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Executive Summary
Part 1 of this reporting analysis examines the financial performance and financial position of Tesco PLC during the most current two years using financial ratio analysis. The analysis carried out aims to determine profitability and efficiency as well as stock and investment performance. This work shows that Tesco has been able to record revenue and improved margins in profitability in a running tight and tight-liquidity position that is supported by strong cash flows and supplier facilities. The current gearing is high in Tesco; however, interest coverage has improved. The analysis provides a clear indicator that Tesco is in a financially sound and efficient position to deliver returning investments to their equity holders in a retail industry that is experiencing pressure due to a habitual downturn in grocery retail.
Part 2 applies the concepts of Discounted Cash Flow to assess the three proposed investment projects for the Westward Plc corporation. With the application of the Net Present Value (NPV), Internal Rate of Return (IRR), and Profitability Ratio, the analysis takes into consideration taxation costs, Capital Allowances, and the 6% cost of capital. Results show that the three projects are financially positive, with internal returns above the cost of capital. Option B, which aims to develop internet sales, yields the greatest NPV, making it the best option for maximum wealth for the corporation. With the presence of Capital Rationing, the best possible combination of investments has been ascertained to yield the maximum NPV for the £2.5 million budget.
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[bookmark: _Toc219038104]Introduction
There are two parts in this report. Part 1 of this report discusses the financial performance and financial position of Tesco PLC through ratio analysis of the most recent annual reports of the company (Alexander and Britton, 2017; Palepu and Healy, 2020). Ratio analysis provides an evaluation of the trends in the profitability, efficiency, liquidity, solvency, and returns of the investors of the business, reflecting its operational efficacy and financial robustness (Palmer, 2018; Bragg, 2018). In spite of the low margins and high competition in the grocery retail industry, emphasis here is placed upon the management of the operating expenses of the company, working capital management, and capital structure (Campbell, 2021; Surridge, 2022).
Part 2 of the report describes the process of capital investment decision-making for Westward Plc. The company is analyzing three different expansion schemes over a period of four years. The discounted cash flow analysis method employing the criteria of NPV, along with the calculations of IRR and Profitability Index, has been used for the evaluation (CFI, 2022; Spring, 2018). The influence of tax, capital allowance charges, and the cost of capital of 6% has been taken into consideration in order to create a practical basis for the evaluation process (Atrill and Mclaney, 2018; Oakshott, 2020). The purpose of the process is to identify whether the plans should be implemented or, in case of limited capital resources, identify the proper approach for investment (Almeida and Campello, 2005; Madura, 2018).
[bookmark: _Toc219038105]Part 1
[bookmark: _Toc219038106]Profitability Analysis
Profitability ratios give an idea of the ability of Tesco to convert its revenue into profits and its ability to manage its cost base (Atrill and Mclaney, 2019; Bragg, 2018). Profitability is highly relevant to the food retailers sector; even a marginal difference in the level of profitability can make a substantial difference in the financial performance metrics due to the nature and volume of the business (Best, 2013; Palepu and Healy, 2020).
[bookmark: _Toc219038107]Revenue Performance
In the financial year ending February 2024, Tesco’s total revenue amounted to £57.7 billion. However, in the next financial year, which ended February 2025, this amount rose to around £61.5 billion, reflecting a sharp increase from the previous year’s figures (Thomas, 2022; Palepu and Healy, 2020). This shows that Tesco has been able to sustain and even enhance its market base in spite of a tough economic setting (Johannesson, 2021; Neneh, 2020).
The rise in revenue can be attributed to a number of factors, such as adjustments for prices, high demand for grocery items, as well as its strong footprint (Surridge, 2022; Jones, 2014). In the context of inflation, a part of this revenue growth can be attributed to prices, as opposed to growth in volumes (Campbell, 2021; Oakshott, 2020). But for a period with high cost-of-living pressuring customers, maintaining revenue growth indicates that Tesco performs well (Best, 2013; Johannesson, 2021).
Revenue growth signifies scale and market coverage, which does not convey the same level of performance improvement (Palepu and Healy, 2020). A more significant indicator of profit generation can be found in the use of Gross Profit and Gross Profit Margin (Bloomenthal, 2025; Bragg, 2018).
[bookmark: _Toc219038108]Gross Profit and Gross Profit Margin
Tesco's gross profit rose from £4.6 billion in 2024 to £5.1 billion in the year 2025, showing that after the direct cost of the merchandise, the company retains more absolute profit (Atrill and Mclaney, 2018; Palmer, 2018). This shows an improvement in the ability of Tesco to manage the cost pressures during the period (Adler, 2010; Chorafas, 2015).
In percentage terms, this is the improvement of Tesco's gross profit margin from approximately 8.0% in 2024 to 8.3% in 2025 (Bloomenthal, 2025). Though looking quite modest, this growth is material in the context of grocery retail-a sector where the margin is structurally low due to intense price competition (Best, 2013; Campbell, 2021).
The expanded gross margin suggests improved efficiency in sourcing, price setting, and product mix (Chopra, 2021; Flynn, 2021). It is likely that Tesco's strong focus on own-label products, which for the most part yield higher margins than branded merchandise, combined with solid negotiating power with suppliers, were conducive to this result (Gligor, 2020; Chorafas, 2015). Another possible factor contributing to this effect is that improvement in supply chain efficiency and improvements in inventory management may have compensated somewhat for the pressures from increasing input prices, such as energy and transportation (Chopra, 2021; Orobia et al., 2020).
However, Tesco’s gross margins are also under the threat of competition from discounters like Aldi and Lidl. Therefore, even as Tesco’s improvement in the gross margin is welcomed, this information points out that the industry faces a problem in terms of profitability (Neneh, 2020; Campbell, 2021).
[bookmark: _Toc219038109]Interpretation of Gross Profit Performance
The rise in both gross profit and gross profit margin implies that Tesco was able to effectively safeguard and improve its gross profit margin in a tough economic environment (Adler, 2010; Best, 2013). However, gross profit does not include operating costs; in fact, operating costs are quite high for an organization that is of Tesco’s magnitude. It is thus imperative to note that for an accurate understanding of the profit-making abilities of Tesco, an evaluation of the operating profit needs to be done (Hayes, 2025; Palmer, 2018).
[bookmark: _Toc219038110]Operating and Net Profitability
[bookmark: _Toc219038111]Operating Profitability
The operating profit margin is a better barometer for Tesco's profitability than gross margin because it takes into consideration all the operating expenses, including cost of staff, distribution, energy, marketing, and administrative overheads (Hayes, 2025; Hartley, Firer and Ford, 2006). A grocery retailer must have greater control over operating expenditure due to the high fixed-cost nature of store operations and logistics (Chopra, 2021; Campbell, 2021).
Tesco announced an operating profit of around £2.8 billion for the financial year to February 2024, which increased to around £3.0 billion in February 2025. The improvement suggests that Tesco enhanced operational performance through the period, despite the remaining inflationary pressures on wages, utilities, and supply chain costs (Campbell, 2021; Aydiner et al., 2019).
In margin terms, this corresponds to Tesco's operating profit margin increasing from about 4.8% in 2024 to 4.9% in 2025 (Hayes, 2025; Bragg, 2018). Although this rate of increase is small, it is meaningful given the grocery retail sector generally exhibits thin operating margins (Best, 2013; Surridge, 2022). Accordingly, the improvement would tend to indicate that Tesco grew its revenue at a better-than-operating cost increase, reflecting good cost management and operational efficiency (Adler, 2010; Aydiner et al., 2019).
A number of reasons may be attributed to this positive trend. Tesco has continued to refine its store space, resulting in more automated infrastructures and streamlined administrative costs (Aydiner et al., 2019). Tesco has also been benefiting from its large size, which helps the firm to cover fixed costs with its large base generated from revenues (Best, 2013; Palepu and Healy, 2020).
Nevertheless, the absolute sensitivity of operating margin to changes in revenue is a concern, which is reflected in Tesco's vulnerability to outside influences. A marginal rise in operating expenses or pricing competition could easily reduce the company's operating margin, further emphasizing the need for continuous operating efficiency enhancements (Johannesson, 2021; Chorafas, 2015).
[bookmark: _Toc219038112]Net Profitability
This is the net profit margin that indicates the portion of the revenue generated by a business that is left after being treated for the expenses incurred during its operations (Palasciano, 2025; Atrill and Mclaney, 2019). This financial indicator is essentially for the benefit of the stockowners in an organization (Lichtenstein and Dade, 2007; H. Kent Baker and Ricciardi, 2014).
There has been an improvement in Tesco’s profit after taxation, which grew from around £2.0 billion in the year ending 2024 to about £2.3 billion in the year ending 2025 (Thomas, 2022; Palepu and Healy, 2020). As such, it is safe to note that the improvements in the operating profit were not undermined by the expenses related to financing and taxation (Allen, 2021; Connolly, 2007).
In percentage terms, the net profit margin of Tesco improved from approximately 3.5% in 2024 to 3.7% in 2025 (Palasciano, 2025). An increase in net margin can be perceived as due to enhanced operational efficiency and stable financing costs despite the rising interest rate environment (Allen, 2021; Connolly, 2007).
This increase in net profitability also reflects a more stable earnings stream compared to past years, when the P&L was impacted by restructuring expenses and other items (Elliott and Elliott, 2017). The strong cash flows have allowed the company to effectively handle its financing-related tasks, which has been a key factor in the realization of operating profits into the bottom line (Clayman, Fridson and Troughton, 2012; Allen, 2021).
[bookmark: _Toc219038113]Interpretation of Operating and Net Profit Performance
The parallel increase in operating and net profit margins indicates a smooth operating environment and effective functioning at Tesco (Adler, 2010; Campbell, 2021). The co-routing increase in operating and net profit margins indicates an effective functioning environment at Tesco, with an absence of adverse finance costs associated with the enhanced profitability (Allen, 2021; Connolly, 2007).
On the whole, it is clear from these results that Tesco is handling cost constraints very efficiently while, at the same time, ensuring that their revenues are growing (Best, 2013; Aydiner et al., 2019). However, given the low margins prevalent in this sector, it is imperative to continue staying alert in order to safeguard their margins amidst challenges posed by competition and the economy (Surridge, 2022; Johannesson, 2021).
[bookmark: _Toc219038114]Return on Capital Employed (ROCE) and Return on Equity (ROE)
[bookmark: _Toc219038115]Return Measures
Profitability margins, on the other hand, evaluate business performance compared with its revenues, whereas return ratios focus on how efficiently Tesco levers the capital that is employed within its operations (Palmer, 2018; Clayman, Fridson and Troughton, 2012). It is essential for the long-term investor or lender, as it helps assess if the business earns adequate returns on the resources it utilizes (Palepu and Healy, 2020; H. Kent Baker and Ricciardi, 2014).
The two important return ratio analyses done in the above section are Return on Capital Employed and Return on Equity. A combination of these ratio analyses offers valuable information (Bragg, 2018; Maverick, 2022).
[bookmark: _Toc219038116]Return on Capital Employed (ROCE)
ROCE helps identify the efficiency level of Tesco in creating operating profits from its long-term capital base (Palmer, 2018; Bragg, 2018). In the case of a highly capitalized retailer like Tesco, which has heavily invested in its store property, distribution centers, technology, and logistics infrastructure, the use of ROCE can be extremely important (Kimmel, Weygandt and Kieso, 2016; Campbell, 2021).
In 2024, Tesco had a ROCE of roughly 12.8%. However, the figure soared to around 13.2% in 2025, reflecting an improvement in the returned value for the capital that is being used (Palepu and Healy, 2020). The rising figure indicates an increased ability to improve the profitability within the business without necessarily requiring an upgraded investment in the capital base (Adler, 2010; Palepu and Healy, 2020).
This boost in ROCE is a sign of enhanced operating capability and resource optimization (Aydiner et al., 2019). It seems investments in automation, supply chain enhancement, and digitalization have started contributing positively to the company's operating and profitability margins (Flynn, 2021; Gligor, 2020). More significantly, the boost in ROCE also suggests the enhanced asset base of Tesco has not eaten into its operational efficiency because, otherwise, with high capital expenditure and lower profit generation, the ROCE would have reduced (Palepu and Healy, 2020; Bragg, 2018).
It must be noted, however, that care must be exercised in the interpretation of the ROCE. The capital structure of Tesco is affected by its lease liabilities, which are recognized under the applicable IFRS reporting treatment (Van Greuning, 2006; Alexander and Britton, 2017). The result is an increase in both liabilities and assets (Alexander and Britton, 2017). Although not affecting the robustness of the ratio itself, the importance of comparing the ratio within an entity in other periods cannot be overstated (Palmer, 2018; Bragg, 2018).
[bookmark: _Toc219038117]Return on Equity (ROE)
Return on Equity measures the profitability created for common stockholders and the ability of Tesco to generate profits using stockholders' equity (Fernando, 2025; Palepu and Healy, 2020). ROE is an important metric in measuring the equity value created and stockholders' interest in Tesco (H. Kent Baker and Ricciardi, 2014; Lichtenstein and Dade, 2007).
ROE in 2024: Tesco had a ROE of about 19.1% in 2024. This rose to a level of about 19.6% in 2025, showing improvement in this ratio and hence better returns to its stockowners (Fernando, 2025). A ROE of 20%+ is quite desirable for a retail store like Tesco (Best, 2013; Fernando, 2025).
This rise in the ROE can be attributed to the rise in the profitability of the business to its shareholders as well as the relatively stable equity position (Palepu and Healy, 2020). Tesco has managed its capital well, along with the growth in earnings, to achieve the rise in the ROE (Adler, 2010; de Jongh, 2011). Furthermore, the use of funds from debt has had a positive impact on the shareholders without proving to be risky for the firm (Kotey, 2019; M Djoko Hanantijo, 2023).
However, ROE may also be affected by capital structure changes, like share buybacks or even fluctuations in retained earnings (de Jongh, 2011). Therefore, ROE needs to be evaluated in conjunction with gearing and solvency ratios in order to ensure that the increase in return to shareholders is not a consequence of unwarranted leveraging (Kenton, 2024; Clayman, Fridson and Troughton, 2012).
[bookmark: _Toc219038118]Interpretation of Return Performance
The concomitant increase in both ROCE and ROE illustrates that Tesco has succeeded in making its efficiency in both total capital and shareholders’ funds more effective during this period (Palmer, 2018; Maverick, 2022). It clearly states that Tesco was creating values on both operational as well as financial fronts (Lichtenstein and Dade, 2007; H. Kent Baker and Ricciardi, 2014).
All in all, return ratios show that Tesco has succeeded in allocating capital resources, which has a positive effect on sustainable returns despite competition in a low-margin industry (Best, 2013; Campbell, 2021). The main challenge will be ensuring that these returns continue to be strengthened through cost control and capital resource allocation (Campbell, 2021; Palepu and Healy, 2020).
[bookmark: _Toc219038119]Liquidity Analysis
[bookmark: _Toc219038120]Liquidity Position
Liquidity ratios evaluate a firm's capacity to cover its short-term expenses as they fall due (CFI, 2020; Atrill and Mclaney, 2018). When considering a retail-based organization like Tesco, liquidity ratios have to be viewed from a wider angle because, in this business, cash flows continue to enter the organization on a regular basis, apart from credit taken from suppliers (Chopra, 2021; Wright and Slaybaugh, 2020). Therefore, some retailers have liquidity ratios that differ from conventional ones, although they may not be liquidity-problematic (Sanzo, 2005; Bragg, 2018). The two most important ratios that have been examined in the analysis are the current ratio and the quick ratio (CFI, 2020; Palmer, 2018).
[bookmark: _Toc219038121]Current Ratio
Current ratio for Tesco stood at around 0.60 in 2024, moving slightly upwards to about 0.62 in 2025. This tells that the short-term liquidity position of Tesco showed marginal improvement during the period under discussion (CFI, 2020).
A current ratio of less than 1 implies that current liabilities are greater than current assets (Atrill and Mclaney, 2018). However, in the case of Tesco, this indicates a deliberate working capital policy rather than any liquidity issue (Sanzo, 2005; Bragg, 2018). The group has very substantial cash inflows each day from largely cash-based sales and can, therefore, operate with very low levels of current assets (Wright and Slaybaugh, 2020; Chopra, 2021). Holding unnecessary cash or other liquid assets would diminish capital efficiency and depress return ratios (Palepu and Healy, 2020; Allen, 2021).
The slight improvement in the current ratio implies a moderate strengthening of short-term financial resilience (CFI, 2020). This perhaps reflects better cash balances or more conservative working capital management in view of the economic uncertainty (Oakshott, 2020; Campbell, 2021). However, Tesco still operates with relatively constrained liquidity, underpinning predictable cash flows and good relations with suppliers (Chopra, 2021; Gligor, 2020).
[bookmark: _Toc219038122]Quick Ratio
The quick or acid ratio, taking current assets but excluding inventory, is a more conservative measure of liquidity immediately available (CFI, 2020; Atrill and Mclaney, 2018). Tesco's quick ratio rose from approximately 0.49 in 2024 to 0.51 in 2025 and hence a slight increase in the capacity of the firm in meeting its short-term obligations without selling any of its inventories (Sanzo, 2005; Bragg, 2018).
Despite this increase, the quick ratio is still well below 1, which might conventionally be taken as indicating low liquidity (CFI, 2020). For a food retailer, however, this interpretation has to be used very carefully. Tesco’s inventory turnover is very fast, and food items are generally sold out in a very short period of time (Relph, 2015; Wright and Slaybaugh, 2020). This means, in practice, inventory is often highly liquid, even if it is not included in the quick ratio (Chopra, 2021; Gligor, 2020).
The low quick ratio accordingly reflects Tesco's dependence on efficient inventory turnover and cash generation rather than an inability to meet short-term liabilities (Atrill and Mclaney, 2018; Bragg, 2018). However, it also illustrates how Tesco is exposed to possible disruptions in the short term, such as supply chain problems or sudden changes in consumer demand (Flynn, 2021; Gligor, 2020).
[bookmark: _Toc219038123]Interpretation of Liquidity Performance
In conclusion, Tesco’s liquidity situation would be described as tight and well-managed (CFI, 2020; Sanzo, 2005). The slight improvement in its current and quick ratio indicates improved short-term stability, although it continues to depend largely on its operation and suppliers for funding (Chopra, 2021; Wright and Slaybaugh, 2020).
This approach improves the efficiency of capital use and enables the support of higher return ratios (Palepu and Healy, 2020; Bragg, 2018), but it has the associated drawback of making it more vulnerable to shocks (Flynn, 2021; Oakshott, 2020). Therefore, it is still important for Tesco to have efficient management of cash flows and relations with suppliers (Chopra, 2021; Chorafas, 2015).
[bookmark: _Toc219038124]Efficiency Analysis
[bookmark: _Toc219038125]Working Capital Efficiency
The efficiency ratios measure the working capital management capabilities of Tesco with respect to its inventory, receivables, and payables (Bragg, 2018; Palmer, 2018). As Tesco is an operation in the food retail sector, which is characterized by low margins and high volumes, it is vital for Tesco to manage its working capital effectively (Orobia et al., 2020; Chopra, 2021). Even slight inefficiencies in working capital management can affect Tesco heavily (Sanzo, 2005; Chorafas, 2015). The efficiency of Tesco's business operations is measured through inventory days, receivables days, and payables days (Palmer, 2018; Bragg, 2018).
[bookmark: _Toc219038126]Inventory Days
Tesco's Inventory Days stood at around 22.3 days in 2024, slightly rising to around 22.6 days in 2025. This means that Tesco took slightly longer to sell off its inventory in the latter year compared to the previous one (Relph, 2015).
The nominal rise in inventory days does not signal any deterioration in the management of inventory. Rather, it can be attributed to the company's inventory strategy of maintaining a buffer stock of inventory to reduce the risks of supply chain disruptions, especially in a setting marked with uncertainties of the logistical nature and inflation (Flynn, 2021; Chopra, 2021).
In the context of the groceries industry, Tesco is forced to have low inventory days, considering the rapid inventory turnover that the business faces. On the other hand, prolonged inventory days could be costly through increased costs of storing the goods as they become close to being expired. In this regard, Tesco must continue to control its inventory closely (Wright and Slaybaugh, 2020; Orobia et al., 2020).
[bookmark: _Toc219038127]Receivables Days
Tesco’s receivables days have risen from around 15.8 days in 2024 to approximately 16.9 days in 2025, suggesting a slight increase in the time taken by Tesco to receive payment from its customers or counterparties (Palmer, 2018; Chen et al., 2010).
It is not a large increase and is still relatively low compared with many other, non-retail, companies. Tesco derives the majority of its sales in cash, which means that the majority of their receivables will largely emanate from non-core businesses, such as financial services, partnerships, and wholesale businesses (Connolly, 2007; Palepu and Healy, 2020). An increase in these businesses could partly account for an increase in their receivables days (Chen et al., 2010; CFI TEAM, n.d.).
Although a rise in receivables days can become a cause for concern regarding its effects on cash flow, Tesco's receivables collection period is actually under very tight control and is not a cause for concern from a liquidity perspective. However, it is essential to keep a tight watch on it to ensure that growth in receivables is proportionate to growth in revenues (Atrill and Mclaney, 2018; Bragg, 2018).
[bookmark: _Toc219038128]Payables Days
Tesco's payables days have increased to 147.2 days in 2025, up from 144.8 days in 2024, showing that Tesco has increased the time to pay its suppliers (CFI Team, 2022; Palmer, 2018).
A rise in payables days indicates an increased use of supplier credit as a funding source. For Tesco, this indicates high bargaining power over suppliers, which is typical of large retailers. Suppliers are induced to extend favorable payment terms, which helps in increasing liquidity and reducing the need to raise funds from outside sources, contributing to the low current and quick ratios of Tesco (Gligor, 2020; Kersten et al., 2017).
However, longer payment terms could put pressure on relationships with suppliers or limit flexibility in negotiations. Although Tesco’s current situation regarding its payables looks strategically sound and not excessively high, it is important that constructive relationships with suppliers are retained (Chorafas, 2015; Chopra, 2021).
[bookmark: _Toc219038129]Interpretation of Efficiency Performance
It appears that Tesco’s efficiency ratios are quite stable and efficient in working capital management. The days for inventory, receivables, and payables are up by only a small margin. The improved inventory turns coupled with an increase in suppliers’ days are key indicators of Tesco’s efficient operations despite limited liquidity (Bragg, 2018; Orobia et al., 2020).
Nevertheless, it means being more dependent on smooth operations and supply chain relationships. This can lead to pressure being put on the company's cash flow if either supply chains or market conditions are affected in some way (Flynn, 2021; Gligor, 2020).
[bookmark: _Toc219038130]Gearing and Solvency
[bookmark: _Toc219038131]Solvency and Capital Structure
Solvency ratios help to assess Tesco's capacity to meet its long-term financial commitments and help to understand Tesco's capital structure and financial risk position (Clayman, Fridson and Troughton, 2012; Kenton, 2024). As a big retail company, Tesco's adoption of debt is a decision that can help Tesco maximize shareholder value by managing the adopted debt effectively but also increases Tesco's sensitivity to interest rate and earnings risks (Allen, 2021; Kotey, 2019).
This financial position of Tesco can be analyzed using the gearing ratio and interest cover, which provide an indication of the company’s leverage and its ability to service its debts (Kenton, 2024; Connolly, 2007).
[bookmark: _Toc219038132]Gearing Ratio
The gearing ratio of Tesco was approximately 59.8% in 2024, which declined slightly to about 59.3% in 2025. It is seen that long-term borrowings constituted a substantial portion of Tesco’s long-term capital; however, dependence on borrowings reduced slightly (Kenton, 2024; M Djoko Hanantijo, 2023).
However, this level of gearing signifies Tesco’s capital intensive nature along with recognizing its lease obligations as per the accounting standard of IFRS, thus increasing its borrowing level. For a stable cash flow generating enterprise with a dominant market position like Tesco, it is not high and may be treated as manageable gearing (Van Greuning, 2006; Clayman, Fridson and Troughton, 2012).
A slight decrease in gearing ratios implies an increase in the complementarity of debt and equity, which is driven by retained earnings and earnings improvement, thereby exemplifying prudence in managing the capital structure, especially in an unstable economy with increasing interest rates (Kotey, 2019; Allen, 2021).
[bookmark: _Toc219038133]Interest Cover
Interest cover measures Tesco’s capability to fund their interest payments using their operating profits and is a significant indicator that needs to be evaluated (Allen, 2021; Clayman, Fridson and Troughton, 2012).
Tesco's interest coverage ratio essentially enhanced and moved up to around 3.3 times for 2025 from 3.2 times in 2024. This is an indicator that the ability to pay the interests got better for Tesco despite the increased costs due to the rising rates (Connolly, 2007; Allen, 2021).
Although there has been improvement in the interest cover, the main force behind this has been the increase in operating profit as well as the relative stability of the cost of capital. It may be noted here that in order to be considered positive, the interest cover should be more than 3 times in nature. However, this provides little help in times of crisis (Palmer, 2018; Oakshott, 2020).
[bookmark: _Toc219038134]Interpretation of Gearing and Solvency Position
On the whole, the solvency position of Tesco can be termed as highly levereged but well-managed. The slight reduction in the gearing ratio, accompanied by an improvement in the interest cover ratio, indicates a slight improvement in its long-term financial stability in the year 2025 (Kenton, 2024; Clayman, Fridson and Troughton, 2012).
Tesco's use of debt seems to be strategic rather than excessive, given their high cash flows and steady demand for their staple products. Nevertheless, the firm is vulnerable to interest rate risks and operational variability. Adhering to their high profitability and prudent use of capital will also become critical in maintaining their solvency position in the future (Kotey, 2019; Campbell, 2021).
[bookmark: _Toc219038135]Investor Performance
These ratios reveal the effectiveness of Tesco in creating value for its shareholders and also measure Tesco's market perception regarding its performance and potential (H. Kent Baker and Ricciardi, 2014; Palepu and Healy, 2020). As a quoted company, it is very essential for Tesco to keep its investors satisfied, especially an industry that is plagued by low profit margins and competition (Lichtenstein and Dade, 2007; Best, 2013).
The investor ratios of importance in this analysis are earnings per share, dividend performance, dividend yield, and the P/E ratio (Palepu and Healy, 2020; Palmer, 2018).
[bookmark: _Toc219038136]Earnings per Share (EPS)
Tesco’s earnings per share increased from approximately 29.3 pence in 2024 to around 33.0 pence in 2025. This improvement reflects higher profitability attributable to ordinary shareholders and a modest reduction in the number of shares in issue (Schmidt, 2022; Elliott and Elliott, 2017).
The growth in EPS indicates that Tesco enhanced shareholder value during the period, supported by improved operating performance and disciplined capital management (Lichtenstein and Dade, 2007; de Jongh, 2011). EPS growth is particularly important in the retail sector, where profit growth can be challenging due to margin constraints and cost pressures (Best, 2013; H. Kent Baker and Ricciardi, 2014).
[bookmark: _Toc219038137]Dividend Performance and Dividend Cover
Tesco has improved its dividend payout per share, which rose from 10.9 pence in 2024 to 12.0 pence in 2025, illustrating the company’s confidence in the sustainability of future earnings streams. The company’s decision to offer a dividend payout reflects its focus on returning value to shareholders (Lichtenstein and Dade, 2007; H. Kent Baker and Ricciardi, 2014).
Tesco’s dividend cover ratio also improved marginally from about 2.7 times in 2024 to about 2.8 times in 2025, which made dividend coverage excellent, as dividends were adequately covered by their earnings. A ratio of more than two times is preferable, as a company can distribute dividends as well as utilize earnings to service its debt (Palepu and Healy, 2020; Clayman, Fridson and Troughton, 2012).
[bookmark: _Toc219038138]Dividend Yield
Tesco’s dividend yield rose slightly from approximately 4.4% in 2024 to about 4.5% in 2025, due to higher dividend payouts despite relatively flat share prices. A dividend yield of such a kind is attractive to income seekers, especially in a defensive area such as the grocery retailing industry, where profitability is more stable compared to other businesses (Palepu and Healy, 2020; H. Kent Baker and Ricciardi, 2014).
That the dividend yield of Tesco is relatively consistent can indicate the market regards the firm as an investment for generating revenue because of its stable cash flows (Lichtenstein and Dade, 2007; Best, 2013).
[bookmark: _Toc219038139]Price/Earnings (P/E) Ratio
The P/E ratio of Tesco dropped marginally to around 8.2 times in 2025, down from around 8.5 times in 2024. This suggests that the earnings per share growth was better than the stock pricing during the period (Palepu and Healy, 2020; Schmidt, 2022).
A lower P/E indicates that investors' expectations about future performance are quite conservative. This is in line with the fact that Tesco operates in a mature grocery retail industry that is quite competitive. A lower P/E might also imply that Tesco shares were a bargain in terms of earnings performance (H. Kent Baker and Ricciardi, 2014; Palepu and Healy, 2020).
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On the whole, Tesco's investor performance improved between 2024 and 2025. As evidenced by the rise in EPS and increases in both dividend and dividend cover, the profitability of this business has strengthened its ability to provide shareholder returns. The unchanged dividend yield and P/E ratio, though at reasonable low levels, reflect ongoing investor confidence, tempered by realistic expectations of growth across a highly competitive sector (Palepu and Healy, 2020; H. Kent Baker and Ricciardi, 2014).
The ability of Tesco to keep investors' interest intact is now going to be pegged to the retailer's sustaining profitability, managing costs, and continuing high cash flows against intense competitive and economic pressures (Campbell, 2021; Chorafas, 2015).
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This stage of the report assesses the investment opportunities available to Westward Plc, which primarily deals with the manufacture of high-quality curtains and other associated products (Oakshott, 2020; Campbell, 2021). On the back of expansion opportunities, the Directors of this company have categorized three different investment options, which must be executed over a four-year time frame with varying initial investment and cash flows (Palepu and Healy, 2020; Allen, 2021).
To ensure efficient decision-making, the valuation uses discounted cash flow methods, with a special focus on the Net Present Value method, which is generally considered the most appropriate approach for the evaluation in investment projects over the long term (Spring, 2018; Imarticus, 2024). The calculation takes into account the impact of taxation and allowances for tax, with a cost of capital of 6%, illustrating the cost of capital for the firm (Madura, 2018; Oakshott, 2020). Additionally, the use of Internal Rate of Return and profit and loss ratios is employed in the evaluation, especially where there is capital restriction (CFI, 2022; Almeida and Campello, 2005).
The purpose of this evaluation is to ascertain whether or not Westward Plc should go ahead with the proposed investments and, if so, which option or combination thereof is likely to maximize value for shareholders (Lichtenstein and Dade, 2007; Clayman, Fridson and Troughton, 2012).
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The three alternative investment projects were analyzed using the Net Present Value approach, with a cost of capital of 6%, corporate tax rate of 25%, as well as capital allowances of 20% per annum on a straight-line basis (Atrill and Mclaney, 2018; Madura, 2018). The assumptions cover the time value of money as well as the tax regime within which Westward Plc operates (Oakshott, 2020; Spring, 2018).
The graphs reveal that the NPV for all three projects is positive, thereby highlighting that all three projects will enhance value for the firm if pursued independently (CFI, 2022; Spring, 2018).
The NPV for option A is approximately £643,000, which indicates that it yields an attractive return on investment, given that the initial investment is not very high and there is a steady increase in cash flows over the four-year duration (Palepu and Healy, 2020; Oakshott, 2020).
The option that emphasizes the growth of online sales of products on the internet, that is option B, yields the highest net present value of approximately 792,000 pounds. It is clear that option B gives the maximum positive value in absolute monetary terms (Lichtenstein and Dade, 2007; Palepu and Healy, 2020). The outcome is mainly because of the high projected cash flow values as well as the economies of scale in online sales (Best, 2013; Campbell, 2021).
The second option, which entails the manufacture of wooden and Roman blinds, also yields a highly positive NPV, with a figure of approximately £743,000. Despite this option having the highest projected cash flows, it also entails the highest NPV cost of investment. Therefore, while it is financially feasible, it is not the most advantageous option compared to others, such as option B. Based on the NPV criterion, Option B would be the best investment choice, as it provides the highest return to the shareholders with the given cost of capital of 6% (CFI, 2022; Spring, 2018).
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For each of the options, the Internal Rate of Return was determined using the same taxation and capital allowance assumptions that were used in the NPV appraisal (CFI, 2022; Atrill and Mclaney, 2018). The IRR presents the percentage return from a project and reflects the discount rate at which the NPV of the project would fall to zero (CFI, 2022; Arjunan, 2017). From a decision-making perspective, a project is considered financially viable if it achieves an IRR greater than the company's cost of capital, taken to be 6% in this evaluation (CFI, 2022; Madura, 2018).
The estimated IRRs indicate that all three options provide returns well in excess of the 6% hurdle rate and confirm that each project is viable from a financial perspective under the stated assumptions (CFI, 2022). Option A provides the highest IRR of around 39.0%, which means that it generates the highest percentage return on the capital that is invested (Azar and Noueihed, 2014). This implies that the expansion of the retail outlet is highly profitable relative to its initial cost, consistent with the relatively smaller investment requirement noted for the project (Oakshott, 2020; Arjunan, 2017).
The result given by Option B would be an IRR of about 32.1%. While this would be lower than the result from Option A, it would still be significantly above and beyond the cost of capital and represent a very high rate of return. More importantly, it would be clear that this option would give the highest NPV and that even with a lower percentage rate of return than in Option A, it would generate the greatest amount of value (CFI, 2022; Spring, 2018).
Option C gives an IRR of roughly 22.2%. This is again higher than the 6% cost of capital and thus is acceptable from the financial point of view. But when compared to Options A and B, this lower IRR value suggests that despite the higher cash flow value for Option C, its efficiency is lower due to the higher initial investment cost as compared to Options A and B (Azar and Noueihed, 2014; Madura, 2018).
In general, the results of the IRR analysis tend to support the same conclusion made by the NPV analysis in the sense that all the options are financially attractive, although the analysis tends to show why it is important to consider the analysis of the NPV and the IRR together. Option A has the highest percentage return, although Option B is the preferred choice since it generates the highest absolute wealth (CFI, 2022; Spring, 2018).
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Yet, from a managerial viewpoint, the investment appraisal results give a clear financial criterion for making decisions. Also, understanding why particular appraisal techniques are preferred and how the results should be interpreted is essential before committing resources to a long-term investment (Oakshott, 2020; Allen, 2021).
On the theoretical side, NPV is considered the most adequate method for investment appraisal since it measures directly the increase in shareholder wealth expected (Lichtenstein and Dade, 2007; Spring, 2018). Time value of money is explicitly given due consideration since cash flows are only expected to be received in some future time that is discounted at the cost of capital of the company. Therefore, returns are then compared in today's monetary terms. This makes NPV very effective when the projects under review are mutually exclusive. It identifies the option that adds the greatest absolute value to the business. NPV clearly distinguishes between the projects for Westward Plc, pointing out Option B as the investment that maximizes value, although not with the highest percentage return (Madura, 2018; Palepu and Healy, 2020).
Secondly, another theoretical advantage of NPV is that its reinvestment assumption is more realistic. The other assumption that NPV makes is that intermediate cash flows are reinvested at the firm’s capital costs. This is because capital costs approximate the actual reinvestment rate in most companies. On the other hand, when IRR values are high, the assumption made in the IRR formula that intermediate cash flows are reinvested at the project’s return may be less realistic (CFI, 2022; Arjunan, 2017).
Although there are theoretical benefits associated with NPV, non-discounting techniques like payback and accounting rate of return continue to be used extensively by decision-making authorities. One major reason for that is that these two methods can be very simply understood and calculated, allowing managers to use them without necessarily having any professional finance knowledge. It can be noted that payback, as a method, attracts managers because they see how soon their investment will be returned to them, which essentially means how much risk is involved in that investment (Imarticus, 2024; Kagan, 2025).
Then again, the use of non-discounting techniques can also be common since they are consistent with the interests of the management from the short run. In settings characterized by either uncertainty or change, managers may be drawn to investments that provide the fastest return of cash on the original investment, regardless of whether the return has maximized the value for the firm. It should be noted, however, that the use of non-discounting techniques has some limitations since it does not take into account the value of time for the cash flows (Lin, 2019; Georg Müller-Fürstenberger, 2017; Gordon, 2020).
Apart from financial considerations, there are other factors that Westward Plc may need to take into consideration before it makes its final investment decision. Alignment with the overall strategy is critical, as those projects that align with the strategic focus of the company have better chances of succeeding. Feasibility, skills, technology, as well as availability, could be other factors that the company may need to evaluate. Market factors, competitive forces, or consumer preferences can also influence the realization of the expected cash flows (Campbell, 2021; Neneh, 2020; Chopra, 2021).
Taken together, all of these factors serve to reinforce the point that discounted cash flow in the form of NPV represents the key tool of decision-making, facilitated by the use of IRR and informed by strategic intuition (Spring, 2018; CFI, 2022).
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Where investment funds are limited, the decision framework must shift from merely selecting the project with the highest NPV to choosing a combination of projects that maximizes total value within the available budget. Westward Plc has a £2.5 million capital constraint, and the projects are explicitly described as divisible-therefore, fractions of projects may be undertaken. In such cases, the appropriate decision rule is to rank projects using the Profitability Index (PI) (Almeida and Campello, 2005; Kersten et al., 2017; Oakshott, 2020).
The Profitability Index calculates the value-added per unit of investment and is defined as the present value of inflows divided by the investment. Based on the discounted cash flows and a cost of capital of 6%, the profitability indices for each option are as follows:
· Option A: PI ≈ 2.07
· Option B: PI ≈ 1.79
· Option C: PI ≈ 1.46
This indicates that option A has the highest value for money invested, followed by option B, while option C has the lowest value. In capital budgeting, where capital is limited, the profitability index of a project determines the order according to which the project should be selected (Spring, 2018; Palepu and Healy, 2020).
Based on the above ranking system, when the capital budget of £2.5 million is considered, the initial investment should be made in Option A, followed by an investment in Option B. Subsequently, after investing in Options A and B, the remaining capital budget would still have excess capital left, which should then be allocated to Option C in proportion to its divisibility since it can be divided into shares (Almeida and Campello, 2005; Oakshott, 2020).
Based on this optimal investment strategy, the total NPV realized from the group of investments is about 1.85 million pounds. As anticipated, this is the highest possible growth in net worth that can be realized under the constraint. Notably, it has been shown that even though the highest NPV is from investment option B, investment option A has to be picked first to maximize value for money (CFI, 2022; Lichtenstein and Dade, 2007; Palepu and Healy, 2020).
Finally, this study emphasizes the need for adjustments to investment criteria in constrained financial environments. Although NPV is preferred under unconstrained conditions, the Profitability Index can be used as a better approach under constrained conditions for divisible investments (Kersten et al., 2017; Spring, 2018).
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After determining the best investment approach, the Directors of Westward Plc need to consider the means through which the investment program should be financed. Generally, different sources of finance may impact a business differently in terms of risk exposure, cost of capital, financial flexibility, and control. The truth is that companies may not depend on a single source (Clayman, Fridson and Troughton, 2012; Connolly, 2007).
One possible source of finance could be the retained earnings of the business. Internal funding for investments is always considered the most preferable source of finance for the business; it requires neither cash payments in the form of interests nor leads to the dilution of ownership. Furthermore, retained earnings offer high flexibility and reflect the financial superiority of the business enterprise. However, there is an opportunity cost for the business that has to resort to internal funding for investments; shareholders want the business to declare dividends. Moreover, the retained business profits might not be sufficient to meet the expenses for massive investments (Atrill and Mclaney, 2019; de Jongh, 2011; Allen, 2021).
A prominent source of finance is borrowed money in the form of loans or other loans that have a longer tenure. Borrowing money is especially attractive since the cost incurred in terms of interest is tax deductible. Moreover, the company retains control over the business. In the case of Westward Plc, the stable cash flow that the proposed business will churn out indicates that gearing up with borrowed money is not a difficult proposition for the company. However, the financial risks are doubled since the cost of servicing the loans is to be incurred irrespective of the performance of the business. Too much borrowed money might curb the freedom to act that the management wishes to exercise (Kotey, 2019; Madura, 2018; Allen, 2021).
Equity funding, which involves new share issuance, symbolizes a different method in this context. Equity introduces permanent capital and insolvent risk, since there are no obligations to repay such capital. Yet, new share issuance would result in a reduction in control for stockowners, as well as be interpreted as a sign of inability to finance new debt in the company’s standpoint. Also, equity incurs costs greater than debt, especially if high returns are required to counteract risk (Chen et al., 2010; Clayman, Fridson and Troughton, 2012).
Also available for consideration by Westward Plc could be other financing alternatives, for example, leasing or asset finance, if there is equipment involved in the investment. Leasing may help in reducing up-front costs, and in fact, may work out more expensive in the long run (Connolly, 2007; Madura, 2018).
In this case, the best strategy for Westward Plc to take would be one that requires it to finance its business through a combination of its own retained profits and borrowed funds within reasonable levels. This will enable the company to achieve the cheapest cost of capital (Allen, 2021; Clayman, Fridson and Troughton, 2012; Gianfrate and Loewenthal, 2015).
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Part 1 ratio analysis above proves that Tesco PLC is financially strong and operating efficiently in the competitive retail industry. Its increased revenue levels and increased profitability margins prove its efficient operations, in addition to its good working capital management, which enables the firm to maintain relatively low liquidity ratios. Despite the firm's highly geared capital structure, its improved interest cover ratio indicates that its financial risk in the long term is under control. Its shareholder performance measures also show the firm's ability to generate long-term financial success. However, the analysis has also proven the need for the firm to focus on controlling its current expenses in order to maintain financial stability in the future.
The investment appraisal in Part 2 indicates that each of the three projects proposed for Westward Plc is financially justifiable, with positive NPVs and IRRs significantly exceeding the costs of capital for the firm. Of these three possibilities, the development of internet sales stands out as the best course of action on the basis of NPV analysis, since it adds the most value to the firm’s shareholders. Under conditions of limited funds available for investment, it becomes possible to use the Profitability Index Analysis to select the optimal portfolio of investments to maximize overall value addition. Although the financial analysis points clearly to the need for investment, other factors may also need to be taken into account.
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(All figures £ million unless stated otherwise)
1. Profitability Ratios
1.1 Gross Profit Margin
Formula:
Gross Profit / Revenue * 100
2024:
Gross Profit = 57,738 − 53,118 = 4,620
Gross Profit Margin = (4,620 / 57,738) * 100
= 8.00%
2025:
Gross Profit = 61,528 − 56,404 = 5,124
Gross Profit Margin = (5,124 / 61,528) * 100
= 8.33%
1.2 Operating Profit Margin
Formula:
Operating Profit / Revenue * 100
2024:
= (2,761 / 57,738) * 100
= 4.78%
2025:
= (3,017 / 61,528) * 100
= 4.90%
1.3 Net Profit Margin
Formula:
Profit After Tax / Revenue * 100
2024:
= (2,042 / 57,738) * 100
= 3.54%
2025:
= (2,270 / 61,528) * 100
= 3.69%
2. Return Ratios
2.1 Return on Capital Employed (ROCE)
Formula:
Profit Before Interest and Tax / (Total Assets − Current Liabilities) * 100
2024:
Capital Employed = 52,164 − 30,507 = 21,657
ROCE = (2,761 / 21,657) * 100
= 12.75%
2025:
Capital Employed = 54,941 − 32,111 = 22,830
ROCE = (3,017 / 22,830) * 100
= 13.21%
2.2 Return on Equity (ROE)
Formula:
Profit After Tax / Shareholders’ Equity * 100
2024:
= (2,042 / 10,716) * 100
= 19.06%
2025:
= (2,270 / 11,592) * 100
= 19.58%
3. Liquidity Ratios
3.1 Current Ratio
Formula:
Current Assets / Current Liabilities
2024:
= 18,198 / 30,507
= 0.60 : 1
2025:
= 20,021 / 32,111
= 0.62 : 1
3.2 Quick Ratio
Formula:
(Current Assets − Inventory) / Current Liabilities
2024:
= (18,198 − 3,240) / 30,507
= 14,958 / 30,507
= 0.49 : 1
2025:
= (20,021 − 3,487) / 32,111
= 16,534 / 32,111
= 0.51 : 1
4. Efficiency Ratios
4.1 Inventory Days
Formula:
Inventory / Cost of Sales * 365
2024:
= (3,240 / 53,118) * 365
= 22.3 days
2025:
= (3,487 / 56,404) * 365
= 22.6 days
4.2 Receivables Days
Formula:
Receivables / Revenue * 365
2024:
= (2,497 / 57,738) * 365
= 15.8 days
2025:
= (2,846 / 61,528) * 365
= 16.9 days
4.3 Payables Days
(Cost of sales used as proxy for purchases)
Formula:
Trade Payables / Cost of Sales * 365
2024:
= (21,075 / 53,118) * 365
= 144.8 days
2025:
= (22,745 / 56,404) * 365
= 147.2 days
5. Gearing and Solvency Ratios
5.1 Gearing Ratio
Formula:
Long-term Borrowings / (Long-term Borrowings + Shareholders’ Equity) * 100
2024:
= 15,935 / (15,935 + 10,716) * 100
= 59.8%
2025:
= 16,865 / (16,865 + 11,592) * 100
= 59.3%
5.2 Interest Cover
Formula:
Profit Before Interest and Tax / Finance Costs
2024:
= 2,761 / 865
= 3.19 times
2025:
= 3,017 / 909
= 3.32 times
6. Investor Ratios
6.1 Earnings Per Share (EPS)
Formula:
Profit After Tax / Weighted Average Shares Outstanding
2024:
= 2,042 / 6,965
= 29.3 pence
2025:
= 2,270 / 6,880
= 33.0 pence
6.2 Dividend Cover
Formula:
Profit After Tax / Total Dividends Paid
2024:
= 2,042 / 760
= 2.69 times
2025:
= 2,270 / 826
= 2.75 times
6.3 Dividend Yield
Formula:
Dividend Per Share / Market Price Per Share * 100
2024:
= 10.9 / 250 * 100
= 4.36%
2025:
= 12.0 / 270 * 100
= 4.44%
6.4 Price / Earnings Ratio
Formula:
Market Price Per Share / Earnings Per Share
2024:
= 250 / 29.3
= 8.53 times
2025:
= 270 / 33.0
= 8.18 times
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1) Capital Allowances (straight-line at 20%)
· Option A CA per year = 600 * 0.20 = 120
· Option B CA per year = 1,000 * 0.20 = 200
· Option C CA per year = 1,600 * 0.20 = 320
2) Annual tax shield from capital allowances (CA * 25%)
· Option A shield = 120 * 0.25 = 30
· Option B shield = 200 * 0.25 = 50
· Option C shield = 320 * 0.25 = 80
3) After-tax cash flow formula
After-tax CF = Cash Flow * (1 − 0.25) + (CA * 0.25)
= Cash Flow * 0.75 + (CA * 0.25)
A) After-tax cash flows
Option A
· Y1 = 200 * 0.75 + 30 = 180
· Y2 = 400 * 0.75 + 30 = 330
· Y3 = 500 * 0.75 + 30 = 405
· Y4 = 700 * 0.75 + 30 = 555
Option B
· Y1 = 400 * 0.75 + 50 = 350
· Y2 = 450 * 0.75 + 50 = 387.5
· Y3 = 720 * 0.75 + 50 = 590
· Y4 = 980 * 0.75 + 50 = 785
Option C
· Y1 = 450 * 0.75 + 80 = 417.5
· Y2 = 700 * 0.75 + 80 = 605
· Y3 = 900 * 0.75 + 80 = 755
· Y4 = 1,200 * 0.75 + 80 = 980
B) Present values (PV) at 6%
PV = After-tax CF * Discount factor
Option A PVs
· PV1 = 180 * 0.9434 = 169.8
· PV2 = 330 * 0.8900 = 293.7
· PV3 = 405 * 0.8396 = 340.0
· PV4 = 555 * 0.7921 = 439.6
· Total PV inflows(A) = 169.8 + 293.7 + 340.0 + 439.6 = 1,243.2
· NPV(A) = 1,243.2 − 600 = +643.2
Option B PVs
· PV1 = 350 * 0.9434 = 330.2
· PV2 = 387.5 * 0.8900 = 344.9
· PV3 = 590 * 0.8396 = 495.4
· PV4 = 785 * 0.7921 = 621.8
· Total PV inflows(B) = 330.2 + 344.9 + 495.4 + 621.8 = 1,792.2
· NPV(B) = 1,792.2 − 1,000 = +792.2
Option C PVs
· PV1 = 417.5 * 0.9434 = 393.9
· PV2 = 605 * 0.8900 = 538.4
· PV3 = 755 * 0.8396 = 633.9
· PV4 = 980 * 0.7921 = 776.3
· Total PV inflows(C) = 393.9 + 538.4 + 633.9 + 776.3 = 2,342.5
· NPV(C) = 2,342.5 − 1,600 = +742.5

C) IRR calculations (interpolation)
Formula:
IRR = r1 + [NPV1 / (NPV1 − NPV2)] * (r2 − r1)
Option A IRR
Given: NPV at 35% = +46.1; NPV at 45% = −60.5
IRR(A) = 35 + [46.1 / (46.1 − (−60.5))] * (45 − 35)
= 35 + [46.1 / 106.6] * 10
= 35 + 0.432 * 10
= 39.3% (≈39.0%)
Option B IRR
Given: NPV at 30% = +41.9; NPV at 35% = −52.0
IRR(B) = 30 + [41.9 / (41.9 − (−52.0))] * (35 − 30)
= 30 + [41.9 / 93.9] * 5
= 30 + 0.446 * 5
= 32.2% (≈32.1%)
Option C IRR
Given: NPV at 20% = +77.6; NPV at 25% = −90.8
IRR(C) = 20 + [77.6 / (77.6 − (−90.8))] * (25 − 20)
= 20 + [77.6 / 168.4] * 5
= 20 + 0.461 * 5
= 22.3% (≈22.2%)
D) Capital rationing (projects divisible, funds = £2,500k)
Profitability Index (PI)
PI = PV of inflows / Initial investment
· PI(A) = 1,243.2 / 600 = 2.07
· PI(B) = 1,792.2 / 1,000 = 1.79
· PI(C) = 2,342.5 / 1,600 = 1.46
Investment allocation
· Remaining after A: 2,500 − 600 = 1,900
· Remaining after B: 1,900 − 1,000 = 900
· Fraction of C = 900 / 1,600 = 0.5625 (56.25%)
Total NPV under optimal policy
· NPV from C portion = 742.5 * 0.5625 = 417.7
· Total NPV = 643.2 + 792.2 + 417.7 = 1,853.1
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