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[bookmark: _Toc218355791]Execution Summary
This report provides board level financial insight through two linked tasks. Task 1 evaluates Tesco PLC using 2024 and 2025 of profitability, liquidity, efficiency, gearing, and investor ratios. The analysis shows broadly stable gross margin, but a weaker operating margin in 2025, which indicates higher operating cost pressure or planned reinvestment. ROCE remains stable and slightly higher, supported by stronger sales generation relative to capital employed. Liquidity ratios fall on a year-end basis, but interpretation requires caution because the balance sheet is affected by classification changes linked to assets held for sale, and because large food retailers often operate with net current liabilities. Leverage indicators improve modestly and interest cover strengthens, yet long term obligations such as leases remain material and should be monitored alongside borrowings. Investor outcomes are mixed because total EPS rises strongly due to discontinued items, while continuing EPS declines, so performance communication should distinguish recurring and non-recurring drivers. Recommendations focus on tighter cost control linked to measurable outcomes, improved liquidity governance using adjusted measures and stress testing, and continued working capital discipline without weakening supplier resilience.

Task 2 appraises Westward Plc’s three growth options using after tax net present value at a 6% cost of capital and estimates IRR for the preferred option. All options generate positive NPV, with option B, internet sales, ranked highest and an IRR of about 33%. Under a £2.5 million funding limit with divisible projects, the optimal policy is to undertake A and B fully and part of C to maximise total NPV. The report concludes with financing guidance that balances internal funds, debt, leasing, and equity to preserve flexibility and manage risk during execution.
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[bookmark: _Toc218355792]1. Introduction 
This combined report supports board level decision making by applying two core areas of financial management. The first area is performance diagnosis through financial statement analysis. The second area is investment decision making through discounted cash flow appraisal. Together, these tasks reflect how directors translate accounting data and forecasts into judgements about value creation, risk exposure, and resource allocation. The report is written for directors and therefore focuses on decisions, drivers, and implications rather than only on calculation.
Task 1 evaluates Tesco PLC using profitability, liquidity, efficiency, gearing, and investor ratios for two years. Ratio analysis is used because it converts large financial statements into indicators that can be compared across time and linked to business choices. The report does not treat ratios as isolated scores. Instead, it interprets movements through operational and financial explanations that are plausible for a large food retailer. The analysis also recognises that ratios can shift because of classification decisions, timing at the reporting date, and changes in accounting treatment. For that reason, Task 1 combines ratio trends with careful discussion of what the numbers can and cannot prove. The goal is to provide directors with a clear view of strengths, pressures, and management priorities that follow from the evidence.

Task 2 moves from diagnosis to forward looking choice. Westward Plc faces three expansion options with different initial spending and cash flow patterns. The report uses net present value as the main decision criterion because it measures value added after allowing for the time value of money and the cost of capital. Internal rate of return is then estimated as a supporting metric that helps communication. Since real firms often face funding limits, the report also applies capital rationing with divisible projects, using a profit index logic to show how to allocate scarce capital in a way that maximises total value. The final element considers financing choices, because an attractive project can still fail if funding terms reduce flexibility or create excessive risk. The overall intention is to show a consistent decision process, from analysis of past results to selection and financing of future investments.

[bookmark: _Toc218355793]2. Task 1
[bookmark: _Toc218355794]2.1 Introduction
This report evaluates Tesco PLC financial performance and financial position using ratio analysis for the last two reported years, with a focus on profitability, liquidity, efficiency, gearing, and investor outcomes (CFA Institute, 2023). The ratios are calculated from the Group income statement and statement of financial position that you supplied, which align with the Group reporting dates in the Annual Report 2025. The aim is to identify what has improved, what has weakened, why these movements may have occurred, and what actions can strengthen financial management.

[bookmark: _Toc218355795]2.2 Methodology
Ratio analysis is a structured way to convert accounting numbers into comparable indicators, but results depend on definitions, accounting policies, and the balance sheet date used (CFA Institute, 2023). The two years are not fully like for like in liquidity presentation because the 2024 statement of financial position includes a large disposal group classified as held for sale, while the 2025 balance is minimal, which can mechanically change current assets and current liabilities (IFRS Foundation, 2025). This matters for interpretation because a sharp liquidity change can reflect reclassification and disposal timing, not only day to day trading cash generation.

[bookmark: _Toc218355796]2.3 Profitability analysis 
Gross profit rose slightly from 7.11% to 7.22%, which suggests Tesco preserved product margin despite continued price and cost pressures in the UK grocery market (PwC, 2024). A small movement can still be meaningful at Tesco scale because it is applied to almost £70bn of revenue, so small basis point gains can offset large cost lines. The stability is also consistent with a market where food inflation was easing through early 2024, but price levels remained high relative to 2022, which affects both customer behaviour and input costs (Office for National Statistics, 2024). 
Table 1. Key Profitability ratios (FY 2024 vs FY 2025)
	Ratio
	2024
	2025

	Gross profit
	7.11%
	7.22%

	Operating profit
	4.14%
	3.88%

	Net profit (including discontinued)
	1.75%
	2.33%

	ROCE
	10.62%
	10.81%

	ROE (profit for year)
	10.21%
	13.97%

	Net profit (continuing only)
	2.59%
	2.29%

	ROE (continuing only)
	15.11%
	13.75%



Operating profit fell from 4.14% to 3.88% even though gross margin improved, which indicates that operating costs rose faster than gross profit growth, or that Tesco chose to reinvest margin into service, pricing, or capability (Tesco PLC, 2025). This pattern is plausible in a year where retailers faced tighter competition for share and needed to spend to defend value perception and loyalty. External market evidence indicates that Tesco remained the largest grocer and grew sales in late 2024, which can be associated with promotional intensity and higher operating activity (Kantar, 2025). A key board focus should be whether the cost increase is structural, such as wage and energy baselines, or discretionary, such as investment spending that should generate future gains.

Net profit rises when discontinued items are included, from 1.75% to 2.33%, but the continuing only net profit falls from 2.59% to 2.29%. This divergence shows that the improvement in total net margin is not driven by core continuing trading profitability, but by the swing in discontinued results (Tesco PLC, 2025). For directors, the continuing measure is the better indicator of ongoing earning capacity because discontinued operations will not repeat at the same scale. IFRS based analysis guidance treats non recurring items as a major source of distortion in trend analysis, so continuing performance should anchor planning and targets (CFA Institute, 2023).
ROCE is stable to slightly higher at 10.81% from 10.62%, which suggests Tesco maintained returns on long term capital even while operating margin softened. This is supported by the improvement in asset turnover from 2.57 times to 2.79 times, showing stronger revenue generation per unit of capital employed, which is typical of scale retail models (PwC, 2024). The interpretation should still be cautious because capital employed here is affected by classification choices and by the year-end balance sheet snapshot, not an average through the year (CFA Institute, 2023).

ROE using total profit for the year rises from 10.21% to 13.97%, but ROE for continuing only falls from 15.11% to 13.75%. The increase in total ROE is driven mainly by the improvement in profit for the year that includes discontinued performance, rather than improved continuing profitability (Tesco PLC, 2025). This reinforces the need to track both measures in board reporting, because shareholder returns will be influenced by both strategic disposals and the continuing retail model. Under governance expectations, directors should explain performance drivers clearly and ensure investors can distinguish core results from one off movements (Financial Reporting Council, 2024).

[bookmark: _Toc218355797]2.4 Liquidity analysis
The current ratio fell from 0.81 to 0.64 and the quick ratio fell from 0.68 to 0.44, which is a significant weakening on a year-end basis. A major mechanical driver is visible in the balance sheet: assets held for sale were £7,783m in 2024 but only £50m in 2025, so current assets reduced sharply year on year in this presentation (IFRS Foundation, 2025). This does not necessarily mean Tesco lost cash generating power in day-to-day retail, but it does mean the headline current ratio is not directly comparable without adjusting for disposal group classification.

Table 2. Key Liquidity ratios (FY 2024 vs FY 2025)
	Ratio
	2024
	2025

	Current ratio
	0.81
	0.64

	Quick ratio
	0.68
	0.44



Even after allowing for classification effects, the ratios confirm that Tesco runs with net current liabilities, which is common for large food retailers due to rapid cash sales and extended supplier terms (Deloitte, 2024). This model can be efficient because it reduces the need for working capital funding, but it increases sensitivity to shocks such as demand swings, supplier disruption, or unexpected cash outflows. In a higher interest rate environment, liquidity resilience matters more because refinancing and short-term funding can become more expensive even when rates start to ease (Bank of England, 2025). The board should therefore interpret low liquidity ratios alongside cash flow, committed facilities, and stress testing, rather than treating the ratios as standalone pass-fail metrics.

[bookmark: _Toc218355798]2.5 Efficiency analysis 
Inventory days increased slightly from 15.31 to 15.74, which implies marginally slower stock turnover. This may reflect range changes, more general merchandise exposure, or a deliberate choice to protect availability and service levels during uncertain demand (PwC, 2024). The increase is small, but at Tesco scale it can still tie up meaningful cash, so inventory discipline should remain a priority. Research on working capital management often finds that small changes in inventory and receivables can affect profitability through cash costs and operational flexibility, even when revenue is stable (Huynh, 2025).

Table 3. Key Efficiency ratios (FY 2024 vs FY 2025)
	Ratio
	2024
	2025

	Inventory days
	15.31
	15.74

	Receivable days
	7.41
	7.14

	Payable days
	59.85
	59.15

	Asset turnover
	2.57 times
	2.79 times



Receivable days improved from 7.41 to 7.14, which indicates tighter collection or a shift in mix toward faster settling channels. In supermarkets, receivables can reflect card settlement timing and business customer exposures, so the improvement may indicate smoother payment processing and reduced credit exposure (CFA Institute, 2023). Payable days shortened slightly from 59.85 to 59.15, which could mean Tesco paid suppliers slightly faster or had a different mix of supplier terms. A very long payable period supports negative working capital, but it must be balanced against supplier resilience and reputation risk, especially when the sector is managing cost inflation and supply chain disruption (Deloitte, 2024).

[bookmark: _Toc218355799]2.6 Gearing and coverage analysis 
Both gearing measures improved, with debt to equity based on non current borrowings falling from 48.72% to 43.64% and debt over debt plus equity falling from 32.76% to 30.38%. This suggests a modest improvement in balance sheet resilience, either through lower borrowings, stronger equity, or both (Tesco PLC, 2025). Interest cover rose from 3.50 times to 3.63 times, which indicates slightly stronger capacity to meet finance costs from operating profit. This movement is consistent with the reduction in Bank Rate that began during 2024 and continued into 2025, which can gradually ease interest expense on floating rate exposures and new refinancing (Bank of England, 2025). 

Table 4. Key Gearing and coverage ratios (FY 2024 vs FY 2025)
	Ratio
	2024
	2025

	Interest cover
	3.50 times
	3.63 times

	Gearing (non-current borrowings over equity)
	48.72%
	43.64%

	Gearing (debt over debt plus equity)
	32.76%
	30.38%



A limitation of the gearing ratios as calculated is that they exclude lease liabilities, even though Tesco has very large lease obligations in the statement of financial position. IFRS 16 requires recognition of lease liabilities and right of use assets, which increases reported liabilities and affects leverage and liquidity interpretation (IFRS Foundation, 2019). Evidence from post adoption research shows that IFRS 16 can materially change balance sheet structure and some liquidity ratios, which complicates time trend comparisons if analysts do not adjust definitions consistently (Lopes and Penela, 2024). For internal management, it is therefore helpful to track both borrowings based leverage and total obligations-based leverage, including leases, to avoid blind spots.

[bookmark: _Toc218355800]2.7 Investor indicators 
Total basic EPS increased strongly to 23.79p from 16.74p, but continuing basic EPS fell to 23.41p from 24.80p. The message is that shareholder reported earnings improved mainly because the discontinued segment swung from loss to profit, not because continuing earnings grew (Tesco PLC, 2025). This is important for valuation and dividend capacity because sustainable distributions should be grounded in continuing cash generation. Governance guidance emphasises transparent explanation of performance outcomes and the strength of internal controls that support reliable reporting, which is relevant when large strategic disposals create headline volatility (Financial Reporting Council, 2024).

Table 5. Earnings per share (EPS) movement
	EPS
	2025
	2024
	Change

	Basic EPS (continuing plus discontinued)
	23.79p
	16.74p
	+7.05p (+42.1%)

	Diluted EPS (continuing plus discontinued)
	23.51p
	16.56p
	+6.95p (+42.0%)

	Basic EPS (continuing only)
	23.41p
	24.80p
	minus 1.39p (minus 5.6%)

	Diluted EPS (continuing only)
	23.13p
	24.53p
	minus 1.40p (minus 5.7%)



The small gap between basic and diluted EPS in both years suggests limited dilution effects, so capital structure complexity is not the main driver of EPS change. For the board, the key investor narrative should therefore focus on continuing operating performance, cash flow, and capital allocation choices following the disposal, rather than on share count effects alone (CFA Institute, 2023). If you wish to extend investor ratio coverage, price earnings and dividend yield calculations can be added using year end market price and declared dividends, but those inputs were not included in the dataset used here.

[bookmark: _Toc218355801]2.8 Limitations of ratio analysis 
The first limitation is comparability across years, because the 2024-year end includes a large held for sale disposal group and the 2025-year end does not, which distorts liquidity and leverage trend interpretation (IFRS Foundation, 2025). The second limitation is that a year-end balance sheet is a snapshot, while Tesco’s working capital swings materially within the year around seasonal trading and supplier settlement cycles (Deloitte, 2024). The third limitation is accounting policy impact, because lease accounting under IFRS 16 increases reported assets and liabilities and can alter leverage and liquidity ratios even if underlying cash economics do not change (Lopes and Penela, 2024). The fourth limitation is that retail performance is sensitive to price inflation and customer trade down, so revenue growth may partly reflect price level change rather than volume or real margin improvement (Office for National Statistics, 2024). The final limitation is that ratios are high level and do not replace segment level analysis across UK and non-UK units, or across retail and financial services activities, which can have different risk profiles (CFA Institute, 2023).

[bookmark: _Toc218355802]2.9 Recommendations 
The first recommendation is to strengthen liquidity governance using adjusted measures that remove held for sale distortions and that track weekly cash and facility headroom. This should include stress tests for adverse scenarios, such as a sharp sales decline or supplier disruption, because low headline current ratios can mask vulnerability when shocks hit (Deloitte, 2024). It should also include board level monitoring of the internal control environment that supports accurate cash forecasting and working capital reporting, aligned with the updated governance expectations on internal controls (Financial Reporting Council, 2024).

To protect operating margin by separating cost growth into unavoidable inflation driven elements and discretionary investment, then linking each discretionary cost line to measurable operational outcomes. Retail sector analysis highlights that customers remain value conscious and that winning retailers combine strong value perception with reliable execution, so cost control needs to be paired with service and availability discipline (PwC, 2024). Management reporting should make reinvestment choices visible, so the board can judge whether margin pressure is a planned trade-off for long term advantage or an unmanaged drift.

Then the recommendation is to tighten working capital levers in a way that protects supplier relationships and resilience. Inventory days rose slightly, so actions such as better demand forecasting, improved replenishment parameters, and tighter slow moving stock controls can release cash without harming availability (Deloitte, 2024). Evidence from recent empirical work continues to support the view that working capital efficiency is linked to firm performance, which strengthens the business case for sustained focus on inventory, receivables, and payables discipline (Huynh, 2025). The board should also consider supplier health metrics alongside payable days, so cash optimisation does not create hidden supply risk.

To broaden leverage monitoring beyond borrowings to include lease obligations and interest rate sensitivity. IFRS 16 confirms that leases create recognised liabilities, and in a large store estate business this exposure is material for long term solvency and covenant headroom (IFRS Foundation, 2019). The interest rate environment has been easing since 2024, but the path can change, so Tesco should continue to manage refinancing timing, fixed versus floating mix, and hedge effectiveness under board approved risk appetite (Bank of England, 2025). A combined dashboard that links lease profile, debt maturity, and interest cover would give the board a clearer view of resilience.

Finlly is to improve external and internal performance communication in preparation for the newer presentation standard that aims to enhance comparability of performance subtotals and management defined measures (ICAEW, 2024). This is relevant because Tesco’s headline profit and EPS were heavily affected by discontinued operations, and clearer recurring performance measures can support investor confidence and internal accountability. The board should ensure that any adjusted performance measures are reconciled transparently to IFRS numbers and are consistently defined across periods.

[bookmark: _Toc218355803]3. Task 2
[bookmark: _Toc218355804]3.1 Introduction
This task evaluates 3 four-years investment options using net present value at a 6 cost of capital, then estimates the internal rate of return for the preferred option. The analysis applies a 25-corporation tax rate and capital allowances at 20 per year on a straight-line basis, as required in the brief. These methods aim to support an objective choice that increases firm value while recognizing that investment decisions also depend on strategy, risk, and delivery capability.

[bookmark: _Toc218355805]3.2 Assumptions and approach
The cash inflows provided are treated as pre-tax operating cash inflows arising at each year end. Tax is paid in the same year as the cash flow arises, and capital allowances reduce taxable profit each year, which creates a tax saving. This is consistent with standard investment appraisal practice where after-tax cash flows are the correct basis for discounting (Atrill and McLaney, 2024). The annual capital allowance is 20 of the initial investment, and the annual tax saving from allowances equals initial investment times 20 times 25 percent.

A convenient way to calculate annual after-tax cash flow is:
After tax cash flow = 0.75 × cash inflow + 0.25 × (0.20 × initial investment)
This structure reflects the role of tax and allowances in project appraisal, while noting that actual UK capital allowance rules are more complex than the simplified assumption used here (HMRC, 2025). The calculations below use £000 units for consistency with the inflow table. These assumptions make the appraisal transparent and comparable across options.

A. NPV calculations and results
Option A: Expand retail outlet
Initial investment = 600
Annual allowance tax saving = 600 × 0.20 × 0.25 = 30 each year
	Year
	Cash inflow
	After tax cash flow
	Present value

	1
	200
	180.0
	169.81

	2
	400
	330.0
	293.70

	3
	500
	405.0
	340.05

	4
	700
	555.0
	439.61

	
	
	PV of inflows
	1243.17

	
	
	NPV
	643.17



Option B: Develop internet sales
Initial investment = 1000
Annual allowance tax saving = 1000 × 0.20 × 0.25 = 50 each year
	Year
	Cash inflow
	After tax cash flow
	Present value

	1
	400
	350.0
	330.19

	2
	450
	387.5
	344.87

	3
	720
	590.0
	495.38

	4
	980
	785.0
	621.79

	
	
	PV of inflows
	1792.23

	
	
	NPV
	792.23



Option C: Produce wooden and Roman blinds
Initial investment = 1600
Annual allowance tax saving = 1600 × 0.20 × 0.25 = 80 each year
	Year
	Cash inflow
	After tax cash flow
	Present value

	1
	450
	417.5
	393.87

	2
	700
	605.0
	538.45

	3
	900
	755.0
	633.91

	4
	1200
	980.0
	776.25

	
	
	PV of inflows
	2342.48

	
	
	NPV
	742.48



At a 6% discount rate, all three options create positive net present value, so each is expected to add value under the stated assumptions. Option B has the highest NPV at 792.23, followed by option C at 742.48 and option A at 643.17, all in £000. Under value maximisation logic, the primary recommendation is to choose option B because it delivers the largest increase in present value for shareholders (Brealey et al., 2023). The ranking is clear on the numbers.

Option B should be selected because it provides the highest net present value and the strongest present value of inflows relative to its cost among the non-rationed choices. A practical interpretation is that the internet channel creates larger growth in years 3 and 4, which carries high weight even after discounting because the scale of inflows dominates the discount effect. This pattern aligns with the idea that value creation is driven by the timing and scale of future free cash generation rather than accounting profit measures (Koller et al., 2025). The decision should still be paired with delivery planning, since channel build and customer acquisition execution will drive whether the forecast is achieved.

[bookmark: _Toc218355806]3.3 Approximate IRR for the recommended option
IRR is the discount rate that sets NPV to zero, so it can be compared with the 6% cost of capital as a hurdle rate (ICAEW, 2019). Using the after-tax cash flows for option B of 350.0, 387.5, 590.0, and 785.0, NPV is positive at 32% and negative at 33%:
NPV at 32% = +2.64 (£000)
NPV at 33% = −16.12 (£000)
Linear interpolation gives:
IRR ≈ 32% + [2.64 / (2.64 + 16.12)] × 1% = 32.14%
This implies the project return is far above the 6% cost of capital under the stated cash flow assumptions, which indicates a wide value cushion. IRR should not replace NPV for ranking, but it provides a useful communication metric for directors. The result is economically attractive.

3.4 Interpret your results for management
3.4.1 Why NPV is the preferred appraisal method
NPV is preferred because it directly measures value added today after covering the full opportunity cost of capital, so it aligns with shareholder value creation as a decision objective (Brealey et al., 2023). NPV also handles the time value of money correctly by discounting later cash more heavily than earlier cash, which matters when options have different timing patterns. A further advantage is additivity: NPVs can be summed across projects, which supports portfolio planning and capital allocation when the firm faces multiple investment opportunities (Berk and DeMarzo, 2023). This additivity property is not shared by IRR when projects differ in scale or have non-standard cash patterns.

NPV is also consistent with wider appraisal guidance that uses discounted values to compare options across time, even though the Green Book is designed for public projects rather than private firms (HM Treasury, 2022). The key principle is the same: compare alternatives on a discounted basis using a consistent discount rate. This gives a defensible economic ranking. The method is therefore a strong foundation for the board’s choice.

3.4.2 Why methods without discounting remain popular
Despite the strengths of NPV, many managers still use payback or accounting rate measures because they are simple to calculate and easy to explain without requiring a discount rate estimate. Payback can be attractive when managers care about liquidity and short-term risk, especially under uncertainty about later year forecasts (Atrill and McLaney, 2024). Survey evidence also shows that payback remains widely used in practice alongside discounted methods, especially in smaller firms and in situations where uncertainty is high (Graham and Harvey, 2001). This suggests that decision makers often combine formal valuation with simpler screening tools.

Non discounting methods also fit behavioural and organisational realities, such as performance targets, budget cycles, and accountability for short horizon outcomes. They can support early rejection of clearly weak projects before spending time on more complex modelling. However, they can systematically bias decisions against longer term value creation because they underweight later cash generation. This risk is important for Westward Plc because options B and C rely on growth later in the four year period.

3.4.3 Other factors to consider before a final investment decision
Before committing, Westward Plc should complement the base case NPVs with sensitivity analysis on the most uncertain inputs, such as demand growth, gross margin, fulfilment cost, and competitive response. This is consistent with good risk practice that treats uncertainty as a core element of decision quality rather than an afterthought (ISO, 2018). For option B, customer acquisition costs, platform reliability, cyber risk, and returns handling can materially shift realised cash flows. For option C, supply chain capacity, product quality control, and retailer acceptance can change the sales ramp.

The board should also evaluate strategic fit and organisational capability, including whether management has the skills to run online operations at scale and whether existing systems can support stock visibility and delivery promises. Investment appraisal guidance stresses that financial appraisal should be integrated with strategic and operational assessment (ICAEW, 2019). The firm should also consider real options such as staging, piloting, and the ability to pause or expand depending on early performance. These governance choices can reduce downside risk while retaining upside potential. A robust implementation plan is essential.

[bookmark: _Toc218355807]3.4 Capital rationing with divisible projects
If funds are limited to £2,500,000 and projects are divisible, the optimal policy is to maximise total NPV within the budget by ranking projects using a profit index, defined as present value of inflows divided by initial cost (Berk and DeMarzo, 2023). Using the PV of inflows above:
Option A profit index = 1243.17 / 600 = 2.072
Option B profit index = 1792.23 / 1000 = 1.792
Option C profit index = 2342.48 / 1600 = 1.464
The ranking is therefore A, then B, then C. Invest fully in A (600) and B (1000), leaving 900 of the 2500 budget. Use the remaining 900 to fund 900/1600 = 0.5625 of option C.
Total NPV under this policy:
NPV(A) + NPV(B) + 0.5625 × NPV(C)
= 643.17 + 792.23 + 0.5625 × 742.48
= 1853.04 (£000)

This policy produces a higher total NPV than choosing only whole projects under the same budget, because divisibility allows the firm to take the best value per pound first. The board should still confirm that partial implementation of option C is operationally feasible. This keeps the policy realistic.

[bookmark: _Toc218355808]3.5 How the investment programme might be financed
Financing should balance cost, flexibility, and risk, while maintaining adequate liquidity and resilience. Internal finance through retained earnings avoids interest obligations and reduces exposure to refinancing risk, so it is often the first choice when funds are available (Atrill and McLaney, 2024). The drawback is opportunity cost, because using internal funds can crowd out other projects, and it concentrates risk if cash buffers become too thin. The board should set a minimum liquidity buffer and only commit surplus cash beyond that level.

Debt finance through a bank term loan can be suitable because interest is predictable and ownership is not diluted, which may be attractive for a firm seeking to keep control with existing shareholders (Brealey et al., 2023). Debt can also be tax efficient in general, although the exact benefit depends on the tax position and rules on interest deductibility. UK corporation tax rates have been stable at a main rate of 25% in recent years, which reinforces the need to model tax effects consistently in planning. The risk is that higher leverage increases financial distress costs and reduces flexibility if trading conditions weaken.

Leasing or asset finance can match payments to the use of assets, which can support cash management for options that require equipment or fit out spending. This can be helpful when the firm wants to preserve cash for working capital and marketing in early years (ICAEW, 2019). The disadvantage is that total financing cost can be higher than secured bank borrowing, and contracts can reduce flexibility if strategy changes. The board should compare effective interest rates and covenant terms carefully.

Equity finance through a rights issue can provide permanent capital and reduce insolvency risk, which can be valuable if the firm expects volatile cash flows during expansion (Berk and DeMarzo, 2023). The main downside is dilution and issue costs, and managers may worry about market timing and signalling. In practice, many managers show strong concern for earnings per share effects and dilution, which can shape financing choices beyond pure theory (Graham and Harvey, 2001). A balanced approach is often to fund a core portion with internal cash, then add moderate debt to avoid excessive dilution.

Under the scale of funding required here, a practical financing plan would be to prioritise internal funds for part of the outlay, then use a bank facility or leasing for the remainder to preserve liquidity. This approach can also align with simplified capital allowance assumptions used in appraisal, while noting that real UK allowance regimes differ and should be checked during detailed tax planning (HMRC, 2025). The final package should match the chosen option’s risk profile. Financing should support execution rather than constrain it.

[bookmark: _Toc218355809]4. Conclusion 
Across both tasks, the central message is that good financial management is a joined-up process. Directors need reliable measurement of current performance, but they also need disciplined appraisal of future opportunities. Task 1 shows how ratio analysis can reveal patterns behind headline profit and growth. Task 2 shows how discounted cash flow methods can turn forecasts into a defensible project choice. When used together, these tools improve decision quality because they connect past performance, current capacity, and future value creation.

In Task 1, Tesco shows a mixed picture that is typical of a large mature retailer. Profitability at the gross level is broadly stable, while operating margin weakens, which suggests cost pressure or planned reinvestment that needs board oversight. Returns on capital remain stable, supported by strong sales generation relative to capital employed. Liquidity ratios fall at the reporting date, but the interpretation needs care because the retail model often operates with net current liabilities and because classification effects can change the current section of the balance sheet. Gearing and interest cover improve modestly, which supports resilience, yet lease obligations remain a major long-term commitment that directors should monitor alongside borrowings. Investor outcomes also require split interpretation because total earnings per share are lifted by discontinued items while continuing earnings per share soften. The recommendations that follow from this pattern focus on cost discipline tied to measurable outcomes, stronger liquidity governance through adjusted monitoring, and tighter working capital control without harming supply stability.

In Task 2, the investment appraisal results indicate that each option generates positive net present value at a 6%cost of capital, so all can add value under the assumptions. The preferred option is the internet sales route because it delivers the highest net present value and a high internal rate of return, which suggests substantial value headroom. Under a funding limit with divisible projects, the optimal policy is to allocate capital first to the options with the highest value per pound and then to invest a fraction of the remaining option. This portfolio view is important because it reflects how boards actually allocate scarce resources. The final financing discussion highlights that internal funds, debt, leasing, and equity each offer different trade-offs between cost, control, and risk. The board should match the funding mix to the risk profile of the chosen investment and preserve operational flexibility during execution.

Overall, the combined work supports a board approach that is evidence based and balanced. Ratios guide attention to where performance and risk are moving, but they do not replace judgement. Discounted cash flow supports value-based choice, but it depends on the realism of forecasts and the strength of delivery plans. The best decisions come from combining these methods with sensitivity testing, capability assessment, and governance controls that keep the firm resilient while it pursues growth.
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Profitability
Gross profit %
· 2025 = 5,051 / 69,916 × 100 = 7.22%
· 2024 = 4,849 / 68,187 × 100 = 7.11%
Operating profit %
· 2025 = 2,711 / 69,916 × 100 = 3.88%
· 2024 = 2,821 / 68,187 × 100 = 4.14%
Net profit %
· 2025 = 1,630 / 69,916 × 100 = 2.33%
· 2024 = 1,192 / 68,187 × 100 = 1.75%
ROCE
· 2025 Capital employed = 38,890 − 13,820 = 25,070
ROCE = 2,711 / 25,070 × 100 = 10.81%
· 2024 Capital employed = 47,039 − 20,472 = 26,567
ROCE = 2,821 / 26,567 × 100 = 10.62%
ROE
· 2025 = 1,630 / 11,666 × 100 = 13.97%
· 2024 = 1,192 / 11,671 × 100 = 10.21%
Liquidity
Current ratio
· 2025 = 8,856 / 13,820 = 0.64
· 2024 = 16,606 / 20,472 = 0.81
Quick ratio
· 2025 = (8,856 − 2,768) / 13,820 = 6,088 / 13,820 = 0.44
· 2024 = (16,606 − 2,635) / 20,472 = 13,971 / 20,472 = 0.68
Efficiency
Inventory days
· 2025 = 2,768 × 365 / 64,205 = 15.74
· 2024 = 2,635 × 365 / 62,836 = 15.31
Receivable days
· 2025 = 1,368 × 365 / 69,916 = 7.14
· 2024 = 1,385 × 365 / 68,187 = 7.41
Payable days
· 2025 = 10,404 × 365 / 64,205 = 59.15
· 2024 = 10,303 × 365 / 62,836 = 59.85
Gearing
Gearing（Debt/Equity）
· 2025 = 5,089 / 11,662 × 100 = 43.64%
· 2024 = 5,683 / 11,665 × 100 = 48.72%
Gearing（Debt/(Debt+Equity)
· 2025 = 5,089 / (5,089 + 11,662) × 100 = 30.38%
· 2024 = 5,683 / (5,683 + 11,665) × 100 = 32.76%
Interest cover
· 2025 = 2,711 / 746 = 3.63x
· 2024 = 2,821 / 805 = 3.50x
Asset turnover
· 2025 = 69,916 / 25,070 = 2.79x
· 2024 = 68,187 / 26,567 = 2.57x
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The notes on pages 14110 211 form part of these financial statements.
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The notes on pages 1410 211 form part of these financial statements.
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