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Executive Summary
This report analyses the financial performance and investment decision-making of Shell plc under extensive ratio analysis and fundamental capital investment appraisal methods. Part A involved measuring Shell on a financial basis in terms of profitability, liquidity, efficiency levels, gearing, returns, and investor ratios of a 2-year reporting period (2022-24). The analysis revealed earnings normalisation after the extraordinary market conditions, as can be seen in the loss in profits and ratios of returns, and the liquidity and gearing ratios indicated that balance sheets were still stable. Efficiency measures indicated consistent working capital management, and the long cycles of receivables and inventory slightly limited the performance. Comprehensively, Part A has found that Shell is financially sound, strategically disciplined, and in a good position to create long-term value in spite of subdued short-term returns.
Part B implemented the techniques of the discounted cash flow to assess three planned investment projects with a discount rate of six per cent. Project C was found to be the most value-added alternative by the Net Present Value analysis, increasing the shareholder wealth by the most considerable absolute value. The supporting information on efficiency and liquidity recovery was presented through the use of Internal Rate of Return and non-discounting techniques, such as payback and profitability index, which yield inconsistent rankings because of the variance in the scale and timing of the project. The Net Present Value was highlighted as the central method of decision making in the analysis through the arguments of qualitative factors and the capital rationing arguments. The report has concluded that Project C, which has no constraints in capital, with funding majorly being through retained earnings, with a reasonable amount of debt use, should be chosen. All the findings put in place suggest that disciplined capital allocation is in favour of shareholders' wealth maximisation and long-run financial sustainability.
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[bookmark: _tp68kihytxv8][bookmark: _Toc219123418]Part 1: Financial Performance Analysis (Shell Plc)
[bookmark: _9v50xc4jkmra][bookmark: _Toc219123419]Introduction
The financial statement analysis is an important instrument that is applied to gauge corporate performance, financial strength, and strategic sustainability in the multifaceted and capital-surprised industry. The given report uses the latest ratio analysis methods in evaluating the financial standing and performance of Shell Plc, a transnational integrated energy firm, which is in the highly volatile international energy market. This analysis is meant to compare trends in profitability, liquidity and efficiency, gearing and investor-related performance over the period under analysis and to correlate any numerical results with the strategic and operative reality. Geopolitical turmoil, fluctuations in commodity prices, and rapid pressures in energy transition have increased the levels of uncertainty experienced in the global energy sector and have a substantial effect on financial performance and managerial decision-making. The latest corporate reporting focuses on rigorous capital allocation, creation of shareholder value and emissions reduction as a simultaneous strategy in integrated energy companies ( Shell Plc, 2023). The present report thus takes a critical and interpretative approach, other than a descriptive approach, as far as financial ratios are aligned to the operating model and the strategic goals of Shell. The purpose of the analysis is to inform the stakeholders with the help of translating accounting results into meaningful financial insights and to conclude the analysis with recommendations which can be evidenced to enhance the financial sustainability and creation of long-term value.
[bookmark: _rq9a5venqqsc][bookmark: _Toc219123420]Company Background
Shell Plc is an international integrated energy company that operates in over seventy countries and has a diversified portfolio that includes upstream, integrated gas, downstream and renewable energy operations. The integrated business model of the company allows the value creation of the company in the energy value chain of production, trading, refining, and marketing, with substantial technological and logistical strengths. The Three Shell Shell Shell has a strategic direction that is informed by its Powering Progress framework, which focuses on creating shareholder value and working towards targeting net-zero emissions by 2050 by focusing on disciplined investment and portfolio optimisation (Shell Plc, 2023). It functions in a capital-intensive environment that is characterised by long project lifespan, sensitive to the prices of the commodities and heavily regulated. In the current annual report, Shell has focused on balance sheet strength, cost discipline and strong cash flow as the means to manoeuvre in volatile markets and finance the energy transition (Shell Plc, 2024). This positioning factor has a direct effect on financial ratio parameters associated with gearing, profitability, and liquidity, and as a result, Shell is an appropriate target of the financial analysis. It is essential to know the scale, integrated nature, and strategic priorities of the company. Therefore, to analyse its financial performance reasonably and assess the financial results' sustainability in a changing global energy environment.
[bookmark: _8pq1k8spl9rl][bookmark: _Toc219123421]Ratio Analysis
[bookmark: _oytjvcjgxhlr][bookmark: _Toc219123422]Profitability Analysis
	Formula
	Ratio Type
	Ratio Name
	2024
	2023
	2022

	(Gross Profit ÷ Revenue) x 100
	Profitability
	Gross Profit Margin
	34.91%
	34.13%
	33.07%

	(Operating Profit ÷ Revenue) x 100
	
	Operating Profit Margin
	12.35%
	11.49%
	17.61%

	(Net Profit ÷ Revenue) x 100
	
	Net Profit Margin
	5.81%
	6.20%
	11.24%


Table 1: Profitability Ratios Calculation
(Source:  Self-Developed)
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Graph 1: Profitability Ratios
(Source:  Excel-Generated)
The profitability ratios determine a firm in terms of its capacity to make profits on its revenues and control costs in both operational and non-operational processes. Gross profit margin did not change significantly in the period between 2022 and 2024 at Shell plc; it may be observed that there was a slight rise in the margins of the company, from 33.07 to 34.91, which is a sign that there was good management of the costs in core business activities despite spiking up and down energy markets (Fattouh and Farren-Price, 2024). This stability is indicative of the integrated operating model and pricing discipline of Shell amongst its upstream and integrated gas segments. 
The focus of corporate disclosures is on portfolio optimisation and disciplined capital deployment, which is used to maintain margin resilience during macroeconomic uncertainty. Operating profit margins, though, dropped substantially and consistently within the past year, from 17.61% in 2022 to 12.35% in 2024, which is an indicator of rising operating pressures due to growing operating costs, transition-related spending, and less-than-average contribution of extraordinarily high post-pandemic energy prices (Arampatzi et al., 2025). Net profit margins also had the same decline pattern, where the margin has dropped to 5.81% where both cost increase and taxation effects, and stabilised commodity prices are evident. Comprehensively, the profitability trends indicate that Shell is sustained in terms of its operational strength, but the level of profits has settled to normal after the cyclical peaks.
[bookmark: _fry0q9narm79][bookmark: _Toc219123423]Liquidity Analysis
	Formula
	Ratio Type
	Ratio Name
	2024
	2023
	2022

	Current Assets ÷ Current Liabilities
	Liquidity
	Current Ratio
	1.27
	1.40
	1.38

	(Current Assets - Inventory) ÷ Current Liabilities
	
	Quick Ratio
	1.02
	1.13
	1.12


Table 2: Liquidity Ratios Calculation
(Source:  Self-Developed)
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Graph 2: Liquidity Ratios
(Source:  Excel-Generated)
Liquidity ratios assess the ability of an organisation to cover its short-term obligations using its current assets, hence they consider the short-term financial stability. The current ratio dropped to 1.27 in 2024, but this figure is still significantly above the traditional ratio of unity, and Shell does not face any financial difficulties in the near future. The slight decrease indicates the tight working capital management instead of the urgent liquidity pressure, especially in a capital-intensive sector where strategic deployment of cash is prioritised. The same thing is reflected in the ratio change of the quick ratio, which declined between 1.13 and 1.02 during the same period, which is a slight decline in non-inventory coverage by highly liquid assets. The financial structure of Shell focuses on ensuring balance sheet health and giving back funds to its shareholders, and, to some degree, this is the reason why Shell shows a moderate liquidity stance in recent years (Potharla, 2025). Notably, the ratios have consistently maintained high levels above the crucial levels, thereby showing that liquidity management is in a defensive mode. Overall, the liquidity position of Shell seems adequate to facilitate the current operation and capital binding, but further enhancement might be limited by the further distribution of shares to shareholders.
[bookmark: _n359xph28sie][bookmark: _Toc219123424]Efficiency Analysis
	Formula
	Ratio Type
	Ratio Name
	2024
	2023
	2022

	(Average Inventory ÷ Cost of Goods Sold) x 365
	Efficiency
	Inventory Turnover Days
	48
	50
	40

	(Average Accounts Receivable ÷ Total Revenue) x 365
	
	Recievable Turnover Days
	63
	68
	57

	(Average Accounts Payable ÷ Cost of Goods Sold) x 365
	
	Payable Turnover Days
	66
	66
	52

	Recievable Turnover Days + Inventory Turnover Days - Payable Turnover Days
	
	Working Capital Cycle
	45
	51
	45


Table 3: Efficiency Ratios Calculation
(Source:  Self-Developed)
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Graph 3: Efficiency Ratios
(Source:  Excel-Generated)
Efficiency ratios demonstrate the efficiency of use of assets and the management of working capital elements by a firm to facilitate the generation of revenue. The inventory turnover days at Shell went up to 48 days as of 2024, compared to 40 days in 2022, indicating that Shell is less efficient at converting inventory into sales, which could be an indicator of logistical challenges and demand response in refining and downstream activities (Sarfo et al., 2025). The days of receivable turnover were also at an all-time high, with the company extending its credit terms to 63 days in 2024, and this implies that the company uses more trade receivables to maintain commercial relations. 
The payable turnover days at 66 days have not been increasing over time to 2023 and 2024, showing that Shell can maintain the balance of financing its suppliers without outwardly boosting the short-term pressure. This led to an increase in the working capital cycle, which was 51 days in 2023 and 45 days in 2024, with an improvement in the coordination of inventory, receivables, and payables. Energy companies of scale and nature of contracts can have long working capital cycles as integrated energy companies; this is recognised in recent energy industry analysis (Morão, 2025). These efficiency measures indicate the professionally directed operation management, but there is still room to optimise it further.
[bookmark: _50id10pcxrku][bookmark: _Toc219123425]Gearing Analysis
	Formula
	Ratio Type
	Ratio Name
	2024
	2023
	2022

	Long-term debt ÷ Total Equity
	Gearing
	Debt-to-Equity Ratio
	0.36
	0.38
	0.39

	EBIT ÷ Interest Expense
	
	Interest Cover
	7.46
	7.94
	21.38

	Long-term debt ÷ Total Assets
	
	Debt-to-Assets Ratio
	0.17
	0.18
	0.17


Table 4: Gearing Ratios Calculation
(Source:  Self-Developed)
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Graph 4: Gearing Ratios
(Source:  Excel-Generated)
Gearing ratios determine how much the company is dependent on debt financing and its ability to sustain the servicing of interest. The debt-to-equity ratio of Shell was also decreasing but slowly, i.e. the gradual fortification of the equity base as compared with long-term debt in 2021 by 0.39 and then 0.36 in 2022 and 2024, respectively. Such reduction is due to active deleveraging policies and retained earnings build-ups after high cash-generating periods. The Interest cover, however, deteriorated considerably, was 21.38 times in 2022 and 7.46 times in 2024, mainly because of lower operating profits and higher interest expense. Corporate strategy statements emphasise the commitment of Shell to the top in terms of keeping investment grade credit measures and investing in energy transition programmes and dividends to shareholders (Osmundsen and Gjesdal, 2024). The debt-to-assets ratio has been steadied at around 0.17 -0.18, which confirms that the total financial leverage is also moderate and managed. Taken together, gearing measures indicate that Shell still has considerable financial manoeuvrability, but the deteriorating earnings coverage should be followed up in a renewing profit landscape.
[bookmark: _sxpr23y1xmb][bookmark: _Toc219123426]Return Ratio Analysis
	Formula
	Ratio Type
	Ratio Name
	2024
	2023
	2022

	Profit after Tax ÷ Average Total Assets
	Return
	Return on Assets (%)
	4.16%
	4.62%
	10.12%

	EBIT ÷ (Total Assets - Total Current Liabilities)
	
	Return on Capital Employed  (%)
	19.80%
	19.71%
	35.30%

	Profit after Tax ÷ Average Shareholders' Equity
	
	Return on Equity  (%)
	8.97%
	10.31%
	23.31%


Table 5: Return Ratios Calculation
(Source:  Self-Developed)
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Graph 5: Return Ratios
(Source:  Excel-Generated)
Return ratios are used to assess the competence of firms in turning invested capital and assets into accounting profit, thus efficiency in management and quality of capital allocation are measured. In Shell Plc, the ratio of returns on assets decreased drastically in 2024 by 4.16 as compared to 10.12 in 2022, indicating that the ratio of profits generated to the investment base significantly decreased. This decline points to the modest earnings stabilisation after extraordinary conditions in the energy market as well as a continuing, high and capital-intensive assets base (Christophers, 2021). The focus in corporate reporting emphasises further investment in upstream, LNG, and other transition-related assets that cause a temporary reduction in asset-based returns in times of earnings normalisation. 
The return on capital employed also traced the same pattern, declining to 35.30% in 2022, down to 19.80% in 202,4, indicating inefficiency in the operation, though capital management was strict. There was a fall in both the net returns and the equity base as the previously recorded returns of 23.31% were reduced to a lower rate of 8.97% due to decreased net profits and improved equity base caused by retained earnings and lower leverage. This result can be attributed to the fact that Shell plc has prioritised balance sheet resilience and long-term value creation due to its strategic focus, which mechanically reduces the measures of returns in the short term (Hajiyev, Abdullayeva and Abdullayeva, 2024). Overall, the fact that there is a normalisation and not structural weakness, particularly of figures in return ratios, suggests that a long-term recovery will be determined by a greater increase in earnings momentum.
[bookmark: _5yh5jzqsgt0i][bookmark: _Toc219123427]Investor Ratio Analysis
	Formula
	Ratio Type
	Ratio Name
	2024
	2023
	2022

	Obtained from Annual Report
	Investor
	EPS (Basic)
	2.55
	2.88
	5.76

	Obtained from Tradingview
	
	Stock Price (As on 31st December of that year)
	62.65
	65.80
	59.95

	Stock Price ÷ EPS
	
	P/E Ratio
	24.57
	22.85
	10.41

	Obtained from Tradingview
	
	Dividends per share (FY)
	2.78
	2.59
	2.08

	
	
	Dividend yield (FY) %
	4.44
	3.93
	3.64


Table 6: Investor Ratios Calculation
(Source:  Self-Developed)
[image: ]
Graph 5: Investor Ratios
(Source:  Excel-Generated)
The investor ratios give an idea of market perception, distribution of earnings and returns received by shareholders. Basic earnings per share dropped significantly between 5.76 in 2022 and 2.55 in 2024 because of lower profitability and the lack of amazing market conditions in the energy industry that had previously overstated earnings. This notwithstanding, the share price of Shell was relatively lenient, and its price to earnings ratio increased as a result of this decline, giving the company a price of 10.41 to 24.57, indicating that investors believed in its long-term strategic positioning, and not its long-term earnings. Dividend per share also rose consistently between 2.08 and 2.78, confirming the efforts made by Shell to give forward-looking shareholders returns. In 2024, dividend yield stood at 4.44 per cent and is more income appealing as compared to other peers and fixed income options. The communication issued by management focuses on the capital discipline and the ongoing payments to the shareholders as the key elements of shareholder value creation (GRAHAM, 2022). Investor ratios: In general, the investor ratio shows high confidence in the market, supported by a solid balance sheet and a clear strategic focus in the middle of the cyclical earnings moderation.
[bookmark: _ijqq0yca3gx4][bookmark: _Toc219123428]Inter-Linking Ratio Analysis
	Linked Ratio Area
	Observed Relationship
	Integrated Interpretation

	Profitability and Returns
	Declining operating and net profit margins coincided with reductions in ROA, ROCE, and ROE
	Lower earnings generation directly weakened return ratios despite a largely stable capital and asset base

	Returns and Gearing
	ROCE declined alongside a sharp fall in interest cover
	Reduced operating earnings, rather than increased leverage, constrained returns and debt servicing capacity (Arhinful and Radmehr, 2023)

	Gearing and Liquidity
	Debt-to-equity remained conservative while liquidity ratios stayed above unity
	Balance sheet resilience was maintained despite earnings normalisation

	Efficiency and Profitability
	Elevated receivable and inventory days persisted alongside margin compression
	Working capital intensity contributed indirectly to the moderated profitability outcomes (Reyad et al., 2022)

	Strategy and Financial Structure
	Conservative gearing coexisted with declining short-term returns
	Disciplined capital allocation and transition-focused reinvestment prioritised stability over short-term return maximisation


Table 7: Integrated Financial Ratio Relationships and Their Strategic Implications for Shell plc
(Source:  Self-Developed)
[bookmark: _6jdrn7hh0dbe][bookmark: _Toc219123429]Limitations of the Ratio Analysis
Even though the ratio analysis is a valuable tool for making comparisons, there are some limitations that make it less accurate in interpretation. The volatility of commodity prices is a significant factor affecting the financial ratios of Shell, and it may falsify the year-on-year comparisons as well as overstating the swings of the cyclical performance. Additionally, accounting policy choices under IFRS, including asset valuation, depreciation, and impairment assumptions, affect profitability and return metrics without necessarily reflecting operational inefficiency (Barker et al., 2021). Integrated energy operations are also capital-intensive, and this also restricts comparability with companies in less capital-intensive sectors. In the recent scholarly and professional commentary, it is emphasised that the ratio analysis should be put into a context of the industry structure, as well as the macroeconomic environment, otherwise it can lead to erroneous conclusions (Rahi et al., 2023). As a result, ratios are to be viewed as signals of performance as compared to actual performance.
[bookmark: _t9rnpok5vz0i][bookmark: _Toc219123430]Recommendations
Based on the analysis, Shell needs to remain focused on disciplined capital allocation and enhancing the efficiency of its operations to assist in recovering margins. Greater working capital optimisation, especially in the areas of receivables management, would free cash without increasing leverage. Additionally, maintaining conservative gearing while selectively investing in higher-return projects would support gradual improvement in return ratios. The long-term dedication towards cost discipline and portfolio optimisation would fortify the quality of earnings and long-term shareholder value.
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[bookmark: _95y9c4qnn4bb][bookmark: _Toc219123431]Part 2: Capital Investment Appraisal (Westward Plc)
[bookmark: _19lmrnajdee5][bookmark: _Toc219123432]Introduction
Capital investment decisions represent one of the most strategically significant responsibilities of financial management, as they determine long-term value creation and risk exposure. Investment appraisal methods allow organisations to determine whether the suggested projects can result in a higher level of returns that outweigh the cost of capital and promote the bigger strategic goals. In this part of the report, discounted cash flow methods are utilised to evaluate three mutually exclusive investment projects, which are Project A, Project B and Project C. A Discount rate of six per cent is used as the required rate of the organisation, and this allows the consideration of the time value of money and risk factors. Focus is directed towards Net Present Value as the main criterion of decision making, with the help of the Internal Rate of Return as the additional criterion. This part aims to convey the results of the calculated statements in a critical way, and not solely give a numerical answer, but also provide accurate recommendations to the management in a manner that is financially reasonable. Using a combination of quantitative findings and financial arguments, the analysis ensures the evaluation of investment decisions in a way that is consistent with the maximisation of shareholder wealth.
[bookmark: _ka7znxgvmqkc][bookmark: _Toc219123433]Project Overview
The three suggested projects vary significantly with reference to the scale of initial investment, the timing of the cash flow and the potentiality of the overall returns that are likely to be achieved and hence a detailed comparison between the three projects is essential. Project A implies quite a small initial investment and also provides certain cash inflows annually during the four-year period of evaluation that can be explained by the tax benefits in the framework of capital allowances. Project B has a greater initial investment and greater and increasing inflows of cash as it is a more capital-intensive project and has longer payback periods. The most significant investment commitment can be described as project C, which has the highest initial cost of investment and also a large amount of cash inflows in later stages, which points to a higher-risk and higher-reward profile (Cunningham, 2025). Every project has capital allowance and tax shield adjustments, which means that post-tax cash flows are measured in a consistent manner. The cash flow structures indicate variations in the time of recovery of liquidity, the magnitude of value creation, and the sensitivity to the impact of discounting. These differences are the focus of explaining why discounted appraisal methods are especially suitable in the discussed situation. Direct comparison based on Net Present Value and Internal rate of return, therefore, provides the management with the opportunity to compare the creation of absolute value, as well as relative efficiency and risk-adjusted performance.
[bookmark: _z6ree9v18xvn][bookmark: _Toc219123434]Investment Appraisals Calculations and Workings
[image: ]
Table 8: Investment Appraisal Calculations and Working
(Source: Self-Developed)
	 
	Project A
	Project B
	Project C

	NPV (Excel function)
	 £    965.01
	 £ 1,256.50
	 £ 1,880.00

	NPV (Manual Method)
	 £ 1,022.91
	 £ 1,331.89
	 £ 1,355.25

	IRR
	54.59%
	47.03%
	33.86%

	Profitability Index
	2.70
	2.33
	1.85

	Payback (Years)
	1.14
	2.94
	2.66


Table 9: Investment Appraisal Results Summary Table
(Source: Self-Developed)
[bookmark: _rkt3yquru4f9][bookmark: _Toc219123435]NPV Evaluation
Net Present Value is between the present value of future cash inflows and the initial investment that is discounted at the necessary rate of return (Sanyaolu and Sadowski, 2024). This approach is the most theoretically sound method of investment appraisal since it directly determines anticipated shareholder wealth generation. According to the calculations, all of these three projects provide a positive NPV at a six per cent discount, which means that each of the proposals is economically feasible in its own right. Project A generates a Net present value of around £ 965, which is very strong in value generation given its relatively low cost at launch. Project B has a greater Net Present Value of about 1,256 due to a bigger cumulative discounted cash inflow, although it has a high capital requirement. Project C offers the highest Net Present Value of about £1,880, and this indicates the highest absolute value to shareholder value. The value of Project C NPV represents later period cash inflows that have high value even in discounting. Based on the pure value maximisation approach, the Net Present Value analysis thus rates Project C as the most desirable investment opportunity and next comes Project B, then Project A. This ranking is the major foundation of future decision-making.
[bookmark: _xu76f6mbqm53][bookmark: _Toc219123436]IRR Analysis
Internal Rate of Return finds the discount rate which makes the Net Present Value of a project equal zero, which gives an intuitively easy-to-understand percentage-based metric on investment performance. Although widely applied and used by managers because of its simplicity and comparability, IRR comes conceptually second to Net Present Value, where the projects vary in size or time (Ivona Gudac Hodanić et al., 2025). The resulting internal rates of return indicate that Project A is the best, with the highest IRR of about 54.6 per cent, as it takes a very short time to recover the cash inflows as compared to the initial investment. Project B is the one that has an IRR of approximately 47.0 per cent, which is highly profitable but with a bigger recovery period. Project C has the lowest IRR of about 33.9 per cent, although this value gives the highest absolute difference in the Net Present Value terms. This difference portrays an eminent restriction, which has been extensively documented in IRR, such that projects which are of greater scale and longer term may not seem as appealing on a per cent rate basis alone. Financial acceptability is established as all the projects are comfortable with the percentage of six per cent required to act as the rate of return. Project A, however, would be favoured by relying on the IRR, a factor that may result in poor value maximisation decisions.
[bookmark: _ndy86c4lzqm6][bookmark: _Toc219123437]Interpretation of Results
The net present value interpretation, together with the interpretation of the internal rate of return, accentuates the need to concentrate more on value creation rather than focusing on the percentage performance measurement. Where Project A is more efficient and will pay back faster, its absolute contribution to the shareholder wealth is lower by a material component than that of Project C. Project B is an intermediate position between the relevant scale and return efficiency, but still inferior to Project C when it comes to value (Raptis and Aretoulis, 2024). The difference between NPV and IRR ranking supports the importance of choosing Net Present Value as the method used in making decisions, primarily when there exist differences in the project regarding the amount of investment and the pattern of cash flows. 
These insights are also strengthened by discounting effects since the high inflows of Project C in late stages still have a high reimbursement of the present value even after the discounting of the time value of money. It is the role of management, therefore, to differentiate attractive returns as a percentage of the total wealth creation as opposed to total wealth creation during the allocation of scarce capital (Das et al., 2025). All the findings suggest that Project C produces the highest long-term financial payoff, and only within the limitations of liquidity, risk tolerance, or capital availability, Projects A and B can be a better choice. This definition provides the background for further discussion of non-discounting approaches, capital rationing and financing issues.
[bookmark: _ap94b1vrqah7][bookmark: _Toc219123438]Theoretical Justification
The investment appraisal theory further lays more emphasis on Net Present Value as a suitable criterion against which capital projects are evaluated since it is the direct measure of anticipated returns in terms of shareholder wealth. Theoretical excellence behind NPV is clear because it incorporates the time value of money, discounting for risk-adjusted development of absolute values. Unlike percentages, NPV compares projects at a consistent cost of capital, as significant projects should be measured and reported on the same basis, regardless of contrasting scale and timing of receipt of cash flows (Magni and Martin, 2025). The modern literature in finance confirms that NPV is the most consistent with the maximisation of shareholder wealth, which is currently a primary aim of corporate financial management (Dobrowolski et al., 2022). However, the Internal Rate of Return may produce a false ranking of projects that vary in size, life span or reinvestment basis. NPV also implicitly makes the assumption that a firm will reinvest at the cost of capital of the firm, and this is more realistic compared to the assumption made by IRR, which states that the firm will reinvest at the internal rate of the project. Therefore, in cases where there is a conflict in rank between NPV and IRR, the decision-making theory provides precise data on the importance of prioritising NPV results. This theoretical premise is what guides the framework of recommendations that is applied in the context of this analysis.
[bookmark: _cg3wl9d3yjsa][bookmark: _Toc219123439]Non-Discounting Methods
In practice, the use of non-discounting methods, despite their conceptual limitations, remains widespread because of their simplicity and their intuitive quality to the manager. Payback period is the time taken to recover the initial investment of cumulative cash inflows, and hence it is a rough measure of the liquidity risk. Her Project A gets the shortest payback time at about 1.14 years, which indicates that it is capitalised almost quickly and there is less short-term exposure. Project C has a payback period of about 2.66 years, with Project B registering the highest payback period of about 2.94 years, meaning that the funds invested in the project are delayed in recovering. Despite the fact that payback can be helpful in determining the liquidity and exposure to risks, it does not address cash flows after the recovery period, as it ignores the time value of money (BRUNNERMEIER, 2024). Profitability index complements discounted analysis because it gives an indication of value creation in relation to the capital used. Project A has the best index of profitability, and then come Projects B and C, which confirms that it is very efficient in creating value on a unit of investment. But these approaches are meant to augment and not to exclude NPV-based decisions.
[bookmark: _niocpip2294l][bookmark: _Toc219123440]Qualitative Decision Factors
Quantitative appraisal is not enough to provide complete risk and strategic implications of capital investment decisions. Strategic alignment, complexity of operations, exposure to risks, and capability of execution are qualitative factors that are very crucial in establishing project appropriateness. Project C, despite yielding the greatest Net Present Value, has a significantly increased capital commitment and can significantly increase the exposure of the organisation to an increased level of both execution and operation risks. The smaller size of Project A and its quick payback might have a closer tie to the conservative risk aversion or liquidity. Beyond numerical assessment of the projects, market conditions, regulatory uncertainty, and availability of resources also determine the project's feasibility. Also, the assessment of the chance of successful implementation of the project should include managerial expertise and organisational capacity. The recent strategic finance literature emphasises that a combination of a qualitative judgement and quantitative appraisal contributes to decision resilience and lowers the chances of value erosion with a bad execution (Abdullah Al Hayajneh, Hasnain Nizam Thakur and Thakur, 2023). Based on this, the management needs to consider such projects in the framework of global strategic and risk management instead of using financial indicators only.
[bookmark: _ldeygsjoil9n][bookmark: _Toc219123441]Capital Rationing Analysis
Capital rationing is a situation in which an organisation has a constraint on the amount of funds that can be invested, and it has to decide on the activities that will generate the maximum value given the limited amount. The profitability index enjoys desirability as a tool of choice in decision-making under circumstances of divisible capital rationing, in that the index ranks projects according to value created in relation to investment amount spent (Chen, 2025). According to the figures of the calculated profitability indices, Project A has the highest score, followed by Project B and then Project C. Such a ranking implies that in the case of limited capital, capital in Project A would give the highest value efficiency. However, in cases where the projects are not divisible or in cases where capital is loosened, Net Present Value should revert to the position of being the decision criterion (Efthymiou et al., 2022). Under these conditions, Project C would be the option of choice since it has a better absolute value creation. This analysis hence illustrates that the best project selection would depend on the capital availability as well as organisational constraints. Good capital budgeting needs to be able to flexibly apply decision rules, but they must comply with the long-term goals of shareholder value.
[bookmark: _kr7ibxmg1jm6][bookmark: _Toc219123442]Funding the Investment Programme
The financing decisions have a significant part to play in the actualisation of value created by investment appraisal by the shareholders. The selected investment programme must thus be funded in a way that not only maintains financial flexibility but is also characterised by an optimal cost of capital. The internally available resources, especially the retained earnings, are the most appropriate primary source of finance since they are available and do not incur any direct financing expenses. Internal financing eliminates the issue of dilution of ownership and exposes the company to interest rate fluctuations, a factor particularly relevant in an unpredictable macroeconomic environment (Hafez, 2024). Debt financing can be taken as an additional source, though the level of gearing that is currently in place should be kept within an appropriate level, and the interest coverage must be sufficient. Substantial but moderate and direct use of debt can boost returns due to tax-deductible interest payments, but the high leverage would raise the financial risk and limit the future capacity to invest in the company. The equity financing options are rather unappealing in this regard because of the effects of dilution and the increased returns required by the shareholders (Gross et al., 2025). As a result, it would be more appropriate to use a balanced completion strategy, which would depend on internal financing and be selectively supplemented with the opportunity to generate long-term value and seek financial stability.
[bookmark: _6qfgsorzv5co][bookmark: _Toc219123443]Conclusion
In this analysis, three investment projects were considered under various discounted and non-discounted appraisal methods in order to make sound capital allocation decisions. The Net Present Value analysis revealed that Project C is the most value-adding alternative, which will provide the highest absolute contribution to the shareholder wealth at the necessary rate of return. The outcome of the internal Rate of Return analysis made Project A the most efficient in percentage terms, but this metric was not reflective of the better value creation, which was evident with bigger-scale investments. The supporting methods, such as payback period and profitability index, gave further information on the liquidity recovery and capital efficiency, specifically when a capital constraint exists. 
Qualitative factors also supported why financial returns and strategic fit, risk of execution, and organisational capacity had to be balanced. In an environment where the availability of capital is not limited, Project C is the best option in the context of the maximisation of wealth. With the conditions of capital rationing, projects with greater profitability indexes would have better efficiency of value. Overall, this discussion indicates that effective investment choices need to be presented by incorporating theoretical justification, quantitative appraisal and managerial judgement. With the application of these principles, the management will benefit in ensuring capital is distributed to enable it to be capable of creating sustainable value and long-term financial performance.
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