[image: Discover University of Wales Trinity Saint David]



	Student name:
	Md. Rakibul Hasan
	Student ID number:
	[bookmark: _GoBack]2438287

	Programme:
	MBA

	Module:
	Finance for Business Managers

	Module code:
	BMMB7005D
	Contribution to Overall Module Assessment (%):
	100%

	Lecturer:
	Marie Pitson
	Internal Verifier:
	Badir Miftah

	Assignment Title:
	Finance Report for BP Plc & Westward Plc
	Word count (or equivalent):
	5000 words

	Submission deadline:
	12th January 2026
	
	







Table of Contents
1.	Executive Summary	3
2.	Introduction	4
3.	Part – 01: Analysis of Financial Ratios of BP UK	4
3.1.	Overview of BP PLC	4
3.2.	Ratio Calculation and Analysis	5
3.2.1.	Profitability Ratio	5
3.2.2.	Liquidity Ratio	7
3.2.3.	Efficiency Ratio	9
3.2.4.	Gearing Ratio	10
3.2.5.	Investor Ratio	12
3.3.	Critical Evaluation and Interpretation	14
3.4.	Recommendations for Improvements	15
4.	Part – 02: Investment Decision for Westward PLC	16
4.1.	Project Overview and Investment Options	16
4.2.	Superiority of NPV as an Appraisal Method: Theoretical Foundation	17
4.3.	Calculation of NPV for all the Options	17
4.4.	Calculation of IRR for Option B	19
4.5.	Interpretation of Results for Management	20
4.6.	Reasoning for Continued Popularity of Non-Discounting Methods	20
4.7.	Additional Factors to Consider for Investment Decisions	21
4.8.	Capital Rationing Analysis	22
4.9.	Sources of Finances for Investment Program	22
5.	Conclusion	24
6.	References	25
7.	Appendix	29



[bookmark: _Toc219049730]Executive Summary
The purpose of this report is to deliver the use cases of ratio analysis as well as investment appraisal techniques in driving decisions to maximize the value for the resources used to operate. In the first of two parts of the report, the use of ratio analysis to evaluate financial performance of BP PLC has been illustrated where crucial ratios such as profitability, efficiency, gearing, liquidity and investor ratios have been calculated for the company and interpreted to derive necessary recommendations for the company going forward. In the second part of the report, the three available options of Westward PLC have been assessed using net present value and based on the values generated, internal rate of return has been applied to further substantiate the decision suggested. The entire report has been incorporated with necessary theoretical frameworks and real-world examples have been linked to make better understanding of core concepts.

[bookmark: _Toc219049731]Introduction
For sustainable business operations alongside ensuring the allocation of resources adequately, financial management works as the cornerstone which helps to evaluate financial performance effectively while making sound decisions to facilitate all of these processes. In this report, there will be dual components. One component will incorporate the analysis of the financial ratios of BP UK. For this, the overview of the company, ratio calculation and analysis, critical evaluation and interpretation and recommendations for improvements will be incorporated. For the second component, it will be produced using the various investment appraisal techniques for Westward PLC to incorporate a concrete decision about the project in which the company should invest. For this component, project overview and investment options, superiority of NPV as an appraisal method, calculation of NPV for all the options, calculation of IRR for the selected option, interpretation of all the results, popularity of non-discounted methods, additional factors to consider for investment decisions, capital rationing analysis and sources of financing for investment programs will be incorporated. Overall, the report will be a comprehensive and in-depth one to incorporate all the necessary calculations for both companies. Again, the theoretical aspects will be underpinned using necessary theoretical foundations alongside applicable examples. Thus, by evaluating historical performance and forward-looking investment assessments, this report will deliver actionable insights for the decision-makers to make sound decisions and achieve the best possible results in the process. Lastly, the recommendations which will be provided will also be based on the analysis provided in the report.
[bookmark: _Toc219049732]Part – 01: Analysis of Financial Ratios of BP UK
[bookmark: _Toc219049733]Overview of BP PLC
BP PLC is one of the most integrated energy supermajors in the world, which is currently working across the oil and gas value chain, where it is involved in exploration, production, refinement, distribution, as well as retail operations. All in all, the company is involved greatly with its operations in the gas and oil industry across the globe. As of 2024, the company has just over 100,000 employees for its massive workforce, with which the company continues to dominate the energy sector across the world (BP p.l.c., 2025). Now, with fundamental changes engulfing the company following the strategic announcements made by the company CEO, the company has been posting more disappointing results. Although the sector-wide results are quite volatile at the moment, mainly due to the fluctuations of the macroeconomic variables, the company has also been facing operational challenges, too.
Overall, the current financial performance of BP PLC is not even near the range of satisfactory. With refinery power outages and complicated processing availability, the company has been facing severe challenges, which are only contributing to the company’s operational demise.
[bookmark: _Toc219049734]Ratio Calculation and Analysis
In this report, profitability, liquidity, gearing, efficiency and investor ratios will be calculated for BP PLC using its 2024 annual report, which has been elongated in the appendix section.
0. [bookmark: _Toc219049735]Profitability Ratio
Profitability ratios help to measure the profits generated by a company compared to various metrics such as revenue, assets, equity, etc. For BP, the 2024 profitability ratios are calculated below.
Net Profit Ratio: It is the ratio which calculates the profit margin after having paid all the operational expenses and debt obligations, which remains solely to the shareholders of a company. It is also known as the bottom-line profitability indicator. 
Formula = (Net Profit / Revenue) * 100
Results:
	Year
	Result

	2023
	7.3%

	2024
	0.2%



Figure: Net Profit Ratio Illustrated (Source: Own)
From the above results, it is quite safe to assume that BP PLC has faced a major setback in its net profitability, as the results have dropped from a moderate 7.3% to just 0.2%. This is nothing short of a catastrophic collapse. Now, competing companies such as ExxonMobil and Shell also have faced a certain extent of shocks to their profitability; however, BP’s deteriorating performance directly conforms to the company’s internal operational challenges, as well. One of the major areas which have left one of the most significant impacts on the net profits of the company in 2024 is the elevated finance costs. In addition to that, the impairment charges have also significantly increased totaling around $7,000 million, contributing to the collapse of net profits (BP p.l.c., 2025).
Return on Equity: It quantifies the return generated on the invested amount by shareholders, enabling shareholders to make necessary decisions regarding investments in a company.
Formula = (Net Profit / Shareholder’s Equity) * 100
Results:
	Year
	Result

	2023
	21.69%

	2024
	0.64%



Figure: Return on Equity Illustrated (Source: Own)
Just as the net profit margin, the return on equity has also significantly deteriorated from 21.69% to just 0.64%, indicating further consolidation of evidence against the operational challenges faced by the company. Now, the company has had over $59 billion in capital employed, and despite such a mammoth equity portion in its capital structure, the company could not produce returns to match the industry averages of 18-26%. Again, the equity base has shrunk in the same time due to the $7.3 billion worth of share repurchases (BP p.l.c., 2025).
0. [bookmark: _Toc219049736]Liquidity Ratio
Liquidity ratios refer to the measurements to understand the liquidity position of a company, which showcases the capacity of a company to pay off its short-term and immediate debt obligations for a specific time-period. 
Current Ratio: It is the liquidity ratio which determines the capacity of a company to pay off its short-term debt obligations using its short-term assets. The standard followed in this regard is 2:1 for the safest and most optimum performance.
Formula = (Current Assets / Current Debts)
Results:
	Year
	Result

	2023
	1.21

	2024
	1.25




Figure: Current Ratio Illustrated (Source: Own)
BP PLC has improved its current ratio in 2024 compared to 2023 ever so slightly, as the current ratio has increased from 1.21:1 to 1.25:1 (BP p.l.c., 2025). Although industry benchmarks tend to hover around 1.5-2.0:1, given the context of BP PLC and its financial deterioration, having anything over 1 is a positive indication for the company’s creditors (U.S. Energy Information Administration, 2024).
Acid Test Ratio: It is a more immediate test of the capacity of a company to determine whether a company is able to pay off its most immediate debts or not, using current assets that do not incorporate inventories.
Formula = [(Current Assets – Inventories) / Current Debts]
Results:
	Year
	Result

	2023
	0.94

	2024
	0.97




Figure: Acid Test Ratio Illustrated (Source: Own)
Again, just as the current ratio, the company has improved its quick asset ratio, as well. The company has achieved 0.97 in 2024 compared to 0.94 in 2023. This is a modest improvement for the company, considering it has been facing significant turmoil regarding its overall financial performance (BP p.l.c., 2025). Again, as the quick ratio standard is 1:1, the company needs to improve its liquidity position further in order to create a cushion for unexpected financial performance (LinkedIn, 2023).
0. [bookmark: _Toc219049737]Efficiency Ratio
Efficiency ratios tend to help to calculate the capacity of a company to utilise resources such as inventory, assets and others. 
Asset Turnover Ratio: This is a ratio which determines the revenue generation capacity for each dollar of assets invested to calculate the asset productivity of a company.
Formula = (Revenue / Total Assets)
Results:
	Year
	Result

	2023
	0.75 Times

	2024
	0.67 Times



Figure: Asset Turnover Ratio Illustrated (Source: Own)
BP PLC’s asset turnover has declined in 2024 to 0.67 times compared to 0.75 times in 2023. This implies that the company has generated $0.67 of revenue against each dollar of assets invested compared to a greater $0.75 of revenue against each dollar of assets invested. This showcases both revenue contraction as well as the static asset base, which BP PLC has control over. Ultimately, the declining asset turnover ratio reflects BP PLC’s reduced production volumes, underutilised refinery capacity and other aspects of the company (BP p.l.c., 2025).
0. [bookmark: _Toc219049738]Gearing Ratio
Such a ratio tends to measure the financial leverage as well as the debt servicing capacity of a company, which illustrates the financial risk exposure alongside the sustainability of the capital structure used by a company.
Debt-to-Equity Ratio: This showcases the financial leverage of a company by comparing the amount of debt and the amount of equity deployed by a company in its capital structure.
Formula = (Total Debt / Total Equity)
Results:
	Year
	Result

	2023
	0.61

	2024
	0.76




Figure: Debt-to-Equity Illustrated (Source: Own)
The increased debt-to-equity ratio showcases the increasing leverage in the capital structure of the company, which has occurred due to the company’s shrinking equity base as well as rising debt levels (BP p.l.c., 2025). The elevation directly raises questions about the company’s financial discipline, as its competitors have maintained the industry benchmark of 0.3-0.6 range, which it has already exceeded. 
Debt-to-Asset Ratio: This showcases the leverage used by a company to finance the acquisition of assets of a company.
Formula = (Total Debt / Total Assets)
Results:
	Year
	Result

	2023
	0.19

	2024
	0.21




Figure: Debt-to-Asset Ratio Illustrated (Source: Own)
The amount of debt invested in acquiring assets has increased from 19% in 2023 to 21% in 2024 (BP p.l.c., 2025). This showcases that the assets acquired by the company are now being acquired by utilising higher leverages which directly contradicts the management’s balance sheet strengthening disposition (EPICORP, 2024).
0. [bookmark: _Toc219049739]Investor Ratio
Investor ratios directly contribute to the decision-making process of shareholders by providing concrete measurements on shareholder returns as well as the market valuation of the company. 
Earnings per Share: This indicates the amount of net profit available to each of the ordinary shares that a company has outstanding in the market, which is one of the most fundamental valuation inputs for a company.
Formula = (Net Profit / Total Shares Outstanding)
Results:
	Year
	Result

	2023
	87.78 Cents

	2024
	2.38 Cents




Figure: Earnings per Share Illustrated (Source: Own)
The EPS has drastically decreased in 2024 due to the catastrophic decline in the company’s net profits. The EPS has declined from 87.78 cents to just 2.38 cents, which is a major blow to the value creation for the shareholders of the company (BP p.l.c., 2025). Moreover, such a disastrous result must contribute to the share price underperformance of the company, as well. 
Dividend Payments: This showcases the number of dividends paid in total to shareholders. Usually, such payments are directly tied to the profits generated by a company. When a company cannot make much profit, it cannot also pay much dividends, and this works as the foundation of a company’s dividend policy.
Results:
	Year
	Result

	2023
	$4,809 million

	2024
	$5,003 million




Figure: Dividend Payments Illustrated (Source: Own)
The dividends have increased by $194 million in 2024, whereas the company has seen a decline of 97.5% in its profit generation (BP p.l.c., 2025). This is a major contradiction to the principle of dividend policies of a company, requiring BP PLC to bring corrections to its dividend policies and preserve its capital adequacy.
[bookmark: _Toc219049740]Critical Evaluation and Interpretation
The deterioration faced by BP PLC in its financial health and overall performance has been caused by both operational and macroeconomic challenges. First of all, market dynamics are shifting for the worse. The global refining margins are deteriorating, with the price per barrel going down from $25.8 to just $17.7 due to the refining capacity outpacing demand growth (Statista, 2025). Moreover, the operational challenges faced by the company include the company’s inability to overcome power outages impacting the refining capacity of the company. Moreover, the company also faced major strategic positioning failures due to its capital allocation miscalculations alongside major buyback procedures undertaken even when the company was undergoing severe financial distress (BP p.l.c., 2025). From an industry context’s perspective, the company has underperformed compared to its peers very dramatically, as its closest competitor, ExxonMobil, has achieved $33.7 billion in earnings while generating 12.7% in ROCE, outperforming BP PLC (ExxonMobil, 2025). Again, other competitors such as Shell, Chevron and others also have outperformed BP PLC in similar manners. This is why the challenges faced by the company are mostly caused by its own mistakes and not because of others. 
Now, the ratio analysis undertaken of BP PLC has given a lot of insights about the company’s overall financial performance and health. However, the picture painted by the ratio analysis is not everything that the company is made of. Rather, ratio analysis has quite a lot of inherent limitations. These limitations include its reliance on historical data, inability to reflect industry dynamics and possible scope of window dressing. There are also non-financial factors which affect the financial performance of a company, which ratio analysis cannot showcase (Daloopa, 2024). In the case of BP PLC, the historical basis of ratio analysis cannot guarantee the future replication of current performance, which ultimately restricts the underpinning of the company analysis. Moreover, the industry dynamics tend to create major sector-specific challenges where oil and gas companies are now operating in a very risky and hostile environment alongside geopolitical tensions rising (Corporate Finance Institute, 2025). These are all affecting the financial performance of similar types of companies to BP PLC. Now, these have not been showcased by the company’s ratio analysis. Again, the non-financial factors such as management quality, technological capabilities, and regulatory relationships have not been illustrated through the ratio analysis undertaken (Daloopa, 2024). Now, there is also the possible risk of window dressing where BP PLC may overstate or understate its balance sheet and income statement, although there is no such credible evidence to state it. However, distortions of accounting policies are common in companies, as changes in how a company recognises its impairment charges can significantly impact the financial statements of a company, as well. 
[bookmark: _Toc219049741]Recommendations for Improvements
Now, based on all of the above analyses, the following recommendations are being made for BP PLC’s improvements.
· One of the most important areas where the company has to invest to increase efficiency is its refining capability. The company has to ensure that its refining capacity remains greater than 97% at all times. Moreover, the company should also focus on accelerating its cost reduction program to achieve savings of over $2 billion by the end of 2026 by reorganising its structures, digitalising its operations, and optimising its procurement process (Ewing and Thompson, 2016).
· The company must focus on restrengthening its balance sheet by reducing its reliance on leverage and incorporating more equity to reduce its exposure to increased financial risks. In order to do so, the company must increase its cash cushion to at least $35 billion to achieve operational flexibility under current circumstances and overcome the current financial crisis resiliently. 
· Another recommendation for the company is to refocus its strategy by implementing a strategy reset to achieve increased capital to reduce its overreliance on debt, as well as its transition investment to be more disciplined and reduce its investments to $1.5-2 billion annually instead of $5-7 billion annually. This will help the company to streamline its operations and investment strategies to ensure upstream in oil and gas (Sustainability Magazine, 2025).
· Lastly, the company has to establish specific financial performance targets such as ROCE of 16%, annual compounding growth rate of 20%, alongside operational targets including refining availability over 97%, 5% annual production growth, as well as other cost reduction measures.
[bookmark: _Toc219049742]Part – 02: Investment Decision for Westward PLC
[bookmark: _Toc219049743]Project Overview and Investment Options
Westward PLC, as per the given brief, is a manufacturing company which produces high-quality curtains, which is now at a crossroads to undertake a decision where it is now presented with three mutually exclusive expansionary opportunities. All three opportunities have different focuses and resulting outcomes. The three options are as follows.
Option A includes the company expanding its retail outlet, requiring 600,000 Pounds of initial investment, through which the company can expand its retail footprint. This option incorporates the company, enhancing its retail operations while enhancing its brand recognition. Option B requires an initial investment of 1,000,000 Pounds to develop its internet presence and sales. The initial investment will go towards establishing the e-commerce infrastructure. The option will enable the company to become digitally visible and expand across borders, as well. Option C requires an initial investment of 1,600,000 Pounds using which the company can produce wooden and Roman blinds by acquiring specialised manufacturing equipment and other necessary things. 
Now, the company must decide on the three available investment choices to effectively address the current dilemma. This can be done by using investment appraisal methods, including NPV and IRR.
[bookmark: _Toc219049744]Superiority of NPV as an Appraisal Method: Theoretical Foundation
Net present value is one of the most popular appraisal methods for its ability to put out the value added to a firm by undertaking a project (CLFI, 2024). As the results are in Pounds, it becomes easier for a manager to make sense of the projects at hand. It is also supported by academic consensus as well as the adoption of practitioners. Now, the reasonings behind NPV being considered as the superior appraisal method are underpinned by its theoretical foundations. They are elaborated below.
Time Value of Money: NPV utilises the concept of time value of money, where it is understood that money received 1 year from now will not hold the same value as money received right at this moment. For this reason, the method discounts cash flows using a discount rate to derive the present value of all the cash flows tied to a project (Bosri, 2016).
Absolute Value Creation Measurement: One of the major features of NPV is that it produces the absolute value created through each of the projects, which helps to understand how much value exactly is to be expected of any and all projects (Bosri, 2016). For instance, a project having a positive NPV of 100,000 Pounds will imply that the project will add an additional 100,000 Pounds to the value of the firm's standalone.
Consistent Ranking across Mutually Exclusive Projects: As the value created by a project is the absolute value to be added to the firm’s overall value, NPV helps to rank the mutually exclusive projects effectively (Bosri, 2016). This is because appraisal methods such as IRR can produce conflicting rankings if projects produce different cash flows with different timing for the cash flows.
Realistic Reinvestment Assumptions: A big differentiator between NPV and IRR is that NPV assumes that the cash flows are to be reinvested at the cost of capital of the firm, whereas IRR assumes that all the cash flows are to be reinvested at the IRR, which can be very unrealistic in many of the instances.
[bookmark: _Toc219049745]Calculation of NPV for all the Options
The calculation of NPV for a project is a complex process, and it gets more complicated when variables such as pre-tax cash flows and tax shield amounts are added to the equation. However, it remains a relatively simpler process than the calculation of the internal rate of return. Now, the NPV of all three of the options are calculated below.
Calculation of NPV for Option A
	Year
	Pre-Tax CF (£'000)
	Tax Amount (25%) (£'000)
	Tax Shield (£'000)
	ATCF (£'000)
	Discount Factor (6%)
	PV (£'000)

	0
	(600)
	0
	0
	(600)
	1.00
	(600)

	1
	200
	(50)
	30
	180
	0.9434
	169.81

	2
	400
	(100)
	30
	330
	0.8900
	293.70

	3
	500
	(125)
	30
	405
	0.8396
	340.04

	4
	700
	(175)
	30
	555
	0.7921
	439.62

	NPV
	£643,165


Calculation of NPV for Option B
	Year
	Pre-Tax CF (£'000)
	Tax Amount (25%) (£'000)
	Tax Shield (£'000)
	ATCF (£'000)
	Discount Factor (6%)
	PV (£'000)

	0
	(1,000)
	0
	0
	(1,000)
	1.00
	(1,000)

	1
	400
	(100)
	50
	350
	0.9434
	330.19

	2
	450
	(112.5)
	50
	387.5
	0.8900
	344.88

	3
	720
	(180)
	50
	590
	0.8396
	495.36

	4
	980
	(245)
	50
	785
	0.7921
	621.80

	NPV
	£792,228


Calculation of NPV for Option – C
	Year
	Pre-Tax CF (£'000)
	Tax Amount (25%) (£'000)
	Tax Shield (£'000)
	ATCF (£'000)
	Discount Factor (6%)
	PV (£'000)

	0
	(1,600)
	0
	0
	(1,600)
	1.00
	(1,600)

	1
	450
	(112.5)
	80
	417.5
	0.9434
	393.87

	2
	700
	(175)
	80
	605
	0.8900
	538.45

	3
	900
	(225)
	80
	755
	0.8396
	633.90

	4
	1,200
	(300)
	80
	980
	0.7921
	776.26

	NPV
	£742,475


NPV Recommendation: Although three of the options at hand for Westward PLC have different initial investment requirements, the decision rule of using the NPV method is that the project producing the highest net present value is to be selected in a mutually exclusive scenario. With this in mind, the most attractive and acceptable project in question is Option B, with its highest NPV at £792,228. Again, from a capital allocation perspective, Option B makes the most sense because of the capital requirement, as well.
[bookmark: _Toc219049746]Calculation of IRR for Option B
Trial – 01: 6% Discount Rate
	Year
	ATCF (£'000)
	Discount Factor (6%)
	Present Value (£'000)

	0
	(1,000)
	1.00
	(1,600)

	1
	350
	0.9434
	393.87

	2
	387.5
	0.8900
	538.45

	3
	590
	0.8396
	633.90

	4
	785
	0.7921
	776.26

	Net Present Value
	£792,228


Trial – 02: 35% Discount Rate
	Year
	ATCF (£'000)
	Discount Factor (35%)
	Present Value (£'000)

	0
	(1,000)
	1.00
	(1,000)

	1
	350
	0.7407
	259.26

	2
	387.5
	0.5487
	212.62

	3
	590
	0.4064
	239.78

	4
	785
	0.3011
	236.36

	Net Present Value
	(£51,980)


Hence, IRR is: 
= 6% + [(792,228 / (792,228 – (-51,980)] * (35% - 6%) 
= 33.21%
Thus, the internal rate of return of Option B is 33.21%.
[bookmark: _Toc219049747]Interpretation of Results for Management
Firstly, the NPV of Option B is the highest of any other option, as it is the option that has resulted in the highest NPV for the company’s resources. This means that Option B will be able to generate the most amount of wealth for the company. Again, from the internal rate of return perspective, the calculated 33.21% of IRR exceeds the cost of capital at 6% by over 27%. This means that the company will be able to offset any calculation error (Wang, 2021). Again, if the cash flows are not consistent by a big margin, this option will still be profitable for Westward PLC to move forward with. From another aspect of value creation, the company will be able to generate almost 80% of value for the 1,000,000 initial investment, which is a great ratio for the company over a period of 4 years.
Overall, the company can decide upon the option using both the NPV and the IRR method, as both have resulted in massively profitable scenarios. Although IRR has its major limitations for its applications, NPV remains a viable option to rely upon and make a sound investment decision to generate the most amount of wealth using the 1,000,000 Pounds of investments (Yan and Zhang, 2022).
[bookmark: _Toc219049748]Reasoning for Continued Popularity of Non-Discounting Methods
Although discounted appraisal methods such as NPV, IRR, and discounted payback periods have the most utility for any investor considering any type of project, the popularity of non-discounting methods remains high for a few specific reasons. They are as follows.
One of the major reasons is the simplicity and comprehensibility of these methods, exceeding the expectations of the investors. As payback period, accounting rate of returns and other non-discounting methods are easy to calculate and apply to projects, investors tend to cater to these more often than not (FasterCapital, 2024).
Secondly, NPV and IRR, despite being sound appraisal methods, do not provide any indication towards timeframe required to acquire the initial investments back. As a result, liquidity risk management can be very difficult by relying solely on discounting methods (Lanjewar and Bansal, 2021). As a result, non-discounting methods such as payback period tend to remain popular for their ease of access and ability to translate project viability in the form of time required to get the initial investments back.
Lastly, non-discounting methods do not require complex assumptions to base an investment decision. This is because discounted methods, such as NPV and IRR, have certain assumptions in play for making the decision to be taken and complicate the process to reach a sound decision. As a result, investors fundamentally rely upon the non-discounting methods to screen and filter out irrelevant and undesirable projects first and then go on to use the discounted methods to assess the ultimate feasibility of a project.
[bookmark: _Toc219049749]Additional Factors to Consider for Investment Decisions
As investment decisions can significantly affect the operational sustainability of a company, making sound decisions and allocating resources to the best combination of risk and reward are of importance. This is why considering the additional factors for making investment decisions is necessary. These additional factors are as follows.
One of the most important factors in making investment decisions is to assess strategic alignment between projects and the company’s competitive positioning, as making wrong choices can lead to long-term unsustainability of the projects (Mutswenje, 2009). For instance, the use of Gigafactories by Tesla is underpinned by its ability to vertically integrate the operations of the company. As a result, investing in such projects remains strategically aligned even if the underlying risks are massive alongside the capital requirement.
The importance of having options is increasingly becoming important because not having flexibility can cost thousands and millions of Pounds if the projects cannot be expanded, abandoned, delayed or modified (Abdul Kareem et al., 2023). In this regard, Amazon’s fulfilment network expansion project showcases the importance of these flexibilities. 
[bookmark: _Toc219049750]Capital Rationing Analysis
Capital rationing is the process of allocating resources to the most optimal projects when a company has many projects to invest in, but does not have the necessary financial resources to do so. In this regard, capital rationing is undertaken by using the profitability index of all the projects available, where the projects to which investments are allocated are assessed based on the risk-to-reward principle (Brüggen and Luft, 2011). Now, the profitability index of the three options for Westward PLC is calculated below to make a decision.
Option A: (12,43,170 / 600,000) = 2.07
Option B: (1,792,230 / 1,000,000) = 1.79
Option C: (2,342,480 / 1,600,000) = 1.46
Based on the budget of 2,500,000 Pounds and the profitability index, the company should follow the following capital allocation.
1. Invest 100% in Option A
· This leaves the company with 1,900,000 Pounds of budget.
2. Invest 100% in Option B
· This leaves the company with 900,000 Pounds of budget.
3. Invest 56.25% in Option C
· This leaves the company with no budget at all, but invests all of the company’s budget based on the profitability of the projects.
Based on the above allocation, Westward PLC can expect to achieve a profitability of (643,170 + 792,230 + 417,645) = 1,853,045 Pounds on an investment of 2,500,000 Pounds. 
[bookmark: _Toc219049751]Sources of Finances for Investment Program
In order to finance the investment program by Westward PLC, the company has certain options open to source the funds. These sources include equity financing in the form of retained earnings and new share issuance & debt financing, including bank loans. Now, all of these options have their own advantages and disadvantages. They are outlined below.
Retained Earnings: These earnings refer to the accumulated profits of an organisation that it can use to fund future projects. Now, this is one of the most accessible sources of funds available to a company. Here, the main advantages include the ability to use readily accessible funds right away, with no costs involved, such as marketing fees, underwriting, etc. However, it comes with its fair share of issues. These challenges include the limited availability of such funds, with which the company cannot undertake massive projects. Moreover, if the company does not distribute most of its earnings to the shareholders without any valid reason, it can give birth to unsatisfactory outbursts from the shareholders (Preferred CFO, 2024).
New Share Issuance: This is a commonly used source by PLCs, by issuing newer shares to the public in order to raise more funds for a company. The major advantages of the company relate to the capacity of the company to use the capital for as long as it operates without any obligation to pay the capital back. Moreover, there remains flexibility in making dividend payments, as companies don't need to pay dividends as they do with interest payments. But there are challenges, too. These include ownership dilution of existing shareholders if the company issues new shares, which leads to dilution of both control and ownership in the company. Moreover, there are many types of costs involved, including floatation costs such as underwriting, professional fees, marketing, etc. Again, it is necessary to mandatorily disclose the issuances of new shares to the public, with which the shareholders may show disagreements (Preferred CFO, 2024).
Bank Loans: It is one of the most accessible external financing available to a company, where a company take a loan consisting of the amount required to fund a project from a financial institution. The major advantage of taking out loans is that the company gets access to a large sum of capital by diversifying the number of lenders the company takes loans from. Moreover, because there is a time limit to each of the loans, the company can also effectively plan and pay the principal and interest amounts. Again, interests have tax shields, reducing the cost of overall financing (Settle, 2024). However, the major challenge of using such debt sources is that the company runs into financial risks if it is not able to pay the principal and interest amount back to the lender. Again, there are floatation costs involved, as well, which usually take up to 5% of proceeds.
[bookmark: _Toc219049752]Conclusion
In this comprehensive financial analysis, the importance of undertaking systematic performance evaluation as well as capital allocation methods has been demonstrated. In this regard, the analysis of financial ratios of BP PLC has showcased that the company is undergoing operational underperformance as profitability has plummeted across all margins. From net profits to return on equity, everything has seen a catastrophic decline. Now, these declines have not occurred overnight; they are an accumulated distress caused by the company’s declining margins, operational disruptions, and strategic miscalculations, which have all impacted the financial performance of the company. Again, it is not just the profitability of the company. Other metrics, such as leverage, gearing, etc., have shown declining performance, as well. As for part two, the investment appraisal for Westward PLC has demonstrated the use of investment appraisal techniques such as NPV and IRR, as well as theoretical grounds for the continued popularity of the non-discounting methods, as well. In addition to these, capital rationing has been elaborated broadly, which has revealed the optimisation of resources that Westward PLC can undertake to ensure optimum performance. Lastly, financial management has many imperatives of which two have been demonstrated in this report. From evaluating the historical performance of BP PLC using ratio analysis to projecting value for Westward PLC for future investment proposals, this report has encompassed extensive analysis and theoretical underpinning to produce the results.
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Financial Statement of BP UK for 2024


Calculation of Ratio Analysis
Profitability Ratios
Net Profit Ratio
	Year
	Calculation
	Results

	2023
	15,239 / 210,130
	7.3%

	2024
	381 / 189,185
	0.2%



Return on Equity Ratio
	Year
	Calculation
	Results

	2023
	15,239 / 280,294
	21.69%

	2024
	381 / 282,228
	0.64%



Liquidity Ratios
Current Ratio
	Year
	Calculation
	Results

	2023
	104,146 / 86,078
	1.21

	2024
	102,834 / 82,241
	1.25



Acid Test Ratio
	Year
	Calculation
	Results

	2023
	(104,146 – 22,819) / 86,087
	0.94

	2024
	(102,834 – 23,232) / 82,241
	0.97



Efficiency Ratios
Asset Turnover Ratio
	Year
	Calculation
	Results

	2023
	210,130 / 280,294
	0.75

	2024
	189,185 / 282,228
	0.67



Gearing Ratios
Debt-to-Equity Ratio
	Year
	Calculation
	Results

	2023
	51,954 / 85,493
	0.61

	2024
	59,547 / 78,318
	0.76



Debt-to-Asset Ratio
	Year
	Calculation
	Results

	2023
	51,954 / 280,294
	0.19

	2024
	59,547 / 282,228
	0.21



Series 1	
2023	2024	1.21	1.25	


Series 1	
2023	2024	0.94	0.97	


Series 1	
2023	2024	0.75	0.67	


Series 1	
2023	2024	0.61	0.76	


Series 1	
2023	2024	0.19	0.21	


Series 1	
2023	2024	87.78	2.38	


Series 1	
2023	2024	4809	5003	


Series 1	
2023	2024	0.073	0.002	


Series 1	
2023	2024	0.2169	0.0064	
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