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1. [bookmark: _Toc219163912]Part 1
[bookmark: _Toc219163913]Executive Summary
A full review of the financial performance of J Sainsbury plc, with comparison to FY 24, was undertaken as part of this review of the 52-week results to 01 March 2025 (FY 25) for the purposes of assessing the Group's strategic direction ("Next Level") in terms of corporate health; operational efficiency; and, its ability to attract investment. A number of quantitative indicators were used as part of this assessment, including a range of financial ratios based on data contained within the Group's 2025 Annual Report under the headings of Profitability, Liquidity, Efficiency, Solvency and Investor Returns. The "Next Level" strategy has been successful in increasing volume through "Food First", whilst improving margin, partly as a result of increased efficiency, and largely as a result of price increases being absorbed. The statutory profit for the year increased substantially to £242 million (FY 24: £137 million) - a very good level of profitability for the sector. The Group's liquidity position has improved considerably. The current ratio improved to 0.74:1 (FY 24: 0.66:1), largely as a result of a significant increase in cash and cash equivalents of £2.78 billion. Although the working capital cycle still remains negative (a characteristic of the food retail sector), there are benefits of having such a large cash reserve in place, and it therefore represents a lower risk. The speed at which stock turns over remains a key source of competitive advantage. Stock turn increased to 15.8 times, resulting in an average stockholding period of 23.2 days. Vitally important is the speed of stock turnover keeping the products of acceptable quality and releasing cash in a business in a comparatively low-margin environment. The Group gearing has dropped to a great extent. The gearing ratio decreased to 36.5% (39.9% in FY 24) due to decrease in net debt level, and the Group had a high cash generating ability. The fact that the group has consistently shown a strong interest cover ratio of 3.06 in addition to offering assurance of the company capacity to meet its interest payments implies that even in the event that interest rates increase, the group should be capable of keeping on servicing its debt obligations. In light of these factors, the report makes a number of recommendations concerning the Group's use of capital in future years, including continuing to allocate capital towards high-return retail investments; continuing to integrate the Argos supply chain; and utilising the group's current strong cash balance to either increase the return to shareholders or reduce lease liabilities.

[bookmark: _Toc219163914]Introduction
Sainsbury’s is an FTSE 100 listed company and the UK’s second largest supermarket with a market share of around 15.6% (The Grocer, 2025; Kantar Worldpanel, 2025). Sainsbury’s operates as a multi-channel business model, consisting of three main areas of operation – retail (food), general merchandise (including Argos, Habitat and Tu) and financial services. The reporting year for this study (2024-2025) represents an important stage of Sainsbury’s “Next Level Sainsbury’s” strategic plan. Sainsbury’s intends to increase its market share significantly through both increased investment in value for money offers and through the use of data analytics to develop loyalty schemes (Mintel, 2025). 
The UK food industry is a highly competitive and marginally profitable industry with high operational gearing (Porter, 1980). In addition to well-established brands such as Tesco and Sainsbury’s, the UK food retail market has recently experienced disruption caused by the rapid growth of the limited assortment discounters Aldi and Lidl, who are attracting price-sensitive shoppers (Retail Gazette, 2025). The UK economy was still struggling in FY25 but there were signs that it had reached the bottom (Bank of England, 2025). Even though the rate of headline inflation is lower than it was at its peak in earlier years, the operating costs remain high among the UK retailers: these include labour costs, which are on the rise (National Living Wage), as well as energy prices, which are rising (ONS, 2025).
It is within this context that Sainsbury has been working on its strategy of Food First. Food First places more emphasis on the price cuts and loyalty scheme called Nectar Prices as the means of retaining its customers and enhancing operational productivity to ensure that the profit margins are safeguarded (Marketing Week, 2025). With the help of this two-pronged strategy, Sainsbury will be able to nullify the price edge of the discounters and take advantage of its better product offer (IG Group, 2025).
This paper will critically evaluate how Sainsbury strategic decision-making activity has influenced its financial performance using the latest FY25 data. Based on the information reflected in the 2025 annual reports, the research will determine whether the Food First strategic initiative(s) have brought concrete positive changes to the profitability, liquidity and shareholder wealth of Sainsbury. The research will be based on the existing theoretical foundations and ratio analysis procedures (Dyson, 2020; Atrill and McLaney, 2019) to offer an in-depth analysis of the financial performance and financial status held by Sainsbury.
[bookmark: _Toc219163915]Main Findings: Ratio Analysis
This analysis uses the specific financial information available to provide a comparison between the two years as it pertains to the 52 weeks that ended on 1 March 2025 and 2 March 2024 (J Sainsbury plc, 2025).
[bookmark: _Toc219163916]Profitability Ratios 
The profitability ratios will indicate a firm’s competitiveness and its managers’ skills. The profit ratios measure the ability of the firm to earn profits per unit of sales, per unit of asset and per unit of equity (capital) (Watson and Head, 2019). As such these measures enable stakeholders to evaluate whether or not the business has been effective in generating shareholder returns from sales (Horngren, Datar and Rajan, 2023).
Table 1: Profitability Ratios
	Ratio
	Formula Used
	FY 2025
	FY 2024
	Change

	Gross Profit Margin
	Total sales - COGS/Total sales x100
	7.01%
	6.91%
	+0.10%

	Operating Profit Margin
	Operating profit/Net sales
	3.14%
	2.94%
	+0.20%

	Net Profit Margin
	Net profit / Revenue x100
	0.74%
	0.42%
	+0.32%

	Return on Capital Employed (ROCE)
	EBIT/Capital employed (Total Assets - Current Liabilities)
	7.8%
	7.0%
	+0.8%



Gross Profit Margin 
Sainsbury’s Underlying Gross Profit Margin was 7.01% for FY25 (as opposed to 6.91% for FY24) (J Sainsbury Plc., 2025). The gross profit margin is determined by dividing the Gross Profit by the Revenue. The improvement is statistically significant given the competitive nature of the market. Sainsbury’s has reduced their cost of sales relative to sales despite the Nectar Price initiative having led to lower shelf prices for consumers (J Sainsbury Plc., 2025). The Save to Invest efficiency program has therefore delivered sustainable cost reductions within the supply chain (CIPS, 2025). Through better negotiation of terms with suppliers and optimisation of logistics, the company have been able to transfer these efficiencies to consumers whilst increasing the margin gap. This stability of Gross Margin is indicative that the company are not simply purchasing volume at the expense of profitability (Drury, 2018).
Operating Profit Margin 
The Underlying Operating Profit Margin increased to 3.14%, a threshold level that is both psychological and financially significant in the low-margin grocery industry (Reuters, 2025). The operating profit margin measures the proportion of revenue remaining after payment of variable and fixed costs associated with production (e.g. wages, rent etc.). An Underlying Operating Profit of £1029m is testament to the resilience demonstrated by the company (J Sainsbury Plc., 2025). It is also indicative that the volume growth generated from the Food First Strategy created enough operational leverage to offset the growing overheads. Administrative costs were effectively contained at £1325m; evidence of disciplined cost control in an inflationary economic environment (Financial Times, 2024).
Net Profit Margin 
The Statutory Net Profit Margin increased to 0.74%, representing a statutory profit for the year of £242m (J Sainsbury Plc., 2025). Whilst this profit margin appears thin when compared to other sectors, there has been a significant improvement from 0.42% in FY24. This ratio is the final indicator of return to shareholders; accounting for all costs, including finance costs and taxation (Atrill, 2020). The improvement is primarily due to the flow through of greater operating profits and lower non-underlying charges than in the preceding year. FY25 Non-Underlying Charges amounted to a charge of £297m, as opposed to £379m in FY24; indicative of a cleaner balance sheet as the restructuring costs diminishes.
Return on Capital Employed (ROCE) 
ROCE improved to 7.8%, based on Capital Employed defined as total assets fewer current liabilities (J Sainsbury Plc., 2025). ROCE is the most important ratio used to assess the long-term investment efficiency of a company (McLaney, 2020). The upward trend of ROCE is confirmation that the capital released from the disposal of the financial services arm and other dispositions is being utilised effectively to enhance returns from the high-return core retail business. A rise of 80 basis points implies that for each £100 of capital invested in the business, the managers of the business are currently generating £0.80 of operating profit more than they did last year.
[bookmark: _Toc219163917]Liquidity Ratios
Liquidity ratios provide an assessment of the corporation's capability to meet their obligations as they come due. A key aspect to avoid bankruptcy and ensure ongoing operations of the organisation (Atrill, 2020).
Table 2: Liquidity Ratios
	Ratio
	Formula Used
	FY 2025
	FY 2024
	Change

	Current Ratio
	Current Assets/Current Liabilities
	0.74 : 1
	0.66 : 1
	+0.08

	Quick Ratio
	Total Current Assets−Inventory − Prepaid Expenses / Current Liabilities
	0.57 : 1
	0.49 : 1
	+0.08



Current Ratio 
The Current Ratio has substantially increased to 0.74:1 in FY25 (J Sainsbury plc, 2025) and represents a comparison of the corporation's current assets compared to their current liabilities. The increase in the Current Ratio was primarily driven by a considerable increase in current assets, most notably Cash and Cash Equivalents increasing to £2,777m and a decrease in current liabilities. Although the Current Ratio being under 1.0 indicates a negative working capital cycle; this is typical of supermarket companies who sell inventory prior to payment from suppliers; the shift towards 0.74 shows a substantial improvement in the company's liquidity buffer over recent years (Dyson, 2020). The ratio therefore illustrates that the company now has a greater financial buffer to support the company in meeting its short term commitments than it did previously, thereby improving the risk profile.
Quick Ratio 
The Quick Ratio or Acid Test is at 0.57:1 and improved from 0.49:1 (J Sainsbury plc, 2025). The Quick Ratio excludes inventory from the calculations as inventory is not always immediately capable of conversion into cash. Therefore, the increase in the Quick Ratio supports the fact that Sainsbury's possesses sufficient liquid funds available to satisfy immediate obligations without reliance on the sale of inventory. In addition, the large cash balance of £2.8bn provides the Board with numerous options in relation to the deployment of funds such as paying down debt, increasing dividend payments, or funding further price increases if there are future upward pressures on inflation (Bloomberg, 2026).
[bookmark: _Toc219163918]Efficiency Ratios
Efficiency ratios, also referred to as activity ratios, represent the efficiency with which the management utilises the assets available to them (McLaney, 2020). These ratios illustrate the speed at which the business operates.
Table 3: Efficiency Ratios
	Ratio
	Formula Used
	FY 2025
	FY 2024
	Change

	Inventory Turnover
	Cost of Goods Sold / Average Inventory
	15.8 times
	15.6 times
	+0.2

	Accounts Payable Turnover
	Net Credit Purchases / Average Accounts Payable
	5.79 times
	5.88 times
	-0.09

	Asset Turnover Ratio
	Net Sales / Average Total Assets
	1.33 times
	1.29 times
	+0.04


Inventory Turnover
Inventories have been optimised through inventory turnover of 15.8 times in a year (J Sainsbury plc, 2025), which equates to selling and replacing all inventories of the company nearly 16 times a year. Consequently, the typical product now remains on store shelves for only 23.2 days. The fast inventory turnover rate is quite high and shows that AI-based predictive inventory models, used as part of the "Next Level" initiative, will reduce waste, excess inventory, and related costs associated with holding inventories. Speed of inventory turnover, is a key measure of quality, and margin preservation in the fresh foods category (CIPS, 2025).
Payables Payment Period
The Company’s products sell out in 23 days; however, it takes the Company approximately 63 days to pay their suppliers, as indicated by the Trade Payables of £5,278 million (J Sainsbury plc, 2025). The number of days to settle accounts payable represents the length of time it takes to settle the account payable. The 63 days to pay suppliers creates a funding gap of approximately 40 days, where the company retains the cash generated from sales prior to paying the supplier. This represents a cost free source of working capital finance for the company. If the Company extends the payment terms to over 60 days, this may put pressure on the relationship between the Company and the suppliers and may create a strategic risk that will need careful management to ensure continuity of the supply chain (The Grocer, 2025).
Asset Turnover Ratio
The asset utilisation ratio increased to 1.33 times, meaning the Company generated $1.33 of sales for each dollar of assets owned (J Sainsbury plc, 2025). The improved asset utilisation was achieved through an increase in revenue ($32.8 billion) at a lower total asset value than previous years ($24.6 billion vs $25.1 billion). The decrease in assets is primarily the result of the divestment of the financial services segment. Therefore, the "utilisation" of the Company's assets has improved since they are being utilised to produce more sales.
[bookmark: _Toc219163919]Financial Solvency (Gearing) Ratios
Financial solvency or gearing ratios measure the long term financial health and debt financing obligations of the Company (Bekaert and Hodrick, 2017). These ratios provide critical information to evaluate whether the Company will remain viable in the long term.
Table 4: Solvency Ratios
	Ratio
	Formula Used
	FY 2025
	FY 2024
	Change

	Gearing Ratio
	Net Debt / (Equity + Net Debt)
	36.5%
	39.9%
	-3.4%

	Debt Ratio
	Total Liabilities / Total Assets
	73.0%
	72.6%
	+0.4%

	Interest Coverage Ratio
	EBIT / Interest Expense
	3.06 times
	2.93 times
	+0.13


Gearing Ratio
The Gearing Ratio has improved significantly to 36.5%, compared with 39.9% previously (J Sainsbury plc, 2025). The Gearing Ratio is a measure of the proportion of a company’s capital structure financed using interest bearing debt. The improvement is mainly because of a very strong cash flow performance, increasing the “Net Cash” figure which offsets debt. The lower gearing will make the company less susceptible to interest rate increases and/or recessionary pressures (S&P Global, 2025), and also gives an indication to investors that the company is reducing its leverage and improving its financial footing.
Interest Coverage Ratio
The Interest Coverage Ratio was 3.06 times. The Interest Coverage Ratio shows how many times the operating profits would be able to pay off the net finance costs (J Sainsbury plc, 2025). Although the Finance Costs have risen to £336m (FY24: £324m) due to higher interest rates, the increase in the Operating Profit (£1,029m) outpaced the increased cost of borrowing. In general terms, for a stable cash generating business such as a supermarket, a ratio of over 3.0x is regarded as good, demonstrating that the business is well able to meet its debt repayment commitments. 
[bookmark: _Toc219163920]Investor Ratios
Investor Ratios are of prime importance to both existing and prospective shareholders as they show the level of return that their investment is likely to achieve (Yahoo Finance, 2026).
Table 5: Investor Ratios
	Ratio
	Formula Used
	FY 2025
	FY 2024
	Change

	Basic EPS (Underlying)
	Underlying Profit / Shares
	23.1p
	22.1p
	+4.5%

	Basic EPS (Total)
	Total Profit / Shares
	10.4p
	5.9p
	+76%


Earnings Per Share (EPS)
The 4.5% improvement in Underlying Earnings Per Share (EPS) to 23.1p (J Sainsbury plc, 2025), should provide confidence to shareholders regarding their investment; as this represents the largest driving factor of the increase in the company's stock price and ultimately, long-term dividend sustainability. The jump in Statutory (Total) EPS from 5.9p to 10.4p, a 76% increase, also indicates that the company has improved its bottom-line performance. This is due to diminishing structural costs associated with the company's past restructuring and improving profitability. The increase in both metrics will support the sustainability of the company's dividend payments and will allow the company to potentially either continue to grow the dividend or consider share repurchases.
[bookmark: _Toc219163921]Critical Evaluation
[bookmark: _Toc219163922]Strategic Performance & The "Food First" Pivot
There is strong qualitative evidence from the FY25 financial results that Sainsbury's "Next Level" strategy is meeting its objectives. The strategic shift to focus on "Food First," with an emphasis on volume growth, price competitiveness, and efficiency through the supply chain, has led to a successful "Goldilocks" scenario where Revenue is increased to £32.8 billion and Operating Margins have been improved to 3.14%.
In the retail industry, there is usually a trade-off between cost and profit: a retailer must either lose margin to increase volume (with a price cut), or lose volume to protect margin (through pricing increases). Sainsbury's has broken this trade-off; they have gained volume while increasing margins. The ratio analysis demonstrates the mechanism for achieving this success: this was largely due to the reduction in the proportion of Cost of Sales to revenue (as evidenced by the improvement in the Gross Margin) and the acceleration of Inventory Turnover to 15.8x. This supports the idea that the "Save to Invest" program is more than simply a slogan — it is financially supported by the funds generated by price investments necessary to allow Sainsbury's to compete with the discounters (The Guardian, 2024).
[bookmark: _Toc219163923]Financial Structure & Risk
The Balance Sheet underwent a major "de-risking" in FY25. The large cash reserve approaching £2.8 billion has greatly increased liquidity ratios and decreased net gearing. In the uncertain economic climate of the mid-2020s, liquidity is a valuable commodity. A strong cash balance will allow Sainsbury's to self-fund its technology investments and store refits without having to rely on expensive debt markets; this is a significant competitive advantage given the current interest rate environment (Bank of England, 2025).
Nevertheless, the analysis indicates that the reliance on supplier credit is also a significant part of the financial organization of Sainsbury. Sainsbury has a Payables Period 63 days, which implies that the company successfully utilizes the credit of suppliers to sustain the working capital requirements of the company. Although this is a good way of financial management, it has a reputational risk. In the event that the suppliers of Sainsbury start experiencing the squeezer effect of terms of trade conditions, this may interfere with the supply chain, or spoil goodwill (CIPS, 2025). The negative working capital model is very efficient but depends on suppliers maintaining confidence in the supply chain.
[bookmark: _Toc219163924]Limitations of Ratio Analysis
Although ratio analysis provides a structured format for evaluating performance, there are many inherent limitations associated with this method of analysis (Drury, 2018) 
Firstly, the Disposal Group Distortion affects the analysis. Due to the continued divestment of Financial Services, the FY25 Balance Sheet contains a number of assets (£2.5 billion) and liabilities (£3.1 billion) that are classified as "held for sale." These assets and liabilities distort normal liquidity and solvency ratios and could create the illusion that the company is more leveraged or liquid than the standalone continuing operations would indicate.
Secondly, Seasonality has an impact. The FY25 year end of March 1st is immediately following the peak trading period of Christmas and the January sales clearances. As such, the cash balances are typically at their highest level at this point in the year, and the inventory levels are typically lower than the annual average. Consequently, the ratios calculated at this point in the year may not accurately represent the typical financial condition of the business over the course of the year and could result in an overly optimistic assessment of liquidity.
Thirdly, although the recent stabilisation of inflation, the comparative figures from FY24 and prior years were influenced by the higher inflation rates and therefore can cause distortion in growth rates of revenue and costs (i.e., some of the revenue growth may have been price-driven rather than volume-driven) (ONS, 2025).
[bookmark: _Toc219163925]Recommendations
On the basis of the detailed financial review described above, the following key recommendations are made to the Board of Directors:
Capital Allocation Strategy
In light of a cash position of £2.78 billion and a gearing ratio of 36.5%, the Board is in a powerful position to return value to shareholders. The Board is therefore advised to consider increasing the pace of the current share buyback programme. A faster rate of share repurchase will have two positive impacts: it will increase the earnings per share; and it will send a clear message to the market about management confidence in the business model and the future prospects of the business.
Alternatively, the Board may wish to invest the surplus cash in an extension of the automated logistics system of Argos to take advantage of the efficiencies already established and to create additional barriers to entry for competitors who are purely online businesses.
Manage Supplier Relationships
As the efficiency analysis demonstrated, the payables payment period was extended to 63 days. Although there is a benefit to cash flow from a long payables’ payment period, it is clearly longer than the payables collection period. Therefore, Sainsbury's should ensure that it is not putting pressure on suppliers to maintain an unsustainable level of supply chain relationships. As such, the Board is encouraged to monitor supplier satisfaction surveys in conjunction with working capital performance to prevent operational efficiency being achieved at the expense of maintaining a resilient supply chain to support the "Food First" strategy.
De-lever Lease Liabilities
Approximately half of the group's total debt (£5.5bn), relates to lease obligations. In the current climate where borrowing rates remain at historically high levels, the Board should assess whether the opportunity exists to utilise available funds to acquire the freehold of strategic properties. This would result in the elimination of long-term interest payments and a reduction in the lease obligation recorded on the balance sheet. In addition, if the Group were to eliminate the interest payments on lease obligations relating to specific properties, then the net profit margin of the Group could be enhanced further.
[bookmark: _Toc219163926]Conclusion
A strong financial performance of Sainsbury PLC in FY25 confirms the success of the strategy of Next Level. The Company has managed to move through the post-inflationary environment, and attain growth in both turnover and underlying operating margins to attain an admirable 3.14% margin. Liquidity measures and gearing ratios are also improved, which makes the balance sheet significantly better.
The key move of refocusing the business on core retail and non-core areas, such as financial services has offered a real-life illustration of success in terms of the enhancement of the Return on Capital Employed (ROCE) to 7.8%. Sainsbury has managed to find a successful mix between the competitive price strategy that enables it to compete with other major retailers and the shareholder value creation process. Unless Sainsbury can stop addressing its cost base and retain its competitive pricing through the Nectar loyalty scheme, the latter is in a strong position to achieve long term growth and value creation.


[bookmark: _Toc219163927]Part Two
[bookmark: _Toc219163928]Executive Summary
This study aims to give an in-depth analysis of three of the three ostensible, long-term strategies presented by the Board of Directors of Westward Plc (Options A, B and C); which are, to establish an enlarged space of the current retail shop (Option A), to build a powerful E-Commerce Platform (Option B) and to venture in the manufacture of wooden and Roman blinds (Option C). It will be recommended how Westward Plc should plan its Capital Budget under a four-year strategic cycle according to the objectives of the shareholders whose intention is to maximise their shareholders value. Both the financial viability and risk levels of each of the options will be determined using financial models of Net Present Value (NPV), Payback Period and Internal Rate of Return (IRR). Calculations have been completed to account for a 25% corporation tax rate and 20% straight line capital allowance on all pre-tax cash flows to ensure the accuracy of post-tax cash flow estimates. Data collected from financial models indicate that Internet Sales (Option B) represents the most attractive individual project, providing the greatest Net Present Value (£792,245) along with the best internal rate of return (41.85%). Retail Expansion (Option A) and Blinds Production (Option C) are also viable projects since they both produced positive net present values of £643,200 and £742,512, respectively. However, while the payback period indicated that retail expansion would generate the fastest liquidity returns (2.2 years), the ability to create wealth is greater with internet sales, therefore it is the recommended strategy when viewed individually. Since the total amount available for investment was limited to £2.5m, the authors of the report suggest an optimum portfolio strategy: fund options A & B completely and fund a portion of Option C. This combination provided a combined net present value of £1.85m. Finally, the authors recommend a funding mix consisting primarily of retained earnings and debt financing. Debt financing allows the interest paid to be deducted from taxable income thereby reducing the cost of equity; while maintaining the weighted average cost of capital at an acceptable level.


[bookmark: _Toc219163929]Introduction
In order to help meet the target of four years of growth for Westward Plc, the company's leadership has identified three different options by which the company could achieve the stated objective. These three options are: Option A – expanding the physical retail footprint; Option B – developing a new e-commerce platform to sell products; and Option C – manufacturing window blinds. This report will provide a comprehensive review of each option from both a financial and strategic perspective in order to determine which one offers the greatest opportunity to enhance shareholder value over the next four years.
Investment appraisal is a key component of long term strategic financial planning. Investment appraisal involves the evaluation of long term investments made by companies in order to assess whether they have the potential to increase the overall value of the firm. It is a well accepted principle within business that the ultimate goal of every company is to increase the wealth of its shareholders and therefore investment decisions are the primary means through which companies seek to realise this objective (Arnold, 2019).
Due to the large amounts of money involved in investment decisions, coupled with the irreversible nature of such decisions, it is essential to subject them to rigorous financial analysis in order to identify the level of risk associated with the proposals and to ensure that the available funds are being utilised in the most effective manner possible.
A number of different appraisal tools were employed in this report to facilitate informed decision making. NPV was chosen as the main appraisal tool because of its strong theoretical link to value creation. The pay back period was also employed to measure the liquidity risk associated with each proposal. IRR was used to compare the relative levels of capital efficiency between the two proposals. All of the appraisals were conducted at a 25% corporate tax rate and utilising 20% straight line capital allowances to ensure that all of the recommendations made by the report were based upon realistic after tax cash flows.
In addition to the numerical analysis provided by the report, a critical analysis of each proposal from a management perspective has been undertaken. An investigation of the academic support for DCF methodology has been undertaken as well as an examination of why non-discounting appraisal methods continue to be employed in practice. Other factors which may influence the decision of management have also been investigated, including strategic fit and the level of operational risk associated with each proposal. Finally, given the existence of a £2.5 million capital limit, the report has developed an optimum investment mix by employing the profit index method and concluded with a recommendation as to the most appropriate financing strategy for the planned expansion.
[bookmark: _Toc219163930]Investment Appraisal Analysis
The feasibility of the three options of investments have been determined by analysis of the cash flows shown. The details of how each of the options were appraised can be seen in the Appendix B.
[bookmark: _Toc219163931]NPV Analysis 
Net Present Value (NPV) is the preferred method of investment appraisal and represents the net value created from the time money is spent until the end of the project. Using a firms cost of capital (in this case 6%), it calculates the value today of all future income/losses generated by an investment. If the NPV is greater than zero, the investment creates more value than the cost of capital and therefore increases the value of the company as a whole.
As such, Option A (£600,000 investment to extend the retail outlet) has a NPV of £643,200 and hence is creating significant amounts of value when considering the size of the investment. The fact that there are a number of identical cash inflows over time will reduce the risk associated with the expansion of a successful business model. As such, it will also increase the reliability of the operation and is considered to be a very safe, value adding option for Westward Plc.
Option B (£1,000,000 investment for e-commerce) has the largest absolute NPV of £792,245 and therefore demonstrates the potential of the internet as a sales platform. Although the initial investment is larger than Option A, the cash inflows generated from the increased sales capability offered by the e-commerce platform will be significantly larger than those available from expanding the retail outlet and therefore represents the largest single source of additional value for shareholders of Westward Plc. The large positive value also supports the view that Westward Plc will create the greatest amount of wealth from investing in digital technology.
Option C (£1,600,000 investment to enter the blinds manufacturing industry) is the largest investment of the three options. It produces a positive NPV of £742,512. While the manufacturing option will generate profits, the option is less profitable than the e-commerce option and will require an additional £600,000 in comparison. Therefore, this may indicate that the manufacturing option will produce a lower marginal return on capital than the e-commerce option as the former will have fixed costs associated with establishing a manufacturing base and the latter will be able to sell products at no incremental fixed cost.
Therefore, using the NPV criterion for mutually exclusive projects, the e-commerce option (B) is the preferred option in terms of the maximum amount of wealth creation for shareholders of Westward Plc.
[bookmark: _Toc219163932]Payback Period Analysis 
The payback period represents the length of time it takes for the cumulative net cash inflows to repay the original investment. In addition to being a key measure of liquidity and capital exposure, it is also a useful tool for comparing different investment options.
The payback period of the investment required to expand the retail outlet is approximately 2.22 years, which represents the shortest payback period. Hence, this represents the least amount of liquidity risk. It will mean that the company can redeploy funds to other investment opportunities quickly considering the accelerated capital repayment. This will be a significant benefit of the firm on its ability to respond swiftly to the evolving retail environment. The low operating risk due to the expansion of an established business model has also been captured by the relatively short payback period.
The payback period of the investment made to develop an e-commerce platform is approximately 2.44 years although it is longer than that of Option A. This is therefore a decent risk profile of a growth investment opportunity. The payback period would be slightly longer, but the long term cash flows would be superior in this investment as well as the need to develop the digital platform first before they can begin.
The 2.76 years payback period is the longest period of payback attached to the blinds manufacturing venture. This represents the largest initial investment, and the resulting cash inflows will grow at a slower rate than those from the two previous options. Hence, the capital will be subject to the greatest risk for the longest period of time. In addition to the operational risks associated with diversification, a payback period close to three years limits the margin for error if the market deteriorates during the remaining year of the plan.
[bookmark: _Toc219163933]IRR of Project B 
Given the e-commerce option (B) was selected as the preferred option to pursue alone using the NPV criterion, the internal rate of return (IRR) of this option was computed to determine the efficiency of this investment. The IRR represents the discount rate at which the present values of the inflows equal the initial investment (ie NPV = 0).
Using standard financial calculation methods (see Appendix B) the IRR for the e-commerce option (B) was 41.85%.
This is a very attractive number. The IRR of 41.85% is approximately seven times the cost of capital for the firm (6%). The high margin of safety of this IRR compared with the cost of capital is an indicator that the project would be in a position to survive the major prevailing negative movement of interest rates, or negative shift in cash flows and still be profitable. Therefore, IRR substantiates substantially using corporate resources in the e-commerce initiative as one of the most efficient investment projects, and its returns are many times greater than the cost of capital.
[bookmark: _Toc219163934]Interpretation and Critical Evaluation
The Board's deliberations require that the findings from this Quantitative Study be located within the broader framework of Financial Theory and Principles of Strategic Management.
[bookmark: _Toc219163935]Theoretical Justification for NPV
NPV has become a standard in the academic world as the most appropriate technique of investment appraisal (Fisher, 1930; Brealey, Myers and Allen, 2019). Three major theoretical justifications are given to prove the argument that NPV is the best approach to other investment appraisal methods. To begin with, only NPV enables the direct evaluation of value creation in a financial question, thus leading to an obvious correlation with fiduciary obligation of maximising shareholder wealth. For example, if the NPV of Option B is £792,245, financial theory would assert that implementation of the project would increase Westward Plc's market value by approximately that amount (Drury, 2020).
Secondly, NPV is based upon the strict adherence to the Time Value of Money (TVM) principle. TVM recognises that a pound today has greater value than a pound tomorrow due to its potential to earn a return (opportunity cost), inflation and risk. Therefore, by discounting all future cash inflows at the cost of capital, NPV provides a reliable means of assessing the timing of returns, unlike non-discounting methods, such as Payback, which treat a pound received in Year 4 as equivalent to one received in Year 1.
Finally, one of the main theoretical strengths of NPV lies in the reinvestment assumption, whereby cash generated during a project's lifetime is assumed to be reinvested at the firm's cost of capital (6%). This is a reasonable and pragmatic assumption for an established company. In contrast, IRR assumes that cash generated is reinvested at the project-specific internal rate (for example, 41.85%) which is typically unrealistically high and can result in excessively optimistic assessments of a project's profitability (Ross et al., 2016).
[bookmark: _Toc219163936]Continued Use of Non-Discounting Methods
Regardless of the theoretical benefits of NPV, empirical studies (Arnold, 2019; Pike, 1996) have proven that non-discounting techniques, in particular, Payback and Accounting rate of Return (ARR), are still widely used by practitioners. The phenomenon can be attributed to a number of reasons. In the first place, non-discounting methods have a great benefit of simplicity and ease of communication. Non-financial stakeholders find the phenomenon of payback easy to comprehend, and it is more likely that by declarations that an investment will pay off in 2.2 years, say, it will be more convincing and comprehensible than the idea that the investment will have a positive NPV with a discount rate of 6%.
Also, liquidity rather than the long-run profitability can be of the essence to the company in situations where the company is facing capital constraints or is in an uncertain environment. A quick payback period would be viewed as a hedge against uncertainty, as the quicker cash is recouped the less the company is susceptible to uncertainty in the future. Payback can be a simple risk filter used by a practitioner to eliminate the projects, which consume capital over long durations (Bhimani et al., 2022).
Lastly, agency theory implies that there might come the conflict of interests between shareholders (creating long-term value) and managers (creating short-term performance). Manager compensation is frequently associated with the annualized performance indicators based on Return on Capital Employed (ROCE) or increase in profit. Therefore, managers can choose projects that will enhance these short-term accounting indicators (as characterized in ARR) or those providing quick payoff (Payback) independent of the long-term NPV of the projects.
[bookmark: _Toc219163937]Strategic Decision Factors
An evaluation that is made on the appropriateness of an investment proposal through the use of quantitative data should be considered in combination with a spectrum of qualitative strategic factors. The Board of Strategic Fit must evaluate Strategic Fit of Westward Plc before funding. Does the proposed project fit the long-term objectives of the organisation? As has been already mentioned, the Internet Sales project (Option B) is aligned with the macro-economic shift towards e-business and online communication. The financial reasons behind the Internet Sales project can scarcely compare to the two alternatives but the strategic implications of not having Internet presence could make the Westward Plc avoid investing in the Internet Sales option such as the abandonment of market shares to competitors. Conversely, the production of blinds (Option C) is a diversification of the operations which can distract the senior management of their main business of retailing (Porter, 2008).
Operational Risk is another critical strategic decision that should be taken into account. There is a big difference in risk of the three alternatives. Option A utilises the retail substantiation and supply chain framework that
 by Westward Plc is in place and, as a result, the operational risk associated with the option is low. Option C requires the organisation to enter a new industry (manufacturing), thus increasing the risk profile in relation to product quality, raw materials sourcing, employee training and so forth. The Board must therefore evaluate the extent to which the organisation has the required capabilities to manage the additional risks introduced by entering the manufacturing sector (Johnson et al., 2017).
Finally, ESG factors deserve consideration. Manufacturing blinds (Option C) will increase Westward Plc's carbon footprint through the increased use of energy and waste generation. Internet sales (Option B) also involve logistical challenges associated with packaging and shipping products to customers. The Board must weigh the costs of meeting Westward Plc's ESG commitments against any compliance costs and also assess how the Internet sales project will create 'real options' value. Real options value refers to the flexibility to adapt the project later (such as extending the project to foreign markets), which creates strategic value beyond the immediate cash flows created by the project.
[bookmark: _Toc219163938]Capital Rationing and Optimisation
The board has also set a fixed investment limit of £2,500,000 for the next period; however, the estimated total required to execute all three potentially viable options (A, B & C) amounts to £3,200,000 (£600,000 + £1,000,000 + £1,600,000). Therefore, we have a classic case of “hard capital rationing,” whereby there are more profitable projects available to invest in than there is money to invest. Consequently, in this situation, selecting projects based solely upon the highest absolute NPV (Option B) would be inefficient as it would ignore the dollar amount of value created per dollar of investment made.
In order to solve this problem of resource allocation, an evaluation method will need to be employed which evaluates each project relative to its potential to create value per pound of investment. That evaluation method is the Profitability Index (PI), which is calculated by taking the total present value of all future expected cash flows and dividing them by the initial investment made. In other words, it measures how much value will be produced per dollar invested. The higher the Profitability Index, the better the investment opportunity, so the best option to choose is the one that produces the most value per dollar invested. Using the results presented in Appendix B, Option A represents the highest level of capital efficiency with a Profitability Index of 2.07, creating £1.07 of excess value for each £1 invested. Option B ranks second with a PI of 1.79, and Option C ranks last with a PI of 1.46.
Thus, when evaluating the best way to allocate the firm’s limited funds among its available investment opportunities, the best strategy will be to rank the projects using the Profitability Index, and then fund the highest ranked projects first until all of the available funds are exhausted. Therefore, Westward Plc should fund Options A ($600,000) and B ($1,000,000) in their entirety. Together these investments require $1,600,000 of the available resources, leaving the firm with a remaining budget of $900,000. Because the guidelines state that projects may be partially funded, Westward Plc can use the remaining funds to partially fund the third-ranked investment, Option C.
Westward Plc should use the remaining $900,000 to fund approximately 56.25% of the blinds manufacturing project. The company may fund Option C, which costs $1,600,000 in its entirety, up to the point of exhausting the remaining funds, i.e., £900,000. At this juncture, the firm has constructed a portfolio of investments which yield a collective Net Present Value of $1,853,108 (Option A: $643,200 + Option B: $792,245 + Option C: $417,663). This collective return is significantly larger than the returns of any individual investment, or any combination of investments, thus ensuring that Westward Plc has maximised shareholder wealth creation within the confines of its available funds.
[bookmark: _Toc219163939]Recommendation
Based on thorough financial evaluation and an understanding of the limitations of capital, we believe that Westward Plc should pursue the optimal combination of the three options outlined in the previous section. We recommend that the Board approves the full-scale development of the retail store (Option A) and the full scale development of the Internet sales platform (Option B); we further recommend that the remaining funds available be used to enter the blinds manufacturing industry on a reduced basis (Option C).
The rationale behind our recommendation is twofold. First, the recommendation balances risk with return. Second, the recommended approach will maximise the very low-risk returns generated by the retail expansion (Option A); it will secure the high-absolute wealth generation and strategic imperative of the digital market (Option B); and it will permit the firm to begin expanding revenue streams through manufacturing (Option C) while limiting the extent to which it extends capital.
Recommendation Regarding Financing:
We recommend that the Board utilise the "Pecking Order Theory" of capital structure in order to fund the proposed $2.5 million program (Modigliani and Miller, 1963).
First Preference: Retained Earnings
Internal funding is the preferred method of raising capital. Internal funding is the least expensive form of capital and avoids the costs associated with issuing capital externally (i.e. flotation costs and covenants associated with borrowed funds). Additionally, internal funding does not result in any loss of control by existing owners.
Second Preference: Long-Term Debt
Any shortfall in internal funding should be addressed by using debt financing (e.g., bank loans). As previously discussed, Westward Plc has strong projected cash flows resulting from Options A and B; therefore, the company is well-positioned to service any debt obligations. Furthermore, the use of long-term debt results in a tax shield since the interest paid on the debt is tax-deductible and thus reduces the effective cost of capital to the equity holders.
Third Preference: Equity
We discourage the issuance of new stock. The issuance of new stock is the most expensive type of financing and dilutes the attractive returns generated by these specific investments for current shareholders.
[bookmark: _Toc219163940]Conclusion
As stated earlier, Westward Plc has a significant opportunity to create value for shareholders and grow through the implementation of a diversified investment strategy. By utilising NPV as the primary method of evaluating and selecting among competing investment alternatives, Westward Plc can select a portfolio of investments that provide the greatest theoretical and economic value.
Additionally, by adhering to the capital rationing strategy, the company is able to maximise the net present value of approximately $1.85 million from the selected portfolio of investments. Although non-discounting measures such as Payback Period have some validity with respect to liquidity issues, the majority of the evidence from discounted cash flow analysis supports the notion that there are significant long-term wealth creation opportunities for Westward Plc through the implementation of these initiatives. Therefore, if the Board chooses to follow the recommended financing plan consisting of retained earnings and debt, Westward Plc should be able to successfully execute this strategy and enhance its competitive position within both the physical and digital markets while controlling operational risk.
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[bookmark: _Toc219163943]Appendix A: Financial Data & Calculations
Detailed Financial Calculations Table (FY 2025 vs FY 2024)
Figures based on Annual Report 2025 Data provided.
	Ratio Category
	Ratio Name
	Formula Used (Financial Ratios.docx)
	Calculation (FY 2025)
	Result 2025
	Result 2024

	Profitability
	Gross Profit Margin Ratio
	Total sales - COGS/Total sales x100
	(£32,812 - £30,513) / £32,812 x 100
	7.01%
	6.91%

	
	Operating Profit Margin Ratio
	Operating profit/Net sales
	£1,029 / £32,812 x 100
	3.14%
	2.94%

	
	Net profit margin ratios
	Net profit / Revenue x100
	£242 / £32,812 x 100
	0.74%
	0.42%

	
	Return on Capital employed
	EBIT/Capital employed (Total Assets - Current Liabilities)
	£1,029 / (£24,648 - £11,417)
	7.78%
	6.97%

	Liquidity
	Current Ratio
	Current Assets/Current Liabilities
	£8,449 / £11,417
	0.74
	0.66

	
	Quick Ratio
	Total Current Assets−Inventory − Prepaid Expenses / Current Liabilities
	(£8,449 - £1,946) / £11,417
	0.57
	0.49

	Efficiency
	Inventory Turnover Ratio
	Cost of Goods Sold / Average Inventory
	£30,513 / 1,936.5 (Avg)
	15.76x
	15.57x

	
	Accounts Payable Turnover
	Net Credit Purchases / Average Accounts Payable
	365 / (63 days)
	5.79x
	5.88x

	
	Asset Turnover Ratio
	Net Sales / Average Total Assets
	£32,812 / £24,648
	1.33x
	1.29x

	Solvency
	Gearing (Debt/Equity+Debt)
	Net Debt / (Equity + Net Debt)
	£3,831 / (£6,651 + £3,831)
	36.5%
	39.9%

	
	Interest Coverage Ratio
	EBIT / Interest Expense
	£1,029 / £336
	3.06x
	2.93x

	
	Debt Ratio
	Total Liabilities / Total Assets
	£17,997 / £24,648
	73.0%
	72.6%

	Investor
	EPS (Underlying)
	Net Income / Shares
	Reported
	23.1p
	22.1p


Input Data Table (Values in £ millions)
	Item
	FY 2025
	FY 2024

	Revenue
	32,812
	32,238

	Cost of Sales (Underlying)
	(30,513)
	(30,009)

	Gross Profit (Underlying)
	2,299
	2,229

	Operating Profit (Underlying)
	1,029
	948

	Profit for Period (Total)
	242
	137

	Current Assets (inc Disposal)
	8,449
	7,581

	Current Liabilities (inc Disposal)
	(11,417)
	(11,452)

	Inventory
	1,946
	1,927

	Trade Payables
	(5,278)
	(5,091)

	Total Assets
	24,648
	25,061

	Total Equity
	6,651
	6,868

	Net Debt (Calculated)
	3,831
	4,562

	Total Liabilities
	17,997
	18,193





[bookmark: _Toc219163944]Appendix B: Investment Appraisal Calculations
Assumptions:
· Corporation Tax: 25% applied to Taxable Profit.
· Capital Allowance: 20% Straight Line (SL) on Initial Investment.
· Taxable Profit: Operating Cash Flow minus Capital Allowance.
· Net Cash Flow: Operating Cash Flow minus Tax Paid.
· Discount Rate: 6%.
[bookmark: _Toc219163945]Option A: Expand Retail Outlet
Initial Investment: £600,000
Capital Allowance: £600,000 × 20% = £120,000 per year.
	Year
	Operating Cash Flow (£)
	Less: Cap Allowance (£)
	Taxable Profit (£)
	Tax @ 25% (£)
	Net Cash Flow (£)
	Discount Factor (6%)
	Present Value (£)

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

	1
	200,000
	(120,000)
	80,000
	(20,000)
	180,000
	0.943
	169,740

	2
	400,000
	(120,000)
	280,000
	(70,000)
	330,000
	0.890
	293,700

	3
	500,000
	(120,000)
	380,000
	(95,000)
	405,000
	0.840
	340,200

	4
	700,000
	(120,000)
	580,000
	(145,000)
	555,000
	0.792
	439,560

	Total
	
	
	
	
	
	NPV
	£643,200


Payback Period Calculation (Option A):
· Year 0 Balance: (600,000)
· Year 1 Inflow: 180,000 → Balance: (420,000)
· Year 2 Inflow: 330,000 → Balance: (90,000)
· Year 3 Inflow: 405,000.
· Payback = 2 Years + (90,000 / 405,000) = 2.22 Years.
[bookmark: _Toc219163946]Option B: Develop Internet Sales
Initial Investment: £1,000,000
Capital Allowance: £1,000,000 × 20% = £200,000 per year.
	Year
	Operating Cash Flow (£)
	Less: Cap Allowance (£)
	Taxable Profit (£)
	Tax @ 25% (£)
	Net Cash Flow (£)
	Discount Factor (6%)
	Present Value (£)

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

	1
	400,000
	(200,000)
	200,000
	(50,000)
	350,000
	0.943
	330,050

	2
	450,000
	(200,000)
	250,000
	(62,500)
	387,500
	0.890
	344,875

	3
	720,000
	(200,000)
	520,000
	(130,000)
	590,000
	0.840
	495,600

	4
	980,000
	(200,000)
	780,000
	(195,000)
	785,000
	0.792
	621,720

	Total
	
	
	
	
	
	NPV
	£792,245


Payback Period Calculation (Option B):
· Year 0 Balance: (1,000,000)
· Year 1 Inflow: 350,000 → Balance: (650,000)
· Year 2 Inflow: 387,500 → Balance: (262,500)
· Year 3 Inflow: 590,000.
· Payback = 2 Years + (262,500 / 590,000) = 2.44 Years.
IRR Calculation (Option B):
Calculated using Excel function =IRR({-1000000, 350000, 387500, 590000, 785000}) = 41.85%.
[bookmark: _Toc219163947]Option C: Produce Blinds
Initial Investment: £1,600,000
Capital Allowance: £1,600,000 × 20% = £320,000 per year.
	Year
	Operating Cash Flow (£)
	Less: Cap Allowance (£)
	Taxable Profit (£)
	Tax @ 25% (£)
	Net Cash Flow (£)
	Discount Factor (6%)
	Present Value (£)

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

	1
	450,000
	(320,000)
	130,000
	(32,500)
	417,500
	0.943
	393,702

	2
	700,000
	(320,000)
	380,000
	(95,000)
	605,000
	0.890
	538,450

	3
	900,000
	(320,000)
	580,000
	(145,000)
	755,000
	0.840
	634,200

	4
	1,200,000
	(320,000)
	880,000
	(220,000)
	980,000
	0.792
	776,160

	Total
	
	
	
	
	
	NPV
	£742,512


Payback Period Calculation (Option C):
· Year 0 Balance: (1,600,000)
· Year 1 Inflow: 417,500 → Balance: (1,182,500)
· Year 2 Inflow: 605,000 → Balance: (577,500)
· Year 3 Inflow: 755,000.
· Payback = 2 Years + (577,500 / 755,000) = 2.76 Years.
[bookmark: _Toc219163948]Capital Rationing Calculations
Profitability Index (PI) Ranking
Formula: PI = (NPV + Initial Investment) / Initial Investment
	Project
	NPV (£)
	Initial Investment (£)
	Total PV (£)
	Profitability Index
	Rank

	Option A
	643,200
	600,000
	1,243,200
	2.07
	1

	Option B
	792,245
	1,000,000
	1,792,245
	1.79
	2

	Option C
	742,512
	1,600,000
	2,342,512
	1.46
	3


Optimal Portfolio Allocation (Budget: £2,500,000)
	Rank
	Project
	Investment Allocated (£)
	% of Project
	NPV Contribution (£)

	1
	Option A
	600,000
	100%
	643,200

	2
	Option B
	1,000,000
	100%
	792,245

	3
	Option C
	900,000
	56.25%
	417,663

	Total
	
	2,500,000
	
	1,853,108


(Note: Option C Fraction = £900,000 remaining budget / £1,600,000 total cost = 0.5625)
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