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Executive Summary
  The reports purpose is to analyse the top retailer Next plc financial annual reports from 2023-2025. Considering metrics and ratios to calculate the profitability, liquidity, efficiency and the investment of the company would allow the understanding on if it maintained breaking even and creating a profit and testing other factors such as interest expenses, asset turnover, gearing and acknowledging if the owner equity is being taken over by ordinary shares and investors.
  The main findings of this section is to conclude what changes Next might need to make if profit is decreasing from 2023. And if so, measures that need to be assessed in order to bring it back because if it continues to decrease, then one year it will fall to its breakeven line and begin to owe more than it generates. Comparing the company with others will be a strong point in the analysis to check if benchmarks are outdated or unrealistic and give Next more confidence if on paper, looks as if it should be worried. 
  The purpose of this report is to analyse the three investment ventures that Westward plc is considering for their 4 year plan. In order for the company to understand which option is best to take forward, or more than one, for the highest outcome of shareholder health and less strain on management. What is meant by this is recommending the capability of the company and still feeling rewarded with profit without burn out. methodologies that will be used for this evaluation will be the Net Present Value and Internal Rate of Return. The report emphasises whether these techniques are feasible and what the outcome of them are. All external factors need to be included for the fairest equation figures and to show approximate results. To quickly introduce the factors, capital allowances, which is granted as support, corporation tax that is mandatory to be paid to the Government and tax shield. Discounted rates and cost of capital is also found in the body of this report to guarantee if the ventures are sustainable in slower moving periods. 
  A recommendation appraisal will be added at the end after the main findings to discuss what the best options and management steps are to be made when taking into account an investment and further out of the 4 year plan, contingencies and protocols to consider when taking something long-term. For further funding, a list of options that are considered safe and points on how to balance them will also be suggested in the recommended column 
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Introduction 
  This report outlines the financial situation of the retailer Next plc and all its progressions, risks and investments that they have carried out in the past 2 years of service. Next plc is the UK’s leading retailer brand (Butler, S. 2025). The report presents a detailed evaluation of the retailers performance using financial terminologies, one being the metrics which are the raw and direct performance measures. This would include its net profit, cash flow, debts and other information to make out total earnings. Second are ratios, which are built from those metrics to create equations that define the profitability, liquidity, gearing and investing. This provides answers to the important questions such as company’s profitability, can the short-term liabilities be met, is there now a chance to broaden the company, and is the company using its assets to their full potential? 
  Financial ratios act as indicators of how well a business is performing in different areas. We use metrics to determine those ratios to show how effectively a company generates profit from its sales. There are also ratios that can provide information for the efficiency on the uses of their assets and how a business will manage their debts and short or long term payments. Using these ratios may give a clear conclusion on Next strengths, weaknesses and an image of how they work their strategies.
  However, looking at the company’s figures alone is not enough to understand whether it is performing well. To provide context, there will need to be a comparison of Next’s results to the retail industry benchmarks and standards. The definition of a benchmark is having a representation for the typical or expected level of performance within that industry sector. (Fallon, N. 2023). Reason for using this can make it easier to judge where Next position in the market is and if they utilise the correct management and financial strategies for investing, effective operations but still managing their assets and liabilities without allowing them to feed into too much of their profits and maintaining value. It will indicate if the company is exceeding, or falling below industry expectations.
  By combining ratio analysis with benchmark comparisons, this report aims to provide a clear, accessible, and comprehensive assessment of Next’s financial health. This approach ensures that even readers without a financial background can understand the company’s current position and the factors influencing its performance over the last two years.










Main Findings

Task 1
  To briefly introduce what the ratios are and what they conclude, the analysis in this report will calculate the profit, liquidity, efficiency and gearing and short-term and long-term investments. Each ratio will be explained step by step as we go through this analysis, Starting with Profitability. Now what that means in short, is the ability of a company to generate a profit (Dicu, C., Daniela Bondoc, M. and Popescu, M, 2019). It is the essential condition to ensure that business success of economic entity and can then be used to measure if positive results are obtained after comparing the effect on finances with the financial efforts that were involved (Achim, 2010, as cited in Dicu, C., Daniela Bondoc, M. and Popescu, M, 2019). Now as we have mentioned, this report will analyse the last 2 years of financial reports, 2023 to 2025.
  The overall metrics to calculate profitability does see a staggering increase result to January 2025, however Net Profit decreasing from 18.7% to 18% in 2024 and then to end at 17.58% present (Appendix 1.2). But, looking at the calculations in Appendix 1.3, it shows that operating profits increased by 133.9 (m) and sales at 1,084.1. Which sounds confusing as it was just concluded that the Net Profit is declining, how would that be the case with the growth in both those metrics? Net Profit is the profit after the whole aspects of a business has been deducted which includes expenses, finances and tax (IFRS, 2022). We will look further into the reason why this could be when we go onto Liquidity and Gearing. 
  The asset turnover calculations shows in Appendix 1.5 that even though Net Profit is decreasing, the asset turnover is not affected the same. This suggests that profit does not change this area as it is based on the amount of sales and assets Next plc maintains (Fairfield, P.M, Whisenant, S.R and Yohn, T.L. 2001). In January 2023 it can be seen that the company turns over its assets by 1.26. There is a rather straight line in this area, with a slight decrease in 2024 at 1.16, then back to 1.26 in January 2025. Now that we can see that the ratio for asset turnover indicates that the 2 years have remained relatively the same, it may be efficient in reviewing the benchmark in the industry for this area to see that when a dip appears, is that a major issue? The benchmark in retail aims between 2.0 – 3.0 (Evans, J. 2005). Is this an unrealistic target for the industry or is Next plc falling behind in its profitability. Let us compare with companies similar to Next. Matalan and John Lewis would be great examples in this scenario as they both sell clothing and homeware. Appendix 1.6 shows the same calculations to fairly compare the three retailers. Matalan has an asset turnover ratio of 1.32 (Maryland Holdco Ltd, 2025) and John Lewis wins with 1.69 (John Lewis Plc, 2025). Although the commonly issued benchmark for asset turnover is 2.0, the lower ratios reported by major retailers is consistent, and may suggest that it needs to be re-considered. Changes in realities of the modern retail environment such as higher interest rates and costs of property will depress the company’s assets without necessarily having different levels of performance (Ahiadu, Abidoye and Yiu, 2024). A thought may be reassessing the benchmark and incorporate todays retail dynamics, then return to these reports to see if it is more accurate.
  Next plc return on capital employed (ROCE) results have remained linear with only minor fluctuations. With the data provided in Appendix 1.1, 2024 shows a slight dip but, kept short as the company recovered efficiently to almost reach its highest ROCE in the 2 years. However, the return on owner’s equity is different. Next plc annual report states that they did not take any more new ordinary shares in 2024, instead it focused on buying back its shares. This could suggest that their aim was to reduce the share count for returning capital to its shareholders and improve earnings per share and value for the owners as Appendix 1.7 will show the rise that caused between those years when they strategised that. The benchmark for this is 15% and above to be strong as it considers the stores needing high inventories, long-term leases and competitive pricing for sales which can suppress the profit margins (SimplyBusiness. 2025). Next has certainly reached this benchmark comfortably and therefore, reopened its shares for 2025.
  Gross Profit identifies the difference from revenue after the cost of producing those sales. This is a great financial measure to take to analyse how much money is left after costs and to identify how well the company controls its manufacturing, sourcing and investing. This is critical for a retailer to understand its gross profit margin to breakeven and generate more income (Elsevier. 2011). it can also give the knowledge of the correct discounting, brand positioning and spotting problems earlier (R, Hinterhuber. 2004). the 3 figures appear as they are confidently the same but further information in Appendix 1.3 and 1.4 states that 2024 had the highest impairment loses, which has been adjusted in the equation to be more specific to Next plc. It could be argued that this equation does not quite issue the effect that this has. Even though the percentage is at its highest in 2024, it shadows what maybe the outcome could have been if managing these losses was dealt with more effectively. It could be said that it contains contradictory elements because the profit is higher and loses are also higher.
  Moving onto Liquidity ratios, which Olagunji, A., Adeyanju, A. & Olabode, S. (2011) explains that it is used to identify if a company can meet its financial obligations in the short-term as they come due. In other terms, it lets the company know if it has high solvency and this means if a company’s liquid assets are greater than its liabilities (Arnold, G. 2022). Next plc would have to ensure that this is accurate to prevent cash flow problems as a company has to be highly flexible for debtors and its creditors (Ross, Westerfield, Jaffe & Jordan. 2016). 
  The first equation, which is in Appendix 2.1, shows if the company has remained balanced in the last 2 years that this report covers. To further the calculations, Appendix 2.2 works out that Next liabilities are slightly increasing quicker than their assets with a 57.7m difference. If Next continues to inhabit these extra liabilities, then their assets will no longer be able to compete. An Acid Test is then used after this ratio for a more realistic and stricter result as it removes assets such as inventory, which is an aspect that does not get quickly converted into cash (Wardiyah, A. et al. 2017). The Open University (2026) also suggests it can test the worst case scenario because it can check if a company can pay its short-term liabilities without selling its inventories and relying on a certain number of sales. Following onto the next Appendix 2.3, we can see that it clarifies a decreasing ratio and this can stem a major caution in the business for the future. The benchmark for this ratio is 1.0 therefore, if the numbers continue to decrease at the speed that it is, the next Annual Report may need considerable reflecting. The cashflow statement will show how badly this is affected and give a clear indication on what can be looked into to change, such as, reducing interest, speeding up cash flow and checking if the lifespan of an asset is worth what it’s costing (Atrill, P. and McLaney. 2021). 
  The main ratio that best determines the cash flow of a business is its efficiency. The meaning of this is the turnover that occurs on its stock, receivables and payables (Zhang, Y., Silva, B., Moreau, É. and Hinewera, T. 2025). Let’s begin on its stock turnover in days on Appendix 3.2. The average days the inventory is held before being sold is the shortest in 2023 at 85.48 days then increases to 91.41 days in 2024 than 90.85 days in 2025. Instead of looking at the industry benchmark for this it must be assessed in the context of Next business model. Although Next has inventory that is considered quick-to-sell goods, it also sells large furniture. Now in the annual report it does not separate the two. Although a healthy benchmark for retail is 30-45 days (Rizky et al., 2018), Next would need storage for raw materials as they have a made-to-order function on their large furniture. This would create the higher inventory days but not exactly considered inefficient. As there can be multiple personalisation traits to furniture, such as fabrics, colour, finish, etc. it would increase the lead time of production. Therefore, a 60-120 day stock turnover can be acceptable in this case (Ali Khan, Deng and Khan, 2017).
  Now a company may rely on debtors to pay for their purchases in time in order for the company to pay their creditors, having a greater number of days to get paid may have an effect on having great credit with a company’s own suppliers and payments (Kovach, Swink and Rodriguez, 2022). In this case Appendix 3.3 and 3.4 shows the differences between both and we can see that this is not the case. Next averages a total days of receiving its cash in 96.65 days and pays its debts in 110.67 days. This can suggest that cash is received before its payments are due and there is no need for external financing and that there is strong working capital as they business effectively uses its supplier credit to fund operations. As long as supplier relationships are managed carefully, good cash flow will remain under control with less financial distress (Lian, Y.2017).
  In accounting, Gearing breaks down the amount a company uses between borrowed capital and owner’s equity. If the proportion is relied higher with it debt compared to its equity, then it is funded more from creditors versus its shareholders and that implies a negatively higher financial risk (ACCA, 2023). Summarising Appendix 4.1, what does it mean that the percentage keeps decreasing since 2023? The definition on lower gearing is that a business is becoming less reliant on debt and more financially stable (Adeleke, Oranefo & Egbunike. 2024). Now, analysing that rest of the ratios, it is showing that Next is creating less profit from the following years but is that because it is beginning on focusing on lowering its gearing? It could be suggested that the company is taking the time to use its retained profit and sales to pay off debt early to avoid higher rates and taking on more debt in the long-term. It could also be said that they have improved their creditworthiness by its lenders and shareholders as they have maintained or increased their business as safer with borrowing and crediting, and therefore, make future borrowing cheaper in return for them (Arnold, G. 2022). 
  The final ratio in this analysis is the investment section. Beginning with earnings per share (EPS). EPS is important as it indicates the profitability per share, which is watched closely by investors and analysts as it affects dividends and the value of a share when being considered (Gitman, L.J., Zutter, C.J. and Smart, S.B. (2021). In terms of investing, investors look if a company’s growth is increasing or at least stable throughout a number of years. But in order for EPS to grow, the revenue must be excelling too for a higher chance of retained earnings going towards this section (Penman, S.H. 2013). Appendix 5.1 compares each value from 2023 and sees that it is rather linear but with 2024 at highest. This will lead the investor to think that it is now becoming more promising to invest in Next plc as has increased. It should also be kept in mind what has been noted previous, that the net profit has decreased. It is seen on the annual report that Next plc has not issued as many shares the last year and even bought a substantial amount back. This means that this equation could be misleading if the metrics have not been considered. If less people have the opportunity to invest, that means that the value indeed increases for ordinary shares available. It’s been examined that the EPS can increase or stay the same even with lower profits and this can affect the Return on Equity (ROE) also (Middleton, Dodd & Baird. 2019). As ROE is mentioned, if checked closely in Appendix 5.5, the percentage is quite greater in 2024 compared to 2023 and 2025, and this is due to ordinary shares and reserves value being significantly less. Concluding the point stating that Next lowered its quantity of shares in this year means that the value of it for shareholders was much higher. This would have been in both favours as they investors would have received more and Next did not have to use as much as its retained earnings for this section (Kaplan and Atkinson, 2019). If profit and ROE decreased in 2025, then this move may need considering again.
  Dividend Cover measures how many times a company’s profit can cover its dividends, high cover would mean the company is safe to pay out this factor (CFA Institute (2025). Dividend Yield shows return on investment from the invested (Ramadan (2013). If both are decreasing each year, as seen in Appendix 5.3 and 5.4, then a company is paying out from its profits and dividends will be less sustainable and investors receive less return in cash yield (ESG, 2023). As we can see from the other findings, this is because Next has bought back shares in the year 2024, but as the net profit has decreased, it lowers the dividend cover. 
  Another factor that can feed into Net Profit is interest expenses, and as seen in Appendix 5.4, the costs of that are rising rapidly. This is what is decreasing its interest cover. If a slow decrease was happening then the company is still comfortably maintaining it but the safety is shrinking. Now the benchmark for this recommends being able to cover at least 1.5-2 times, which is considerably greater than this, but investors may not slower or no improvement; this may be a sign to monitor leverage or its debt strategy (Federal Reserve Bank of Boston. 2023).
  And lastly, how does all these factors affect Price per Earnings (P/E)? It is because when Next bought back its shares and made the quality of ordinary shares higher, it increased the current market price (J. Risk Financial Manag. 2023). It would look more attractive if EPS and ROE increased as profits per share are more efficient, which pushes demand for the stock, increasing the market price (). Share buybacks and high dividends signal returning capital to shareholders and investors would often up their price (Sodhi et al., 2023). Even if net profit fell, these structural improvements (share buybacks, higher EPS, high ROE) make the stock look more attractive, which drives the price higher. Appendix 5.6 confirms this case.

Task 2 – Westward Plc Investment Appraisal
   Westward Plc is a successful manufacturer retailer that produce high quality curtains. It has been considered to produce a 4 year investment strategy in order to build upon its current success. The three independent expansion ventures are between:
Option A - Expansion of the existing retail outlet to include all products
Option B - Begin development on internet sales
Option C - Create production for wooden blinds and roman windows .
Each option requires high initial capital spending and can generate futures cash flows over the 4 year period that’s been given. The purpose of this report is to evaluate these investments using appraisal techniques, financial methods and recommendations to advise the directors on whether Westward Plc should begin with one or more of these projects. Or it may also be a suggestion to seek other alternative opportunities. 
To identify the correct path to follow, a calculation for the discounted cash flow techniques, Net Present Value (NPV) will be used to compare the growth of the three ideas and an Internal Rate of Return (IRR) will indicate whether the profits are sustainable and recommended. I This will conclude if all three ventures will be worthwhile in long-term but for this proposal, which one will be the best to invest in for a greater return in 4 years. 
  Beginning with NPV. As mentioned, it is a discounted cash flow technique used for measuring the difference between the present value of future cash inflows and its initial investment (Chen, X. 2022). The factors it considers are time value of cash and if there is a possibility to increase the shareholders profits Drury (2020) describes further. If the investment options have a positive NPV, then it can be considered and accepted due to its success, but if negative, then the technique tells the investor to change it plans.
  The first thing to consider before calculating its Net Present Value are external factors such as Capital Allowance and Corporation Tax. Capital Allowance is a Tax Shield given as a cash benefit for a company saving them the amount that they have to pay from their profits (HM Revenue & Customs. 2024) Corporation Tax is something that must be withdrawn from the cash flow as it is a mandatory deduction to the Government (2023). NPV is based on After-Tax cash flows as it is a statement of net cash that is available to the business (Adam, S. et al. 2011). Ignoring both these factors would misrepresent the investment decision. It must also be recorded on the time it was done, as discounted rates happen throughout the year. The cost of capital is at 6%, capital allowances is at a straight-line of 20% and corporation tax is 25%. Appendix 6.1 and 6.2 calculates the tax savings which is added to each years cash flows after tax is deducted. 
  The time of investment has been established at 4 years, which is why in appendix 6.3 shows each year broken down after the correct deductions and allowances are added with option A at £555, B at £792.3 and option C, £980 (,000). Now there may look like there is a clear winner from this but we need to consider something that was very valuable to the company, its initial investment. It is clear that option C has the highest revenue, but it also cost the highest to invest in. there was a £1,600 expenditure required in order to begin, whereas option A needed £600 and B £1,000. This report was written to critically evaluate the option that stems the greater NPV and IRR.
  Cost of Capital is broken down in Appendix 6.4 with a 6% discounted rate. It has been applied to reflect on this company’s estimated cost of capital an required rate of return. The rate is a minimum return that is necessary to indemnify yourselves for the time value of money and level of risk in existing operations. By applying this discount rate, there is reassurance that the future cash flows are assessed on a consistent basis (Pike and Neale, 2021). It is the assumption that all three options can carry the same levels of risks but in different ways. Such as option B’s internet sales. It introduces the uncertainty of technology exposure and cybersecurity pressures, whereas option A’s retail expansion may be more predictable but generate slower-growing cash flow results. Taking factors such as this under consideration with a discounted rate in place, will show if the company is more sustainable if under pressure yet still has a high appraisal percentage (Watson and Head, 2020). 
  Now that the ‘worst case scenario’ has been explained and included, the NPV can be calculated. As already stated, a value may be higher but initial investment must be considered to identify which option generates wealth more efficiently. By deducting this factor, it can be seen in Appendix 6.5 that option B, the internet sales investment, generates a higher cash flow within the 4 year period. We can see that all three options create a positive NPV in Appendix 6.6 however, option B indicates that it can deliver the greatest increase in shareholder wealth and would be the preferred choice of investment. 
  The Internal Rate of Return (IRR) is the discount rate when the NPV of an operation equals to zero. It is commonly compared with a business’ cost of capital and represented as a percentage return (Hillier, et al. 2020). Appendix 6.7 has a section of working’s out to pinpoint where option B’s cash inflows equals its £1,000 initial investment with a discount rate of 32%, resulting to the NPV being zero. Since the IRR is significantly high than the cost of capital at 6%, option B can be considered as a highly sustainable choice for the company and recommended to do so. Although calculating IRR is a financially acceptable tool to consider, it can have its limitations due to it not being able to show the total value it adds to the business. An example of this is that an exceptionally high IRR for a venture could be concluded in an analysis, but it might had involved a small investment and in long-term create a smaller net profit. This can be seen by comparing option A’s IRR, using the same formula, which is 39%. Despite this percentage looking more attractive, option B still remains at top as it delivers a greater NPV even after considering the initial investment Westward Plc will have to fund. Lumby, S. (2021) also agrees that focusing on NPV is regarded a more reliable method of investment appraisal due to it measures more factors. 
  Within the 4 year investment plan, the internet sales should encounter minimal to no problems on the cash flow statement due to its initial investment gaining everything new to begin and having agreements in place of lease contracts, software and system upgrade subscriptions, etc. However, the final Appendix, 6.8, considers that there are lifespans, depreciation, renewals and the need to repair and replace its assets. This is not considered in the NPV as it is explicitly a 4 year plan. Thinking long-term, if operations continue then limitations must be acknowledged beyond the plan. Before the investment decision is made, the initial £1,000 expenditure covers the assets that are deemed useful over 5 years under the straight-line capital allowance point. After doing this equation, it does not definitely mean that each asset will immediately end its functions but does highlight when there is a potential need for upgrading, renewing or reinvestment to maintain the operational capacity that was experienced in the 4 years. Furthermore, these costs fall outside the appraisal timescale of the NPV calculations, Atrill, P and McLaney, E. (2023) considers this to be a great strategic business thought to consider in management when assessing the sustainability of a venture. With the correct retained profits and management functions to minimise any risk of losing cash, this shouldn’t be a problem when the time comes. Capital allowances are used in the asset lifespan equation because it defines the period that has tax relief on expenditure. As stated, it does not reflect the assets actual economic life but it establishes the duration of the tax shield arising from its depreciation (ICAN, 2021). As it is considered in NPV, it is used to identify the years  the tax savings occur for a fair and fully incorporated appraisal.
  There are multiple ways of financing this investment venture. Here is the number of options available following close with a list of their positives (P) and negatives (N) for doing so:
Retained Earnings
P – Can avoid interest costs
N – May result in limit future flexibility with less cash stored 
Equity Finance
P – Does not require repayment
N – Ownership share decreases (Brealey, Myers and Allen, 2020).
Debt Finance 
P – Has tax advantages
N – Begins financial risks
Leasing
P – Preserves money short-term
N – May result in spending a lot more money than worth in long-term.

Conclusion 
  Now that every factor has been assessed with the different ratios, it can be concluded on the strengths and weaknesses of Next plc operations. This report outlined the last two years only, existing trends are not conducted.
  Net profit for Next plc has decreased in the last annual report of 2025. It is stated that there have been multiple rising costs such as cost of sales, interest and operating expenses, which is negatively impacting its profits. Liquidity is proving that liabilities are beginning to creep higher than tangible assets which can cause the breakeven value to increase and more difficult to surpass. Investments in assets does not seem to have reflected in the reduction in costs and may not be liquidating them enough to lower its liabilities. Gross Profit also needs to have impairment losses added in order for a fair outcome of everything considered.
  The benchmark for asset turnover is practically double that Next figure, which is why a comparison was made with Matalan and John Lewis which did show higher outcomes but still not close to the benchmark. Benchmark for asset turnover needs to be reassessed, make companies feel less pressure as it is now outdated, changes in interest rates and costs have affected this ratio. More meaningful benchmark for evaluating asset efficiencies could be used.
  Its efficiency is increasing which may not look good to stakeholders when they are approached for working in the industry. the higher payback dates could be affected due to management failing to get cash from its debtors in enough time which effects the cash flow. Another thought could be that Next has created strong, relationships and is considered trustworthy when owing money and their contracts are less strict.
  There was a spike in shareholder wealth in 2024 as Next plc considered stopping the ordinary shares and reinvesting with share buybacks. This increased its EPS, ROE and its Current Market Price Value. It could also have helped on its gearing as the percentage lowered on reliance for debt support. Its main goal was to improve its ROCE and rely less on its shares.
  These ratios were used to determine if profits are being maintained or heightened, to test if assets are being used to its full potential or if liabilities are taking over, ensuring that short-term obligations are met and finally, if Next is worth investing in and can cover its dividends for shareholders. It has been concluded that Next has a strong management in finance to maintain all factors of business, not every ratio provides useful insight, but none are entirely reliable and all have inherent limitations due to missed steps but this guide gives an approximate report on what the company should monitor and what is being excelled. 
  This report has clearly evaluated the three investment options using NPV and IRR techniques. The results showed that all three are sustainable and generate a profit at the end of the 4 year period. But we can clearly see after overcoming some limitations of techniques that option B creating internet sales is more viable and fast-growing with a high NPV of £792.3 and significantly above the cost of capital of 6% with an IRR of 32%. 
  However, with a funds limit of £2,500, there is a possibility of devising the same 4 year plan for option A as it has a higher IRR of 39% and a strong NPV of £643.2. But the limitations of the IRR findings must be considered from this and should not be the main decision maker. 
  All external factors have been considered when calculating the techniques for the results. It has incorporated the need for corporation tax and, tax shield and capital allowance that a company is granted or liable for. These adjustments must be made as the formulas are made with after-tax cash values and to show true economic benefit for the company alone. 
Finally, the report examined alternative finance options and determined that using a partial slice of its retained earnings, starting small on finance equity and having a fairly reasonable leasing agreement. A balanced financing strategy combining these with a moderate debt will keep financial risk at a low level. Overall, the recommended investment strategy to follow is option B, followed by option A if the correct management is advised. This includes monitoring operational risk and planning for the long-term after the NPV period with maintenance and reinvesting to ensure sustainable growth is at a high.
Recommendations
  Using all four ratios, recommendations to Next plc would be to monitor where their profits are truly going. A decrease for a company compared to years prior is not a goal that wanted to be achieved but utilising as a lesson is a strong strategic way of thinking. 
  There is no doubt that Next is not financially stable and continues to be one the best established retailers, but in order to guarantee the highest amount of earnings it can make, factors need advising and monitoring. Beginning with its asset purchasing. Now that the assets have been bought, there needs better managing on ensuring their turnover is substantially correct. Having higher liabilities and interest expenses overtaking them would mean that the spend was either unnecessary, interest agreement is higher than its lifespan or they are not being utilised effectively. Anything noy in use could be sold to erase or pay off debt.
  Taking a step back in shares and investment was rather wise as Next needs to maintain as much retained profit as possible for future emergencies or investing ventures. Buying back its capital and equity ensured that profits and dividend went back to themselves. It could be wise to do this often to get back what was shared to improve its shareholder wealth.
  And to end, managing gearing will lower the financial risk and increase stability. Ensuring that equity is high, it can protect the company during periods of low profitability and stakeholders would always want to see if a company has manageable gearing; if so they often secure lower interest rates, which from the ratios, Next seem to be dealing if at current time.
  Based on the critical analysis that has been made for the three investment ventures, the following recommendations are made to the board of Westward plc.
  Firstly, it has been decided to confidently recommend option, the development of internet sales, as the prioritised investment opportunity. This is because the highest Net Present Value was generated of £792.3k, creating the greater and faster increase in shareholder wealth. It was also examined that the Internal Rate of Return was approximately 32%, which is substantially higher than the 6% cost of capital. Option A also looks attractive to a business perspective as the Internal Rate of Return is 39% and recommended to take on this venture alongside option B if the correct movements are made in management and expenditure to nearly double the profits in 4 years as its Net Present Value is £643.2k. As the full funding the company can initially invest is £2.5m then that is more than enough to fund option A and B of £1.6m, leaving £900k outstanding. The remaining amount could be allocated to proportionally fund option C to begin as well but there would be a lot of risk doing all three at once due to levels of uncertainty and taking on too much at once. It may look attractive on paper with the figures and what could be generated, but is best to examine how the 4 year period unfolds with one maybe two of the smaller opportunities. The remaining amount can be kept as retained earnings for external factors that is not calculated in the NPV but could have the possibility of happening where a backup would be needed, such as breakdowns, changes in laws and policies or a higher expansion than anticipated for the first opportunities. Another opportunity could be considered after the 4 years when the first investment has been measured as sustainable and a success. 
  In regard to financing the investment, the cheapest and easiest source would be your company’s retained earnings, as a point of advice, the minimal needed will be the safest option to maintain flexibility for future sourcing. Do not look at the retained profit and feel that it is the maximum money to play with. Keeping some cash retained, will give the opportunity for more future growth. Another factor that could be considered is equity finance; it does dilute your number of shares in ownership but it is determined on you for the scale of shares that is given out. Lastly, if leasing rates are considered reasonable and feasible, there isn’t harm in preserving your cash for short-term needs. A balanced approach combining these is recommended. 
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Task 1 – 
In (£m)
Appendix 1 - Profitability 
Appendix 1.1
2023 
 x 100
Return on Capital Employed (%)= 23.63
2024
 x 100 
 Return on Capital Employed (%) = 20.91
2025
 x 100 
 Return on Capital Employed (%) = 22.07

Appendix 1.2
 x 100
Net Profit (%) = 18.7
2024
 x 100
Net Profit (%) = 18
2025
 x 100
Net Profit (%) = 17.58

Appendix 1.3
2023
5,034.0 – (2,827.7 + 31.0)
Gross Profit = 2,175.3
2024
5,491.0 – (3,034.5 + 36.0)
Gross Profit = 2,420.5 
2025
6,118.1 – (3,456.5 + 19.4)
Gross Profit = 2,568.8

Appendix 1.4
2023
 x 100
Gross Profit Margin (%) = 42.81
2024
 x 100
Gross Profit Margin (%) = 44.08
2025
 x100
Gross Profit Margin (%) = 42

Appendix 1.5
2023
 x 100
Asset Turnover (times) = 23.6
2024
 x 100
Asset Turnover (times) = 20.91
2025
 x 100
Asset Turnover (times) = 22.1

Appendix 1.6
Next – 6118.1/4,872.5 = 1.26   
Matalan –  985.00/787.5 = 1.32 
John Lewis – 11,113/6,590 = 1.69

Appendix 1.7
2023
 X 100
Return on Owner’s Equity (%) =  47
2024
 x 100
Return on Owner’s Equity (%) = 52.94
2025
 x 100
Return on Owner’s Equity (%) = 45.47

Liquidity – Appendix 2
Appendix 2.1
2023
 
Current Ratio = 2.04
2024
 
Current Ratio = 1.96
2025
 
Current Ratio = 1.70

Appendix 2.2
2023 – 2025 Difference in Asset and Liability Gains = + 415.4 + 473.1

Appendix 2.3
2023
  
Acid Test = 1.44
2024
 
Acid Test = 1.35
2025
 
Acid Test = 1.14

Appendix 3 – Efficiency
Appendix 3.1
2023
 
Asset turnover = 1.26
2024
 
Asset Turnover = 1.16
2025
 
Asset Turnover = 1.26

Appendix 3.2
2023
 x 365
Stock Turnover (Days) = 85.48 
2024
 x 365
Stock Turnover (Days) = 91.41
2025
 x 365
Stock Turnover (Days) = 90.85

Appendix 3.3
2023
 x 365
Receivables Paying Period (Days) = 103.36 
2024
 x 365
Receivables Paying Period (Days) = 89.99
2025
 x 365
Receivables Paying Period (Days) = 96.6

Appendix 3.4
2023
 x 365
Creditor Paying Period (Days) = 101 Days
2024
 x 365
Creditor Paying Period (Days) = 117.9
2025
 x 365
Creditor Paying Period (Days) = 113.1

Appendix 4 – Gearing
Appendix 4.1
2023
 
Gearing (%) = 35.87%
2024
 x 100 
Gearing (%) = 35.31
2025
 x 100
Gearing (%) = 30.59

Appendix 5 – Investment
Appendix 5.1 
2023
 
Earnings per Share (€) = 2.79
2024
 
Earnings per Share (€) = 3.20
2025
 
Earnings per Share (€) = 3.00

Appendix 5.2
2023
 
Dividend Cover = 3
2024
 
Dividend Cover = 3.22
2025
 
Dividend Cover = 2.88

Appendix 5.3
2023
 x 100
Dividend Yield (%) = 2.54
2024
 x 100
Dividend Yield (%) = 2.27
2025
 x 100
Dividend Yield (%) = 1.72

Appendix 5.4
2023
 
Interest Cover = 12.09
2024
 
Interest Cover = 11.3
2025
 
Interest Cover = 11.13

Appendix 5.5
2023
 x 100
Return on Equity (%) = 43.5%
2024
 x 100
Return on Equity (%) = 53.4%
2025
 x 100
Return on Equity (%) = 45.4%

Appendix 5.6 
2023
 
Price/Earnings (P/E) = 17.80
2024
 
Price/Earnings (P/E) = 18.50
2025
 
Price/Earnings (P/E) = 30.41

Task 2 – 
Appendix 6.1 - Capital Allowance Equation (£,000)
Option A - Retail Expansion 
Capital Allowance per year = 20% x £600
= £120
Option B - Internet Sales
Capital Allowance per year = 20% x 1,000
= 200
Capital Allowance per year = 20% x 1,000
= 320

Appendix 6.2 - Corporation Tax (£,000)
Tax Shield per year = 25% x 120 = £30
*£30 tax saving is added to following year cash flow 
Tax Shield per year = 25% x 200 = £50
*50 tax saving is added
Tax Shield per year = 25% x 320 = £80
*80 tax saving is added 

Appendix 6.3 - After Tax Cash Flow of the 4-Year Investment Plan (£,000)
Option A
Year 1
After Tax Cash Flow
Pre Tax = 200 x (1 - 0.25) = 0.75
After Tax Cash Flow = 150
Tax Shield = 150 + 30
Net Cash Flow = 180

Year 2 
After Tax Cash Flow
400 x 0.75 = 300
300k + 30k = 330k

Year 3 
After Tax Cash Flow
500k x 0.75 = 375k
375k + 30k = 405k

Year 4 
After Tax Cash Flow
700 x 0.75 = 525
525 + 30 = 555

Option B
After Tax Cash Flows
400 x 0.75 = 300 + 50 = 350 
450 x 0.75 = 337.5 + 50‎ = 387.5 
720 x 0.75 = 540 + 50‎ = 590 
980 x 0.75 = 735 + 50 ‎ = 785 

Option C
450 x 0.75 = 337.5 + 80  = 417.5
700 x 0.75 = 525 + 80 ‎ = 605
900 x 0.75 = 675 + 80 = 755 
1200 x 0.75 ‎ = 900k + 80 ‎ = 980 

Appendix 6.4 - Discount Factors Equation
Formula = 1 / (1.06)t
Year 1 
1/(1.06)1 = 0.943
Year 2
1/(1.06)2 = 0.890
Year 3
1/(1.06)3 = 0.840
Year 4
1/(1.06)4 = 0.792

Appendix 6.5 - Discount the Cash Flow (£,000)
Option A
Year 1
180 x 0.943 ‎ = 169.74
Year 2
330 x 0.890 ‎ = 293.7
Year 3
405 x 0.840 ‎ = 340.2
Year 4
555 x 0.792 ‎ = 439.56
Add them all up = £1,243.2

Option B
Year 1
350 x 0.943 = 330.1
Year 2
387.5 x 0.890 ‎ = 344.875
Year 3
590 x 0.840 ‎ = 495.6
Year 4
785 x 0.792 ‎ = 621.72
Add them all up = £1,792.30

Option C
Year 1
417.5k x 0.943 = 393.7
Year 2 
605k x 0.890 = 538.45
Year 3 
755k x 0.840 = 634.2
Year 4
980k x 0.792 = 776.2
Add them all up = 2,342.55

Appendix 6.6 - Calculate Net Present Value (£,000)
Option A
Total Present Value of inflows = 1,243.2
Initial Investment = 600
1,243.2 - 600 ‎ = £643.2 

Option B
Total Present Value = £1,792.3
Initial Investment = £1,000
1,792.3 - 1,000 ‎ = £792.3

Option C
Total Present Value = £2,342.55
Initial Investment = £1,600
2,342.55 - 1600 ‎ = £742.55

Appendix _ - Summary (£,000)
Option A - £643.2
Option B - £792.3
Option C - £742.55

Appendix 6.7 - Internal Rate of Return (%) for Option B
Formula = 1 / (1 + %)t
25%
1 /  = 0.8  350 x 0.8 = 280
1 /  = 0.4 387.5 x 0.4 = 155 
1 /  = 0.267 590 x 0.267 = 157.53
1 /  = 0.2 785 x 0.2 = 157
1000 - 749.53 
NPV = 250.47 (£,000)

32%
1 /  = 0.758  350 x 0.758 = 265.3
1 /  = 0.574 387.5 x 0.574 = 222.4
1 /  = 0.435 590 x 0.435 = 256.7
1 /  = 0.329 785 x 0.329 = 258.3
1000 – 1,002.7
NPV = -2.7 (£,000)

Appendix 6.8 - Asset Lifespan 
100% / Annual Rate
100 / 20 = 5 years
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