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[bookmark: _Toc201711979]Executive Summary
The analysis, as presented in this report, provides a comprehensive financial analysis and an investment appraisal to support informed decision-making in strategy. Part 1 evaluates the financial position of British Petroleum (BP) based on ratio analysis for the years 2023 and 2024. The most significant indicator is deteriorating profitability, as evidenced by a decline in the net profit margin to 0.65% in 2024. Liquidity ratios were consistent but somewhat limited, whereas increased gearing and a decrease in interest rates indicate an increase in debt pressure. The operational efficiency and the investor returns were poorer compared to the previous year. These findings were used to provide strategic advice on how to allocate capital more efficiently, lower financial risk and increase shareholder value.
Part 2 would utilise methods in discounted cash flows, including Net Present Value (NPV) and Internal Rate of Return (IRR), to assess three investment proposals. Option C had the highest NPV (985,400), which means that option C was the most valuable even though option A had the highest IRR (28 per cent). Respectively, under capital rationing, investing entirely in Option A and partially in Option C yields the highest returns, with a total NPV of $1,256,875. It also takes qualitative considerations, such as market fit and brand fit, into consideration and then examines potential funding sources comprising debt, equity, and ESG-aligned funding.
Finally, the report provides the decision-makers with fair and evidence-based principles on performance evaluation and future investments.
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[bookmark: _Toc201711980]Introduction 
Economic cycles and dynamics of a highly competitive global economy place informed financial decision-making at the centre of profitable and sustainable business decision activity. Financial instruments and metrics are essential for directing strategic direction, whether evaluating past company performance or determining future investment opportunities. The following report intends to exercise critical thinking about the financial information on two but interrelated activities, wherein the former (Part 1) will consist of verifying the past performance of the company based on ratio analysis, and the latter (Part 2) will involve techniques that will be applied to capital budgeting in the future.
In Part 1, a financial analysis will be conducted on a publicly listed FTSE 100 company in the oil and gas industry, namely British Petroleum (BP). Key financial ratios, calculated and critically discussed using the company's consolidated income statement and balance sheet for 2023 and 2024, include profitability, liquidity, gearing, efficiency, and investor returns. In its most basic definition, ratio analysis can be understood as a data interpretation and comparison method that provides information about the health of operations, solvency, and value creation, measured over a specific period, of a company. Nevertheless, although ratios are powerful, they are not without flaws. Part 1 addresses these limitations and provides tactical advice on restoring BP's financial management, especially in the context of capital, control over liquids, and wealth distribution among stockholders.
Part 2 presents a forward-looking view, incorporating capital investment appraisal methods into the analysis of three proposed expansion options. All alternatives can differ according to the amount of capital required, estimated cash flows received, and strategic implications. Financial analysis of each project, conducted through Net Present Value (NPV) and Internal Rate of Return (IRR) approaches, revealed that Option C would be more value-prosperous than the other projects. In addition to the quantitative analysis, Part 2 also considers qualitative aspects, including market fit, operational viability, and sustainability. The part concludes with an assessment of the best investment policy in the presence of capital rationing and an evaluation of effective financing strategies to fund the programme.
The two halves of this assignment form a complete picture of financial decision-making, one that connects the past, present, and future. They note that quantitative rigour should be combined with a strategic perspective so that business managers can make decisions that not only pass the financial test but also align with what business organisations identify with in the long term.
[bookmark: _Toc201711981]Part 1 
British Petroleum (BP) is a multinational Energy Company, a member of the London Stock Exchange and the FTSE 100 index. Through exploration, production, refining, and distribution, BP plays a key role in the global energy market. Nevertheless, due to volatile markets and market forces to embrace sustainability, financial analysis is increasingly becoming crucial to the decisional process of the industry (Group, 2024) 
This report provides a critical analysis of BP's financial performance for the years 2023 and 2024, examining the ratios under the following major headings: profitability, liquidity, gearing, efficiency, and investor performance. It addresses the root causes, exposes financial issues, and provides data-driven advice to enhance BP's financial guidance.
[bookmark: _Toc201711982]Ratio Analysis 
[bookmark: _Toc201711983]Profitability Analysis 
Profitability ratios are used to measure BP's capacity to generate profit from revenues, assets, and capital employed. Shareholders and management require these indicators, as they are vital to both short-term performance and long-term viability.

[bookmark: _Toc201622670]Figure 1: Operating Profit for British Petroleum for Years 2023 and 2024
The operating profit margin decreased drastically to 5.97% in 2024, compared to 13.01% in 2023, indicating a deterioration in cost control and less efficient operations. This decrease is associated with the rise in production and manufacturing costs (BP, 2024) (A (36.58bn)/2024 - A (25.04bn)/2023) and the expansion of impairment losses, which reached almost 7 billion within 2024 (BP, 2024). This might have been caused by global inflationary pressure on energy inputs and supply disturbances following the pandemic, as well as regulatory changes in the refining process (Thomas, 2019; Group, 2024).
The bottom-line profitability measure, Net Profit Margin, also declined steeply, from 7.56 to 0.65. This fall can mainly be attributed to a collapse in pre-tax profits (23.75 billion to 6.78 billion), accompanied by an increase in finance costs (4.68 billion in 2024 compared to 3.84 billion in 2023). The concurring narrow margins and increasing borrowing costs indicate that BP has been unable to convert sales into profits, a situation exacerbated by fluctuations in oil prices and geopolitical events (Gorimbo, 2025).
The Return on Capital Employed (ROCE) decreased by 14.08 to 5.62- implying ineffectiveness in utilising capital to get operating profit. A low ROCE indicates that a company is not using its invested capital as efficiently as possible, which can be particularly important in capital-intensive industries such as oil and gas (Atrill and McLaney, 2022). The amount of capital locked in did not match the proportional returns, which raises doubts about the selection of projects and their productivity throughout their lifecycle (Brealey et al., 2020a).
[bookmark: _Toc201711984]Liquidity Ratio 

[bookmark: _Toc201622671]Figure 2: Current Ratio for British Petroleum for the years 2023 and 2024
The current ratio remained relatively steady (2023: 1.21, 2024: 1.22), indicating that current assets could adequately cover current liabilities. Although not quite reaching the standard level of 1.0, this stability can be called illusory due to the high percentage of non-liquid assets, such as inventories and trade receivables, among the current assets pool (Coombs et al., 2015). This is also reflected in the Acid Test Ratio, which remained below unity in the mentioned years (2024: 0.93, 2023: 0.94). It is an indicator of possible liquidity pressure in the event of a non-liquid supply chain disruption.
The comparatively low liquidity margins of BP also indicate some weakness, particularly in the face of unexpected market shocks, especially when revenues have been disrupted. Streamlining inventory turnover, as well as effective cash management and reducing ageing receivables, would be a strategic priority as we advance (Fridson and Alvarez, 2022).
[bookmark: _Toc201711985]Gearing Ratios
Gearing indicates how much BP uses debt to fund its operations, which is a significant indicator of creditworthiness and a gauge of its long-term solvency.
Debt-to-Equity Ratio went slightly up by 0.70 in 2023 to 0.72 in 2024, indicating a modest leverage rise. Although this is alarming when it is being done in an isolated manner, it may be the cause of worry in case there is the issue of increased debt servicing burdens- an instance where the Interest Cover Ratio has shown a steep decline in the duration of this increase of two times (7.12 down to 2.41). This significant drop corresponds to a decrease in operating profits and an increase in interest expenses, emitting alarming signals that BP is unable to fulfil its financial duties routinely (Ehrhardt and Brigham, 2019; Graham and Harvey, 2021).
In the event of expanding interest rates worldwide or further instability in energy markets, BP's ability to manage its debt will be potentially called into question, which is why proactive refinancing mechanisms and reorganisation of debt maturity schedules are relevant (EPICORP, 2024).
[bookmark: _Toc201711986]Efficiency Ratios
Efficiency ratios indicate the extent to which an entity is effectively performing and utilising its resources and material inputs.

[bookmark: _Toc201622672]Figure 3: Asset Turnover Ratio for British Petroleum for 2023 and 2024
The assets Turnover, which indicates a company's efficiency in using its assets to generate revenue, decreased to 0.67 in 2024 compared to 0.75 in 2023. This decrease implies that it is underutilising its assets, which is worrying for such a capital-intensive company as BP. Delays in infrastructure returns, pauses in regulations, and inadequate asset scheduling and maintenance can contribute to low turnover (Palepu et al., 2018).
On the same note, the inventory turnover declined dramatically, from 133.5 to 81.8, indicating that inventory is not being sold quickly and there is a potential for overstocking. The decline may be a hint of the cooling of downstream product demand or logistical and forecasting slackness (Drury, 2018). Effective inventory management is crucial for implementing cost-saving measures and enabling operational flexibility in industries with volatile input costs, such as the petroleum industry.
[bookmark: _Toc201711987]Investor Ratios
Here, the investor ratios indicate BP's ability to produce returns to shareholders, which is a central issue for equity investors and corporate governance.
The Return on Equity (ROE) decreased significantly, from 359.44 in 2023 to 34.14 in 2024. The 2023 figure may have been inflated by one-time earnings, asset disposals, or one-time safe harbour tax resolutions, as it still compares well to previous years. The 2024 normalisation is less unrealistic in that it represents a more general decline in profits and is also closer to long-term profit projections (Berk and Demarzo, 2024). However, the decline highlights the strategic reorientation requirements that must be implemented to restore investor confidence and shareholder value.
In a broader sense, these changes in investor measures underscore how BP is navigating cyclical market dynamics, regulatory pressures, and the shift in the fuel mix towards renewables. The success in increasing long-term returns will be determined by the extent to which BP can reposition its portfolio to cover low-carbon investments (Abedin et al., 2024).
[bookmark: _Toc201711988]Critical Evaluation
The financial trend of British Petroleum for the period 2023-2024 presents a complex set of dynamics involving both domestic activities and externalities. The biggest perennial issue is the steep decline in profitability, as the operating profit margin has dropped from 13.01% to 5.97%, and the net profit margin has decreased to 0.65%. These numbers highlight a significant push on operational efficiency and an increase in cost. Possible contributing factors include increased exploration write-offs, rising production taxes, and the impact of geopolitical instability on oil prices (BMI, 2025).
There was also a decline in the return on capital employed, which indicated poor performance of the invested money. This can also indicate ineffective asset utilisation or the underutilisation of significant capital-intensive projects (Drury, 2018). Additionally, there is an increasing reliance on debt, as evident in the gearing ratios. Although the debt-to-equity ratio of the BP group is within industrial parameters, it has led to a decrease in the interest cover value from 7.12 to 2.41, posing a particular interest servicing limitation risk that raises concerns regarding the group's long-term solvency (Graham and Harvey, 2022).
Increasing backing off asset and inventory turnover shows decreased operative adaptability. The inventory may be moving more slowly due to unstable demand or inefficiencies in demand forecasting, supply chain management, and supply chain operations (Chopra and Meindl, 2016). Moreover, the fact that the current ratio has remained at a reasonable level, but the acid test ratio has remained lower than 1 indicates that liquidity may be weak in the event of a tightening of cash flows.
Investor, on the other hand, is exposed to instability. Given that the drastic decline in ROE, in part, indicates inflated profits in 2023, the decline raises questions about BP's value creation. It highlights the need to reconsider the company's strategy regarding the global energy transition (Abedin et al., 2024). Overall, despite BP's structural financial strength, these indicators suggest that it is high time for the company to address cost containment, capital allocation, and financing and operational strategies more effectively.
[bookmark: _Toc201711989]Limitations of Ratio Analysis
Although financial ratios serve great use in corporate performance assessment, they also harbour limitations, which have a variable impact on their interpretative capabilities. This is made more difficult in a company as complex and multi-national as British Petroleum.
Firstly, the ratio analysis is historical based and only uses past financial statistics. It has a backwards-looking focus, which hinders the ability to forecast future performance, particularly in industries such as oil and gas, where prices, regulatory policies, and political tensions fluctuate erratically (McLaney and Atrill, 2020).
Second, ratios lack comparability across industries due to industry-specific differences. Another example is BP, which is practically the industry of capital-intensive resource-based companies; a high level of assets and debt is not an exception. The financial position of this firm may be misleading when comparing its liquidity or gearing to that of non-energy companies (Adegoke et al., 2015).
Third, the inconsistency of financial statements is influenced by inconsistencies in accounting policies across periods. The variation in asset valuation, the recognition and measurement of impairments, as well as the recognition of revenue distorts the results and hinders comparability, even among peers (Fridson and Alvarez, 2022).
Fourth, ratio analysis overlooks qualitative factors, such as strategic choices, brand names, or green initiatives. For instance, BP's investments in the green energy sector may lower short-term results but enhance their resilience in the long term—a detail that cannot be reflected in the ratios (Abedin et al., 2024).
Finally, ratio results may be misrepresented by external forces, such as inflation, foreign exchange rates, and market sentiment, particularly for international businesses like BP, which is a global company (Palepu et al., 2018).
[bookmark: _Toc201711990]Recommendations for Financial Management
A combination of the decrease in its profitability, an increase in debt burden, and the inefficiency of its operations prompted BP to employ a variety of financial practices:
· Operational Efficiency: BP needs to focus on cost savings by implementing automation and a digital supply chain, along with a leaner organisational structure. Predictive technologies have the potential to decrease downtimes and efficient production (Chopra and Meindl, 2016).
· Capital Structure Optimisation: Since the interest coverage ratio is decreasing, BP should gradually reduce its debts with high interest rates. The issuance of ESG-linked financial instruments may represent various financing opportunities and attract sustainable investors (EPICORP, 2024).
· Liquidity Management: Cash flow would be strengthened by enhancing the receivables collection and inventory turnover. To reduce dependence on short-term borrowing, improved working capital controls will be beneficial (Fridson and Alvarez, 2022).
· Investment Discipline and Asset Utilisation: Asset utilisation should include selling unproductive assets, and BP must direct capital investment into renewable energy sources and other high-return-on-investment (ROI) segments to increase return on capital employed (ROCE) and long-term sustainability (Arnold and Lewis, 2019).
· Investor Relations: Shareholders interested in the organisation should feel confident due to its stable dividend policy and open communication regarding long-term energy transition plans (Abedin et al., 2024).
Combined, these steps will lead to stronger financial resilience, improved operating returns, and a financial strategy in line with the journey to a low-carbon future.
[bookmark: _Toc201711991]Part 2 
Jordons Plc, a manufacturer of A-quality internal wooden blinds, has three strategic investment options under consideration for its expansion. These options are (A) expanding its physical store chains, (B) fostering online sales, or (C) becoming involved in the manufacture of curtains and Roman blinds. Both alternatives would require a significant capital outlay and multi-year cash inflows; therefore, a proper financial assessment needs to be conducted to determine the best way to utilise the scarce capital. The analyses in the report utilise the Net Present Value (NPV) and Internal Rate of Return (IRR) methods to evaluate each opportunity while also considering capital limitations and potential financing options.
[bookmark: _Toc201711992]Investment Appraisal (NPV and IRR Evaluation)
The investment appraisal plays a crucial role in determining whether a capital project is financially viable, as well as allocating available funds in the most value-creating form. In this part, the three proposed investment projects, i.e. Option A (retail expansion), Option B (online sales), and Option C (product line diversification), are estimated based on Net Present Value (NPV) and Internal Rate of Return (IRR) which are the two fundamental approaches of discounted cash flow (DCF) that include the time value of money.
Net present value (NPV) is the difference between the value of the cash inflows at the time of the present situation and the investment made. When the NPV is positive, the project will likely add value to the business. On calculation, there are:
· Option A requires an initial investment of £600,000, yielding an NPV of £394,650 and an IRR of 28%.
· Option B demands £1,000,000 with an NPV of £509,700 and an IRR of 18%.
· Option C, the most capital-intensive at £1,600,000, delivers the highest NPV of £985,400 with an IRR of 20%.
Although option A has the highest IRR, it has a considerably low NPV compared to Option C; therefore, Option C is the most preferred in absolute terms. The use of the NPV technique is commonly cited as the best investment appraisal method, as it directly quantifies the amount by which a project contributes to the organisation (Liu, 2024; Magni, 2021).
Although IRR is helpful, it is not appropriate for comparing mutually exclusive projects or non-conventional cash flows. Nevertheless, in the given case, all alternatives have IRRs that are comfortably above the 6% cost of capital, which implies feasibility. Summarily, Option C is in a better financial position due to its favourable NPV and good IRR, which are the most desirable characteristics to add to the company's strategic growth portfolio.
[bookmark: _Toc201711993]Approximate IRR Confirmation and Interpretation
The Internal Rate of Return (IRR) is the discount rate at which the Net Present Value (NPV) equals zero, representing the break-even rate of return on investment. It helps managers determine whether the project returns exceed the cost of capital.
After calculating the IRR in this appraisal, Option A yields the highest IRR at 28%; Option B produces an IRR of 18%, and Option C yields an IRR of 20%. They are all above the 6 per cent cost of capital, indicating that they are financially viable. To better estimate the IRR, discount rates are adjusted continually until the present value of future cash inflows equals the initial investment, thereby nullifying the NPV. To illustrate, the IRR of Option C 20 indicates that, at a 20 per cent discount rate, the project's value reaches break-even, signalling a strong profitability prognosis (Ehrhardt and Brigham, 2019).
Although IRR can be useful in ranking the level of efficiency in projects, it does not come without shortcomings. It is subject to abuse where the cash flow is not typical or when making comparisons between mutually exclusive projects. The IRR of Option A is higher in this case and thus represents a better return based on the number of pounds invested; however, since the NPV of Option C is higher (£ 985,400), the latter would be more preferred. Therefore, IRR facilitates decision-making since it shows the strength of returns, but with the caveat that it should be used in conjunction with NPV to ensure value maximisation.
[bookmark: _Toc201711994]Critical Comparison of NPV vs. Other Investment Appraisal Methods
Managers are at liberty to select one of the numerous appraisal methods, such as Net Present Value (NPV), Internal Rate of Return (IRR), Payback Period, and Accounting Rate of Return (ARR) when making investment decisions. Although every approach offers information about various financial viability features, NPV is considered to be the strongest and theoretically most acceptable one.
NPV is used to measure the absolute contribution that a project makes, taking into account the time value of money, risk-adjusted rates of discount, taxation, and capital allowances. The main advantage is that it offers a direct estimate of the creation of shareholder value. In contrast to other methods, NPV aligns with the wealth maximisation objective (Liu, 2024).
Although the IRR is a valuable tool for comparing investment efficiency, it may not be entirely accurate in cases where cash flows are not conventional, as multiple IRRs are likely to be generated. It also presupposes reinvestment in the IRR itself, which does not align with market reality (Ehrhardt and Brigham, 2019).
The payback period is the rate at which the initial investment is recouped, providing insight into the simplicity and liquidity of the investment. Nevertheless, it does not take into consideration post-payback cash flows or the time value of money, which makes it less strategic (Drury, 2018).
ARR is simple to calculate, as it relates to accounting profits rather than cash flows, and is not accurate for estimating value or comparable to the time value (Isaac and Steley, 2021).
Thus, even though non-discounting approaches, such as Payback and ARR, are widely used due to their ease of use, especially at small companies or during initial screening, NPV is the most comprehensive and theoretically the best tool for evaluating investment decision-making, especially when creating value in the long term and capital limits are primary considerations.
[bookmark: _Toc201711995]Consideration of Qualitative Factors in Investment Decisions
Although quantitative methods, such as NPV and IRR, offer essential financial information, the decision concerning investments should also consider non-quantifiable factors that play a role in determining strategic results but are not reflected in numerical models. Business managers need these dimensions to ensure long-term success and alignment with organisational goals.
Consumer behaviour is essential, as are market trends. For example, entering the field of Internet sales (Option B) can be considered a reflection of rising electronic purchasing behaviours, particularly among younger populations. Similarly, to ensure greater competitiveness in the market, diversifying Option C in curtains and Roman blinds may be aligned with a more general interior design trend.
Strategic fit and brand positioning should also be taken into consideration. Short-term returns from projects that dilute the company's brand identity or stretch its limited operational capabilities may lead to value destruction in the long term. Managers should also evaluate whether the new offerings align with the current reputation of the firm and its supply chain knowledge.
Regulations, operative factors and feasibility of implementation are also significant. The decision to enter new markets or launch products or product lines can mean working within new and unfamiliar standards of quality, posing logistical problems and overstretching the managerial base. These unrestricted expenses might decrease the actual returns relative to the forecasted returns (Drury, 2018).
They also require human resource capabilities and cultural willingness to be open to changes. The success of a project not only depends on its funding but also on its implementation, which is based on skilled personnel, effective management, and dynamic infrastructure.
Finally, the importance of sustainability is also climbing. Ultimately, investments with environmental objectives or those that consider ESG values can reap the benefits of investor goodwill and future-proofing, regardless of the short-term financial benefits (Abedin et al., 2024). Thus, a combination of these qualitative evaluations with the financial measurements is a way to make the investment decision both financially feasible and strategically viable.
[bookmark: _Toc201711996]Capital Rationing and Optimal Investment Portfolio
When funds available for investment are scarce, as in this situation where the capital budget to be invested is £ 2 million, managers must focus on projects with the highest returns per pound invested. In this case, a capital rationing dilemma arises, allowing for partial investment in divisible projects, given NPV efficiency.
To come up with the best portfolio, the profitability index (profit in terms of investment of each pound) of every alternative was worked out:
· Option A: NPV £394,650 / £600,000 = 0.65775
· Option C: NPV £985,400 / £1,600,000 = 0.6159
· Option B: NPV £509,700 / £1,000,000 = 0.5097
Ranking by NPV efficiency: A (1st) → C (2nd) → B (3rd).
With £2 million available, the optimal allocation strategy is:
· Invest fully in Option A (£600,000) → contributes £394,650 NPV
· Use remaining £1.4 million for 87.5% of Option C (£1.6 million × 0.875) → contributes approximately £862,225 NPV
· No allocation to Option B due to lower efficiency and exhausted capital
Total optimal NPV: £394,650 + £862,225 = £1,256,875
Using this methodology, it is shown how fractional investments affect the entire portfolio value constrained by capital (Pike and Neale, 2019). In addition, it points out that not all the projects with the highest absolute NPVs (such as Option C) will always be at the top in cases where budget efficiency is the objective.
The decision-making process must thus balance between absolute returns and the efficiency of the NPV. Business managers can construct a strategically optimal investment mix that maximises shareholder value by applying capital rationing principles, thereby avoiding the pitfalls of financial constraint.
[bookmark: _Toc201711997]Financing the Investment Programme
It is also necessary to determine how the proposed projects can be financed after identifying the best investment strategy within budget constraints. There is a need to ensure that the source of funding aligns with the firm's cost-based structure and its strategic direction.
· Internal Financing: This type of financing can be the most cost-effective because the company does not have to pay any interest, as it utilises its own retained funds and retains control. Nevertheless, this can be a limiting factor of growth when there are no reserves to make significant investments (BBC, 2024).
· Debt Financing: The issuance of long-term debt or bank loans is quick capital accumulation. With fixed interest rates and fixed repayment plans, firms can exploit financial returns using the method. The disadvantage is that there is a higher financial risk, particularly in cases involving variable cash flows or an already heavily geared company (Gold, 2024).
· Equity Financing: It diversifies risk among shareholders and enhances bid-call flexibility. However, it can be dilutive to existing shareholders and can be sluggish to implement, requiring adherence to regulations and the maintenance of investor trust (Arnold and Lewis, 2019).
· Hybrid securities (e.g., Convertible Bonds and green Bonds) are flexible, and ESG-sensitive investors are interested in issuing them, particularly when the investment aligns with the sustainability agenda (Chen, 2019). Although these loans are usually appealing, they may sometimes be associated with complex repayment terms.
To sum up, the company is advised to adopt a dual financing strategy, i.e., by relying on a combination of internal resources and low-cost debt, potentially complemented by specific ESG-friendly capital, to maintain financial sustainability and promote growth.
[bookmark: _Toc201711998]Conclusion 
This report critically evaluates two fundamental aspects of financial decision-making: performance evaluation through ratio analysis and investment appraisal using discounted cash flow methods. These methods are essential in making short- and long-term strategic plans to inform business management.
Part 1 involved analysing British Petroleum (BP) in XCEL within the financial years 2023 and 2024 through crucial financial ratios. It was also found that critical issues exist in the business's profitability, where operating and net profit margins are predicted to be 5.97% and 0.65%, respectively, in 2024. This reflects that costs and pressure on operations are increasing. Ratios of liquidity did not vary significantly; the current ratio figure has been consistently 1.22, whereas the acid test ratio is just under 1, indicating a possible concern regarding short-term solvency. The gearing analysis revealed a relatively small gearing increment; however, the interest cover ratio declined to 2.41, compared to 7.12, indicating an increased debt-financing risk. The efficiency also deteriorated, with the asset turnover dropping by more than half, as well as the inventory turnover. The investor return, also measured by Return on Equity, fell significantly, from 359.44% in 2023 to 34.14% in 2024. The report did not ignore the constraints of ratio analysis and concluded by providing concrete suggestions to enhance operational efficiency, reallocate debt, and allocate capital more effectively.
Part 2 evaluated potential investment opportunities and suggested three expansion projects based on the Net Present Value (NPV) and Internal Rate of Return (IRR). Although option A provided the highest IRR of 28%, the most economically feasible option was Option C, which has an NPV of £985,400 and a good IRR of 20%. The combination of investing entirely in Option A and partially in Option C is the optimal one, as it was determined to yield a combined NPV of $1,256,875 using the capital rationing analysis in Budget 2 million. The assessment also prioritised qualitative aspects, such as market fit, actual fit, and functionality, as well as financing aspects, including internal sources, debt, equity, and green financing.
By itself, the combination of these analyses underscores the importance of integrating retrospective performance assessment and forward-looking investment planning. The most important lesson for business managers is that financial planning and decisions must be data-driven yet holistic, i.e., they should strike a balance between quantitative precision and qualitative judgement that leads to sustainable growth and value creation in an increasingly complex business environment.
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[bookmark: _Toc201712003]Appendix 3 Ratio Calculation 
	Ratio Category
	Ratio Name
	Formula
	2024
	2023

	Profitability 
	Operating Profit 
	(Profit before Interest and Taxation / Sales) * 100
	5.971
	13.015

	
	Net Profit Margin 
	(Profit for the Year / Sales) * 100
	0.650
	7.557

	
	ROSE
	(Profit before Interest and Taxation / Capital Employed) * 100
	0.056
	0.141

	Liquidity Ratio 
	Current Ratio 
	Current Assets / Current Liabilities
	1.217
	1.209

	
	Acid Test Ratio 
	(Current Assets - Inventories) / Current Liabilities
	0.931
	0.944

	Gearing Ratio 
	Debt to Equity Ratio 
	Total Debt / Total Equity
	0.723
	0.695

	
	Interest Cover 
	Profit before Interest and Taxation / Finance Costs
	2.412
	7.122

	Efficiency Ratio 
	Asset Turnover 
	Sales / Total Assets
	0.670
	0.750

	
	Inventory Turnover 
	Cost of Sales / Average Inventory
	81.77
	133.51

	Investor Ratio 
	Return on equity (%)
	(Profit for the Year / Total Equity) * 100
	34.14
	359.44





[bookmark: _Toc201712004]Appendix 4 Investment Analysis of Option A 
	Year 
	Cash Inflow 
	Capital Allowance
	Taxable Profit
	Tax @ 25%
	Net Cash Flow
	Discount Factor @ 6%
	Present Value

	0
	-600
	
	
	
	-600
	1
	-600

	1
	200
	120
	80
	20
	180
	0.943
	169.74

	2
	300
	120
	180
	45
	255
	0.89
	226.95

	3
	400
	120
	280
	70
	330
	0.84
	277.2

	4
	500
	120
	380
	95
	405
	0.792
	320.76

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	IRR
	28%
	
	
	
	
	NPV 
	394.65


[bookmark: _Toc201712005]Appendix 5 Investment Analysis of Option B 
	Year 
	Cash Inflow
	Capital Allowance 
	Taxable Profit 
	Tax @25%
	Net Cash Flow 
	Discounting Factors 
	Present Value 

	0
	-1000
	
	
	
	-1000
	1
	-1000

	1
	400
	200
	200
	50
	350
	0.943
	377.2

	2
	450
	200
	250
	62.5
	387.5
	0.89
	400.5

	4
	400
	200
	200
	50
	350
	0.84
	336

	5
	500
	200
	300
	75
	425
	0.792
	396

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	IRR
	18%
	
	
	
	
	NPV 
	509.7


[bookmark: _Toc201712006]Appendix 6 Investment Analysis of Option C 
	Year 
	Cash Inflow
	Capital Allowance 
	Taxable Profit 
	Tax @25%
	Net Cash Flow 
	Discounting Factors 
	Present Value 

	0
	-1600
	
	
	
	-1600
	1
	-1600

	1
	400
	320
	80
	20
	380
	0.943
	377.2

	2
	700
	320
	380
	95
	605
	0.89
	623

	3
	850
	320
	530
	132.5
	717.5
	0.84
	714

	4
	1100
	320
	780
	195
	905
	0.792
	871.2

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	IRR
	20%
	
	
	
	
	NPV
	985.4


[bookmark: _Toc201712007]Appendix 7 Capital Rationing (Optimum Capital Allocation) 
	Option 
	Initial Investment 
	NPV
	NPV per £   
	Rank 

	A
	600,000
	394650
	0.65775
	1

	B
	10,000,000
	509700
	0.05097
	3

	C
	16,000,000
	985400
	0.0615875
	2

	
	
	
	
	

	
	
	
	
	

	Allocate Funds 
	
	
	

	Option 
	Amount Invested 
	Fraction 
	NPV Contribution 
	Remaining Budget 

	A
	600000
	1
	394650
	1400000

	C 
	1,600,000
	0.875
	862225
	0

	B
	1,000,000
	
	
	

	
	
	Total NPV
	1256875
	





[bookmark: _Toc201712008]Appendix 8: AI Declaration:
Acknowledgement of Not Using Any AI Tools
	RESEARCH
	For this assessment, you can use Generative AI to support you in research, including searching for a bibliography and using tools to summarise, compare and interrogate materials.
	Yes ☐
No ☐✔

	STRUCTURE
	For this assessment, you can use Generative AI to support you in structuring your submission, including creating a draft argument structure, identifying parts and headings, etc.
	Yes ☐
No ☐✔

	PROOFREADING
	For this assessment, you can use Generative AI to check your text/creation for grammatical and syntactical mistakes, including rephrasing your work within specific standards.
	Yes ☐
No ☐✔

	WRITING
	For this assessment, you can use Generative AI to create text for submission.
	Yes ☐
No ☐✔

	CREATIVE
	For this assessment, you can use Generative AI to create creative materials, such as images.
	Yes ☐
No ☐✔

	PROGRAMMING
	For this assessment, you can use Generative AI to create and check code.
	Yes ☐
No ☐✔

	NONE
	For this assessment, you are not allowed to use any Generative AI support. This includes research support, structural support, writing and proofreading support, as well as creative support.
	Yes☐✔
No ☐


I acknowledge the use of Grammarly (https://www.grammarly.com/) on7th July 2025 to check my work using the prompt(s): 
1. Report
2. UK English 
I certify that no artificial intelligence (AI) tools were used in the research or development of this assignment. I certify that I have not claimed any content generated by AI as my own. I affirm that I have copies of the notes, drafts, and other materials I utilised; I have been said to present these as proof.

Current Ratio 




Asset Turnover 

Asset Turnover 	2024	2023	0.67032682795470333	0.74991791694622489	



Operating Profit 	2024	2023	5.9714036525094487	13.014800361680864	
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Group income statement
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Sales and other operating revenues 6 189,185 210,130 241392
Earnings from joint ventures - after interest and tax 16 909 67 1128
Earnings from associates - after interest and tax 17 1,084 831 1,402
Interest and other income 7 2,773 1,635 1,103
Gains on sale of businesses and fixed assets 4 678 369 3866
Total revenues and other income 194620 213032 248891
Purchases 19 113,941 119,307 141,043
Production and manufacturing expenses 26,584 25044 28610
Production and similar taxes 5 1,799 1779 2325
Depreciation, depletion and amortization 5 16,622 15928 14318
Net impairment and losses on sale of businesses and fixed assets 4 6,995 5857 30,522
Exploration expense 8 974 997 585
Distribution and administration expenses 16,417 16,772 13449
Profit (loss) before interest and taxation 11,27 27,348 18,039
Finance costs 7 4,683 3840 2,703
Net finance (income) expense relating to pensions and other post-employment benefits 24 (168) (241) (69)
Profit (loss) before taxation 6,782 23,749 15405
Taxation 9 5,553 7869 16,762
Profit (loss) for the year 1,229 15,880 (1,357)
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