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Executive Summary
This report is aimed at analysing financial performance and investment decision making by applying real-life financial management tools. The report has been divided into two major sections, each dealing with an important topic of finance to a business manager.
The initial section of the report analyses the financial performance and financial position of Tesco PLC, which is a giant publicly held corporation, and works within the UK retail industry. The ratios are used with the financial years 2023 and 2024 in order to evaluate profitability, liquidity, efficiency, gearing and returns to investors by using published annual reports as the data. It reveals that the profitability and gearing have improved strongly in 2024, which is an indicator of the better management of costs and less extraordinary expenses. Liquidity ratios are less than one which is normal among large retailers whereas efficiency ratios show an effective management of working capital. The report also brings out the weakness of ratio analysis and gives recommendations that will help enhance financial management and maintain long-term shareholder value.
The second section of the report is about investment appraisal of Westward Plc which is a manufacturing company that has three expansion options. The projects are appraised in terms of Net Present Value and the Internal Rate of Return techniques with the assumption of cost of capital of 6%, corporation tax rate of 25%, and straight-line capital allowances. It can be observed that the development of internet sales is associated with NPV that is most likely to be the highest and the option that is most financially appealing. Capital rationing is also taken into consideration and an ideal investment policy is determined so that the overall NPV is maximised in the case of limited funds. Lastly, the report evaluates possible sources of finance and suggests a moderate debt finance and retained earnings balanced approach to finance.
The report in general shows the role of financial analysis and investment appraisal in making effective managerial decisions.
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Introduction
The report focuses on two significant sources of financial decision making in a business setup, which includes financial performance analysis and investment appraisal. The report is placed in a larger context of corporate financial management where organisations must in turn determine past performance and make sound decisions concerning future opportunities of investing in businesses. Financial analysis is very crucial in the ever competitive and uncertain economic times to facilitate strategic planning, resource allocation and long-term sustainability.
The initial section of report is devoted to the financial performance and position of a large listed company that functions in the retail sector of United Kingdom. The retail organisations are being under low-margin environment which is highly affected by inflationary pressures, consumers behaviour, efficiency and cost control in the supply chains. Consequently, published financial statements should be analysed regularly to know the extent to which a company is efficiently utilising its resources and how it responds to the external challenges. International Financial Reporting Standards of Financial statements will offer a stable and predictable platform on which such an analysis can be conducted.
Ratio analysis is another important tool of analysis that is employed to make sense of financial information presented in income statement, statement of financial position and cash flow statement. Through analysis of profitability, liquidity, efficiency, gearing and investor ratios in two years, trends can be determined in performance and financial health. This kind of analysis enables the stakeholders to assess the operational efficiency, short time solvency, financial risk and shareholder returns. Ratios have a wider interpretation in the context of the retail sector because the features of the industry have a potent impact on the financial results.
The second section of the report is placed in the background of the capital investment decision making of a manufacturing business with the prospects of expansion. Investment appraisal is a sensitive field of financial management because the decisions undertaken here may cost a lot of money and the effects of the same may be felt long term in terms of risk and profitability. Companies should consider their future cash flows and their taxes and the cost of their capital prior to investing in new ventures.
The methods of determining the financial feasibility of investment projects are popular by discounted cash flow techniques wherein the Net Present Value and Internal Rate of Return are greatly utilised. These methods acknowledge the time value of money and they offer a systematic value of comparing other investment options. Secondly, the practical constraints of business (like scarce access to finance) may force a business to focus on prioritising projects in order to create maximum value.
On the whole, this report falls in the broader field of finance to business managers and shows how the financial analysis and investment appraisal assist in making informed managerial decisions both in the operational and strategic levels. The combination of performance appraisal and forward-looking appraisal emphasises on the need of financial information to influence decision making which is risk balanced, return and sustainability sensitive in various forms of organisations and strategic situations encountered by manager today in various parts of the world.




























Main Findings
Task 1
Tesco PLC is a large retailer in United Kingdom and a big multinational company functioning in United Kingdom, Republic of Ireland and Central Europe (Chen, 2022). The company is publicly traded on the London Stock Exchange and a part of the FTSE 100 Index. Tesco is in a very competitive and low-margin type of industry and the performance of the company depends on pricing pressure, consumer demand, inflation, supply chain efficiency and cost control (Meng, 2024).
This part of the report is aimed at the analysis of financial performance and financial position of Tesco PLC, through the ratio analysis. The report is instead informed by the Tesco Annual Reports and Financial Statements of the financial years ended on 25 February 2023 and 24 February 2024 that are publicly available and have been prepared in compliance with International Financial Reporting Standards (IFRS) (Tesco Plc, 2023; Tesco plc, 2024).
1.1 Calculation of profitability, liquidity, gearing, efficiency and investor ratios of Tesco
1.1.1 Profitability Ratios
Profitability ratios determine the capacity of Tesco to make a profit out of sales and the amount of profit that the business makes out of the available capital.
Ratio	Formula	2023	2024
Gross profit margin	Gross profit ÷ Revenue	6.0%	6.4%
Operating profit margin	Operating profit ÷ Revenue	2.2%	4.1%
Net profit margin	Profit after tax ÷ Revenue	1.3%	3.3%
Return on capital employed (ROCE)	Operating profit ÷ Capital employed	6.2%	10.4%


Critical Evaluation
Gross Profit Margin
The gross profit margin was approximately 6.0% in 2023 but it was 6.4% in 2024. This increase shows that Tesco has been more efficient in the control of the cost of goods sold to revenue. The 2023 margins were experiencing pressure because of the increased costs of suppliers, energy, and logistics. These pressures had reduced by 2024 and Tesco enjoyed better purchasing power and supply.
Although it was improved, gross margins are still low, as it is common with the grocery retail business (Benrqya and Jabbouri, 2021). Tesco has to maintain the two elements of competitive pricing and cost recovery.

Operating Profit Margin
The operating profit margin improved greatly with a value of 2.2% in 2023 to 4.1% in 2024. This advancement indicates the lessening of the exceptional costs, a raise in the efficiency of operations, and an enhancement of administrative and distribution expenses control. Tesco incurred significant restructuring spending in 2023, and made considerable spending on price support to customers which decreased operating profit (Meng, 2024).
This is an indicator that the underlying trading performance and cost discipline is going back to a better place since the operating margin has improved in 2024.
Net Profit Margin
The net profit margin improved by 1.3% and 3.3% in 2023 and 2024 respectively. This is a great improvement in terms of operating profits and the overall cost management (Tesco Plc, 2023). Even though it has a small margin, this is anticipated in a very competitive retail industry where the power of prices is minimal.
Return on Capital Employed (ROCE)
ROCE improved from 6.2% in 2023 to 10.4% in 2024. This shows that Tesco had more operating profits which were made on a relatively stable capital base. An increase in ROCE is a good move because it indicates that more capital has been used effectively and creation of value to the shareholders is enhanced (Tesco plc, 2024).
1.1.2 Liquidity Ratios
Liquidity ratios estimate the capability of Tesco to fulfil the short-term financial commitments.
Ratio	Formula	2023	2024
Current ratio	Current assets ÷ Current liabilities	0.73	0.78
Quick ratio	(Current assets − Inventory) ÷ Current liabilities	0.54	0.58


The current ratio as well as the quick ratio is less than 1 in each of the two years. It means that Tesco has current liabilities that are higher than the current assets. This however is typical in large retail businesses which have a regular cash inflow daily and businesses among others with high inventory turnover (Madushanka and Jathurika, 2018).
Both indices show that the two ratios improved slightly in 2024, which can be attributed to a more effective cash management strategy and better working capital management (Tesco plc, 2024). Although the ratios indicate a dependence on the continuous trading, Tesco is large with predictable cash flows, which minimises liquidity risk.


1.1.3 Efficiency Ratios
Efficiency ratios determine the performance of Tesco in terms of its management of assets and working capital.
Ratio	Formula	2023	2024
Inventory turnover	Cost of sales ÷ Average inventory	21.4 times	22.8 times
Trade receivables days	Trade receivables ÷ Revenue × 365	5.2 days	5.0 days
Trade payables days	Trade payables ÷ Cost of sales × 365	52 days	55 days
Asset turnover	Revenue ÷ Capital employed	2.7 times	2.6 times

The 2024 inventory turnover rose, which allowed the company to move stock faster and decrease the holding times. This is especially critical to a grocery retailer, which decreases waste and cost of storage.
The days of receivables were also maintained at a very low level demonstrating a good control over customer payments (Rashid, 2021). The number of payables days was higher, which shows that Tesco had better payment terms with its suppliers, which enhanced cash flow. Asset turnover was very stable and indicated that Tesco is using its assets base to produce revenue consistently.
1.1.4 Gearing Ratios
Gearing ratios are used to measure the Tesco financial risk and capital structure.
Ratio	Formula	2023	2024
Gearing ratio	Net debt ÷ (Net debt + equity)	46%	42%
Interest cover	Operating profit ÷ Finance costs	2.8 times	6.4 times

The gearing decreased in 2024 with a decrease in net debt. The reduced gearing decreases the risk involved in finances and enhances flexibility. There was also an improvement in interest cover as the operating profits were high, which means that the company has a high capacity to pay interest (Tulung et al., 2024).
1.1.5 Investor Ratios
Investor ratios measure shareholder returns.
Ratio	Formula	2023	2024
Earnings per share (EPS)	Profit ÷ Shares	10.08p	24.53p
Dividend per share (DPS)	Declared dividend	10.90p	12.10p
Dividend cover	EPS ÷ DPS	0.92 times	2.03 times

In 2024, the EPS rose considerably, as the company has become more profitable. Confidence of the management manifested in higher dividend payments (Kadim, Sunardi and Husain, 2020). The dividend cover has improved and this means that dividends are now more earnings supported.


1.2 Critical Evaluation of Ratio Analysis
The ratio analysis reveals that financial performance of Tesco PLC has changed significantly between 2023 and 2024. In general, the majority of ratios reflect improvement indicating that the company is overcoming a challenging trading year in 2023 (Tesco Plc, 2023; Tesco plc, 2024). Nonetheless, the motivation of these changes and the drawbacks of ratio analysis should be thought over.
The profitability ratios were improved significantly. The increase in gross profit margin was because of the reduction in the pressure created by inflation and a rise in the efficiency of purchase. Operating and net profit margin increased rapidly in 2024 as exceptional costs decreased and the operating effectiveness increased. This indicates that Tesco cost control procedures and value-based pricing approach worked (Oshoke and Sumaina, 2015). The growth in the return on capital employed (ROCE) also shows a more efficient utilisation of capital, which is largely due to the growth in operating profits and not significant changes in the asset base.
Both years had liquidity ratios that were less than 1, and there was a minor improvement in 2024. This is a demonstration of the Tesco business model that is built on a high level of inventory turnover and cash inflows as opposed to high liquid assets (Goyal, 2016). This is a normal phenomenon in the retail world but it heightens the dependency on the day-to-day trading and the business is exposed to risks when there is a disruption.
There was a slight improvement in efficiency ratios. The turnover of inventory was improved, which means that it managed to cope with stock management and minimise waste. Days payable also went up enhancing cash flow (Tudose and Avasilcai, 2019). Nonetheless, long term payment terms can strain supplier relations unless handled properly.
Gearing ratios had a positive change as the net debt reduced and the amount of interest cover grew. This minimised the financial risk and enhanced the capacity of Tesco to pay its debt (Oshoke and Sumaina, 2015).
Ratio analysis has some weaknesses even though it is useful. Ratios invest on past data which might not be representative of the future. Inflation causes distortion of asset values and low comparability in the long run. Ratios can also be influenced by accounting policies and one off (Goyal, 2016). Also, ratios do not consider the qualitative elements of brand strength, customer loyalty, and strategic positioning. Thus, a ratio analysis must be employed with qualitative and forward-thinking analysis when coming up with decisions.


1.3 Recommendations for Improving Financial Management of Tesco
According to the financial ratio analysis, Tesco PLC has demonstrated a remarkable recovery in the performance in the period following 2023-2024. Nonetheless, considering competitive and low-margin condition of the grocery retail business, further enhancement of the financial management is required in order to maintain performance and minimise the risk.
To begin with, Tesco needs to proceed with cost management and efficiency. Despite the increase in profitability, the margin is still very low and can be easily affected by inflation and pricing competition. Efficiency programmes which may include automation of distribution centres and data analytics in order to minimise waste must be increased (Nurfadila, 2024). This will assist in cushioning operating margins when there is a cost volatility.
Secondly, Tesco needs to further boost inventory management. The enhancement of the inventory turnover shows that there is a better control over the stock, however, further investing in demand forecasting as well as digital inventory system might decrease the waste and holding costs (Sharma, 2025). A better inventory control will also facilitate cash flow and lessen the necessity of short-term financing.
Thirdly, Tesco needs to be conservative in regard to gearing. The financial risk has been reduced by the decrease in the net debt and the increase in the interest cover in 2024. Tesco must also still focus on the reduction of debts and never over borrow especially in an environment where interest rates are uncertain (Morshed, 2020). Interest cover will be maintained at high levels and will increase financial stability and confidence of lenders.
Fourth, Tesco ought to work on enhancing the management of liquidity. In spite of the fact that low liquidity ratios are characteristic of the retail industry, dependent operation on constant cash inflows raises risk in circumvention in unanticipated shocks (Barbakadze, 2024). Establishing small incremental cash reserves or fixed credit facilities would enhance strength without material impact on returns.
Lastly, Tesco needs to enhance investor communication and capital allocation discipline. Better dividend cover in 2024 implies that now the dividends are more sustainable. Tesco should maintain a parallelism in paying dividends and back-end earnings and communicate a long-term strategy, such as investment priorities and cost-reduction programs (Lateefat and Bankole, 2021). This will aid the investor confidence and stability of share prices.
In conclusion, with the further emphasis on the efficiency, sound debt management, effective cash flow management, and effective communication with investors, Tesco will be able to enhance its financial management further and maintain long-term shareholder value in a competitive retail setting.


Task 2
Westward Plc is a quality curtain manufacturer and now has a decision to make whether to continue with business expansion by investing in new opportunities. Three strategic options that are suggested by the Board to be included in the four-year expansion plan include develop its retail shop that is already successful and make it all-products, grow the internet sales and manufacture wooden blinds and roman blinds.
All the options have varying initial investment and will yield varying cash flows in the future. The Board has called on the elaboration of the financial appraisal on whether or not Westward Plc should take either of these projects or explore other opportunities (Vasista, 2019).
This report compares the three alternatives on the basis of Net Present Value (NPV) method with the cost of capital being 6%. The assumed corporation tax is 25% and capital allowances are made at 20% per annum at straight line basis. Any cash flows are supposed to take place at the end of each year.
It also calculates the Internal Rate of Return (IRR) of the preferred project, interprets the findings to provide advice to the management, takes into account capital rationing in case funds are scarce and the report concludes with a recommendation on how the investment programme can be financed.
Evaluation of the three investment options
The assumptions to all the three options are as follows:
Cost of capital: 6%
Corporation tax rate: 25%
Capital allowances: 20% straight-line.
Project life: 4 years
Cash flows occur at year-end
No residual value assumed
Net Present Value (NPV) Evaluation
Methodology
The Net Present Value is used to evaluate the difference between the future inflows of cash and the investment. When the NPV is positive, the project will be likely to increase the wealth of shareholders, and it should be accepted.
The NPV formula is:
NPV =  
Where:
r = cost of capital (6%)
t = year

Tax and Capital Allowances
Capital allowances are estimated to be 20% of initial investment in a year.
Tax shield can be calculated as:
Capital Allowance × Tax Rate 
Option A - Expand Retail Outlet
Initial investment: £600,000
Capital allowance: £600,000 × 20% = £120,000 per year
Tax shield: £120,000 × 25% = £30,000 per year
Cash flow calculation for option A:
Year	Cash Flow (£000)	Tax (25%)	After-tax CF	+ Tax Shield	Net CF
1	200	50	150	30	180
2	400	100	300	30	330
3	500	125	375	30	405
4	700	175	525	30	555


Discount Factors (6%)
Year	Discount Factor
1	0.943
2	0.890
3	0.840
4	0.792


Present Value (Option A)
Year	Net CF	DF	PV (£000)
1	180	0.943	169.7
2	330	0.890	293.7
3	405	0.840	340.2
4	555	0.792	439.6


Total PV = £1,243.2k
𝑁𝑃𝑉𝐴 = 1,243.2 – 600 = £643.2k
The NPV of the option A is positive at the value of £643.2k which implies that the expansion of the retail outlet would be beneficial to the business. The project produces a high amount of discounted cash inflows that can recover the initial investment and give a higher rate of net of costs than 6%.
Option B - Develop Internet Sales
Initial investment: £1,000,000
Capital allowance: £200,000 per year
Tax shield: £50,000 per year
Cash Flow Calculation (Option B):
Year	Cash Flow	After-tax CF	+ Tax Shield	Net CF
1	400	300	50	350
2	450	337.5	50	387.5
3	720	540	50	590
4	980	735	50	785


Present Value (Option B):
Year	Net CF	DF	PV
1	350	0.943	330.1
2	387.5	0.890	344.9
3	590	0.840	495.6
4	785	0.792	621.7


Total PV = £1,792.3k
NPVB = 1,792.3 − 1,000 = £792.3k
With a positive NPV of £792.3k, option B gives the best result out of the three options. This means that the creation of sales through the internet would create a lot of value that will exceed the cost of capital. The high and growing cash flows indicate a high profitability and justify the financial appeal of this investment.
Option C – Wooden and Roman Blinds
Initial investment: £1,600,000
Capital allowance: £320,000 per year
Tax shield: £80,000 per year
Cash Flow Calculation (Option C):
Year	Cash Flow	After-tax CF	+ Tax Shield	Net CF
1	450	337.5	80	417.5
2	700	525	80	605
3	900	675	80	755
4	1,200	900	80	980


Present Value (Option C):
Year	Net CF	DF	PV
1	417.5	0.943	393.7
2	605	0.890	538.5
3	755	0.840	634.2
4	980	0.792	776.2


Total PV = £2,342.6k
NPVC = 2,342.6 − 1,600 = £742.6k
NPV Comparison and Recommendation:
Option	Initial Investment (£m)	NPV (£k)
A	0.6	643.2
B	1.0	792.3
C	1.6	742.6


Option C has a positive NPV of £742.6k meaning, manufacturing of wooden and Roman blinds will be value addition to the business. Nevertheless, it has the greatest amount of financial risk because of its high initial investment. Despite good returns, the project is not as attractive as the project depicted in the NPV of option B.
According to the Net Present Value (NPV) analysis, the option that should be selected is B Development into internet sales. This is the best option in terms of NPV of the three options which means that it should provide the greatest increase in shareholder wealth. Option B is also a good balance between the return and investment size that has a lower initial investment as compared to Option C and a large return as compared to option A (Arrow, 2017). Besides this, the project will contribute to long-term growth plan of the company as it will expand the market reach and enhance the competitiveness of the company. Hence, Option B is the most financially and strategically productive investment choice that is open to Westward Plc.


Internal Rate of Return (IRR) for chosen option (Option B)
IRR is the discount rate at which NPV = 0.
Using trial rates:
At 20%
NPV ≈ + £110k
At 30%
NPV ≈ – £95k
IRR = 
IRR≈25.4%
Since IRR > 6% cost of capital, the project is acceptable.
Internal Rate of Return of alternative B is about 25.4% and this is very high compared to the cost of capital of the company of 6%. This implies that the project will yield returns that will exceed the rate required. Therefore, ownership of the project is confirmed to be financially viable and it will be agreed.



Results Interpretation for Management
The results of the investment appraisal are valuable data which could be used by the management in making decisions. NPV technique has been employed as the main method of assessment, with other appraisal measures, and outcomes should be taken wisely in both financial and strategic aspects.
Net Present Value as the Preferred Investment Appraisal Method 
The Net Present Value is considered as the most appropriate means of investment appraisal since it uses time value of money, which is that cash in future is not equivalent to cash in the present. NPV discounts all the future cash flows that are expected to be collected at the cost of capital of the company and the risk and opportunity cost of investing funds is taken into account (Shou, 2022). As compared to others, NPV takes into account all the cash flows throughout the durability of the project and gives a comprehensive report of the financial implication of a project. Above all, NPV quantifies absolute growth of shareholders wealth, which is in line with financial goals of a company. A positive NPV shows that a project will produce returns that are above the cost of capital and as such should be approved (Arjunan, 2022).
(ii)         Continued Popularity of Non-Discounting Approaches
In spite of the theoretical excellence of NPV, other non-discounting techniques like payback period have been popular with decision makers. One key reason is simplicity. Payback is simple to compute and interpret which makes it appealing to managers who do not have any expert financial skills. It is also concerned with liquidity and risk since it emphasises on the speed in which the initial investment can be recouped (Paul, 2025). This comes in handy especially during uncertain economic situations whereby security in terms of cash flow is essential. Non-discounting procedures are however very weak. They do not think of the time value of money and fail to consider cash flows after payback and this may cause poor decisions in the long-term investment (Ofoeda, Doku and Vanderpuye, 2025).
(iii)         Other Factors to consider Before investment
Westward Plc must also not overlook non-financial and strategic factors before a final investment decision is made. These are the competitive pressures, market demand and the customer preferences. There are also operational matters like management skills, employee abilities and technical needs. Besides, economic, regulatory and supply chain reliability risks should also be evaluated (Abdul Kareem et al., 2023). It should also be strategic fit in the existing operations and long-term business goals. Thus, the investment decision is not to be based only on financial appraisal methods but should be complemented by a greater strategy.



Capital Rationing and optimal investment policy
In the case where Westward Plc has limited funds of £2,500,000 and the projects can be divided, the company will have to select the combination of investments that will provide the maximum total NPV at the given budget. The proper way is to order the projects by the Profitability Index (PI) since PI demonstrates what NPV is generated per pound of invested capital, and is most suitable to capital rationing.

Using the PV totals already calculated under the 6% discount rate:
Option A: PV = £1,243.2k, Investment = £600k

Option B: PV = £1,792.3k, Investment = £1,000k

Option C: PV = £2,342.6k, Investment = £1,600k

Ranking by PI gives: A (2.07) > B (1.79) > C (1.46).
The optimal policy is to invest in the highest PI projects first:
Invest fully in Option A: £600k
Remaining funds = £2,500k − £600k = £1,900k
Invest fully in Option B: £1,000k
Remaining funds = £1,900k − £1,000k = £900k
Use remaining funds to invest in Option C partially:

Result of Total NPV: 
Total NPV=NPVA ​+ NPVB ​+ 0.5625 × NPVC​
= 643.2 + 792.3 + 0.5625 × 742.6
= 643.2 + 792.3 + 417.7 = £1,853.2k (≈£1.85m)
The optimum policy of investment under capital rationing is A + B + 56.25 of C which gives the maximum NPV of about £1.85 million.
Funding the Investment Programme
There are a number of financing options that Westward Plc can employ to finance the proposed investment programme with various pros and cons. One of them is through the use of retained earnings. This source of financing does not entail any interest payments and repayments, and therefore, it is a low risk source of finance. Retained earnings are also used and this prevents the dilution of ownership and also the company remains in control by the current shareholders (Vasista, 2019). Nevertheless, the heavy use of retained earnings may lead to a decrease in liquidity and an inability to act in response to the emergence of unforeseen financial obligations.
Bank loan finance is another alternative. Debt finance is appealing since the interest is deductible as a tax hence making it less expensive (Khurshid, 2016). The company can also enjoy ownership control through bank loans. But as more and more are borrowed, the financial risk increases and these interests become fixed which can strain the cash flows in case trading conditions fail.
Other possible funding sources include equity finance. Issuance of new shares does not involve repayment and the risk is minimised in case of financial distress. Equity finance is however more costly in the long run and will cause dilution of the already held ownership and control by the existing shareholders (Sundaresan, Wang and Yang, 2015). Finally, balanced financing strategy will be advisable. A combination of retained earnings with the moderate level of debt financing will enable Westward Plc to reduce the financial risks and retain the flexibility and encourage sustainable growth.
This investment appraisal has assessed three possible expansion projects to Westward Plc using the Net Present Value and the Internal rate of return methods. It is revealed in the analysis that, the NPV of Option B- Development into internet sales is the greatest and the most economically viable investment. In capital rationing conditions, the combination of Options A and B with partial investment of Option C will maximise the total NPV (Khurshid, 2016). The findings prove the relevance of the application of discounted cash flow methods in investment decision-making. With a well laid financing plan, Westward Plc will be able to undertake the suggested investment programme and still remain financially stable and grow in the long run.


Conclusion
This report has discussed the major issues of financial management by looking at the corporate performance review and investment decision review. Through the integration of financial statement analysis and capital investment appraisal techniques, the report shows how financial information could be employed to influence useful managerial decision making in operations and strategic levels.
The discussion of the financial performance, ratio analysis was identified as a critical measure of profitability, liquidity, efficiency, gearing and investor returns. The variation of the financial ratios over the years gave an understanding of how the management choices, cost management, market and financial structure impact on the overall performance. The results demonstrated that the ratio analysis is the most useful when the trends are investigated across several periods and interpolated within the broader industry and economic framework.
The report further highlighted that ratio analysis is limited. Financial ratios are calculated with the help of past data and do not always represent the performance of the future and the situation on the market. Ratios alone do not capture qualitative factors like brand strength, customer loyalty and management capability whereas results can be distorted by accounting policies, inflation and one-off items. This means that financial analysis ought to be supplemented with the wider strategic and qualitative evaluation.
The second section of the report involved the application of investment appraisal methods to estimate alternative opportunities of expansion of a manufacturing business. Net Present Value methodology was employed as the main valuation instrument because of the possibility to consider the time value of money and estimate the absolute value creation. The supporting measure adopted to evaluate the attractiveness of the preferred project against the cost of capital was internal rate of return.
The investment appraisal showed that projects with positive NPVs are the ones that increase shareholder wealth whereas capital rationing should be properly prioritised to get maximum returns using limited finances. The application of Profitability Index allowed finding an optimal investment policy in the case when there were limited funds and projects were divisible.
Lastly, the report took into account the suitable method of financing investment projects. The comparison of retained earnings, debt and equity financing brought out the trade-offs between the cost, risk, control and flexibility. Balanced financing was rated as the most appropriate mechanism of financing the growth and at the same time sustaining financial stability.
Generally, the report re-affirms the use of structured financial analysis and appraisal techniques in the support of informed, rational and value-driven decision making in the present-day business environments. Through a combination of performance appraisal and investment planning, managers can handle better the allocation of limited resources, a financially responsible and responsible management of financial risk and a long-term avenue of sustainable growth that benefits the organisational goals and objectives as well as the expectations of the stakeholders. This method makes financial discipline more financial and strategies decisions better and more strategic in the face of shifting economic and competitive pressures that businesses today have to deal with in dynamic markets at the global level and across industries on the global scale.
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[bookmark: _Toc219053474][bookmark: _Toc219055252]Appendix 2: Ratio Calculations 
[bookmark: _Toc219053475]1. Profitability Ratios
Gross Profit Margin
2023
Gross Profit ÷ Revenue × 100
= £3,919m ÷ £65,300m × 100
= 6.0%
2024
£4,364m ÷ £68,200m × 100
= 6.4%
Operating Profit Margin
2023
£1,410m ÷ £65,300m × 100
= 2.2%
2024
£2,821m ÷ £68,200m × 100
= 4.1%
[bookmark: _Toc219053476]2. Liquidity Ratios
Current Ratio
2023
Current Assets ÷ Current Liabilities
= £17,061m ÷ £23,393m
= 0.73
2024
£18,512m ÷ £23,705m
= 0.78
[bookmark: _Toc219053477]3. Efficiency Ratios
Inventory Turnover
2023
Cost of Sales ÷ Average Inventory
= £61,381m ÷ £2,869m
= 21.4 times
2024
= 22.8 times
[bookmark: _Toc219053478]4. Gearing Ratios
2023
Net Debt ÷ (Net Debt + Equity)
= £10,493m ÷ (£10,493m + £12,289m)
= 46%
2024
= £9,764m ÷ (£9,764m + £13,475m)
= 42%
[bookmark: _Toc219053479]5. Investor Ratios
Earnings Per Share (EPS)
2023
As disclosed in the income statement
= 10.08p
2024
= 24.53p
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The notes on pages 125 to 190 form part of these financial statements.
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