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Executive Summary

Financial performance analysis is important and helpful in a range of ways for the financial management of a company. The purpose of this report is to analyse the financial performance of Lloyds Banking Group Plc and recommend strategies for the company to improve its financial management in the future. On an overall basis, the findings of the report assisted to determine that the financial management that exists within this company is poor. This is because for the last two years assisted in determining that the profitability of the company is quite poor. Besides profitability, a poor or low operating efficiency can also be determined in this company. Only the liquidity maintained within the company shows satisfactory results even though the cash ratio of the company is low.
On the other hand, it can be identified that the company has a good capacity of the company to meet debts using assets. However, it can also be determined that the company has poor capacity to meet debts using equity. The investor ratios of the company show a good and satisfactory level of dividend payout in the company but poor levels of earnings per share. All these aspects prove poor financial management in Lloyds Banking Group Plc. Besides this, the limitations present within ratio analysis also indicate chances for the ratio analysis of the company to be incorrect, thereby increasing the chances for poorer financial management.
As a result, Lloyds Banking Group Plc is recommended on the reduction in operating costs and enhancement of marketing strategies to improve the company’s profitability. Reduction of short-term debts and expenses, focusing more on cash in hand and others are recommended on improving cash ratio while payment of debts and others are recommended for improving its gearing. Enhancement of asset utilisation, improvement of cost management and several such recommendations are provided for increasing its operating efficiency and earnings per share. Management of sources of finance and application of capital appraisal models are recommended as well.
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Introduction

There are different types of roles that the managers of a company play within its context. One of the key roles that managers play within a company is the management of its finances. However, to manage the finances of an organisation, in-depth financial performance measurement and analysis is essential. The financial performance analysis of a company helps in understanding and evaluating its overall financial standing in terms of its assets, debts, expenses, equity, revenues as well as profitability. In simple words, financial performance analysis helps in examining the financial performance accomplished in a company along with its financial position over a specific timeframe, usually two or more accounting periods.
This report is going to conduct a detailed financial performance analysis for Lloyds Banking Group Plc, which is a leading banking group within the UK. The company trades its shares on the LSE or London Stock Exchange. This company is also a key component or constituent of the FTSE100 Index. In this report, there will be a detailed calculation of the profitability, gearing, efficiency, investor and liquidity ratios of Lloyds Banking Group Plc for the past 2 years. Depending on the calculation of these ratios, there will be an evaluation of the performance of this company in the past two years. The probable reasons that might have led to the changes in these ratios will be determined followed by an analysis of the drawbacks existing within ratio analysis. Considering these findings, the company will be recommended on the improvement of its financial management.

Main Findings
Background of Lloyds Banking Group Plc

Lloyds Banking Group Plc is a leading UK-based company that has been offering financial services for more than 325 years (Lloyds Banking Group plc, 2024a). It has a unique family consisting of household brands with more than 66000 employees across countries such as the UK, Spain, Latin America and others. The role that the company plays involves helping individuals as well as businesses and ensuring a positive contribution to the communities within which it has its operations. There are above 20 million users of the Lloyds banking application (Lloyds Banking Group plc, 2024b). At Lloyds Banking Group Plc, there are three main core divisions existing, which are line with its strategy introduced back in the year 2022 (Lloyds Banking Group plc, 2024c). These core divisions involve commercial banking, retail and insurance, pensions and investments. This restructuring assists the company in terms of optimisation of synergies as well as efficiencies so that customer needs can be served at their best.


Figure 1: Divisions of Lloyds Banking Group Plc
(Source: Lloyds Banking Group plc, 2024c)
Results of ratios calculated for Lloyds Banking Group Plc

There are varied methods and techniques used for the assessment of the performance that is secured in a company (Marr, 2012). According to Ciaran (2008), one of the most important methods and techniques that are helpful for the evaluation of the performance accomplished in companies is ratios. Ratios help in the evaluation of a company’s performance by the compare and contrast of the figures disclosed within its financial statements (Bhimani, 2022). The following is a detailed presentation of the ratios calculated for Lloyds Banking Group Plc for the last two years –
Type of ratio	Formula	Calculation of ratios
		2023	2022
Profitability ratios			
Gross profit Ratio	Gross profit/Sales turnover × 100	47.41%	73.23%
Net profit Ratio	Net profit/Sales turnover × 100	0.63%	0.45%
			
Efficiency ratios			
Efficiency ratio	Non-interest expenses/Revenues	0.39 times	0.52 times
Asset turnover ratio	Sales turnover/Average assets	0.03 times	0.02 times
Trade payable days	Trade payables (creditors)/COGS × 365 days	152.23 days	561.53 days
			
Liquidity ratios			
Current ratio	 Current assets/ Current debts	3.36: 1	3: 1
Cash ratio 	(Cash+Marketable securities)/Current Liabilities	0.86: 1	0.92: 1
			
Gearing ratios			
Debt ratio	 Debts/Assets	0.95: 1	0.95: 1
Gearing ratio	 Debts/Shareholders’ equity	17.61: 1	18.89: 1
			
Investor ratios			
Earnings per share	Net profit-Preferred dividends/Weighted number of common shares outstanding	0.08 pence per share	0.06 pence per share
Dividend payout ratio	 Dividends paid/Profit for the year * 100	29.92%	37.6%
				

Critical evaluation of the ratios calculated

Depending on the ratios calculated above for Lloyds Banking Group Plc, the following is an evaluation of the company’s performance –
Analysis of profitability
Horngren et al. (2019) mentioned that the profitability ratios refer to the specific group of ratios, which help in the determination of a company’s capacity and efficiency of profit generation. However, profitability ratios are of different types such as gross profit and net profit margin. The gross profit margin shows the profit percentage secured after cost of sales are deducted from revenues (Mao, 2023). However, Alvian and Munandar (2022) mentioned that the net profit margin shows the profit percentage secured in a company after all costs and expenses are charged to its revenues generated. Lloyds Banking Group Plc’s gross profit margin shows a huge reduction from 73.23% to 47.41% in 2023 relative to 2022. 
This reduction is seen despite the increase in the company’s revenue. The probable reason for this reduction is the enlargement of the cost of sales of the company by more than 200% in these two years. Conversely, Lloyds Banking Group Plc’s net profit margin shows an increase from 0.45% to 0.63% in 2023 relative to 2022. The strong increase that has occurred in the revenues of the company is the probable reason due to which this ratio has improved. However, on an overall basis, the net profit margin of this company is poor and shows a poor profit generated in the company on an overall basis. The company needs to focus on the improvement of its profitability.

Figure 2: Profitability ratios of Lloyds Banking Group plc
(Source: Created by the learner)
Analysis of efficiency
Efficiency ratios can be defined as the group of ratios, which assists companies in terms of measuring how well they use their resources for the generation of income (Drury, 2021). Asset turnover ratio and trade payable days are the two main efficiency ratios. Firman and Salvia (2021) defined asset turnover ratio as the ratio shows the efficiency present within a company’s assets in terms of generation of revenues. However, Koralun-Bereźnicka (2022) stated that trade payable days indicates the average timeframe needed for paying off trade creditors. Lloyds Banking Group Plc’s asset turnover ratio shows a marginal increase from 0.02 to 0.03 in 2023 relative to 2022 due to increase in its sales.
However, this ratio is poor on an overall basis and shows good income generation from assets. Trade payable days of the company show a great improvement from 561.53 days to 152.23 days. This is due to the reduction in the company’s payables and increase in its cost of sales. However, this ratio is still quite poor and needs to be improved. According to Abidin et al. (2021), in the case of banks, efficiency ratio is also one of the key ratios that show how banks control their costs as well as earn revenues. Lloyds Banking Group Plc’s this ratio shows a reduction from 0.52 times to 0.39 times in these years, which might be due to increase of both non-interest expenses and revenues. This reduction needs to be improved in the upcoming periods. 

Figure 3: Efficiency ratios of Lloyds Banking Group plc
(Source: Created by the learner)
Analysis of liquidity
According to Atrill (2020), the liquidity ratios refer to the specific group of ratios, which help in the determination of a company’s competence to repay all its short-term dues and debts. Current ratio and cash ratio are the two main types of liquidity ratios. Kartikasari, Karyatun and Digdowiseiso (2023) defined current ratio as the ratio that compares the short-term assets and short-term debts of a company. However, Budianto and Dewi (2023) defined cash ratio as the ratio, which determines an organisation’s capacity of covering its short-term debts by utilising only its cash. Lloyds Banking Group Plc’s current ratio shows an increase from 3 to 3.36 in 2023 relative to 2022, the possible reasons being increase in short-term assets and reduction in short-term debts. The cash ratio however shows a marginal reduction from 0.92 to 0.86 during these two years. A simultaneous reduction in the cash of the company and its short-term debts are the two probable reasons due to the decrease in this ratio. On an overall basis, Lloyds Banking Group Plc’s current ratio is good, but its cash ratio is low and has also undergone a further reduction. An improvement is needed in this ratio of the company.

Figure 4: Liquidity ratios of Lloyds Banking Group plc
(Source: Created by the learner)
Analysis of gearing
Gearing ratios can be defined as the group of ratios, which assists companies in terms of measuring its financial health, its risks and its capacity of repaying debts (Saunders, Cornett and Erhemjamts). Debt ratio and gearing ratio are two key gearing ratios. Sukma, Nurtina and Nainggolan (2022) defined debt ratio as the ratio that helps to identify a company’s debt payment abilities by using assets. Aldo (2022) defined gearing ratio as the ratio that helps to identify a company’s debt payment abilities based on equity. Lloyds Banking Group Plc’s debt ratio has not undergone any noticeable change in 2023 relative to 2022 and has remained about 0.95 in both the years. The probable reason for this is that the total assets of this company have increased along with an increase in its total debts. However, if the gearing ratio is considered, it can be seen that there has been a reduction from 18.89 to 17.61 in the last two years. However, this shows much higher equity than debts, which needs to be improved immediately.

Figure 5: Gearing ratios of Lloyds Banking Group plc
(Source: Created by the learner)
Analysis of investor ratios
According to Atrill and Mclaney (2021), the investor ratios refer to the specific group of ratios, which help in the determination of a company’s performance in the share market, thereby aiding investor decision-making. Earnings per share refer to an investor ratio, which determines the profit earned in companies for each share present within its common stock (Arsal, 2021). Hutabarat et al. (2023) defined the dividend payout ratio is a kind of investor ratio, which shows the net income paid to stockholders as dividends. Lloyds Banking Group Plc’s earnings per share show a marginal increase from 0.06 to 0.08 in its value in 2023 relative to that of 2022, the probable reasons for which are increased profits and decreasing outstanding shares. A noticeable reduction from 37.6% to 29.92% can also be identified in the company’s dividend payout ratio. The reason for this reduction is the increase in its dividends being lower than the increase in its profits. However, a good dividend payout is still maintained in the company. A significant improvement is needed in the company’s earnings per share.

Figure 6: Investor ratios of Lloyds Banking Group plc
(Source: Created by the learner)

Limitations of ratio analysis

There are different sorts of limitations in present in ratio analysis irrespective of the range of benefits and usefulness of this method or technique. A few of the primary limitations present within ratio analysis are the following –
The analysis of the ratios of a company is dependent on historical data only (Kurniawan, 2021). There is no consideration of present data, which fails to provide a realistic representation of its present and future performance.
Moreover, a company’s financial statements are released on periodical basis, resulting in time difference between the releases (Sitompul, Ichsan and Nasution, 2021). For example, if inflation has occurred between the releases of Lloyds Banking Group Plc’s financial statements, the results of the ratios might be incorrect.
Besides this, ratios are unable to show the prospects and valuation of a company and its projects. For example, capital appraisal models that can be net present value or accounting rate of return show the expected future profits and valuation of a company’s projects and investments, which ratios cannot.
Similarly, ratios are unable to consider the sources of finance available in a company using which its future performance can be improved (Maheshwari, Maheshwari and Maheshwari, 2024). For example, the ratios above show Lloyds Banking Group Plc’s financial performance but fail to reflect its financing sources and stability in its finances.
Conversely, ratios of companies are calculated based upon its financial statements. However, business managers often manipulate financial statements for their own advantage. If such manipulations have occurred in the financial statements of Lloyds Banking Group Plc, the above financial performance analysis for the company might turn out ineffective.

Conclusion
It can be summarised that ratios are one of the most effective methods and techniques using which financial performance analysis is conducted. The importance and effectiveness of ratios could be determined. Moreover, the assessment of the financial statements of Lloyds Banking Group Plc for the last two years assisted in determining that the profitability of the company is quite poor. At the same time, the company is also determined on possessing a poor or low efficiency. Conversely, the liquidity maintained within the company shows satisfactory results. At the same time, if the gearing ratios are considered, it can be determined that the capacity of the company to meet debts using assets is good.
However, Lloyds Banking Group Plc’s capacity of the company to meet debts using equity is poor and needs to be improved immediately. A good dividend payout is also observed in the company but its earnings per share are low despite the improvement that has taken place in the last two years. Thus, on an overall basis, the financial performance of this company is determined to be poor and needs to undergo a significant improvement. Besides this, from the findings of the report, it could be identified that ratios have certain inherent limitations such use of historical data, financial statement manipulations and others. Hence, it can be determined that Lloyds Banking Group Plc needs to adopt specific strategies and measures to improve its financial performance in the upcoming accounting periods.

Recommendation

Depending on the findings of Lloyds Banking Group Plc’s financial performance accomplished in the last two years, the following are the recommendations for the company to improve its financial management –
According to Feinberg and Zanardi (2022), reducing the operating costs of a company and enhancing its marketing strategies is helpful for improving its profitability. To increase Lloyds Banking Group Plc’s net profit margin, reduction in operating costs and enhancement of marketing strategies are recommended.
To improve the cash ratio of the company, it is recommended on the reduction of short-term debts and expenses, focusing more on cash in hand and negotiating longer payment cycles.
The gearing of the company is recommended to be improved via the payment of debts, increase of profits, enhancement of inventory management and cutting off operating costs.
According to Abdullah (2023), a company’s operating efficiency can be improved through enhancement of asset utilisation, refining of sales processes and investment into modern technologies. Lloyds Banking Group Plc’s efficiency is also recommended on being improved by adopting all these strategies.
To improve the earnings per share of the company, the company is recommended to enhance its revenue growth, improve its cost management and optimise its capital structure and debt management.
Determination and management of sources of finance along with application of capital appraisal models is also recommended to the company for better financial management in the future. Sources of finance will maintain an availability of finance in the company while capital appraisal models will ensure maximised returns from capital investments.
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[bookmark: _Toc186730482]Figure 7: Income Statement of Lloyds Banking Group plc
(Source: Lloyds Banking Group plc, 2023)
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[bookmark: _Toc186730483]Figure 8: Balance Sheet of Lloyds Banking Group plc
(Source: Lloyds Banking Group plc, 2023)
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	Type of ratio
	2023
	2022

	Profitability ratios
	
	

	Gross profit margin
	13298/28051 * 100
= 47.41%
	12922/17645 * 100
= 73.23%

	Net profit margin
	5518/28051 * 100
= 0.63%
	3923/17645 * 100
= 0.45%

	
	
	

	Efficiency ratios
	
	

	Efficiency ratio
	10823/28051
= 0.39 times
	9237/17645
= 0.52 times

	Asset turnover ratio
	28051/881453
= 0.03 times
	17645/873394
= 0.02 times

	Trade payable days
	6153/14753 * 365 days
= 152.23 days
	7266/17645 * 365 days
= 561.53 days

	
	
	

	Liquidity ratios
	
	

	Current ratio
	303784/90311
= 3.36: 1
	296910/98939
= 3: 1

	Cash ratio 
	78110/90311
= 0.86: 1
	91388/98939
= 0.92: 1

	
	
	

	Gearing ratios
	
	

	Debt ratio
	834088/881453
= 0.95: 1
	829483/873394
= 0.95: 1

	Gearing ratio
	834088/47365
= 17.61: 1
	829483/43911
= 18.89: 1

	
	
	

	Investor ratios
	
	

	Earnings per share
	5518/64953
= 0.08 pence per share
	3923/68847
= 0.06 pence per share

	Dividend payout ratio
	1651/5518
= 29.92%
	1475/3923
= 37.6%
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BUSINESS REPORT OF GREENACRES PLC
[bookmark: _Toc187312996]Executive Summary

The report discusses investment evaluation methods and Greenacres plc's investment decision. It describes how decision-makers make investment choices, and the financial calculations required. It also presents a theoretical discussion on various investment evaluation methods and suggestions for Greenacres Plc. on investment finance sourcing.
To decide on which investment option, Greenacre Plc. should consider the report presented discussion regarding the analysis of the present net value of all given investment paths. As per the value, an appropriate investment suggestion was given to Greenacre Plc. The report also discussed why NPV is most famously used and is regarded as the finest investment evaluation method. 
The report also discussed another non-discounting method of investment evaluation and presented a critical analysis of why it is becoming popular in measuring investment work by small firms. Further, it presented other agents that companies must consider before making investment decisions, besides the NPV or IRR values. 
The final stages of the report covered calculating the total NPV for Greenacre Plc's proposed investment policy. Further, they provided critical analysis and suggestions on how Greenacre Plc. can generate finance for its investment projects. 
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[bookmark: _Toc187312997]Introduction

According to Drury (2018), businesses worldwide often engage in periodic decision-making sessions for the company’s extension and development. As given by Atrill (2020), shareholders must decide on the company’s monetary status and resource usage to make effective decisions about investing in effective opportunities. As per Zutter and Smart (2019), these opportunities help businesses gain capital and use their assets, impacting financial growth. As Walsh (2008) discussed, these decision-making processes are conducted by measuring and analysing capital estimation ways such as accounting return percentage, NPV, payback period, IRR, adjusted present value, etc. Analysis of capital evaluation method plays a prominent role in business finance. According to Bhimani (2022), businesses select the most profitable investment options available compared to other opportunities through these financial measures. 
This report will assist in the execution and decision framework of Greenacres Plc. It will explain whether they should undertake the investment path or look for other ways. Assessment of investment options using the NPV method and appropriate recommendations on one option will be presented. Return estimation of the recommended investment option using the IRR will be provided. It will discuss how NPV is effective and the best method for measuring capital investment appraisal. Along with this, a discussion on other agents that shareholders need to consider prior to an investment decision will also be presented. This report will also present suggestions and advice for Greenacres’s board of directors on the various financial options available to them. 
[bookmark: _Toc187312998]Greenacres Plc Investment Options

Greenacres Plc has been considering expanding its business through investment in three major options for some time. As a company that produces diverse top-grade outdoor rattan furniture and related products, it must make appropriate investment choices to reach a wider audience. For the upcoming four-year plan, the board of directors has identified the following three investment options:
A. Store expansion to include all items, with an initial expenditure of £ 660,000.
B. Develop and expand online stores and virtual sales with an initial expenditure of £ 1,000,000.
C. Produce conservatories and greenhouses with an initial expenditure of £1,700,000. 
[bookmark: _Toc187312999]Main Body
[bookmark: _Toc187313000]Evaluation of Investment Options
NPV
Seal et al. (2018) described the NPV as one of the prominent and famously used capital evaluation approaches. According to Joannidès (2018), this measure explains all the future cash proceeds of the business, containing both negative and positive cash proceeds, throughout the whole lifeline of the investment made deducted from the present. As informed by Vernimmen and Le Fur (2022), NPV is used by businesses to determine the worth of investments, considering all amounts of revenue, capital cost for investment, and expenses. According to Pierrakis (2019), it is computed through the cash proceeds amount, the respective discount rate, and the initial investment purchase price. 
For Greenacres Plc, the following amount was calculated as the final NPV for a year plan:
A. NPV for investment in retail store expansion = £ 752892.953
B. NPV for investment in online presence = £ 1301418.633
C. NPV for investment in greenhouses and conservatories =£ 1315807.908
The above-calculated values show that among the three investment options, option A has the least value while option C has the highest value. According to Brusov et al. (2018), a low NPV value specifies that the investment is not profitable on a desirable level, the investment cost will be more than the generated return amount, and a high NPV value indicates that the investment has the potential for higher returns. All three options are profitable if compared with the initial expenditure cost for each investment option. For Greenacres, there is an amount difference of £ 92892.953 for option A, £ 301418.633 for option B, and £ 384192.092 for option C. However, among the three options, option C has turned out to be the most profitable of them all, with the highest NPV value and the highest difference between the initial amount and generated return.
Hence for Greenacres Plc, Option C would be the most suitable option to invest in as compared to the other two. 
IRR
According to the CFA Institute (2022), there is the anticipated yearly rate or compound yearly rate of the return obtained on an investment. For the growth of their business, companies take on different investments and business ventures, such as expansion in retail stores or increasing online presence. While creating the financial budget and deciding on which venture would be profitable for investment, the board members often use the information on the anticipated yield on investment options. As described by Magni (2020), this IRR helps decision-makers in ranking and comparing different investment options as per their estimated yield. The investment with the largest return percentage is then selected by the company. 
For Greenacres Plc, as per NPV, option C has shown the biggest potential to be a profitable investment. Hence, it is only fair to find out its return percentage. For investment in the greenhouse and conservatory operation, the company will get approximately 31.69% or 32%. This value indicates that the initial investment will turn to zero at the discount rate of 32%. In much simpler words, it can be said that 32% of the return percentage is needed to convert the present value of cash proceeds to the initial investment of £ 1700000. 
[bookmark: _Toc187313003]The Finest of Practice Evaluation–NPV
As per Yan and Zhang (2022), since the NPV or NPV indicates the worth of investment and profitably, it is most famously used for measuring investment capital appraisal. However, there has been some argument regarding the status of NPV as the prime way for capital estimation. According to Dai et al. (2022), NPV recognises the current value of the investment under analysis. According to Magni and Marchioni (2020), it also helps business leaders find out the profit and total revenue generated through the given investment throughout the entire investment period. As per Cotter (2022), in many textbooks, NPV is considered the best method for capital budgeting. According to Sneps-Sneppe (2023), NPV is the preferred approach in principle and is the most theoretically correct method. As per Wang (2023), the main reason why NPV is considered the best approach is due to its property of considering future cash proceeds and TVM. According to Gaspars (2019), NPV is one of the easiest techniques that is effortless to learn and facile to compute by business professionals. According to Dai et al. (2022), when measuring the efficiency of investment options, if the decision-makers face the dilemma of choosing between NPV and IRR, NPV is almost always selected. However, as per Huang et al. (2022), sometimes, due to the uncertainty of cash proceeds, financiers find the calculation of NPV tough to use and estimate. There is no warranty that the cash proceeds that are used for the estimation of NPV are completely accurate hence tempering with the final NPV amount. Discount rates have a notable impact on the final cash proceeds of each year, affecting the NPV value. The IRR method is a convenient method for evaluating the economic return percentage on the capital that is invested. Since IRR is a strictly definable term and reflects the profitability of the investment project with a simple percentage value, hence it becomes easier for business leaders to make profit maximization decisions. 
[bookmark: _Toc187313004]Non – Discounting Methods
As described by Baum et al. (2021), as per the name, the procedure of capital evaluation that does not recognize the TVM is termed the anon-discount method. For measuring investment evaluation through non -discounting methods, the amount of succeeding cash proceeds or money is considered to be of the same value as present money. In a simpler sense, this method does not contemplate the fact that the value of money changes over time with the economic inflation rate and other agents in the market. According to SchwarzBichler et al. (2018), a non-discounted method such as a payback period method and accounting return percentage method focuses only on the cash proceeds that are generated by the overall investment. Due to this property, they are much easier to compute and straightforward to grasp by the decision-makers. Since non-discounting methods do not consider the change and unreduced cash proceeds, their assessment is quick and effective for short-term investments. As given by Sarkar et al. (2018), this practice of not considering the TVM is widely popular in small and new firms and businesses since it is easy to implement and simple to understand for beginners. Another reason for the rise in popularity of non-discounted methods among small firms is that these methods, because of their simple nature, demand less common time and are cost-effective. 
[bookmark: _Toc187313005]Agents for investment decision-making
Although analysing the profitability of investment options through the discounted and non-discounted investment evaluation methods is the primal factor that affects the decisions regarding choosing an investment project for the company, the decision makers should consider other agents as well that have a significant effect on the performance of investments. According to Thavva (2021), one of the main agents that decision-makers have to consider is the liquidity status of investment. They must recognise the fact that shortly they might need liquid money and hence they might need to liquidate that particular investment. If an investment option has a long-term profitability potential and a high liquidity rate, the company can leverage it slightly in the future. As given by Magni (2020), the vitality and variability of investment affect its performance and how useful this investment will be for the company in the future. The Volatility of an investment means how much the investment will fluctuate according to economic change and spontaneous market trends. This factor has a high effect on investment behaviour and price pattern. According to Ohrn (2018), one of the prime agents that affect how an investment will assist the company is the taxation rules. Different market asset and operations shave their taxation rules; hence, companies, before deciding on an investment, need to consider the taxation policy that applies to their particular investment options. 
[bookmark: _Toc187313006]Investment Policy
To maximize company profit, the decision-makers need to opt for optimal investment policies. According to Janekova et al. (2021), finding an optimal investment policy is to find an investment strategy that will maximize the initial amount taken at the beginning of the investment period, such as liquid assets, considering that the company does not sell out or go bankrupt. As per Oliinyk and Kozmenko (2019), commonalities can optimize their investment strategy by creating a diverse investment portfolio and through the calculation of appropriate fund proportions.
The total fund is £ 2500000, and hence, this would be divided into different investment paths to augment the total. 


To achieve this, the ratio of NPV to the identical interest cost is to be calculated as follows:
· For investment A:
Initial cost = 660,000 and calculated NPV = 2072892.953
Ratio = 3.14
· For Investment B:
Initial cost = 1,000,000 and calculated NPV = 1301418.633 
Ratio = 1.30
· For Investment C:
Initial cost = 1,700,000 and calculated NPV = 1315807.908
Ratio = 0.77
As per the ranks of the investment, which is A>B>C, the division of funds is as follows:
For option A: Full funding = 660000
For option B: Full funding = 1000000
And for option C: the remaining fund = 2500000 – (fund of A + fund of B) = 840000
Hence the NPV for investment option C would be = (840000/1700000) * 1315807.90 = 650,163.90
Therefore, the total NPV from the investment policy = 2072892.95 + 1301418.63 +650163.90 
= £ 4024475.48. 
[bookmark: _Toc187313007]Suggestion on financing

The board of Greenacres Plc can make use of the following financing recommendations on how they can fiancé the investment program and what the main sources available for them are:
· Equity Finance Resources
This means generating finance or capital for investment projects through the selling of company shares or assets. In simpler terms, the board members of Greenacres Plc can consider giving away part of their company in return for capital for financing investment. The main advantage of getting capital through equity is that there is no burden on the company in terms of loans. With this method, the company can gain new partnerships with other organizations and form valuable relationships. However, the equity investors will expect a higher profit; the company will have to share part of the business control with them. 
· Debt Finance Resources
As compared to equity finance resourcing, debt finance resources are more attractive and flexible options to generate essential investment capital. This approach refers to the practice of a company selling debt elements such as loans and bonds to raise money. More simply, Greenacres Plc can borrow money from financial institutions and organizations and pay it back at an interest rate. The main advantage is that the company will not have to share part of its corporate control, and the interest amount tin deducted from taxes. However, this method requires a good credit score and demands timely repayments. 
· Crowd Funding
This refers to the practice of collecting finance for an investment project by borrowing money from several small institutions and organizations. This also includes donations, grants subsidies from public institutes. The process of crowdfunding is mostly done online and usually used by start-up businesses, however, established companies such as Greenacres Plc can also acquire the funds through this method. One of the key advantages of this process of collecting funds is that it can help businesses in borrowing higher value funds with better terms and conditions, and if profitable it attracts small investors towards the company’s operations. However, since it requires a certain number of investors to collect the desirable amount of funds, it might take a long time and also puts the company at risk of being open to the public. 






[bookmark: _Toc187313008]Conclusion

This report provided discussions on the decision-making process of Greenacres Plc. It explained that among the three given investment options, it should consider going with option C which is an investment in greenhouse and conservatories. This conclusion was achieved through the estimation and assessment of investment paths using the NPV technique. With the option displaying the highest NPV, a recommendation on that option was given. The report also presented the estimation of the IRR value for all the suggested investment C. 
It was deduced that 32% of the return percentage is requisite to convert the present value of cash proceeds to the initial investment of £ 1700000. Further, with appropriate theoretical implications, the report discussed that NPV is the famously used and best method of investment appraisal. The reason for the popularity of non-discounted methods was discussed along with the agents that companies need to consider when making investment decisions. Moreover, the total NPV for optimal investment policy came out to be £ 4,024,475.48. In addition to that, it was suggested that Greenacres Plc can finance their investment projects through equity financing, debt financing, and crowdfunding. 
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[bookmark: _Toc187313010]Appendix

NPV of Investment Option: A 

Table 1: NPV of Investment Option: A.
	Net Present Value of the investment A 

	Period 
	Cashflows (£)
	Rate of Discounting 
	Present Value (£)

	0
	
	1.000
	660000.000

	1
	300,000
	0.943
	283018.868

	2
	400,000
	0.890
	355998.576

	3
	450,000
	0.840
	377828.677

	4
	500,000
	0.792
	396046.832

	 
	 
	 
	 

	Net Present Value 
	2072892.953




NPV of Investment Option: B

Table 2: NPV of Investment Option: B.
	Net Present Value of the investment B

	Period 
	Cashflows (£)
	Rate of Discounting 
	Present Value (£)

	0
	-1,000,000
	1.000
	-1000000.000

	1
	500,000
	0.943
	471698.113

	2
	550,000
	0.890
	489498.042

	3
	700,000
	0.840
	587733.498

	4
	950,000
	0.792
	752488.980

	 
	 
	 
	 

	Net Present Value 
	1301418.633







NPV of Investment Option: C

Table 3: NPV of Investment Option: C.
	Net Present Value of the investment C

	Period 
	Cashflows (£)
	Rate of Discounting 
	Present Value (£)

	0
	-1,700,000
	1.000
	-1700000.000

	1
	500,000
	0.943
	471698.113

	2
	800,000
	0.890
	711997.152

	3
	1,050,000
	0.840
	881600.247

	4
	1,200,000
	0.792
	950512.396

	 
	 
	 
	 

	Net Present Value 
	1315807.908





IRR Table for Investment Option C
Table 4: IRR Table for Investment Option C.
	IRR of investment C

	Period 
	Cashflows (£)

	Initial Investment 
	-1,700,000

	1
	500,000

	2
	800,000

	3
	1,050,000

	4
	1,200,000

	 
	 

	IRR
	32%







	IRR of investment A 

	Period 
	Cashflows (£)

	Initial Investment 
	-660,000

	1
	300,000

	2
	400,000

	3
	450,000

	4
	500,000

	 
	 

	IRR
	45%



	IRR of investment B

	Period 
	Cashflows (£)

	Initial Investment 
	-1,000,000

	1
	500,000

	2
	550,000

	3
	700,000

	4
	950,000

	 
	 

	IRR
	48%



	IRR of investment C

	Period 
	Cashflows (£)

	Initial Investment 
	-1,700,000

	1
	500,000

	2
	800,000

	3
	1,050,000

	4
	1,200,000

	 
	 

	IRR
	32%




	Investment 
	Initial Cost (£) 
	NPV (£)
	NPV to cost ratio 

	A
	660,000
	2072892.953
	3.14

	B
	1,000,000
	1301418.633
	1.30

	C
	1,700,000
	1315807.908
	0.77



Gross profit margin	2023	2022	47.406509571851245	73.233210541229823	Net profit margin	2023	2022	0.62601182365934482	0.44916727158647762	2023	Efficiency ratio	Asset turnover ratio	Trade payable days	0.38583294713200988	3.1823591274860952E-2	152.22971598996801	2022	Efficiency ratio	Asset turnover ratio	Trade payable days	0.52349107395862871	2.0202795073014028E-2	561.52657209400797	Current ratio	2023	2022	3.3637541384770406	3.0009399731147473	Cash ratio 	2023	2022	0.86490017827285715	0.92368024742518173	Debt ratio	2023	2022	0.94626486040662372	0.94972372148194251	Gearing ratio	2023	2022	17.609796263063433	18.890095875748674	Earnings per share	2023	2022	8.4953735778178066E-2	5.6981422574694615E-2	Dividend payout ratio	2023	2022	29.920260964117436	37.598776446597014	14
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