2


[bookmark: _Toc218639581][bookmark: _Toc218729895]Table 9: Option C NPV calculation
(Source: Self-Created)
Total PV of inflows = £2,342.6k
NPV (C) = 2,342.6 − 1,600 = £742.6k


[bookmark: _Toc218639601][bookmark: _Toc218729959]Recommendation based on the NPV analysis: Selected Option B 
Based on the NPV calculations performed for the 3 proposed investment options, Option B (Developing into internet sales) is not suitable and financially viable selection for the Westward Plc. Such recommendations are grounded for both quantitative financial evidence and strategic business considerations and derived from the results of investment appraisal (Fernando, 2025). 
From the financial perspective, Option B generates the highest NPV of around £792300 at the cost of capital of 6% in compared with £643200 for Option A, and £742600 for Option C. As addressed to the investment appraisal theory, the project having the highest positive NPV needs to be selected as it maximised the shareholder wealth. The NPV directly measures the absolute value added to the firm after accounting for the time value of money including; taxation, and capital allowances (Corporate Finance Institute, 2025). On this note, Option B contributes to the greatest economic benefit over the 4-year planning horizon. 
Option B has demonstrated a strong and consistent after-tax cash flows across 4 years of timeframe. Unlike the Option A that shows relatively lower early cash inflow, Option B produces the substantial returns from the 1st year. The early cash inflows can reduce the risks, improve the liquidity while enhancing company’s ability to reinvest and withstand the adverse market conditions. As Option C generates higher nominal cash flows during the later years, this needs to have a larger investment of £1.6 million and exposed the business to a higher financial risk and capital commitment. The risk adjusted performance supports the Option B, while an approximate internal rate of return or IRR of 32.5% is higher than the organization’s cost of capital (6%). This addresses stronger margin of safety, even though Option C might deliver higher returns (Mstock, 2024). Its scale and capital intensity create an intense exposure to the operational, market and demand uncertainty.
From the strategic point-of-view, development of the internet sales is aligned properly with the modern retail trends and consumer behaviors. The online channels offer better scalability, including; wider market reach, and lower fixed costs in compared to the expansion of physical retail space and investment in new manufacturing lines. The option B provides better flexibility that allows Westward Plc to quickly adopt the changing customer preferences.    
[bookmark: _Toc218639602][bookmark: _Toc218729960]b. Identifying the appropriate IRR from the above  
Selected option: Option B
Initial investment: £1,000,000
NPV at 6% = +£792.3k (already calculated)
Recalculate NPV at a higher discount rate (assume 25%)
Discount factors at 25% (approx.)
· Year 1: 0.800
· Year 2: 0.640
· Year 3: 0.512
· Year 4: 0.410
After-tax cash flows
	Year
	After-tax CF
	DF @25%
	PV

	1
	350
	0.800
	280.0

	2
	387.5
	0.640
	248.0

	3
	590
	0.512
	302.1

	4
	785
	0.410
	321.9



Total PV @25% = £1,152.0k (positive)
1,152.0 - 1,000 = +£152.0k
Recalculate NPV at 35%
Discount factors at 35% (approx.)
· Year 1: 0.741
· Year 2: 0.549
· Year 3: 0.407
· Year 4: 0.301
	Year
	After-tax CF
	DF @35%
	PV

	1
	350
	0.741
	259.4

	2
	387.5
	0.549
	212.7

	3
	590
	0.407
	240.1

	4
	785
	0.301
	236.4


Total PV @35% = £948.6k
948.6 - 1,000 = -£51.4k
IRR formula:
[image: ]
Here: 
· L: 25% (NPV = +152)
· H: 35% (NPV = -51.4)
IRR: 25 + (152 / 152 + 51.4) * 10
Or, 25 + (0.747 * 10)
IRR: 32.5%. 
[bookmark: _Toc218639603][bookmark: _Toc218729961]c. Interpretation of the results for management   
[bookmark: _Toc218639604][bookmark: _Toc218729962]i. Theoretical argument for supporting NPV as best investment appraisal method  
NPV is widely regarded in the financial theory and practice as most robust and reliable method of the investment appraisal, specifically as the organisations are making long-term capital investment decisions (Chen, 2022). The core theoretical strength of the NPV mainly lies in the ability of measuring an absolute value creation by incorporating the time value of money, risks and shareholder wealth maximisation. These are noted as the central principle of modern corporate finance (Dobrowolski and Drozdowski, 2022). 
One of the major theoretical argument in favour of the NPV is the direct alignment with stakeholder wealth maximisation objective. As addressed to the financial theory, the primary goal of the business is to maximise wealth of shareholders. In this case, NPV measures the increase in firm’s values that caused from project by calculating the present value of the expected future cash flows minus the initial investment. The positive NPV addresses that a project generates the returns above from firm’s cost of capital and adds an optimum value (McCracken, 2025). In contrast to this, the methods such as, payback period failed to assess the profitability and do not indicate if shareholder values have been enhanced. 
Apart from that another major theoretical advantage of the NPV is that it completely incorporates the time value of money. The money received in the current day is more than money received in future times due to the inflation, risks and opportunity costs. NPV discounts future cash flows by using firm’s cost of capital, while reflecting minimum required rate of return expected by the investors (Hayes and Clarke, 2025). This makes the NPV superior to the accounting-based methods including ARR, that relies on the accounting profits besides actual cash flows and ignoring discounting factors. The NPV is also theoretically superior as it uses the cash flows instead of the profitability, and aligns with the economic reality (Militaru, 2020). The investment decisions need to be based on cash flows, as these determines firm’s liquidity and ability for reinvestment, pay dividends and service debts. The business failures have taken place despite of the reported accounting profits due to the poorer cash flow management, while addressing the need of cash flow based on appraisal methods such as the NPV. 
From the risk and decision-consistency perspective, the NPV avoids the reinvestment assumptions flaw presented in the IRR. The IRR assumed that interim cash flows are reinvested at the project’s IRR, which can be proven as unrealistic when IRRs are unusually higher. The NPV, assumes reinvestment at the cost of capital, which is a realistic and theoretically sound assumptions (Militaru, 2020; Fernando, 2025). This can make the NPV to become suitable while comparing with mutually exclusive projects of different sizes, durations and cash flow patterns. The real-life corporate practice supports theoretical preferences for the NPV, while empirical evidences observed from the large multinational company’s shows that NPV is the primary capital budgeting tool which is used in the strategic investment decisions, specifically for the infrastructure, digital transformation and international expansion projects.      
[bookmark: _Toc218639605][bookmark: _Toc218729963]ii. Reasons for the continued popularity of non-discounting methods of investment appraisal
Despite the stronger theoretical support for the discounted cash flow techniques, such as net present value (NPV), non-discounting methods, specifically the payback period and accounting rate of return (ARR) remained widely used by the decision makers, who are in practice (Ebsco, 2025). Their continued popularity can be explained by the combustion of the practical, behavioural, and organisational factors specifically in the SMEs and context of operational management. One of the major reasons for the popularity of non-discounting methods in their simplicity and ease of understanding (Maverick, 2025). Both payback and ARR need to have minimal financial expertise and this can be calculated without having complex discounting techniques. Different operational managers and non-finance directors prefers the methods as they are intuitive and easy for communicating. For example, “the project pays back in the three years” is more persuasive in terms of the boardroom discussions in compared to the explanation of discount rates and presenting value concepts (Maverick, 2025). In real business environment where the time and analytical resources has become limited, the simplicity becomes a major advantage.
Another major factor is the strong focus on liquidity and cash recovery, specifically in the uncertain economic conditions. The payback period emphasises the way an investment recovers its initial costs, specifically being valuable for the firms that are facing the cash constraints and operating in a volatile market (Kangan and Kindness, 2025). During the periods of the economic uncertainty, including; post-pandemic recovery or high inflation different organizations prioritizes the short-term cash survival over the long-term value maximization. This addresses the reason retail, hospitality and manufacturing SME’s relies on the payback period while approving the capital expenses. 
The behavioral and risk related considerations plays a major role, where non-discounting methods are perceived as a less risky aspect while focusing on the early cash inflows and avoiding long forecasting horizons (Ugcmoocs, 2024). Managers need to distrust long-term cash flow projections due to the market uncertainty, including; technological change, or regulatory risk. As a result of this decision-makers might favour projects which has a shorter payback period even if the NPV becomes lower. The behavioral reflects the managerial risk aversion besides than purely rationalize the financial optimizations (Andersen and Young, 2025). ARR remained as a popular option as it aligns with the accounting performing measures which is used in the internal reporting, including return on capital employed or ROCE. The senior managers are often evaluated and rewarded based on the accounting profits besides cash flows, while making ARR as a consistent element with the internal control system.
[bookmark: _Toc218639606][bookmark: _Toc218729964]iii. Identifying factors to be considered before an investment decision making                              
Before making the financial decisions, managers need to consider different qualitative and strategic factors, alongside of the financial appraisal results including; NPV and IRR. 
Strategic fit
One of the major factors is the strategic fit, based on which the proposed investment needs to be aligned with the organisation’s long-term objectives, competitive positioning and core capabilities. For examples, the project having higher NPV might be proven as unsuitable if it diverts the resources away from firm’s core market and dilutes the brand identity (Gallant, 2025). This is connected with the operation feasibility which includes availability of skilled labours, technology, supply chains, and managerial capacity and needs to apply the project in a successful manner. 
Risk and uncertainty 
This needs to be assessed beyond what has been captured in the discount rates. The market demand and volatility, including technology obsolesce, regulatory changes, and competitive responses can affect the outcomes (Gallant Capital, 2025). The scenario assessment including sensitivity assessment assists the managers to understand the way changes in key assumptions can create an impact in project performances.
Financial flexibility and funding capacity
Even for some of the highly complex and profitable projects cash flow related stains can be noted. At the same time, ethical, legal and environmental implications need to be evaluated as the non-compliance can cause a damage to the reputation and causes long-term costs. 
[bookmark: _Toc218639607][bookmark: _Toc218729965]d. Optimal investment policy resulting total NPV from the investment policy
Capital Rationing Problem (Divisible Projects)
Following are given:
Total funds available: £2,500,000
Projects are divisible
NPVs and initial investments already calculated:
	Option
	Initial Investment (£m)
	NPV (£m)

	A
	0.6
	0.643

	B
	1.0
	0.792

	C
	1.6
	0.743



Calculate NPV per £1 invested (Profitability Index basis)
[image: ]
	Options
	Calculation
	NPV per £

	A
	0.643 ÷ 0.6
	1.072

	B
	0.792 ÷ 1.0
	0.792

	C
	0.743 ÷ 1.6
	0.464



Ranking highest to lowest:
1. Option A
2. Option B
3. Option C
Allocate funds in ranking order
Option A (first)
· Investment required = £0.6m
· Funds remaining = £2.5m − £0.6m = £1.9m
· NPV gained = £0.643m
Option A (first)
· Investment required = £0.6m
· Funds remaining = £2.5m − £0.6m = £1.9m
· NPV gained = £0.643m
Option C (fractional investment)
· Full investment required = £1.6m
· Funds available = £0.9m
Fraction undertaken:
0.9 / 1.6 
Or, 0.5625 (56.25%)
NPV from Option C: 0.5625×0.743 = £0.418m
Total NPV from optimal investment policy
	Investment
	NPV (£m)

	Option A (100%)
	0.643

	Option B (100%)
	0.792

	Option C (56.25%)
	0.418

	Total NPV
	£1.853m



Therefore, the optimal investment policy should be as below:
· Undertake Option A in full
· Undertake Option B in full
· Undertake 56.25% of Option C
Total NPV is £1.85 million 
[bookmark: _Toc218639608][bookmark: _Toc218729966]Conclusion 
Based on the complete set of the calculations and assessment, Option B is noted as the most suitable standalone investment, as it delivers highest NPV and substantial IRR above from the cost of capital. This addresses stronger value creation and acceptable risk-return profile. Under the carpal rationing conditions, optimal strategy is to making reinvestment in Option A and B including Option C partially, which causes maximum achievable total NPV. On the other hand, the assessment has demonstrated that a rational investment decision requires to prioritise the NPV while considering the funding constraints, risk exposure and strategic alignment for ensuring a sustainable financial performance.
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[bookmark: _Toc218729971]Appendix 1: Financial Statements
	Group Income Statement

	 
	24 February 2024 Total £m
	25 February 2023 Total £m

	Continuing operations 
	 
	 

	Revenue from sale of goods and services
	67,673
	64,864

	Insurance revenue(b)
	514
	458

	Revenue
	68,187
	65,322

	Cost of sales
	62,836
	61,516

	Insurance service expenses(b)
	454
	408

	Net expenses from reinsurance contracts held(b)
	48
	37

	Gross profit/(loss)
	4,849
	3,361

	Administrative expenses
	2,028
	1,951

	Operating profit/(loss)
	2,821
	1,410

	Share of post-tax profits of joint ventures and associates
	6
	8

	Finance income
	267
	87

	Finance costs
	805
	623

	Profit/(loss) before tax from continuing operations
	2,289
	882

	Taxation
	525
	224

	Profit/(loss) for the year from continuing operations
	1,764
	658

	Discontinued operations
	 
	 

	Profit/(loss) for the year from discontinued operation
	572
	78

	Profit/(loss) for the year
	1,192
	736

	Attributable to:
	 
	 

	Owners of the parent
	1,188
	737

	Non-controlling interests
	4
	1

	 
	1,192
	736


(Source: Tesco Plc, 2024b)
	Group Balance Sheet

	 
	24 February 2024 £m
	25 February 2023 £m
	26 February 2022 £m

	Non-current assets
	 
	 
	 

	Goodwill and other intangible assets
	5,066
	5,375
	5,360

	Property, plant and equipment
	17,221
	16,862
	17,060

	Right of use assets
	5,478
	5,500
	5,720

	Investment property
	24
	24
	22

	Investments in joint ventures and associates
	102
	93
	86

	Other investments
	1,546
	1,339
	1,253

	Trade and other receivables
	36
	79
	159

	Loans and advances to customers
	 
	3,029
	3,141

	Reinsurance contract assets
	125
	135
	171

	Derivative financial instruments
	781
	873
	942

	Post-employment benefit surplus
	22
	6
	3,150

	Deferred tax assets
	32
	84
	88

	 
	30,433
	33,399
	37,152

	Current assets
	 
	 
	 

	Other investments
	206
	353
	226

	Inventories
	2,635
	2,510
	2,339

	Trade and other receivables
	1,349
	1,235
	1,218

	Loans and advances to customers
	 
	3,948
	3,251

	Derivative financial instruments
	55
	57
	69

	Current tax assets
	110
	63
	93

	Short-term investments
	2,128
	1,628
	2,076

	Cash and cash equivalents
	2,340
	2,465
	2,345

	 
	8,823
	12,259
	11,617

	 Assets of the disposal group and non-current assets classified as held for sale 
	7,783
	210
	368

	 
	16,606
	12,469
	11,985

	Current liabilities
	 
	 
	 

	Trade and other payables
	10,264
	9,762
	9,040

	Borrowings
	1,536
	1,770
	725

	Lease liabilities
	584
	595
	547

	Provisions
	306
	366
	283

	Insurance contract liabilities
	526
	501
	588

	Customer deposits and deposits from banks
	108
	4,485
	4,729

	Derivative financial instruments
	25
	99
	26

	Current tax liabilities
	1
	18
	11

	 
	13,350
	17,596
	15,949

	Liabilities of the disposal group classified as held for sale
	7,122
	14
	14

	Net current liabilities
	3,866
	5,141
	3,978

	Non-current liabilities
	 
	 
	 

	Trade and other payables
	39
	54
	54

	Borrowings
	5,683
	5,581
	6,674

	Lease liabilities
	7,038
	7,132
	7,411

	Provisions
	175
	194
	183

	Customer deposits and deposits from banks
	800
	2,265
	1,650

	Derivative financial instruments
	241
	288
	357

	Post-employment benefit deficit
	657
	400
	303

	Deferred tax liabilities
	269
	119
	910

	 
	14,902
	16,033
	17,542

	Net assets
	11,665
	12,225
	15,632

	Equity
	 
	 
	 

	Share capital
	445
	463
	484

	Share premium
	5,165
	5,165
	5,165

	Other reserves
	3,131
	3,139
	3,080

	Retained earnings
	2,930
	3,469
	6,919

	Equity attributable to owners of the parent
	11,671
	12,236
	15,648

	Non-controlling interests
	6
	11
	16

	Total equity
	11,665
	12,225
	15,632


(Source: Tesco Plc, 2024b)
[bookmark: _Toc218729972]Appendix 2: Calculations for the Ratio Analysis 
	Profitability Ratios

	

	Gross Profit Margin Ratio
	2024
	2023

	Formula
	 Gross Profit/Total sales x 100

	Calculation
	(4849/68187) × 100
	(3361/65322) × 100

	Value 
	7.11
	5.15

	
	
	

	Operating Profit Margin Ratio
	2024
	2023

	Formula
	Operating profit/Net sales × 100

	Calculation
	(2821/68187) × 100
	(1410/65322) × 100

	Value 
	4.14
	2.16

	
	
	

	Net profit margin ratios
	2024
	2023

	Formula
	 Net profit / Revenue × 100

	Calculation
	(1192/68187) × 100
	(736/65322) × 100

	Value 
	1.75
	1.13



	Liquidity Ratios

	
	
	

	Current Ratio
	2024
	2023

	Formula
	Current Assets/Current Liabilities

	Calculation
	8823/13350 
	12259/17596

	Value 
	0.66
	0.70

	
	
	

	Quick Ratio (Acid Test Ratio) 
	2024
	2023

	Formula
	Total Current Assets−Inventory − Prepaid Expenses / Current Liabilities

	Calculation
	(8823-2635)/13350
	(12259-2510)/17596

	Value 
	0.46
	0.55

	
	
	

	Cash Ratio 
	2024
	2023

	Formula
	 Cash +Cash Equivalents /Total Current Liabilities

	Calculation
	2340/13350
	2465/17596

	Value 
	0.18
	0.14



	Gearing

	
	
	

	Gearing
	2024
	2023

	Formula
	Long Term Borrowings/Shareholders’ Funds × 100

	Calculation
	(5683/11665) × 100
	(5581/12225) × 100

	Value 
	48.72
	45.65



	Solvency Ratios

	Debt Ratio
	2024
	2023

	Formula
	Total Liabilities / Total Assets

	Calculation
	28,252/39,256
	33,629/45,658

	Value 
	0.72
	0.74

	
	
	

	Equity Ratio
	2024
	2023

	Formula
	Total Equity / Total Assets

	Calculation
	11665/39,256
	12,225/45,658

	Value 
	0.30
	0.27

	
	
	

	Debt to Equity Ratio
	2024
	2023

	Formula
	 Total Liabilities / Total Equity

	Calculation
	28,252/11,665
	33,629/12,225

	Value 
	2.42
	2.75



	Efficiency Ratios

	
	
	

	Stock Turnover or in days
	2024
	2023

	Formula
	Stock / Cost of Sales × 365 days 

	Calculation
	(2,573/62836) × 365
	(2,425/61516) × 365

	Value 
	14.95
	14.39

	Stock (Average) or Inventory (Average) = Opening Inventory + Closing Inventory /2 
	2,573
	2,425

	
	
	

	Debtor Collection Period = (Receivables)
	2024
	2023

	Formula
	Receivables / Sales (credit) × 365 days

	Calculation
	(1,292/68187) × 365
	(1,227/65322) × 365

	Value 
	6.92
	6.86

	Average Receivables (Opening + Closing /2)
	1,292
	1,227

	
	
	

	Creditor Payment Period = (Payables)
	2024
	2023

	Formula
	Payables / Purchases (Credit) × 365 days 

	Calculation
	(10,013/62836) × 365
	(9,401/61516) × 365

	Value 
	58.16
	55.78

	Average Payables (Opening + Closing /2)
	10,013
	9,401

	
	
	

	Investment

	
	
	

	Earnings per share 
	2024
	2023

	Formula
	Profit after Interest and Tax/Number of Ordinary Shares Issued 

	Calculation
	1192/7038930440
	736/7318341195

	Value 
	0.000000169
	0.000000101

	value in (p)
	16.9
	10.1

	Number of Ordinary Shares Issued (At the end of the year)
	7,038,930,440
	7,318,341,195

	
	
	

	Return on Equity
	2024
	2023

	Formula
	Profit after Interest and Tax/ Ordinary Shares + Reserves × 100

	Calculation
	1188/11671 × 100
	737/12236 × 100

	Value 
	10.18
	6.02

	Profit/(loss) for the year Attributable to Owners of the parent 
	1,188
	737

	Ordinary Shares + Reserves
	11,671
	12,236



20
image3.png
UK grocery market polarizing between winners and losers
Market share in 12 weeks leading up to the second half of February of each year

mm 2024 312023

0% 5% 10% 15% 20% 25% 30%

Tesco
Sainsbury's
Asda

Aldi
Morrisons
Lidl

Co-op
Waitrose
Iceland

Ocado





image4.png
Profitab:

Gross Profit Margin Ratio 2024 2023
Formula Gross Profit/Total sales x 100
Calculation (4849/68187) x 100 (3361/65322) x 100
Value 711 5.15
Operating Profit Margin Ratio 2024 2023
Formula Operating profit/Net sales x 100
Calculation (2821/68187) x 100 (1410/65322) x 100
Value 4.14 2.16

Net profit margin ratios 2024 2023
Formula Net profit / Revenue x 100
Calculation (1192/68187) x 100 (736/65322) x 100
Value 1.75 113





image5.png
Current Ratio 2024 2023
Formula Current Assets/Current Liabilities
Calculation 8823/13350 12259/17596

Value 0.66 0.70

Quick Ratio (Acid Test Ratio) 2024 2023

Total Current Assets—Inventory — Prepaid

Formula Expenses / Current Liabilities

Calculation (8823-2635)/13350 (12259-2510)/17596

Value 0.46 0.55

Cash Ratio 2024 2023
Cash +Cash Equivalents /Total Current

Formula Liabilities

Calculation 2340/13350 2465/17596

Value 0.18 0.14





image6.png
Gearing Ratio

Gearing 2024 2023
Formula Long Term Borrowings/Shareholders’ Funds x 100
Calculation (5683/11665) x 100 (5581/12225) x 100

Value

48.72

45.65





image7.png
Solvency Ratios

Debt Ratio 2024 2023
Formula Total Liabilities / Total Assets
Calculation 28.252/39.256 33,629/45.658

Value 0.72 0.74
Equity Ratio 2024 2023
Formula Total Equity / Total Assets
Calculation 11665/39,256 12,225/45,658

Value 0.30 0.27
Debt to Equity Ratio 2024 2023
Formula Total Liabilities / Total Equity
Calculation 28.252/11,665 33,629/12,225

Value 242 2.75





image8.png
Efficiency Ratios

Stock Turnover or in days

2024

2023

Formula Stock / Cost of Sales x 365 days
(2.573/62836) | (2.425/61516) x
Calculation 365 365
Value 14.95 14.39
Stock (Average) or Inventory (Average) =
Opening Inventory + Closing Inventory /2
2573 2425

Debtor Collection Period = (Receivables)

2024

2023

Formula Receivables / Sales (credit) x 365 days
(1,202/68187) x| (1,227/65322) x

Calculation 365 365

Value 6.92 6.86

Average Receivables (Opening + Closing

2) 1.202 1.227

Creditor Payment Period = (Payables)

2024

2023

Formula Payables / Purchases (Credit) x 365 days
(10,013/62836) x (9.401/61516) x

Calculation 365 365

Value 58.16 55.78

Average Payables (Opening + Closing /2) 10,013 9.401





image9.png
Investor Ratios

Earnings per share

2024 2023

Profit after Interest and Tax/Number of

Formula Ordinary Shares Issued
Calculation 1192/7038930440 | 736/7318341195
Value 0.000000169 0.000000101
value in (p) 16.9 10.1
Number of Ordinary Shares Issued (At

the end of the year) 7,038,930.440 7,318,341,195

Return on Equity

2024 2023

Profit after Interest and Tax/ Ordinary

Formula Shares + Reserves x 100
Calculation 1188/11671 % 100 | 737/12236 x 100
Value 10.18 6.02
Profit/(loss) for the year Attributable to
Owners of the parent

1,188 737

Ordinary Shares + Reserves

11.671





image10.png
Inflation rate back down to 2.0% in May 2024 after peaking at 11.1% in Oct 2022

%, annual change in UK consumer prices (CPI)

12
Oct'22: 11.1%

10

May'24: 2.0%

0 T T T T
2017 2018 2019 2020 2021 2022 2023 2024

Source: ONS, CPI annual inflation rate, series D7G7 (19 Jun 2024 update)





image11.png
Trend Analysis

80.000
68,187 65322 62836 61,516

60.000
40,000
12,225

PO 11.665

Revenue Cost of sales Total Liabilities Total Assets Total Equity

72024 £m ™2023 £m




image12.png
Trend Analysis for Profit

X

4,849

5,000

EX

3,000

pAL

1,000

Gross profit/(loss) Operating profit/(loss) Profit/(loss) for the year

72024 £m ®2023 £m




image13.png
NPV,

RR =L+ (NPVL NPV

)X(HfL)




image14.png
NPV

NPVperf=— 0V
Pe8E " Raitial Tavestment




image1.jpeg
PRIFYSGOL CYMRU

Y Drindod Dewi Sant
UNIVERSITY OF WALES
‘l Trinity Saint David

SWANSEA - ABERTAWE





image2.png
o S




