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[bookmark: _Toc224863285]Executive Summary
This report conducts a comprehensive financial analysis of two different corporate scenarios in order to make strategic management decision-making. Task 1 entails a critical analysis of the financial performance of Tesco PLC as of 2024 and 2025 on the basis of their year ending. Based on the ratio analysis, the results show that Tesco has been able to secure a strong financial position against a backdrop of harsh macroeconomic headwinds such as inflation and supply chain disruptions. Tesco only has a slight decrease in the operating margin to 3.88% and a stable gross profit margin of 7.22%, with inflationary costs being strategically absorbed to secure its market share against the small assortment’s discounters. The decision to dispose of Tesco Bank brought about major changes in the liquidity and the gearing measures of the company but this is a strategic shift to the capital light retail model and not financial distress. Such recommendations as Retail Media to leverage on higher margins and artificial intelligence to optimise working capital are encouraged.
Task 2 examines three capital expansion alternatives of Westward Plc through techniques of investment appraisal. After accounting 25% corporation tax and 20% straight-line capital allowances; Net Present Value (NPV) analysis at a discount rate of 6% will show that the most viable individual project is Option B (developing internet sales) that will yield an absolute NPV of £792,231, an Internal Rate of Return (IRR) of 32.14%, and a discounted payback period of 2.66 years. Both C and A produced NPVs of £742,480 (discounted payback 3.04 years) and £643,168 (discounted payback 2.40 years), respectively. But taking other conditions such as hard capital rationing restricted up to £2,500,000, Profitability Index (PI) analysis shows that the best investment strategy is full funding on Option A (PI: 2.072) and option B (PI: 1.792) and partially funding option C (PI: 1.464) with the rest of the capital. This particular portfolio will maximise shareholder wealth producing an overall NPV of £1,853,044. It is advised that Westward Plc should use the Pecking Order Theory to finance this expansion using retained earnings and long-term debt such that they can enjoy the interest tax shields and reduce the Weighted Average Cost of Capital (WACC).
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1. [bookmark: _Toc224863287]Introduction
Financial assessment and investment evaluation are essential foundations of strategic planning that offers quantitative frameworks that make organisations to use limited capital effectively and systematically optimise shareholder wealth (Atrill, 2020; Mollah et al., 2021). This report is an attempt to use those theories of fundamental financial theories to two specific corporate situations to close the gap between the theoretical model and the real-world executive practice.
The first part critically analyses the financial status of the Tesco PLC which is the largest grocery retailer in the United Kingdom and uses the data provided in its 2024 and 2025 year-end reports. Although ratio analysis allows a background, quantitative base of historical performance (Lam, 2025; Walsh, 2008), traditional measurements are easily manipulated by corporate restructuring, changes in accounting standards and inflation (Laitinen et al., 2023). Thus, in order to do a thorough analysis, financial metrics of Tesco are assessed stringently concerning the existing macroeconomic context: a long-term cost-of-living crisis, food price inflation, fierce growth of limited assortment discounters (i.e. Aldi), and devastating supply chain shocks caused by discontinuous geopolitical events (Kauhanen et al., 2024; Wu et al., 2024). Most importantly, this discussion evaluates the effectiveness of Tesco strategy known as Save to Invest and the strategies of its transition back to pure-play retail model after the sale of the Tesco Bank.
The second part is an advisory report of the Board of Directors of Westward Plc, a manufacturer of quality curtains and appraised three mutually exclusive capital investments and foundations of expanding a physical retailing outlet (Option A), developing internet sales (Option B) or producing wooden and Roman blinds (Option C). Growth of corporations absolutely depends on healthy capital budgeting (Drury, 2021; Singh, 2024). These alternatives are analysed in this report in the approach of the discounted cash flow (DCF), namely Net Present Value (NPV) and Internal Rate of Return (IRR). The financial theory contends that NPV is the best methodology because it clearly uses the Time Value of Money (TVM) and accounts for risk (Eleba and Tubotamuno-Ojas, 2024). The report compares this theoretical soundness with the practical long-term popularity of non-discounting models, reporting the behavioural motivators and agency theories of managerial choices in favour of short-term liquidity (Hoang et al., 2024).
And, lastly, due to the nature of Westward Plc where it operates on hard capital rationing and is limited to a strict £250,000,000 budget, absolute NPV becomes theoretically inadequate to select a project. The company needs to take advantage of Profitability Index (PI), to determine the best project portfolio capable of creating the highest payoff using the limited capital. By strictly adopting the models, this report will mathematically prove that full-finance of Options A and B and part-finance of Option C would result in a value-maximising aggregate NPV of £1,853,044. At the end of the report, the recommendation will be to adopt an effective financing scheme in accordance with the Pecking Order Theory in order to maximise the cost of capital of the firm and risk financial distress (Bhimani, 2022; Moussa and Elmarzouky, 2024).
[bookmark: _Toc224863288]Main Findings
[bookmark: _Toc224863289]Task 1 - Financial Analysis of Tesco PLC
Financial ratios are important analytical aspects that assess the efficiency of a firm in terms of its operation, its liquidity and its stability. Ratio analysis allows meaningful comparisons across cross-sectional benchmarking of industry players and longitudinal analysis through the passage of time by mathematically normalising complex, absolute financial values based on income statement and balance sheet (Atrill and McLaney, 2021; Gazilas and Vozikis, 2024).
[bookmark: _Toc224863290]Profitability Ratios
Profitability ratios are of paramount importance in evaluating the very ability of a given firm to generate excess economic returns in comparison to its revenue generation and cost base of operations and capital used (Walsh, 2008). These measures in the framework of the UK grocery industry, which is a mature market with strong price competition and essentially slim margins, could assess the effectiveness with which a retailer can reconcile strategies of volume-driven pricing process and strict control over overhead costs (Goić et al., 2021). Investors especially focus on ROCE, which compares the efficiency with which the management utilises both debt and equity capital to provide operating profit (EBIT) and is the final gauge of corporate strategy implementation and long-term sustainability (Drury, 2021; Zsigmond et al., 2024).
[bookmark: _Toc224863312]Table 1: Profitability Ratios
	Ratio
	Formula
	FY 2024/25
	FY 2023/24
	Change

	Gross Profit Margin
	(Gross Profit / Revenue) × 100
	(5,051 / 69,916) = 7.22%
	(4,849 / 68,187) = 7.11%
	+11 bps

	Operating Profit Margin
	(Operating Profit / Revenue) × 100
	(2,711 / 69,916) = 3.88%
	(2,821 / 68,187) = 4.14%
	-26 bps

	Return on Capital Employed (ROCE)
	EBIT / (Total Assets - Current Liab.)
	2,711 / 25,070 = 10.81%
	2,821 / 26,567 = 10.62%
	+19 bps

	Return on Equity (ROE)
	(Net Income / Total Equity) × 100
	(1,630 / 11,662) = 13.98%
	(1,192 / 11,665) = 10.22%
	+376 bps



Although the global supply chains were encountering very high inflation pressures that severely affected the cost of the goods sold, Tesco gross profit margin was very resilient that it slightly improved to 7.11% to 7.22%. But the operating profit margin also decreased by 26 basis points and stood at 3.88%. This divergence between gross and operating margins requires deeper contextual analysis. The recent popular argument around the concept of the so-called greedflation has often implied that major companies have particularly increased their retail prices to inflate their margin through the cost-of-living crisis (Beresford and Hirst, 2020; Taylor et al., 2024). This story is actively refuted by the contracting operating margin of Tesco. Rather, it shows through an empirical execution of their corporate strategy (Save to Invest).
According to Musanovic and Halilbegović (2021), high inflation may easily blur operational reality, Tesco continued to absorb large structural increments in operational expenses in administration and distribution, including high-energy tariffs, logistic costs, and the impact of a minimum pay raise enforced by law, instead of fully transferring it to the final consumer. Management deliberately sacrificed short-term operating profit margins to maintain price parity by being proactive in terms of such programs as the Aldi Price Match, thus protecting their market share volume against aggressive limited-assortment discounters (Kauhanen et al., 2024).
Compared to its closest listed competitor, J Sainsbury plc, which recorded a underlying operating margin of about 3.1% in late 2024, a 3.88% margin actually indicates better cost control, scale economies of scale and the supplier bargaining power in the UK market structure which is oligopolistic (J Sainsbury plc, 2025). Also, the Return on Capital Employed (ROCE) improved slightly, by 10.62% to 10.81% showing the efficient use of capital and asset utilisation after the strategic decision of divesting the banking division. Moreover, the taken above impressive growth in the Return on Equity (ROE) of 10.22% to 13.98% is shown to lead to the inference that despite the compressed operating margins, the capital structure of the firm is well geared to yield high-quality net returns to its shareholders.
[bookmark: _Toc224863291]Liquidity Ratios
Liquidity ratios measure short-term financial strength of a firm, in particular, whether a firm can cover future short-term obligations in relation to the most liquid assets (cash, equivalents and receivables). According to traditional financial theory, a Current Ratio that is less than 1.0 is an indicator of distress, which points to potential technical insolvency and extreme liquidity shortage (Atrill, 2020). However, there is a modern financial literature, which states that sector-specific operational movements and especially cash conversion cycles often call and break this classical and severe presumption (Laitinen et al., 2023; Seretidou et al., 2025).
[bookmark: _Toc224863313]Table 2: Liquidity Ratios
	Ratio
	Formula
	FY 2024/25
	FY 2023/24
	Change

	Current Ratio
	Current Assets / Current Liabilities
	8,856 / 13,820 = 0.64
	16,606 / 20,472 = 0.81
	-0.17

	Quick Ratio
	(Current Assets - Inventory) / Current Liab.
	(8,856 - 2,768) / 13,820 = 0.44
	(16,606 - 2,635) / 20,472 = 0.68
	-0.24


The sudden decrease in the Current Ratio of Tesco by 0.81 to 0.64 over the course of a year appears to be extremely concerning, at first. This, however, generates a very important constraint of quantitative ratio analysis alone in times of significant structural corporate change (Ak et al., 2013). The addition of a significant figure of £7.78 billion in banking assets (loans and advances) held under sale to the balance sheet grossly misrepresented the FY24 figures. This financial anomaly can be eliminated by the FY25 Current Ratio of 0.64, which represents the true position of Tesco on a normalised basis of a pure-play grocery retailer after the disposal of Tesco Bank.
More importantly, the current ratio of 0.64 does not suggest the state of financial distress in the fast-moving consumer goods (FMCG) retail industry because of the structural advantage of the negative working capital cycle. The retail transactions that supermarkets make provide it with immediate, daily cash inflows but enables it to enjoy highly prolonged credit terms which it negotiates with its suppliers (typically 45 to 60 days). They are also successfully exploiting trade payables as a source of short-term funds at no cost to operate day-to-day business (Bhimani, 2022). The J Sainsbury plc is routinely supported with a Current Ratio of 0.6x to 0.7x when benchmarked accordingly (J Sainsbury plc, 2025). As a result, application of purely the conventional manufacturing liquidity status may result in disastrous errors in relating the financial viability within the retail industry since natural prediction of cash flow is much greater than it is supposed to be expressed in the standard models (Seretidou et al., 2025).
It is however important to note the Quick Ratio, which dropped to 0.44 as opposed to 0.68. Since this ratio does not include inventory, which cannot be sold at a discounted price in order to cover its current liabilities, the current ratio of 0.44 indicates that Tesco depends heavily on the daily sale velocity to cover its immediate liabilities, and that a strict process of managing its working capital should remain a crucial permanent priority.
[bookmark: _Toc224863292]Efficiency Ratios
The Efficiency, or activity, ratios are used to measure the competency of a business in terms of its agility of operations and its competency in its management of assets. They gauge the efficiency of the executive management in sweeping its assets and rotating its inventory to generate the highest revenue on the top line. It especially matters in the situation of FMCG retail where an accelerated speed of asset turnover has to compensate itself in an organic way to address the natural thin profit margins that are needed to sustain competitive prices (Marr, 2012; Wu and Lam, 2025).
[bookmark: _Toc224863314]Table 3: Efficiency Ratios
	Ratio
	Formula
	FY 2024/25
	FY 2023/24
	Change

	Inventory Turnover
	Cost of Sales / Average Inventory
	64,205 / 2,701.5 = 23.77 times
	62,836 / 2,490 = 25.23 times
	-1.46 times

	Inventory Days
	365 / Inventory Turnover
	365 / 23.77 = 15.4 days
	365 / 25.23 = 14.5 days
	+0.9 days

	Asset Turnover
	Revenue / Total Assets
	69,916 / 38,890 = 1.80 times
	68,187 / 47,039 = 1.45 times
	+0.35 times


Asset Turnover registered a significant, very favourable gain, increasing to 1.80 times, compared to 1.45 times. This goes a long way to affirm that there was strategic and financial rationale to sell Tesco Bank. Tesco has essentially de-balanced its balance sheet by selling one of its most capital-intensive financial units which needed huge reserves of regulatory capital. It is currently realising a lot higher sales per pound capital invested in the core retail infrastructure.
In contrast, Inventory Turnover rate decreased by 25.23 times to 23.77 times respectively, extending Inventory Days to 14.5 to 15.4 days. Although this may be traditionally considered on its own as loss of operational efficiency, it must be considered as calculated strategic reaction to dramatic macroeconomic volatility. The most notable issues in the realm of Global supply chains are the disruption of supply chains due to global political events, namely the geopolitical instability, and attacks in the Red Sea, which have significantly worsened transit time in shipping (Wang et al., 2025). The required yet expensive trade-off of holding larger physical inventory buffers in the UK distribution centres is necessary to guarantee product availability all the time and reduce the dire reputational risk of stockouts. This is fully reflective of contemporary literature on supply chain, which is trending here towards systemic resilience and contingency just-in-case buffering, rather than fragile, inflexible, and absolute just-in-time lean managing of inventory in the face of exogenous shocks (Karanam et al., 2024; Wu and Lam, 2025).
[bookmark: _Toc224863293]Solvency (Gearing) Ratios
Solvency, or gearing ratios, assess the financial framework and capital structure of a company over the long-term, implying the mathematical percentage of the amount of debt capital capitalising the entire asset base of the company as compared to the amount of equity capital. The ratios are crucial in a company to learn about its financial leverage, its exposure to the macroeconomic fluctuations in interest rates, and its general risk of going bankrupt or defaulting on its debt covenants (Saunders et al., 2021; Thanathamathee et al., 2024).
[bookmark: _Toc224863315]Table 4: Solvency (Gearing) Ratios
	Ratio
	Formula
	FY 2024/25
	FY 2023/24
	Change

	Debt Ratio
	Total Liabilities / Total Assets
	27,228 / 38,890 = 70.0%
	35,374 / 47,039 = 75.2%
	-5.2%

	Interest Coverage
	Operating Profit / Net Finance Costs
	2,711 / 746 = 3.63 times
	2,821 / 805 = 3.50 times
	+0.13 times


Tesco was able to reduce its Debt Ratio to 70.0% by the elimination of £7.1 billion in the bank deposits liabilities of the customers. Nevertheless, the debt ratio is still optically high at 70% as compared to non-retail industries. This indicator demonstrates how significant modern accounting standards are in the interpretation of ratios. Under the IFRS 16 (Leases), retail companies must take as an on-balance-sheet liability the future payment of lease regarding their physical store playgrounds (Thanathamathee et al., 2024). This creates a "debt illusion." Although a liability technically, long-term store leases are a matter of operational necessity, and not subject to the same refinancing norm in the near term, catastrophic to the enterprise failures as the normal corporate bond debt, or bank loans.
A much better, more dynamic and cash based indication of the true solvency of Tesco is that the Interest Coverage Ratio has increased to 3.63 times. The figure shows that the operating profit is more than enough to meet the yearly financing expenses of Tesco more than four times. This illustrates strong creditworthiness in the long-term giving a lot of headroom and the protection of the firm against future increases in the hawkish interest rates by the Bank of England.
[bookmark: _Toc224863294]Investor Ratios
Investor, or market-based, ratios derive value of the underlying corporate financial performance into capital market values. Equity investors and institutional fund managers scrutinise them extensively to decide how well the firm can create distributable wealth in terms of cash dividends and capital appreciation and, therefore, act as a direct, real-time measure of their confidence in the strategy of management (Bekaert, 2017; Pasupuleti et al., 2024).
[bookmark: _Toc224863316]Table 5: Investor Ratios
	Ratio
	Formula
	FY 2024/25
	FY 2023/24
	Change

	Earnings Per Share (EPS)
	Profit for year / Avg Shares
	23.13p
	16.63p
	+39.1%

	Price/Earnings (P/E) Ratio
	Share Price / EPS
	290p / 23.13 = 12.54
	275p / 16.63 = 16.53
	-3.99

	Dividend Yield
	Dividend per Share / Share Price
	13.70p / 290p = 4.72%
	12.10p / 275p = 4.40%
	+32 bps


The shareholder returns were outstanding, and the Earnings Per Share (EPS) had soared by a staggering 39% to 23.13p. This indicator highlights the effectiveness of the cost discipline and capital efficiency initiatives used by the management after the restructuring. At the same time, Tesco is strongly positioned as a blue-chip defensive stock with a dividend yield standing at 4.72%. This is very competitive yield in the macroeconomic environment where investors are aggressively trying to find safe havens against inflation and economic stagnation at the established risk-free UK Gilt yields. This solid cash flow is the direct indication that the management had placed a lot of confidence on the long-term underlying profitability of the firm after the bank disposal and demonstrates that the company can be able to generate value of shareholders despite operating in a highly competitive consumer market that is saturated too.
[bookmark: _Toc224863295]Limitations of Ratio Analysis
Although the above financial analysis offers invaluable diagnostic information, the theoretical shortcomings of ratio analysis should be strictly realised to avoid faulty decision making.
To start with, ratios are backward looking in nature and structure. They purely use historical accounting information which often is incapable of monitoring sudden changes in consumer behaviour, new competitive technological threats, or future macroeconomic shocks (Akhtar et al., 2025; Dasilas and Rigani, 2024). The high historical ROCE is not an assurance that one can not be disrupted in the market in the future.
Secondly, differing corporate accounting policies, aggressive repositioning, and the window dressing of results at the end of a period can be disastrous in terms of their effects on longitudinal trend study, as well, as on cross-sectional inter-firm comparability, as demonstrated by Tesco banking disposal as well as the structural, balance-sheet-inflating effects of IFRS 16 (Dey et al., 2018; Walsh, 2008).
Lastly, general quantitative ratio analysis completely disregards critical non- financial qualitative measures, i.e. retention of employees, commitment to ESG (Environmental, Social and Governance) actions, brand equity and quality of corporate governance measures. These unquantifiable qualitative factors are now becoming the main, long-range contributors to the sustainability of the corporate and its financial resilience that is fundamentally not reflected or appreciated by traditional and unchanging balance sheets (Minutiello et al., 2025; Toumeh, 2024).
[bookmark: _Toc224863296]Strategic Recommendations
Drawing up the analysis of the financial analysis and in terms of the macroeconomic environment, the following strategic recommendations are offered to Tesco PLC:
Increase Accelerate Retail Media Growth: Traditional retail operating margins are structuralised to less than 4% as a result of the discounter price war and Tesco needs to expand its profit pool vigorously. The idea of massive expansion of the Tesco Media & Insight Platform, which is the commercialisation of the Clubcard information to sell targeted advertising to FMCG suppliers is recommended (Apergis, 2021). This creates high-margin streams of revenue (frequently more than 60% gross margin) which will be completely immune to inflation in global food supply chains.
AI-Based Working Capital Optimisation: Tesco must use Artificial Intelligence (AI) and advanced predictive analytics in supply chain forecasting to overcome the reduced liquidity ratios (Quick Ratio of 0.44) (Chen et al., 2024; Enyejo et al., 2024). By fine tuning the subtle decision of balancing between inventory buffers and holding costs in the Red Sea this may release millions of trapped working capitals without jeopardising availability on shelves.
Optimise Capital Allocation via Share Buybacks: Considering the excellent free cash flow and high ROE caused by the bank disposal, the fact that the excess capital will be returned to shareholders through share buybacks will perpetually raise EPS measures and be a tremendous endorsement of the market confidence in the new pure-play retail-focused bank that is lean and efficient.
[bookmark: _Toc224863297]Task 2 - Strategic Investment Appraisal for Westward Plc
Westward Plc is considering three possible capital investment opportunities to spearhead its 4-year growth strategy: (A) growing its retail store, (B) creating an online sales platform and (C) manufacturing wooden and Roman blinds. Determination of the absolute best capital allocation is done through discounted cash flow (DCF) methods.
Appraisal Assumptions & Tax Adjustments Applied: By capital budgeting theory, post-tax cash flows should be assessed as a true reflection of an economic reality of a project (Drury, 2021). Precise compounding  has been employed to capture the accurate reflective present values using the firm hurdle rate of 6%.
· Cost of Capital (Discount Rate): 6%
· Corporation Tax: 25% (Paid in the year it arises).
· Capital Allowances: Straight Line (SL) 20% of initial investment. Capital allowances serve as a tax shield that is legit as it lowers profit subject to taxation prior to the 25% corporation tax and thereby enhances the net cash flow of the project (Atrill, 2020).
[bookmark: _Toc224863298]Investment Appraisal Analysis (NPV & Payback)
Option A: Expand Retail Outlet
· Initial Investment: £600,000
· Capital Allowance: £600,000 × 20% = £120,000 per year.
[bookmark: _Toc224863317]Table 6: NPV of Option A
	Year
	Op. Cash Flow
	Cap Allowance
	Taxable Profit
	Tax (25%)
	Net Cash Flow
	PV Factor (6%)
	Present Value

	0
	(£600,000)
	-
	-
	-
	(£600,000)
	1.000
	(£600,000.00)

	1
	£200,000
	(£120,000)
	£80,000
	(£20,000)
	£180,000
	0.943
	£169,811.32

	2
	£400,000
	(£120,000)
	£280,000
	(£70,000)
	£330,000
	0.890
	£293,698.83

	3
	£500,000
	(£120,000)
	£380,000
	(£95,000)
	£405,000
	0.840
	£340,045.81

	4
	£700,000
	(£120,000)
	£580,000
	(£145,000)
	£555,000
	0.792
	£439,611.98

	Total
	
	
	
	
	
	NPV
	£643,167.94


(Note: This reasoning of tax saving is based on the assumption that any taxable losses can be legally offset against the other profitable segments of the broader Westward Plc group).
Discounted Payback Period: Cumulative discounted cash flows indicate the true time required to break even in present value terms. By the end of Year 2, £463,510.15 has been recovered. In Year 3, £340,045.81 is generated in present value. Discounted Payback = 2 years + (136,489.85 / 340,045.81) = 2.40 Years.
Management Interpretation for Option A: The appraisal shows that the expansion of the retail outlet brings about strong shareholder wealth that gives it a very good NPV of £643,168. Under the stringent Discounted Payback Period, the project will be able to recover the capital cost invested in the project in a span of 2.40 years and this will limit the long-term liquidity risk of the firm. The derivative and conservative scaling cash flows indicate the low risk of capitalising on an existing retail base.
Option B: Develop Internet Sales
· Initial Investment: £1,000,000
· Capital Allowance: £1,000,000 × 20% = £200,000 per year.
[bookmark: _Toc224863318]Table 7: NPV of Option B
	Year
	Op. Cash Flow
	Cap Allowance
	Taxable Profit
	Tax (25%)
	Net Cash Flow
	PV Factor (6%)
	Present Value

	0
	(£1,000,000)
	-
	-
	-
	(£1,000,000)
	1.000
	(£1,000,000.00)

	1
	£400,000
	(£200,000)
	£200,000
	(£50,000)
	£350,000
	0.943
	£330,188.68

	2
	£450,000
	(£200,000)
	£250,000
	(£62,500)
	£387,500
	0.890
	£344,873.62

	3
	£720,000
	(£200,000)
	£520,000
	(£130,000)
	£590,000
	0.840
	£495,375.38

	4
	£980,000
	(£200,000)
	£780,000
	(£195,000)
	£785,000
	0.792
	£621,793.53

	Total
	
	
	
	
	
	NPV
	£792,231.21


Discounted Payback Period: Cumulative discounted cash flows. By the end of Year 2, £675,062.30 is recovered. In Year 3, £495,375.38 is generated in present value. Discounted Payback = 2 years + (324,937.70 / 495,375.38) = 2.66 Years.
Management Interpretation for Option B: Internet sales development is a very viable investment option, and it yields the best positive NPV of £792,231. The project has discounted payback recovery at 2.66 years and is secure in terms of providing liquidity in a higher period of 4 years. This digital expansion is the most economically viable individual strategic move by passing the 6% cost of capital based on the exact-discount basis and a huge surplus.
Option C: Produce Wooden and Roman Blinds
· Initial Investment: £1,600,000
· Capital Allowance: £1,600,000 × 20% = £320,000 per year.
[bookmark: _Toc224863319]Table 8: NPV of Option C
	Year
	Op. Cash Flow
	Cap Allowance
	Taxable Profit
	Tax (25%)
	Net Cash Flow
	PV Factor (6%)
	Present Value

	0
	(£1,600,000)
	-
	-
	-
	(£1,600,000)
	1.000
	(£1,600,000.00)

	1
	£450,000
	(£320,000)
	£130,000
	(£32,500)
	£417,500
	0.943
	£393,867.92

	2
	£700,000
	(£320,000)
	£380,000
	(£95,000)
	£605,000
	0.890
	£538,447.85

	3
	£900,000
	(£320,000)
	£580,000
	(£145,000)
	£755,000
	0.840
	£633,912.56

	4
	£1,200,000
	(£320,000)
	£880,000
	(£220,000)
	£980,000
	0.792
	£776,251.79

	Total
	
	
	
	
	
	NPV
	£742,480.12


Discounted Payback Period: Cumulative discounted cash flows. By the end of Year 3, £1,566,228.33 is recovered. In Year 4, £776,251.79 is generated in present value. Discounted Payback = 3 years + (33,771.67 / 776,251.79) = 3.04 Years.
Management Interpretation for Option C: Wooden and Roman blinds are very profitable ventures that bring an absolute NPV value of £742,480. Though, it has the highest capitals expenditures and longest payback period (discounted 3.04 years) of the three alternatives. Although is certainly value-accretive, the extended exposure of capital brings out the operational and liquidity risks that are more pronounced by diversifying into a manufacturing pipeline.
[bookmark: _Toc224863299]Internal Rate of Return (IRR)
Using only the absolute values of NPV pertaining to mutually exclusive projects, it is clear that Option B creates the greatest amount of wealth (£792,231) and should be the individual choice. The IRR should then be determined in a way that results in the decision of which discount rate should minimise the NPV of Option B to zero and identify its real efficiency margin.
Most importantly, the investment appraisal theory dictates that IRR should be determined based on the post tax Net Cash Flows but not the pre-tax operating cash flows. The calculation of the specific IRR shown in the table below is based on the linear, interpolation between the 30% and 35% in order to determine the precise rate at which the Net Present Value of the project will cross zero.
[bookmark: _Toc224863320]Table 9: Internal Rate of Return (IRR) Calculations
	Year
	Net Cash Flow (£)
	PV Factor (30%)
	Present Value at 30%
	PV Factor (35%)
	Present Value at 35%

	0
	(£1,000,000)
	1.000
	(£1,000,000.00)
	1.000
	(£1,000,000.00)

	1
	£350,000
	0.769
	£269,230.77
	0.741
	£259,259.26

	2
	£387,500
	0.592
	£229,289.94
	0.549
	£212,623.18

	3
	£590,000
	0.455
	£268,546.54
	0.406
	£239,800.58

	4
	£785,000
	0.350
	£274,849.52
	0.301
	£236,345.54

	Total
	
	
	NPV at 30% = £41,916.77
	
	NPV at 35% = -£51,971.44




Calculation: 





Calculated IRR: 32.14%. Since the post-tax IRR is 32.14% that is far larger than the cost-of-capital at Westward Plc, which is 6 per cent, the project has an enormous margin of safety. In case the macroeconomic forces outside make the cost of borrowing by the company to skyrocket, the internet sales project shall still come out as highly viable and value accretive.
[bookmark: _Toc224863300]Theoretical Evaluation of Appraisal Methods
When appraising capital projects, there is an absolute need to reconcile mathematical appraisal outputs with discipline to the financial theory. This part is a critical analysis of the paradigms that govern the contemporary methods of investment appraisal.
Theoretical Arguments for NPV as the Best Method of Appraisal
Financial theory always assumes that Net Present Value (NPV) is the inherently best and most theoretically sound way of investment appraisal. This dominance lies at the very bottom when it comes to the Fisher Separation Theorem (Fisher, 1930) that defines the need to have the decisions of the investors in a firm totally independent of the consumption preferences of its owners. Therefore, maximising shareholder wealth to an absolute extent is the only, unifying fiduciary duty of the corporate management (Atrill, 2020; Purnamasari and Adriza, 2024).
The NPV fulfills this goal in an ideal manner as it clearly recognises the Time Value of money (TVM). It mathematically identifies how capital received today is inherently worth more than the same capital received in the future because it has the capacity to earn alternative returns (opportunity cost) and it is vulnerable to inflation and its worth may be eroded (Singh, 2024). NPV offers a direct, absolute measure of added economic value, which is based on discounting all future cash flows of a required project over the entire life cycle at the firm-specific cost of capital which reflects the systemic risk through such methods as the Capital Asset Pricing Model (CAPM) (Dobrowolski and Drozdowski, 2022; Mollah et al., 2021).
Moreover, NPV circumvents the serious mathematical problem of the Internal Rate of Return (IRR). IRR with a rigid mathematical assumption, wrongly assumes that intermediate cash flows produced by a project will be reinvested vigorously at uniquely high rate of return on the project. The NPV is conservative and realistic in its approach to reinvestment so that it only happens at the minimum cost of capital at the firm. It means that NPV is the most wholly rational measure when comparing mutually exclusive projects of varying sizes or timelines (Drury, 2021; Farooq et al., 2022).
The Continued Popularity of Non-Discounting Methods
On the other hand, non-discounting approaches which are the simple Payback Period and the Accounting rate of Return (ARR) have serious theoretical short comings. The standard Payback Period does not recognise the time value of money whatsoever and is highly critical to a cash flow generated beyond some arbitrary payback level. This neglect has the potential to cause the catastrophic abandonment of very profitable, long-paying strategic investments (Visconti et al., 2023).
In spite of this theoretical weakness of Payback Period, in fact, empirical studies across the years display that Payback Period is exceptionally desirable among practical decision-makers (Arnold, 2019). Such an advanced paradox can be explained by a number of sophisticated behavioural and institutional theories:
· Bounded Rationality: This theory is proposed by Herbert Simon (1955) who argues that managers generally act in very complex and uncertain conditions with limited cognitive bandwidth and unreliable information. As a simplified yet highly communicable heuristic (rule of thumb), the Payback Period is able to quickly filter out over-risky projects without necessarily resorting to the complex and highly speculative forecasting of long term discounts (Hoang et al., 2024).
· Managerial Myopia & Agency Theory: Agency Theory illustrates a severe conflict of interests between the principals (shareholders) and the agents (managers). Since the compensation given to managers (including annual bonuses and stock options) is often dependent on short-term accounting notions (1 to 3 years) but not on NPV realisations (long-term) then managing executives are said to be myopic. They innately have a natural, self-interested interest in those projects, which yields high returns in the shortest time possible prior to their tenure or bonus-period and thus prefer Payback to NPV, which is long-term (Giglio et al., 2021).
· Liquidity Constraints: In the case of small companies or companies operating in a turbulent market structure, the immediate liquidity and capital recovery is a more logical priority than is the long-term theoretical profitability. A quick payback is a proper way of de-risking the initial investment, getting cash back into use to finance the next operational need within a short time.
Other Factors to Consider Before an Investment Decision
Strict quantitative appraisal should as ever be heavily overlaid with wider qualitative and strategic analysis, prior to final investment being performed. The expanded factors that should be put into consideration by the Board of Westward Plc are as follows:
· Strategic Fit & Real Options Theory: Conventional NPV is a fixed strategy that is based on the passivity of projects. The Real Options Theory states that capital investments are frequently characterised by entrenched (so-called) options (Abdul-Salam et al., 2021; Cassimon et al., 2023). Although Option B has the largest standalone NPV, the retailing market has been changing digitally in a rapid, structural change. The need to create a strong online presence (Option B) can come with an embedded "Option to Expand. The agile can use a digital platform to expand internationally in future with a very low marginal cost which is a crucial defensive strategic moat against competitor who already had started digitisation.
· Cannibalisation and Synergies: The Board should take into account the inter-project dynamics. Indicatively, in the instance whereby: (B) is undertaken, Internet Sales, will it have a devastating effect on the current pedestrian traffic and income concerning the physical retail store (Option A)? Alternatively, are cross-channel synergies to be created, including click-and-collect attracting increased total volumes (Bonfrer et al., 2022; Jena and Meena, 2025)?
· Operational Risk & Competency: Option C (Wooden and Roman blinds) comes with a whole new supply chain complexity, risks associated with sourcing of raw materials, and completely new labour competencies with all the current, proven competencies of the firm in retail. The company should then ponder the prospect of whether it has the managerial capacity to manage a completely new manufacturing division without creating an operational drift (Johnson et al., 2017).
· ESG (Environmental, Social, and Governance) Considerations: Physical manufacturing expansion (Option C) inherently has a greater carbon footprint, energy demand, and waste production in comparison with a digital expansion (Option B). As the cost of capital and the availability of loans to companies with inadequate environmental policies become more and more adverse towards them in modern capital markets, environmental sustainability and the stakeholder theory must play a significant role in the ultimate all-encompassing risk assessment of the Board (Cerón et al., 2024; Zahid et al., 2023).
[bookmark: _Toc224863301]Capital Rationing and Optimal Investment Policy
Westward Plc is experiencing hard capital rationing where an imposed cap of capital budget of the externality is set at £2,500,000. Since the aggregate expense of implementing the three projects (£3.2 million) is much higher in comparison with this tight constraint, the company cannot choose projects outright, according to their absolute ranking in terms of NPV. Rather, in order to maximise amounts of wealth created per pound invested, the projects will have to be assessed, and rank mathematically based on the Profitability Index (PI) (CIMA, 2023).
Formula: 

[bookmark: _Toc224863321]Table 10: Profitability Index (PI) Project Ranking
	Project
	Initial Investment
	Net Present Value
	Profitability Index
	Rank
	Status

	Option A
	£600,000
	£643,168
	2.072
	1
	Accept

	Option B
	£1,000,000
	£792,231
	1.792
	2
	Accept

	Option C
	£1,600,000
	£742,480
	1.464
	3
	Accept (Partial)


Optimal Investment Policy Allocation: As the requirements of the assignment indicate that the projects are perfectly divisible, Westward Plc will have to allocate money with maximum strictness using the PI ranking order until the entire amount of funds (i.e. £2,500,000) is completely utilised. Taking A and B together means the company will require £1,600,000 which leaves only £900, 000 to invest in Option C. 
[bookmark: _Toc224863322]Table 11: Optimal Portfolio Allocation (Budget: £2,500,000)
	Priority Rank
	Project
	Divisible Allocation %
	Capital Utilised
	NPV Generated

	1
	Option A
	100.00%
	£600,000
	£643,167.94

	2
	Option B
	100.00%
	£1,000,000
	£792,231.21

	3
	Option C
	56.25%
	£900,000
	£417,645.07

	Total Portfolio
	
	
	£2,500,000
	£1,853,044.22


Using this mathematically optimised portfolio methodology, in hard rationing conditions, Westward Plc is able to ensure generation of the absolute optimal potential wealth of £1,853,044 without violating the external capital constraint. In the case of pure indivisibility of the projects, the firm could only afford to fund Options B and C and thus strikingly under-exploit their true potential of wealth generation hence strongly demonstrating the economic inefficiency of hard capital rationing.
[bookmark: _Toc224863302]Sources of Finance Recommendations
Westward Plc has to be cautious about its capitals structure to fund this ideal £2.5 million investment policy. The main principle that the Board is to follow is the Pecking Order Theory of capital structure introduced by Myers and Majluf (1984) proposing that the firms must finance its investments in a particular order to ensure the minimisation of information asymmetry and the issuance costs (Bhimani, 2022; Moussa and Elmarzouky, 2024).
1. Retained Earnings (Internal Equity): This need to be the most primary source of capital. Internal funding has zero issuance cost, no limiting debt covenant mandates on the part of banks, and there is absolutely no model that erodes corporate control such as that which comes along with the sale of new shares to outside investors.
2. Long-Term Debt (Bank Loans or Corporate Bonds): In case the internal financial sources are not sufficient to meet the £2.5 million, debt has to be the second option. By the Trade-Off Theory, it is immensely beneficial to introduce more moderate levels of debt in the capital structure because of the presence of the so-called interest tax shield (interest payments are tax-deductible), which essentially reduces the cost of capital of the firm and makes the overall returns to the representatives of the shareholders much higher (Alghifari et al., 2022; Arhinful et al., 2025; Hanlon and Heitzman, 2022). Nevertheless, the management should proactively take measures that this leverage is not exorbitant since the tax benefits will be eventually balanced by the growing likelihood and expenses of financial distress and bankruptcy (Saunders et al., 2021).
3. External Equity (Issuing Shares): This must be considered as the last resort. It is the costliest finance, damages underwriting and legal expenses are very high and instantaneously dilutes current shareholders ownership, voting and subsequent dividend proceeds.
[bookmark: _Toc224863303]Conclusion
The importance of the critical financial analysis in determining corporate strategy has been clearly outlined in this report. Ratio analysis of Task 1 showed that Tesco PLC has continued to achieve strong underlying profitability, and outstanding shareholder returns in the backdrop of the harsh macroeconomic headwinds of food inflation and global supply chain volatility. The liquidity ratios deterioration process is purely as a byproduct of the strategic liquidation of Tesco Bank; this makes the company a very efficient capital light pure-play grocer. In the future, the incorporation of digital technologies and enlarging of the high-margin Retail Media will be vital in allowing Tesco to counter the ongoing inflationary pressurisation.
Task 2 involved strict implementation of investment appraisal methods which identified the best growth route to take by Westward Plc. Although B (Internet sales) produces absolute NPV (£792,231) and a spectacular post-tax IRR of 32.14, hard capital rationing means that a mathematically optimised portfolio method should be employed. Using the Profitability Index, it is shown that Westward Plc should consider either fully funding Option A (Retail expansion, PI: 2.072) and Option B (Internet Sales, PI: 1.792), and partially fund Option C (Blinds manufacturing, PI: 1.464) with the left capital. This strategic distribution is going to create the maximum £1,853,044 in new wealth to the shareholders against the £2.5 million budget limit. The main sources of finance of this essential expansion will be the retained earnings, and the tax-shielded long-term debt, and as a result, the firm will ensure that the largest portion of the profits is earned by the investment, and this will also guarantee that the capital structure will be highly stable and efficient.
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[bookmark: _Toc219159027][bookmark: _Toc224863305]Appendix A: Financial Statements Data (Summarized) and Ratio Calculations
Data Sources:
· FY 2024/25: Tesco PLC Annual Report 2025 (52 weeks ended 22 Feb 2025)
· FY 2023/24: Tesco PLC Annual Report 2024 (52 weeks ended 24 Feb 2024)
· FY 2022/23: Tesco PLC Annual Report 2024 (Comparative for Averages) - Total Assets: £33,399m
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	Ratio
	Formula
	Calculation (FY 2024/25)
	Result
	Calculation (FY 2023/24)
	Result

	Gross Profit Margin
	Total Sales - COGS / Total Sales x 100
	(69,916 - 64,205) / 69,916 x 100
	7.22%
	(68,187 - 62,836) / 68,187 x 100
	7.11%

	Operating Profit Margin
	Operating Profit / Net Sales x 100
	2,711 / 69,916 x 100
	3.88%
	2,821 / 68,187 x 100
	4.14%

	Return on Assets (ROA)
	Net Income / Average Total Assets x 100
	1,630 / ((38,890 + 47,039) / 2) x 100
	3.79%
	1,192 / ((47,039 + 33,399) / 2) x 100
	2.96%

	Net Profit Margin
	Net Profit / Revenue x 100
	1,630 / 69,916 x 100
	2.33%
	1,192 / 68,187 x 100
	1.75%

	Return on Capital Employed
	EBIT / (Total Assets - Current Liabilities)
	2,711 / (38,890 - 13,820)
	10.81%
	2,821 / (47,039 - 20,472)
	10.62%

	Return on Equity (ROE)
	Net Income / Equity x 100
	1,630 / 11,662 x 100
	13.98%
	1,192 / 11,665 x 100
	10.22%


Note: FY24 Current Liabilities (£20,472m) includes £7,122m liabilities classified as held for sale.
[bookmark: _Toc219159029][bookmark: _Toc224863307]Liquidity Ratios
	Ratio
	Formula
	Calculation (FY 2024/25)
	Result
	Calculation (FY 2023/24)
	Result

	Current Ratio
	Current Assets / Current Liabilities
	8,856 / 13,820
	0.64
	16,606 / 20,472
	0.81

	Quick Ratio
	(Total Current Assets - Inventory) / Current Liabilities
	(8,856 - 2,768) / 13,820
	0.44
	(16,606 - 2,635) / 20,472
	0.68

	Cash Ratio
	(Cash + Cash Equiv) / Total Current Liabilities
	2,255 / 13,820
	0.16
	2,340 / 20,472
	0.11


Note: FY24 Current Assets includes £7,783m assets held for sale (Banking assets), inflating the liquidity position compared to FY25.
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	Ratio
	Formula
	Calculation (FY 2024/25)
	Result
	Calculation (FY 2023/24)
	Result

	Inventory Turnover
	Cost of Goods Sold / Average Inventory
	64,205 / ((2,768 + 2,635) / 2)
	23.77 times
	62,836 / ((2,635 + 2,510) / 2)
	24.43 times

	Asset Turnover
	Net Sales / Average Total Assets
	69,916 / ((38,890 + 47,039) / 2)
	1.63 times
	68,187 / ((47,039 + 33,399) / 2)
	1.70 times

	Capital Turnover
	Total Sales / Shareholder's Equity
	69,916 / 11,662
	6.00 times
	68,187 / 11,665
	5.85 times

	Receivables Turnover
	Net Sales / Average Receivables
	69,916 / ((1,210 + 1,349) / 2)
	54.6 times
	68,187 / ((1,349 + 1,400) / 2)
	49.6 times


Note: Average figures are calculated as (Opening Balance + Closing Balance) / 2.
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	Ratio
	Formula
	Calculation (FY 2024/25)
	Result
	Calculation (FY 2023/24)
	Result

	Debt Ratio
	Total Liabilities / Total Assets
	27,228 / 38,890
	70.0%
	35,374 / 47,039
	75.2%

	Equity Ratio
	Total Equity / Total Assets
	11,662 / 38,890
	30.0%
	11,665 / 47,039
	24.8%

	Debt to Equity
	Total Liabilities / Total Equity
	27,228 / 11,662
	2.33 : 1
	35,374 / 11,665
	3.03 : 1

	Interest Coverage
	EBIT / Interest Expense
	2,711 / 746
	3.63 times
	2,821 / 805
	3.50 times


[bookmark: _Toc219159032][bookmark: _Toc224863310]Investor Ratios
	Ratio
	Formula
	Calculation (FY 2024/25)
	Result
	Calculation (FY 2023/24)
	Result

	Earnings Per Share
	(Net Income / Shares)
	23.13p
	
	16.63p
	

	P/E Ratio
	Share Price / EPS
	290p / 23.13p
	12.54
	275p / 16.63p
	16.54

	Dividend Yield
	Dividend per Share / Share Price
	12.10p / 290p
	4.17%
	10.90p / 275p
	3.96%
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The notes on pages 141 to 211 form part of these financial statements.




image3.png
Group balance sheet

[ — [RE—
- = B - = Z
e o e
Conallon oot et sets B 5w 50 Tademacnremees » o oo
e T B wm oo % eom  ses
Rgnetise o B sms  em  meheiies s oo oow
s o W s » e s
S T “ w0 02 Depots fomoentrlark pe E 00
S . B 1546 Do e maruments pt P o
e M s % rosterpiomenthonen ot » son o
Errmmaers P e 25 Dokrres s i o
Dot ereit vetramert P o o onWhson
e » o % e F—
Deferred tax assets. 7 47 32 Equity
T T seeeepts 5 as s
= e e e
s ® B 26 Overreoncs 0w S
s U ams e jelsncms o s
TS B 10 30 ey setabe movmerortheparent [
Dot eret peramert » (4 S ponconratngiresty p o
Gomir o " 0 Tomiey R
s ®  am am
Cash and cash equivalents 19 2,255 2340 Thenotes on pages 141to 211 form part of these financial statements.
Ca—T)
et e et 0 ST en vt
e, e
T
Th nanilstatements onpage 135 21 vere approve and authoriedor e b the Drectrs
I on 9 April 2025.
s o wsms o
e 2 e e
o ot s P
ors 5 w0 e
Fmeencortct gt p o e
Dopats fom etk P E oa
Dot et etramers bt w p
Caet it w5 )
[EE R
Dabites o e sepesl o s sorea oo 5 B
et e s L





image1.png
Prifysgol Cymru
% Y Drindod Dewi Sant

% University of Wales
Trinity Saint David

£




