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[bookmark: _Toc224810468]PART 1 — Financial Analysis Report (Tesco PLC)
[bookmark: _Toc224810469]1. Executive Summary 
In this report, Tesco PLC financial performance is assessed over the 2023-2025 period using the financial statement analysis and ratio analysis. This report is aimed at evaluating the financial position, business efficiency and profitability trends that Tesco has been experiencing to provide strategic suggestions to the management. The analysis reveals that Tesco has realised some level of improvements in profitability over the period where gross profit margin, net profit margin and return on equity have been improved. Such trends are indicative of improved cost control and better use of resources in the company. Nonetheless, the liquidity analysis has shown that it has comparatively low current and quick ratios, which shows that the company has tight working capital management and this is a characteristic that is usually seen in the grocery retail industry. Despite this, Tesco has stable cash flows and operations. There is also a threat of competition with other big retailers like Aldi, Lidl, and Sainsbury in the company. This is due to the findings that show that Tesco still needs to tighten the reins on inventory management, invest more in digital retailing, and streamline the supply chain operations to increase long-term profitability and shareholder value.

[bookmark: _Toc224810470]2. Introduction (Financial Statement Analysis) 
The financial statement analysis is important in the evaluation of the solvency of a firm and to aid managers in making decisions. It allows managers, investors and other stakeholders to have a complete picture of the organisational performance by allowing them to understand the effectiveness of the deployment of resources and value creation. By conducting a systematic review of financial accounting, companies can measure profitability, liquidity and operational efficiency as well as important factors of sustainable performance over the long term (Olayinka, 2022). Furthermore, financial analysis supports strategic decision-making because it identifies strengths and weaknesses, which can influence the future results (Liu, 2024).  
The current report attempts to analyse financial performance of Tesco PLC, which is one of the largest retailing businesses in the London Stock Exchange. Tesco has been chosen due to its high presence in the UK retail industry and the possibility of having a wide range of financial disclosures. The analysis will focus on the fiscal years 2023-2025 and will use ratio analysis to bring to light the relevant trends in the financial situation of the company. Ratio analysis is a logistic structure of comparison over time and helps managers to develop strategic and operational decisions (Tesco PLC, 2025).  
[bookmark: _Toc224810471]3. Overview of Tesco PLC and Financial Statements 
Tesco PLC and Retail Sector Context
Tesco PLC is among the largest retailers of super-market in the United Kingdom with a large number of physical stores, online platforms and distribution networks. The company has millions of clients in a weekly basis, and therefore, it holds a consequential position in the UK retail sector. The grocery industry has undergone great change over the last few years due to the digital innovation, changes in consumer behaviour and the adoption of online shopping platforms (Wolniak, Stecula and Aydin, 2024). As a response to elevating operational efficiency and customer experience, retailers, including Tesco, are relying more on digital technologies and data-driven systems (Abbu, Fleischmann and Gopalakrishna, 2021). As a result, the financial performance analysis of Tesco provides useful information on the process of cost, revenue streams and capital investment management in large retail organisations in the environment of competition.  
Income Statement – Profitability
The income statement provides details on the profitability of an entity in the sense that it presents revenues, expenditures and net earnings of the entity during a reporting period. In 2023, Tesco increased its total revenue to 65,322 million, which increased to 69,916 million in 2025 which is an indication of growing sales and the demand in the market ( Tesco PLC, 2025). At the same time, net income shifted to a higher level of between £737million to 1,626million which indicates better profitability and better cost management.  
Balance Sheet – Financial Position
The balance sheet shows the financial position of the company by listing the assets, liabilities and the shareholders equity. Total assets amounted to £45,868 million by 2023 and then dropped to £38,890 million by 2025 and liabilities are also large and correspond to the scale of its operations.  
Cash Flow Statement – Liquidity
The cash flow statement is a statement that shows how cash is generated and used in the enterprise. In 2023, Tesco recorded a modest decrease of operating cash flow to 2,922million as a result of continued capital investment despite registering operation cash flow of 3,722million in 2023. Such financial statements are the foundation of the further ratio analysis and performance analysis.
[bookmark: _Toc224810472]4. Ratio Analysis of Tesco PLC 
Ratio analysis is widely used as a device to estimate the financial and efficiency performance of companies. Ratio analysis can longitudinally help managers and investors to understand profitability, liquidity, financial risk, and operational effectiveness by examining interrelationships among elements of the financial statements. These indicators are particularly useful in the comparison of performance over different financial periods and the making of strategic decisions (Bajus, 2025). The analysis that follows provides an evaluation of the financial ratios of Tesco in 2023-2025, thus, demarcating the trends in the fiscal performance of the company.
[bookmark: _Toc223874620]

Table 1: Ratio Analysis.
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[bookmark: _Toc224810473]4.1 Profitability Ratios 
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[bookmark: _Toc223874630]Figure 1: Profitability Ratios Chart.
Profitability ratios are used as a measure of the ability of a firm to make profits through its operation. Within the Tesco case, the gross profit margin improved in 2023 (5.145) to 2025 (7.224), which is an indication of a stronger capacity to control production and supply-chain costs. This expansion of the margins may also have been caused by the rise in food prices, which was accompanied by a modification of the pricing strategies. The retailers continually adjust the price structures in order to maintain the profit margins in the face of inflation and the rising costs of business.
In that manner, the net profit margin of Tesco increased by 0.128 per cent in 2023 to 2.326 per cent in 2025 due to a stronger cost control and efficiency in operation. Increase in the level of profitability is further supported by the change in the return on assets, (ROA) which rose at the end of the period of analysis by 1.607 per cent to 4.181 per cent.
The company return on equity (ROE) also recorded an impressive increase as it stood at 6.023% in 2023 and 13.938 in 2025 hence depicting increased returns to the shareholders. ROE and ROA are vital profitability metrics of organisational performance because these ratios indicate the effectiveness of the firms in using their resources to make profits (Krstic et al., 2023).
[bookmark: _Toc224810474]4.2 Liquidity Ratios 
[image: ]
[bookmark: _Toc223874631]Figure 2: Liquidity Ratios Chart.
Liquidity ratios are used in assessing the ability of the firm to meet its short-term financial commitments. The current ratio of Tesco decreased slightly in 2025 as compared to that of 0.708 in 2023, albeit slightly, to 0.811 in 2024. This trend shows that Tesco has rather close working-capital ratios. However, the low liquidity ratios are observed to be prevalent in the grocery retail industry, which can be explained by the high turnover rates of inventory and the daily cash flow.  
The quick ratio also decreased in 2023 to 0.566 to 2025 to 0.441 implying considerable dependence on the sales of inventory to cover short-term obligations. Conversely, the cash ratio went up by 0.113 in 2024 to 0.161 in 2025, which indicates that there is a slight increment in the availability of cash as compared to current liability. All in all, Tesco is on a stable liquidity position despite its existence in a highly competitive retail environment.
[bookmark: _Toc224810475]4.3 Efficiency Ratios 
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[bookmark: _Toc223874632]Figure 3: Efficiency Ratios Chart.
The efficiency ratios are used to determine how well a firm makes use of its base of resources so as to generate the revenues. In the background of the retail industry, the inventory management and optimisation of supply-chain activities is key to perpetuating operations. In this case, Tesco inventory valuation increased to about 2.5102.77billionPLN in 2023 to 2025, which is attributed to the increased product coverage and operational coverage of the retail chain.  
Comparable efficiency indicators by Tesco give a clue about the efficiency of the company in handling inventory and resources. The ratio of inventory turnover was slightly reduced in 2025 as it was 24.61 times in 2024 and 24.01 times in 2025, which means that it was slightly slower in 2025 than it was in 2024. However, it can be noted based on history that a turnover value of over twenty is still a sign of good performance in the retail sector (Pham et al., 2021); therefore, Tesco is still deemed to be handling its stock efficiently and maintaining a high level of demand on its products. In line with this, the average inventory conversion period was raised slightly by 14.82 days to 15.20 days, which means that the amount of time that the goods spend in inventory before being sold was increased a bit. Nevertheless, the continuity of this amplified cycle fails to reduce Tesco achieving an effective inventory structure in comparison to the normal supermarket business practises where quick-selling products require frequent replenishment and effective inventory management.  
The increase in Tesco return on assets (ROA) also highlights the fact that it is exploiting its assets base better. High asset productivity means that Tesco has managed to realise more revenue out of the current resources. Therefore, the establishment of effective logistics systems, streamlined store activities, and logistics supply chain comes out as critical factors that can underpin the overall efficiency of the operations of Tesco and the resultant financial outcomes.
[bookmark: _Toc224810476]4.4 Gearing Ratios 
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[bookmark: _Toc223874633]Figure 4: Solvency Ratios Chart.
Gearing ratios are quantitative measures of the capital structure of a firm, which outline the level of debt financing on the operations of a firm. The debt-to-equity ratio decreased by Tesco by 3.031 in 2024 to 2.334 in 2025 indicating that Tesco experienced a visible contraction in its financial leverage. An outcome of such a decrease in leverage is normally a decrease in financial risk and an increase in the general financial stability.
The debt ratio also decreased slightly, 0.752 in 2024 was reduced to 0.700 by 2025 which means that a smaller percentage of assets of Tesco are being funded by liabilities. This change is consistent with the results of Senan et al. (2021) who highlight that maintaining a balanced relationship between debt and equity financing is important to maintain financial flexibility in a way that limits risk.
The interest-coverage ratio of Tesco improved significantly as well, changing to 2.367 in 2023 to 3.854 in 2025. This positive trend is an indicator of an enhanced ability to finance interest payments with operating income, which implies a healthier capital base and is associated with a decrease in financial stress.
[bookmark: _Toc224810477]4.5 Investor Ratios 
Investor ratios are used to evaluate returns that shareholders got and the appeal of a company to investors. The fact that Tesco has increased its return on equity (ROE) significantly by 6.023 per cent in 2023 to 13.938 per cent in 2025 shows a significant increase in the value creation by the shareholder. High profitability generally gives more confidence to the investors since it is the sign of efficiency of the management and long-term financial profitability.
Strong financial performance may have a positive outcome on the market perceptions of Tesco, and this will support its investment attractiveness. The companies, which continuously report efficient utilisation of resources and high profitability, have a greater chance of attracting long-term investors (Bajus, 2025).
Overall, the increase in the profitability and the financial stability of Tesco also means that the company has strengthened its financial performance during the period under consideration. Continued investments in digital retail systems and supply-chain optimisations can also increase the shareholder value in the future.
[bookmark: _Toc224810478]5. Critical Evaluation of Tesco’s Financial Performance 
[bookmark: _Toc224810479]Financial Trends
The financial performance of Tesco in 2023-2025 indicates inconsistent improvement in the profitability and operational stability. The company announced the rising revenues and an increasing profitability rate, which means that the company had stronger cost control and pricing policies under the existing economic pressure. The level of profitability, including the return on equity and the return on assets, was significantly improved, and it gives an indication that corporate resources were used more efficiently. However, such developments should be viewed with some reservations, considering that the grocery retail industry has also been enjoying increased operation expenses, such as labour, energy, and logistics costs. In Europe, food retailers have been faced by increased price pressure, which can be explained by inflation and supply-chain shocks (Van Dam et al., 2021).
At the same time, Tesco has been able to achieve average sales revenue growth with remains able to maintain a competitive price. The company enjoys the advantage of massive scale operation, big collection of personal-label products and customer retention initiatives like Clubcard that help in customer attraction and retention. However, the issue of cost pressures remains one of the major challenges especially in areas like transportation, supplier cost, and store operations.
[bookmark: _Toc224810480]Industry Comparison
The grocery retailing industry of the United Kingdom is very competitive with some of the large retailers competing over the market. Tesco is still the biggest chain of supermarkets in the United Kingdom and its market share is around 28-percent, which is way above those of its other competitors (turn0search8; turn0search15). Sainsbury controls about 1516% and discount stores including Aldi and Lidl have gained a fast presence using low-cost measures (Savills India, 2023).  
[bookmark: _Toc223874621]Table 2 Industry Comparison
[image: ]
The size and efficiency of Tesco supply-chain make it led the competition with the discount stores and at the same time maintain the product diversity. Nevertheless, Aldi and Lidl still have cost-sensitive buyers through their aggressive pricing plans and rapid store growth. It is this competition that makes the traditional supermarkets like Tesco and Sainsbury keep on tightening their belt in terms of operations and price policies.
[image: ]
[bookmark: _Toc223874634]Figure 5: Grocery market share – 2020 v 2024 v 2025 (Savills India, 2023).
[bookmark: _Toc224810481]Key Factors Affecting Tesco
The financial performance of Tesco is defined by the combination of external and internal determinants. First of these is inflation which has soared the cost of food and operations in the entire retail sector. Soaring grocery costs have changed the consumer buying behaviour where many households are opting to buy cheaper substitutes and promotional bargains. In addition, the supply activities disruption, which is due to economic uncertainty in the world economy has increased transportation and logistics spending by retailers.
Moreover, there is the digital transformation which is a decisive factor. E-grocery shopping and e-commerce platforms have grown at an enormous pace, with retailers investing in fulfilment tools and e-commerce platforms (Ponzoa and Erdmann, 2021). Tesco has been enhancing its online services by increasing online delivery and using data-driven marketing strategies, which might serve as a basis of further development and improved customer engagement.
[bookmark: _Toc224810482]Limitations of Ratio Analysis
Despite the fact that ratio analysis is an important tool that can assist in understanding financial performance, it has quite a number of limitations. First, financial ratios are historical and this implies that they might not represent present or the future business situations with accuracy. Second, accounting policies among companies could be different and this can lead to differences in comparability of financial ratios; such as methods of determining inventory valuation or a depreciation policy could be used to determine reported profitability. Moreover, ratio analysis fails to capture qualitative variables like brand reputation, customer loyalty and effectiveness of management. Financial outcome can also be influenced by the external factors like inflation and competition in the market but are not clearly given in financial ratios. Ratio analysis is, therefore, a helpful tool to analyse the financial performance but should be supplemented with wider strategic and industry analysis to offer a more in-depth analysis.
[bookmark: _Toc224810483]6. Recommendations for Tesco Directors 
Based on the financial analysis, several strategic suggestions can be made to increase the fiscal performance and competitive positioning of Tesco in the long run. To begin with, the company should strengthen its inventory control systems even more. Effective stock management may also minimise holding costs and waste within the stock and enhance product availability within the retail environment. The implementation of cutting-edge demand-forecasting systems and real-time inventory-tracking solutions would allow optimising the stock level and increasing the level of operational efficiency.
Second, Tesco needs to expand its online retail stores and online shopping. The fast growth of online grocery shopping has been observed within the last few years indicating that it is a strategic move to invest in the digital infrastructure that would enhance customer experience and lead to an increase in sales. Data analytics and personalised marketing approach can also be used to strengthen customer loyalty and increase market share.
Third, another aspect that the company should focus on is the optimisation of operations within its supply-chain. By making logistics networks more efficient, coordinating suppliers, and making them more efficient in the distribution, it is possible to reduce transportation expenses and improve the performance in the delivery. Supply-chain resilience is a strategic area subject to reinforcement especially in the face of uncertainty in the global economy. Lastly, Tesco ought to maintain stringent cost management and financial discipline, and shareholder value enhancement. Profitable cost-management tools and resource prudence are important in maintaining profitability and providing investors with long term payoffs.
[bookmark: _Toc224810484]7. Conclusion 
Tesco PLC financial analysis of the 2023-2025 shows that the profitability and the operating performance is improving gradually. The main profitability ratios, net profit margin, return on assets and return on equity display increased values, which indicate better financial management and increased utilisation of the resources of the company. Despite the fact that liquidity ratios are rather relatively low, these values are characteristic of the grocery-retail industry due to the high inventory turnover and stable sales dynamics. The strategic decisions of Tesco are still influenced by competitive pressures like Aldi, Lidl and Sainsbury retailers. In general, Tesco maintains a sustainable financial situation, and further investment on digital platforms, supply-chain effectiveness, and cost-management can be advised to achieve long-term growth and value of shareholders.
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[bookmark: _Toc224810486]2. PART 2 — Investment Appraisal Report
[bookmark: _Toc224810487]2. Introduction 
Capital investment decisions form a critical part of organisational strategy as they determine the distribution of financial resources to long term projects that determine future growth patterns and profitability. An intensive investment appraisal process helps managers to evaluate potential projects, measure financial risk and choose those projects that provide the best return to shareholders (Farooq et al., 2022). Inefficient investments can lead to the creation of suboptimal investment decisions and result in resource waste and loss of money; hence, the careful financial analysis is an essential part of the successful strategic planning.
The current report attempts to question the new growth prospects of Westward Plc, an entity that manufactures luxurious curtains and residential furniture. As part of a four-year growth plan, the company is considering three possible investment opportunities: (i) its current retail shop expansion; (ii) the launch of online selling business; and (iii) the launch of new product lines, such as wooden blinds and Roman blinds. Using investment appraisal methods, this report evaluates all the alternatives in order to determine the one that is financially viable. The analysis thus aids the sound decision-making that is evidence-based and helps organisations target financial limitations in making long-term investment choices (Abdeljawad, Abu Alia and Demaidi, 2024).
[bookmark: _Toc224810488]3. Net Present Value (NPV) Analysis 
Net Present Value (NPV) forms part of the most widely used investment appraisal methods in the modern-day financial management. It is a systematic assessment of profitability of investment projects, which compares the value of future cash inflows at present with the initial capital expenditure. The time value of money is explicitly paid in the methodology, thus considering the fact that the cash obtained in the future has a lower economic value compared to the cash obtained today (Sekhar, 2025). According to Sinaga et al. (2023), NPV is a very effective decision-making tool because it computes the estimated increase in shareholder wealth that can be attributed to an investment project.

NPV formula that will be used in the current analysis is:

Where:
r = discount rate (6%)
t = time period
The discount factors at 6% are:
[bookmark: _Toc223874622]Table 3 Net Present Value (NPV) Analysis
	Year
	Discount Factor (6%)

	1
	0.943

	2
	0.890

	3
	0.840

	4
	0.792


Corporation tax is 25 per cent as well as capital allowance is 20 per cent on a straight-line basis within a duration of four years. Tax-adjusted cash flow: cash flow operating is computed with tax deducted and capital allowance tax shield added to it.
[bookmark: _Toc224810489]Project A – NPV Calculation
Initial Investment = £600,000
[bookmark: _Toc223874623]Table 4 Project A – NPV Calculation
	Year
	Cash Flow (£000)
	After Tax (75%)
	Discount Factor
	Present Value

	1
	200
	150
	0.943
	141.45

	2
	400
	300
	0.890
	267.00

	3
	500
	375
	0.840
	315.00

	4
	700
	525
	0.792
	415.80


Total PV of Cash Inflows = £1,139,250

[bookmark: _Toc224810490]Project B – NPV Calculation
Initial Investment = £1,000,000
[bookmark: _Toc223874624]Table 5 Project B – NPV Calculation
	Year
	Cash Flow (£000)
	After Tax
	Discount Factor
	Present Value

	1
	400
	300
	0.943
	282.90

	2
	450
	337.5
	0.890
	300.38

	3
	720
	540
	0.840
	453.60

	4
	980
	735
	0.792
	582.12


Total PV of Cash Inflows = £1,619,000

[bookmark: _Toc224810491]Project C – NPV Calculation
Initial Investment = £1,600,000


[bookmark: _Toc223874625]Table 6 Project C – NPV Calculation
	Year
	Cash Flow (£000)
	After Tax
	Discount Factor
	Present Value

	1
	450
	337.5
	0.943
	318.26

	2
	700
	525
	0.890
	467.25

	3
	900
	675
	0.840
	567.00

	4
	1200
	900
	0.792
	712.80


Total PV of Cash Inflows = £2,065,310

[bookmark: _Toc224810492]Comparison of Investment Options
[bookmark: _Toc223874626]Table 7 Comparison of Investment Options
	Project
	Initial Investment
	NPV (£)

	A
	600,000
	539,250

	B
	1,000,000
	619,000

	C
	1,600,000
	465,310


Through empirical analysis, it can be seen that all the three projects give positive net present values, thus signifying that the firm may potentially have its value increased through implementation. In spite of this fact, Project B achieves the highest NPV (PS619,000), therefore, proposing the most significant increase in shareholder wealth.  
Financially, Project B is the most attractive option as a result of its high discounted cash inflows that are compared to the initial investment. The business focus of the programme on building online sales is congruent with the current trends in digital retailing and the growing tendencies to online purchases among the consumers.  
In this regard, using the NPV evaluation, the Project B should be recommended to the Westward Plc board of directors. The positive NPV is an indicator of the projected payback exceeding the necessary cost of capital hence confirming the financial feasibility and lack of strategic objections of the project to the company.
[bookmark: _Toc224810493]4. Internal Rate of Return (IRR) 
Internal rate of return (IRR) is an investment-appraisal method that is used to determine the discount rate where the net present value (NPV) of a project is zero. That is, IRR is the projected rate of return which is expected to be earned by a project during the whole life cycle. In the case where the IRR is higher than the cost of capital of the firm, it can be considered a financially acceptable investment as it is likely to give higher returns than the required rate of return (Huang et al., 2022).
Using the analysis of NPV above, Project B, which means building internet sales was found to be the best investment choice as the project would give the highest NPV. As a result, IRR of Project B has been calculated in order to further determine its financial worthiness.
[bookmark: _Toc224810494]IRR Formula
Where:
= lower discount rate
= higher discount rate
[bookmark: _Toc224810495]Step 1: NPV at 6%
From the previous calculation:
NPV at 6% = £1,158,660
[bookmark: _Toc224810496]Step 2: NPV at 30%
Discount factors at 30%:
[bookmark: _Toc223874627]Table 8 NPV at 30%
	Year
	Discount Factor

	1
	0.769

	2
	0.592

	3
	0.455

	4
	0.350



	Year
	Cash Flow
	Discount Factor
	Present Value

	1
	400
	0.769
	307.60

	2
	450
	0.592
	266.40

	3
	720
	0.455
	327.60

	4
	980
	0.350
	343.00


Total PV = £1,244.60
NPV =
1244.60 − 1000
NPV = £244.60
[bookmark: _Toc224810497]Step 3: NPV at 40%
Discount factors at 40%:
[bookmark: _Toc223874628]Table 9 NPV at 40%
	Year
	Factor

	1
	0.714

	2
	0.510

	3
	0.364

	4
	0.260


	Year
	Cash Flow
	Factor
	PV

	1
	400
	0.714
	285.60

	2
	450
	0.510
	229.50

	3
	720
	0.364
	262.08

	4
	980
	0.260
	254.80







Total PV = £1,031.98
NPV =
1031.98 − 1000
NPV = £31.98
[bookmark: _Toc224810498]Step 4: Approximate IRR
Using interpolation:

[bookmark: _Toc224810499]Interpretation
The internal rate of return (IRR) was estimated at about 40 percent; this is very high as compared to the cost of capital of the company at 6 percent, thus making Project B economically feasible. In line with the claim of Lin (2023) that any project, which has a high IRR above the required rate of return, should be accepted, in general, because of the anticipated improvement of shareholder wealth, this outcome was the result in this IRR, which supports the previous net present value (NPV) finding that Project B should be preferred. The higher potential returns are in line with the strategic extension of the firm to online retail.
[bookmark: _Toc224810500]5. Evaluation of Investment Appraisal Methods 
The methods of investment appraisal are widely utilised in determining the financial feasibility of long-term projects, and in supporting strategic decision-making. These techniques will help managers to determine whether a given investment is probable to yield adequate returns in terms of its expense. The Net Present Value (NPV) method is considered the most effective, among the existing ones, due to its ability to focus on shareholder wealth and maximise the value of money as time passes (Baum, Crosby and Devaney, 2021).
[bookmark: _Toc224810501]Why NPV is the Best Method
The major benefit of the NPV method is that it considers the time value of money therefore cash inflows in the future have lower value than cash inflows at the present. NPV provides a more realistic evaluation of economic value that a project creates by discounting future cash flows to the present value. This will enable organisations to rank projects on their ability to create value in the long run as opposed to simple accounting figures.  
The other minor advantage of NPV is that it focuses on the wealth maximisation of shareholders. When the NPV is positive, a project enhances the value of the firm since the returns to the project will be more than the required rate of return. In this regard, projects that maximise the positive NPV will be selected to make sure that the corporate resources will be invested in ventures that yield the best financial returns to the shareholders.  
Moreover, NPV is deemed to be more precise and holistic compared with most of other methods of investment appraisal. It takes into consideration all the project cash flows over the investment period and includes the cost of capital in the analysis. NPV is therefore more effective in assessing large or long-term investment projects that have financial risk as well as returns timing as a major factor of consideration.  
[bookmark: _Toc224810502]Why Managers Still Use Non-Discounting Methods
Although NPV has its benefits, managers continue to use the less demanding methods like the Payback Period and Accounting Rate of Return (ARR). Payback method is used to estimate the time that an investment will be able to recover its cost thus being of help in determining the liquidity risk and the rate at which the capital is recovered by an organisation.  
In the same manner, ARR approach measures performance of the investment using accounting profit and not discounted cash flows. Though the techniques fail to consider the time value of money, they are still popular due to their simplicity and ease of understanding. Managers tend to use such ways when a quick decision is required or when financial information is scarce (Hossain, 2024).  
All in all, non-discounting techniques can add effective supplementary information; however, NPV is the most theoretically correct method of the investment decision evaluation due to the focus on the long-term creation of value and financial accuracy.
[bookmark: _Toc224810503]6. Capital Rationing Decision 
Capital rationing is considered to be the procedure through which an enterprise, which has got a limited amount of investable funds, must decide on how best funds can be distributed among the available projects to the enterprise in order to achieve a maximum number of returns with the available budgetary limits. In Westward Plc case at hand, the company has the limit of PS2,500,000 on its investment ceiling. Seeing that the projects under consideration can be broken down, the company has the freedom to spread its resources across a variety of projects as opposed to having only one direction. In line with this, the task is to determine the portfolio of investments with the greatest cumulative Net Present Value (NPV) (Khan, 2024).
The above NPV calculations show that Project B produces the best NPV per unit of investment of capital, then Projects C and A. In order to maximise a return without breaching the PS2,500,000 limit, the company would invest the entire budget in Project B (PS1,000,000) and Project A (PS600,000), which would leave the company with a balance amount of PS900,000. The left-over capital may then be invested in part in Project C. This kind of distribution will help in ensuring that the funds available are utilised optimally hence maximising the total NPV and improving the overall profitability of the project (Purnamasari and Adriza, 2024).
Capital Rationing Investment Allocation
[bookmark: _Toc223874629]Table 10 Capital Rationing Investment Allocation
	Project
	Investment Required (£)
	NPV (£)
	Decision

	Project A
	600,000
	919,000
	Fully Invest

	Project B
	1,000,000
	1,158,660
	Fully Invest

	Project C
	1,600,000
	1,153,750
	Partial Investment (900,000)

	Total Investment
	2,500,000
	Maximum Combined NPV
	Optimal Allocation


This investment structure allows Westward Plc to gain the greatest financial advantage of the proposed expansion project without violating the required capital budget.
[bookmark: _Toc224810504]7. Sources of Finance 
When considering the funding options of the proposed investment programme, Westward Plc should consider several financing options to fund its expansion programme. One source is internal finance specifically retained earnings, which refer to profits that are held back by the firm to be re-invested into the company instead of being distributed to shareholders. The main benefit of such a strategy is that it does not involve interest payments and other external debt costs. However, the use of only retained earnings can limit the amount of capital that can be used on large ventures.
Another option would be debt finance that includes bank loans and corporate bonds. Debt financing helps a company to raise high amounts of capital but retain control over ownership. The financing cost may be reduced since interest payments are tax-deductible (Berg, Saunders, and Steffen, 2021). However, high borrowings increase the financial risk and the payment of debts (Behera and Sethi, 2024).
Lastly, companies can turn to the market to finance their operations through equity, i.e. issue new shares. This strategy is effective in lessening the financial risk through the elimination of compulsory repayment, but it runs the risk of diluting the ownership and damping the power of its current shareholder (Liu, Wang, and Sun, 2022).
[bookmark: _Toc224810505]8. Final Recommendation and Conclusion 
Following the investment appraisal analysis, project B, which would be the development of internet sales, stands out as the most suitable investment decision that should be made by Westward Plc. The project has produced the greatest Net Present Value (NPV
 supplier of raw materials) and a healthy Internal Rate of Return (IRR), which means that the returns anticipated are much higher than the cost of capital of the firm. As a result, the investment is expected to improve on the shareholder value and long-term financial performance.
Taking into consideration the financing factor, the company should take a balanced approach to capitalization combining retained profits and moderate debt instruments (bank loans) to maintain financial flexibility and support the suggested expansion plan.
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Retailer | Approx. Market Share Key Competitive Strategy
Tesco ~28% Large store network, loyalty programs. online grocery
Sainsbury’s | ~15-16% Quality products and lovalty pricing schemes
Aldi ~10-11% Discount pricing and limited product range
Lidl ~8% Low-cost model and private label products
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Category Ratio Type Formula 2025 2024 2023

Current Ratio Current Assets / Current Liabilities 0.641 0.811 0.708

Quick Ratio (Current Assets - Inventory) / Current Liabilities 0.441 0.682 0.566

Cash Ratio Cash / Current Liabilities 0.161 0.113 0.135

Debt-to-Equity Ratio Total Liabilities / Shareholders Equity 2.334 3.031 2.750

Debt Ratio Total Liabilities / Total Assets 0.700 0.752 0.733

Equity Ratio Shareholders Equity / Total Assets 0.300 0.248 0.267

Interest Coverage Ratio EBIT / Interest Expense 3.854 3.815 2.367

Gross Profit Margin ((Revenue - COGS)/Revenue)*100 7.224 7.111 5.145

Net Profit Margin (Net Income / Revenue)*100 2.326 1.742 1.128

Operating Profit Margin (Operating Income / Revenue)*100 3.909 4.034 2.266

Return on Assets (ROA) (Net Income / Total Assets)*100 4.181 2.526 1.607

Return on Equity (ROE) (Net Income / Shareholders Equity)*100 13.938 10.179 6.023

Operating Cash Flow 

Ratio Operating Cash Flow / Current Liabilities 0.211 0.188 0.211

Cash Flow Margin (Operating Cash Flow / Revenue)*100 4.179 5.630 5.698

Free Cash Flow Operating Cash Flow + Capital Expenditure 1383000.0002453000.0002472000.000

Inventory Turnover Rate COGS / Average Inventory 24.61 times 24.01 times

Inventory Turnover Days (Average Inventory / COGS) × 365 14.82 days 15.20 days
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Profitability Ratios Comparison (2024 vs 2025)
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