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[bookmark: _Toc188151113]1. Executive Summary 

This particular assignment is divided into two distinct parts, with the primary objective of performing a comprehensive financial analysis of the Centrica organisation. In the second segment, informal decisions will be made regarding selecting the most advantageous project proposed by the Greenacres company. 
The project's initial phase commences with a detailed introduction to Centrica, which primarily functions as a gas and electricity supplier. However, through its various subsidiaries, it also provides plumbing and drainage services, in addition to producing innovative smart products. A thorough four-year financial analysis focused on key aspects such as profitability, efficiency, liquidity, investment, and gearing. This analysis is crucial as it comprehensively explains Centrica's financial health and performance. All relevant calculations can be found in Appendix 2, while Appendix 1 contains links to the websites where the financial data was sourced. Appendix 2 includes a table that presents the results derived from the calculations. The analysis revealed that, despite facing challenging years in 2021 and 2022, Centrica possesses the necessary resources to recover, demonstrating that the year 2023 has proven to be significantly more efficient and financially stable. 
Moving on to the second part of the assignment, an evaluation of the three projects proposed by Greenacres was undertaken, leading to the recommendation of the project with the highest Net Present Value (NPV). Additionally, the Internal Rate of Return (IRR) for the project boasting the highest NPV was analysed, and various factors that should be considered prior to making an investment were identified, along with the recommended financing methods. Ultimately, given that the project is divisible, the optimal investment policy was calculated, along with the resulting total NPV derived from this investment strategy. All calculations related to this analysis can be found in Appendix 3. The findings indicated that project C has the highest NPV, with its IRR exceeding the cost of capital as recommended by the project. However, when the optimal investment was assessed, project B emerged as having the most favourable cost-benefit ratio, followed closely by projects A and C. If funds are constrained to £2,500,000, project B would be the most viable option, followed by project A, with only 49% of project C being feasible.
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[bookmark: _Toc188151115]2.1 Introduction 

Centrica, a significant player in the energy services sector, operates primarily in the UK and Ireland, with a presence in countries like Denmark, Sweden, Norway, the Netherlands, and North America (Global Data, 2025). The company caters to more than 9 million residential and business clients and encompasses brands such as British Gas, Bord Gais, Centrica Business Solutions, Hive, and Dyno (Centrica, 2022; Centrica 2024).
Centrica not only functions as a supplier of energy and gas but also engages in a diverse array of activities. Through its subsidiaries, the company manufactures and installs intelligent products, provides drainage and plumbing services, and participates in the social housing sector by offering installation and maintenance solutions (Centrica, 2024).
Following a successful financial year in 2023, the organisation is committed to pursuing continuous profitability, expanding its operations, and providing shareholder returns that reflect its earnings. Importantly, it is also investing in renewable energy initiatives, demonstrating its dedication to fostering a sustainable future for its communities, clients, and employees (Centrica, 2024).
Since 1997, Centrica has traded on the London Stock Exchange, identified by the ticker symbol CNA (London Stock Exchange, 2024). This report intends to evaluate the company's profit margin and effectiveness, cash flow, capital investment, and leverage using the relevant ratios. These ratios are commonly used in financial analysis to assess a company's financial health and performance (See Appendix 2).


[bookmark: _Toc188151116]2.2 The positive and negative aspects of utilising financial ratios 

Managers harness the power of business ratios to guide their decisions, empowering them to steer the company towards maximum profitability and long-term success (Walsh, 2008). These ratios serve as a compass, allowing managers to gauge the company's performance, its ability to meet debt obligations, profitability levels, and the likelihood of failure (Barnes, 1987). They also open the door to comparisons across different time periods and against other companies in the industry (Marsh, 2012).
While these financial ratios offer important insights, they come with limitations; for instance, when a company is large and operates across multiple industries, creating a reliable set of "industry averages" becomes challenging (p. 124, Brigham and Houston, 2007). Additionally, inflation can impact the financial analysis, necessitating adjustments to the results, and leased assets do not show up on the balance sheet, leading to a distorted view of the company's financial health.
Companies often employ a variety of financial strategies, including short-term loans, to create a misleading impression of their financial ratios, even when their actual financial health may be quite different. The presence of some ratios that suggest positive growth alongside others that indicate poor performance can sow seeds of confusion in interpreting the results (Brigham and Houston, 2007).
Managers utilise profitability ratios to assess their financial health, including gross profit, and net profit calculations. Additionally, liquidity ratios help gauge the company's ability to meet short-term obligations, while gearing and efficiency ratios enhance the overall financial analysis (Stobierski, 2020).
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i. Return on Capital Employed (ROCE)
ROCE serves as a profitability metric, indicating the income generated by the company for every pound invested (Atrill and McLaney, 2021). Given that over half of gas and electricity suppliers face financial instability or potential bankruptcy, Centrica has maintained a positive ROCE over the past four years, demonstrating effective use of its invested capital, particularly since a ROCE of at least 20% signifies a strong financial standing (Hayes, 2024; Price Bailey, 2025). Centrica reported a ROCE of 19.5% pre-pandemic, which fell to 2.67% during the pandemic. However, the figures for 2022 and 2023 show a robust recovery, with ROCEs of 113.36% and 128.29%, respectively. The low ROCE in 2021 was primarily due to a significant drop in earnings before interest and taxes (EBIT), from 1,842 in 2020 to 244 in 2021, as Centrica anticipated losses from certain "onerous" energy contracts linked to high energy prices and the impact of Covid-19. This led the company to set aside £0.9 billion for unforeseen expenses, reducing profits that year. Following the decline in energy prices in 2022, Centrica was able to reintegrate those funds into its financials (p. 109, Centrica plc Annual Report and Accounts 2022). For comparison, E. ON reported a ROCE of 6% for the period from September 2023 to September 2024, while the industry average stands at approximately 7.2% (Simply Wall St, 2025). This comparison underscores Centrica’s strong recovery post-pandemic, as evidenced by its impressive ROCE in 2022 and 2023.

ii.Net Profit
Analysing Centrica's net profit over the past four years, my analysis revealed a net profit margin of 5.02%, while the corresponding figure for the industry stood at 11.30% during the same timeframe (See Appendix 2). This discrepancy suggests that the company may not be charging sufficient fees to achieve profitability or is overspending (Corporate Finance Institute 2025). In 2023, Centrica surpassed the industry benchmark with a net profit margin of 14.85%, but in 2021, it fell short with a margin of 8.21%. The company reported a loss of (3.29) % in 2022 due to an income tax expense of (253), a minority interest of (146), and a negative EBIT (including unusual items) of (383), resulting in a net income of (782) (Investing.com, 2025). The financial statement highlights exceptional items that contributed to a loss of (383), specifically citing "disposal on the Spirit Energy Norway assets" (Centrica plc Preliminary Results for the year ended 31 December 2022 (2023), p. 13). Alongside these factors and increased taxes, the profit from the Energy Profits Levy and rising deferred tax liabilities also played a role (H M Treasury, 2024). The loss might have been greater if the value of nuclear investments had not risen due to improved power price forecasts. While some macroeconomic factors, such as the introduction of a new tax, are beyond the CEO's control, it is recommended to use hedging tools more effectively to secure favourable rates, offering hope for future financial strategies.  Nevertheless, short-term losses do not pose a significant threat, as Centrica has shown remarkable recovery post-loss; however, ongoing losses could raise concerns unless they are directed towards research and development, which may yield higher profits in the future (Joos and Plesko, 2005).

iii. Gross Profit 
Centrica currently reports a gross profit of 28.43%, which falls short of the industry average of 34.04% (see Appendix 2 for detailed calculations based on a comprehensive four-year average). However, the company boasts a remarkable gross profit margin of 50.79% for 2023, significantly surpassing the industry standard (Investing.com, 2025). The gross profit margin has varied over the years; for example, it was 21.23% in 2020. In 2021, the margin dropped to a concerning 4.89%, largely due to a 39.33% rise in total operating expenses, including depreciation and amortisation. Operating expenses nearly matched total revenue, creating substantial pressure on profitability. The years 2021 and 2022 show unusual trends, with a net profit of 8.20% and a gross profit margin of just 4.89% in 2021, while 2022 saw a gross profit margin of 36.79% but a negative net profit of -3.29%. The high net profit in 2021 likely stemmed from asset sales or profitable investments that enhanced net earnings (Levine, 2019). Despite achieving a gross profit margin of 36.79% in 2022, Centrica faced a net loss of -3.29%, primarily due to significant losses on re-measurements related to the revaluation of UK energy supply hedging positions. The steep decline in wholesale gas and power prices at the end of 2022 led to a £2.4 billion loss after tax, severely affecting the bottom line (Centrica plc Preliminary Results for the year ended 31 December 2022 (2023), p. 1). Despite these significant challenges, Centrica's resilience is evident, demonstrating potential for recovery.

iv. Assets Turnover and Return on Owners' Equity (ROE)
The industry index for asset turnover stands at 0.52, reflecting how effectively a company utilises its assets to generate revenue; a higher index signifies greater efficiency in asset leverage (Garcia et al., 2024). Centrica exceeds this benchmark (2.59 in 2023 and 3.24 in 2022) by investing in sustainable assets that promise stable income over the long term (Centrica, 2024). 
Another crucial metric, return on owners' equity (ROE), is a key measure of a company's profitability. It becomes particularly relevant when comparing firms within the same industry. A high ROE, especially for companies with minimal or no debt, attracts investors since it indicates that the company reinvests its profits without requiring additional financial contributions from shareholders (Marr, 2012). In examining Centrica, the industry index over the past 4 years (See Appendix 2) is 1.4%, while the company's ROE is 34.95%. This analysis underscores the advantage of long-term investments, as they yield returns not only from the initial investment but also from the compounding growth over time. This reassures the audience about Centrica's prudent investment strategy, which focuses on long-term stability and growth, rather than short-term gains and potential losses (Wesleyan, 2025).

[bookmark: _Toc188151119]3.2 Liquidity

i. Current Ratio
In terms of assets and liabilities, the industry index stands at 1.05 for the most recent quarter (MRQ). Centrica reported an index of 0.95 in 2022, which is lower than the industry benchmark but above in 2020 (1.36) and 2021 (1.10), and it improved to a reassuring 1.44 in 2023. According to the data from Investing.com (2025), Centrica experienced fluctuations in total assets, with a notable increase of over 58% in 2021, likely due to acquisitions. Factors such as inflation, varying valuation methods, market conditions, and the fact that high asset levels do not ensure liquidity may have contributed to the decrease (Munich Business School, 2024). If a company's liabilities exceed its assets, it risks bankruptcy; Centrica's index of 0.95 in 2022 indicated this risk, but the company fully recovered by 2023 (Johanns and Hofstrand, 2019).

ii. Acid Test Ratio
The acid test ratio evaluates a company's ability to settle its short-term obligations using its assets, with a higher ratio indicating a more appealing investment for investors (Nastiti et al., 2023). The industry benchmark, which is the average ratio for companies in the same industry, stands at 0.64(MRQ); any figure below 1 suggests that a company lacks sufficient liquid assets to cover its short-term liabilities, warranting careful scrutiny (Hayes, 2024). For instance, in 2022, Centrica reported an index of 0.89, which necessitated careful consideration, but improved significantly in 2023 with an index of 1.34, indicating that it poses no risk in meeting its debt obligations. If the acid test ratio had been considerably lower than the current ratio, it would have indicated that stock comprised a large portion of current assets, suggesting difficulties in converting assets to cash; however, this situation does not apply to Centrica (McIsaac, 2004).

[bookmark: _Toc188151120]3.3 Efficiency 

i. Stock Turnover or in days 
The industry average for stock turnover stands at an index of 17.58, as calculated over the past 12 months, according to Invest.com (2025). Analysis for this assignment indicates that Centrica's performance in 2022 and 2023 falls below this industry benchmark. To enhance stock turnover, Centrica should focus on identifying new customers and addressing their needs, as this can lead to increased sales. Additionally, product innovation can draw in customers and stimulate demand. Centrica, being more than just an energy and gas supplier, also offers smart products which face the challenge of rapid technological advancement. However, it is the commitment to process innovation that truly sets Centrica apart. By optimising the supply chain and streamlining delivery processes, Centrica can eliminate unnecessary steps and improve efficiency (Lee et al., 2015). 
Given that Centrica primarily supplies gas and energy and includes gas storage in its operations, the stock turnover metric is more applicable to the smart products it manufactures and sells (Centrica, 2024). It is advisable for the company to restock inventory every one to two months, a task it appears to manage effectively based on the calculations in Appendix 2 (Jenkins, 2024).

ii. Debtors (Receivables)
The recommended number of days for collecting invoices in this industry remains unspecified; however, Investing.com provides the receivable turnover ratio from the previous year, which can be calculated and expressed in days, as illustrated in Appendix 2. The calculations reveal that the industry average is 52 days, while the company averages 63 days. Analysing the data over the past four years shows that in 2021, the company took 121 days to collect from its debtors, but by 2023, this improved significantly to 67 days, although it still exceeded the target by 15 days. To enhance debt collection, the company should consider incentivising clients to pay sooner by offering discounts. Additionally, implementing a shorter credit period for new customers, utilising online invoices, and conducting credit checks on new clients is also advisable (ACCA 2010; Zimon, 2020).

iii. Creditors (Payables)
It is generally advisable to ensure that the company receives its payments prior to disbursing any funds to your suppliers, a principle that is clearly demonstrated in the calculations that have been conducted, enhancing Centrica's liquidity and financial flexibility. This flexibility is crucial in adapting to market changes and unforeseen circumstances. However, if the company takes advantage of the goodwill extended by suppliers and consistently delays the payments, there is a significant risk that they may eventually cease supplying the company with the essential raw materials that the business relies on (Marr, 2012; McIsaac, 2004).
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i. Debt to Equity (D/E)
To assess Centrica's financial risk and stability, it was calculated the total debt to equity (D/E) ratio, a key indicator that reveals the company's debt burden for every pound invested. A high D/E ratio can indicate significant obligations that might hinder profit growth, but it can also be an opportunity if the borrowed funds are used effectively to generate profits (Heikal et al., 2014). According to Investing.com, the industry index is 143.59% (MRQ), and Centrica's D/E ratio was notably high at 344 in 2020. However, by 2023, the ratio had decreased to 76.44%, suggesting that the company's debt levels had remained constant over the past three years, while the substantial increase in equity—nearly 3,000 from 2022 to 2023—indicates the company's growth. This rise in equity is likely a result of management strategies such as price increases, sales growth initiatives, cost-cutting measures, improved inventory efficiency, enhanced productivity, and refinancing existing loans at lower interest rates (Maverick, 2025).
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i. Earnings per Share (EPS)
In 2023, earnings per share rose to 0.70, reflecting an improvement over previous years due to increased net profit and reduced debt, although it still falls short of the industry benchmark of 2.24 (Annual index). To enhance growth, the company should focus on boosting its income and increasing its shares to attract more investors. Additionally, the company could consider repurchasing its shares, which would likely elevate the share price, even if earnings remain unchanged. Conversely, if the company opts to issue more shares without a proportional increase in income, the share price may decline (Levine, 2024). 

ii. Dividend Cover
According to ACCA (2010), dividend cover refers to how many times the actual dividend can be distributed from current profits. Centrica refrained from paying dividends in both 2020 and 2021, yet in 2022, despite reporting a negative net income of 782, the company distributed dividends of 1 penny per share, indicating its commitment to investors (Centrica, 2024). The calculations for 2023 reveal a dividend cover of 17.63, a significant figure that suggests the company is progressing well and holds potential for investors. However, without a comparative benchmark, it remains unclear whether this figure is below or above the industry average. 

iii. Interest Cover
This ratio sheds light on the company's financial stability and risk evaluation, serving as a tool for creditors and investors to determine whether the company can fulfil its financial commitments. A ratio below 7 indicates financial risk, suggesting a high (1-3) to medium (3-7) likelihood that the company might find it difficult to honour its financial commitments and may struggle to meet its debt obligations, while a ratio above seven is deemed safe (ACCA, 2010). Despite the challenges faced in 2021, when the interest ratio dropped to 1.24 due to a significant decrease in operational income growth (86.75) %, a decline in EBITDA (72.28) %, and a rise in total operating expenses (39.33%), investors can be confident in the company's ability to meet its debt obligations in the future. The company maintained a healthy interest cover in the other years, achieving a robust interest cover of 42.89% in 2023.

[bookmark: _Toc188151123]4. Conclusion and Recommendations 

Centrica has proven itself to be a resilient company with the capability to bounce back from financial setbacks, as evidenced by the financial analysis over the past four years. Although it faced challenges in 2022, resulting in a loss of 2.4 billion due to falling energy prices, it has shown an ability to effectively utilise its assets to achieve sales that exceed industry standards. In 2023, the return on equity (ROE) saw a significant improvement, and the company can comfortably cover its short-term liabilities. However, stock turnover has declined in recent years, indicating room for enhancement. With a debt-to-equity ratio that suggests lower financial risk, Centrica is well-positioned to fulfil its interest obligations. It is crucial for Centrica to maintain this strong debt-to-equity ratio to ensure its financial stability and ability to meet its interest obligations.
Centrica's 2023 financial success is encouraging, yet risk management is crucial. A strong risk strategy is necessary to prevent past issues. Attracting customers is not just a key factor, it is the driving force behind the company's growth. It shouldn't overshadow risk considerations, but it is a significant aspect to keep in mind. The company must ensure liabilities stay below assets, as seen in 2022, and avoid short-term borrowing. While the debt-to-equity ratio improved from 2020 to 2023, securing low interest rates on loans is essential. If asset turnover has declined, analysing the causes and strategising for improvement is vital. Despite a productive year, Centrica must address net profit margin underperformance relative to competitors.
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In this part of the assignment, the focus is on Greenacres, a company dedicated to outdoor furniture, which plans to invest towards three potential initiatives: improving the retail space to include a more extensive product selection, creating greenhouses and conservatories, and significantly expanding its presence in the online retail market, a promising avenue for growth.
Each of these projects comes with a defined budget and a projected cash flow over four years, necessitating an analysis to determine which project yields the highest profitability. It calculates the IRR for one project, discusses why NPV is the most effective investment appraisal method and identifies the factors to consider before making an investment. Additionally, this section of the assignment will cover optimal investment policies and potential financing sources (See Appendix 3). 
By evaluating the NPV of the three projects, it was identified that project C had the highest NPV and an IRR that surpassed the cost of capital, which prompted this recommendation. Additionally, considering a budget of £2,500,000 and the feasibility of divisible projects, it was suggested that the company also pursue projects B and A, which ranked first and second in the cost-benefit ratio. However, project C can be undertaken at a reduced scale of 49% due to its high NPV and IRR, which make it a profitable investment even at a smaller scale (See Appendix 3).
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Companies that decide to invest need to engage in strategic planning, as they allocate both time and financial resources, and errors can lead to significant consequences (Atrill and McLaney, 2021). They seek specific returns from their investments and utilise various methods to assess and validate the project's profitability and feasibility (Drury and Tayles, 2021). A comprehensive analysis, which incorporates net present value (NPV) and internal rate of return (IRR), provides a clear insight into the project's profitability (Osbourne, 2010). NPV serves as a widely used financial tool that accounts for anticipated future costs and revenues, potential risks, and the time value of money (Ionel, 2023). In addition to NPV, organisations may explore techniques such as Account Rate of Return (ARR) and Payback Period. Some companies employ all four methods, while others may opt for just one or two. Furthermore, many smaller businesses often depend on their instincts rather than these methods when making investment choices (Atrill and McLaney, 2021).

[bookmark: _Toc188151127]6. Investment analysis 
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The core idea behind NPV calculation is to adjust future cash flows to reflect their present value, based on the principle that a dollar today is worth more than a dollar in the future. This adjustment involves discounting future cash inflows to their present value with a discount rate that considers the time value of money and the associated risks of those future cash flows, customised for each company and the prevailing economic conditions (Ionel, 2023).
The analysis of all three projects reveals a positive NPV, indicating that stakeholders should proceed with the investment (Drury and Tayles, 2021). A positive NPV enhances a company's value, whereas a negative NPV diminishes it, reflecting the present value of anticipated cash inflows from a project (Burksaitiene, 2009). Project A yields an NPV of 752.9, Project B produces an NPV of 1,301.4 and Project C achieves an NPV of 1,315.90. Among the three, Project C stands out as the most favourable option due to its highest NPV, as it not only increases the company's value but also fosters the growth of shareholders' wealth (Gould, 1972; ACCA, 2010).
Projects with a higher NPV are viewed as more economically viable and are favoured in evaluations, assuming all other assessment criteria are met (Maurer, 2009). Some experts argue that selecting the investment with the highest NPV is frequently seen as the most financially beneficial and practical choice; however, they caution against relying solely on this method of analysis, emphasising the importance of understanding core business objectives (Ionel, 2023).
Although companies typically prefer projects with the highest NPV for maximum value addition, they may opt for projects with lower NPV when long-term strategic benefits, such as enhancing brand strength or market presence, are at stake. In such instances, firms might prioritise long-term growth or other strategic objectives over short-term financial gains. This strategic shift brings a promising future and encourages a forward-thinking approach. Nevertheless, the ratio approach, which emphasises metrics like NPV, fails to consider the risks tied to each investment, potentially leading to decisions that ignore possible downsides or uncertainties (ACCA, 2010). Additionally, the NPV framework relies on a specific set of assumptions (Routledge, 2011).

[bookmark: _Toc188151129]6.2 IRR


IRR, similar to NPV, is a key tool for investment analysis. It works by discounting future cash flows to present value (ACCA, 2010). For example, Project C, which has the highest NPV, was analysed using IRR and yielded a rate of 16%. The recommendation is that a project should proceed if its IRR exceeds the company's hurdle rate and it presents a positive NPV (ACCA, 2010). However, it is important to be aware that selecting the project with the highest IRR does not always guarantee maximum profitability. This is because IRR does not consider the "scale of investment" (Atrill and McLaney, p.310, 2021). As a result, a smaller project could potentially yield comparable or slightly lower returns than a larger project that is three times its size (Atrill and McLaney, 2021).

[bookmark: _Toc188151130]6.3. Understand the implications of the results

 i. Why is NPV the most effective approach for evaluating investment opportunities?
Investors often choose NPV for its comprehensive nature. It reinvests cash flow into the company at the lowest acceptable return rate (Arshad, 2012). The NPV framework evaluates all costs and benefits associated with each project, factoring in the timing of these financial elements in a thorough manner (Atrill and McLaney, 2021). This method is favoured because it incorporates the time value of money, effectively discounting future returns to their present value. NPV highlights the importance of the minimum acceptable return and potential risks linked to long-term projections, while it applies a heavier discount to cash flows over time, balancing increased risk with diminished reliability (Le, 2021). Additionally, it accounts for all cash flows generated throughout the project's lifespan, unlike other methods that may ignore cash flows beyond a certain period. Furthermore, it increases the company's value and boosts investor prosperity (Hua, 2022). 
NPV provides more accurate insights when evaluating multiple projects, whereas IRR can lead to misleading conclusions. In contrast to NPV, both the Payback Period and ARR overlook the future value of money; the Payback Period focuses solely on recouping the initial investment without considering subsequent earnings, while ARR depends on accounting profits that can be influenced by accounting decisions, such as the choice of depreciation method, rather than reflecting actual cash flows (Drury and Tayles, 2021).



ii. Non-discounting Methods

The Payback Period, a popular metric for assessing a business's profitability, may not fully indicate the depth of that profitability. However, its focus on the swift recovery of capital makes it a practical tool for addressing a firm's liquidity needs (Drury and Tayles, 2021). This approach can be particularly valuable in situations involving risky business decisions and numerous dilemmas, especially when rapid design and product development changes are necessary, or when cash flow fluctuations introduce significant uncertainty into financial planning (Drury and Tayles, 2021). Accountants, loan advisors, and public policy consultants often turn to ARR in financial statements, viewing it as a versatile substitute for IRR when the latter is difficult to calculate or unavailable. ARR is useful for evaluating investments and understanding the relationship between market prices and financial data. However, to ensure ARR's reliability and credibility, it is crucial to continue conducting data-driven research to assess its validity and practicality as a measurement tool in these contexts (Feenstra and Wang, 2000).

iii. Key elements to evaluate prior to making an investment choice. 
NPV and IRR, while crucial financial metrics, do not provide a complete basis for investment decisions; other factors must also be evaluated. When Greenacres considers producing greenhouses and conservatories, it is vital that managers gather comprehensive insights about the market. This includes understanding supply and demand dynamics, market saturation, competitor analysis, and customer preferences. This knowledge will ensure that managers are well informed and prepared for any market challenges (Kafuku et al., 2015). Additionally, they must assess product quality, marketing strategies, logistics, and workforce requirements, such as whether to hire more staff or acquire new equipment. A cost-value analysis is recommended (Kafuku et al., 2015), and managers should also be aware of potential supply chain disruptions (Damodaran, 2012).
Macro environmental factors, such as interest rates, require careful consideration, especially when a company relies on bank loans for new investments. The fluctuation of interest rates or their excessive elevation can erode the allure of borrowing (Atrill and McLaney, 2021). However, it is inflation that leads to rising prices for essentials like rent and utilities, significantly inflating fixed expenses, of which companies should be particularly cautious and aware while also anticipating technological advancements (Temple et al., 2001; Atrill and McLaney, 2021). During periods of recession marked by low GDP and high unemployment, companies should consider waiting for economic recovery before pursuing investment opportunities (Atrill and McLaney, 2021). 
Managers must consider the policies of the country, particularly those that promote new projects and investments, as these can lead to economic growth, robust credit expansion, and a wave of investment-friendly reforms (Stamm and Vorisek, 2023). Events like Brexit, the COVID-19 pandemic, and the Russia-Ukraine conflict can affect the economic landscape of this nation, potentially driving up prices in the UK. For instance, Greenacres company should carefully evaluate whether consumers will prioritise purchasing greenhouses and conservatories over paying bills and buying food, as this understanding is crucial for strategic decision-making (OECD, 2022). Starting from April 6, 2025, the UK will see an increase in the National Insurance number, and discussions are underway regarding a rise in Capital Gains Tax. Additionally, the 'Employment Rights Bills' propose that sick leave should be compensated from the first day, although this change will not take effect for another two years (HM Revenue & Customs, 2024; Edser and Race 2024).
The inquiry is whether these reforms will deter new investors, reduce the workforce, elevate prices, prompt a search for less expensive raw materials, encourage short-term investments, and necessitate a subsequent reassessment.
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Divisible projects allow for the selection of a complete project alongside a portion of another (ACCA, 2010). An optimal investment strategy involves choosing the best option for the company to enhance its value (Gordon, 1963). By assessing the cost/benefit ratio, one can more easily compare various projects and create a ranking of the most beneficial ones, supported by solid reasoning (Shively, 2012). However, it is crucial to be cautious as a poor choice of discount rate can significantly affect outcomes. Challenges also arise, such as the difficulty in evaluating native wildlife species and the unpredictability of costs and benefits (Shively, 2012). In our example, three projects received funding of £2,500,000, and calculations revealed that investments could be made in projects A and B, as well as 49% of project C. Interestingly, despite project C having the highest NPV, it ranked last in the benefit/cost ratio analysis.

6.5 Optimal investment policy and resulting total NPV from optimal investment approach 
The analysis revealed that Project B represents the optimal investment choice due to its highest profitability, while also considering its advantages and disadvantages, which contribute to long-term financial stability. Project A and Project C follow in ranking, with the resulting total NPV from the optimal investment approach calculated at 2701.1 (see Appendix 3).

[bookmark: _Toc188151132]6.6 Sources of finance

To make an investment successful, you need a solid plan and the necessary capital to bring your vision to fruition. In the early stages of entrepreneurship, internal investment—using personal or family funds—serves as a particularly valuable source of capital, especially when external financing proves challenging (ACCA, 2010). By investing your own money, you maintain control over the process, retain all profits, stay aware of your budget and timeline, and make all key decisions, such as what to purchase and when. However, the pressure to succeed and generate profits can affect family life, and there is a risk of losing valuable assets like your home or equipment (NIBusinessInfo.co.uk, no data).
Bank loans serve as a source of external financing, offering the necessary capital. If the company secure the loan at a low interest rate, finds the terms favourable, and maintains the option to access additional funds later, you can consider it a beneficial arrangement. However, the company faces the risk of default or the possibility that the bank may impose a risk surcharge on your loan, which could be disadvantageous (Agar, 2005). Additionally, the bank or lenders might reject your application if they determine that your company is "too highly geared” (p. 247, ACCA, 2010)
Leasing, another external finance approach, allows companies to pay for an asset over a specified period rather than purchasing it outright with bank loans. This arrangement involves rental payments while the leasing company retains asset ownership, which can be more cost-effective than a direct purchase, particularly after accounting for taxes. If it has already been purchased, the ability to sell the asset back to the original owner adds to the appeal of leasing. It provides businesses with liquidity and the opportunity to utilise the asset (Agar,2005). However, it is essential to be aware of the potential drawbacks of this financing option, such as the obligation to make payments even if the asset is no longer in use, the lack of ownership until the lease concludes (if desired), potential high costs due to rental fees, and the exclusion of the asset from the balance sheet, which may reduce the company's asset valuation (Alam, 2021).
Project finance, a strategy that combines debt and equity, is particularly suited for substantial projects such as acquiring factories or building bridges. One of its key benefits is that lenders typically provide 80% of the funding, thereby distributing the risk among all stakeholders. This risk-sharing approach can provide a sense of security. However, it is important to note that thorough financial and technical evaluations, while time-consuming, are a necessary step in the process (Agar, 2005).

[bookmark: _Toc188151133]7. Conclusion

Financial analysis points to a nuanced conclusion: if the company needs to acquire a factory for producing conservatories and greenhouses, pursuing a financing project is advisable, as it allows for shared risks and requires only a 20% investment from the company (Agar, 2005). However, if the company already has sufficient space, it should consider lease financing for new equipment and vehicles, along with loans for material purchases. In the specific scenario where the existing equipment for rattan furniture production can be leveraged for conservatories and greenhouses, and no new vehicles are necessary, the company should rely solely on bank loans. This would cover the costs for raw materials, marketing, sales, logistics, and hiring specialised personnel for the new products, providing a comprehensive financial solution.
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[bookmark: _Toc188151136] Appendix1: Explanatory notes 

I relied on Investing.com as my primary source of information. Although I initially intended to use the Centrica website, which only provides financial statements for two years (2021/2022), I ultimately chose Investing.com for my analysis. You can find all calculations and key ratios in Appendix 2. In this Appendix, I also explain how I determined the average industry index over four years, ensuring transparency in my analysis process.

https://www.investing.com/equities/centrica-income-statement
https://www.investing.com/equities/centrica
https://www.investing.com/equities/centrica-balance-sheet
https://www.investing.com/equities/centrica-cash-flow
https://www.investing.com/equities/centrica-ratios
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	Metric
	2020
	2021
	2022
	2023
	
	Industry

	Profitability
	
	
	
	
	

	Return on Capital Employed (ROCE) (%)
	19.48%
	2.68%
	113.36%
	128.29%
	
	-

	Net Profit Margin (%)
	0.33%
	8.21%
	-3.29%
	14.85%
	
	11.3

	Gross Profit Margin (%)
	21.23%
	4.89%
	36.79%
	50.79%
	
	34.04

	Assets Turnover (times)
	1.3
	1.62
	3.24
	2.59
	
	0.52

	Return on Owners' Equity (%)
	2.97%
	44.00%
	-61.09%
	92.81%
	
	-

	Liquidity
	
	
	
	
	

	Current Ratio (times)
	1.36
	1.1
	0.95
	1.44
	
	1.05 MRQ

	Acid Test Ratio
	1.31
	1.07
	0.89
	1.34
	
	0.64 MRQ

	Efficiency
	
	
	
	
	

	Stock Turnover (times)
	32.12
	22.51
	12.16
	12.36
	
	17.58

	Stock Turnover (days)
	11
	16
	30
	30
	
	-

	Debtors (days)
	77
	121
	109
	67
	
	-

	Creditors (days)
	123
	175
	208
	154
	
	-

	Gearing
	
	
	
	
	

	Total Debt/Equity Ratio (%)
	344.42%
	139.00%
	261.00%
	76.44%
	
	143.59 MRQ

	Investment
	
	
	
	
	

	Earnings per Share (EPS)
	0.007
	0.2
	-0.13
	0.7
	
	-

	Dividend Cover (times)
	—
	—
	-4.44
	17.63
	
	-

	Interest Cover (times)
	8.15
	1.24
	37.75
	42.89
	
	-






Calculations 
Profitability:
· Return on Capital Employed (ROCE):
· 2020: 1,842 / (17,119 - 7,665)) x 100 = 19.48%
· 2021: 244 / (27,086 - 17,976)) x 100 = 2.68%
· 2022: 8,306 / (29,038 - 21,711)) x 100 = 113.36%
· 2023:13,124 / (21,366 - 11,136)) x 100 = 128.29%
· Net Profit Margin:
· 2020: (41 / 12,249) x 100 = 0.33%
· 2021: (1,210 / 14,744) x 100 = 8.21%
· 2022: (-782 / 23,741) x 100 = (3.29) %
· 2023: (3,929 / 26,458) x 100 = 14.85%
· Gross Profit Margin:
· 2020: (2,601 / 12,249) x 100 = 21.23%
· 2021: (721 / 14,744) x 100 = 4.89%
· 2022: (8,734 / 23,741) x 100 = 36.79%
· 2023: (13,437 / 26,458) x 100 = 50.79%
· Assets Turnover:
· 2020: 12,249 / (17,119 - 7,665) = 1.30 times
· 2021: 14,744 / (27,086 - 17,976) = 1.62 times
· 2022: 23,741 / (29,038 - 21,711) = 3.24 times
· 2023: 26,458 / (21,366 - 11,136) = 2.59 times
· Return on Owners' Equity:
· 2020: (41 / 1,382) x 100 = 2.97%
· 2021: (1,210 / 2,750) x 100 = 44%
· 2022: (-782 / 1,280) x 100 = (61.09)%
· 2023: (3,929 / 4,233) x 100 = 92.81%

Liquidity:
· Current Ratio:
· 2020: 10,412 / 7,665 = 1.36 times
· 2021: 19,885 / 17,976 = 1.10 times
· 2022: 20,688 / 21,711 = 0.95 times
· 2023: 16,066 / 11,136 = 1.44 times
· Acid Test Ratio:
· 2020: (10,412 - 324) / 7,665 = 1.31
· 2021: (19,885 - 644) / 17,976 = 1.07
· 2022: (20,688 - 1,269) / 21,711 = 0.89
· 2023: (16,066 - 1,079) / 11,136 = 1.34


Efficiency:
· Stock Turnover:
· 2020: 10,407 / 324 = 32.12 times
· 2021: 14,500 / 644 = 22.51 times
· 2022: 15,435 / 1,269 = 12.16 times
· 2023: 13,334 / 1,079 = 12.36 times
· Stock Turnover:
· 2020: (324 / 10,407) x 365 = 11.36=11 days
· 2021: (644 / 14,500) x 365 = 16.21 =16 days
· 2022: (1,269 / 15,435) x 365 = 30.00 days
· 2023: (1,079 / 13,334) x 365 = 29.53 = 30 days
· Debtors:
· 2020: (2,576 / 12,249) x 365 = 76.76=77 days
· 2021: (4,884 / 14,744) x 365 = 120.90=121 days
· 2022: (7,095 / 23,741) x 365 = 109.08 =109days
· 2023: (4,890 / 26,458) x 365 = 67.46=67 days
· Creditors:
· 2020: 3,494 / 10,407 x 365 = 122.54=123 days
· 2021: 6,960 / 14,500 x 365 = 175.2=175 days
· 2022: 8,808 / 15,435 x 365 = 208.28 =208 days
· 2023: 5,635 / 13,334 x 365 = 154.25 =154 days

Gearing:
· Total Debt / Equity Ratio:
· 2020: 4,760 / 1,382 x 100% = 344.42%
· 2021: 3,825 / 2,750 x 100% = 139%
· 2022: 3,342 / 1,280 x 100% = 261%
· 2023: 3,236 / 4,233 x 100% = 76.44%

Investment:
· Earnings per Share (EPS):
· 2020: 41 / 5,825 = 0.007
· 2021: 1,210 / 5,836 = 0.20
· 2022: (782) / 5,869 = (0.13)
· 2023: 3,929 / 5,569 = 0.70
· Dividend Cover:
· 2022: (-782) / 176 = (4.44)
· 2023: 3,929 / 222.77 = 17.63 times
· Interest Cover:
· 2020: 1,842 / 226 = 8.15
· 2021: 244 / 196 = 1.24
· 2022: 8,306 / 220 = 37.75
· 2023: 13,124 / 306 = 42.89


Profitability 
· Return on Capital Employed - Operating profit (EBIT) / (Total assets - current liabilities) x 100
· Net profit - (Net Income / Total Revenues) x 100
Net profit (4 years):
0.33 + 8.20 + (3.29) + 14.85 = 20.09 / 4 = 5.02%
Average industry 14.12 / 5 = 2.824 x 4 = 11.296%
· Gross Profit - EBITA / Total Revenues x 100 
Gross profit (4 years)
21.23 + 4.89 + 36.79 + 50.79 = 113.7 / 4 = 28.43 %
Average industry 42.55 / 5 = 8.51 x 4 = 34.04 %
· Assets turnover (Total Revenues/ (Total assets - current liabilities) 
· Return on owners’ equity (Net Income / Total shareholders’ equity x 100
ROE (4 years)
2.97 + 44 + (61.09) + 92.81 = 139.78/4 = 34.95 %
Average industry 1.75/ 5= 0.35 x 4 = 1.4 % 

 Liquidity 
· Current Ratio (Current Assets / Current Liabilities) 
· Acid Test Ratio (Current Assets – Inventory) /Current Liabilities          

Efficiency 
· Stock Turnover (Total Operating Expenses / Inventory) 
· Stock Turnover (Inventory/ Total Operating Expenses x 365) 
· Debtors (Receivable) (Accounts receivable + Other Receivable) / Total Revenues x 365
· Creditors (Account payable + Accrued Expenses + Short-term Borrowings + Current Portion of Long -Long-term debt + Current Portion of Long-Term Debt/ Leases + Current Portion of Leases + Current Income Payable / Total Operating Expenses) x 365  


Gearing 
· Total Debt / Equity ratio  

Investment 

· Earnings per share - Net Income/ Basic Weighted Average Shares Outstanding
· Dividend cover (Net Income / Total Dividends paid)
Total dividends paid = Dividends per share x Basic Weighted Average Shares Outstanding
2022        0.03 x 5869 = 176
2023        0.04 x 5569 =222.77  
2020/ 2021 -   No dividends paid 
· Interest Cover - (EBIT   / Interest expense)
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Appendix 3: Greenacres 

	
	
	
	
	
	

	
	
	Project A
	
	
	

	Cost of Capital
	6%
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Time 
	0
	1
	2
	3
	4

	FV
	-660
	300
	400
	450
	500

	DF
	1
	0.943
	0.89
	0.84
	0.792

	PV
	-660
	282.9
	356
	378
	396

	
	
	
	
	
	

	
	
	
	
	
	

	NPV=(660)+282.9+356+378+396=752.9
	
	
	
	
	

	NPV = 752.9
	
	
	
	
	





	
	
	Project B
	
	
	

	Cost of Capital 
	6%
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Time 
	0
	1
	2
	3
	4

	FV
	-1000
	500
	550
	700
	950

	DF
	1
	0.943
	0.89
	0.84
	0.792

	PV
	-1000
	471.5
	489.5
	588
	752.4

	NPV=(1000)+471,5+489.5+588+752.4
	
	
	
	
	

	NPV=1301.4 
	
	
	
	
	

	

	.
	
	
	
	



	
	
	Project C 
	
	
	

	Cost of Capital 
	6%
	
	
	
	

	
	
	
	
	
	

	Time 
	0
	1
	2
	3
	4

	FV
	-1700
	500
	800
	1050
	1200

	DF
	1
	0.943
	0.89
	0.84
	0.792

	PV
	-1700
	471.5
	712
	882
	950.4

	
	
	
	
	
	

	
	
	
	
	
	

	NPV=(1700)+471.5+712+882+950.4
	
	
	
	
	

	NPV
	1,315.90
	
	
	
	



IRR Project C 
	
	
	20% (Capital allowance)
	
	
	
	

	
	
	
	
	
	
	

	Time 
	
	0
	1
	2
	3
	4

	FV
	
	-1700
	500
	800
	1050
	1200

	DF
	
	1
	0.833
	0.694
	0.579
	0.482

	PV
	
	-1700
	416.5
	555.2
	607.95
	578.4

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	NPV
	
	458.05
	
	
	
	


NPV=(1700)+416.5+555.2+607.95+578.4=458.05

IRR Project C 

1315.90 + 458.05 = 1773.95 
6% - 20% = 14 % 
IF 1773.95= 14% 
1% = 1773.95/ 14= 126.71 
1315.90 = 1315.90/ 126.71= 10.39%= 10 % 
IRR Project C = 6% + 10% = 16%
	Optimal investment policy 
	
	
	
	
	
	

	
	
	Investment 
	6%
	
	Cost-
	Ranking

	
	
	Cost 
	NPV
	
	Benefit 
	

	
	
	£'000
	£'000
	
	Ration
	

	Project A 
	
	660
	752.9
	
	1.14
	       2

	Project B
	
	1000
	1,301.40
	
	1.3
	       1

	Project C
	
	1700
	1,315.90
	
	0.774
	       3

	
	
	
	
	
	
	

	Project A= 752.9/660=1.14
	
	
	
	
	
	

	Project B=1301.4/1000=1.3
	
	
	
	
	
	

	Project C= 1315.9/1700=0.774
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Cost Benefit Ratio = NPV/Cost of Capital
	
	
	
	
	
	

	
	
	
	
	
	
	

	Resulting NPV from optimal investment policy
	
	
	
	
	
	

	
	
	
	Benefit/
	
	Initial 
	Resultant 

	Project
	
	Ranking
	Cost
	
	outlay
	NPV

	
	
	
	£000
	
	£000
	£000

	Project B
	
	1st
	1.3
	
	1,000
	1,301.40

	
	
	
	
	
	
	

	Project A 
	
	2nd
	1.14
	
	 660
	 752.9

	
	
	
	
	
	
	

	Project C
	
	3rd
	0.774
	
	 840
	 650.16

	
	
	
	
	
	
	

	
	
	
	
	
	  £2,500
	   2,701.1

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	100% Project A and B
	
	
	
	
	
	

	
	
	
	
	
	
	

	Proportion of Project C 
	
	C undertaken
	(840/ 1700) x 100%= 49.41
	
	49.41%
	

	
	
	
	
	
	
	

	Resulting NPV for Project C 
	
	
	49.41 % x 1,315.9 = 650.1
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