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[bookmark: _Toc227526800]Executive Summary
This report is divided into two combined sections. Part 1 is a strategic financial performance analysis of Vodafone Group PLC that includes the financial years 2024 and 2025, with the use of ratio analysis in five main dimensions, namely profitability, liquidity, and gearing, efficiency, and returns to the investor. Part 2 presents a capital investment analysis of Westward Plc a UK based manufacturer of quality curtains based on three strategic expansion alternatives using Net Present Value and Internal rate of return analysis.
Vodafone financial performance in the review period was not very good. Revenue was slightly increased to show an increase between the years of 36, 717m to 37, 448m with gross profit margin being the same in both years at about 33.4% which shows that direct costs were well controlled. Nevertheless, the operating profit margin decreased drastically by 9.98% to -1.10% and ROCE went into the negative zone at -0.38% due to a large amount of impairment charges in 2025. There was significant improvement in liquidity, a current ratio of 0.92 increased to 1.26 and quick ratio of 0.89 to 1.23. The debt-to-equity ratio was slightly higher than 93.42, and it became 98.57, which suggests a continued dependence on the debt financing. The ROE decreased to -6.95, which indicates the net loss position of 2025.
In Part 2, after NPV analysis at a cost of capital of 6 percent with 25 per cent corporation tax and 20 per cent straight-line capital allowances, an internet sales channel with start-up cost of 1,000,000 is suggested under option B as the value-maximising investment with a NPV of 792.23k. The approximate IRR on option B is 32.23. The optimal policy of divisible investment under a budget of capital rationing at 2,500,000 would result in a total NPV of 1853.04k. The report ends with a critical evaluation of ways Westward Plc can be financed.
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[bookmark: _Toc227526801]Part 1: Financial Performance Analysis
[bookmark: _Toc224253800][bookmark: _Toc227526802]Overview of Financial Performance
[bookmark: _Toc224253801]This report provides a financial analysis of the Vodafone Group PLC of the 2024 and 2025 financial years. Vodafone being a multinational telecommunication firm is in a very capital intensive business which necessitates constant investments in network infrastructure, digital solutions and customer retention. This report aims at analyzing the financial performance of the company in terms of ratio analysis as well as determining its liquidity in the short term, profitability, capital structure, operating efficiency and shareholder returns.
The general financial performance of Vodafone at the time period under consideration was diversified. The growth in revenue was minimal as EUR36, 717 million of 2024 got to EUR37,448 million of 2025, whereas the gross profit margin was at approximately 33.4 in 2024 and 2025. It indicates that the company continued to have a reasonable direct service and operating expense control at the gross profit level. The performance however, dwindled at operating profit level. The operating profit margin decreased by 9.98 to -1.10 percent in 2024 and 2025, respectively, and the ROCE went down to 3.11 to -0.38. Such developments show that there is a significant decline in operating performance in 2025.
There was an improved liquidity in the same period. The current ratio went up by 0.92 to 1.26 and the quick ratio went up by 0.89 to 1.23 that showed that Vodafone was in better liquidity position in the short term in 2025 than it was in 2024. Conversely, debt-to-equity ratio increased by 93.42 per cent to 98.57 indicating that the degree of financial leverage was also high in comparison to shareholders funds. There were also certain weaknesses in efficiency ratios as the inventory turnover dropped to 40.40 times, and the receivables turnover dropped to 3.98 times. Lastly, the ratio of the return on equity shifted to negative 6.95 in 2025, which represents a net loss incurred by the company during 2025. Vodafone was operationally sound and liquid in the overall, although profitability and shareholder returns worsened significantly in 2025.
[bookmark: _Toc227526803]Company Background and Report Objectives
[bookmark: _Toc224253802]Vodafone Group PLC is a group of telecommunications companies that offer mobile, broadband and digital services to millions of customers in various markets in the world (Vodafone, 2024). The telecommunications industry is not similar to most other industries since it involves extremely high costs of capital expenditure, long-term infrastructure investments and constant investment in new technologies 5G and fibre networks (Mclaney, 2017).
The external operating environment in telecom companies is growing to be more demanding. The stiff competition, regulatory measures, high energy demand and constant technological changes put pressure on the companies in this sector. Meanwhile, the telecom markets of many European countries are already saturated, and it is hard to raise the prices substantially and retain the market share (Tataru, Fleaca and Fleaca, 2020; Sharma, 2020).
This report aims to evaluate the financial performance of Vodafone in the 2024 and 2025 financial years by analyzing the ratios. The report gives emphasis on five key areas namely profitability, liquidity, gearing, efficiency and investor returns. When accounting data are transformed into comparative ratios, it is simpler to assess the performance of the management and point out certain strengths, weaknesses and financial risks (Horngren et al., 2012; Kogan et al., 2011). The report also identifies the weaknesses of the ratio analysis and ends with the recommendations aimed at enhancing the financial performance and the long-term stability (Gbambil Tobazaa and Gatsi, n.d.).
[bookmark: _Toc227526804]Comparative Ratio Analysis and Interpretation
[bookmark: _Toc224253803]Financial ratio analysis is a systematic way of understanding the accounting data and business performance. In a capital-intensive industry like that of telecommunications, ratios prove to be quite handy since big absolute values of revenue, debt and assets alone are not sufficient to determine whether the company is operating efficiently or is generating enough value to its investors. The analysis presented below provides an evaluation of the performance of Vodafone during the two-year period based on the ratio figures provided in the appendix B (Vincent et al., 2025).
[bookmark: _Toc227526805]Profitability Trends
The profitability ratios help to determine the level at which the company can generate profits out of the sales made as well as out of the capital invested in the business.
Gross Profit Margin:
o	2024 Calculation: (EUR12,258m / EUR36,717m)  100 = 33.39%
o	2025 Calculation: (EUR12,519m / EUR37,448m)  100 = 33.43%
Gross profit margin of Vodafone was 33.39 in 2024 and 33.43 in 2025. This indicates that the gross margin of the company was constant over the two years. The minimal increase is also an indication that Vodafone was generally successful in managing direct costs against revenue despite being in a competitive environment and pressure of inflationary costs. The fact that the gross margin has been stable is a good indicator as this means that the basic service operations of the company were still profitable.
Operating Profit Margin:
o	2024 Calculation: (EUR3,665m / EUR36,717m)  100 = 9.98%
o	2025 Calculation: (-EUR411m / EUR37,448m)  100 = -1.10%
Operating profit margin has dropped drastically in 2025 by 9.98 per cent in 2024 to -1.10 per cent in 2025. This is among the most important changes in the analysis as well as evidence of a significant decline in operating performance. The negative margin indicates that the cost of operating the business and the other operating expenses were more than the profit made on the usual running of the business. According to the numbers in the report, this decrease was strongly affected by significant impairment charge that will be recognised in 2025. The management would be concerned about such an outcome as it undermines the quality of earnings and makes it less flexible to invest in the future (Kumar, 2018).
Return on Capital Employed (ROCE):
o	2024 Calculation: (EUR3,665m / EUR117,985m)  100 = 3.11%
o	2025 Calculation: (-EUR411m / EUR107,059m) * 100 = -0.38%
(Note: Capital Employed = Total Equity + Total Debt)
[bookmark: _Toc224253804]ROCE fell from 3.11% in 2024 to -0.38% in 2025. This shows that Vodafone is making a negative payback on the amount of capital it has used in the business in 2025. This ratio is of significance to a telecommunications company especially, since the business relies on extremely huge investments in networks, spectrum permits and digital infrastructure. A low ROCE indicates that the firm was not generating a satisfactory amount of returns on these resources in the year in question. This undermines financial viability of future capital growth unless profitability will be enhanced in later periods (Ratni and Purnamayasa, 2026).
By and large, the profitability analysis indicates that Vodafone did not make any significant changes in gross performance, however, it suffered a severe decrease in operating and capital efficiency in 2025.
[bookmark: _Toc227526806]Liquidity Ratios
Liquidity ratios determine the capability of the company to pay off short term commitments by using the current assets.
Current Ratio:
o	2024 Calculation: EUR20,513m / EUR22,352m = 0.92
o	2025 Calculation: EUR28,620m / EUR22,754m = 1.26
There was an increase in the current ratio that stood at 0.92 in 2024 to 1.26 in 2025. This implies that the liquidity position of Vodafone improved significantly in the year. Current assets and current liabilities were also below each other in 2024 and this denoted a relatively limited liquidity position. By 2025, though, current assets were adequate enough to meet current liabilities. This enhancement implies a greater short-term liquidity cushion and less liquidity risk (Ying and Chan, 2025).
Quick Ratio (Acid Test):
o	2024 Calculation: (EUR20,513m - EUR568m) / EUR22,352m = 0.89
o	2025 Calculation: (EUR28,620m - EUR617m) / EUR22,754m = 1.23
[bookmark: _Toc224253807]The quick ratio also went better and climbed to 1.23 in 2025 compared to a 0.89 in 2024. Vodafone has a relatively low inventory, in comparison with manufacturing and retail business, so the quick ratio gives a very convenient measure of solvency in the short term. The ratio in 2025 is greater than 1, meaning that the company contained sufficient liquid assets (not including inventory) to pay its present obligations. This is a positive trend in the working capital management and indicates that Vodafone began the year 2025 in a more comfortable liquidity stand than it was in the preceding year (Saha, 2020).
[bookmark: _Toc227526807]Gearing Ratios
The gearing ratios indicate how much the company is dependent on borrowed capital as compared to the equity of the shareholders.
Debt to Equity Ratio:
o	2024 Calculation: (EUR56,987m / EUR60,998m) * 100 = 93.42%
o	2025 Calculation: (EUR53,143m / EUR53,916m) * 100 = 98.57%
[bookmark: _Toc224253809]The debt to equity ratio of Vodafone rose to 98.57 in 2025 as compared to the 93.42 in 2024. This implies that the company was very leveraged and debt financing came so close to the overall equity base. Even though there was a decrease of total debt in absolute terms, the total equity decreased and this led to the increase in the ratio. A gearing of nearly 100 per cent indicates that Vodafone still experiences significant financial risk especially in a setting of fluctuating interest rates and huge capital obligations (Raju and Madhuri, 2020).
[bookmark: _Toc227526808]Efficiency Metrics
Efficiency ratios involve determining how the company manages its resources to make an income
Inventory Turnover:
o	2024 Calculation: EUR24,459m/ EUR568m= 43.06 times.
o	2025 Calculation: EUR24,929m/ EUR617m = 40.40times
The inventory turnover decreased as 43.06 times in 2024 to 40.40 times in 2025. This is still a high turnover rate but this is normal in the telecommunications industry as the value of inventory is relatively low, the decrease indicates that inventory was a bit slower in 2025. This can be an indication of poor stock effectiveness or a slight rise in inventory as opposed to cost of sales. Nevertheless, the ratio is good as compared to most of the other industries and the business does not seem to be having too much inventory risk.
Receivables Turnover:
o	2024 Calculation: EUR36,717m/ EUR8,594m= 4.27 times.
o	2025 Calculation: EUR37,448m/ EUR9,404m = 3.98 times.
[bookmark: _Toc224253812]The turnover of receivables also decreased since 4.27 times in 2024 dropped to 3.98 times in 2025. This implies that the collection speed of receivables in 2025 was lower than in the last year. A decreased receivables turnover will in general mean that the collection period will increase and it may strain the working capital and cash flow. This is possibly in part true in the case of Vodafone where the nature of larger business and government clients can be extended payment terms. Nevertheless, the downturn still indicates that credit management and collection efficiency are to be paid attention to.
Investor Ratios
Return on Equity (ROE):
o	2024 Calculation: (EUR1,505m / EUR60,998m) * 100 = 2.47%
o	2025 Calculation: (-EUR3,746m / EUR53,916m) * 100 = -6.95%
[bookmark: _Toc224253814]Return on Equity decreased to -6.95% in 2025 as compared to 2.47 in 2024. This implies that Vodafone has transitioned between a small positive payoff on the capital of the shareholders to an unfavorable payoff in 2025(Mr. Pampari Manikanta, Mrs. P. Prasanna and Dr. Chokkamreddy Prakash, 2024). The change represents the net decrease in value in the year and shows that the creation of shareholder value deteriorated significantly during the period. A negative ROE is a great warning as it indicates that the business has made no profit with the amount of capital invested by the shareholders. A single year loss does not automatically define the performance in the long-term but it would definitely raise the eyebrows of the investors and may hit the confidence of the market in case the profitability does not go up (Fernandez and Arana, 2010).
[bookmark: _Toc227526809][bookmark: _Toc224253815]Critical Evaluation of Accounting Ratios
Ratio analysis can also be an effective way of studying financial performance, which should not be regarded as a full basis of strategic decision-making. Despite the fact that ratios are used to simplify the main financial relationships, they do not give a comprehensive picture of the overall status of a company (Grover and Saeed, 2003).
A significant weakness is that ratios are based on past financial reports. They rely on the previous outcomes and thus indicate what has already occurred as opposed to what should occur in future (Vaghela and Sodha, 2025). This is more so in the telecommunications sector where companies are in an environment that is characterized by the fast pace of development of technologies, shifting regulations, and aggressive competition in the market. Consequently, the usefulness of past ratios can be minimal when circumstances are rapidly evolving (Singh, 2019; Madura, 2021).
Another weakness is that the ratios may be affected by accounting policies and procedures. Depreciation, impairment losses and asset valuation procedures are some of the items that can largely influence the reported profits and the capital values. This can also have a significant impact on ratios such as ROCE and ROE in capital-intensive industries such as telecommunications, where the underlying cash-generating power of the company has not also changed at the same rate (Drew and Dollery, 2015; Cernius and Birskyte, 2020).
On the whole, the ratio analysis is a significant instrument that can be employed to evaluate the performance of Vodafone, although it is necessary to employ other types of analysis to make a more balanced and credible decision regarding the financial health of this company.
[bookmark: _Toc227526810]Summary of Findings
The analysis indicates that the financial position of Vodafone in the year 2025 was varied. On the upside, there was a slight growth in revenue, gross profit margin was maintained and current ratio as well as quick ratio improved substantially. Such developments indicate that the company was having a consistent gross trading position and improved its short-term liquidity.
Nevertheless, the less powerful areas of performance were greater. Operating profit margin went negative, ROCE went negative, debt-to-equity ratio was higher, the turnover of receivables became lower and ROE went negative with a sharp margin. These developments imply reduced profitability, returns on capital and value creation to shareholders. On the whole, Vodafone seems to have been in the liquid state but its profitability and efficiency in terms of investment have deteriorated significantly over the period of review.
[bookmark: _Toc227526811][bookmark: _Toc224253817]Strategic Recommendations
The three steps that would facilitate financial management in the firm will be as follows:
Enhance operating profitability by becoming more cost-controlled and managing the mix of services.
Vodafone ought to analyze operating costs particularly administrative, restructuring and network costs. Because the gross margin did not change but the operating margin became negative, the management should concentrate on the overheads and increasing the profitability of the service segments of higher values. The increased focus on business services, digital and recurrent service revenues could be used to improve operating margins in the long run.

Enhance returns on invested capital and increase capital discipline.
The negative value of ROCE in 2025 shows that capital used was not giving a sufficient return. The management must then consider decisions made in allocating capital carefully and ensure that they focus on projects that have better and more quantifiable returns. Stricter investment checks and choice of infrastructure partnerships, post-investment reviews can be used to enhance capital efficiency.
Maintain improvements in liquidity and improve its receivables management.
The increase in the two liquidity ratios is positive and it should be maintained. Nevertheless, the decrease in the turnover of the receivables implies slower customer collection. Vodafone ought to tighten the control of receivables, assess credit policies where they are required and enhance collection procedures, in particular, business and public-sector accounts. An improvement in the control of receivables would help in cash flow and alleviate working capital pressure.

[bookmark: _Toc227444146]

[bookmark: _Toc227526812]Part 2: Capital Investment Appraisal - Westward Plc
[bookmark: _Toc227444147][bookmark: _Toc227526813]I.   Introduction and Operating Assumptions
Westward Plc is a manufacture of high quality curtains and window furnishings based in the United Kingdom. The Board of Directors of the company has realized three candidate investment options by which the business can be strategically grown within a four year planning period. These choices are mutually exclusive in the first analysis, but are divisible in the case of capital rationing discussed in Section V.
The three investment opportunities are listed as follows:
Option A - The current retail outlet should be extended to include all the products.  Initial capital outlay: £600,000.
Alternative B - 1 - Creation of an online direct-to-consumer sales platform.  Initial capital outlay: £1,000,000.
Option C - Diversification in manufacturing wooden blinds and Roman blinds.  Initial capital outlay: £1,600,000.

In this appraisal, the following assumptions are used consistently: corporation tax is paid on 25% of the taxable profit during the year that they are incurred; capital allowances are granted on a straight-line basis at 20 of the initial capital outlay per annum, giving rise to annual allowances of £120,000 (Option A), £200,000 (Option B) and £3 Details of full after-tax workings are to be found in Appendix C.

[bookmark: _Toc227444148][bookmark: _Toc227526814]II.   Net Present Value Analysis
[bookmark: _Toc227444149]Methodology
The theoretically best method of judging capital investment decisions is Net Present Value. It values all the estimated after-tax cash flows at the cost of capital of the firm and subtracts the initial amount. A positive NPV indicates that a project will yield returns at rates higher than those that the investors need; the project that yields the highest positive NPV will provide the best increment in shareholder wealth and is the one they should recommend (April, 2020; Mclaney, 2017).
The conversion of pre-tax to after tax cash flows is in the following order: The taxable profit is calculated as the difference between the pre-tax cash flow and the annual capital allowance; corporation tax at 25% is then applied to the taxable profit; the resultant tax charge is then subtracted out of the pre-tax cash flow to obtain the after tax cash flow. The 6% discount factors are: Year 1 = 0.9434; Year 2 = 0.8900; Year 3 = 0.8396; Year 4 = 0.7921.
[bookmark: _Toc227444150]NPV Calculation Table — All Three Options

	Item
	Option A - Retail (£600k)
	Option B - Internet (£1,000k)
	Option C - Blinds (£1,600k)

	Initial Outlay (£000)
	-600
	-1,000
	-1,600

	Capital Allowance p.a. (£000)
	120
	200
	320

	
	
	
	

	Year 1: Pre-tax CF (£000)
	200
	400
	450

	Year 2: Pre-tax CF (£000)
	400
	450
	700

	Year 3: Pre-tax CF (£000)
	500
	720
	900

	Year 4: Pre-tax CF (£000)
	700
	980
	1200

	
	
	
	

	Year 1: After-tax CF (£000)
	180.0
	350.0
	417.5

	Year 2: After-tax CF (£000)
	330.0
	387.5
	605.0

	Year 3: After-tax CF (£000)
	405.0
	590.0
	755.0

	Year 4: After-tax CF (£000)
	555.0
	785.0
	980.0

	
	
	
	

	Year 1: PV (DF @6% = 0.9434)
	169.81
	330.19
	393.87

	Year 2: PV (DF @6% = 0.89)
	293.70
	344.88
	538.45

	Year 3: PV (DF @6% = 0.8396)
	340.04
	495.36
	633.90

	Year 4: PV (DF @6% = 0.7921)
	439.62
	621.80
	776.26

	
	
	
	

	Total Present Value (£000)
	1243.17
	1792.23
	2342.48

	Less: Initial Investment (£000)
	-600.00
	-1,000.00
	-1,600.00

	NET PRESENT VALUE (£000)
	643.17
	792.23
	742.48



[bookmark: _Toc227444151]Results and Board Recommendation
The NPV analysis gives the following results when analyzing the three options:
Option A (Retail Expansion, £600k):          NPV = £643.17k
Option B (Internet Sales, £1,000k):          NPV = £792.23k (RECOMMENDED)
Option C (Blinds Production, £1,600k):       NPV = £742.48k

Alternative B - creation of internet sales channel is the investment that is to be suggested. It has the largest Net Present Value of £792.23k which is the highest growth in shareholder wealth in present-value terms, adjusted wholly to reflect the time value of money, a 6 percent cost of capital, corporation tax and capital allowances. Despite the second-highest initial investment of £1,000,000, its after-tax cash flow projection over the four-year period is much more than is warranted by this commitment.
Although the absolute pre-tax revenues are highest in this case, option C has the highest initial investment of £1,600,000 which makes its NPV to be lower compared to the other two at only 742.48k; this is because the initial investment of this option is lower than that of the other two. The NPV order of rank is B, C, A. It is further recommended that the Board should go ahead and pursue the B option that will be in line with the structural change towards online retailing in the UK home furnishing market and will provide a growth channel with low fixed costs that can be scaled up as compared to the other options.

[bookmark: _Toc227444152][bookmark: _Toc227526815]III.   Internal Rate of Return - Option B
[bookmark: _Toc227444153]Calculation Method
The discount rate where the Net Present Value of a project is zero, is known as the Internal Rate of Return, the expected annualised rate of return on the invested capital. It is estimated by linear interpolation between 30 and 35 percent trial rates, which range around the sign change in the NPV profile of the Option B. These rates are chosen after initial trials that verify that NPV is nearing positive at 30% and negative at 35.
	IRR  ≈  r₁  +  [ NPV(r₁) / (NPV(r₁) – NPV(r₂)) ]  ×  (r₂ – r₁)



[bookmark: _Toc227444154]IRR Calculation Table — Option B

	Year
	After-tax CF (£000)
	DF @ 30%
	PV @ 30% (£000)
	DF @ 35%
	PV @ 35% (£000)

	Year 1
	350.0
	0.7692
	269.22
	0.7407
	259.25

	Year 2
	387.5
	0.5917
	229.28
	0.5487
	212.62

	Year 3
	590.0
	0.4552
	268.57
	0.4064
	239.78

	Year 4
	785.0
	0.3501
	274.83
	0.3011
	236.36

	Total PV
	
	
	1041.90
	
	948.01

	NPV
	
	
	41.90
	
	-51.99



[bookmark: _Toc227444155]Result and Interpretation
Applying the formula:   IRR  ≈  30%  +  [ 41.90  /  ( 41.90 – -51.99 ) ]  ×  5%  ≈  32.23%
The approximate IRR of Option B is 32.23. This is more than the 6 percentage rate cost of capital by 26.23 percentage points thus proving that Option B easily passes the minimum hurdle rate to pay investors the risk undertaken. The size of the spread over the cost of capital gives a wide margin of safety: although real cash flows might have been significantly lower than projected, the investment would still yield a positive NPV. This finding supports the advice to go with Option B.

[bookmark: _Toc227444156][bookmark: _Toc227526816]IV.   Interpretation and Theoretical Discussion
[bookmark: _Toc227444157]Why NPV is the Superior Appraisal Method
[bookmark: _Toc227444158]Net Present Value is considered theoretically the best investment appraisal technique that is well proven in the academic literature of corporate finance (April, 2020; Mclaney, 2017). The main reasons why it should be considered the primary one are the following:
Time value of money: NPV directly discounts future cash flows using the cost of capital, as it identifies the opportunity cost of funds invested in a project as later cash flows are worth less than earlier cash flows. It is a financial reality that is basic and cannot be avoided and it is what a non-discounting methodology does not take into account.
Direct measure of wealth creation by shareholders: NPV is a monetary amount (as opposed to Payback Period (a time period) or ARR (a percentage on book values)) that directly reflects the main goal of the primary objective of the board maximisation of shareholder wealth.
Risk-adjusted acceptance criterion: the discount rate of NPV is the weighted average cost of capital, which are the risk-adjusted minimum returns needed by debt and equity investors. This is a theoretically accurate standard that will only allow truly value-creating projects to be taken.
Additive property: NPVs of independent projects are additive, so that effects on firm value of a combination of portfolio projects can be determined, and that multi-project capital budgeting can be coherent. IRR does not possess this property.
Unique one-to-one answer: NPV provides a unique answer, no matter the cash flow pattern. IRR may give two or more solutions when cash flows switch sign more than once to cause analytical ambiguity as NPV does not.

The Persistence of Non-Discounting Methods
[bookmark: _Toc227444159]Although NPV should be pre-eminent in theory, non-discounting techniques, especially the Payback Period and Accounting Rate of Return, are widely applied in practice, especially in micro-businesses (April, 2020). They insist on it because of a number of practical reasons:
Intuitive simplicity: the Payback Period does not need any knowledge of discounting or present value tables. An outlay of two years and four months is immediately grasped by non-financial directors and business owners without any special training.
Liquidity protection: the Payback Period gives a priority to those investments that recoup the capital in the shortest possible time, a mechanism that can serve as a hedge to businesses which are sensitive to cash flow pressure or have low access to external financing.
Risk proxy: when cash flows are far in the future, they are less predictable than when they are near. A smaller payback is less time to predict error in forecast and unexpected market dynamics, which gives an informal yet valuable proxy of project risk.
Incentive alignment: Accounting Rate of Return is given in accounting profit measures, and is naturally aligned with periodic performance measures in management remuneration programs, providing a bridge between investment appraisal and performance evaluation.

Other Factors for Board Consideration
[bookmark: _Toc227444160]The conditions required to result in a final investment commitment are a positive NPV and a favourable IRR but not sufficient. The Board ought to also evaluate:
Market and competitive environment: the online UK home furnishings market is expanding yet getting competitive. Capital commitment should be preceded by a diligent market analysis and competitive positioning study.
Operational and digital ability: e-commerce demands web development, digital marketing, logistic, and customer service competencies. The Board should determine whether they are in-house or can be bought at a cost that is cost effective.
Brand integrity: The premium brand positioning of Westward plc has to be ensured on the digital platform. An inappropriately constructed online presence might water down perceived quality and hurt online and offline sales.
Sensitivity of projections: a formal sensitivity analysis - how a 1020% downiness in revenues would impact the NPV recommendation - would show the margin of safety in the NPV recommendation before capital is committed.
Regulatory and tax environment: any change in corporate tax rates, capital allowance or regulation of digital commerce in future may impact post-tax returns and must always be tracked.
[bookmark: _Toc227526817]V.   Capital Rationing - Optimal Investment Policy
[bookmark: _Toc227444161]Framework
The concept of capital rationing occurs when the investment budget at hand is inadequate to finance all the positive-NPV projects at full capacity at the same time. Here, Westward Plc's budget is £2,500,000, against total full-scale project costs of £3,200,000 — a shortfall of £700,000. As the projects can be divided, the best allocation is identified by the Profitability Index (PI), with the projects ranked according to the amount of NPV made per pound of capital invested and allocating the amount in the descending order of PI until there is none left (April, 2020).
	Profitability Index (PI) = NPV  ÷  Initial Capital Outlay



[bookmark: _Toc227444162]Optimal Allocation Table

	Project
	Cost (£000)
	NPV (£000)
	PI = NPV / Cost
	NPV Earned (£000)
	Fraction

	Option A
	600
	643.17
	1.0719
	643.17
	100%

	Option B
	1000
	792.23
	0.7922
	792.23
	100%

	Option C
	1600
	742.48
	0.4641
	417.64
	56.3%

	TOTAL
	2,500
	
	
	1853.04
	



[bookmark: _Toc227444163]Conclusion on Capital Rationing
[bookmark: _Toc227444164]The PI ranking is: Option A (1.0719) > Option B (0.7922) > Option C (0.4641). The optimal policy therefore allocates: 100% to Option A (£600k, NPV earned £643.17k); 100% to Option B (£1,000k, NPV earned £792.23k); and 56.3% of Option C (£900k, NPV earned £417.64k) with the remaining budget. Total NPV realised: £1853.04k - mathematically optimal result of the constraint of 2,500,000. The Board is to observe that due to the practical divizibility of the manufacturing expansion of Option C, it might necessitate a close structuring of operations on a proportional level.
[bookmark: _Toc227526818]VI.   Financing the Investment Programme
[bookmark: _Toc227444165]To accomplish this, the Board has to determine the optimal combination of financing tools with which to finance the proposed investment. The main resources that Westward Plc has are critically evaluated below.
i. Retained Earnings
[bookmark: _Toc227444166]The most affordable source of investment finance is the internally generated post-tax profits. Their utilization is free of dilution of ownership, transaction costs, or the expected repayment. An implicit opportunity cost is the lost dividend yield to shareholders, which is a real economic cost to be recognised. The main limitation is the limited amount of quantum at any one moment that might necessitate additional external funding in the case of bigger programmes (April, 2020).
ii. Bank Term Loan
[bookmark: _Toc227444167]Secured medium term bank loan is a structured debt financing in either a fixed or variable interest. The interest is deductible, thus lowering the after-tax cost of debt. Limitations are that there is compulsory debt service irrespective of trading performance, security of assets and restrictive lender covenants may be imposed. The investment values considered are probably normal in the UK commercial lending (Mclaney, 2017).
iii. Equity Finance
[bookmark: _Toc227444168]Permanent capital is supplied by new equity by private investors, business angels or private equity funds and is not repaid through a set amount. But equity funders demand a share of ownership, board privileges, and exit rights, limiting managerial discretion. Equity is often the most costly source of capital in terms of the rate of return required by investors as it represents the greater risk assumed by investors compared to the secured creditors (Ross, Westerfield and Jordan, 2011).
iv. Asset Finance and Leasing
[bookmark: _Toc227444169]In cases where the investment is in physical terms, such as IT infrastructure, warehouse equipment, or retail fit-out, leasing can be used to share the cost of the capital over the useful life of the asset, avoiding significant initial cost outlay. The overall cost of the entire life of leasing is usually higher as compared to outright purchase because the margin and financing costs incurred by the lessor are factored in rental schedules. With the IFRS 16 all leases are recorded in the balance sheet which influences the reported gearing ratios (April, 2020).
v. Government Enterprise Schemes
Westward Plc can take advantage of UK government-sponsored schemes - like the Enterprise Finance Guarantee of the British Business Bank, or regional growth grants - especially when the investment will generate jobs or help manufacturing. These plans may provide concessional rates, or non-repayable grants but are also subject to eligibility requirements and application deadlines that might not coincide with the investment schedule.

Recommended solution: a mix between the available retained earnings and a structured bank term loan is the most worthy solution to be adopted by the Westward Plc. Retained earnings reduce cost and eliminate ownership; the term loan adds on the remaining capital requirement and repayment is designed to match the projected cash flow of Option B. The Board must ensure that the liquidity reserve is sufficient during the investment term, it must not over-leverage and it needs to consider whether it can be enrolled in the government schemes to limit the net borrowing requirement.
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[bookmark: _Toc227444172][bookmark: _Toc227526821]Appendix A — Vodafone Group PLC: Annual Reports
Vodafone Group PLC Annual Report 2024:
· Link: https://reports.investors.vodafone.com/view/197179846/6/
Vodafone Group PLC Annual Report 2025:
· Link: https://reports.investors.vodafone.com/view/897876789/
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[bookmark: _Toc227526822]Appendix B: Raw Financial Data and Ratio Calculation Matrix
The following table presents the extracted raw data (in € millions) and the step-by-step calculations used to derive the financial ratios analysed in Section 3 of this report.
	Financial Items
	2024 (€ millions)
	2025 (€ millions)

	Revenue
	36,717
	37,448

	Cost of Sales
	24,459
	24,929

	Gross Profit
	12,258
	12,519

	Operating Profit / (Loss)
	3,665
	-411

	Net Income / (Loss)
	1,505
	-3,746

	Current Assets
	20,513
	28,620

	Inventory
	568
	617

	Trade Receivables
	8,594
	9,404

	Current Liabilities
	22,352
	22,754

	Total Equity
	60,998
	53,916

	Total Debt
	56,987
	53,143

	Capital Employed
	117,985
	107,059



	Ratios
	Formulas
	2024
	2025

	Profitability
	
	
	

	Gross Profit Margin
	(Gross profit / Revenue) * 100
	33.39%
	33.43%

	Operating Profit Margin
	(Operating profit / Revenue) * 100
	9.98%
	-1.10%

	Return on Capital Employed
	(Operating profit / Capital employed) * 100
	3.11%
	-0.38%

	Liquidity Ratios
	
	
	

	Current Ratio
	Current Assets / Current Liabilities
	0.92
	1.26

	Quick Ratio
	(Current Assets - Inventory) / Current Liabilities
	0.89
	1.23

	Gearing
	
	
	

	Debt to Equity Ratio
	(Total Debt / Total Equity) * 100
	93.42%
	98.57%

	Efficiency
	
	
	

	Inventory Turnover
	Cost of Sales / Inventory
	43.06
	40.4

	Receivables Turnover
	Revenue / Trade Receivables
	4.27
	3.98

	Investor Ratios
	
	
	

	Return on Equity
	(Net Income / Total Equity) * 100
	2.47%
	-6.95%



[bookmark: _Toc227444174]Appendix C — Westward Plc: After-Tax Cash Flow Workings
Corporation tax at 25% is applied to taxable profit. Taxable profit = pre-tax cash flow less annual capital allowance (20% straight-line of initial investment). Option A: £120,000 p.a.; Option B: £200,000 p.a.; Option C: £320,000 p.a. All figures in £000.

	Option
	Year
	Pre-tax CF
	Cap Allow.
	Taxable Profit
	Tax @25%
	After-tax CF

	Option A (£600k)
	Year 1
	£200k
	£120k
	£80k
	£20k
	£180.0k

	
	Year 2
	£400k
	£120k
	£280k
	£70k
	£330.0k

	
	Year 3
	£500k
	£120k
	£380k
	£95k
	£405.0k

	
	Year 4
	£700k
	£120k
	£580k
	£145k
	£555.0k

	Option B (£1,000k)
	Year 1
	£400k
	£200k
	£200k
	£50k
	£350.0k

	
	Year 2
	£450k
	£200k
	£250k
	£63k
	£387.5k

	
	Year 3
	£720k
	£200k
	£520k
	£130k
	£590.0k

	
	Year 4
	£980k
	£200k
	£780k
	£195k
	£785.0k

	Option C (£1,600k)
	Year 1
	£450k
	£320k
	£130k
	£33k
	£417.5k

	
	Year 2
	£700k
	£320k
	£380k
	£95k
	£605.0k

	
	Year 3
	£900k
	£320k
	£580k
	£145k
	£755.0k

	
	Year 4
	£1200k
	£320k
	£880k
	£220k
	£980.0k
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