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PART 1 — Business report to Directors (Tesco PLC, FTSE 100)
[bookmark: _Toc218268951][bookmark: _Toc218269017]1. Introduction
In this report, the financial performance of Tesco PLC during FY2025 (52 weeks ended 22 February 2025) and FY2024 (52 weeks ended 24 February 2024) will be reviewed. It applies the important ratios on profitability, liquidity, efficiency, gearing and investor returns. This is to assist the board in coming up with improved decisions on performance and financial control (Tesco PLC, 2025). The total sales only went up with mixed performance. The gross margin remained at approximately 7.1- 7.2. This implies that Tesco shielded product margin even in the competitive market. Operating margin however decreased by approximately 4.14 to 3.88. This follows because it implies increased operating expenses, or tougher competition on the price. The net profit margin bettered to 2.33 as compared to 1.75. This depicts that the profit realisation was higher than in the last year. The liquidity ratios of Tesco are less than 1. This happens in big supermarkets as they are sold fast and paid to suppliers after some time. Despite this, there may be sensitization of cash shocks by low liquidity. The net debt of Tesco decreased, and the interest cover was enhanced. This implies they are slightly better financially, yet leverage should be observed. Tesco is also dependent on supplier credit as indicated by days outstanding payables at about 59 days. This will help the cash flow, yet it may pose risk when suppliers vary payment terms. The principal suggestions include the need to defend operating margin by means of costs control, enhance working capital efficiency, employ stringent investment appraisal guidelines and maintain a robust liquidity buffer to handle competition and cost variability.
[bookmark: _Toc218268952][bookmark: _Toc218269018]2. Company selected and source 
Company: Tesco PLC (FTSE 100, London Stock Exchange).
Financial statement source: Tesco PLC Annual Report and Financial Statements 2025 (contains FY2025 and FY2024 comparative financial statements). https://financialreports.eu/filings/tesco-plc/annual-report/2025/5894772/
Tesco PLC has been chosen due to the reason that it is a FTSE 100 organisation and also traded shares on the London Stock Exchange. It is also among the biggest retailers in the UK and hence its performance is handy in comprehending the financial performance in a competitive market. Tesco provides comprehensive and credible financial reports to the general users (Segal and Naik, 2019). The primary source is the Tesco PLC Annual Report and Financial Statements 2025. In this report, audited accounts of FY2025 are presented, as well as comparative accounts of FY2024. Two-year data would be helpful in trend analysis and the comparison of ratios.
[bookmark: _Toc218268953][bookmark: _Toc218269019]3. Financial ratio calculations
[bookmark: _Toc218268954][bookmark: _Toc218269020]3.1 Input figures
Income statement
	
	FY2025
	FY2024

	Revenue
	£69,916m
	£68,187m

	Cost of sales (total)
	£ (64,205) m
	£ (62,836) m

	Gross profit
	£5,051m
	£4,849m

	Operating profit
	£2,711m
	£2,821m

	Profit for the year
	£1,630m
	£1,192m

	Finance costs
	£ (746) m
	£ (805) m


Balance sheet
	
	FY2025
	FY2024

	Current assets
	£8,806m
	£8,823m

	Inventories
	£2,768m
	£2,635m

	Trade & other receivables (current)
	£1,210m
	£1,349m

	Trade & other payables (current)
	£ (10,364) m
	£ (10,264) m

	Current liabilities (total)
	£ (13,820) m
	£ (13,350) m

	Total equity
	£11,662m
	£11,665m

	Net debt
	£ (9,454) m
	£ (9,684) m


[bookmark: _Toc218268955][bookmark: _Toc218269021]3.2 Ratio table (minimum two years)
Profitability
Gross margin: Gross margin is used to display the profit that a firm attains after the cost of goods sold. 
Formula = Gross profit / Revenue
[image: ]Gross margin improved marginally by increasing by 7.11 percent in FY2024 to 7.22 percent in FY2025. Tesco safeguarded the product margins using prices, purchasing conditions and combinations (Atrill, 2017). The growth is minimal yet favourable.
Operating margin: The operating margin indicates the profit achieved due to normal business operations without interest and tax. 
Formula: Operating profit / Revenue
[image: ]The operating margin dropped to 3.88% down to 4.14%. This indicates that the increase in operating costs was higher than the gross profit. Probably the reasons are higher wages, energy, logistics or increased price investment.
Net profit margin: Net profit margin indicates the profit that is left after all the expenses including interest, and tax. 
Formula: Profit for year / Revenue
[image: ]Net margin improved from 1.75% to 2.33%. Tesco transformed more sales into profit after all-costs and tax (Beladi et al., 2021). This implies higher total earning performance even with poor operating margin.
ROE (simple): ROE is the performance of a company that determines the efficiency of its utilisation of shareholders’ funds to make profit. 
Formula: Profit for year / Equity
[image: ]ROE increased from 10.22% to 13.98%. Tesco generated greater profitability using the capital of shareholders. This reflects more returns to equity holders, which are largely due to increased profit in the year.
ROCE (proxy): ROCE indicates the effectiveness of the use of long-term capital by a company to come up with operating profit. 
Formula: EBIT / (Equity + Net debt)
[image: ]ROCE decreased from 13.21% to 12.84%. This demonstrates somewhat lesser efficiency of capital in terms of long-term capital to generate operating profit (Koller et al., 2025). This can be either a lower operating margin or higher capital used.
Liquidity
Current ratio: The current ratio indicates the capacity of a company to cover the short-term liabilities with current assets. 
Formula: Current assets / Current liabilities
[image: ]The current ratio fell to 0.64, which remained lower than 1. This is typical in the retail food industry. Tesco is banking on rapid sales and credit supplier to finance its operations.
Quick ratio: Quick ratio is a measure of liquidity in the short run but it does not take into account the inventories. 
Formula: (Current assets − Inventories) / Current liabilities
[image: ]The quick ratio reduced from 0.46 to 0.44. Tesco has low liquid assets following the process of inventory removal (Affes and Jarboui, 2023). This exposes them to cash shocks in case sales decelerate or terms of suppliers are tightened.
Gearing / solvency
Net debt / equity: This ratio demonstrates the extent of financial risk through the net debt to equity of the shareholders. 
[image: ]The net debt to equity decreased by 0.83 to 0.81. It shows a minor decrease in leverage. Compared to the shareholder funding, Tesco is marginally reliant on net borrowing (Sureshchandar, 2023).
Interest cover: Interest cover the interest cover is used to determine the ease with which an operating profit can be used to pay interest.
[image: ]
The interest coverage went up to 3.63 times as compared to 3.50 times. Tesco made stronger operating profit per pound of interest. This reduces short term solvency risk yet cover is low.
Efficiency
Inventory days: Inventory days display the length of time the stock is held to be sold. 
Formula: (Inventories / Cost of sales) × 365
[image: ]The inventory days went up to 15.31 to 15.74 days. Stock remained a little bit longer before sale. The difference is not significant, and it may hike the holding costs and elevate the risk of waste (Parrino et al., 2025).
Receivable’s days (proxy): The receivables days are the measurement of the speed at which the customers pay their due.
Formula: (Trade receivables / Revenue) × 365
[image: ]There was a decrease in receivables days to 6.32 days. Tesco took shorter time to collect cash. This helps in supporting liquidity and auguring good card-based sales, as well as effective settlement and billing procedures (Fraser et al., 2016).
Payable’s days (proxy): Payable’s days indicate the number of days the company takes to be paid to the suppliers. 
Formula: (Trade payables / Cost of sales) × 365
[image: ]The number of payables days decreased to 58.92 days. Tesco was paying suppliers slightly higher. This can be effective to strengthen relations with suppliers, yet, it decreases the free cash flow as well as the working-capital relief.
Investor indicators (directly evidenced)
Dividend per share (DPS): DPS presents the amount of cash dividend paid to the shareholders per share. 
	FY2025
	13.70p

	FY2024
	12.10p 


DPS improved from 12.10p to 13.70p. Tesco paid back more cash to shareholders (Babalola and Abiola, 2013). This is an indication of confidence; however, it raises cash expenditure and decreases cash held to be re-invested.
EPS (continuing operations, basic): EPS explains the profit earned per share of ordinary stock. 
	FY2025
	23.41p

	FY2024
	24.80p


Basic EPS fell from 24.80p to 23.41p. There was a small reduction in the profit per share. This can be an indicator of cost pressures, alteration in the share numbers or any other effects of profit distribution.
Although the statutory profit increased in FY2025, the basic earnings per share (EPS) decreased by 24.80p to 23.41p. Such inconsistency is probably attributed to variations in the weighted average number of ordinary shares in issue during the year, which could have been as a result of share-based payments, scrip dividends or share issues (Bhimani, 2022). Besides this, statutory profit comprises properties that cannot be entirely allocated to ordinary shareholders. Consequently, the increase in total profit may not imply the rise in earnings per share.
Dividend cover (proxy) = EPS / DPS
[image: ]The dividend cover declined to 1.71 times. In FY2025, a greater proportion of earnings went on dividends. This decreases safety in case the profits are down in later years.
[bookmark: _Toc218268956][bookmark: _Toc218269022]4. Critical evaluation of ratio movements
[bookmark: _Toc218268957][bookmark: _Toc218269023]4.1 Profitability: stable gross margin, weaker operating margin
· Gross margin was marginally improved (7.11- 7.22). This implies pricing/mix and/or buying terms that have been maintained amid the inflationary pressures (Drury, 2020). It is also a sign that Tesco cushioned product-level profitability amidst a very competitive market.
· The operating margin also dropped (4.14%-3.88) although the revenue was increased. It is probably due to increased operating expenses (wages, energy, logistics, shrink) and/or strategic reinvestment in price position; supermarkets will defend volume/market share even at the expense of operating margin. It means that the pressure of costs is shifting out of cost of sales, to operation expenses.
· The net margin has improved (1.75 level-2.33 level) as FY2025 provides a higher profit statutory than FY2024 does. An interpretation of this at the board level is that, despite tightening of the operating margin, below -the-line elements and/or comparatives enhanced overall earnings (Kersten, 2017). This may involve changes in the costs of finance, taxation or one-off items that influence profit after operating result.
· Tesco has an operating margin of about 3.9% in FY2025, which is better in comparison with the UK grocery market, which operates on an average of between 2-4% and slightly higher than that of Sainsbury, which is operating near the lower end of the spectrum. This shows that even with the pressure on margins, Tesco still has some relative cost efficiency and economies of scale.
Management implication: Tesco is in a low-margin but high-volume business. Minimal changes in margins matter in financial terms and thus it is important to maintain operating margin so that it can support long-term returns.
[bookmark: _Toc218268958][bookmark: _Toc218269024]4.2 Liquidity: structurally low, slightly weakening
· The current ratio and quick ratio are less than 1 in both years (grocery retailers, which operate negative working capital through supplier terms). The current ratio decreased (0.66-0.64) and the quick ratio decreased (0.46-0.44), which showed a little stricter short-term liquidity status (Lipson and Mortal, 2009).
· Tesco has a current ratio of 0.64 which is in line with the industry and peer performance since operating major grocery companies have current ratios less than 1 since working capital is unproductively used. This indicates a low liquidity position at Tesco is not because the company is in the state of financial distress.
But low quick ratio means increased sensitivity to:
· Supplier term tightening.
· Sudden cost shocks.
· Consumer demand volatility.
Management implication: This business model is not associated with bad liquidity, rather it holds on to high cash discipline, good forecasting and good management of supplier relations to prevent the stress in the face of a shock.
[bookmark: _Toc218268959][bookmark: _Toc218269025]4.3 Efficiency: working-capital model remains strong
· Payable’s days of approximately 59 days/receivables days of approximately 6-7 days show that Tesco is financing operations on supplier credit (industry-normal) (Rashid, 2018). This helps in generating cash flow since payments to suppliers are delayed when compared to receiving cash involving the customers.
· Days to receivables have decreased (7.22-6.32) in line with high trends of cash collection (card payment, short settlement cycle). This enhances the liquidity and minimises the cash held in receivables (Seth et al., 2020).
· Tesco has an average payables period of about 59 days, which is generally within the sector practise (50-65 days) and equal to that of Sainsbury. This proves that Tesco is still financing operations efficiently using supplier credit and does not materially deviate the industry standards.
The inventory days remained effective with a range of 15-16 days but were slightly higher (15.31-15.74). This implies a slightly slower moving stock, perhaps the season mix, product range strategy or stock availability. This change is minimal; however, it must be tracked because of the risk of waste and holding-cost.
[bookmark: _Toc218268960][bookmark: _Toc218269026]4.4 Gearing: slightly improved net debt position, cover stable
· Net debt was decreased marginally (£9.684bn- £9.454bn)). This means that its financial position has slightly improved and its dependency on borrowing has also reduced as compared to the past year (Siyanbola et al., 2015).
· Interest covers also grew slightly (3.50 -3.63). This demonstrates that operating profit is able to cover interest costs more comfortably in the FY2025 as compared to the FY2024 and this decreases the short-term solvency risk.
· Tesco has a net debt-to-equity ratio of approximately 0.81, which is typical of its competitors in the retail industry and reflects average financial leverage due to the capital intensity of the grocery industry.
Management implication: Leverage is not so high; cover is not so high, however, access to debt markets and discipline in leases is important, particularly in a business with cost inflation exposure and price competition.
[image: ]
The operating margin of Tesco is competitive to the standards of the UK grocery industry and biggest market players like J Sainsbury plc (Tesco PLC, 2025; J Sainsbury plc, 2024; IBISWorld, 2024).
[bookmark: _Toc218268961][bookmark: _Toc218269027]5. Limitations of ratio analysis
Effects on accounting policies: IFRS lease accounting inflates assets and liabilities, leverage ratios may appear poor compared to periods before the IFRS 16 (comparability issue). This hinders comparability between years and between firms which employ varied lease and property strategies (IFRS Foundation, 2021).
Discontinued/held-for-sale distortion: FY2024 has disposal-group line items which distort asset-based ratios and turnover comparisons. This implies that ratios can be an indication of change of classification and not actual performance of operations.
Timing & seasonality: Year-end working capital working in the retail business is seasonal (inventory, payables) and may fluctuate radically around holidays. One position at the end of the year cannot reflect usual trading conditions throughout the year.
Sector standards are significant: Grocery has structurally low margins, low liquidity ratios; cross-sector comparison is usually illusory. The benchmarks should be industry based and not business averages in order to prevent drawing a false conclusion.
No causality: Ratios indicate the symptoms (e.g., compression of margins) but not the cause of the symptoms without a detailed view of operations (pricing, category mix, shrink, wage inflation, etc.). Qualitative explanation and management information should therefore support ratio analysis.
[bookmark: _Toc218268962][bookmark: _Toc218269028]6. Recommendations to improve Tesco’s financial management
Recommendation 1: Protect operating margin
Tesco ought to intensify activity-based cost-to-serve analysis in major stores, convenience format and online format. This will be used to determine the unprofitable patterns of fulfilment and delivery (Fortune, 2000). Management must decrease the shrink and waste through predictive refill and more intimate collaboration with the suppliers. More efficient forecasting will reduce the markdowns and losses. Such measures enhance profitability without raising prices. High-cost visibility enhances improved decision making in pricing and promotions and safeguard customer value.
Recommendation 2: Improve cash resilience
Tesco ought to have negative working capital but minimise the liquidity risk. The cash forecasting that is done in the short-term is supposed to be tight and updated on a regular basis. The terms of supplier payments should be subjected to a stress test during various demand conditions. The lines of funding need to be diversified and adequate headroom is to be ensured. These measures mitigate the cost or sales surprises (Agrawal et al., 2020). Good liquidity planning ensures that the operations are safeguarded and at the same time maintaining the current system of the retail funding.
Recommendation 3: Strengthen investment control
Tesco ought to use stringent NPV and IRR analysis of all significant capital investments. An audit at the end of the completion period should be comparing actual and forecast results. The lessons learnt ought to be capitalised on in future hurdle rates and investment judgments. This enhances accountability and minimises misallocation of capital. Increased discipline in investment enhances greater returns in the long-term and promotes sustainable ROCE operations throughout the business.
Recommendation 4: Align shareholder returns
The dividend cover was reduced to 1.71 instead of 2.05 hence capital returns should be well coordinated with cash generation. The decisions related to dividends and buyback will have to indicate the medium-term free cash flow, investment requirements, and debt engagements. Distributions should not be overstretched by the management. A moderate course of action will safeguard the fiscal flexibility without compromising the investor confidence and consistent shareholder payoffs.
[bookmark: _Toc218268963][bookmark: _Toc218269029]7. Conclusion
Conclusively, Tesco has a mixed financial performance (Moore and Robson, 2002). The operating level weakened its profitability and the total earnings were improved. Liquidity is structurally low but suitable to the retail industry. Productivity and leverage are widely stable. Tesco needs to safeguard operating margins, enhance cash discipline, implement a stringent investment appraisal and match shareholder returns with long-term financial stability to maintain performance.


[bookmark: _Toc218268964][bookmark: _Toc218269030]PART 2 — Westward Plc investment appraisal report
[bookmark: _Toc218268965][bookmark: _Toc218269031]1. Project Data and Tax Treatment
Initial Outlays and Forecast Cash Flows
Westward Plc has three investment opportunities, which have various initial investments and predicts cash inflows after four years (Ross, 2023).
	Option
	Project Description
	Initial Outlay (£)
	Year 1 (£)
	Year 2 (£)
	Year 3 (£)
	Year 4 (£)

	A
	Expand retail outlet
	600,000
	200,000
	400,000
	500,000
	700,000

	B
	Develop into internet sales
	1,000,000
	400,000
	450,000
	720,000
	980,000

	C
	Produce wooden and Roman blinds
	1,600,000
	450,000
	700,000
	900,000
	1,200,000


Tax Assumptions
· Corporation tax = 25%
· Capital allowances = 20% straight-line per annum on the initial cost (i.e., 4 years = 100% of initial outlay)
· Discount rate (cost of capital) = 6%
After-Tax Cash Flow Formula
After-tax CF= CF−Tax= {CF−0.25×(CF−Allowance)}
Allowance per Year (20% of Initial Outlay)
	Option
	Initial Outlay (£)
	Allowance per Year (£)

	A
	600,000
	120,000

	B
	1,000,000
	200,000

	C
	1,600,000
	320,000


After-Tax Cash Flows (£)
Option A – Expand Retail Outlet
	Year
	Pre-Tax CF (£)
	After-Tax CF (£)

	1
	200,000
	180,000

	2
	400,000
	330,000

	3
	500,000
	405,000

	4
	700,000
	555,000


Option B – Develop into Internet Sales
	Year
	Pre-Tax CF (£)
	After-Tax CF (£)

	1
	400,000
	350,000

	2
	450,000
	387,500

	3
	720,000
	590,000

	4
	980,000
	785,000


Option C – Produce Wooden and Roman Blinds
	Year
	Pre-Tax CF (£)
	After-Tax CF (£)

	1
	450,000
	417,500

	2
	700,000
	605,000

	3
	900,000
	755,000

	4
	1,200,000
	980,000


Discount Factors at 6% (Cost of Capital)
	Year
	Discount Factor (6%)

	1
	0.9434

	2
	0.8900

	3
	0.8396

	4
	0.7921


[bookmark: _Toc218268966][bookmark: _Toc218269032]2. (a) Net Present Value (NPV) and Recommendation
NPV Calculation
[image: ]
	Option
	Year 1
	Year 2
	Year 3
	Year 4
	Total PV Inflows
	NPV

	A
	180,000 × 0.9434 = 169.8
	330,000 × 0.8900 = 293.7
	405,000 × 0.8396 = 340.0
	555,000 × 0.7921 = 439.7
	1,243,200
	1,243.2 - 600,000 = +643,200

	B
	350,000 × 0.9434 = 330.2
	387,500 × 0.8900 = 344.9
	590,000 × 0.8396 = 495.4
	785,000 × 0.7921 = 621.7
	1,792,200
	1,792.2 - 1,000,000 = +792,200

	C
	417,500 × 0.9434 = 393.9
	605,000 × 0.8900 = 538.5
	755,000 × 0.8396 = 633.4
	980,000 × 0.7921 = 777.3
	2,342,500
	2,342.5 - 1,600,000 = +742,500



[bookmark: _Toc218268967][bookmark: _Toc218269033]Recommendation
According to the NPV of the investment, internet sales (Option B) is advised in the case of Westward Plc investment. The option with the highest NPV is £792,200 and this means that the option will create the greatest value to the shareholders unlike other options (Palepu et at., 2020). Although the NPV of Option C (making wooden and Roman blinds) is high £742,500, it will demand more capital up front and will not perform better than the one in the B Option in terms of NPV per pound invested. On the same note, the NPV of Option A (expanding the retail outlet) is lower (£643,200), hence not very attractive.
The fact that option B focuses on internet sales is also in line with the current market trends which are geared towards online shopping and this allows it to scale with an intermediate initial investment of £1,000,000. This alternative is also based on an increasing number of consumers and may be offered with higher returns at a comparatively low risk than the capital-intensive feature of Option C. Thus, the most profitable option B balances investment risk (Alqam et al., 2021).
[bookmark: _Toc218268968][bookmark: _Toc218269034]3. (b) Approximate Internal Rate of Return (IRR) for Option B
	Year
	Cash Flow (£000)

	0
	−1,000

	1
	350

	2
	387.5

	3
	590

	4
	785


Calculate NPV at two discount rates:
 At 30%:
NPV = (350 × 0.7692) + (387.5 × 0.5914) + (590 × 0.4545) + (785 × 0.3490)
NPV   = 41.9 (positive)
 At 35%:
NPV = (350 × 0.7407) + (387.5 × 0.5480) + (590 × 0.4045) + (785 × 0.3007)
NPV   = −52.0 (negative)

Calculation of IRR
[image: ]
The IRR of the option B is of 32.2% which is quite high as compared to the cost of capital of the company of 6 percent meaning that the investment will lead to high returns (Olayinka, 2022). This implies that the opportunity of Option B is a very appealing one, since the internal rate of return is comfortably higher than the required rate of return. Furthermore, the profitability of this project is also supported by the positive NPV of 30% discount rate (Sureka et al., 2022). The result of the use of linear interpolation to estimate IRR is the correct one since it provides a better estimate in the event when the NPV is negative at two discount rates, furthering the validity of the strength of Option B as a viable investment.
[bookmark: _Toc218268969][bookmark: _Toc218269035]4. (c) Interpretation for Management
(i) NPV is Theoretically “Best”
The most popular form of investment appraisal is the Net Present Value (NPV) because this method of evaluating an investment directly relates to wealth maximisation of the shareholders. NPV gives a clear idea of the amount of value that a project will bring in monetary terms by determining the present value of future cash flows and deductions of the initial investment (Damodaran, 2024). This is important as any business investment aims at adding value to the company to its shareholders. NPV also considers the time value of money, that is, the future cash flows have less value at the present time because of various reasons such as inflation, opportunity cost, and risk. NPV guarantees that only projects that have a higher rate of returns than the cost of capital are undertaken by discounting cash inflows that are occurring in the future. It renders it a powerful instrument of evaluating the actual economic gain of an investment. There is also the discount rate applied in calculating NPV, which is a risk factor of investments because it is based on the cost of capital. Increased discount implies increased perceived risk and it lowers the present value of future cash flows (Basiru et al., 2023). Such an in-built system will guarantee that the company will only undertake projects that are within its risk tolerance.
Lastly, NPV is based on rational corporate finance theory which pays emphasis on value maximisation. It also makes objective financial outcomes the basis of decision making taking into account both profitability and time value of money hence it is the most appropriate one in strategic investment decision making.
(ii) Non-Discounting Methods Remain Popular
Although NPV is better in theory, non-discounting approaches such as payback period and Accounting Rate of Return (ARR) find favour among managers due to a number of reasons that are practical.
To begin with, non-discounting methods have a great advantage of simplicity (Bhimani et al., 2023). Payback period and ARR are simple and easy to compute and thus available to managers who might not be well trained in finance. They enable decisions to be made in a short time and this is very handy when time is of the essence. Besides, liquidity is a major concern of companies, particularly tight cash flows and this is the focus of the non-discounting methods. One such approach is the payback period method which focuses on the speed at which an investment is able to pay back its starting cost (Dai et al., 2022). This is essential during periods of financial uncertainty or when a business is required to be certain that it is able to raise sufficient cash to pay its short-term liabilities.
Further, such practises are usually pegged on financial goals. Payback and ARR are often utilised by companies as a way of achieving internal performance goals or bonuses. In as much as these methods are not complex and directly related to cash flows, they are less complex to be related to such financial objectives as profitability and return on capital (Ball and Nikolaev, 2022). Finally, non-discounting approaches are more favourable in unpredictable settings in the short-term. It is hard to predict long term cash flows particularly in extremely dynamic markets. Non-discounting techniques which emphasise on positive recovery at either the immediate or near future situations are considered to be a safer alternative in the face of uncertainties.
(iii) Other Factors Before Investment Approval
The management should also put into consideration various non-financial factors before undergoing any kind of investment to make the project successful. Strategic fit is crucial. The management ought to analyse the compatibility of the project and the long-term brand and market positioning of the firm (Shou, 2022,). Any project can provide good financial incentives but when it cannot fit in the values of the company, its customer base or competitive strategy, the project might not provide long term gains to the company. Another consideration is the operational capacity. The management should determine the availability of the necessary logistics, IT infrastructure, and human resources needed to execute the project. Lack of operational capability may result to delays, high costs or even missing targets (Hazen and Magni, 2021). One more important piece of information to be received is the analysis of scenario sensitivity to be able to realise how the project will handle itself in various circumstances, including poorer sales than anticipated, increased expenditures, or a shift in the market. This assists in the identification of the possible risks as well as equipping the business with situations. In case of online sales projects, compliance with the regulations is even more important. Companies should make sure they do not violate data protection laws, consumer rights, and other industry regulations so as to avoid any problems with the law and undesirable reputation.
Lastly, the management must establish post completion audit with key performance indicators (KPIs) to monitor the progress of the project (Zhang et al., 2022). This will enable the business to track the progress of the investment and do corrections where it is required so that the project will yield the desired returns in the long run.
[bookmark: _Toc218268970][bookmark: _Toc218269036]5. (d) Capital Rationing: Optimal Investment Policy
The available budget is £2,500,000 and the proportion of the allocation is based on profitability index (PI), which is computed as follows:
[image: ]
Profitability Index (PI) and Ranking:
	Option
	Present Value of Cash Inflows (£’000)
	Initial Outlay (£’000)
	Profitability Index (PI)
	Rank

	A
	1,243.2
	600
	2.072
	1

	B
	1,792.2
	1,000
	1.792
	2

	C
	2,342.5
	1,600
	1.464
	3


The most appealing investment is option A because it is the most PI, which implies the highest value generated per pound invested.
Optimal Investment Allocation:
· Fund Option A fully (initial investment of £600,000)
· Fully finance Fund B (initial investment of £1,000,000).
· Remaining budget = £2,500,000 − £1,600,000 = £900,000
· Allocate 56.25% of Option C (0.5625 x £1,600,000) = £900,000
Total NPV under optimal policy:
[image: ]
 Optimal Policy: Fund Option A 100%, Option B 100%, Option C 56.25% - Total NPV = £1,853,000
[bookmark: _Toc218268971][bookmark: _Toc218269037]6. Conclusion
Financing Options
Retained Earnings / Internal Cash
· Pros: The most cost-effective method to use is the retained earnings or the internal cash, which eliminates the interest payments and does not dilute the shareholders (Coelho et al., 2023). It enables quick implementation of investments.
· Cons: This method consumes the cash reserves, making them less liquid. Also, the access to internal funds can restrict the capability of the company to pay dividend or reinvest in other spheres of business.
Bank Debt (Term Loan / Revolving Credit)
· Pros: Bank debt is flexible in capitalising and gives some tax benefits of deducting interest on debt (Dahmash et al., 2023). It does not water down ownership and the company is left with the ownership.
· Cons: Debt is associated with some risks such as compliance with covenants, the risks of refinancing and the risk of fluctuating interest rate, which may lead to higher financial costs in the long run.
Leasing / Asset Finance
· Pros:  Leasing will enable the firm to maintain the cash flow yet obtain specific assets. It can be readily acquired, and can be used to fund capital intensive projects without huge initial outlays, unlike unsecured debt.
· Cons: Leasing is usually more expensive in long-term costs as opposed to the outright purchases. It is also a great source of long-term financial burden and decreased operation flexibility.
Equity Financing (New Shares / Investors)
· Pros: Equity financing enhances the balance sheet by raising the amount of available capital without the need to pay debt and interest (Hasan, 2022). It also offers financial stability in the long term and minimises cash flows pressures.
· Cons: The issue of new shares water downs ownership and this can impact on control of the company. The procedure is often expensive and time consuming and there are other costs associated with issuing shares, legal and investor relations.
Hybrid Financing
· Pros: A mixed strategy, which will be debt and equity, will enable the company to fill the funding gaps and equal the advantages of both plans. It provides flexibility and has the ability to optimise the cost of capital.
· Cons: This alternative is normally costly and complicated, and its details must be compared cautiously so that the advantages of risk are substantially higher than the risks.
[bookmark: _Toc218269038]Recommendation
It is advisable to finance the programme in a balanced manner. The equity part of the funding would be done through retained earnings, so that the cost will be reduced and the dilution of ownership will be avoided as bank debt or leasing can be used to obtain the flexibility to purchase assets (Xiang et al., 2022). The equity financing can be an option in case of large-scale expansions where necessary but this must not be done unless it is absolutely necessary to maintain the value of shareholders. The company will be in good liquidity standing and will keep a close cheque on the debt levels lest the company becomes strained on long term basis.
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