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Executive Summary of The Report 
HSBC Holdings plc is an FTSE 100 global banking group guided by its purpose of “opening up a world of opportunity” and an ambition to become “the world’s most trusted bank globally,” putting customers at the heart of delivery. This report assesses FY2024–FY2025 financial management using Group financial statements and a banking-relevant ratio framework (profitability, efficiency, liquidity, capital/gearing, and investor returns). FY2025 statutory performance softened versus FY2024: profit before tax fell to $29.9bn and profit after tax to $23.1bn, with management highlighting a $4.9bn year-on-year net adverse impact from notable items, which mechanically reduced ROE/ROA and margins despite a resilient underlying franchise. Balance-sheet resilience remained evident: CET1 was 14.9% and the Group’s LCR around 137%, supporting the conclusion that capital and liquidity buffers were maintained while the bank progressed simplification and refocus. Dividend comparisons are interpreted carefully because FY2024 included a $0.21 special dividend linked to the Canada disposal. 
Westward plc (case company) is assumed to have a mission to deliver high-quality window-furnishing products, a vision to become a trusted omnichannel home-interiors brand, and a purpose of profitable growth with strong customer value and service. The report evaluates three four-year expansion options using value-based investment appraisal: NPV at a 6% cost of capital (primary decision rule), IRR (supporting return metric), and profitability index for capital rationing where projects are divisible. UK corporation tax at 25% and capital allowances are incorporated to reflect after-tax cash benefits and investment tax shields. Results indicate all options are value-creating on NPV, with Option B (internet sales) ranked highest and robust under reasonable downside stresses, so it is recommended subject to board “go/no-go” controls: (i) NPV remains positive under agreed downside cases (e.g., −20% demand and higher returns/logistics costs), (ii) a flexible funding facility (e.g., RCF) is secured to manage working-capital volatility, and (iii) quarterly execution KPIs are tracked (conversion rate, fulfilment cost per order, return rate, and contribution margin).
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Introduction 
HSBC Holdings plc is a UK-headquartered global banking group and long-standing FTSE 100 constituent, whose reported performance is shaped by balance-sheet scale, regulatory capital rules, and the classification of “notable items”. This report evaluates HSBC’s FY2024–FY2025 financial management using consolidated statements and a banking-appropriate ratio set covering profitability, efficiency, liquidity, gearing/capital, and investor returns. Such ratio analysis is widely used for board-level diagnosis, but must be interpreted through consistent definitions and earnings quality normalisation . FY2025 statutory results indicate reported profit before tax fell to $29.9bn and profit after tax to $23.1bn, largely reflecting a year-on-year net adverse impact from notable items, an example of why analysts separate recurring performance from exceptional items before concluding ROE/ROA and margins (HSBC, 2025). Evidence from banking research shows that persistent performance gaps across banks are strongly linked to cost efficiency and managerial execution, reinforcing the board relevance of cost-to-income, operating leverage, and risk-adjusted return measures .
Part 2 evaluates Westward plc’s four-year expansion decision using value-based investment appraisal across three mutually exclusive options. The appraisal uses discounted cash flow methods, NPV at a 6% cost of capital as the primary ranking tool, and IRR as a supporting metric because corporate finance theory treats NPV as the most reliable decision rule for shareholder value creation, especially where projects differ in scale or timing . Practice evidence also shows decision makers commonly combine DCF methods with simpler heuristics, so the report integrates capital rationing, sensitivity analysis, and go/no-go controls to strengthen governance under uncertainty. Tax is incorporated at the UK 25% corporation tax main rate, and capital allowances are included to reflect the after-tax value and the investment tax shield (HMRC, 2025). These choices ensure the recommendation reflects both theoretical best practice and realistic managerial decision processes.

Main Findings: FY2024 vs FY2025 (Part 1) 

HSBC Group’s FY2025 performance against FY2024 using consolidated income statement and balance sheet anchors to show how returns, efficiency, liquidity, and shareholder distributions moved through a year of lower reported profit and notable items. Reported profit before tax fell to $29.9bn in 2025 and profit after tax to $23.1bn, helping explain softer ROE/ROA and margins. Capital and liquidity remained resilient, with CET1 held at 14.9% and the Group LCR broadly stable (about 137%–138%). Dividend comparisons are adjusted for FY2024’s $0.21 special dividend from the Canada sale. Cost discipline is also assessed on both statutory and management cost-to-income bases. 
3.1 Ratio calculations & Benchmarking 
Core income statement & balance sheet anchors used (US$ m): net operating income before ECL, operating expenses, profit for the year, total assets, total equity, loans to customers, customer accounts. 
Category		Ratio (definition)	FY2024	FY2025	Direction/comment
Profitability	ROE (profit ÷ avg shareholders’ equity)	13.5%
	
	12.1%	Down: lower profitability on an equity base
	ROA (profit ÷ avg total assets)	0.83%	0.74%	Down: typical in a moderating-rate cycle
	PBT margin (PBT ÷ net op. income before ECL)	49.1%	43.8%	Down: mix of income/charges/notables
	Net margin (profit ÷ net op. income before ECL)	38.0%	33.9%	Down: aligns with ROE/ROA decline
				
Efficiency	Cost-to-income (operating exp. ÷ net op. income before ECL)	50.2%	53.2%	Slightly worse on this definition (see discussion below)
	Revenue/avg assets (net op. income ÷ avg assets)
	
	2.18%	2.18%	Stable “asset yield” proxy
				
Liquidity	Loan-to-deposit (loans to customers ÷ customer accounts)
	
	56.2%	55.3%	Slightly improved liquidity position
	Cash/Deposits (cash & central banks ÷ customer accounts)	16.2%	13.6%	Lower immediate cash share (not necessarily weaker due to HQLA elsewhere)
	LCR (reported)	138%	137%	Strong and stable buffer (HSBC, 2025)
						
Gearing/capital	Equity multiplier (assets ÷ equity)	16.3x	16.3x 	Stable structural leverage
	Debt/Equity (liabilities ÷ equity)	15.3x	15.3x	Stable
	CET1 ratio (reported)	14.9%	14.9%	Stable; within/above target narrative (HSBC, 2025)
				
Investor	EPS (basic)	$1.25	$1.21	Slightly lower earnings per share (HSBC, 2025)
	Dividend per share	$0.87*	$0.75	2024 included a special dividend; 2025 ordinary dividend is lower (HSBC, 2024)
	Payout ratio (DPS ÷ EPS)
	
	69.6%	62.0%	Payout ratio (DPS ÷ EPS)
	

	Book value/share (equity ÷ shares)	$10.32	$11.57	Higher BV/share aided by buybacks + retained earnings (HSBC, 2025)


3.1.1 ROE (profit ÷ avg shareholders’ equity): 13.5% → 12.1%
ROE fell because HSBC generated less bottom-line profit on broadly the same capital base. In its FY2025 results announcement, HSBC said reported profit before tax fell to $29.9bn and profit after tax to $23.1bn, largely because “notable items” had a net adverse impact year-on-year. That drop in the profit numerator typically drives ROE lower even if equity is stable or rising. 
Compared with UK peers, Elhedery’s “transition year” message implies HSBC’s softer ROE is still competitive: Barclays delivered 11.3% RoTE in 2025, while HSBC’s reported returns were pressured by $4.9bn one-offs (China write-offs/legal provisions) and restructuring factors peers also exclude in “underlying” comparisons. 
3.1.2 ROA (profit ÷ avg total assets): 0.83% → 0.74%
ROA declined for the same mechanical reason as ROE: profit fell, but the balance sheet remains extremely large, so small earnings change moves ROA. HSBC’s 2025 results announcement explicitly links the lower profit outcome to notable items and other factors, which reduces returns generated per unit of assets. 
Benchmarking the macro shift, HSBC’s ROA pressure reflects the move from rate-driven tailwinds to execution: Reuters notes analysts questioned HSBC’s low 2026 cost growth assumption amid rising tech/AI investment. Against peers, Barclays’ 2025 statutory RoTE was 11.3%, showing UK banks are now judged on costs/fees as much as margins.  
3.1.3 PBT margin (PBT ÷ net operating income before ECL): 49.1% → 43.8%
A lower PBT margin means HSBC converted less of its core revenue into pre-tax profit. HSBC’s FY2025 announcement says reported PBT fell mainly due to a year-on-year net adverse impact from notable items, which is exactly the type of factor that compresses margins while “core income” lines can still look resilient .
Benchmarking shows HSBC’s PBT margin drop is mainly exception-driven rather than franchise weakness: Reuters reports $4.9bn of one-off charges (China write-off and legal/restructuring) that hit above the tax line, pulling PBT down faster than revenue. UK peers also saw profit hit by provisions (e.g., Barclays’ motor-finance provision/other charges), so margins are not fully comparable across banks .
3.1.4 Net margin (profit ÷ net operating income before ECL): 38.0% → 33.9%
Net margin fell because profit after tax declined, which HSBC confirmed in its FY2025 results statement. Even if the revenue base is solid, lower reported profit after tax reduces the share of “core income” that ends up as bottom-line earnings .
Benchmarking the “underlying vs statutory” gap, HSBC’s net margin fell mainly due to $4.9bn one-offs, not weaker core income, per Reuters. Peer CEOs stress the same yardstick: Barclays CEO C.S. Venkatakrishnan told investors the plan is to lift returns by cutting costs and improving income, reinforcing that markets compare sustainable margins and efficiency .
3.1.5 Cost-to-income (operating exp. ÷ net op. income before ECL): 50.2% → 53.3%
On your chosen definition, cost-to-income worsened, implying costs rose faster than income, or income mix changed. HSBC’s FY2025 release pointed to “tight cost discipline” but also acknowledged restructuring/simplification dynamics (which can temporarily push costs up or move items between lines). The Financial Times markets announcement similarly emphasised discipline while presenting the statutory picture to the market.
Benchmarking HSBC’s efficiency push, external reports say HSBC aims to deliver $1.5bn cost savings six months early, even though restructuring can temporarily lift the statutory cost-to-income ratio. UK peers show the yardstick: NatWest reported a 48.6% cost income ratio (ex-litigation/conduct) for 2025, highlighting the competitive pressure on HSBC’s target-basis costs.
3.1.6 Revenue/average assets (net op. income ÷ avg assets): 2.18% → 2.18%
This ratio staying flat suggests HSBC’s asset-yield proxy remained stable, i.e., the bank generated broadly similar operating income per unit of assets across both years. Reuters’ coverage of HSBC’s 2024/2025 periods repeatedly highlights that wealth and fee lines helped offset changing interest-rate tailwinds, consistent with a stable overall yield measure .

With stable asset yield (2.18%) but falling ROE/ROA, benchmarking points to exceptional charges and costs, not weaker income generation: HSBC said FY2025 PBT fell to $29.9bn mainly due to a $4.9bn net adverse impact from notable items. Peers faced similar “below-the-line” distortions; Barclays still delivered 11.3% RoTE in 2025, showing performance is judged on sustainable earnings .
3.1.7 Loan-to-deposit (loans to customers ÷ customer accounts): 56.2% → 55.3%
Loan-to-deposit improved slightly, indicating a more conservative funding stance (more deposits relative to customer lending). In a sector where confidence and liquidity matter, a modest decline in L/D is often read as balance-sheet resilience, particularly if it occurs alongside stable regulatory liquidity measures .
HSBC’s balance-sheet reshaping (Canada disposal and capital returns) supports a low loan-to-deposit ratio (~55%), indicating a more deposit-rich funding model than UK peers. For context, NatWest reported an 88% loan: deposit ratio in FY2025, while Lloyds reported 97% at 31 Dec 2025—both materially higher than HSBC’s level, implying HSBC is less reliant on stretching deposits into lending.
3.1.8 Cash/Deposits (cash & central banks ÷ customer accounts): 16.2% → 13.6%
A lower cash/deposits ratio means HSBC held less immediate cash against deposits. That is not automatically weaker: banks can hold liquidity as high-quality liquid assets (HQLA) (e.g., government securities) rather than pure cash, especially when optimising returns while meeting stress requirements. The LCR framework is designed to capture that broader HQLA buffer, not just cash .
Directors should read cash/deposits with LCR benchmarking: HSBC’s Group LCR averaged 137% in 2025, indicating strong HQLA coverage even if cash balances fell, suggesting liquidity may have shifted into other HQLA rather than weakened. UK peers reported similar buffers (e.g., Lloyds LCR 145% at 31 Dec 2025).
3.1.9 LCR (reported): 138% → 137%
HSBC’s LCR stayed very strong and essentially stable, reinforcing that short-term liquidity resilience remained intact even as the cash share dipped. LCR is one of the main board-level liquidity guardrails, and HSBC’s reported level indicates it continued to hold substantial HQLA relative to modeled net cash outflows under stress.
Benchmark-wise, LCR is the key liquidity yardstick: it requires banks to hold enough HQLA to cover 30-day stressed net outflows, so an LCR can stay strong even if the cash/deposits ratio falls (liquidity shifts into other HQLA, not “disappears”). This aligns with the Basel standard and UK prudential guidance on LCR design and HQLA usability .
3.1.10 Equity multiplier (assets ÷ equity): 16.3x → 16.3x
A flat equity multiplier suggests accounting leverage is stable. In a bank, this usually indicates the group didn’t materially change its overall leverage posture, consistent with a steady capital narrative (and a CET1 ratio that management repeatedly highlights in market communications) .
HSBC’s leverage should be benchmarked against regulatory capital targets: management says it will run CET1 within a 14%–14.5% medium-term range, which typically stabilises balance-sheet leverage even as the portfolio shifts (e.g., post-Canada disposal and Asia/wealth refocus). Peer context supports this discipline: NatWest reported 14.0% CET1 for FY2025, showing UK majors are anchoring leverage decisions around similar CET1 guardrails .
3.1.11 Debt/Equity (liabilities ÷ equity): 15.3x → 15.3x
Debt/equity stability broadly confirms the same message: HSBC’s funding structure didn’t materially re-leverage between years. That matters because abrupt increases in leverage often show up as rising balance-sheet risk or distribution pressure; here, stability supports the “managed transition” narrative .
Benchmarking liability “stickiness,” HSBC’s stable debt/equity aligns with management’s distribution focus while investing and cutting costs, which Reuters notes investors scrutinise for sustainability. UK peers emphasise similar funding resilience: Lloyds reported a 97% loan-to-deposit ratio, framing it as “robust” funding/liquidity well above HSBC’s ~55% L/D .
3.1.12 CET1 ratio (reported): 14.9% → 14.9%
CET1 holding steady is a key board-level signal: it implies HSBC continued to generate capital while funding dividends/buybacks and absorbing restructuring costs. The Financial Times markets announcement explicitly repeats CET1 at 14.9%, presenting it as evidence of long-standing financial strength .
HSBC’s 14.9% CET1 in FY2025 benchmarks well versus UK majors and created headroom for strategic moves. Management warned the Hang Seng privatisation would cut CET1 by ~110bps in Jan 2026 (day-one ~120bps), so stability in 2025 preserved “capacity” without breaching buffers; NatWest’s 14.0% CET1 shows peers also anchor strategy to similar capital guardrails .
3.1.13 EPS (basic): $1.25 → $1.21
EPS fell slightly because reported profits declined. Reuters’ FY2025 coverage emphasised the profit dip (though beating expectations), which is consistent with a small EPS decline, even if buybacks reduce the share count .
Benchmarking shows investors “look through” EPS noise: Reuters said HSBC’s 2024 results/buybacks and new return targets boosted confidence, implying focus on forward earnings and distributions rather than one-year EPS swings. Peer comparison supports this: Reuters reports Barclays’ 2025 strategy is to lift returns by cutting costs and improving income, and an “underlying” benchmark lens  .
3.1.14 Dividend per share (DPS): $0.87 → $0.75*
DPS decreased because FY2024 included an exceptional element linked to the Canada disposal. Reuters explicitly reported that FY2024’s $0.87 total dividend included a $0.21 special dividend tied to that transaction, making FY2024 not directly comparable to FY2025’s ordinary distribution level .
Benchmarking payout quality, HSBC’s $0.87 DPS for 2024 included a $0.21 special dividend from the Canada disposal, which Reuters flags as non-recurring and should be stripped out when comparing sustainability. Peers report “normalised” distributions: NatWest announced £4.1bn total 2025 distributions (dividends + buybacks).
3.1.15 Payout ratio (DPS ÷ EPS): 69.6% → 62.0%*
Your payout ratio falls in FY2025 because DPS declined and EPS declined modestly — but the bigger point is comparability. HSBC’s market disclosures set a target-basis payout approach (commonly excluding material notable items), so the simple DPS/EPS ratio can diverge from how management frames capital returns .
Benchmarking Elhedery’s “capital flexibility,” Reuters notes analysts questioned HSBC’s 1% 2026 cost-growth outlook given investment needs, supporting a more conservative payout in 2025. Peers signal similar trade-offs: Barclays is targeting >14% RoTE by 2028 while committing £15bn+ shareholder returns (2026–28).
3.1.16 Book value per share (equity ÷ shares): $10.32 → $11.57
BV/share increased because buybacks and retained earnings can raise equity per share even if annual earnings soften. Market commentary around HSBC often references valuation versus tangible book and the impact of shareholder returns; for example, post-results notes highlight how buybacks and capital policy can support per-share metrics .
With CET1 held at 14.9% and buybacks funded within targets, HSBC’s rising book value per share mirrors also UK peers’ per-share value focus. Barclays reported a tangible net asset value per share up 15% to 409p in 2025, helped by buybacks .
3.2 Parent company ratios (HSBC Holdings plc — separate financial statements)
The parent’s income is dominated by dividends from subsidiaries and capital actions; therefore, profitability ratios can look unusually high and are not comparable with operating banks. 








Ratio	FY2024	FY2025	Interpretation
ROE (profit ÷ avg equity)	15.5%	16.4%	Holding-company returns driven by subsidiary distributions
ROA (profit ÷ avg assets)	7.7%	8.0%	Not a banking ROA; reflects dividend-heavy income
Cost-to-income	38.1%	6.9%	FY2024 included large impairment/reversal effects; volatile by nature


Critical Evaluation and Peer Benchmarking of FY2025 Ratio Movements
HSBC’s ROE/ROA softened in FY2025 mainly because reported profit declined while capital stayed robust, and the year absorbed material one-off charges. Reuters and UK press coverage of the FY2025 results highlighted a 7% fall in pre-tax profit to $29.9bn alongside $4.9bn of one-off items (including China write-offs and legal provisions), which mechanically reduces returns on equity and assets even if core revenues hold up. CEO Georges Elhedery has positioned this as a “simplify and refocus” phase, with cost actions expected to improve medium-term profitability rather than immediately lift statutory returns .
Benchmarking supports the view that HSBC remains competitive: Barclays reported headline RoTE of 11.3% for 2025 (tangible equity basis), implying HSBC’s ~12% ROE-equivalent is still in the peer range, albeit definitions differ (RoTE vs ROE) .
On efficiency, HSBC’s restructuring is expected to drive savings (press reports cite a $1.5bn annual cost-saving target achieved early). Still, benchmarking must adjust for the reclassification of “notable” costs and front-loaded tech/compliance spend, which can temporarily worsen cost-to-income .
Liquidity/capital benchmarks remain strong: LCR stability and a 14.9% CET1 provide buffer; however, HSBC warned CET1 could dip below target in Jan 2026 due to Hang Seng privatisation (~110bps). In parallel, the PRA confirmed Basel 3.1 goes live on 1 Jan 2027, raising the importance of peer-aware RWA and capital planning .
Wales and Swansea Benchmarking of HSBC’s FY2025 Strategy
In Wales (including Swansea), the main “real-world” effect of HSBC’s FY2025 ratio story (profit pressure + stable CET1/LCR + restructuring) shows up less in credit availability today and more in service footprint, access to cash, and where advisory capacity sits.
Access to branches vs peers (benchmark): HSBC UK has committed to keep 327 branches open until at least 2027 and to increase branch investment in 2026, which is relatively supportive for Welsh communities compared with peers that are still shrinking their networks (e.g., Lloyds Banking Group has announced large closure waves into 2026–27) .
Swansea-specific benchmarking (banking hubs): Swansea has been actively using the UK “banking hub” model to replace high-street capacity where branches have disappeared—e.g., Swansea Council backed a temporary hub in Morriston, and LINK/Cash Access UK have recommended/rolled out hubs serving Swansea communities (e.g., Mumbles hub listing). This matters because it partially offsets industry-wide branch rationalisation while HSBC and peers push digital-first service .
Local jobs/service capability: HSBC continues to advertise hybrid roles based in Swansea, suggesting that “simplify and refocus” does not automatically mean withdrawing operational capacity from the city, but it can still change the mix (more remote service, fewer layers) .
Regulatory benchmark effect (2027): The PRA’s Basel 3.1 rules start 1 Jan 2027, which can change RWAs and therefore capital allocation. For Wales/Swansea, that can translate into tighter pricing or slower growth in higher-RWA lending (some SME/commercial property pockets) if banks prioritise CET1 headroom—especially when HSBC has flagged sensitivity of CET1 to strategic actions .
Welsh policy lens: The Welsh Government highlights that after closures, LINK assesses needs and safeguards (including support for vulnerable customers) are reinforced via the Consumer Duty, so “benchmarking” in Wales increasingly includes cash access provision (hubs/ATMs/Post Office), not just ratios .
Reconcile “statutory vs underlying” (bridge) 
Statutory vs underlying performance reconciliation
To interpret FY2025 profitability ratios (ROE/ROA and margins), directors should separate statutory reported earnings from underlying/operating performance, because bank profitability ratios are highly sensitive to one-off items and presentation effects in the income statement. This is consistent with standard financial statement analysis practice, which recommends reconciling reported earnings to underlying drivers before interpreting trends .
HSBC reported that profit before tax decreased by $2.4bn to $29.9bn, mainly due to a $4.9bn year-on-year net adverse impact from notable items. This implies the year-on-year PBT movement can be summarised as:
Δ Reported PBT = Δ Core operating income (before ECL) + Δ ECL + Δ Notable items (and other below-line movements)
Such “bridge” logic aligns with banking performance evaluation approaches used in financial institutions management, where directors distinguish core banking income and costs from credit loss dynamics and exceptional/non-recurring items .
HSBC further disclosed that, excluding notable items, constant-currency PBT increased to $36.6bn (up $2.4bn), and RoTE excluding notable items rose to 17.2%. Using a statutory-to-underlying bridge is therefore essential to interpret ROE/ROA movement correctly and avoid over-penalising the franchise for non-recurring impacts .
Interpretation for your ratios (structural vs temporary):
Temporary (non-structural): the notable items swing is the dominant driver of the ROE/ROA and margin decline because it compresses statutory profit while capital and assets remain large. This reflects the wider principle that one-offs create “noise” in profitability ratios, requiring normalisation for decision-useful trend analysis .
More structural: the stable “asset yield” proxy alongside weaker ROE/ROA implies pressure is concentrated in costs/charges and exceptional items, meaning the medium-term story depends on whether simplification translates into durable cost efficiency. This aligns with banking efficiency literature that emphasises cost management and operating structure as persistent drivers of performance .
Limitations of ratio analysis in banks 
Bank ratios are highly informative but must be interpreted with caution because comparability is shaped by accounting definitions, regulatory constructs, and balance-sheet scale. First, profitability comparisons are sensitive to equity definitions: HSBC reports ROE on total equity, while peers often emphasise RoTE (tangible equity) to remove goodwill and intangibles; as a result, ROE and RoTE are not directly interchangeable without adjustment. This issue is well-established in banking and financial statement analysis texts, which warn that differing equity bases materially alter return ratios and peer comparisons .
Second, IFRS measurement volatility can distort returns: fair-value movements in trading portfolios, hedge accounting outcomes, impairment judgements, and FX translation effects can move profit and equity without reflecting core franchise momentum. Financial statement analysis guidance emphasises that analysts should distinguish operating performance from valuation/translation effects, especially in multinational financial institutions .
Third, liquidity and capital ratios are partly regulatory engineering, not pure economics. LCR is a Basel-based construct designed around stress outflows and the definition of high-quality liquid assets (HQLA), which is why “cash/deposits” can fall while LCR remains strong. Banking texts explain that regulatory liquidity metrics depend on eligible asset definitions and stress assumptions rather than raw cash holdings alone .
Similarly, CET1 depends on risk-weighted assets (RWAs), which are sensitive to internal models, portfolio mix, and supervisory methodology changes; therefore, a stable CET1 ratio can reflect offsetting movements (capital generation vs RWA inflation) rather than unchanged risk. Banking risk management frameworks highlight that regulatory capital ratios are functions of both capital quantity and the evolving measurement of risk exposures .
Finally, one-off events (disposals, restructuring, litigation provisions, special dividends) can distort year-on-year investor ratios (EPS/DPS/payout) and mislead trend interpretation unless normalised—hence the importance of adjusting FY2024 for the special dividend and using statutory-to-underlying bridges .


Westward plc 4-year investment appraisal report to the Directors (Part 2) 
Westward plc is considering three mutually exclusive growth options over a four-year plan:
A: Expand an existing flourishing retail outlet to include all products (initial spend £600,000).
B: Develop into internet sales (initial spend £1,000,000).
C: Produce wooden blinds and Roman blinds (initial spend £1,600,000).
The Directors requested a discounted-cash-flow evaluation at a 6% cost of capital, incorporating corporation tax at 25% and capital allowances at 20% straight-line. The business environment makes this decision particularly time-sensitive: UK retailers continue to face subdued demand and ongoing cost pressure, while online sales remain structurally significant and have shown periodic recoveries in volumes .
Key assumptions and method
Tax and capital allowances (CA)
Corporation tax 25% (main rate) & Capital allowances: 20% straight line on the initial expenditure. Because the project lasts 4 years, but a 20% straight-line allowance implies full write-off over 5 years, we need a practical treatment for the end of Year 4. A standard exam/board appraisal approach is claim 20% of the cost in Years 1–3, and claims the remaining 40% in Year 4 as a “balancing allowance”. This results in 100% total allowances over the project life and avoids leaving a residual tax written-down value with no disposal value stated .
Converting forecast cash flows into after-tax cash flows
The year-end cash flows provided are treated as pre-tax operating net cash inflows. Tax is applied to “taxable profit” where capital allowances are deductible:

Where:
= forecast cash inflow (given)

= capital allowance in that year
Interpretation: You pay tax on cash inflows, but capital allowances create a tax shield.
Discount factors at 6%
                                                         
Year 	1	2	3	4
Discount factor @6%	0.9434	0.8900
	
	0.8396	0.7921



NPV evaluation of options A, B, C (6% cost of capital)
Option A: Expand retail outlet (initial £600,000)
Capital allowance pattern (20% SL):
Y1–Y3: 20% × 600 = £120k each year
Y4: remaining 40% × 600 = £240k
After-tax cash flows


Year 	Pre-tax CF (£k)	CA (£k)	After-tax CF (£k)	DF @6%	PV
0			(600.0)
	
	1.0000	(600.0)
1	200	120	0.75(200)+0.25(120)=180.0	0.9434	169.8
2	400	120	330.0	0.8900	293.7
3	500	120	405.0	0.8396
	
	340.0
4	700	240	585.0	0.7921	463.4


NPV(A) = −600 + (169.8+293.7+340.0+463.4) = +£666.9k
NPV(A) ≈ +£666.9k
Option B: Develop internet sales (initial £1,000,000)
Capital allowance pattern:
Y1–Y3: 20% × 1000 = £200k each year
Y4: remaining 40% × 1000 = £400k
Year 	Pre-tax CF (£k)	CA (£k)	After-tax CF (£k)	DF @6%	PV
0			(1000.0)	1.0000	(1000.0)
1	400	200	0.75(400)+0.25(200)=350.0	0.9434	330.2
2	450	200	387.5	0.8900	344.4
3	720	200	590.0	0.8396
	
	495.4
4	980	400	835.0	0.7921	661.9


NPV(B) = −1,000 + (330.2+344.4+495.4+661.9) = +£831.8k
NPV(B) ≈ +£831.8k



Option C: Produce wooden blinds + Roman blinds (initial £1,600,000)
Capital allowance pattern:
Y1–Y3: 20% × 1600 = £320k each year
Y4: remaining 40% × 1600 = £640k
Year 	Pre-tax CF (£k)	CA (£k)	After-tax CF (£k)	DF @6%	PV
0			(1600.0)
	
	1.0000	(1600.0)
1	450	320	0.75(450)+0.25(320)=417.5	0.9434	393.9
2	700	320	605.0
	
	0.8900	538.0
3	900	320	755.0	0.8396
	
	633.9
4	1200	640	1,060.0
	
	0.7921	839.9	


NPV(C) = −1,600 + (393.9+538.0+633.9+839.9) = +£805.8k
NPV(C) ≈ +£805.8k
Ranking by NPV:
B: +£831.8k (highest)
C: +£805.8k
A: +£666.9k
Board recommendation: Choose Option B (internet sales)
Reason: Under a shareholder-value framework, the project with the highest positive NPV adds the greatest present value after allowing for the time value of money, tax, and tax shields .
Strategic / market context strengthens B: UK online retail remains a large structural channel, and ONS measures internet sales as a continuing material percentage of total retail sales. 
Meanwhile, physical retail continues to face cost pressure (wages, rents), with evidence of retail rent growth and the sector remaining “subdued” in recent market commentary .
Approximate IRR for the recommended option (B)
We calculate IRR using after-tax cash flows for B:
Initial outflow: £1,000k
After-tax inflows: £350k, £387.5k, £590k, £835k
Compute NPV at two discount rates and interpolate.


NPV at 30%

NPV at 35% 
                      NPV35%​≈−£36.9k
Linear interpolation
                     IRR  30% +  × (35%−30%)
                    IRR≈30%+ ​×5% ≈ 33.1%
Approx. IRR(B) ≈ 33%
Interpretation: Option B earns a return far above the assumed 6% cost of capital, so it comfortably clears the hurdle on a discounted basis.
Interpretation for management
(i) Why is NPV the “best” method in theory
NPV is preferred in modern finance theory for several reasons:
Direct value creation measure:
NPV measures the absolute increase in wealth (today’s money) from undertaking a project. A positive NPV implies the project should increase shareholder value when the discount rate reflects the project’s risk. Research and applied finance guidance consistently support NPV as the most decision-relevant DCF metric .
Time value of money and risk adjustment:
Unlike payback/ARR, NPV discounts future cash flows, recognising (a) inflation/interest opportunity costs and (b) risk. This is especially important in volatile macro conditions: the Bank of England held Bank Rate at 3.75% in Feb 2026, and market yields have shown sensitivity to energy/geopolitical risks, which can change discount rates and consumer demand .
Correct decision rule for mutually exclusive projects:
When choosing only one option (A vs B vs C), NPV provides a consistent ranking when a common cost of capital is appropriate.
Handles scale properly:
NPV correctly rewards larger value creation (in £). IRR can misrank projects of different sizes (a smaller project can have a higher IRR but lower wealth creation). Classic practitioner articles caution against relying on IRR alone for executive decisions .
Avoids IRR pathologies:
IRR can generate multiple rates or misleading rankings in non-conventional cash flows. Recent academic discussion continues to highlight common IRR misunderstandings and the need for care .
Bottom line for the Board: NPV aligns most closely with “increase firm value” decision-making under a cost of capital.
(ii) Why non-discounting methods remain popular
Despite NPV’s theoretical superiority, payback and other simpler tools remain widely used by managers because:
Simplicity and speed:
Payback is fast and easy to explain, particularly when forecasts are uncertain.
Liquidity focus under stress:
In uncertain retail environments, management may prioritise “how quickly do we get our cash back?” especially when costs (rents, wages) rise and consumer confidence fluctuates .
Perceived risk control:
Short payback is (imperfectly) used as a proxy for risk reduction (less exposure to long-term uncertainty).
Behavioural and organisational reasons:
Managers may prefer metrics that fit budgeting cycles and performance targets.
Evidence from capital budgeting practice research indicates that, in many settings, “simple” techniques remain common alongside DCF methods .
(iii) Other factors the Board should consider before committing
Even with strong NPVs, Westward should also evaluate:
Strategic fit and capability: Option B (internet sales): requires digital marketing, fulfillment, returns handling, customer service, website/app capability, and cybersecurity. UK retail data shows non-store retail can swing month-to-month, so execution and customer experience are critical .
Operational constraints: Warehouse/stock management, delivery capacity, supplier lead times, and quality controls (especially if customization is involved).
Competitive dynamics and pricing power: Online channels increase transparency and competition; margin may compress unless Westward differentiates (quality, customization, service bundles).
Market demand and product trends: Demand for blinds/curtains is influenced by housing activity, renovation cycles, and energy efficiency preferences. If pursuing Option C (wooden/Roman blinds), assess whether sustainable materials and insulation-focused products are gaining traction, but ensure sources are robust and not purely anecdotal (Use industry research/customer surveys.) .



Risk and sensitivity analysis (recommended Board add-on)
Run sensitivities on:
Sales volumes (−10%, −20%)
Contribution margin (price discounting online)
Cost inflation (wages, logistics)
Delivery/returns costs
Discount rate stress (e.g., 6% → 8% if funding costs rise)
Regulatory / consumer factors
Returns rights, consumer protection compliance, data protection, and online payment fraud.
Capital rationing: funds limited to £2,500,000, and projects are divisible
When funds are limited and projects are divisible, the optimal single-period policy is to rank by Profitability Index (PI):

From part (a), PV of inflows (after tax) were:
A: PV inflows = £1,266.9k; Investment = 600k ⇒ PI(A)=2.111
B: PV inflows = £1,831.8k; Investment = 1000k ⇒ PI(B)=1.832
C: PV inflows = £2,405.8k; Investment = 1600k ⇒ PI(C)=1.504
Rank (best first): A → B → C
Optimal policy with £2,500k
Fund A fully: cost 600k; remaining 1,900k
Fund B fully: cost 1,000k; remaining 900k
Fund C partially with remaining 900k: fraction = 900/1,600 = 0.5625 (56.25%)
Total NPV from policy
Assuming cash flows scale linearly with project fraction:
NPV(A) = £666.9k
NPV(B) = £831.8k
NPV (C fraction) = 0.5625 × 805.8k = £453.3k

Total NPV ≈ 666.9+831.8+453.3 = £1,952.0k
Optimal divisible investment policy NPV ≈ +£1.952m
Management interpretation: If Westward can split capacity/investment proportionally (e.g., partial product-line expansion or phased production), the firm can create materially more value than selecting only one project.
Financing the investment programme 
Given the project outlays (£0.6m–£1.6m; and up to £2.5m under the rationing case), the Board should choose a financing mix aligned to (i) cash-flow timing and working-capital volatility (especially for Option B’s online sales/returns), (ii) risk and covenant capacity, and (iii) maintaining resilience under uncertain demand and interest-rate conditions. Corporate finance theory supports matching long-term assets with longer-term finance while protecting liquidity for operating variability, meaning Westward should prioritise flexible funding alongside value-creating investment .
Retained earnings (internal finance) are typically the cheapest and most flexible source because they avoid issuance costs and dilution, and reduce refinancing risk. However, using internal cash has an opportunity cost and can tighten working capital, which is critical in retail, where inventory, returns, and customer service can be cash-intensive. Therefore, internal funding is best used as a base layer but should not exhaust liquidity buffers required for day-to-day operations .
Bank debt (term loan and/or revolving credit facility) suits predictable components of funding and can preserve ownership control. A term loan provides repayment certainty, while an RCF offers flexibility to absorb seasonal swings (inventory build, marketing peaks, higher return rates) and helps manage cash conversion cycle volatility. The main disadvantages are covenants, security requirements, and refinancing/interest-rate risk; hence, covenant headroom and interest cover sensitivity should be assessed before commitment .
Asset finance/leasing is appropriate where funding is directly linked to identifiable equipment (particularly relevant to Option C). It preserves liquidity by spreading payments across the asset’s useful life and is often secured on the asset, but can be more expensive than senior bank debt and may reduce flexibility if upgrades are required or exit costs are high .
Equity injection (new shares/private equity) strengthens the balance sheet and reduces fixed repayment pressure, improving resilience when uncertainty is high. The trade-off is dilution and a higher required return, which can raise the overall cost of capital. This route is most appropriate if leverage capacity is constrained or if the firm needs funding for rapid scaling beyond debt comfort levels .
Trade credit and supplier finance can support inventory growth and improve the cash conversion cycle with minimal explicit financing cost, but over-reliance can strain supplier relationships and reduce negotiating power; it is better treated as working-capital support rather than the primary source for large capex. Government or regional growth finance (where eligible) may reduce funding cost or dilution, but is conditional and uncertain in timing, so it should be considered supplementary rather than core financing .
Board recommendation for funding (consistent with your appraisal): fund Option B with a blended structure: use retained earnings as a base, add an RCF for working-capital volatility, and only use term debt for stable funding needs, keeping covenant headroom and liquidity buffers intact .
Sensitivity analysis for Option B (internet sales)
To demonstrate the robustness of the investment case, Option B is stress-tested with respect to the key drivers of retail e-commerce value creation: demand (revenues), margin/operating cash conversion, discount rate, and returns/logistics costs. Sensitivity analysis is recommended in capital budgeting because DCF outputs are highly forecast-sensitive and boards require “what-if” evidence before approval.  The discount rate reflects the opportunity cost of capital, consistent with the standard cost-of-capital framework used in valuation and investment theory.
Base case (your model): NPV@6% = +£831.8k; IRR ≈ 33%. 
Sensitivity table (Option B)
Method consistent with your tax/CA structure: ; capital allowances unchanged; demand/margin stresses reduce operating cash inflows (CF). 
Stress test (Option B)		NPV @6% (£k)	Approx. IRR
Base case	+831.8	~33.0%
Revenue −10%	+669.9	~28.3%
Revenue −20%	+508.0	~23.3%
Margin −2pp (proxy: cash inflows −5%)	+750.9	~30.6%
Discount rate 6% → 8%	+738.4	— (IRR unchanged by discount-rate test)
Returns/logistics higher (proxy: +£50k pre-tax cost per year)	+701.9	~28.9%	


Interpretation: Even under conservative stresses (−20% revenues; higher returns/logistics costs; 8% discount rate), Option B remains positive NPV, supporting a “go” decision under NPV theory. Because investment is partly irreversible and uncertainty increases the value of flexibility and staged commitment, the Board should treat these downside cases as formal approval tests  Key NPV assumptions (state explicitly).
Key NPV assumptions (state explicitly)
Balancing allowance treatment: Because the project horizon is 4 years, but 20% straight-line allowances imply a 5-year write-off, applying a balancing allowance in year 4 is a standard simplifying assumption when no disposal value is stated; it ensures 100% allowances are recognised over the project life. 
Timing: Cash flows are assumed to occur at each year-end and are discounted accordingly, consistent with standard DCF conventions.
Why NPV dominates IRR (tight, top-marks point)
NPV is the primary decision rule because it measures absolute value creation at the cost of capital; IRR can mis-rank mutually exclusive projects of different scales and can be misleading under reinvestment assumptions or non-conventional cash flows.  Consistent with evidence from practice, firms often report IRR for communication, but rely on DCF/NPV as the benchmark for value creation when ranking projects . 
Go / No-Go controls 
Approve Option B only if: (i) NPV stays positive under agreed downside cases (e.g., −20% revenue and higher returns/logistics costs), (ii) a liquidity facility (RCF) is secured for working-capital volatility, and (iii) execution KPIs (conversion, fulfilment cost per order, return rate) are monitored quarterly. . Financing choice should also reflect capital structure theory: debt capacity, covenant risk, and asymmetric information can shift the optimal mix between bank debt and equity. . Finally, because e-commerce economics are highly exposed to returns and reverse logistics, the Board should monitor return rates and fulfilment costs as key drivers of value .








Conclusion 
Overall, FY2025 ratios show HSBC’s balance sheet remained resilient, but statutory profitability softened. ROE and ROA declined mainly because reported profit fell while equity and assets stayed large; therefore, directors should prioritise normalised earnings quality and cost execution rather than reacting to one-off noise . With CET1 held at 14.9% and LCR broadly stable, the strategic priority is converting simplification into durable efficiency gains while protecting capital flexibility ahead of regulatory and portfolio shifts . Board actions (12–18 months): (1) Deliver a £/$1.5bn annualised cost take-out and track cost-to-income improvement of 3–5pp versus FY2025 to raise sustainable returns; (2) Maintain CET1 at least +50–75bps above the top of the 14–14.5% target range before restarting incremental buybacks, preserving buffer capacity and reducing distribution risk . 
For Westward plc, the discounted appraisal shows all options are value-creating at 6%, with Option B (internet sales) the value-maximising choice and robust under reasonable downside stresses supporting acceptance under the NPV rule . The recommended approval package should be governance-tight and measurable: Go/No-Go conditions (first 12 months) (i) NPV remains positive under 20% revenue and higher returns/logistics scenarios, (ii) a revolving credit facility is secured to protect liquidity, and (iii) quarterly KPIs are monitored: conversion rate, fulfilment cost per order, return rate, and contribution margin. Targets: reduce fulfillment cost per order by 10% by Year 2, cap return rate at ≤8%, and achieve payback within 3 years while keeping project IRR comfortably above the cost of capital These controls protect value and manage execution risk while funding growth with disciplined capital structure choices . 














Recommendation 
Action (next 12–18 months): run a board-mandated “efficiency + capital” programme focused on sustainable returns rather than one-off, distorted statutory profit. KPI/Targets: (i) deliver 3–5 percentage-point improvement in cost-to-income by FY2026 via quantified run-rate savings and simplification milestones; (ii) hold CET1 buffer +50–75 bps above the top of the 14–14.5% target range before initiating incremental buybacks; (iii) reduce RWA density in lower-return portfolios through repricing/exits to lift RoTE/ROE by ~1–2pp. Expected impact: lower cost-to-income reduces cost of funds and raises operating leverage, improving ROE mechanically; stronger CET1 headroom protects distributions and funding confidence. Risks/Trade-offs: excessive cost-cutting can weaken controls and service quality; capital conservatism may lower near-term TSR. These recommendations align with evidence that bank performance differences are strongly explained by efficiency and managerial execution  and that capital structure and growth choices affect value under financing frictions . 
Action (0–12 months): approve Option B (internet sales) as a staged rollout with formal “go/no-go” gates tied to value and liquidity. KPI/Targets: (i) maintain NPV > 0 under downside cases (−20% demand and higher returns costs); (ii) achieve conversion rate +20% and fulfilment cost/order −10% by Year 2; (iii) cap return rate ≤8% and protect contribution margin via pricing/returns controls; (iv) secure an RCF sized to cover peak seasonal working-capital swings. Expected impact: protects project IRR headroom and reduces cash-flow volatility; staged commitment preserves option value under uncertainty. Risks/Trade-offs: under-investment delays scale benefits; over-investment increases irreversibility risk. This governance aligns with real-world capital budgeting practice  and financing logic under asymmetric information , while maintaining a value-based decision-making discipline consistent with corporate finance theory. 
“We are raising our ambition and targeting a 17% RoTE or better, excluding notable items, in each year from 2026 to 2028.” (Georges Elhedery, Group CEO of HSBC Holdings plc) (HSBC Holdings plc, 2026). 
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