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[bookmark: _Toc219063770]Executive Summary
This report provides an in-depth financial performance analysis of Rolls-Royce Holdings PLC by using ratios, while elucidating the investment decision for Westward PLC by using both net present value and internal rate of return to choose from the three options given. The report has provided critical insights into how investment appraisal techniques can be used while showcasing their limitations. At the same time, the use of ratio analysis to drive necessary recommendations has been elaborated while considering the limitations of the use of ratio analysis. Overall, the report has encompassed necessary decision-making insights that managers of both companies, Rolls-Royce Holdings PLC and Westward PLC, can utilise to drive effective decision-making.
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[bookmark: _Toc219063771]Introduction
In order to undertake corporate finance operations, it is essential to understand the fundamentals of financial analysis and investment appraisal techniques. This helps the stakeholders of an organisation to make sound decisions regarding resource allocation, performance evaluation, as well as strategic planning. This report will be divided into two sections, of which the first will be a retrospective performance analysis of Rolls-Royce Holdings PLC through ratio analysis, and the other will be a prospective decision-making process by utilising various capital budgeting techniques. Now, for the first part, Rolls-Royce Holdings PLC has been selected which is a global leader and has already undergone a major transformation since 2023 after Tufan Erginbilgic took over as the CEO. Due to the strategic initiatives undertaken in the previous two years, the company has seen unprecedented performance uplift with its operating profits almost quadrupling in two years. Now, the first part will undertake a detailed ratio analysis to comprehend how the company has managed to achieve such a feat in just two years. In the second part of the report, the investment decision to be undertaken by Westward PLC will be evaluated by using discounted cash flow methods, including net present value and internal rate of return. By integrating both theory and practice into this report by using the necessary frameworks, Rolls-Royce Holdings PLC’s ratio analysis will be conducted, alongside Westward PLC’s investment decision will be evaluated, as well. Ultimately, this report will showcase how financial analysis can help create value in dynamic and challenging environments effectively.


[bookmark: _Toc219063772]Part One: Financial Ratio Analysis of Rolls-Royce Holdings Plc
[bookmark: _Toc219063773]Overview of Rolls-Royce Holdings PLC
Rolls-Royce Holdings PLC is one of the major engineering companies across the globe, which is specifically focused on making an impact in aerospace, defense and power systems. The company has around 50,000 employees in over 40 countries as of 2024 (Rolls-Royce, 2025). Currently, the company has three major divisions under its belt, including civil aerospace, defense and power systems. However, it is also expanding its operations towards a new market of sustainable technologies. 
[image: Rolls-Royce Holdings Plc Announces Strong Performance And Growth At AGM]
Figure 1: Logo of Rolls-Royce Holdings PLC (Stone, 2024)
Since COVID-19 disastrous impact on the company, Rolls-Royce Holdings PLC has undergone significant transformations in order to achieve sustainable and operational financial health. Currently, the company is on a path towards sustainable growth after the very recent takeover by Tufan (Rolls-Royce, 2022). Overall, the company has undergone a successful transformation, and it is operational across the globe with strong financial performance and strategic positioning in the market.
[bookmark: _Toc219063774]Calculation and Analysis of Financial Ratios
[bookmark: _Toc219063775]Profitability Ratios
These are the ratios which refer to the capacity of an organisation to generate earnings or profits relative to its revenues, assets, equity, debt payments, etc. (Rashid, 2021). These ratios are crucial to ensure operational efficiency as well as understand the competitive positioning of a company in competitive spaces. Now, the major profitability ratios of Rolls-Royce Holdings PLC are calculated and interpreted below.
Gross Profit Margin
The formula to calculate gross profit margin is = (Gross Profit / Revenue) * 100
In 2023, GPM is = (3,620 / 16,486) * 100 = 21.96%
In 2024, GPM is = (4,221 / 18,909) * 100 = 22.32%
The GPM only improved by 0.36%; however, it is still a strong performance indicator of the company (Rolls-Royce, 2024). Moreover, the slight enhancement reflects the ongoing transformation of the company. 
Operating Profit Margin
The formula to calculate operating profit margin is = (Operating Profit / Revenue) * 100
In 2023, OPM is = (1,944 / 16,486) * 100 = 11.79%
In 2024, OPM is = (2,906 / 18,909) * 100 = 15.37%
The OPM has increased by 3.58% on a year-on-year basis, which has exceeded the strategic positioning of the company already established in 2023 of a range of 13-15% (Rolls-Royce, 2024). Now, the key drivers of the margin include commercial optimisation through contract renegotiations, cost efficiency programs and strategic initiatives.
Net Profit Margin
The formula to calculate net profit margin is = (Net Profit / Revenue) * 100
In 2023, NPM is = (2,404 / 16,486) * 100 = 14.58%
In 2024, NPM is = (2,484 / 18,909) * 100 = 13.14%
The NPM, on the other hand, declined by 1.44%, which showcases a contradicting scenario despite the improved operating performance of the company. The reasoning behind the decline is the company’s increased net financing costs in 2024 compared to the net financing income generated by the company in 2023 (Rolls-Royce, 2024). 

Figure 2: Profitability Ratios (Source: Own)
[bookmark: _Toc219063776]Liquidity Ratios
These are the ratios which refer to the ability of a company to meet its short-term debt obligations using its relatively short-term assets, such as cash, accounts receivable, inventory, etc. (Rashid, 2018). Liquidity ratios are important to check the financial condition of companies to pay their debts. The necessary liquidity ratios for Rolls-Royce Holdings PLC are calculated below.
Current Ratio
The formula to calculate the current ratio is = (Current Assets/ Current Debts)
In 2023, CR is = (18,111 / 14,926) = 1.21:1
In 2024, CR is = (21,473 / 16,763) = 1.28:1
The CR improved from 1.21:1 in 2023 to 1.28:1 in 2024, showcasing the strengthening liquidity positioning of the company (Rolls-Royce, 2024). Although the general guideline is to maintain a CR of 2:1, as the company is still transforming, the improved scenario showcases the effectiveness of the company’s strategic decisions.
Quick Ratio
The formula to calculate the quick ratio is = (Quick Assets/ Current Debts)
In 2023, QR is = [(18,111 – 4,848) / 16,486] = 0.89:1
In 2024, QR is = [(21,473 – 5,092) / 18,909] = 0.98:1
The QR has dramatically increased from 0.89:1 in 2023 to 0.98:1 in 2024, indicating more than 10% improvement (Rolls-Royce, 2024). Although the general guideline is to maintain a 1:1 QR, the company’s business model restrains the company from maintaining a QR over 1. As a result, it is not a concern.

Figure 3: Liquidity Ratios (Source: Own)
[bookmark: _Toc219063777]Gearing Ratios
These are the ratios that help to better understand the capital structure of a company, including how much debt a company uses versus equity, to properly assess the risk assumed and the efficiency of the capital structure maintained (Harrison and Morton, 2007). The major gearing ratios are elaborated below.
Debt-to-Equity Ratio
The formula to calculate debt-to-equity ratio is = (Total Debt / Total Equity)
In 2023, Debt-to-Equity Ratio is = (5,759 / -3,629) = -1.59
In 2024, Debt-to-Equity Ratio is = (5,132 / -881) = -5.82
A negative debt-to-equity ratio makes it challenging to interpret the results; however, the improvements reflected in the increasing equity and declining debt showcases strategic positioning of the company (Rolls-Royce, 2024).
Debt-to-Asset Ratio
The formula to calculate debt-to-asset ratio is = (Total Debt / Total Assets)
In 2023, Debt-to-Asset Ratio is = (5,759 / 31,512) * 100 = 18.28%
In 2024, Debt-to-Asset Ratio is = (5,132 / 35,686) * 100 = 14.38%
This ratio has declined by 3.90% from 2023 to 2024, showcasing enhancing asset base and declining debt, further improving the financial risks assumed by the company (Rolls-Royce, 2024). Because the aerospace manufacturing industry is very capital-intensive, the company’s increasing asset base compared to declining debt showcases the resilience of the company.

Figure 4: Gearing Ratios (Source: Own)
[bookmark: _Toc219063778]Efficiency Ratios
These are the ratios which help to measure how effective a company is in utilising its assets to generate revenues. This also facilitates the process to determine the operational competence of an organisation (Santosuosso, 2014). The most important efficiency ratios are calculated below for Rolls-Royce Holdings PLC.
Asset Turnover Ratio
The formula to calculate the asset turnover ratio is = (Revenue / Total Assets)
In 2023, AT Ratio is = (16,484 / 31,512) = 0.52 Times
In 2024, AT Ratio is = (18,909 / 35,686) = 0.53 Times
This ratio has remained relatively stable over the two years period (Rolls-Royce, 2024). This means that the company has not been able to enhance its utilization of assets to generate more revenues, but the company’s asset turnover ratio directly complies with the industry norms.
Inventory Turnover Ratio
The formula to inventory turnover ratio is = (Cost of Sales / Average Inventory)
In 2023, IT Ratio is = [12,866 / {(4,708 + 4,848) / 2}] = 2.68 Times
In 2024, IT Ratio is = [14,688 / {(4,848 + 5,092) / 2}] = 2.96 Times
The ratio improving from 2.68 times to 2.96 times showcases that the company is now utilizing its inventories more often and when converted into days, the ratio results in 123 days in 2024 compared to 136 days in 2023 (Rolls-Royce, 2024). Although the inventory holding period is quite high, but considering the nature of the company’s industry and the declining ratio, the company is on-track.

Figure 5: Efficiency Ratios (Source: Own)
[bookmark: _Toc219063779]Investor Ratios
These ratios directly enable investors to assess the feasibility of either investing in a company or reevaluate the existing investments effectively to guide sound investment decisions (Asiri, 2015). The major investor ratio of Rolls-Royce Holdings LTD is calculated below.
Earnings per Share
The formula to calculate earnings per share is = (Profit Attributable to Ordinary Shareholders / Number of Shares Outstanding)
In 2023, Earnings per Share is = (2,412m / 8,366m) = 28.85p per Share
In 2024, Earnings per Share is = (2,521m / 8,390m) = 30.05p per Share
EPS has increased by 4.2% from 2023 to 2024, which showcases a clear growth in profits of the company. The underlying EPS, when adjusted for the exceptional items, has increased by almost 50% in the same period (from 13.75p to 20.29p), indicating massive improvements (Rolls-Royce, 2024).

Figure 6: Earnings per Share (Source: Own)
[bookmark: _Toc219063780]Critical Evaluation of Financial Ratios and Analysis
[bookmark: _Toc219063781]Trends and Changes over the Period
All of the financial ratios showcase an effective turnaround of the company, even if some of the ratios did not see much change; however, underlying the ratios hid necessary information. For instance, the debt-to-equity ratio resulted in negative results for both 2023 and 2024; however, the debts have decreased, and equity has significantly increased, showcasing a necessary turnaround. 
Profits have enhanced all around, alongside the liquidity strengthening, as well. Moreover, the cash positions have improved, too. More importantly, the transformation has remained largely successful for Rolls-Royce Holdings PLC, as the 2024 performance, when compared with that of 2022 as the baseline, has significantly improved with near-quadrupling operating profits. 

Figure 7: Trend Line (Source: Own)
[bookmark: _Toc219063782]Reasons for Changes in Ratios
The improvement of ratios has materialised due to various reasons. These reasons are elaborated below.
Strategic Transformation Program: After Tufan’s takeover and implementation of all the systematic transformation programs, the company has materialised major improvements across financial performance, commercial operations and cost efficiency. In the last two years, the transformation program has already resulted in cost savings of over 250 million Pounds in 2024, with a target of over 400-500 million Pounds in savings in the mid-term (Rolls-Royce, 2024).
Aviation Recovery: As LTSA is directly linked to flying hours, the company has seen boosted high-margin aftermarket income since global air travel has significantly improved after COVID-19 has come to normal levels.
Working Capital Management: By reducing inventory levels, as seen with the increased current ratio and quick ratio, the company has improved its working capital management significantly. Moreover, with accelerated cash collection and enhanced payment terms with the suppliers, the company has managed to ensure funding growth without resorting to external financing (Kumar Saxena, 2024). 
[bookmark: _Toc219063783]Comparisons with Industry Benchmark
Based on the available evidence, Rolls-Royce Holdings PLC is now operating at or above the industry standards in most areas. The available data is compared to the company’s performance levels below.
Operating Margin: The operating margin of over 15% of Rolls-Royce Holdings PLC remains to be one of the highest in the industry, as GE Aerospace has reported margins around 14-16% while Pratt and Whitney has only managed to achieve 12-14% (Rolls-Royce, 2024). As a result, Rolls-Royce Holdings PLC remains one of the most dominant companies when it comes to operating profitability in the industry.
Liquidity: With the current ratio of 1.28:1 of Rolls-Royce Holdings PLC, the company remains within the industry standard of 1.2-1.6:1 ratio. The current conservative approach followed by the company is more in contradiction of what the peers are doing in the same industry; however, the company is currently managing its debts better than before, as well.
The current market price of Rolls-Royce Holdings PLC’s shares not only justifies its market validation but also the company’s increasing dominance in the global aerospace and defence market, as well (Rolls-Royce, 2024). As a result, the competitive positioning of the company has only improved since the major transformation the company has undergone under Tufan’s leadership. 
[bookmark: _Toc219063784]Limitations of Ratio Analysis
Now, ratio analysis provides a lot of beneficial insights to make reasonable judgments about a company; however, it also has its limitations. These limitations are as follows.
1. Historical Nature: Ratios are always derived from historical financial statements, and there can never be any guarantee of whether a company can repeat its past performance in the future (Faello, 2015). As a result, even if Rolls-Royce Holdings PLC has posted a turnaround, there is no guarantee that the company will continue to do so.
2. Accounting Policy Impacts: When different choices are made to use various accounting policies, the results can differ significantly (Bojarenko, 2017). This tends to obfuscate the interpretation of a company’s balance sheet.
3. Industry Specificity: Not all ratios can be used for companies across various industries. In the aerospace industry, the focus on long-development cycles, deferred revenues for extended periods of time, LTSA structures, etc., makes it very difficult to apply the standard benchmarks directly. 
4. Inability to Capture Intangibles: Ratios cannot showcase qualitative aspects such as brand image, customer relationships, technological capabilities, etc. Rather, they can only show the quantitative sides of things, further limiting their use cases.
5. Potentiality for Manipulation: The use of window dressing to improve ratios is one of the tactics companies use to improve various ratios by delaying purchases to improve cash balances, and as such (Gabric, 2018). As a result, there always remains the potential for possible manipulation, although there has been no evidence against Rolls-Royce Holdings PLC. 
[bookmark: _Toc219063785]Recommendations for Improving Financial Management
Based on all the analyses presented above, the following recommendations can enable Rolls-Royce Holdings PLC to improve its financial management capacities.
1. Continuance of Balance Sheet Strengthening: Rolls-Royce Holdings PLC has achieved a major milestone in achieving net positive cash flow; however, the company needs to continue to strengthen its balance sheet. In this regard, the company’s announcement of 1 billion Pounds of share buyback in 2025 can significantly enhance the capital returns due to the financial capacity it has already developed. Now, the company must aim at achieving positive equity in the next 2-3 years to eliminate any negative book value.
2. Optimisation of Capital Allocation: Because the company has already restored its financial health in the past two years, it should now shift its focus to maximising returns on its capital deployed. By expanding its investments in high-return initiatives, the company can further narrow the scope of utilising its capital and enhance its returns.
3. Refinement of Contract Profitability Management: The company must try to renegotiate to implement real-time contract profitability tracking for its LTSA agreements so that necessary operational adjustments can be implemented before any losses are accumulated (Moghadasnian and Ketabchi, 2024).

[bookmark: _Toc219063786]Part Two: Investment Appraisal for Westward Plc
[bookmark: _Toc219063787]Background and Investment Options
As per the brief, Westward PLC is a high-quality curtain manufacturing which is currently faced with a strategic decision-making dilemma. It has identified three mutually exclusive investment projects, but it is unsure of which one to opt for. The options are as follows.
Option – A: Expand retail outlet to include all products at 600,000 Pounds initial investment
Option – B: Develop internet sales capabilities at 1,000,000 Pounds initial investment
Option – C: Diversify into wooden blinds and Roman blinds at 1,600,000 Pounds initial investment
The given context of the company is that it enjoys a corporate tax rate of 25% with the availability of capital allowances at 20% straight-line basis. The cost of capital is 6%, which also represents the very minimum required rate of return to compensate the investors.
[bookmark: _Toc219063788]Net Present Value Analysis
[bookmark: _Toc219063789]Theoretical Foundation of NPV
Net Present Value or NPV is one of the major investment appraisal theories, which is also considered to be a foundational principle for the time value of money. NPV is calculated for the present value of all the future cash inflows and outflows associated with an investment (Arnold, 2014). In order to come to the NPV of a project, a discount rate is required with which the discounting process is undertaken. Now, the decision rule using the NPV technique is that a project must yield a positive NPV, and when being compared to other projects, one of the projects must yield the highest NPV to be considered. The superiority of NPV in this regard stems from the following attributes. 
1. Time Value of Money: By accounting for the time value of money, NPV showcases the most realistic returns to the projects (Arshad, 2012). 
2. Risk Consideration: NPV utilises cash flows of the projects instead of relying on accounting profits, which can be easily manipulated. 
3. Shareholder Wealth Maximisation: NPV helps to account for the amount that directly contributes to shareholders’ wealth (Yan and Zhang, 2022).
[bookmark: _Toc219063790]NPV Calculations
The NPV calculations for all three of the options are provided below.
Option – A: Retail Outlet Expansion
	Year
	Pre-Tax Cash Flow (£'000)
	Tax at 25% (£'000)
	Tax Shield (£'000)
	After-Tax Cash Flow (£'000)
	Discount Factor @ 6%
	PV (£'000)
(ATCF * DF)

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

	1
	200
	(50)
	30
	180
	0.9434
	169.81

	2
	400
	(100)
	30
	330
	0.8900
	293.70

	3
	500
	(125)
	30
	405
	0.8396
	340.04

	4
	700
	(175)
	30
	555
	0.7921
	439.62

	
	
	
	
	
	NPV
	643.165


Option – B: Internet Sales Development
	Year
	Pre-Tax Cash Flow (£'000)
	Tax at 25% (£'000)
	Tax Shield (£'000)
	After-Tax Cash Flow (£'000)
	Discount Factor @ 6%
	PV (£'000)
(ATCF * DF)

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

	1
	400
	(100)
	50
	350
	0.9434
	330.19

	2
	450
	(112.5)
	50
	387.5
	0.8900
	344.88

	3
	720
	(180)
	50
	590
	0.8396
	495.36

	4
	980
	(245)
	50
	785
	0.7921
	621.80

	
	
	
	
	
	NPV
	792.228


Option – C: Wooden Blinds and Roman Blinds
	Year
	Pre-Tax Cash Flow (£'000)
	Tax at 25% (£'000)
	Tax Shield (£'000)
	After-Tax Cash Flow (£'000)
	Discount Factor @ 6%
	PV (£'000)
(ATCF * DF)

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

	1
	450
	(112.5)
	80
	417.5
	0.9434
	393.87

	2
	700
	(175)
	80
	605
	0.8900
	538.45

	3
	900
	(225)
	80
	755
	0.8396
	633.90

	4
	1,200
	(300)
	80
	980
	0.7921
	776.26

	
	
	
	
	
	NPV
	742.475


[bookmark: _Toc219063791]NPV Recommendations
All three of the options generate positive NPVs, for which only the option with the highest NPV is to be considered. In this regard, only Option B can be considered as its NPV is the highest of the three, with an NPV of 792,228 Pounds. Option A requires 600,000 Pounds but only yields about 643,165 Pounds and at the same time, Option C requires 1,600,000 Pounds but yields a substantial 742,475 Pounds in return. Now, as Option B requires less initial investment than Option C while yielding almost 50,000 Pounds more, it is the most optimum choice to undertake.
[bookmark: _Toc219063792]Internal Rate of Return Analysis
[bookmark: _Toc219063793]Theoretical Foundation of IRR
Internal Rate of Return or IRR is the discount rate at which the NPV comes out to be zero, which indicates the break-even point of a project. IRR is the measurement which helps to calculate the intrinsic rate of return of a project, which does not account for the project’s external factors, such as the cost of capital (Patrick and French, 2016). As for the decision rule, if the IRR exceeds the cost of capital, then the project remains acceptable; however, if the IRR cannot exceed the cost of capital, then the project is rejected. 
Now, the popularity of the technique arises from its ability to interpret the profitability in a percentage form instead of a concrete figure. Although it has its benefits in evaluating investment projects, IRR also has certain limitations, including calculating projects with multiple non-conventional cash flows. Also, IRR assumes that the interim cash flows must be reinvested at the IRR, which is nearly impossible in real-world cases (Arshad, 2012).
[bookmark: _Toc219063794]IRR Calculation of Option B
The IRR of Option B is calculated below, as it has been accepted in the previous section.
Trial – 01: 6% Discount Rate
	Year
	After-Tax Cash Flow (£'000)
	Discount Factor @ 6%
	Present Value (£'000)

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

	1
	350
	0.9434
	393.87

	2
	387.5
	0.8900
	538.45

	3
	590
	0.8396
	633.90

	4
	785
	0.7921
	776.26

	
	
	NPV @ 6%
	792.228


Trial – 02: 40% Discount Rate
	Year
	After-Tax Cash Flow (£'000)
	Discount Factor @ 40%
	Present Value (£'000)

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

	1
	350
	0.7143
	250

	2
	387.5
	0.5102
	197.70

	3
	590
	0.3644
	215.00

	4
	785
	0.2603
	204.34

	
	
	NPV @ 40%
	(132.960)


Hence, IRR is = 6% + [(792,228 / (792,228 – (-132,960)] * (40% - 6%) = 35.11%
[bookmark: _Toc219063795]IRR Interpretation
The IRR of Option B has resulted in 35.11%, which exceeds the cost of capital of 6% significantly. Now, even if the actual returns fall considerably short of the projected returns, the project will remain lucrative to invest in. As there is an excess of returns, the project yields a greater margin of safety for the company to invest in. As a result, even if there are significant forecasting errors or the economic conditions degrade, the company will still stand to benefit. 
The spread of over 29% clearly showcases that the project remains lucrative. For instance, if cash flows are to be 60% of projections, even then the project will exceed the cost of capital the company bears. 
Lastly, the IRR must not be considered separately and rather should be used as a complement to NPV. Although the IRR suggests that Option B is excellent in terms of generating returns, it cannot showcase the volume of that value creation. This is why NPV must be incorporated to address the limitations that NPV has. 
[bookmark: _Toc219063796]Theoretical Arguments for NPV as the Best Investment Appraisal Method
There are multiple arguments for NPV to be the best investment appraisal method. These arguments are provided below.
1. Consistency with Shareholder Wealth Maximisation: NPV is one such method which directly showcases the amount of value added by a particular project, which illustrates the value additivity of a project to shareholders’ wealth (Wang, 2021). For instance, Option B showcases that an additional 792,228 Pounds will be added to the company’s value generation. As a result, it automatically becomes a superior metric compared to other available ones. 
2. Proper Treatment of Time Value of Money: NPV properly discounts all the cash flows to the present value to calculate the profitability of a project. In this way, the process incorporates the time value of money concept effectively into calculating NPV.  In this regard, even if the discounted payback period is to be used, it will not yield the same results due to its timing constraints. 
3. Consideration of All Cash Flows: NPV is one such appraisal technique which considers all the cash flows related to a project, unlike the payback period, which does not go beyond the cash flow of the payback year (Dai et al., 2022). Moreover, it is one of the very few appraisal techniques which calculates the profitability of a project effectively.
[bookmark: _Toc219063797]Continued Popularity of Non-Discounting Methods
Although the discounting methods yield the closest to accurate results, the non-discounting methods such as payback period, accounting rate of return etc. are still very popular. The reasonings are as follows.
Popularity of Payback Period
· It is an intuitive concept to answer a very simple question. “How long till we get our money back?” To answer this question, no professional training is required nor any financial training is needed. As a result, managers from non-technical backgrounds are also able to use it and interpret an investment decision efficiently.
· The use of payback period has remained dominant even after the reliability of discounted methods has been proven because of its ability to define the shorter payback period and differentiate projects based on liquidity alone. For riskier projects, it is important to ensure that the payback period is lower (Cotter, 2023).
· Because of the simplicity of the method, it does not require much data to complete the process. As a result, it remains to be a dominant method.
Persistence of Accounting Rate of Return
· Due to the use of accounting profits, ARR uses information from the financial statements directly. This ensures of consistency and integrates the control systems of a company with its investment appraisal techniques.
· When accounting-based profitability measures are used by the executives such as ROE, ROCE and as such ones, ARR becomes intuitively more relevant and useable. As a result, it remains to be dominant (Whittington, 2013).
[bookmark: _Toc219063798]Other Factors to Consider before Investment Decision
Although having financial underpinning is essential for any investment decisions, it is also necessary to consider other factors to ensure of best possible results. These other factors are elaborated below.
1. Strategic Fit and Competitive Positioning: Option B aligns directly with the company’s industry positioning in the retail industry. Moreover, in the UK, online retail penetration has been expanding over quite a few years. Current estimates range from 25-30% for total retail to shift to online medium by the end of 2025. As a result, developing internet capabilities in the face of digitalization is only feasible for the company (Alkaraan and Northcott, 2013).
2. Market and Demand Risk: One of the major risks of the projections about the cash flows made is that the demand materialises just as projected; however, in the real world, it may not materialise as per expectations. For instance, Option C incorporates product diversification, which reduces product risk effectively.
3. Organisational Capabilities and Resources: Each of the options will equip the company with different capabilities. Option B will digitalise the company’s operations, while Option C will diversify its product lineups. As a result, the company must prioritise what it currently has in its hands and take action accordingly. In doing so, the management should rather assess its capability gaps and incorporate the possible factor acquisition costs as well as the risks involved to make the decision. 
[bookmark: _Toc219063799]Capital Rationing and Optimal Investment Policy
The concept of capital rationing refers to the process of allocating resources amongst available investment projects based on the maximisation of returns. This process prevents a company from undertaking every project available at hand. Rather, the diversification of projects helps to reduce financial risks (Bruggen, 2011). The process of undertaking capital rationing entails the use of the profitability index to rank projects based on priority.
Profitability Index is a process of dividing the initial investment by the PV of future cash flows of each of the projects, which provides the value created based on each currency unit invested. The higher a project ranks, the more priority it gets in times of making a decision (Bruggen, 2011). 
Now, if the same concept is to be applied to the case of Westward PLC with a budget of 2,500,000 Pounds, the decision-making process can be made more efficient and effective. The PI of each of the options is calculated below.
	Options
	Initial Investment (£)
	NPV (£)
	PV of Future Cash Flows (£)
	PI (PV of Future CFs / Initial Investment)

	A
	600,000
	643,165
	1,243,165
	2.07

	B
	1,000,000
	792,228
	1,792,228
	1.792

	C
	1,600,000
	742,475
	2,342,475
	1.464


Based on the PI results, the company must investment all of Option A and B alongside investing in Option C for 56.25%. This will help the company to generate the most profits for its 2,500,000 Pounds of budget as it will ensure of maximum NPV for all of the projects.
[bookmark: _Toc219063800]Sources of Finance for Investment Program
There are various sources of finance for the investment program, including retained earnings, equity capital, bank loans and others. As these three are the major ones, their advantages and disadvantages are elaborated below.
Retained Earnings
These are the earnings which get reinvested in the business instead of being distributed among the shareholders for future expansionary projects or contingencies.
Advantages:
1. There are no explicit costs of retaining these earnings, as companies do not have to pay anything on the earnings retained.
2. Because the funds are already available to the company, it does not have to wait to invest in a project (Thuranira, 2014).
Disadvantages:
1. It is dependent on the capacity of generating profits; lower profits may not yield any retained earnings (Thuranira, 2014).
2. If the shareholders want dividends instead of the company retaining earnings, then the company may not be able to retain any earnings. 
Equity Capital
This is a source of funding which a company gets access to by selling equity in the company.
Advantages:
1. There remains an obligation for the company to pay the capital back.
2. Unlike interests, the dividends are not required to be paid regularly (Karmazin and Bondar, 2013).
Disadvantages:
1. By issuing more shares, the company dilutes the ownership and control of the existing shareholders.
2. Dividends are not mandatory to be paid, but expectations of investors can change what the company will undertake for its dividend policies (Karmazin and Bondar, 2013).
Bank Loans
This is one of the most accessible sources of funding for any business to fund projects and other plans. It has its fair share of advantages as well as disadvantages. 
Advantages:
1. As the money is being lent, the ownership of the shareholders remains undiluted.
2. When loans are successfully repaid, the company can build its credit history and get access to more loans for future endeavours (VALLABHANENI, 2022).
Disadvantages:
1. Principal and interests are mandatory to be repaid, which creates financial risks for the company.
2. If financial risks are not managed properly, the company may even default on the loans (VALLABHANENI, 2022).

[bookmark: _Toc219063801]Conclusion
The undertaken comparative analysis effectively showcases the role of financial analysis as well as investment analysis in making sound decisions. In Part One, an extensive analysis has been undertaken on Rolls-Royce Holdings PLC through ratio analysis, which has showcased exceptional improvement as the operating margins of the company improved from a modest 11.79% in 2023 to 15.37% in 2024. At the same time, ROCE increased to 15.35 in the same period from 11.72%. Again, the company strengthened its liquidity significantly by getting rid of its net debt of 1,952 million Pounds in 2023 to 475 million pounds in 2024. Moreover, the company improved upon its free cash flow generation in the same time period, as well. After having undertaken all the quantitative analyses, the power and limitations of ratio analyses have been described. From describing the inherent drawbacks to capturing the strengths, this report has encompassed major areas of analysis of strategic decision-making regarding investments. Alongside the analyses undertaken, necessary recommendations were also provided to sustain such incredible performance and growth. In Part Two, in the case of Westward PLC, necessary capital budgeting techniques have been applied, including net present value and internal rate of return. From taking real-life examples to incorporating theoretical aspects on why NPV is regarded as the most optimal capital budgeting technique, the report has been enriched with necessary quantitative and qualitative analyses. In the second part, it has been identified that Option B yields the best possible results for the company from a net present value as well as an internal rate of return perspective. Yet, the non-discounting methods, such as payback period, showcase certain limitations. Now, by incorporating both parts, the necessary financial analysis has been underpinned by the necessary quantitative and qualitative foundations. Also, by balancing competing objectives, including profitability versus liquidity, growth versus risk and others, necessary recommendations have been provided for maximum output to be achieved by both the companies in question. 
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Financial Statement of Rolls-Royce Holdings PLC


Profitability Ratios

2023	
GPM	OPM	NPM	0.21959999999999999	0.1179	0.14580000000000001	2024	
GPM	OPM	NPM	0.22320000000000001	0.1537	0.13139999999999999	



Liqudity Ratios

2023	
Current Ratio	Quick Ratio	1.21	0.89	2024	
Current Ratio	Quick Ratio	1.28	0.98	



Gearing Ratios

2023	
Debt-to-Equity Ratio	Debt-to-Asset Ratio	-1.59	0.18279999999999999	2024	
Debt-to-Equity Ratio	Debt-to-Asset Ratio	-5.82	0.14380000000000001	



Efficiency Ratios

2023	
Asset Turnover Ratio	Inventory Turnover Ratio	0.52	2.68	2024	
Asset Turnover Ratio	Inventory Turnover Ratio	0.53	2.96	



Earnings per Share

2023	
Earnings per Share	28.85	2024	
Earnings per Share	30.05	



Trend Line of Different Aspects

Operating Profit	
2022	2023	2024	837	1944	2906	Net Profit	
2022	2023	2024	-1274	2404	2484	Total Assets	
2022	2023	2024	29450	31512	35686	
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