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Executive Summary
The purpose of this report is to analyse the financial performance and investment decision-making by studying an FTSE 100 index firm, Tesco plc, and a capital investment case study of Westward Plc to help inform the making of wise managerial and strategic decisions. Task 1 of the report evaluates the Tesco plc financial performance based on ratio analysis of the 2024 and 2025 financial years. The profitability ratios show an overall improvement as there is a rise in the gross profit margin, net profit margin, and the profit on capital employed, which shows that efficiency of operations and cost management has improved. Nevertheless, liquidity ratios suffered substantially, which implies an augmented solvency risk on a short-term basis. The efficiency ratios show active utilisation of assets and efficiency in using receivables, whereas the gearing ratios indicate that there is high dependence on debt funds, though this is manageable. Investor ratios depict increasing earnings per share, as well as better shareholder returns, but market valuation ratio should be interpreted carefully. Suggestions were given to consolidate the working capital control, streamline the capital structure and increase the shareholder value. Task 2 of the report is an appraisal of three investments that can be proposed to Westward Plc through use of Net Present Value as well as Internal Rate of Return. The response of all the projects was positive NPVs, though the internet sales expansion option proved to be the most attractive financially since it gave the highest NPV, and the IRR was high and far greater than the cost of capital. Another analysis that was conducted was capital rationing analysis, which was used to determine the most appropriate combination of investments given a finite budget of 2.5 million pounds. All in all, the report shows that effective decision-making and sustainable value generation are achieved with the help of sound financial analysis and strategic thinking. 
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[bookmark: _Toc217489487]Introduction 
Financial decision-making is important in making sure that modern organisations remain viable and competitive in the long term. Financial information is essential to managers and directors as they need it to determine performance, manage resources effectively, and make meaningful strategic judgments (Atrill, 2019). In this respect, analysis of financial statements and assessment of investment opportunities could be deemed as important tools to assess present financial health and opportunities for further development. In case of publicly listed companies, such analysis is especially crucial as it determines the confidence of shareholders, the value of shares on the market, and the choice of corporate governance.
The two areas of financial management that are subject of this report are financial performance analysis and investment appraisal. The initial section of report considers Tesco plc, a major multinational grocery retailer and one of the companies of FTSE 100 Index. Competing in a very competitive and low-margin retail sector, Tesco continuously experiences the pressures associated with cost management, supply chain management, liquidity management, and returns to the shareholders (Tesco, 2025). An analysis of Tesco's financial performance in last two years offers an understanding of effectiveness of the company in exploiting its resources, managing financial risk, and value creation for its investors.
The second section of the report deals with a strategic choice of investment to be made by Westward Plc, which is a manufacturing firm that produces high-grade curtains. Westward Plc is contemplating three alternative growth opportunities as part of four-year expansion strategies that involve various major capital investments and different risk-return profiles. These options require the application of the techniques of investment appraisal to determine whether they are financially viable and measure them in connection with the shareholder wealth maximisation.
The report also gives a financial analysis and a wider managerial framework by integrating ratio analysis with discounted cash flow techniques. It also cites positives of using the numbers to aid in strategic decision-making, in addition to identifying practical shortcomings and broader aspects in which corporate financial decisions are made.
[bookmark: _Toc217489488]Main Findings
[bookmark: _Toc217489489]Task 1: Financial performance analysis of Tesco plc
Methodology and Data Source: 
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Figure 1: Tesco plc logo
(Source: Tesco, 2025)
The secondary financial data used in this analysis includes annual reports of 2025 published by Tesco plc regarding the last two financial years, February 2024 and 2025. These reports contain audited financial statements, which makes them reliable and consistent as far as the information utilized is concerned (Tesco, 2025). As main method of analysis, the ratio analysis is adopted as it makes it possible to consider both the financial performance, position of a business, its efficiency over time, and to compare the results across time [Referenced to Appendix].
The ratios used fall under five major categories reflecting various aspects of financial performance. Profitability ratios determine Tesco's ability to generate returns on its activities. Liquidity ratios are used to analyse ability of the company to settle its short-term liabilities (Nasution and Yusleny, 2023). Efficiency ratios look into efficiency in using the assets and working capital (Rashid, 2021). Gearing ratios help in gauging degree of financial risk due to the capital structure, but investor ratios will help to understand returns to shareholders and market perception (Tulung et al. 2024). The use of secondary financial information is, however, limited because the data is historical and can be affected by accounting policies (Avi, 2023). Also, it does not exhaustively cover the aspect of qualitative or forward-looking elements impacting performance.
Ratio Calculations: 
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Figure 2: Ratio Calculations
(Source: Self-made)
Profitability Analysis:
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Figure 3: Profitability Analysis
(Source: Self-made)
The profitability ratios are used to measure how Tesco plc is able to make profits compared to the revenue and capital used. In the two years, Tesco has shown an upward trend of overall profitability. The gross profit margin and increase of gross profit margin marginally between 7.11 in 2024 and 7.22 in 2025, show a better control of the cost or a more successful pricing policy. This small improvement is despite company operating in the extremely competitive and low-margin grocery retail industry, meaning that the company is more efficient in its procurement and supply chain management. There was a greater increase in bottom-line performance as the net profit margin went upwards of 1.75 to 2.33. This turnaround can be explained by cheaper operating expenses, more manageable expenses, and less relative expense of finance expenses (Sudacevschi and Stefan Duicu, 2024). Considering the magnitude of Tesco operations, even minor percentages turn into high absolute growth of profits, which supports the necessity to be strict with costs.
The Return on Capital Employed (ROCE) changed between 2024 and 2025, switching up to 9.03% demonstrating efficiency in long-term capital use to generate operating profit. This enhancement is attributable to improvement of operating performance as well as a decrease in capital employed, which is partly due to asset rationalisation and management of the working capital (Yusrini, Hamid, and Khan, 2021). Increased ROCE is of pure essence, especially to shareholders, as they represent enhanced value-creation in comparison to the investment directed towards the business. On the whole, the trend of profitability of Tesco is favorable, but the margins are low, which reflects the nature of the grocery retail business and the necessity of operational effectiveness.
Liquidity Analysis: 
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Figure 4: Liquidity Analysis
(Source: Self-made)
Liquidity ratios are used to determine Tesco's capacity to finance its immediate financial liabilities. Findings show that there was a decline in liquidity during period between 2024 and 2025. The current ratio has decreased significantly to 0.64 as compared to 1.24, indicating that the current assets are no longer adequate to meet the current liabilities. Equally, the quick ratio decreased to 0.44 as compared to 1.05, showing that it has a lesser ability to fulfill short-term obligations without depending on inventory sales. This deterioration could be a result of variation in working capital policy of Tesco, such as less cash balances or more dependence on intensive short-term liabilities (Akgün and Memiş Karataş, 2023). Low liquidity ratios are not out of the ordinary in the retail version because cash inflows are high and inventory turnover is high, but ratios below 1 are still an augmented liquidity risk, especially during economic uncertainties or periods of interest rate increases.
Under the impact of the steady cash flow and pivotal supplier relations, Tesco has, a drastic decrease in the liquidity ratios can lead to a lack of financial flexibility. A low quick ratio would indicate that company would be more reliant on the inventory conversion, and the business would be vulnerable to the operational risk in case a demand decreases, or the chain of supply would be disrupted (Tarighi et al. 2024). On the whole, despite Tesco possibly being able to function at relatively low liquidity levels because of its size and market standing, the downward trend should be closely observed by the management to make sure that short-term solvency risks are kept under control.
Gearing Analysis: 
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Figure 5: Gearing Analysis
(Source: Self-made)
The gearing ratios give an insight into Tesco and its capital structure and financial risk exposure. The debt-to-equity ratio was a bit lower in 2025 than the 2.42 of 2024, and it shows that there was a slight decline in financial leverage. Even then, the value is high, indicating that Tesco depends heavily on debt funding. High gearing amplifies financial risk, especially where the interest rate is on the increase (Aldo, 2022). However, it can also serve shareholder returns when the debt is properly managed. The interest cover was raised to 3.63 times as opposed to 3.50 times, indicating a better capacity to provide interest due with operating profit. This enhancement indicates an increase in operating profitability and a decrease in the relative cost of finance, thus minimizing chances of financial distress (Jariah, and Lukiana, 2023). The conventional definition of an interest cover is that it should be over 3 times, and this will provide little protection in case of negative economic shocks.
Tesco's balance sheet indicates a risk-reward relationship. Though the company has high leverage, and it increases its vulnerability to declining economies, the consistency of the cash flows of the company and its market leadership eliminate part of this risk. Nevertheless, long-term use of debt would limit the ability to borrow in the future and become much more exposed to fluctuations in credit terms (Naomi, 2023). All in all, the gearing stance of Tesco is manageable, yet controlling debt is the key to staying afloat and ensuring value of shares.
Efficiency Analysis: 
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Figure 6: Efficiency Analysis
(Source: Self-made)
The efficiency ratios are used to determine the efficiency with which Tesco uses its assets and working capital to generate revenue. The inventory turnover slowed a bit as it went down to 23.85 times in 2024 to 23.20 times in 2025, indicating the inventory movement at a slightly slower pace. Although this change is not significant, it might indicate an increase in the stock level because of inflation pressure or strategic inventory tailoring to address the uncertainty in supply chain management (Kelka, 2024). The number of days outstanding debts decreased by 7 days to 6 days, which means that trade receivables were collected faster. This can lead to an improvement in the cash flow and minimise risk of non-payment of debts, but receivables are still a relatively small part of the Tesco asset base since most sales in the retail business are through the use of cash and card transactions.
The increase of asset turnover was substantial, as the ratio rose by 1.45 to 1.80 and indicating the utilization of assets in a more effective way to bring in revenue. The improvement could be associated with disposal of assets, store optimisation, or the swift sales level in comparison to the asset base. Increased asset turnover is especially useful in low-margin industries, where profitability depends very much on the volume and efficiency (Baddi, and Junnaykar, 2025). On balance, Tesco applies high operational efficiency, including positive changes in the asset utilisation and receivable management. But the lower turnover of inventory is an indication that there is more optimisation to provide to make the working capital more efficient.
Investor Analysis: 
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Figure 7: Investor Analysis
(Source: Self-made)
Investor ratios determine the appeal of Tesco as a shareholder. Earnings Per Share (EPS) gained as in 2024 £1.68, but in 2025, the figure is 2.39, which indicates excellent growth in profits, and in this case, the number of ordinary shares is lower than the number in 2024. The increase in EPS is a good indicator to investors that the company will be more profitable and will generate better returns per share. Although, price increased significantly, the Price/Earnings (P/E) ratio reduced to 157.59 when compared to 165.83. The decline can be mainly attributed to the extreme growth of EPS, which implies that the increase in earnings has outpaced growth of the share price (Sam, 2025). The low P/E ratio can show a better price to investors or a more cautious attitude to the market in future growth.
This increase in EPS, accompanied by a fall in P/E ratio, is an indication of growing fundamentals, yet the absolute levels are still very high. This could be indicative of market volatility, accounting manipulations, or one-off earnings influences, meaning it should be interpreted with caution (Cabán, 2024). On balance, investor ratios of Tesco indicate better returns on the shares and higher levels of confidence in the market, yet the investors must not neglect these ratios and regard these on the larger scale of the market conditions and other non-financial forces.
Limitations of Ratio Analysis: 
The fact that ratio analysis is a powerful and popular method to evaluate financial performance, it possesses some intrinsic limitations that cannot be ignored when analyzing the outcomes of Tesco plc. To begin with, ratio analysis is founded on historical financial data, which implies that it is a representation of the historical performance, as opposed to the future perspective (Avi, 2023). Also, ratios might not accurately reflect the new risks, strategic developments, or the market environment in the future, especially in a fast-changing retailing environment where consumer behaviour and economic uncertainties are rapidly becoming dynamic (Leong, 2025).
Second, the accounting policy difference may have a great impact on outcome of the ratio. Tesco financial statements are prepared under the IFRS, and as such, the management makes judgments by use of IFRS in aspects like asset valuation, depreciation of assets, measurement of inventory, and recognition of revenue (Picker et al. 2025). Period-to-period changes in accounting estimates or policies may mislead comparability, such that it is challenging to tell whether the difference in ratios is truly due to improved performance, such as the tools accounting is adjusted to.
The major constraint is also inflation since the effects of inflation alter the financial ratios, where declining revenues and costs get inflated at historical cost of assets (Kelka, 2024). During times of high inflation, both profitability ratios can seem to be more robust, even as the real purchasing power deteriorates, and asset-based ratios, including ROCE and asset turnover, can be exaggerated, decreasing the effectiveness of performance appraisal.
In addition to this, ratio analysis gives minimal qualitative information. It fails to find non-financial metrics like brand strength, customer loyalty, the quality of management, supply chain resilience, or ESG that are very important to the long-term success of Tesco. Accordingly, ratios cannot come up with a comprehensive evaluation of business performance (Rashid, 2021). Seasonal distortion in ratio reliability is also experienced in the retail business. During the peak seasons like Christmas, Tesco has a large variation in sales and inventory levels, which may skew the ratios at the end of the year and decrease comparability of other periods.
Recommendations for Financial Management Enhancement: 
According to the financial analysis, there are a few areas in which Tesco plc may improve its financial management to become more resilient and create long-term value. To begin with, Tesco needs to focus on working capital, as these ratios have decreased more than in 2024 in 2025. Elaborate demand forecasting software and stricter control of inventory may serve to constrain existing level of excess stock without compromising the supply of the product (Harahap et al. 2025). Also, additional streamlining of supplier payment conditions and better coordination within the supply channel would help to maintain liquidity in the short term without damaging supplier associations.
Second, long-term cost management plans are important in the low-margin and competitive grocery retail industry. Tesco must also stay invested in digital technologies, automation, and data analytics to simplify operations and decrease administrative and logistics expenses (Meng, 2024). Before the effect of inflation and increase in operating costs affects their profitability, efforts to enhance energy efficiency and store rationalisation would also be useful. 
Third, the capital structure optimisation of the company should be discussed in order to decrease the financial risk. Even though the level of gearing in Tesco is still within control, overreliance on debt exposes it to the risks of fluctuation in interest rates. Leveraging capital expenditure can be achieved by application of retained earnings, which will give strength to the balance sheet, resulting in financial flexibility (Odhiambo, Murori, and Aringo, 2025).
It is also crucial to manage the cash flow. Better cash flow forecasting, having sufficient liquidity buffers, and a close watch of the cash conversion cycles would allow Tesco to react more appropriately to the sudden economic or operational shocks.
Lastly, the improvement of shareholder value must be one of the key objectives. This may be implemented by a sustainable growth of earnings, a strong capital discipline and dividends, and a share buy-back balance (Ndayisaba and Ahmed, 2023). Better development of financial strategy and long-term growth plans will also help build investor confidence and boost the market valuation of Tesco.
[bookmark: _Toc217489490]Task 2: Investment appraisal analysis of Westward Plc
Context of Investment Decision: 
Capital investment is one of the most strategically important decisions that an organisation would undertake because it deals with huge investments of finances, long-term allocation of resources, exposure to risks, and uncertainties. The good capital budgeting process helps the management to calculate the opportunities that exist in options of investment (Bekaert, 2017). It also helps the management to choose projects that are in line with the objective of shareholder wealth maximisation (Frost and Rooney, 2021). In case of Westward Plc, a firm that is in the competitive home furnishing industry, the expansion decision is one of the core competencies that will determine the future growth, profitability, and competitiveness of the company.
Westward Plc is currently evaluating three mutually independent investment alternatives as part of its four-year expansion plan. Option A entails the expansion of its current and successful store to cover all product lines that may reinforce physical market strength and customer availability. Option B is centered on creation of sales online, where it would enable the company to capitalize on online opportunities, expand its market, and react to the evolving consumer buying trends. Option C suggests manufacturing wooden blinds and Roman blinds as one of the possible options, which is product diversification and entering of new market segments, but the start-up capital will be higher. Both alternatives are varied in terms of amount of investment, future cash flows, and risk, and a serious financial analysis is required (Bhimani, 2022).
In order to evaluate the financial feasibility of the alternatives, this report uses discounted cash flow methods, namely Net Present Value (NPV) and Internal Rate of Return (IRR). NPV has been applied in estimating contribution of projects to the shareholder value, discounting the future cash flows at the cost of capital in the company. And, the IRR adds on top of this analysis is the rate at which the preferred project will generate returns (Wangchuk, 2022). These methods taken together offer an effective model of comparison of investment structures and facilitate well-informed managerial decision-making.
Net Present Value Analysis: 
This section analyses the three suggested investment projects of Westward Plc as an evaluation, utilizing the Net Present Value (NPV) technique, with a cost of capital of 6%. NPV is applied in determining the possible value of every project in excess of the necessary rate of far-off earnings of the firm, considering the aspects of taxation and capital allowance (Lu and Yin, 2021).
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Figure 8: Calculations of Net Cash Flows
(Source: Self-made)
In all the options, the initial investment is incurred in Year 0. The corporation tax is paid at 25%, which is a calculation that the operating cash flows are modified to 75%, before tax. The capital allowances are allowed at 20% based on straight-line, which creates a stable annual tax shield throughout the four years of the project life. These tax shields are re-entered into the after-tax operating cash flows to get the net annual cash flows as used in the NPV calculation.
The initial capital needed in option A is £600,000. Upon correction of the tax and provision of the annual capital allowance tax driving force of tax shield, 30,000 would give the net cash flows, which are trending in an increasing direction over the four years. At a discount rate of 6%, the overall present value of inflows outweighs the initial cost, which leads to the NPV of 643.17k. It means that the concept, Option A, is also financially feasible and would be a value addition to the firm.
B is a more expensive investment with a descriptive initial investment of 1,000,000, but with better cash flows during the project life. Capital allowances tax saves the company an annual tax of 50,000. Option B generates the highest NPV of £792.23k after discounting the tax-adjusted cash flows of 6 percent, and so, it would be better in terms of value creation, which is high compared to other alternatives.
The alternative C involves the highest start-up cost of £1,600,000 and has an annual tax shield of 80,000. However, the greater amount of the total cash inflows is offset by a greater capital commitment, which lowers its relative appeal on a discounted basis. The NPV, thus, yields £742.48k, and this is positive but less than the one in the case of option B.
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Figure 9: NPV Calculations
(Source: Self-made)
According to the NPV values, the three projects are acceptable because they produce positive NPVs and consequently increase the shareholder wealth. Nevertheless, option B would be the best investment opportunity when comparing with others based on the financial performance with options A and C. Option B would have the highest NPV because it has the most capacity to give rise to value, taking into consideration the time value of money, taxation, and capital allowance (Arjunan, 2022). Therefore, purely on financial considerations, Westward Plc ought to emphasize Option B.
Internal Rate of Return Analysis: 
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Figure 10: IRR Calculations
(Source: Self-made)
After the analysis of Net Present Value, it is possible to obtain the Internal Rate of Return, the IRR of option B, because this project gave the biggest NPV and thus it was the one preferred as an investment. The IRR is the discount rate at which a project has an NPV of zero and the projected rate of return of the project (Wang, 2021).
The estimation of the IRR was done by using two discount rates through an interpolation approach (Arjunan, 2022). When discounted at 6% (R1), option B should have a positive NPV, and this is achieved by 792.23k, which is better than the cost of capital. When the discount rate increases to 40% (R2), the NPV value is -132.94k, indicating that the discount rate at this point is more than the true IRR of the project. Since the IRR falls within the two rates, the linear interpolation is used to determine the value of the IRR.
The standard formula for interpolation is used to calculate the IRR:
· IRR = R1 + [NPV1 / (NPV1 − NPV2)] * (R2 − R1)
Applying the values according to the above formula:
· IRR = 6% + [(£792.23 / (£792.23 − (−£132.94))) * (40% − 6%)]
This generates an estimated IRR of 35.24%. This value is significantly larger than the cost of capital of Westward Plc, 6%, which means that the trend of Option B is likely to produce significantly above the necessary rate of the company.
Using the IRR decision rule, the project that will be accepted is that with an IRR higher than the cost of capital, and vice versa should be rejected. Since the IRR of Option B is far higher than 6 percent, the project is purely financial and strengthens the previous suggestion made on the basis of NPV. These two appraisal techniques always favour the decision to accept the second alternative, which is the most profitable investment for Westward Plc.
Interpretation of Results for Management: 
Discussion of NPV Preference
Net Present Value (NPV) is the most generally accepted approach to investment appraisal, as it is commonly known as the most theoretically sound approach to appraisal of investments, since it freely integrates the time value of money because which appreciates the fact that money received today is valued higher than money received in the future. NPV represents timing and risk because discounting of the future cash flows is carried out at the cost of capital of the firm (Lilford, 2023). Notably, NPV is solely focused on maximisation of shareholder wealth because a positive NPV shows that a project will yield a great deal of returns that exceed the usual rate needed and consequently an addition to market value of the firm. The additivity property is another strength, whereby NPVs of the independent projects can be added together and enable the management to determine the overall effect of a series of investments on the corporate value (Dobrowolski and Drozdowski, 2022). Moreover, NPV also uses the assumption of reinvestment of interim cash flows at the cost of capital, which is a realistic assumption, as opposed to high reinvestment rates as used by IRR. On this basis, the NPV is regarded as the most valid basis of strategic capital budgeting.
Non-Discounting Methods
Although discounted methods of cash flow are better, non-discounted approaches like Payback Period and Accounting Rate of Return (ARR) are still prevalent in practice. Payback Period is appreciated for flexibility and ease of computation, which the managers can evaluate in a short time period to figure out how long it takes to pay back the initially invested funds. This approach also focuses on liquidity, which is of great concern, especially to a firm that experiences cash limits (Sam, 2025). ARR, which is calculated on the basis of accounting profits, is congruent with financial statements and may be more recognizable to non-specialized-trained managers (Brodziński, Brodzińska, and Szadziun, 2021). The two approaches are thus appealing because of familiarity to the manager and communications facilitation, despite the disregard for time value of money and the potential to make suboptimal decisions.
Other Investment Decision-Making Factors
Although financial metrics must be central in the quantitative appraisal, the investment decisions cannot be made based on financial metrics. Fit with the long-term objectives of the organisation is vital since projects that fit corporate strategy stand a higher chance of providing long-term value. Project viability may be greatly influenced by market conditions such as demand patterns and technological change (Attah et al. 2024). Also, cash flow risks and uncertainties should be properly considered (Pereira et al. 2024). The management should also look at the capability of operations, like the availability of skills and infrastructure, and other possible competitive reactions that can undermine the anticipated gains. These qualitative factors combined will make an investment decision balanced and well-informed.
Optimal Investment Policy: 
In cases of limited capital, capital rationing has to be applied in making investment decisions, and the aim is to optimise the total Net Present Value (NPV) using the budget at hand. Here, the capital limit that Westward Plc faces is a cap of £2.5 million, and the projects are identified to be divisible, that is to say, fractional investments can be made. In this type of situation, the most suitable decision criterion would be the Profitability Index (PI) (Vasiliev, Vasilieva, and Tupko, 2022).
The Profitability Index is computed as follows:
· PI = Present Value of Inflows /Startup Cost.
· PI = (NPV + Initial Investment)/ Initial Investment)
· Then PI = (NPV + Initial Investment)/Initial Investment)
Based on the NPVs between states calculated above, the result is:
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Figure 11: Profitability Index Calculations
(Source: Self-made)
Projects as identified by the PI are thus ranked as:
· Option A (highest), Option B,  Option C (lowest)
Optimal Investment Policy:
· Invest fully in Option A: £600,000
· Invest fully in Option B: £1,000,000
· Total capital used so far: £1,600,000
· Remaining budget: £900,000
Option C needs more capital, namely, £1,600,000; this permits only a portion of Option C to be followed:
· Fraction of Option C = £900,000 / £1,600,000 = 0.5625 or 56.25%
Contribution of NPV of Option C:
· 56.25% * £742480.12 = £417,645.07 (approx.)
Resulting Total NPV
· Option A NPV: £0.643,167.94
· Option B NPV: £0.792,231.20
· Fraction of Option C NPV: £417,645.07
· Total NPV = £1,853,044.21 (approx.)
In a capital rationing situation, with divisibility, the optimal investment policy is to completely invest in Options A and B and invest the remaining amount of capital in Option C. This plan will maximize the wealth of the shareholders as it produces the maximum NPV possible, which is about 1.85 million out of the 2.5 million budget limit.
Recommendation for Investment Financing:
In the proposed investment programme of Westward Plc, there are various long-term and flexible sources of funds, which come with different implications in terms of costs, risk, control, and flexibility. Reinvestment of earnings is one of the internal options, and entails using profits in the form of retained earnings instead of distributing the same as dividends. One of the most prevalent external sources is the bank loans that can provide huge capital, and their repayments are predictable. Whereas interest expenses add cost and risk, loans do not leverage control. Equity finance (new share issue) could attract a significant amount of capital not repayable and not subject to interest, making it creditworthy (Han and Gu, 2021). Westward can acquire low-cost assets under lease, without impacting its cash flow (Danda, 2024). Flexibility is enhanced with these arrangements, though it can lead to increased total costs and non-ownership. Lastly, financing through the means of government grants does not require repayment or interest, where provided in the form of subsidies, thereby limiting the cost and risk. Access and applicability may be restricted, however, by certain requirements of eligibility and strict compliance. In short, retained earnings with a well-considered external financing may postpone the cost, provide control and flexibility, coupled with allowing strategic expansion of the company.
[bookmark: _Toc217489491]Conclusion 
The report has presented an overall analysis of financial management and investment decision-making process using two related analysis processes. Task 1 critically evaluated the financial performance of Tesco plc through the ratio analysis in terms of profitability, liquidity, efficiency, gearing, and perspectives of investors. Based on the results, it was revealed that Tesco has increased its profitability and shareholder returns over the period, through greater operating performance and asset utilisation. Nevertheless, dwindling liquidity and high gearing mean continued short-term solvency problems and financial leverage issues. Although Tesco has a large size and a strong cash-generating capacity, which partially alleviates some of these risks, tighter working capital management, controlled cost management, and disciplined capital structure optimization should be highlighted by the analysis. The weaknesses of the ratio analysis, especially its age and non-qualitative nature, were also recognized, which supported the importance of interpretation. Task 2 used discounted cash flow technique to conduct an appraisal investment of Westward Plc in detail. The analysis conducted to evaluate NPV and IRR showed that the development of internet sales, as the choice of the second alternative, is the activity that adds the highest value. The capital rationing analysis showed further methods in which shareholder wealth can be maximised by funding constraints. 
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Tesco Income Statement: 
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(Source: Tesco, 2025)
Tesco Balance Sheet: 
[image: ]
(Source: Tesco, 2025)
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Ratio Formula 2024 Workings (£m) | 2024 Result | 2025 Workings (£m) | 2025 Result
Profitability Ratios:
* *
Gross Profit Margin (G P“"i:]/oRevm’e) LED /lgg’m) 7.11%  |(5,051/69916) *100|  7.22%
*
Net Profit Margin (Net Profit / Revenue) * 100 ez /lg§,187) 1.75% (1,630/69,916) * 100 2.33%
Return on Capital Enployed | (Operating Profit / Capital 2,821/(47,039 - 8.37% 2,711/ (38,890 - 9.03%
(ROCE) Employed) * 100 13.350) * 100 e 8.856) * 100 s
Liquidity Ratios:
Current Ratio (gt A Gl 16,606 / 13,350 124 8,856 /13,820 0.64
Liabilities
. . . (Current Assets - Inventory) / | (16,606 - 2,635) / (8,856-2,768) /
Qe AeiTe) e vl 13350 s 13.820 Qe
Gearing Ratios:
Debt-to-Equity Ratio Total Debt / Total Equity 28,252/ 11,665 2.42 27,228 /11,662 2.33
Tnterest Cover Oipzeing i/ e 2.821/805 3.50 2.711/746 3.63
Costs
Efficiency Ratios:
Inventory Turnover Cost of Sales / Inventory 62,836/ 2,635 23.85 64,205 /2,768 23.20
. (Trade Receivables / (1,349 / 68,187) * *
N
Receivables Days Revene) * 365 365 7 (1,210/69,916) * 36 6
Asset Turnover Revenue / Total Assets 68,187 /47,039 1.45 69,916 / 38,890 1.80
Investor Ratios:
. Net Profit/ No. of Ordi:
Earnings Per Share (EPS) | ol NO- otDramary 1,192/ 709 1.68 1,630 /683 2.39
Shares
Price—Earnings (P/E) Ratio | Market Price per Share / EPS 278.80/1.68 165.83 376.10/2.39 157.59
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Option Initial Cost Annual Capital Allowance (20%) | Annual Tax Shield (25%)
A £600 £120 £30
B £1.000 £200 £50
C £1,600 £320 £80
Option A
Year Pre-tax CF After-tax CF (75%) Tax Shield (20%) Net CF
1 £200.0 £150 £30 £180
2 £400.0 £300 £30 £330
3 £500.0 £375 £30 £405
4 £700.0 £525 £30 £555
Option B
Year Pre-tax CF After-tax CF (75%) Tax Shield (20%) Net CF
1 £400 £300 £50 £350
2 £450 £337.5 £50 £387.5
3 £720 £540 £50 £590
4 £980 £735 £50 £785
Option C
Year Pre-tax CF After-tax CF (75%) Tax Shield (20%) Net CF
1 £450 £337.5 £80 £417.5
2 £700 £525 £80 £605
3 £900 £675 £80 £755
4 £1.,200 £900 £80 £980
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NPV of Option A, B, and C

Year Discount Factor Option A DCEF: A Option B DCF: B Option C DCEFE: C
0 1 -£600.00 -£600.00 -£1,000.00 -£1,000.00 -£1,600.00 | -£1.600.00

1 0.943 £180.00 £169.81 £350.00 £330.19 £417.50 £393.87

2 0.890 £330.00 £293.70 £387.50 £344.87 £605.00 £538.45

3 0.840 £405.00 £340.05 £590.00 £495.38 £755.00 £633.91

4 0.792 £555.00 £439.61 £785.00 £621.79 £980.00 £776.25

NPV: A £643.17 NPV: B £792.23 NPV: C £742.48
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IRR of Option B

Discount Factor . Discount Factor
Year (6%) (R1) Option B DCF (40%) (R2) DCF
0 1 -£1,000.00 -£1,000.00 1 -£1,000.00
1 0.943 £350.00 £330.19 0.714 £250.00
2 0.890 £387.50 £344.87 0.510 £197.70
3 0.840 £590.00 £495.38 0.364 £215.01
4 0.792 £785.00 £621.79 0.260 £204.34
NPV 1 £792.23 NPV 2 -£132.94
IRR =RI + [{NPV1/(NPVI - NPV2)} * (R2-R1)]

IRR = 6% +[{792.23 / (792.23 - (-132.94))} * (0.4 - 0.06)]

IRR =6% + {(792.23/925.17) *0.34} IRR = 35.24%

IRR = 0.06 + (0.86%0.34)
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Option Initial Inve stment NPV PV of Inflows Profitability Index Rank
A £600,000 £643,167.94 £1.243.167.94 2.07 1
B £1,000,000 £792,231.20 £1,792,231.20 1.79 2
C £1.600.,000 £742.480.12 £2.342.480.12 1.46 3
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Group income statement

52 weeks ended S2veeksende
22 February 2025 24February 2024
Before adjusting _ Adjustngtems Beforeadusting  Adjustingtems
e hotes) Total eme otes Total
Notes em i m em em em
Continuing operations.
Revente from sale of goods and services 69191 - 69191 67673 - 67673
Insurance revenue 2 75 - 725 54 - 514
Revenue 2.3 69,916 B 69,916 68,187 - 68,187
Costof sales (63.886) @) (64.205) (62832) @ (62836)
Insurance service expenses 2 (508) - (598) (s - (s
Net expenses from reinsurance contracts held 2 (©2) - ©) ) - 48
Gross profit/lloss) 5,370 (19) 5,051 4853 @ 4,849
Administrative expenses (2.242) (98) 2.340) .02 @ 2028
‘Operating profit/(loss) 2 3128 ) 27m 2,829 O] 2821
Share of post-tax profit/lloss) ofjoint ventures and associates " @ - @ 6 - 6
Finance income 6 254 - 254 267 - 267
Finance costs 6 790, w4 746) (825 2 (805)
Profit/lloss) before tax from continuing operations 2,588 @73 2215 2,277 2 2,289
Taxation 7 ©690) . (6 (593) 8 (525
Profit/lloss) for the year from continuing operations 1898 (294) 1,604 1,684 80 1,764
Discontinued operations
Profit/(oss) for the year from discontinued operations 8 9 (65) 2% 56 629 72)
Profit/lloss) for the year 1989 (@59 1630 1,740 (548) 1192
Attributable to:
‘Owners of the parent (359) 1626 1736 (548) 1188
Non-controlling nterests - 4 4 - 4
(@59 1630 1,740 (548) 1192
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Group balance sheet

22rabrusry 2025 24Fabruary 2026 22Fabruary2025  24rabruary 2026
Notes m T Notes i tn
Non-current assets Non-current iabilities
‘Goodwilland other ntanglble assets. n 5087 5066 Trade and other payables 20 o) )
Property. plant and equipment. 2 262 7221 Borrowings 2 (5.089) (5:683)
Right of use assets 3 5560 5478 Leaseliabilties B .008) (7038)
Investment property 2 2 Provisions 2 t66) (75)
Investments n oint ventures and associates 18 o 102 Depositsfrom central bank 2 - (800)
Other investments 1 934 1546 Derivative financial nstruments 2 (208) 2
Trade and other receivables ® 58 36 Post-employment benefit deficit 2 (@on (6s7)
Reinsurance contract assets 2 124 15 Deferred taxliabilties 7 (503) (259)
Derivative financialintruments 2% 663 781 13,408) (1a,902)
Post-employment benefi surplus 20 56 22 Netassets .62 1,665
Deferred tax assets 7 ) 2 Equity
30034 30433 Sharecapial 20 26 445

Current assets Share premium 5165 5165
Other investments ® 1 206 Otherreserves 20 3340 331
Inventories ” 2768 263 Retained earnings 2935 2930
Trade and other receivables ® 1210 1349 Equity attributable to owners of the parent .66 671
Derivative financialintruments 2% 72 55 Non-controlinginterests @ ®
Current taxassets 2 10 Total equity Th.e62 665
Short-term nvestments 19 2223 218
e 0 2255 2340 Thenotes on pages 141 to 211 form part of these financial statements.

8,806 8823
‘Assets of the disposal group and non-current assets. g 50 7783
S Kenbushy itz

UL 16698 The financial statements on pages 135 to 211 were approved and authorised for lssue by the Directors
Current liabilities on 9 April 2025,
Trade and other payables 20 (10.364) (0260
Borrowings 2 (861 (1536)
Lease liablties B &) (584)
Provisions 23 @00) (206)
Insurance contract lsbites 2 (es2) (526)
Deposits from central bank 2 - t08)
Derivative financialintruments 2 ) 5
Current tax iabilties i) 0

13.820) 13,350)

Liabilties of the disposal group classified as held for sale 5 - 0.122)
Net current iabilties @,964) ,866)
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