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[bookmark: _Toc224782557]EXECUTIVE SUMMARY
This paper provides a financial analysis of HSBC UK Bank plc for the fiscal years 2023 and 2024, as well as an investment appraisal for Westward Plc. Part A employs standard ratio analysis across five categories—profitability, liquidity, efficiency, gearing, and investor ratios—to assess financial health and performance. Part B utilises Net Present Value (NPV), Internal Rate of Return (IRR), and Payback Period methodologies to evaluate three mutually exclusive capital investment alternatives.
Part A demonstrates a varied performance assessment. Return on Equity decreased from 21.8% to 16.5%, although Gross Profit Margin remained robust at 62.4%. The Current Ratio of 1.18 in 2024 signifies sufficient although constrained short-term liquidity. The Gearing Ratio of 89.3% indicates HSBC UK's significant leverage, aligning with typical banking business practices. The Dividend Payout Ratio rose markedly to 80.7%, indicating proactive capital management. 
Part B designates Option B (Internet Sales Development) as the superior investment for Westward Plc, yielding an NPV of £792,245 and an IRR of 32.45%, significantly exceeding the 6% cost of capital. A proposed financing structure integrates retained earnings, long-term debt, and equity in a balanced manner.
[bookmark: _Toc224782558]PART A: RATIO ANALYSIS OF HSBC UK BANK PLC

[bookmark: _Toc224782559]1. Introduction
This section examines the financial performance of HSBC UK Bank plc in 2023 and 2024. Financial ratios are used as the primary method of financial statement analysis, as they help to interpret complex financial information in an understandable and comparable manner, including comparisons with industry standards (Walsh, 2008; Woelfel, 1994). Financial statement analysis is the best method for evaluating the performance of management in guiding the bank and assessing the financial health of the institution for external stakeholders (Penman, 2013).
HSBC UK Bank plc is a ring-fenced retail and commercial bank, wholly owned by HSBC Holdings plc. It is regulated by the PRA and FCA. HSBC UK Bank plc serves a wide range of customers in retail banking, wealth management, and commercial banking (HSBC UK Bank plc, 2024). During 2023 and 2024, HSBC UK Bank plc faced an increase in interest rates, inflation, and the process of integrating Silicon Valley Bank UK, acquired by HSBC in March 2023.
[bookmark: _Toc224782560]2. Purpose and Benefits of Ratio Analysis
Ratio analysis is a cornerstone of financial statement evaluation, enabling stakeholders to assess performance, identify trends, and benchmark against peers (Atrill and McLaney, 2021). Its principal benefits include simplifying complex financial data into easily interpreted metrics, enabling comparisons over time and across organisations, and providing early warning indicators of financial risk.
Academic literature identifies five principal categories of ratios applicable to organisational analysis: profitability, liquidity, efficiency, gearing, and investor ratios (Atrill, 2019; Arnold, 2013). Profitability ratios measure a firm's ability to generate earnings relative to revenue or capital employed. Liquidity ratios assess the capacity to meet short-term obligations. Efficiency ratios evaluate how effectively resources are deployed. Gearing ratios examine the balance between debt and equity financing and assess financial risk. Investor ratios consider returns and value metrics relevant to shareholders. Each category addresses a distinct dimension of financial health, and together they provide a holistic view of organisational performance (Saunders and Cornett, 2021).
Ratio analysis does, however, carry limitations. Ratios are backward-looking, derived from historical data, and dependent on accounting conventions that vary across firms. They also capture point-in-time measurements and exclude qualitative factors such as management quality and strategic positioning (Penman, 2013; Drury, 2020). These limitations are discussed further in Section 5.
[bookmark: _Toc224782561]3. Financial Performance Analysis Using Ratios
The sections that follow describe the five types of ratios that have been computed for HSBC UK Bank plc. Benchmarks have also been provided for each type of ratio for better comprehension. Benchmarks for the industry have been based on the statistics provided by the Bank of England (2024), Koch and MacDonald (2014), and Saunders and Cornett (2021). Note: Since HSBC UK Bank plc is a bank, some ratios are structurally not applicable. In such cases, the best alternative ratios have been used, as explained below.
[bookmark: _Toc224782562]3.1 Profitability Ratios [F.Y. 2023 & 2024]
The profitability ratios show the measure of the degree to which a firm is profitable in comparison to the revenue and capital employed by the firm. The standard profitability ratios that have been used in this study are Gross Profit Margin, Net Profit Margin, Return on Equity, and Return on Assets (Atrill, 2019; Walsh, 2008).
Industry Benchmarks:
ROE 10-15%, ROA 0.8-1.2%, Gross Profit Margin 55-65%, Net Profit Margin 20-30%
For Retail & Commercial Banks in the UK (Saunders & Cornett, 2021)
	Ratio
	F.Y. 2023
	F.Y. 2024
	Change
	Industry Benchmark

	Gross Profit Margin
	64.1%
	62.4%
	−1.7 pp
	55% – 65%

	Net Profit Margin
	28.3%
	22.7%
	−5.6 pp
	20% – 30%

	Return on Equity (ROE)
	21.8%
	16.5%
	−5.3 pp
	10% – 15%

	Return on Assets (ROA)
	1.56%
	1.23%
	−0.33 pp
	0.8% – 1.2%



Critical Evaluation: The gross profit margin recorded a minimal decline from 64.1% to 62.4%, but this is still well within the sector’s benchmark range of 55-65%. This is an indication that HSBC UK’s core income generation with respect to direct costs is still quite robust. The minimal decline is as a result of moderately higher funding costs as the bank faces the challenges of a high-intensity deposit competition under a high-interest-rate regime. The net profit margin recorded a more significant decline from 28.3% to 22.7%, but this is still well within the sector’s range of 20-30%. This decline is a result of the rising operating costs as well as the non-recurring acquisition costs of SVBUK. Penman (2013) asserts that non-recurring items may distort interperiod comparisons. Therefore, the net profit margin recorded in 2024 is a more reliable indicator of the bank’s capacity to generate earnings. The return on equity recorded a decline from 21.8% to 16.5%, moving from above the sector’s range of 10-15% to the sector’s range. Therefore, this is a confirmation of the theoretical assertions that the market tends towards the mean after non-recurring income events, as established by Koch & MacDonald (2014). Return on assets recorded a decline from 1.56% to 1.23%, which is above the sector’s range of 0.8-1.2%. Therefore, this is a confirmation that the bank is still efficiently generating earnings with respect to asset utilization. In conclusion, although the profitability recorded in 2024 is below that recorded in 2023, the profitability is still above the sector’s benchmarks and is a more reliable indicator of the bank’s capacity to generate earnings going into the future.
[bookmark: _Toc224782563]3.2 Liquidity Ratios [F.Y. 2023 & 2024]
Liquidity ratios measure the organisation’s ability to pay short-term liabilities by using available assets. There are two types of liquidity ratios. These are the Current Ratio and the Quick Ratio, also called the Acid Test. According to industry ratios for banks, the Current Ratio is 1.1 to 1.3, and the Quick Ratio is 1.0 to 1.2 (Mishkin, 2019; Casu, Girardone, and Molyneux, 2015).
	Ratio
	F.Y. 2023
	F.Y. 2024
	Change
	Industry Benchmark

	Current Ratio
	1.24
	1.18
	−0.06
	1.1x – 1.3x

	Quick Ratio (Acid Test)
	1.22
	1.16
	−0.06
	1.0x – 1.2x



Critical Evaluation: The Current Ratio reduced slightly from 1.24 to 1.18, still within the range of 1.1-1.3, an appropriate range for the banking sector. This shows that HSBC UK is adequately liquid to pay its short-term debts. Although there is a slight reduction in the Current Ratio, it should be monitored. According to Atrill (2019), if the current ratio is below 1.0, it implies that the company lacks the ability to pay its short-term debts, and high current ratios could be an indication that the company holds idle capital. The bank’s current ratio is still within the standard range, showing that HSBC UK’s management practices are balanced. The Quick Ratio, in the case of banks, is an equivalent measure of the Current Ratio, as physical inventory does not form part of their balance sheet. The Quick Ratio reduced slightly from 1.22 to 1.16, still within the standard range of 1.0-1.2. According to Casu, Girardone, and Molyneux (2015), the management of bank liquidity differs from that of other non-financial companies due to the nature of their business, where their sources of funds are mainly deposits, which are subject to instant withdrawal. The reduction in both ratios indicates that HSBC UK is adequately liquid to pay its short-term debts. The slight reduction in both ratios could be due to the expansion of the balance sheet and increased capital utilization due to the SVB UK integration. The management should, however, be vigilant, especially as interest rates are rising and depositors could withdraw their funds (Bank of England, 2024).
[bookmark: _Toc224782564]3.3 Efficiency Ratios [F.Y. 2023 & 2024]
These ratios are used to measure how well an organization is utilizing its assets to generate revenue (Woelfel, 1994; Drury, 2020). For financial institutions, applicable efficiency ratios would be: Asset Turnover Ratio; Operating Expense Ratio. Industry benchmarks: Asset Turnover Ratio: 0.03-0.05x; Operating Expense Ratio: 45-55%. (Walsh, 2008; Koch and MacDonald, 2014). Note: Inventory Turnover Ratio and Debtor Days are not applicable to a bank’s business model.
	Ratio
	F.Y. 2023
	F.Y. 2024
	Change
	Industry Benchmark

	Asset Turnover Ratio
	0.055x
	0.049x
	−0.006x
	0.03x – 0.05x

	Operating Expense Ratio
	35.9%
	37.6%
	+1.7 pp
	45% – 55%




Critical Evaluation: The company’s Asset Turnover Ratio has reduced from 0.055x to 0.049x. This means that its balance sheet growth has surpassed its revenue growth in 2024, partly because of the SVB UK deal that added to its holdings of low-yielding liquid assets (Koch and MacDonald, 2014). This is a concern because Walsh (2008) emphasizes that asset efficiency is a key factor in driving profitability in the long term. This is particularly important to banks because their balance sheets are significantly larger than those of non-financial firms. The company’s Operating Expense Ratio has also increased from 35.9% to 37.6%, although it is still within a relatively low range of 45-55%, a clear indicator that HSBC UK is still efficient in its operations relative to its peers in the industry. This is a clear advantage of its scale and infrastructure (KPMG, 2023). According to Woelfel (1994), increases in operating ratios are a reflection of strategic investment in technology and regulatory compliance, rather than inefficiency in operational control. This is particularly true in the banking industry in the UK because investment in technology is a requirement for long-term competitiveness (KPMG, 2023).
[bookmark: _Toc224782565]3.4 Gearing Ratios [Fiscal Year 2023 & 2024]
Gearing ratios are used to measure the degree to which a company’s business is financed through debt rather than equity, and to test how well a company can pay off its debt from its operating profits (Arnold, 2013; Berk & DeMarzo, 2020). The gearing ratios used are Debt to Equity Ratio (Gearing Ratio), and Interest Cover. Industry benchmarks indicate a Gearing Ratio of 85-95% for retail banks in the UK, and an Interest Coverage Ratio greater than 2.0x (Atrill, 2019; Prudential Regulation Authority, 2024).
	Ratio
	F.Y. 2023
	F.Y. 2024
	Change
	Industry Benchmark

	Gearing Ratio (Debt/Equity)
	91.2%
	89.3%
	−1.9 pp
	85% – 95%

	Interest Cover
	3.8x
	3.2x
	−0.6x
	Above 2.0x



Critical Evaluation: The gearing ratio for 2023 stood at 91.2%, while for 2024, it stood at 89.3%. These are within the acceptable range for the banking industry, which should be between 85-95%. This reflects the inherently high leverage nature of retail banking business models (Mishkin, 2019). Banking business models are inherently geared towards debt finance, mainly client deposits. This results in a high gearing ratio, which far exceeds the non-financial sector industry standard. In other sectors, the acceptable range for a gearing ratio should be between 30-60%. (Atrill, 2019). The decrease by 1.9% represents a marginal decrease. Arnold (2013) argues that gearing ratios should be evaluated within the context of the industry. High gearing for banking businesses reflects the business model rather than financial distress. The interest cover ratio has reduced from 3.8 to 3.2. However, this still represents a high ratio and far exceeds the threshold of 2.0. This shows that HSBC UK can pay its debt from its earnings. The decrease simply reflects higher interest expenses due to the current rate regime and an expanded balance sheet. Leland (1994) argues that high gearing for mature financial institutions is congruent with optimal capital structure theory, provided that the interest cover is high enough. Overall, the above analysis shows that HSBC UK’s capital structure is healthy.
[bookmark: _Toc224782566]3.5 Investor Ratios [F.Y. 2023 & 2024]
Investor ratios are used by current and prospective shareholders to assess returns generated by the entity (Atrill, 2019; Arnold, 2013). The standard investor ratios applied here are Earnings Per Share (EPS) and Dividend Payout Ratio.
	Ratio
	F.Y. 2023
	F.Y. 2024
	Change
	Industry Benchmark

	Earnings Per Share (EPS)
	Not Calculable
	Not Calculable
	N/A
	N/A (unlisted)

	Dividend Payout Ratio
	41.9%
	80.7%
	+38.8 pp
	30% – 60%



Critical Evaluation: EPS and dividend yield metrics are structurally inapplicable to HSBC UK Bank plc as it is a wholly owned, unlisted subsidiary with no publicly traded equity. Penman (2013) notes this is a common limitation when analysing subsidiary entities; full investor ratio analysis would require evaluation at the HSBC Holdings plc group level where market data is available. The absence of calculable EPS does not reflect negatively on financial performance; rather, it is a structural feature of the organisation's ownership model. The Dividend Payout Ratio remains highly informative as a capital allocation indicator. Its significant increase from 41.9% in 2023 to 80.7% in 2024 reflects a strategic shift toward capital extraction from the subsidiary to the parent group, consistent with Jensen's (1986) free cash flow hypothesis, which argues that mature firms with limited reinvestment opportunities should distribute surplus capital. The industry benchmark for payout ratios in UK banks is 30–60% (Bank of England, 2024). The 2024 ratio of 80.7% substantially exceeds this benchmark, indicating an unusually high level of capital distribution. Whilst this may reflect management confidence in HSBC UK's earnings stability, Myers and Majluf (1984) caution that elevated payout ratios reduce internal capital buffers and may force costly external fundraising during periods of economic stress. The significant increase in dividend distribution therefore represents a key strategic risk warranting close monitoring alongside the bank's capital resilience position.
[bookmark: _Toc224782567]4. Reasons for Ratio Changes Over the Period
[bookmark: _Toc224782568]4.1 Macroeconomic and Interest Rate Environment
The Bank of England’s policy rate rising to 5.25% helped to ensure income generation for all interest-bearing products, thus ensuring high gross profit margins. However, it also led to an increase in funding costs, thus reducing net profit margins due to increased competition on deposit pricing (Bank of England, 2024). According to Mishkin (2019), the effect of monetary policy on the profitability of banks through the monetary policy pass-through effect is asymmetric. Economic uncertainty further reduced lending demand, thus reducing asset turnover. However, a strong macroeconomic environment ensured high asset quality.
[bookmark: _Toc224782569]4.2 One-Time Acquisition Impact
The acquisition of Silicon Valley Bank UK for a considerable discount on book value in March 2023 had a considerable non-recurring impact on profitability metrics for 2023, with a return on equity (ROE) of 21.8% and a return on assets (ROA) of 1.56%. Penman (2013) points out that it is imperative to distinguish between non-recurring and recurring items to analyze a company’s performance. The profitability metrics for 2024 are more reliable, with an ROE of 16.5% and an ROA of 1.23%.
[bookmark: _Toc224782570]4.3 Strategic and Operational Factors
Strategic decisions were seen to have impacted the ratios to a certain degree. The Dividend Payout Ratio increased from 41.9% to 80.7%, which reflects prudent management in line with Jensen’s (1986) free cash flow hypothesis. Technology investment and regulatory compliance spending contributed to an increase in the Operating Expense Ratio from 35.9% to 37.6%, although KPMG (2023) and Deloitte (2023) classify this spending as necessary long-term investment. There has been a small decline in gearing levels, which reflects prudent management.
[bookmark: _Toc224782571]4.4 Competitive and Regulatory Dynamics
Challenger bank competition and fintech firms impacted fee income. Regulatory requirements, including ring-fencing rules, have restricted the bank’s ability to change its business model (FCA, 2023; PRA, 2023). According to Greenbaum, Thakor, and Boot (2019), although regulatory constraints are stabilizing forces for the industry, they can negatively impact individual bank profitability.
[bookmark: _Toc224782572]5. Limitations of Ratio Analysis
Ratio analysis has methodological limitations that are applicable to the analysis of HSBC UK. First, ratio analysis is backward-looking and does not give any guidance on future performance or future risks (Atrill, 2019). Second, accounting standards such as IFRS 9 on expected credit losses are subjective and influence the profitability of a company (Saunders and Cornett, 2021). Third, ratio analysis is based on snapshot analysis, which may not capture changes within a particular accounting period due to balance sheet management (Drury, 2020). Fourth, ratio analysis for inter-firm analysis faces limitations due to heterogeneity across banking peers (Casu, Girardone, and Molyneux, 2015). Lastly, the nature of a banking group such as HSBC UK, which has a number of subsidiaries, limits the use of investor ratios, which need to be analyzed on a group basis to evaluate shareholder returns (Penman, 2013).
[bookmark: _Toc224782573]6. Financial Management Recommendations
[bookmark: _Toc224782574]6.1 Profitability: preserve Net Profit Margin
The reduction in Net Profit Margin from 28.3% to 22.7% calls for analysis. The objective of a cost management program would be to improve the Operating Expense Ratio towards a target of 35% through branch rationalisation, automation of back-office operations, and consolidation of supplier contracts (Deloitte, 2023). Expected outcome: an increase in Net Profit Margin by 2-3 percentage points in 24 months.
[bookmark: _Toc224782575]6.2 Liquidity: maintain within benchmark
The Current Ratio of 1.18 is at the lower end of the 1.1 to 1.3 band. HSBC UK management must remain alert to short-term asset-liability mismatches, especially when normalisation of interest rates takes place, to prevent a decline in this ratio below 1.10 (Mishkin, 2019; Bank of England, 2024).
[bookmark: _Toc224782576]6.3 Gearing: sustainable capital management
With a Gearing level of 89.3% and an Interest Cover of 3.2x, HSBC UK must seek to manage its Dividend Payout Ratio towards a target of 50-60%. Myers and Majluf (1984) indicate that firms with high internal funding capacity are better able to withstand adverse economic shocks without resorting to expensive external funding.



[bookmark: _Toc224782577]PART B: INVESTMENT APPRAISAL FOR WESTWARD PLC
[bookmark: _Toc224782578]1. Introduction
Westward plc is faced with the task of selecting the superior investment out of three exclusive initial investment options: Option A - Retail Outlet Expansion (£600,000), Option B - Internet Sales Development (£1,000,000), and Option C - Wooden/Roman Blinds Production (£1,600,000). The evaluation will employ the use of Net Present Value (NPV), Internal Rate of Return (IRR), and Payback Period, with a 6% cost of capital, 25% corporation tax, and 20% straight-line capital allowances. This combination provides a comprehensive framework for decision-making.
Investment appraisal is the process of evaluating capital investment to establish the creation of value for shareholders (Atrill, 2019; Brigham & Houston, 2019). The process aims to determine which investments generate returns in excess of the cost of capital. Graham & Harvey (2001) concluded that NPV and IRR are the most frequently used investment appraisal techniques among 390 US CFOs, emphasizing their significance. Drury (2020) suggests that the combination of discounted and non-discounted techniques provides a comprehensive viability test, particularly for value creation.
[bookmark: _Toc224782579]2. Net Present Value Analysis
[bookmark: _Toc224782580]2.1 Theoretical Framework
The theoretical framework for the NPV method is based on the principle of the time value of money, where a dollar today is worth more than the same dollar in the future, as it has the ability to generate income in the future. The NPV method, therefore, discounts future cash flows to their present value based on the firm’s cost of capital, incorporating the risk factor in the process. A positive NPV implies that the project is creating more value for shareholders, resulting in an increase in shareholder wealth, whereas a negative NPV implies that the project is destroying shareholder wealth, and therefore, it should be rejected. NPV is considered the best method for project evaluation as it measures absolute value creation, aligns with the objective of maximizing shareholder wealth, and complies with the value additivity principle, which allows for the aggregation of NPVs of projects in a portfolio (Drury, 2020; Berk & DeMarzo, 2020). Furthermore, the NPV method allows for unconventional cash flow patterns, as opposed to the IRR method, which often results in multiple solutions. Moreover, Brigham and Houston (2019) conclude that in cases where the decision criterion is in conflict, NPV should have priority over other evaluation criteria, as suggested by Ross, Westerfield, and Jordan (2019).
[bookmark: _Toc224782581]2.2 Methodology
Several adjustments are applied to the raw cash flow forecasts. Corporation tax at 25% is deducted from gross operating cash inflows in the year they arise. Capital allowances at 20% straight-line generate annual tax shields, calculated as the allowance multiplied by the tax rate of 25%, reducing the effective tax burden consistent with Modigliani and Miller (1963). Adjusted net cash flows are discounted using PV = CF / (1 + r)^n, where r is 6% and n is the year number. The initial capital outlay at Year 0 is not discounted as it is incurred immediately. All figures are in £'000.
[bookmark: _Toc224782582]2.3 Option A: Retail Outlet Expansion
Initial Investment: £600,000 | Annual Capital Allowance: £120,000 | Annual Tax Shield: £30,000
	Year
	Gross CF (£'000)
	Tax [25%]
	Tax Shield
	Net CF
	Disc. Factor [6%]
	Present Value

	0
	(600.00)
	—
	—
	(600.00)
	1.000
	(600.00)

	1
	200.00
	(50.00)
	30.00
	180.00
	0.943
	169.74

	2
	400.00
	(100.00)
	30.00
	330.00
	0.890
	293.70

	3
	500.00
	(125.00)
	30.00
	405.00
	0.840
	340.20

	4
	700.00
	(175.00)
	30.00
	555.00
	0.792
	439.56


NPV [Option A] = £643,200
[bookmark: _Toc224782583]2.4 Option B: Internet Sales Development
Initial Investment: £1,000,000 | Annual Capital Allowance: £200,000 | Annual Tax Shield: £50,000
	Year
	Gross CF (£'000)
	Tax [25%]
	Tax Shield
	Net CF
	Disc. Factor [6%]
	Present Value

	0
	(1,000.00)
	—
	—
	(1,000.00)
	1.000
	(1,000.00)

	1
	400.00
	(100.00)
	50.00
	350.00
	0.943
	330.05

	2
	450.00
	(112.50)
	50.00
	387.50
	0.890
	344.88

	3
	720.00
	(180.00)
	50.00
	590.00
	0.840
	495.60

	4
	980.00
	(245.00)
	50.00
	785.00
	0.792
	621.72


NPV [Option B] = £792,245
[bookmark: _Toc224782584]2.5 Option C: Wooden Blinds and Roman Blinds
Initial Investment: £1,600,000 | Annual Capital Allowance: £320,000 | Annual Tax Shield: £80,000
	Year
	Gross CF (£'000)
	Tax [25%]
	Tax Shield
	Net CF
	Disc. Factor [6%]
	Present Value

	0
	(1,600.00)
	—
	—
	(1,600.00)
	1.000
	(1,600.00)

	1
	450.00
	(112.50)
	80.00
	417.50
	0.943
	393.70

	2
	700.00
	(175.00)
	80.00
	605.00
	0.890
	538.45

	3
	900.00
	(225.00)
	80.00
	755.00
	0.840
	634.20

	4
	1,200.00
	(300.00)
	80.00
	980.00
	0.792
	776.16


NPV [Option C] = £742,513
[bookmark: _Toc224782585]2.6 NPV Recommendation
All three options yield positive NPVs, confirming that each would create value for Westward Plc's shareholders above the 6% cost of capital. Option A generates an NPV of £643,200, Option C generates £742,513, and Option B delivers the highest NPV of £792,245. Under the NPV decision rule, where projects are mutually exclusive, the option generating the highest positive NPV should be selected as it maximises shareholder wealth (Atrill, 2019; Watson and Head, 2016). Option B is therefore the recommended choice. A further consideration reinforces this recommendation: capital efficiency. Option B generates £792 of NPV per £1,000 invested, compared with £643 per £1,000 for Option A and £464 per £1,000 for Option C. Option C, despite its larger absolute NPV relative to Option A, requires a £1,600,000 investment — nearly 60% more capital than Option B — for only marginally higher NPV. Brigham and Houston (2019) highlight that capital efficiency is a critical consideration for firms with finite resources, and Option B's superior NPV-to-investment ratio reinforces its selection. Watson and Head (2016) confirm that the highest NPV option should always be selected in mutually exclusive decisions, as it ensures the maximum addition to firm value.
[bookmark: _Toc224782586]3. Payback Period Analysis
The Payback Period is defined as the period of time that is required to recover the cumulative net cash inflows to pay back the initial investment (Drury, 2020). As a result, the Payback Period is not discounted and does not include cash flows that occur after the payback point. Despite these theoretical drawbacks, the Payback Period has continued to remain popular in practice as a preliminary tool to measure liquidity risk and capital recovery velocity, especially in situations where capital is constrained or in industries that are in a state of constant change (Arnold, 2013; Pike, Neale, and Linsley, 2018). Graham and Harvey (2001) found that 56.7% of chief financial officers (CFOs) in various organisations consistently or nearly consistently used the Payback Period in conjunction with other sophisticated techniques.
	Year
	Option A Cum. CF (£'000)
	Option B Cum. CF (£'000)
	Option C Cum. CF (£'000)

	0
	(600.00)
	(1,000.00)
	(1,600.00)

	1
	(420.00)
	(650.00)
	(1,182.50)

	2
	(90.00)
	(262.50)
	(577.50)

	3
	315.00 ✓
	327.50 ✓
	177.50 ✓

	Payback
	2 yrs 2.7 mths
	2 yrs 5.3 mths
	2 yrs 9.2 mths



Option A has the shortest payback period, which is 2 years and about 3 months, followed by Option B, which has a payback period of 2 years and 5 months, and lastly Option C, which has a payback period of 2 years and 9 months. All three alternatives have a capital recovery period within the four-year horizon for the evaluation. However, Ross, Westerfield, and Jordan (2019) have stated that the payback criterion must not be used as the major criterion for decision-making since it fails to take into account the time value of money and the cash flows received after the payback point. The major drawback of using the payback criterion for the given alternatives is that, although it takes a shorter time for the company to recover its initial investment, it fails to take into account the fact that the company benefits much more from the alternative with the higher NPV, which is Option B, as it has an NPV of £792,245, while Option A has an NPV of only £643,200. Pike, Neale, and Linsley (2018) have stated that the payback period must be used as an auxiliary tool for screening alternatives rather than as the major criterion for selection, especially when the cash flows are received much after the payback point. The extra time taken by Option B, which is about 2.6 months, is insignificant as it provides a much higher NPV.
[bookmark: _Toc224782587]4. Internal Rate of Return Analysis
The Internal Rate of Return (IRR) is the discount rate at which the net present value (NPV) of the project will be zero, thus the rate of return at which the project breaks even (Drury, 2020; Watson & Head, 2016). A project is considered financially viable if its IRR is higher than the cost of capital for the company, thus indicating that the project is providing a return on investment above the minimum required rate. In the case of mutually exclusive projects, the project with the higher IRR is normally preferred, although reconciliation between the two may be required if the two tools provide different results. As Arnold (2013) points out, the IRR is highly useful in communicating investment opportunities to non-financial managers, since it is a single percentage figure that can easily be compared to the cost of capital or other benchmark rates. However, Berk and DeMarzo (2020) point out that IRR can be highly misleading if it is used to compare projects with non-conventional cash flows or projects of different sizes and time horizons, and therefore should always be used in conjunction with NPV analysis.
[bookmark: _Toc224782588]4.1 IRR Calculation for Option B
	Year
	Net CF (£'000)
	DF @ 6%
	PV @ 6%
	DF @ 25%
	PV @ 25%
	DF @ 35%
	PV @ 35%

	0
	(1,000)
	1.000
	(1,000.00)
	1.000
	(1,000.00)
	1.000
	(1,000.00)

	1
	350
	0.943
	330.05
	0.800
	280.00
	0.741
	259.35

	2
	387.5
	0.890
	344.88
	0.640
	248.00
	0.549
	212.73

	3
	590
	0.840
	495.60
	0.512
	302.08
	0.406
	239.54

	4
	785
	0.792
	621.72
	0.410
	321.85
	0.301
	236.29

	NPV
	
	
	£792,245
	
	£151,930
	
	−£52,097



By means of linear interpolation, the internal rate of return (IRR) is calculated as follows: IRR ≈ 25% + [151,930 / (151,930 + 52,097)] × (35% − 25%) = 25% + 7.45% ≈ 32.45%.
The IRR of around 32.45% is well above Westward Plc's cost of capital of 6%, thus further validating Option B as the financially sound investment choice. The difference between the IRR and the cost of capital, also known as the IRR spread, is 26.45 percentage points (Brigham and Houston, 2019). Such a large buffer provides a substantial safeguard against potential inaccuracies in the estimated cash flows, macroeconomic changes, or an increase in the cost of capital. In other words, the cost of capital would have to increase from 6% to above 32.45% for Option B to become financially non-feasible, which is considered extremely unlikely and further emphasizes the soundness of this investment choice. As noted by Watson and Head (2016), a large IRR spread is a very strong signal of investment quality, especially in times of economic uncertainty. The IRR calculation is entirely consistent with and further supports the NPV analysis; both approaches independently and unequivocally select Option B as the better investment alternative for Westward Plc.

[bookmark: _Toc224782589]5. Strategic Considerations and Financing Plan
[bookmark: _Toc224782590]5.1 Strategic Considerations
Other than the quantitative measures, strategic considerations should be made in arriving at a final decision regarding investment (Watson & Head, 2016; Brigham & Houston, 2019). In relation to Option B, it is imperative for Westward Plc to analyze and understand the growth trends in the e-commerce market and the level of competitiveness in the online retail market for window coverings. It is crucial for Westward Plc to understand whether it has the requisite capabilities in digital marketing, technology, and customer service to execute an internet commerce strategy (Kersten et al., 2017). The implementation risks in relation to executing an internet commerce strategy include issues of technology failure, cybersecurity risks, data protection regulations under UK GDPR, and customer acquisition risks in a highly competitive digital environment.
Under Option C, there is a proposal for product diversification in the production of wooden and Roman blinds, which could be used as a strategic justification for investment in this option. Product diversification could provide a buffer against market risks in relation to revenue concentration risk and could provide a measure of resilience against market risks in relation to downturns in a particular product category, which is not factored in by using financial measures (Arnold, 2013). However, it should be noted that this option involves a capital outlay of £1,600,000 and a low NPV to investment ratio compared to Option B, which means that while product diversification could provide strategic advantages, it is not sufficient to compensate for its relative poor performance in terms of financial returns. Option A involves a low risk profile and a high payback period but involves a low NPV and thus could only be considered where capital preservation is a primary concern. The importance of sustainability and Environmental, Social, and Governance (ESG) factors in relation to investment decisions should not be overlooked by Westward Plc and should thus be factored in while considering the environmental impact of the preferred option in its overall corporate strategy (PwC, 2023).
[bookmark: _Toc224782591]5.2 Financing Structure for Option B
A well-diversified financing structure, which incorporates various sources of funds, is recommended for the £1,000,000 Option B investment, based on the trade-off theory of Myers (1984). The proposed financing structure is as follows:
- £400,000 (40%) through retained earnings—the source with the lowest cost, which involves no issuance costs and information asymmetry problems, as advocated by the pecking order theory of Myers and Majluf (1984), which holds that firms should rely on internal sources of funds before resorting to external sources.
- £400,000 (40%) through long-term debt—the source that involves tax-deductible interest payments, which yields tax shield benefits, as advocated by Modigliani and Miller (1963), and also helps to maintain the existing stock of shares without dilution.
- £200,000 (20%) through equity issues—the source that signals management's confidence in the project's viability to the external world, while also maintaining a moderate and flexible capital structure.
Retained earnings are the most efficient source of funds, as they involve no transaction costs or external disclosure requirements (Myers and Majluf, 1984). However, it may not be possible to generate the required £1,000,000 through retained earnings alone, which may also limit Westward Plc's financial flexibility. The 40% long-term debt component takes advantage of the interest deductibility feature to significantly lower the weighted cost of capital. Leland (1994) demonstrates that moderate leverage is value-enhancing due to tax shields without significantly increasing financial distress costs, as long as interest coverage ratios remain satisfactory. The equity component of 20% helps to avoid over-leveraging and also provides an additional cushion of financial flexibility. Myers (1984) contends that the optimal capital structure strikes a balance between the tax advantages of debt and the increasing costs of financial distress. The proposed 40/40/20 split appears to achieve this balance for a company of Westward Plc's size and risk characteristics. After the investment, management should make it a point to periodically review actual cash flows against projected cash flows to identify discrepancies at the earliest and take corrective action as and when required.
[bookmark: _Toc224782592]6. Conclusion
This report offers a two-fold financial analysis, including ratio analysis and investment appraisal. 
Part A uses conventional ratio analysis over five areas: profitability, liquidity, efficiency, gearing, and investor ratios, to analyze HSBC UK Bank plc. The analysis suggests a prudent transition from extraordinary to ordinary financial performance. Profitability ratios suggest that the 2024 financial performance (ROE 16.5%, ROA 1.23%, Gross Profit Margin 62.4%, Net Profit Margin 22.7%) provides a sound and trustworthy foundation, with 2023 financial performance overstated by non-recurring SVB UK acquisition gains that do not represent ordinary operative capability (Penman, 2013). All profitability ratios are at or above industry standards, providing a strong foundation for competitive advantage. Liquidity ratios demonstrate adequate short-term financial coverage at or above industry standards, with a Current Ratio of 1.18 and a Quick Ratio of 1.16; however, continued review is necessary as the interest rate environment normalizes. Efficiency ratios demonstrate strong cost controls relative to industry peers, best exemplified by an Operating Expense Ratio of 37.6%, which is substantially lower than the industry average of 45-55%. Gearing of 89.3% is consistent with industry norms, and an Interest Coverage Ratio of 3.2x indicates easy debt servicing. The Dividend Payout Ratio of 80.7% is substantially higher than the 30-60% industry average, suggesting a primary source of strategic risk in potential degradation of internal capital reserves and, in turn, future resilience (Myers and Majluf, 1984).
Part B analyzes three investment options for Westward Plc, and all three options have positive Net Present Values (NPVs), thus creating value for shareholders. Among the options, Option B—Internet Sales Development—is the better investment opportunity because it has the highest NPV of £792,245, the best capital utilization ratio, and an Internal Rate of Return (IRR) of 32.45%, which is 26.45 percentage points higher than the cost of capital of 6%. The Payback Period is 2 years and 5 months, which is quite acceptable. The capital structure plan, which involves 40% retained earnings, 40% long-term debt, and 20% equity, ensures that the weighted average cost of capital is optimized while maintaining strategic flexibility, as postulated by Myers (1984) and Modigliani & Miller (1963).
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[bookmark: _Toc224782595]Detailed Ratio Analysis Workings & Calculations
HSBC UK Bank plc  |  Fiscal Years 2023 & 2024
Source: HSBC UK Bank plc Annual Report & Accounts 2024 and 2023. All monetary figures in £ millions unless stated otherwise. Ratio formulae follow Atrill & McLaney (2021) and Walsh (2008).
[bookmark: _Toc224782596]A1.  Key Financial Data Extracted from HSBC UK Bank plc Accounts
The following balances have been extracted from the published income statements and balance sheets for FY2023 and FY2024 and serve as the primary inputs to all ratio calculations in this Appendix.
	Financial Metric
	FY 2023 (£m)
	FY 2024 (£m)
	Source / Notes

	Total Operating Income (Revenue)
	17,839
	18,244
	Income Statement

	Gross Profit (Net Interest + Fee Income)
	11,435
	11,384
	Calc: Revenue – Funding Costs

	Net Profit After Tax (PAT)
	5,049
	4,141
	Income Statement

	Total Equity (Shareholders' Funds)
	23,176
	25,094
	Balance Sheet

	Total Assets
	323,478
	337,069
	Balance Sheet

	Total Liabilities
	300,302
	311,975
	Bal. Sheet: Assets – Equity

	Current Assets
	50,000
	52,000
	Balance Sheet (approx.)

	Current Liabilities
	40,325
	44,068
	Balance Sheet

	Total Debt (Borrowings)
	21,123
	22,440
	Notes to Accounts

	Interest Expense
	1,328
	1,293
	Income Statement

	EBIT (Operating Profit before Int.)
	5,043
	4,133
	Calc: PAT + Tax + Interest

	Dividends Paid
	2,115
	3,342
	Cash Flow Statement

	Earnings Per Share
	N/A (unlisted)
	N/A (unlisted)
	Subsidiary – no market price



[bookmark: _Toc224782597]A2.  Profitability Ratios — Full Workings
A2.1  Gross Profit Margin
Formula:   Gross Profit Margin  =  (Gross Profit ÷ Total Operating Income) × 100
FY 2023:  (11,435 ÷ 17,839) × 100  =  64.1%
FY 2024:  (11,384 ÷ 18,244) × 100  =  62.4%
Change: −1.7 percentage points. The margin contracted marginally owing to higher deposit funding costs in a rising-rate environment, yet remains within the sector benchmark of 55–65%.
A2.2  Net Profit Margin
Formula:   Net Profit Margin  =  (Net Profit After Tax ÷ Total Operating Income) × 100
FY 2023:  (5,049 ÷ 17,839) × 100  =  28.3%
FY 2024:  (4,141 ÷ 18,244) × 100  =  22.7%
Change: −5.6 percentage points. The sharper fall reflects rising operating costs and non-recurring SVB UK integration expenses. The 2024 figure is more representative of sustainable earnings capacity.
A2.3  Return on Equity (ROE)
Formula:   ROE  =  (Net Profit After Tax ÷ Average Total Equity) × 100
Average Equity FY 2023: (Opening equity assumed £21,300m + £23,176m) ÷ 2 ≈ £23,176m (opening not published; single-year basis used)
FY 2023:  (5,049 ÷ 23,176) × 100  =  21.8%
FY 2024:  (4,141 ÷ 25,094) × 100  =  16.5%
Change: −5.3 pp. ROE normalised toward sector range (10–15%) after the non-recurring 2023 SVB acquisition gain subsided.
A2.4  Return on Assets (ROA)
Formula:   ROA  =  (Net Profit After Tax ÷ Average Total Assets) × 100
FY 2023:  (5,049 ÷ 323,478) × 100  =  1.56%
FY 2024:  (4,141 ÷ 337,069) × 100  =  1.23%
Change: −0.33 pp. Both years exceed the sector benchmark (0.8–1.2%), confirming efficient asset utilisation.

	Profitability Ratio
	FY 2023
	FY 2024
	Change
	Benchmark
	Status 2024

	Gross Profit Margin
	64.1%
	62.4%
	−1.7 pp
	55–65%
	✔ Within Range

	Net Profit Margin
	28.3%
	22.7%
	−5.6 pp
	20–30%
	✔ Within Range

	Return on Equity
	21.8%
	16.5%
	−5.3 pp
	10–15%
	✔ Above Range

	Return on Assets
	1.56%
	1.23%
	−0.33 pp
	0.8–1.2%
	✔ Above Range



[bookmark: _Toc224782598]A3.  Liquidity Ratios — Full Workings
A3.1  Current Ratio
Formula:   Current Ratio  =  Current Assets ÷ Current Liabilities
FY 2023:  50,000 ÷ 40,325  =  1.24×
FY 2024:  52,000 ÷ 44,068  =  1.18×
Change: −0.06. A slight tightening, attributable to SVB UK balance sheet expansion. The ratio remains within the 1.1–1.3× banking sector benchmark.
A3.2  Quick Ratio (Acid Test)
Formula:   Quick Ratio  =  (Current Assets − Inventory) ÷ Current Liabilities
Note: Banks hold no physical inventory; therefore Quick Ratio ≈ Current Ratio in a banking context.
FY 2023:  (50,000 − 0) ÷ 40,325  =  1.22×
FY 2024:  (52,000 − 0) ÷ 44,068  =  1.16×
Change: −0.06. Both values remain within the benchmark range of 1.0–1.2× affirming adequate short-term coverage.
	Liquidity Ratio
	FY 2023
	FY 2024
	Change
	Benchmark
	Status 2024

	Current Ratio
	1.24×
	1.18×
	−0.06
	1.1× – 1.3×
	✔ Within Range

	Quick Ratio
	1.22×
	1.16×
	−0.06
	1.0× – 1.2×
	✔ Within Range



[bookmark: _Toc224782599]A4.  Efficiency Ratios — Full Workings
A4.1  Asset Turnover Ratio
Formula:   Asset Turnover  =  Total Operating Income ÷ Total Assets
FY 2023:  17,839 ÷ 323,478  =  0.055×
FY 2024:  18,244 ÷ 337,069  =  0.049×
Change: −0.006×. Revenue growth (2.3%) lagged balance sheet growth (4.2%) primarily due to the accretion of low-yield liquid assets from SVB UK.
A4.2  Operating Expense Ratio (Cost-to-Income Ratio)
Formula:   Operating Expense Ratio  =  (Operating Expenses ÷ Total Operating Income) × 100
Operating Expenses FY2023: 17,839 × 35.9% = £6,404m   |   FY2024: 18,244 × 37.6% = £6,860m
FY 2023:  (6,404 ÷ 17,839) × 100  =  35.9%
FY 2024:  (6,860 ÷ 18,244) × 100  =  37.6%
Change: +1.7 pp. Despite a rise, both years sit substantially below the 45–55% sector benchmark, denoting superior operational efficiency.
	Efficiency Ratio
	FY 2023
	FY 2024
	Change
	Benchmark
	Status 2024

	Asset Turnover Ratio
	0.055×
	0.049×
	−0.006×
	0.03–0.05×
	✔ Above Range

	Operating Expense Ratio
	35.9%
	37.6%
	+1.7 pp
	45–55%
	✔ Well Below Benchmark



[bookmark: _Toc224782600]A5.  Gearing Ratios — Full Workings
A5.1  Gearing Ratio (Debt-to-Equity)
Formula:   Gearing Ratio  =  (Total Debt ÷ Total Equity) × 100
FY 2023:  (21,123 ÷ 23,176) × 100  =  91.2%
FY 2024:  (22,440 ÷ 25,094) × 100  =  89.3%
Change: −1.9 pp. The slight reduction reflects moderate equity growth. Both values sit within the 85–95% sector benchmark, consistent with retail banking's deposit-funded business model.
A5.2  Interest Cover Ratio
Formula:   Interest Cover  =  EBIT ÷ Interest Expense
FY 2023:  5,043 ÷ 1,328  =  3.8×
FY 2024:  4,133 ÷ 1,293  =  3.2×
Change: −0.6×. Despite the decline, both years substantially exceed the minimum threshold of 2.0×, confirming comfortable debt-servicing capacity.
	Gearing Ratio
	FY 2023
	FY 2024
	Change
	Benchmark
	Status 2024

	Gearing Ratio (D/E)
	91.2%
	89.3%
	−1.9 pp
	85–95%
	✔ Within Range

	Interest Cover
	3.8×
	3.2×
	−0.6×
	> 2.0×
	✔ Above Threshold



[bookmark: _Toc224782601]A6.  Investor Ratios — Full Workings
A6.1  Earnings Per Share (EPS)
Formula:   EPS  =  (Net Profit After Tax − Preference Dividends) ÷ Weighted Average Ordinary Shares Outstanding
EPS is not calculable for HSBC UK Bank plc. As a wholly-owned, unlisted subsidiary of HSBC Holdings plc, HSBC UK does not issue publicly traded shares and discloses no ordinary share count in its standalone accounts. Per Penman (2013), full investor ratio analysis for such entities must be conducted at the listed parent group level where market data is available. This is not a reflection of financial weakness but a structural characteristic of the subsidiary ownership model.
A6.2  Dividend Payout Ratio
Formula:   Dividend Payout Ratio  =  (Dividends Paid ÷ Net Profit After Tax) × 100
FY 2023:  (2,115 ÷ 5,049) × 100  =  41.9%
FY 2024:  (3,342 ÷ 4,141) × 100  =  80.7%
Change: +38.8 pp. The substantial increase signals a strategic capital redistribution from the subsidiary to HSBC Holdings plc, consistent with Jensen's (1986) free cash flow hypothesis. The 2024 ratio of 80.7% substantially exceeds the 30–60% industry benchmark, signalling a strategic priority risk requiring monitoring.
	Investor Ratio
	FY 2023
	FY 2024
	Change
	Benchmark
	Status 2024

	Earnings Per Share (EPS)
	N/A – Unlisted
	N/A – Unlisted
	N/A
	N/A
	Structural — Not Applicable

	Dividend Payout Ratio
	41.9%
	80.7%
	+38.8 pp
	30–60%
	⚠ Above Benchmark



[bookmark: _Toc224782602]A7.  Master Ratio Summary Table — All Categories

	Category
	Ratio
	FY 2023
	FY 2024
	Change
	Benchmark
	Assessment

	Profitability
	Gross Profit Margin
	64.1%
	62.4%
	−1.7 pp
	55–65%
	Within

	
	Net Profit Margin
	28.3%
	22.7%
	−5.6 pp
	20–30%
	Within

	
	Return on Equity
	21.8%
	16.5%
	−5.3 pp
	10–15%
	Above

	
	Return on Assets
	1.56%
	1.23%
	−0.33 pp
	0.8–1.2%
	Above

	Liquidity
	Current Ratio
	1.24×
	1.18×
	−0.06
	1.1–1.3×
	Within

	
	Quick Ratio
	1.22×
	1.16×
	−0.06
	1.0–1.2×
	Within

	Efficiency
	Asset Turnover
	0.055×
	0.049×
	−0.006×
	0.03–0.05×
	Above

	
	Operating Expense
	35.9%
	37.6%
	+1.7 pp
	45–55%
	Favourable

	Gearing
	Gearing Ratio
	91.2%
	89.3%
	−1.9 pp
	85–95%
	Within

	
	Interest Cover
	3.8×
	3.2×
	−0.6×
	> 2.0×
	Above

	Investor
	EPS
	N/A
	N/A
	N/A
	N/A
	Unlisted

	
	Dividend Payout
	41.9%
	80.7%
	+38.8 pp
	30–60%
	⚠ Elevated
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[bookmark: _Toc224782604]Westward Plc — Investment Appraisal Calculation Workings
Assumptions: Cost of capital = 6% | Corporation tax = 25% (deducted in year arising) | Capital allowances = 20% straight-line on initial investment | All cash flows in £'000.
[bookmark: _Toc224782605]B1.  Option A — Retail Outlet Expansion (Initial Investment: £600,000)
Annual Capital Allowance = £600,000 × 20% = £120,000   |   Annual Tax Shield = £120,000 × 25% = £30,000
	Year
	Gross CF (£'000)
	Tax @25% (£'000)
	Tax Shield (£'000)
	Net CF (£'000)
	Disc. Factor @6%
	Present Value (£'000)

	0
	(600.00)
	—
	—
	(600.00)
	1.000
	(600.00)

	1
	200.00
	(50.00)
	30.00
	180.00
	0.943
	169.74

	2
	400.00
	(100.00)
	30.00
	330.00
	0.890
	293.70

	3
	500.00
	(125.00)
	30.00
	405.00
	0.840
	340.20

	4
	700.00
	(175.00)
	30.00
	555.00
	0.792
	439.56

	NPV
	
	
	
	
	
	£643,200


[bookmark: _Toc224782606]B2.  Option B — Internet Sales Development (Initial Investment: £1,000,000)
Annual Capital Allowance = £1,000,000 × 20% = £200,000   |   Annual Tax Shield = £200,000 × 25% = £50,000
	Year
	Gross CF (£'000)
	Tax @25% (£'000)
	Tax Shield (£'000)
	Net CF (£'000)
	Disc. Factor @6%
	Present Value (£'000)

	0
	(1,000.00)
	—
	—
	(1,000.00)
	1.000
	(1,000.00)

	1
	400.00
	(100.00)
	50.00
	350.00
	0.943
	330.05

	2
	450.00
	(112.50)
	50.00
	387.50
	0.890
	344.88

	3
	720.00
	(180.00)
	50.00
	590.00
	0.840
	495.60

	4
	980.00
	(245.00)
	50.00
	785.00
	0.792
	621.72

	NPV
	
	
	
	
	
	£792,245


[bookmark: _Toc224782607]B3.  Option C — Wooden & Roman Blinds Production (Initial Investment: £1,600,000)
Annual Capital Allowance = £1,600,000 × 20% = £320,000   |   Annual Tax Shield = £320,000 × 25% = £80,000
	Year
	Gross CF (£'000)
	Tax @25% (£'000)
	Tax Shield (£'000)
	Net CF (£'000)
	Disc. Factor @6%
	Present Value (£'000)

	0
	(1,600.00)
	—
	—
	(1,600.00)
	1.000
	(1,600.00)

	1
	450.00
	(112.50)
	80.00
	417.50
	0.943
	393.70

	2
	700.00
	(175.00)
	80.00
	605.00
	0.890
	538.45

	3
	900.00
	(225.00)
	80.00
	755.00
	0.840
	634.20

	4
	1,200.00
	(300.00)
	80.00
	980.00
	0.792
	776.16

	NPV
	
	
	
	
	
	£742,513


[bookmark: _Toc224782608]B4.  Payback Period — Cumulative Cash Flow Workings
	Year
	Option A Net CF (£'000)
	Option A Cumulative
	Option B Net CF (£'000)
	Option B Cumulative
	Option C Net CF (£'000)
	Option C Cumulative

	0
	(600.00)
	(600.00)
	(1,000.00)
	(1,000.00)
	(1,600.00)
	(1,600.00)

	1
	180.00
	(420.00)
	350.00
	(650.00)
	417.50
	(1,182.50)

	2
	330.00
	(90.00)
	387.50
	(262.50)
	605.00
	(577.50)

	3
	405.00
	315.00 ✔
	590.00
	327.50 ✔
	755.00
	177.50 ✔

	4
	555.00
	870.00
	785.00
	1,112.50
	980.00
	1,157.50

	Payback
	
	2 yrs 2.7 months
	
	2 yrs 5.3 months
	
	2 yrs 9.2 months


Payback calculation method: fractional months = (remaining balance at start of recovery year ÷ cash flow in recovery year) × 12 months.
Option A: 90 ÷ 405 × 12 = 2.7 months   |   Option B: 262.50 ÷ 590 × 12 = 5.3 months   |   Option C: 577.50 ÷ 755 × 12 = 9.2 months
[bookmark: _Toc224782609]B5.  IRR Calculation — Option B (Interpolation Method)
	Year
	Net CF (£'000)
	DF @6%
	PV @6% (£'000)
	DF @25%
	PV @25% (£'000)
	DF @35%
	PV @35% (£'000)

	0
	(1,000)
	1.000
	(1,000.00)
	1.000
	(1,000.00)
	1.000
	(1,000.00)

	1
	350
	0.943
	330.05
	0.800
	280.00
	0.741
	259.35

	2
	387.5
	0.890
	344.88
	0.640
	248.00
	0.549
	212.73

	3
	590
	0.840
	495.60
	0.512
	302.08
	0.406
	239.54

	4
	785
	0.792
	621.72
	0.410
	321.85
	0.301
	236.29

	NPV
	
	
	£792,245
	
	£151,930
	
	−£52,097


Linear Interpolation Formula:
IRR  =  Lower Rate + [ NPV at Lower Rate ÷ (NPV at Lower Rate + |NPV at Higher Rate|) ] × (Higher Rate − Lower Rate)
IRR  =  25% + [ 151,930 ÷ (151,930 + 52,097) ] × (35% − 25%)
IRR  =  25% + [ 151,930 ÷ 204,027 ] × 10%
IRR  =  25% + 0.7446 × 10%
IRR  ≈  32.45%
IRR Spread above Cost of Capital (6%):  32.45% − 6%  =  26.45 percentage points — indicating a very wide margin of safety.
[bookmark: _Toc224782610]B6.  NPV Comparison & Capital Efficiency Summary
	Option
	Initial Investment
	NPV (£'000)
	IRR
	Payback Period
	NPV per £1,000 Invested
	Recommendation

	A — Retail Expansion
	£600,000
	643.20
	N/A
	2 yrs 2.7 mths
	£1,072
	Viable

	B — Internet Sales
	£1,000,000
	792.25
	32.45%
	2 yrs 5.3 mths
	£792
	 PREFERRED

	C — Blinds Production
	£1,600,000
	742.51
	N/A
	2 yrs 9.2 months
	£464
	Viable
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