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[bookmark: _Toc1847609397]Executive Summary
The purpose of this report is to analyse the financial performance of Burberry Group pls and evaluate investment opportunities for Beard Plc using key financial and appraisal techniques.
Burberry’s results show a marked weakening in financial performance between 2024 and 2025. The most significant issue is the sharp fall in profitability, with returns turning negative and margins under pressure. Although liquidity levels remain broadly adequate and some operational efficiency improvements are evident, these have not been sufficient to offset declining earnings. Increased gearing and weaker investor returns, including negative earnings per share and the absence of dividend cover, indicate heightened financial risk and reduced value creation for shareholders. Overall, the findings suggest that cost pressures and softer market conditions are impacting the business, alongside possible internal inefficiencies. The report highlights the need for stronger cost discipline, improved revenue generation, tighter working capital control, and a more balanced approach to financing in order to stabilise performance. 
In relation to Beard Plc, investment appraisal techniques identify Project C as the most attractive option, delivering the strongest NPV and an IRR that exceeds the required return, indicating strong value generation potential. Project B also produces a positive return and is suitable for partial funding under the capital constraint of £1.5 million, while Project A is not viable due to its negative value outcome. 
Given the capital limitation, the recommended approach is to prioritise full funding of Project C, with remaining resources allocated to Project B to maximise overall value from available funds. To support this investment strategy, a blended financing structure is suggested, using internal funds alongside moderate borrowing to balance cost efficiency and financial risk exposure.
Overall, the analysis demonstrates how structured finanvial evaluation can guide both performance assessment and investment decision-making to support long-term value creation. 
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[bookmark: _Toc841177970]Introduction 
Financial statement analysis plays a critical role in evaluating the performance, financial position, and future prospects of organisations. Among the various analytical tools available, ratio analysis remains one of the most widely used techniques for assessing corporate performance due to its ability to simplify complex financial data into meaningful indicators (Weetman, 2013). By examining relationships between key financial figures, ratio analysis enables stakeholders to assess profitability, liquidity, efficiency, gearing, and investor returns. 
This report focuses on Burberry Group plc, a luxury fashion retailer listed on the London Stock Exchange and a constituent of the FTSE 100 Index. The company operates in a highly competitive and economically sensitive sector, where financial performance is influenced not only by internal management decisions but also by global macroeconomic conditions and consumer demand trends (Casale, 2026). As a result, financial analysis must be interpreted within both a firm-specific and industry-wide context.
The aim of this report is to evaluate Burberry’s financial performance over the financial years ending March 2025 and March 2024 (Appendix 1) through the application of the key financial ratios: profitability, liquidity, efficiency, gearing and investor ratios, followed by a critical evaluation of the findings. In doing so, the report will identify trends, assess financial strengths and weaknesses, and consider the broader implications for stakeholders. 
However, it is widely acknowledged that ratio analysis has limitations (Keown, Martin & Petty, 2013), particularly due to its reliance on historical financial data and its inability to capture qualitative and external factors influencing performance (Naseem et al., 2020). Therefore, this report will also critically assess the limitations of ratio analysis before providing strategic recommendations to improve Burberry’s financial management and overall performance. 

Beard Plc is a manufacturer of high-quality handbags that is considering three strategic investment opportunities aimed at expanding its operations over a four-year period. The options are (A) expanding its retail outlet to include all products, (B) developing into internet sales and (C) producing purses and wallets. The company faces a capital constraint of £1.5 million, so must prioritise investments that maximise shareholder value whilst maintaining financial efficiency.
The purpose of this report is to evaluate the three proposed investment opportunities using investment the appraisal techniques, Net Present Value (NPV), Internal Rate of Return (IRR), Accounting Rate of Return (ARR) and Payback Period. The analysis will identify the most financially viable option and provide a recommendation to the Board of Directors. 
NPV is the primary decision-making tool due to its strong theoretical grounding in financial management literature. It is widely recognised as the most robust method of investment appraisal as it incorporates the time value of money and focuses directly on shareholder wealth maximisation (Brealey, Myers & Allen, 2011). However, supplementary techniques such as IRR and non-discounted methods will also be considered to provide a more comprehensive evaluation and reflect real-world decision-making practices. 
In addition, the report will examine capital rationing implications and identify the optimal investment strategy under financial constraints. Finally, it will assess potential financing options available to Beard plc and critically evaluate their advantages and disadvantages in supporting the proposed investment programme. 
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1. Profitability
Profitability ratios are essential indicators used to assess a firm’s ability to generate earnings relative to its revenue and capital base (Fadillah et al., 2024). These ratios provide insight into operational efficiency and overall financial performance, making them a key focus for stakeholders (Morshed, 2020).
1.1 Gross profit margin 
Burberry’s gross profit margin declined from 67% in 2024 (Appendix 2) to 62% in 2025 (Appendix 3). Indicating a reduction in the proportion of revenue retained after the cost of sales. This suggests that the company is either experiencing increased production costs or reducing pricing power.
Research by Parvasi, Taleizadeh & Thaicon (2025) indicates that declining gross margins in retail firms are often associated with increased competition, rising input costs, or the need for promotional pricing strategies to maintain sales volumes. In the luxury sector, this may reflect a shift in consumer demand or increased discounting to stimulate purchases. 
1.2 Net profit margin
The net profit margin fell sharply from a positive 14% in 2024 (Appendix 4) to approximately -0.12% in 2025 (Appendix 5, indicating that Burberry moved into an operating loss position.
Operating profitability is a key measure of business performance, as it reflects the outcomes of core operations before financing and taxation. A negative margin suggests that operating expenses have exceeded gross profit, highlighting potential inefficiencies or declining revenues (Yazdanfar, 2013).
1.3 Return on capital employed
Return on capital employed (ROCE) decreased significantly from 16.6% in 2024 (Appendix 6) to approximately -0.12% in 2025 (Appendix 7), indicating a substantial decline in the efficiency with which Burberry generates returns from its invested capital. 
ROCE is widely regarded as a comprehensive measure of financial performance, as it evaluates how effectively management utilises both equity and debt to generate profits (Maditinos et al., 2011). A negative ROCE suggests that the company is failing to generate adequate returns on its capital base, which may raise concerns among investors. 
Overall, Burberry’s profitability has deteriorated significantly across all key measures. The decline in gross margin, combined with the transition to operating losses and negative ROCE, suggests that the company is facing both cost pressures and reduced revenue efficiency.
Such trends are often observed during periods of economic uncertainty, where consumer spending declines and operational costs increase, particularly within discretionary sectors such as luxury retail (Moisieiev et al., 2025). This indicates that Burberry’s financial performance may be influenced by both internal inefficiencies and external market conditions. 
2. Liquidity
Liquidity ratios measure a company’s ability to meet its short-term financial obligations as they fall due. They are essential for assessing financial stability and short-term risk, particularly in retail businesses where cash flow timing and inventory levels can fluctuate significantly (Abdullah, Hashmi & Iqbal, 2022).
2.1 Current ratio
Burberry’s current ratio declined from 1.7 in 2024 (Appendix 8) to 1.4 in 2025 (Appendix 9), indicating a reduction in the company’s ability to cover short-term liabilities with current assets.
A current ratio above 1 generally suggests that a firm can meet its short-term obligations; however, a declining trend may indicate weakening liquidity or increasing reliance on short-term financing. Research shows that falling liquidity ratios can signal tighter working capital conditions and increased financial pressure (Hofmann, Töyli & Solakivi, 2022). 
2.2 Quick ratio (Acid test)
The quick ratio remained stable at 1.1 in both 2024 (Appendix 10) and 2025 (Appendix 11), suggesting that Burberry’s more liquid assets (excluding inventory) have remained sufficient to cover short-term liabilities. 
The quick ratio is considered a stricter measure of liquidity because it excludes inventory, which may not be easily converted into cash. Research by Atrill & McLaney (2022) suggest that firms maintaining a quick ratio above 1 are generally considered financially stable in the short term.
2.3 Working Capital Considerations
Despite stable quick liquidity, the decline in the current ratio suggests increasing pressure on working capital management. This may reflect rising short-term liabilities or slower conversion of current assets into cash.
Research by Mun & Jang (2015) highlights that inefficient working capital management can negatively impact liquidity and overall firm performance, particularly in retail sectors where inventory cycles are longer and cash conversion cycles are critical. 
Overall, Burberry’s liquidity position shows moderate weakening, primarily driven by a decline in the current ratio while the quick ratio remains stable. This suggests that although immediate liquidity is still adequate, the company may be experiencing increasing pressure on broader working capital management.
This is particularly relevant in the context of declining profitability identified earlier, as weaker earnings can place additional strain on short-term liquidity and operational flexibility. 
3. Efficiency
Efficiency ratios measure how effectively a company uses its assets and manages its working capital to generate revenue (Margetta & linkedin.com, 2025). They are particularly important in retail businesses, where inventory, receivables, and payables management directly affect operational performance and cash flow (Arnold, 2020).
3.1 Stock turnover & Stock days
Burberry’s stock turnover increased from 1.0 in 2024 (Appendix 12) to 2.1 in 2025 (Appendix 13), indicating that inventory is being sold and replaced more frequently.
Higher inventory turnover is generally associated with improved operational efficiency, as it reflects stronger sales activity relative to stock levels. However, literature from Aktas, Croci & Petmezas (2015) notes that increases in turnover must be interpreted carefully, as they may reflect reduced inventory holding, potential stock constraints, or shifts in demand patterns rather than purely operational improvement.
Stock days decreased significantly from 369 days in 2024 (Appendix 14) to 168 days in 2025 (Appendix 15), meaning inventory is held for a much shorter period before being sold. In hospitality and retail performance studies, reductions in stock holding periods are commonly associated with improved supply chain responsiveness and stronger demand alignment (Akron et al., 2020). 
3.2 Debtors days
Debtors days improved slightly from 48 days in 2024 (Appendix 16 to 46 days in 2025 (Appendix 17), indicating that customers are paying marginally faster. 
This suggests a small improvement in credit control and cash collection efficiency. Effective receivables management is important as delays in customer payments can place pressure on liquidity and working capital (Brigham & Ehrhardt, 2020). 
3.3 Creditor days
Creditor days decreased from 191 days (Appendix 18) to 182 days (Appendix 19), meaning Burberry is taking slightly less time to pay suppliers.
While faster payments may strengthen supplier relationships and improve supply chain stability, they also reduce the benefits of trade credit as a short-term source of finance. Financial management theory suggests that firms must balance supplier relationships with liquidity optimisation when managing payables (Arnold, 2013). It is also worth noting that the ideal time range is around 60 days, and any over 100 is considered too high (Sahoo, 2024)
Overall, Burberry demonstrates improving operational efficiency in inventory management and receivables collection, alongside a reduction in creditor days. From a financial management perspective, this suggests an improvement in operational control and working capital efficiency, particularly through faster inventory turnover. However, the reduction in supplier credit may place slight pressure on short-term cash resources, meaning efficiency gains may need to be balanced against liquidity management objectives. 
4. Gearing ratios
Gearing ratios measure the proportion of a company’s capital structure that is financed through debt compared to equity. They are used to assess financial risk, as higher levels of borrowing increase exposure to interest rate changes and repayment obligations, particularly during periods of economic uncertainty (Frank & Goyal, 2004). 
4.1 Gearing ratios 
Gearing ratio 1 increased from 11.9% in 2024 (Appendix 20) to 18.9% in 2025 (Appendix 21), indicating a rise in overall financial leverage.
Gearing ratio 2 shows an increase from 25.9% in 2024 (Appendix 22) to 47.5% in 2025 (Appendix 23), indicating a substantial rise in financial leverage.
This suggests that, under a broader debt-to-capital definition, Burberry has become significantly more reliant on debt financing. Higher gearing increases financial risk, as fixed obligations such as interest payments must be met regardless of performance (Ahmed Mareai Senan et al., 2021). 
5. Investor Ratios
Investor ratios assess returns to shareholders and the attractiveness of a company as an investment. They are particularly important for listed firms, as they reflect profitability from the perspective of equity holders and the sustainability of dividend policy. These ratios are closely linked to market confidence and earnings performance (Harinurdin, 2023).
5.1 Earnings per share (EPS)
For 2025, Burberry reports negative earnings per share of (20.9)p (Appendix 24), indicating that the company made a net loss attributable to ordinary shareholders. This contrasts with 2024, where EPS was positive at 74.1p (Appendix 25). 
A decline into negative EPS is a significant signal for investors, as it indicates that the company is not generating sufficient profits to reward equity holders. Academic literature suggests that EPS is one of the most closely watched indicators of corporate performance, as it directly reflects shareholder value creation (Sloan & Wang, 2025). 
The deterioration in EPS aligns with the broader decline in profitability identified earlier, reinforcing concerns about reduced earnings capacity. 
5.2 Dividend cover
Dividend cover cannot be meaningfully calculated for 2025 due to negative earnings. This implies that earnings are insufficient to support dividend payments without relying on reserves or alternative funding sources. 
In 2024, dividend cover was 4.4 (Appendix 26), indicating that earnings were more than sufficient to cover payments multiple times. A high dividend cover ratio is generally interpreted as a sign of dividend sustainability and financial strength (Brav et al., 2005).
The removal of meaningful dividend cover in 2025 suggests a deterioration in earnings quality and raises questions about the sustainability of future dividend payments. 
Overall, Burberry’s investor position has weakened significantly. The shift from positive to negative EPS, combined with the loss of dividend cover, indicates reduced returns to shareholders and increased uncertainty regarding future dividend policy. 
This aligns with earlier findings of declining profitability and rising financial risk, suggesting a broader deterioration in overall financial performance during 2025. 
6. Critical evaluation of financial performance
Overall, Burberry Group plc demonstrates a deterioration in financial performance between 2024 and 2025. The ratio analysis indicates a clear weakening in profitability, alongside mixed signals from liquidity, efficiency, and gearing. When assessed collectively, the results suggest that operational and external pressures are beginning to affect overall financial stability and shareholder returns.  and shareholder returns. 
6.1 Profitability Performance
The most significant movement in the analysis is the sharp decline in profitability, with operating performance moving from a positive position in 2024 to a loss in 2025. This is reflected across gross profit margins and ROCE, indicating both margin pressure and reduced efficiency in generating returns from invested capital.
Academic literature suggests that sustained declines in profitability are often indicative of wider structural or market-related challenges rather than isolated operational inefficiencies (Baby, Mia & Pitchay, 2024). In Burberry’s case, this may reflect increased cost pressures, inflationary impacts, or reduced demand within the luxury retail sector. 
6.2 Liquidity Position
Liquidity ratios present a relatively stable picture. The quick ratio remains constant across both years, while the current ratio shows only a moderate decline. This indicates that Burberry continues to maintain sufficient short-term assets to meet its liabilities. 
However, research highlights that stable liquidity ratios can mask underlying financial stress when profitability declines, as weaker earnings reduce internal cash generation capacity (Marginingsih et al., 2024). As a result, although liquidity appears stable in the short term, future pressure may emerge if profitability does not recover. 
6.3 Efficiency Performance
Efficiency ratios show a broadly positive trend, particularly in relation to inventory management. The increase in inventory turnover and the significant reduction in stock days indicate improved operational control and faster movement of goods through the supply chain. Debtor management also shows marginal improvement. 
However, academic evidence suggests that efficiency improvements do not necessarily translate into improved profitability if they are offset by pricing pressure or rising operating costs (Baños-Caballero et al., 2014). This appears consistent with Burberry’s results, where operational improvements have not prevented a decline in overall profitability.
6.4 Gearing and Financial risk
The gearing position presents a mixed picture, with one measure increasing significantly while another declines. This indicates a change in capital structure composition rather than a consistent deleveraging or leveraging strategy.
Financial theory suggests that increased leverage heighten exposure to earnings volatility, particularly in cyclical industries such as retail and luxury goods (Liu & Xu, 2025). Given the decline in profitability, rising financial risk may place additional pressure on future financial flexibility. 
6.5 Integrated Assessment
When assessed collectively, the ratio analysis presents a clear and consistent narrative of Burberry’s financial performance over the period. Profitability has declined significantly, representing the most critical issue, while liquidity remains relatively stable but may come under increasing pressure if earnings do not recover. Efficiency improvements, particularly in inventory management and receivables collection, indicate stronger operational control; however, these gains have not translated into improved profitability. At the same time, gearing levels suggest increased exposure to financial risk, reflecting changes in capital structure and a greater reliance on debt under certain measures. This is further reinforced by the deterioration in investor returns, with negative earnings per share and the absence of dividend cover indicating reduced shareholder value. Overall, these trends suggest that Burberry’s performance challenges are not isolated but instead reflect broader structural pressures, likely linked to market conditions within the luxury retail sector, rising costs, and reduced earnings efficiency. 
7. Recommendations
Based on the ratio analysis and critical evaluation, Burberry’s financial performance has been most significantly affected by declining profitability, alongside emerging risks in gearing and investor returns. While efficiency improvements are evident, these have not translated into improved financial outcomes. The following recommendations are therefore focused on improving profitability, strengthening financial stability, and restoring investor confidence. 
Given the sharp decline in profitability, Burberry should prioritise tighter cost control and margin management. This may involve reviewing supply chain costs, reducing operational inefficiencies, and optimising pricing strategies to protect profit margins. 
Research suggests that effective cost management is critical in maintaining profitability, particularly in periods of economic uncertainty where revenue growth may be constrained (D’Arpizio et al., 2024). For a luxury brand such as Burberry, maintaining brand value while controlling costs is essential to avoid margin erosion.
In addition to cost control, Burberry should focus on strengthening revenue streams through enhanced brand positioning and targeted market strategies. This could include expanding into high-growth international markets, increasing digital sales channels, and improving customer engagement. 
Academic studies highlight that firms in competitive and discretionary sectors must continuously adapt their market strategies to sustain revenue growth and remain competitive (Sun et al., 2025). 
Although efficiency ratios have improved, Burberry should continue to optimise its working capital management, particularly in inventory and receivables. Maintaining efficient inventory turnover while avoiding stock shortages is crucial in retail operations. Similarly, continued focus on receivables collection will support cash flow stability. Evidence suggests that effective working capital management contributes positively to both liquidity and overall firm performance (Pratap, 2023).
Given the increase in one of the gearing measures, Burberry should carefully manage its capital structure to avoid excessive financial risk. This may involve limiting additional borrowing, refinancing existing debt under favourable terms, or strengthening equity financing where appropriate.
Financial research indicates that maintaining an optimal balance between debt and equity is essential to minimise financial distress risk while supporting growth (Thanh Nguyen, Muniandy & Henry, 2024). 
The decline in EPS and the absence of dividend cover highlights the need to restore investor confidence. Burberry should prioritise transparent financial communication and consider a sustainable dividend policy aligned with earnings recovery. 
Studies show that consistent earnings performance and clear dividend policies play a key role in maintaining investor confidence and supporting share value (Cahaya et al., 2025). Rebuilding trust with investors will be critical for long-term financial stability.
Overall, Burberry should adopt a balanced financial strategy that focuses on restoring profitability while maintaining operational efficiency and controlling financial risk. By addressing both operational and financial challenges, the company will be better positioned to improve performance and deliver sustainable value to shareholders. 



























[bookmark: _Toc2020406226]Task 2

1. Methodological Approach to Investment Appraisal
Recent empirical research strongly supports the dominance of NPV as a decision-making tool in corporate finance, particularly in capital budgeting contexts where shareholder wealth maximisation is the primary objective (Baker & English, 2021). NPV evaluates projects by discounting future cash flows at the firm’s cost of capital, ensuring that all investment decisions are assessed in present-value terms. This approach aligns with modern financial theory, which prioritises value creation over accounting-based performance measures (Magni, 2009). 
1.1 Net Present Value Evaluation
The NPV of each project has been calculated using a 5% cost of capital with the results summarised as:
* Project A: -£7,962 (Appendix 27)
* Project B: +£186, 014 (Appendix 28)
* Project C: +£219,755 (Appendix 29)
Project A produces a negative NPV, indicating that the present value of expected cash inflows is insufficient to recover the initial investment and required return. According to modern capital budgeting theory, projects with negative NPVs should be rejected as they reduce shareholder wealth (Sekhar, 2025). Therefore, Project A is not financially viable. 
Project B generates a positive NPV of £186,014, indicating that it adds value to the firm. The growth of digital retail channels has been widely supported in recent literature, with online diversification often associated with improved scalability and long-term revenue growth (Verhoef et al., 2021). However, while financially viable, it does not maximise value compared to alternative options. 
Project C produces the highest NPV at £219, 755, making it the most financially attractive option. This suggests it generates the greatest surplus value over the required return. Research by (Mellichamp, 2019) highlights that firms tend to prioritise projects with the highest NPV under capital rationing conditions, as this maximises total firm value.
1.2 Justification
While both Project B and Project C are acceptable based on their NPVs, C is clearly the superior investment option as it generates the highest NPV indicating that it contributes a greater absolute increase in shareholder wealth.
From a theoretical perspective, capital budgeting decisions should prioritise projects that maximise NPV, as this ensures optimal allocation of financial resources and maximisation of firm value (Danielson, Hogan & Olson, 2024). Selecting a project with a lower NPV, when a higher alternative exists, would result in an opportunity cost in terms of foregone value creation. 
Furthermore, recent studies suggest that firms operating under competitive market conditions benefit from prioritising investments that deliver the highest net economic value, particularly when capital resources are limited (Batra & Verma, 2017). in this context, Project C represents the most efficient use of available capital. 
In addition to its superior financial performance, Project C may also offer strategic advantages through product diversification. Expanding into purses and wallets could strengthen Beard Plc’s market positioning and reduce reliance on a single product category, potentially enhancing long-term revenue stability (Arte & Larimo, 2022). 
Therefore, based on both quantitative and strategic considerations, Project C is identified as the optimal investment choice. 
2. Internal Rate of Return (IRR) Analysis
As Project C has been identifies as the preferred investment option based on NPV analysis, the Internal Rate of Return (IRR) has been calculated solely for this project. This approach is consistent what capital budgeting practice, where IRR is typically used as a supporting metric rather than a primary decision-making tool, particularly when projects are mutually exclusive (Peterson & Fabozzi, 2004). 
The Internal Rate of Return for Project C is estimated at approximately 13.3% (Calculated through Excel, (Appendix 30)), which is significantly higher than the firm’s 5% cost of capital. this indicates that the project is expected to generate returns well above the minimum required level, further supporting its financial viability.
IRR represents the discount rate at which the NPV of a project equals zero and is commonly used as a supplementary decision-making tool in investment appraisal. while it provides an intuitive measure of return, it has been noted in the literature that IRR can produce conflicting rankings when comparing mutually exclusive projects or projects with non-conventional cash flows (Lin, 2023). 
Despite these limitations, in this case, the IRR result is consistent with the NPV analysis, reinforcing the conclusion that Project C is the most attractive investment option. 
3. Theoretical Superiority of NPV
NPV is widely regarded as the most theoretically sound investment appraisal method due to its alignment with shareholder wealth maximisation. it provides a direct measure of the value added by a project, allowing firms to assess its contribution to overall firm value (Danielson, Holga & Olson, 2024).
A key strength of NPV it its incorporation of the time value of money, ensuring that future cash flows are appropriately discounted. This is critical in long-term investment decisions, where the timing of returns significantly affects project viability (Seretidou, Billios & Stavropoulus, 2025). Empirical evidence suggests that firms using NPV-based decision frameworks achieve more efficient capital allocation and improved financial outcomes (Andor, Mohanty & Toth, 2015)
Additionally, NPV considers all cash flows over the life of a project, providing a comprehensive measure of profitability. This contrasts with non-discounting methods, which often ignore longer-term benefits (Singh, Jain & Yadav, 2012)
3.1 Continued Use of Non-Discounting Techniques
Despite its advantages, non-discounting methods such as Payback Period and Accounting Rate of Return ARR remain widely used in practice. One reason for this is their simplicity and ease of interpretation, which makes them attractive to managers without advanced financial expertise (Bennouna, Meredith & Marchant, 2010)
Payback Period is particularly valued for its focus on liquidity and risk, as it indicates how quickly an investment can be recovered. This can be useful in uncertain environments where firms prioritise short-term cash flow stability (Alkaraan, 2020) Project C demonstrates a Payback Period of approximately 3.09 years (Appendix 31), which may be considered acceptable depending on the organisation’s liquidity preferences and risk tolerance. 
ARR on the other hand, is based on accounting profit and aligns with financial reporting systems, making it easier to integrate into performance evaluation processes (Atrill & McLaney, 2015). For Project C, the ARR is calculated at approximately 7.31% (Appendix 32), suggesting a moderate level of profitability when assessed using account-based measures. 
However, both methods have significant limitations, including the failure to account for the time value of money and the potential to produce misleading results. 
4. Capital Rationing and Optimal Investment Policy
4.1 Capital Rationing Context
Beard Plc faces a capital constraint of £1.5 million, meaning it cannot undertake all available investment opportunities in full. In such situations, firms must prioritise projects that maximise value per unit of capital invested rather than simply selecting al projects with positive NPVs.
Capital rationing requires firms to allocate scarce resources efficiently, and recent empirical research suggests that firms often rely on profitability-based ranking methods such as the Profitability Index (PI) to guide investment selection under financial constraints (Manjunath & Praveen, 2020).
4.2 Profitability Index (PI) Approach
The PI for Project C provides an additional measure of investment attractiveness by assessing the value generated per unit of capital invested. It is particularly useful in capital rationing scenarios, as it allows for efficiency-based evaluation rather than solely relying on NPV.
For Project C, the PI exceeds 1 (Appendix 33), indicating that Project C is expected to create additional value for each £1 invested, reinforcing its efficiency as a capital allocation option. Empirical research highlights that projects with higher PI values are particularly attractive under capital constraints, as they maximise value creation relative to resource usage (Gurau, 2012). 
In the context of Beard Plc’s investment appraisal, the strong PI for Project C further supports its selection as a priority investment, as it demonstrates both absolute value creation (via NPV) and efficient capital utilisation. 
4.3 Investment Prioritisation
Based on the results of the investment appraisal, Project C generates the highest overall value and represents the most efficient use of capital. Project B also generates positive value, whereas Project A is not viable as it produces a negative NPV and is therefore excluded from consideration. 
given the capital constraint, priority is given to funding the project that delivers the greatest return in absolute value terms, followed by partial allocation to remaining viable opportunities where capacity allows. 
4.4 Optimal Investment Allocation
The recommended investment approach is as follows: 
· Project C is fully funded at £1,000,000
· The remaining £500,000 is allocated to Project B on a proportional basis
· Project A is not undertaken due to value destruction
As Project B is divisible, this represents an efficient partial investment of 55.6% of the total project scale (Appendix 34). The total NPV of both projects is now £323,179.
3.5 Management Interpretation
This investment strategy ensure that Beard Plc maximises value within the available capital constraint. By prioritising Project C in full, the company secures the largest single contribution to value creation, while the partial investment in Project B ensures that remaining capital is productively deployed rather than left idle.
The exclusion of Project A is consistent with value-based decision-making principles, as investing in negative NPV projects would reduce shareholder wealth.
5. Financing the Investment Programme
5.1 Overview of Financing Requirement
Beard Plc requires external and/or internal financing to support the proposed investment in Project C, with potential supplementary funding for Project B under the capital rationing framework. The financing decision is critical, as it directly influences the firm’s cost of capital, financial risk, and overall shareholder value.
Modern corporate finance theory suggests that financing decisions should aim to minimise the weighted average cost of capital (WACC) while maintaining an appropriate balance between risk and return (Hillier et al., 2021). As such, the choice of financing method must consider both cost efficiency and financial flexibility.
5.2 Retained Earnings
Retained earnings represent the most straightforward source of finance, involving the reinvestment of internal profits. 
Advantages:
· No interest payments or repayment obligations
· No dilution of ownership or control
· Typically lower cost compared to external finance
Disadvantages:
· Limited availability depending on prior profitability
· Opportunity cost of foregone dividend payments
· May restrict future investment capacity.
Empirical research suggests that firms often prefer internal finance due to lower transaction costs and reduced information asymmetry (Brealey, Myers & Allen, 2011)
5.3 Debt Financing
Debt finance involves borrowing from financial institution or issuing corporate debt instruments. 
Advantages: 
· Interest payments are tax-deductible, creating a tax shield benefit
· Does not dilute ownership or control
· can be relatively quick to obtain
Disadvantages: 
· Increases financial risk and leverage
· Requires regular interest and principal repayments
· May impose restrictive covenants on operations
Recent studies indicate that while moderate debt can enhance firm value through tax advantages, excessive leverage increases the profitability of financial distress and reduces investment flexibility (Drobetz et al., 2018)
5.4 Equity Financing
Equity finance involves raising capital through issuing shares.
Advantages: 
· No mandatory repayment obligations
· Reduces financial distress risk
· Can improve balance sheet stability
Disadvantages: 
· Dilution of existing ownership and control
· Often more expensive than debt due to required shareholder returns
· Potential negative market signalling if perceived as financial weakness
According to signalling theory, equity issuance can sometimes be interpreted by investors as an indication that internal funds are insufficient or that management perceives overvaluation of shares, potentially affecting market confidence (Baker & Wurgler, 2002). 
5.5 Recommended Financing Strategy
A balanced financing approach is recommended for Beard Plc, combining retained earnings with a moderate level of debt finance. 
This structure is justified on the basis that retained earnings minimise financing costs and avoid ownership dilution as well as debt finance providing tax advantages and enhancing return on equity. It is also noted that a balanced capital structure helps maintain an optimal cost of capital while limiting financial risk.
This aligns with modern capital structure theory, which suggests that firms should aim for an optimal balance between debt and equity to minimise WACC and maximise firm value (Arhinful et al., 2025).
Equity finance should only be considered as a secondary option if internal funds and debt capacity are insufficient, due to its higher cost and potential dilution effects. 









[bookmark: _Toc107956638]Conclusion
Both analyses highlight the importance of applying financial theory alongside critical interpretation to support effective decision making. 
For Burberry Group pls, the overall conclusion is that financial performance has deteriorated significantly between 2024 and 2025. The most concerning issue is the sharp decline in profitability, evidenced by falling margins, negative ROCE, and a transition to losses. While liquidity remains relatively stable in the short term and efficiency has improved, these strengths have not translated into improved financial outcomes. Rising gearing and negative investor indicators, including EPS and dividend cover, further reinforce the view that financial risk has increased and shareholder value has weakened. 
However, it is important to recognise that ratio analysis is inherently limited. it is based on historical data and cannot fully capture external influences such as macroeconomic conditions, inflation, or shifts in consumer demand. Therefore, while the analysis rovides a useful diagnostic tool, it should be interpreted alongside qualitative and strategic considerations.
Overall, Burberry must prioritise restoring profitability through cost control, revenue growth, and careful capital structure management. Without improvement in earnings, current liquidity stability may become unsustainable, and investor confidence may continue to decline. 
In contrast, the investment appraisal for Beard Plc presents a clearer and more positive outcome. The analysis demonstrates that Project C is the most financially viable option, generating the highest NPV and an IRR significantly above the cost of capital. This confirms its ability to maximise shareholder wealth, aligning with core financial management objectives. Project B also creates value, and under capital rationing, a partial investment alongside Project C allows the firm to maximise total returns within the £1.5 million constraint. Project A, with a negative NPV, is correctly rejected.
Although NPV is identified as the most robust appraisal method, the inclusion of IRR, Payback Period, and ARR provides a more comprehensive evaluation and reflects practical decision-making. Each technique contributes different insights, particularly in relation to risk, liquidity, and accounting performance. 
While Burberry’s analysis highlights the challenges of declining performance and the limitations of financial ratios, Beard Plc’s appraisal demonstrates how rigorous financial evaluation can guide optimal investment and financing decision to enhance shareholder value. 
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Appendix 1 – Burberry's Financial Statements and Balance Sheets[image: ]
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Appendix 2
Gross profit / Sales x 100
2,009m / 2,968m x 100 = 67%
Appendix 3
1,538m / 2,461m x 100 = 62%
Appendix 4
Operating profit / Salex x 100
418m / 2,968m x 100 = 14%
Appendix 5
(3m) / 2,461m x 100 = -0.12%
Appendix 6
Operating profit / TALCL x 100
3,370m – 857m = 2,513m
418m / 2,513m x 100 = 16.6%
Appendix 7
3,427m – 1,111m = 2,316m
(3m) / 2,316m x 100 = -0.12%
Appendix 8
Current assets / Current liabilities
1,424m / 857m = 1.7
Appendix 9
1,652m / 1,111m = 1.4
Appendix 10
Current assets – Stock / Current liabilities
1,424m – 507m / 857m = 1.1
Appendix 11
1,652m – 424m / 1,111m = 1.1
Appendix 12
COGS / Stock
502m / 507m = 1
Appendix 13
923m / 424m = 2.1 
Appendix 14
Stock / COGS x 365
507m / 502m x 365 = 369 days
Appendix 15
424m / 923m x 365 = 168 days
Appendix 16
Debtors / Sales x 365
392m / 2,968m x 365 = 48 days
Appendix 17
309m / 2,461m x 365 = 46 days
Appendix 18
Creditors / COGS x 365
502m / 959m x 365 = 191 days
Appendix 19
459m / 923m x 365 = 182 days
Appendix 20
Loan / TALCL x 100
299m / 2,513m x 100 = 11.9%
Appendix 21
438m / 2,316m x 100 = 18.9%


Appendix 22
Loan / Net assets x 100
299m / 1,154m x 100 = 25.9%
Appendix 23
438m / 921m x 100 = 47.5%
Appendix 24
(20.9)p (Found in income statement)
Appendix 25
74.1p (Found in income statement)
Appendix 26
Profit after tax / Ordinary dividend
271m / 61m = 4.4
Appendix 27
	Year
	Cash Flow (Adjusted for 25% tax)
	Discount Factor (5%)
	Present Value

	0
	-600,000
	1.000
	-600,000

	1
	100,000
	0.952
	95,238

	2
	165,000
	0.907
	149,660

	3
	187,500
	0.864
	162,000

	4
	225,000
	0.823
	185,140


Total Present Value = £592,038
592,038 – 600,00 = -7962
Total NPV = -£7,962




Appendix 28
	Year 
	Cash Flow (Adjusted for 25% tax)
	Discount Factor (5%)
	Present Value

	0
	-900,000
	1.000
	-900,000

	1
	220,000
	0.952
	209,524

	2
	270,000
	0.907
	244,890

	3
	350,000
	0.864
	302,400

	4
	400,000
	0.823
	329,000


Total Present Value = £1,086,014
1,086,014 – 900,000 = 186,014
Total NPV = £186,014
Appendix 29
	Year
	Cash Flow (Adjusted for 25% tax)
	Discount Factor (5%)
	Present Value

	0
	-1,000,000
	1.000
	-1,000,000

	1
	250,000
	0.952
	238,095

	2
	310,000
	0.907
	281,170

	3
	400,000
	0.864
	345,600

	4
	430,000
	0.823
	354,890


Total Present Value = £1,219,755
1,219,755 – 1,000,000 = 219,755
Total NPV = £219,755






Appendix 30
[image: ]
Appendix 31
The Payback Period was calculated using the cumulative cash flow method, as the project generates uneven annual cash inflows. The traditional payback formula (initial investment / estimated annual net cash inflow) is not appropriate in this case, as it assumes uniform cash flows. 
	Year
	Cash Flow
	Cumulative

	1
	250,000
	250,000

	2
	310,000
	560,000

	3
	400,000
	960,000

	4
	430,000
	1,390,000


Initial investment = £1,000,000 (Reached in Year 4)
£1,000,000 - £960,000 (Year 3) = £40,000
Year 4 Cash Flow = £430,000
40,000 / 430,000 = 0.09
3 + 0.09 = 3.09 years
Appendix 32
Average net income or Annual profit / Initial investment x 100
Depreciation of £1,000,000 initial investment as a straight line over 4 years = £250,000
Profit Calculation 
	Year
	Cash Flow
	Depreciation
	Profit

	1
	250,000
	250,000
	0

	2
	310,000
	250,000
	60,000

	3
	400,000
	250,000
	150,000

	4
	430,000
	250,000
	180,000



Apply tax (25%)
	Year
	Profit
	Tax (25%)
	Net Profit

	1
	0
	0
	0

	2
	60,000
	15,000
	45,000

	3
	150,000
	37,500
	112,500

	4
	180,000
	45,000
	135,000


Total profit = £292,500
Average annual profit = 292,500 / 4 = £73,125
ARR = 73,125 / 1,000,000 x 100 = 7.31%
Appendix 33
PV of future cash flows / initial investment
1,000,000 + 219,755 / 1,000,000 = 1.22







Appendix 34
Fully fund Project C leaves £500,000 remaining towards Project B.
500,000 / 900,000 = 55.6%
B’s NPV (186,014) x 0.556 = 103, 424
	Project
	Investment
	Proportion Undertaken
	Full Project NPV
	Adjusted NPV Contribution

	C
	1,000,000
	100%
	219,755
	219,755

	B
	900,000
	55.6%
	186,014
	103,424

	A
	600,000
	0%
	-7,962
	0


Total NPV = £323,127
	
	
	



image7.png
A B @ D

1 Year Cash flow Discount factor (5%) Present value
2 0 ##H#H#R 1 -1,000,000
3 1 250,000 0.952 238,095
4 2 310,000 0.907 281,170
5 3 400,000 0.864 345,600
6 4 430,000 0.823 354,890
7
8 Total NPV - £219,755
9

10

11 Year Cash flow

12 0 ##H#H#R

13 1 250,000

14 2 310,000

15 3 400,000

16 4 430,000

17

18

19 13%

m 1

21




image5.png
Financial Statements | Group Statement of Comprehensive Income

GROUP STATEMENT OF COMPREHENSIVE INCOME

52 weeks ended 20 March 2025

et

e Somaen

2025 204

Note m n

Coss)/profitfor the year @5 27

Other comprehensive (oss)/income:

‘Cash flow hedges. 24 1 @

Foreign currency translation differences 24 (25) 34

Tax on other comprehensive income = 1

'Other comprehensive Ioss for the year, netof ax @) @6)

Total comprehensive (oss)/income for the year ©99) 235
Total comprehensive (Joss)/income attributable to:

‘Owners of the Company. (©9) 234

Non-controling interest - 1

©9) 23

1. Al ems ncudd i othr comprehenive incoms may subsscuenty be eclassfed t proft and loss na fuure period.




image4.png
Financial Statements | Group Income Statement

GROUP INCOME STATEMENT

52 weeks ended 29 March 2025

Smedao  Szueciso
“Somercn owarcn
2025 2024
Note o o
Revenue 3 2461 2968
Costof sales (©23) (959)
Gross profit 1538 2,009
‘Operating expenses 1564) G.604]
Other operating income 23 3
Net operating expenses z 541 591
‘Operating (oss)/profit @) a8
Financing
Finance income 25 3
inance expense (©8) (6)
Net finance expense 5 (©3) @s)
(Loss)/profit before taxation 5 (66) 383
Taxation s © a12)
{Loss)/profit for the year @5) 2n
Attributable to:
Owners of the Company. a5 270
Non-controlling interest - 1
oss\profit for the year @5) il
Tosseanings per share
Basic 10 (209p 741
Diluted 10 (209 7390
o o
Reconciiation of adjusted profit before taxation:
(Loss)/profit before taxation (©6) 383
Adiusting operating items:

Net operating expenses 3 29 -
Adjusted lloss)/profit before taxation - non-GAAP measure @7 383
Adjusted (loss)/earnings per share -~ non-GAAP measure
Basic 10 ta8p 741
Diluted 10 a8)p 7390
Dividends per share
Interim B - 83p
Proposed final (not recognised as a abilty at 20 March/30 March) ki - 227p





image3.png
Fiancsl sstement Group Bsnce Shet

GROUP BALANCE SHEET

s
i
ok

TEEH
EH

i
H
H
|
T
ete.58

Blikes 038 [if - 8te

nEfe= 8088 paafin

[T

LE[g. .,





image.png




image6.png
FinancalSstement Group Ssement o Changes nEquity

GROUP STATEMENT OF CHANGES IN EQUITY

sall

e

il.2s Sfpst

Bl2s st

o BB b

s

. aBEE

{5 SRR Lse

5 R -ae

s
£





image2.png




