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Executive Summary
This report analyses the financial performance of Whitbread PLC and evaluates several investment decisions using basic financial analysis methods. The report is divided into two main parts. Task 1 focuses on analysing Whitbread’s financial performance by comparing key financial ratios between FY24 and FY25. Task 2 evaluates three investment projects available to Westward Plc using investment appraisal techniques such as Net Present Value (NPV), Internal Rate of Return (IRR), and capital rationing. 
In Task 1, ratio analysis was used to assess profitability, liquidity, efficiency, gearing, and shareholder returns. The results show that Whitbread’s overall financial performance weakened from FY24 to FY25. Both operating margin and net profit margin declined, indicating weaker profitability. The current ratio also fell, suggesting increased short-term liquidity pressure. Gearing increased due to higher lease liabilities and lower equity, which raised financial risk. Asset turnover decreased slightly, showing weaker asset utilisation, and ROE declined, meaning shareholder returns were lower. While these trends suggest short-term pressure, some of the changes are consistent with the hotel industry and Whitbread’s ongoing expansion. 
Task 2 examined three investment projects using NPV as the main decision-making method. The results show that Project B has the highest NPV, followed by Project C and Project A, making Project B the most attractive option on a stand-alone basis. IRR was calculated for Project B and was found to be well above the company’s cost of capital of 6%, supporting the NPV decision. Under capital rationing with a £2.5 million limit, the optimal investment policy is to invest fully in Project A and Project B and invest partially in Project C, as this combination generates the highest total NPV. 
The report also discusses the limitations of ratio analysis, the reasons why non-discounting methods are still used, and the importance of non-financial factors in decision-making. Finally, different sources of finance were reviewed, and a mixed approach using retained earnings and a reasonable level of debt was recommended. 
Overall, the findings suggest that while Whitbread faces short-term financial pressure, the recommended investment strategy is financially sound and supports long-term shareholder value creation.
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Introduction 
This report examines the financial performance of Whitbread PLC and evaluates investment decisions using basic financial analysis techniques. The report is divided into two main tasks. Task 1 focuses on analysing Whitbread’s recent financial performance by comparing key financial ratios for FY24 and FY25. Ratio analysis is used to assess profitability, liquidity, efficiency, gearing, and shareholder returns in order to understand how the company’s financial position has changed over time.
Task 2 focuses on investment appraisal for Westward Plc, where three alternative projects are considered. Methods such as Net Present Value (NPV), Internal Rate of Return (IRR), and capital rationing are applied to compare the projects and support decision-making. The report also discusses the reasons for using different appraisal methods, the limitations of financial analysis, and the importance of non-financial factors. Overall, the report aims to provide a clear and practical evaluation to support informed financial and investment decisions.
















Main Findings
Ratio	FY24	FY25
Operating margin	19.1%	17.6%
Net profit margin	10.5%	8.7%
Current ratio	0.96	0.81
Gearing	178%	202%
Asset turnover	0.31	0.30
ROE	8.9%	7.6%


Task 1
The operating margin went down from FY24 to FY25. It decreased from 19.1% to 17.6%. This drop may be related to higher operating costs, such as wages and energy, which are important for a hotel business like Whitbread. The company also needs to spend money on maintaining and upgrading its hotels, and these costs can add up. In some areas, demand may not have fully recovered, which can limit revenue growth. Overall, the lower operating margin shows that Whitbread’s core profit has become weaker, and the company may need to manage its costs better in the future.
Net profit margin
The net profit margin decreased from FY24 to FY25. It fell from 10.5% in FY24 to 8.7% in FY25. 
One reason for this decline is that operating profit dropped, which directly reduces the final net profit. Whitbread may also have faced higher finance costs because the company carries borrowings and large lease liabilities under IFRS 16, and these create interest expenses. In addition, depreciation could have increased since the hotel business is capital intensive, and new or upgraded properties add to the depreciation charge. These factors together put pressure on the company’s net earnings. 
This shows that Whitbread’s overall profitability weakened in FY25 and suggests that the company may need to manage its costs more carefully.
Current ratio
The current ratio decreased from FY24 to FY25.It went down from 0.96 in FY24 to 0.81 in FY25.
One reason for the decline is that current liabilities increased faster than current assets during the year. Whitbread operates in the hotel industry, which usually has lower levels of current assets, so the ratio is naturally limited. The short-term portion of lease liabilities may also have increased, adding more pressure on current liabilities. In addition, the company continues to invest in expansion, which can reduce cash and weaken short-term liquidity.
This shows that Whitbread’s short-term solvency became slightly weaker, although a current ratio below 1 is still common in the hotel sector.
Gearing
Gearing increased from FY24 to FY25.It went up from 178% in FY24 to 202% in FY25.
One reason for the rise is that lease liabilities were higher in FY25, which adds more debt to the capital structure. Borrowings also stayed at a relatively high level, so the company continued to rely on external financing. At the same time, equity decreased compared with FY24, which makes the gearing ratio increase even more. Whitbread’s expansion strategy may also require more lease commitments, which further pushes up the ratio.
This higher gearing suggests that the company faces more financial risk, although a higher level of debt is quite common in the hotel industry.
Asset turnover
The asset turnover ratio decreased slightly from FY24 to FY25.It moved from 0.31 times in FY24 to 0.30 times in FY25.
One reason for this decline is that total assets increased faster than revenue. Whitbread invested in more properties and facilities, which raised the asset base, while revenue fell in FY25. The hotel industry is also very capital-intensive, so companies normally hold large, fixed assets, and this often keeps the asset turnover ratio low. In addition, some new investments may not have generated enough revenue yet, especially if the company is still in an expansion phase.
This suggests that the company’s asset utilization became slightly weaker, although this trend is quite common in a heavy-asset industry like hotels.
ROE
The return on equity decreased from FY24 to FY25.It fell from 8.9% in FY24 to 7.6% in FY25.
One reason for this decline is that profit for the year went down, which directly reduces the ROE because the company generated less return from its capital. Although equity also decreased in FY25, the fall in profit was much larger, so the ratio still moved downward. In addition, higher costs and weaker margins during the year affected overall profitability, which puts more pressure on shareholder returns. Some of Whitbread’s expansion activities may also take time to produce strong profits, so short-term returns appear lower.
This decline suggests that Whitbread’s ability to create value for shareholders weakened in FY25, and the company may need to improve profitability or use its capital more efficiently.
Limitations of ratio analysis
Ratio analysis has some clear limitations. First, the ratios come from historical numbers, so they cannot fully show how the company will perform in the future. Changes in inflation or the general economy may also make the financial data less accurate, which affects the ratios. Another problem is that different accounting policies can change the results. For example, IFRS 16 puts lease costs on the balance sheet, so gearing and assets look higher, and it becomes harder to compare one year with another. Also, one ratio on its own does not explain very much, because it only shows one part of the business. Ratios also ignore things like customer satisfaction, brand reputation, and service quality, which are important for a hotel company. The hotel industry is very capital-intensive, so its ratios are naturally different from industries like retail or technology. Companies in an expansion period may also have weaker ratios for a while, which does not always mean they are performing badly. Finally, the analysis depends on the information that the company chooses to report, so it may not cover everything.
Overall evaluation
Overall, Whitbread’s financial performance became weaker from FY24 to FY25. Several key ratios show a downward trend, which suggests the company faced more pressure in FY25.
Profitability fell because both the operating margin and the net profit margin dropped. This shows that the company earned less from its operations and that overall profit levels were lower.
Liquidity also declined, as the current ratio went down, meaning the company may have more short-term financial pressure than before.
Gearing increased in FY25, which means the company is using more debt. This can increase financial risk, even though higher gearing is quite normal in the hotel industry.
Asset turnover also decreased slightly, suggesting that Whitbread did not use its assets as efficiently as in the previous year.
Shareholder returns weakened as well, because ROE fell from FY24 to FY25.
Overall, Whitbread’s financial position looks weaker in the short term, and the company may need time to improve its performance as it continues its expansion.










Task 2
NPV Table - B>C>A
Project	NPV（£）
A	918950
B	1158630
C	1153690

NPV evaluation
The NPV results show clear differences between the three projects. Project A has an NPV of £918,950, Project C has an NPV of £1,153,690, and Project B has the highest NPV at £1,158,630. This means that Project B is expected to create the most value for the company.
NPV measures the value a project can add to the business after considering the time value of money. A positive NPV means the project should increase shareholder wealth, while a higher NPV means the expected financial return is greater (Arnold, 2019).
Because Project B has the highest NPV among the three options, it offers the best financial benefit based on the information provided. Therefore, Project B should be selected as the most suitable investment. Detailed NPV calculations for each project are provided in Appendix A.
IRR
Project B was selected for further evaluation using the Internal Rate of Return (IRR), because it produced the highest NPV among the three projects. The IRR gives another view of the project’s return by showing the discount rate at which the NPV becomes zero.
Based on the project’s cash flows, the IRR for Project B is estimated to be approximately 42%. The IRR represents the rate of return that the project is expected to generate, as it is the discount rate that makes the value of future cash inflows equal to the initial investment (Brealey, Myers and Allen, 2020). If the IRR is higher than the company’s cost of capital of 6%, the project is normally considered acceptable.
Since Project B’s IRR is well above the 6% cost of capital, it suggests that the project can earn a return higher than the minimum required. This supports the earlier NPV result and makes Project B a financially attractive option.
However, IRR should only be used as a supporting measure. NPV remains the main basis for decision-making, because it shows how much value the project is expected to add for shareholders (Arnold, 2019).
Task 2(c)(i) Why NPV is the best investment appraisal method
NPV is considered the most reliable investment appraisal method because it shows how much value a project can add to the company. It takes the time value of money into account by discounting future cash flows, which means it recognizes that money today is worth more than money in the future (Brealey, Myers and Allen, 2020). This makes NPV more realistic than methods that ignore discounting.
Another reason NPV is preferred is that it measures value in actual pounds, so it links directly to the goal of increasing shareholder wealth. It also avoids some of the problems found in other methods, such as confusing results from IRR or the focus on profits instead of cash flows (Arnold, 2019). Overall, NPV gives a clear and practical estimate of how much financial benefit a project can bring, which is why it is widely viewed as the best method.
Task 2(c)(ii) Why non-discounting methods (payback / ARR) are still used
Even though NPV is the strongest method, many managers still use tools like payback and ARR. One reason is that these methods are very simple and easy to understand. They do not require complicated calculations, so they are useful when managers need to make quick decisions (Atrill and McLaney, 2023).
The payback period is popular because it shows how fast a company can recover its initial investment, which is helpful in uncertain situations where cash flow risk is high. ARR is also used because it relies on accounting profits, which managers are already familiar with (Drury, 2018). These methods are not perfect, but they are practical and can support decision-making when used together with NPV.
Task 2(c)(iii) Other factors to consider before making an investment decision
Financial results alone are not enough to make a final decision. Managers also need to look at several non-financial factors such as market conditions, operational capability and strategic fit. These qualitative factors are important because they can significantly affect whether a project is successful in practice (Drury, 2018).
The company must also check whether it has enough operational capacity, including staff, equipment, and management skills. Problems in areas like supply chain or training can affect performance. In addition, regulatory and environmental issues may change project outcomes if new rules or costs appear.
Finally, the project should fit the company’s long-term strategy. If the project does not align with the business direction, it could create confusion or reduce focus. Considering these additional factors helps ensure that the final decision is realistic and suitable for the company.
Task 2(d) – Optimal Investment Policy Under Capital Rationing
Westward Plc has a capital limit of £2.5 million, and the projects are divisible, so the company can invest in whole projects or only part of a project. To decide how to use the limited funds, the profitability index (PI) was calculated for each project by dividing NPV by the initial investment. Using the NPVs from part (a), the PIs are approximately 1.53 for Project A, 1.16 for Project B and 0.72 for Project C. This means Project A gives the highest NPV per £1 invested, followed by Project B, and then Project C.
With a £2.5 million budget, the company should first invest fully in Project A (£600,000) and Project B (£1,000,000), using a total of £1.6 million. The remaining £0.9 million can then be invested as a fraction of Project C. Since the full cost of Project C is £1.6 million, this means investing 56.25% of Project C. The NPVs from this policy are: £918,950 from Project A, £1,158,630 from Project B, and about £648,951 from 56.25% of Project C, giving a total NPV of around £2,726,531.
This shows that, under the £2.5 million capital limit, the optimal investment policy is to choose Project A, Project B, and 56.25% of Project C, as this combination produces the highest total NPV. The detailed PI calculations and capital allocation workings are included in the Appendix.
 Financing the investment programme
After choosing the best combination of projects, Westward Plc also needs to think about how the investment programme can be financed. A company usually has different sources of finance, and each one has its own advantages and disadvantages. The main options include equity, debt, retained earnings, and leasing. The main points are explained below in a simple way.
1.Equity finance
Equity finance means raising money by selling new shares.
Advantages:
No need to pay interest, so it reduces pressure on cash flow.
Lower financial risk compared to borrowing.
Helps strengthen the company’s equity position.
Disadvantages:
Existing shareholders lose some control because ownership is diluted.
More expensive than debt because shareholders expect higher returns.
Sometimes investors think issuing shares is a sign of weakness.
Equity is usually suitable for long-term investments, but many companies try not to use it unless necessary.
2.Debt finance (bank loans or bonds)
Debt finance involves borrowing money that must be repaid with interest.
Advantages:
Cheaper than equity because interest payments reduce taxable income.
No dilution of ownership.
Can be arranged quickly if the company has good credit.
Disadvantages:
Increases financial risk and gearing.
Requires regular interest payments even when profits are low.
Too much debt can limit flexibility.
Debt is suitable when the company has stable cash flows to cover repayments.
3.Retained earnings
Retained earnings are profits kept in the business instead of being paid out as dividends.
Advantages:
No interest cost and no loss of control.
It is usually the cheapest source of finance.
Disadvantages:
Limited by the company’s recent profits.
Using too much may affect everyday operations.
Shareholders may prefer cash dividends.
Retained earnings work well when the project is not too large and the company has enough reserves.
4.Leasing or asset-based finance
Leasing is when the company pays to use an asset instead of buying it.
Advantages:
Reduces the amount of money needed at the start.
Allows easy upgrades of equipment.
Useful for assets that lose value quickly.
Disadvantages:
Can cost more over time.
The company does not own the asset.
Lease contracts may include restrictions.
Leasing is suitable when the investment involves equipment with a short useful life.
5.Recommended financing strategy
A mixed approach may be the best option for Westward Plc. The company could use some retained earnings and a reasonable amount of debt. This keeps gearing under control while still providing enough funds for the investment programme. It also avoids dilution and keeps financing costs at a manageable level.
The final choice should depend on the company’s financial position, its risk level, and its long-term objectives.

















Conclusion 
This report reviewed the three investment projects available to Westward Plc using methods such as NPV, IRR and the profitability index for the capital rationing part. The results show that Project B is the best choice when looked at on its own, because it has the highest NPV and an IRR that is clearly above the company’s 6% cost of capital. When the £2.5 million capital limit is applied, the best overall outcome comes from investing in Project A, Project B, and a part of Project C, as this combination creates the highest total NPV.
Although the financial analysis points to these choices, the company should still think about other factors such as strategic fit, market conditions and whether it has the operational capacity to support the projects. In terms of financing, a mix of retained earnings and a reasonable amount of debt seem suitable, as it avoids too much financial risk while still providing enough funds.
Overall, the recommended investment plan appears sensible and supports the company’s aim of creating value for shareholders.
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Appendix A1：Project A-NPV Table
	Year
	Cash Flow (£)
	Discount Factor (6%)
	Present Value (£)

	0
	-600000
	1.0000
	-600000

	1
	200000
	0.9434
	188680

	2
	400000
	0.8900
	356000

	3
	500000
	0.8396
	419800

	4
	700000
	0.7921
	554470


                                                                            Total NPV(A)              918950
Appendix A2：Project B-NPV Table
	Year
	Cash Flow (£)
	Discount Factor (6%)
	Present Value (£)

	0
	-1000000
	1.0000
	-1000000

	1
	400000
	0.9434
	377360

	2
	450000
	0.8900
	400500

	3
	720000
	0.8396
	604512

	4
	980000
	0.7921
	776258


                                                                           Total NPV(B)                1158630
Appendix A3：Project C-NPV Table
	Year
	Cash Flow (£)
	Discount Factor (6%)
	Present Value (£)

	0
	-1600000
	1.0000
	-1600000

	1
	450000
	0.9434
	424530

	2
	700000
	0.8900
	623000

	3
	900000
	0.8396
	755640

	4
	1200000
	0.7921
	950520


                                                                                            Total NPV(C)               1153690
[bookmark: OLE_LINK4]Appendix B：IRR Trial Discount Rate Table – Project B
Trial 1:40%
	Year
	Cash Flow (£)
	DF(40%)
	PV (£)

	0
	-1000000
	1.0000
	-1000000

	1
	400000
	0.7143
	285714

	2
	450000
	0.5102
	229592

	3
	720000
	0.3644
	262391

	4
	980000
	0.2603
	255102


                                                                                                                  +32799
Trial 2:45%
	Year
	Cash Flow (£)
	DF(45%)
	PV (£)

	0
	-1000000
	1.0000
	-1000000

	1
	400000
	0.6897
	275862

	2
	450000
	0.4756
	214031

	3
	720000
	0.3280
	236172

	4
	980000
	0.2262
	221694


                                                                                                                  -52241
Interpolation
IRR ≈ 40% + × 5%
IRR ≈ 41.9% ≈ 42%
Appendix C：Profitability Index (PI) Ranking – Capital Rationing
PI = NPV ÷ Initial investment
	Project
	Initial investment
	NPV(£)
	PI

	A
	600000
	918950
	1.53

	B
	1000000
	1158630
	1.16

	C
	1600000
	1153690
	0.72


Rank (highest to lowest PI): A → B → C
Appendix C: Capital Allocation and Total NPV (Budget £2.5m, divisible)
	


	Step
	Decision
	Investment (£)
	Remaining (£)

	1
	Invest in A(full)
	600000
	1900000

	2
	Invest in B(full)
	1000000
	900000

	3
	Invest in C (fraction)
	900000
	0


Fraction of C = 900,000 / 1,600,000 = 56.25%
	Item
	NPV (£)

	NPV(A)
	918950

	NPV(B)
	1158630

	56.25% of NPV(C)
	648951

	Total NPV
	2726531
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