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Executive Summary

This report bridges theoretical learning and practical applications by analyzing the financial management of Reckitt Benckiser Group plc, a global leader in health, hygiene, and nutrition products. By conducting a detailed ratio analysis, the report evaluates the company’s financial performance and position for the fiscal year 2023, identifying areas for improvement and recommending strategic actions. The second part of this report evaluates the appropriate capital investment decision for Greenacres Plc, a producer of high-quality outdoor rattan furniture, to ensure sustainable growth and long-term operational success.




















Introduction
This report is mainly completed to fill the gap between my academic learning and practical experience. I have applied the knowledge I have acquired from this course to evaluate the financial performance and strength of a business organization. Reckitt Benckiser Group plc is considered a representative business organization in this assignment for utilizing the knowledge of ratio analysis.  I have also examined the capital investment decisions of Greenacres Plc, a producer of high-quality outdoor rattan furniture and associated items, by using different investment appraisal tools.
[bookmark: _Toc187878296][bookmark: _Hlk187394669]Part 1: Analysis of Financial Management of Reckitt Benckiser Group Plc
Accounting is a systematic process of identifying, reporting transactions, and preparing necessary statements to reflect the true picture of the financial strength of a business organization (Needles, Powers & Crosson, 2011). The fundamental purpose of accounting is to equip decision-makers with appropriate information on the financial performance and financial position of a business organization (Kieso et al., 2019). Decision makers or financial analysts usually use the statements prepared by the accountants by applying the knowledge of accounting. There are many methods to analyze the information presented in the financial statements and make appropriate decisions thereby such as trend analysis, ratio analysis, time series analysis, and cross-sectional comparative analysis (Subramanyam, 2014). Ratio analysis is a very popular and effective method of analysis. Because there are some industry-specific benchmarks to which the analysts can compare the outcome of different ratios and can take necessary corrective measures. By using the results of ratio analysis, a financial analyst can better understand the financial strength of a business organization and can efficiently formulate decisions to improve the financial management of that business organization (White, Sondhi & Fried, 2002). 
[bookmark: _Toc187878297]1.1 Overview of Reckitt Benckiser Group Plc   
Reckitt Benckiser Group plc, a British Dutch multinational consumer goods company formed in 1999 and headquartered in Slough, United Kingdom, and Hoofddorp, Netherlands, mainly sells health, hygiene, and nutrition products. The vision of the group is “Delivering for A Cleaner, Healthier World”.  At present, Reckitt Benckiser Group plc has operations in around 60 countries and sells its products in approximately 200 countries around the world. According to the annual report of 2023, Reckitt Benckiser Group plc has 1.9 billion consumers around the world. The product portfolio of this group includes excellent market-leading brands such as Dettol, Harpic, Veet, Finish, etc. In the financial year 2023, which ended on 31 December 2023, the group earned a net revenue of £14,607 million, a net profit of £1,657 million, and an EPS of 229.2 pence. These positive figures indicate that the group is performing well and successfully creating sufficient profit for its shareholders. 
1.2 Ratio Analysis of Financial Performance & Position of Reckitt Benckiser Group Plc   
To understand the financial performance and financial position of Reckitt Benckiser Group plc, I have calculated five types of ratio analysis. The outcome of the ratio analysis is evaluated below with the benchmarks: 
[bookmark: _Toc187878298]1.2.1 Profitability Analysis
To analyze the profitability of Reckitt Benckiser Group plc, I have calculated two margin ratios and one return ratio including operating profit margin, net profit margin, and return on assets. These ratios indicate a firm's profitability and profit sustainability. 
 

Figure 01: Profitability Analysis of Reckitt Benckiser Group plc.
If we look at the profitability ratios, we can see that in comparison to 2022, the profitability of Reckitt Benckiser Group plc deteriorated in 2023 indicated by the downward trend in the three key metrics of profitability analysis. Although the profitability somewhat deteriorated in 2023, both the operating profit margin and net profit margin are higher than the healthy margin of 10% because of the hygiene industry, the benchmark of these metrics is 10% (Drury & Tayles, 2006). This is also appropriate for the return on assets.  
To find out the reasons behind the changes in the ratios, I dig into the financial statements of Reckitt Benckiser Group plc and find the following reasons behind the downward movement of these ratios. 
· The net revenue of Reckitt Benckiser Group plc increased in 2023 compared to that of 2022 (from £14,453 million to £14,607 million). 
· Although net revenue increased in the period concerned with time, the cost of sales decreased in time. The decrease in the cost of sales and increase in net revenue allows Reckitt Benckiser Group plc to earn a better gross profit compared to the previous year which indicates the group’s efficiency in controlling the cost of sales. 
· Operating expenditures of Reckitt Benckiser Group plc increased by £474 million in 2023, which is an indication of operational inefficiency.
· In addition to the incremental operating expense, a huge amount of impairment of goodwill (£810 million) understates the operating profit of Reckitt Benckiser Group plc and thereby the operating profit margin and return on assets. 
· Compared to 2022, the finance expense of Reckitt Benckiser Group plc increased in 2023. This increase also plays a significant role in the downward movement of the net profit margin. 
These are the key reasons behind the downward trend in the profitability of Reckitt Benckiser Group plc. 
1.2.2 Liquidity Analysis
The opposite relationship between liquidity and profitability indicates that a company need not keep additional liquid assets because it will affect profitability (Ehiedu, 2014). When a firm keeps unnecessary liquid assets, it has fewer funds for investment and is thereby unable to generate sufficient profit. However, maintaining the optimum amount of liquid assets is essential for mitigating the default risk. Because, if a firm keeps inadequate liquidity there is a probability that the firm may fail to meet the payment requirements of debtors. Therefore, every business organization tries to follow efficient liquidity management practices. The current ratio and quick ratio are the two basic metrics used to understand the liquidity scenario of a business organization (Holden, Jacobsen & Subrahmanyam, 2014). 


Figure 02: Liquidity Analysis of Reckitt Benckiser Group plc.
The above figure shows that the liquidity scenario of Reckitt Benckiser Group plc improved in 2023 compared to 2022, and the upward trend indicates this. Although the liquidity scenario improved, the ratios' value was lower than the benchmark. In the case of both the current ratio and quick ratio, it is lower than the benchmark value of 2:1 and 1:1 respectively which indicates that Reckitt Benckiser Group plc may face default risk in the future and the company may be termed as illiquid in the analysis of different lenders (Breuer et al., 2012). 
By analyzing the balance sheet of Reckitt Benckiser Group plc, I have identified the following reasons as the driving factors behind the improvement of the liquidity scenario. 
· The current assets of the group increased in 2023 by £17 million.
· Whereas the current liability and the inventory decreased in 2023 by £3 million and £188 million respectively. 
· The increase in current asset value strengthens Reckitt Benckiser Group plc in meeting up its current liabilities. 

1.2.3 Gearing Analysis
There are two sources of funds that a business organization usually uses to raise the required capital including equity capital and debt capital. Debt capital has a tax advantage facility which reduces the cost of capital of a firm. However excessive use of debt capital increases the default risk of that firm (Kose, Ohnsorge & Sugawara, 2020). Gearing indicates the proportion of total capital that is financed with debt capital (Bei & Wijewardana, 2012). There are numerous metrics to measure the gearing of a business organization including interest coverage ratio, debt ratio, equity ratio, etc. 
 
Figure 03: Gearing Ratios of Reckitt Benckiser Group plc.
If we look at the above figure, we can see that the interest payment capacity of Reckitt Benckiser Group plc decreased in 2023 compared to that of 2022 indicated by the downward movement. At the same time, the proportion of debt capital in the capital structure of Reckitt Benckiser Group plc also increased in 2023 and this is indicated by the upward trend. The value of the gearing ratios indicates that the company is depending more on debt capital and is on the way to facing more financial risk in the long run (Rist & Pizzica, 2014). 
By analyzing the income statement and balance sheet of Reckitt Benckiser Group plc, I have identified the following reasons behind the downward movement in the interest coverage ratio and the upward movement in the debt ratio. 
· The finance expense of Reckitt Benckiser Group plc increased in 2023 by £49 million. At the same time, the EBIT (operating profit) of the company also decreased in 2023 by £718 million. Therefore, the interest payment capacity of the company deteriorated in 2023. 
· The size of the balance sheet both equity and liability decreased in 2023. While total liability fell by £592 million, total equity was raised by £1,014 million in 2023. As a result, the debt ratio increased in 2023. 
1.2.4 Efficiency Analysis
Efficiency ratios measure how efficiently a firm is using its resources. The higher the value of these ratios, the more efficient the firm is (Monea, 2019).  


Figure 04: Efficiency Ratios of Reckitt Benckiser Group plc.

From the above figure, it can be seen that Reckitt Benckiser Group plc has become more efficient in 2023 compared to 2022. The debtor days and inventory days decreased in 2023 which indicates that the company is becoming more efficient in collecting its account receivables and selling its inventories. At the same time, the value of its asset turnover ratio and fixed asset turnover ratio increased in 2023 which reflects that the company is becoming more efficient in using its resources to generate sufficient net revenue (Krylov, Vlasova & Vorobiova, 2020). However, the company fails to meet the industry average in the case of both asset turnover and fixed asset turnover ratio. 
Through an in-depth analysis of the annual report of Reckitt Benckiser Group plc, I have identified the following reasons behind the upward movement in the efficiency ratios. 
· Trade & other receivables decreased in 2023 while net revenue increased in 2023. 
· The total asset size of the company decreased in 2023 compared to that of in 2022. 
[bookmark: _Toc187878299]1.2.5 Investor Ratio Analysis

To fulfill the capital requirement, a firm usually collects funds from equity investors and debt capital providers. Firms provide periodic interest payments to the debt capital providers. Whereas equity investors invest their funds in a firm with an expectation to get a cash dividend (Titman, Wei & Xie, 2004). In addition to dividend gain, equity investors also earn capital gain through the appreciation of the share price of that particular company in the share market. To create a good reputation in the share market, every company tries its best to earn superior net profit and to make stable dividend payments to the ordinary shareholders (Naranjo, Nimalendran & Ryngaert, 1998).  

Figure 05: Investor Ratios of Reckitt Benckiser Group plc.

If we look at the above figure, we can see that the attractiveness of Reckitt Benckiser Group plc in the view of equity investors deteriorated in 2023, and it is indicated by the downward movement. The basic EPS and dividend cover ratio of Reckitt Benckiser Group plc decreased in 2023 compared to that of 2022. The dividend cover ratio of Reckitt Benckiser Group plc was 1.8655 in 2022, which is higher than 1.5 and indicates that the company has sufficient earnings to make dividend payments to its equity investors. But in 2023, the value of this ratio shifted to 1.2270 which is lower than 1.5 and indicates that the company needs to improve its EPS. 
I have identified the following reasons behind the downward movement in the investor ratios of Reckitt Benckiser Group plc. 
· Net profit of Reckitt Benckiser Group plc decreased in 2023 compared to that of 2022 while its number of ordinary shares outstanding increased. 
· Dividend per share of Reckitt Benckiser Group plc increased in 2023 by 12.21 pence while its EPS decreased in 2023 by 96.50 pence. As a result, the dividend cover ratio was shifted downward in 2023.  
[bookmark: _Toc187878300]1.2.6 Limitations of Ratio Analysis

Ratio analysis is a very useful tool to get a quick understanding of the financial performance and position of a business organization. This also helps an analyst to make a comparative analysis with other competitors of the same industry and to make a time series analysis for understanding the progress of a business organization in response to time. However, the ratio analysis has some key limitations. Such as: 
Lack of Standard Value: Except for some ratios, most of the ratios don’t have a standard value. Therefore, the analyst faces the complexity of commenting on the performance of a firm based on ratio analysis (Paton, 1928). 
Considers Quantitative Factors Only: Ratio analysis considers only quantitative factors. In some situations, the quantitative factors may be misleading. Therefore, instead of focusing only on the output of ratio analysis, the analysts also consider the qualitative factors for forming informed judgment (Faello, 2015). 
Dependency on The Information of The Financial Statements: If the financial statements of a company contain wrong information about a company, then the ratio calculated from these financial statements will also give wrong insights into that company (White, Sondhi & Fried, 2002). 

[bookmark: _Toc187878301]1.3 Ways to Improve the Financial Management of Reckitt Benckiser Group Plc   
Reckitt Benckiser Group plc has a good reputation in the international arena, and it is reflected in its share price. Recently, there has been an upward trend in the share price of Reckitt Benckiser Group plc and the share price of the company is 4,950 GBX on 10th January 2025. However, the ratio analysis shows that in the financial year of 2023 (which ended on 31 December 2023), the company faced some problems in profitability, liquidity, gearing, efficiency, and investor return metrics. To improve the financial management of Reckitt Benckiser Group plc, I will recommend the following strategies: 
Ensure Operational Efficiency: The operating profit margin indicates that Reckitt Benckiser Group plc is inefficient in maintaining its operating expenses. And the increase in operating expenses causes a downward movement in the operating profit margin of 2023. In this regard, it can ensure more control over operating expenses and will be able to generate a healthy operating profit (Stupnytska, Kalaman & Markova, 2019). 
Invest in Working Capital: The liquidity analysis conducted using the current ratio & quick ratio indicates that Reckitt Benckiser Group plc is not keeping sufficient current assets against current liabilities. As a result, there is a possibility that the company may default in the long run to meet the current liabilities. In this regard, the directors of the company can invest more in working capital to enhance its current assets (Sagner, 2010).  
Reduce Debt Capital in The Capital Structure: The interest coverage ratio indicates that the interest payment requirement of Reckitt Benckiser Group plc increased in 2023, and the interest payment capacity of the company also deteriorated. This deterioration in the interest payment capacity may increase the default risk of the company (De Wet, 2006). In this regard, Reckitt Benckiser Group plc can raise new equity capital to meet its additional fund requirement and to repay its existing debt. 
Follow Fixed Dividend Payment: To keep a good reputation in the market, Reckitt Benckiser Group plc can follow a fixed dividend payment. This fixed dividend payment irrespective of the company’s net profit will allow the company to satisfy the ordinary shareholders (Khan et al., 2015). 
Diversify Product Portfolio: To sustain the current position in this competitive business environment and to keep a good market share, Reckitt Benckiser Group plc can diversify its existing product portfolio by launching new products (Coad & Guenther, 2013). 
By following the above-mentioned strategies, Reckitt Benckiser Group plc can improve its existing financial management scenario and can get back its golden past. 
[bookmark: _Toc187878302]Part 2: Appropriate Capital Investment Decision of Greenacres Plc

Capital investment decisions refer to investment decisions that require a huge amount of initial capital outlay and are taken to ensure a sustainable future for a company (Emmanuel, Harris & Komakech, 2010). As these investments are highly capital intensive, therefore, the failure of these investment decisions can ruin the future of a company (Zhang, 2000). Introduction of a new product in the existing product portfolio, expansion of current business operations through launching new branches, automation of existing business, etc. are examples of capital investment decisions that are usually taken by a business organization (Nickell, 1978).
Greenacres Plc is a producer of a variety of high-quality outdoor rattan furniture and associated items. To achieve the growth potential and to ensure its sustainable operations, the directors of Greenacres Plc are considering three investment options. As the initial capital expenditure and the associated expected cash flow of these investment options are different & unique, it becomes a very challenging task for the directors of Greenacres Plc to decide upon which investment option will be the best for the ensuing future sustainability of the company (Bierman Jr & Smidt, 2012). 
[bookmark: _Toc187878303]2.1 Net Present Value- The Best Method of Investment Appraisal

Net present value (NPV) is the difference between the present value of expected future cash inflows and initial capital expenditure (Gallo, 2014). The net present value indicates the additional value that a business organization will be able to generate from an investment project. If the value of NPV of a project is positive, then, this project is usually selected for investment. 
[image: Net Present Value (NPV) Explained: A Simple Guide for Beginners 2024]
Among the available investment appraisal methods, NPV is considered the best investment appraisal method for the following key reasons: 
Consideration of Cash Flow: Instead of considering net profit, NPV considers cash flow while analyzing an investment proposal. It is sometimes observed that companies show a profit in their financial statement which remains unattainable. Therefore, consideration of profit while analyzing an investment proposal may give some erroneous results. In this regard, NPV provides a more precise and accurate analysis of an investment proposal by considering cash flows (Magni, 2009). 
Consideration of Time Value of Money: NPV is a discounting approach that considers the time value of money in the calculation process. This consideration of the time value of money allows this approach to provide an accurate calculation of the value that an investment project will add to a business organization. 
Unique Outcome: In comparison to the Internal Rate of Return (IRR), NPV provides a unique result that can be easily compared with other investment projects for selecting the most appropriate investment project (Arshad, 2012). 
Selection of Mutually Exclusive Project: In some cases, finance managers are required to select one project and reject other projects due to fund constraints. In this case, opportunity costs play a key role. The finance manager usually selects the project with a higher NPV because the project with a higher NPV will add more value to that business organization. In other words, a project with positive NPV will help a business organization to ensure its wealth maximization goal (Benamraoui et al., 2016). 
Consideration of Risk: NPV is a discounting investment appraisal method. The discount rate or the cost of capital used in this approach reflects the risk associated with the expected future cash inflows. If there is a huge, anticipated risk associated with the investment project, then, the cost of capital or discount rate will be high and as a result, the NPV of that project will be low and vice versa (Magni, 2009). In this way, this capital investment appraisal method considers the risk associated with an investment project. 
[bookmark: _Toc187878304]2.2 Continued Popularity of Non-Discounting Methods of Investment Appraisal

Investment appraisal methods are broadly classified into two categories including non-discounting methods and discounting methods (Bierman Jr & Smidt, 2012). Average or accounting rate of return (ARR) and pay-back period (PBP) are the two non-discounting methods of investment appraisal. These non-discounting methods of investment appraisal are still popular among decision-makers for the following key reasons: 
Easy to Calculate: The calculation process of these non-discounting methods is very easy and convenient. Therefore, decision-makers prefer these non-discounting methods over discounting methods (Brealey, Myers & Allen, 2014). 
Align with the Short-Term Goal of A Firm: According to finance literature, the short-term goal of a business organization is “profit maximization”. Average or accounting rate of return (ARR), a non-discounting method of investment appraisal, supports this short-term goal of a firm by recommending an investment option with better profitability compared to other investment options (Jordan, Ross & Westerfield, 2003). 
Consideration of Liquidity: Liquidity is considered the lifeline of any business organization. To safeguard a business from default risk, every efficient finance manager tries to maintain a standard amount of liquid assets and therefore wants to know at what future time the investment option will repay its initial investment. Pay-back period (PBP), a non-discounting method that considers cash flow instead of net profit, gives an idea about at what future date the business organization will be able to get back the initial investment from the investment option (Tirole, 2010). By using this non-discounting method, a finance manager can know at what time he will get back the initial outlay and can make future investment plans accordingly. 
Avoiding Complexity Associated with Calculation of Discount Rate: Discount rate is a very crucial input variable for discounting methods of investment appraisal, especially for NPV and IRR. However, the calculation of the discount rate is a very complex task for a finance manager because it includes the estimation of the cost of capital and different forms of risk premiums which are mostly subjective and differ from person to person (Gitman, Juchau & Flanagan, 2015). To avoid the complexity associated with the calculation of discount rates, decision-makers prefer non-discounting methods. 
Although non-discounting methods failed to consider the time value of money and wealth maximization goal, the simplicity of calculation and consideration of both profitability & liquidity makes these non-discounting methods popular among the decision makers for evaluating investment options. 
[bookmark: _Toc187878305]2.3 Evaluation of The Investment Options of Greenacres Plc

The directors of Greenacres Plc are considering three investment options for expanding the current business operations. NPV will be used to evaluate these investment options and to select the most appropriate one. 
2.3.1 [bookmark: _Toc187878306]NPV Calculation of The Investment Options 
Option A: Expand Existing Flourishing Outlet to Include All Products
[image: ]
Option B: Develop Into Internet Sales
[image: ]
Option C: Produce Greenhouses and Conservatories
[image: ]
2.3.2 [bookmark: _Toc187878307]IRR Calculation of The Investment Options

Option A: Expand Existing Flourishing Outlet to Include All Products
[image: ]
Option B: Develop Into Internet Sales

[image: ]
   Option C: Produce Greenhouses and Conservatories

[image: ]

2.3.3 [bookmark: _Toc187878308]Selection of The Appropriate Investment Option

Projects with positive NPV are usually selected for investment because a business organization will be able to generate additional value from these positive NPV projects and it will maximize shareholders’ wealth in the end (Zutter & Smart, 2019). However, in the case of mutually exclusive projects, an efficient finance manager selects the project that has a higher positive NPV value. 
The calculated NPV and IRR of the three investment options of Greenacres Plc are presented below for better comparison: 

	Investment Option
	NPV
	IRR

	A
	£      514,018
	33.87%

	B
	£      899,319
	36.81%

	C
	£      856,390
	23.74%



Table 01: NPV & IRR of Three Investment Options of Greenacres Plc.

As the directors of Greenacres Plc want to take only one investment option, therefore, “Investment Option-B” will be the most appropriate investment option for Greenacres Plc. For the following key reasons, “Investment Option-B” will be the most appropriate investment option.
Highest NPV: Among the three alternative investment options, “Investment Option-B” has the highest NPV. By taking this investment option, Greenacres Plc will be able to maximize its shareholders’ wealth. 
Highest IRR: “Investment Option-B” has the highest IRR. Usually, a project is taken when IRR is higher than the cost of capital (Barry & Robison, 2014). In the case of Greenacres Plc, all the investment options have an IRR higher than the cost of capital, which is 6%, but the IRR of “Investment Option-B” is the highest. 
Cope with The Changing Business Dynamics: To sustain business operations in this competitive business environment, every business organization tries its best to come up with new ideas. Internet sales are not a very new idea in this 4th industrial revolution era. But to keep pace with the competitors and to keep a competitive position in the market, the directors of Greenacres Plc can expand its business operations by launching “internet sales” by taking the “Investment Option-B”. 

[bookmark: _Toc187878309]2.4 Other Considerable Factors for Investment Decision
Apart from the results of different investment appraisal methods, business organizations also consider other factors before making an investment decision (Bialowolski & Weziak-Bialowolska, 2014). The directors of Greenacres Plc can also consider the following factors before making an investment decision: 
Technological Feasibility: Some investment options look very profitable and worthy at the initial stage. However, these investment options may not be technically feasible. Therefore, business organizations also analyze the technical feasibility of any investment option before making that investment decision (Yoon, 2021). 
Strategic Alignment: Business organizations try to take those projects that help a business organization to achieve its strategic goal in the long run (Alkaraan & Northcott, 2013). This strategic alignment plays a very crucial role. For example, in the case of Greenacres Plc, if the directors select the “Investment Option-B” then they will be able to operate their business in a virtual platform also. In this way, Greenacres Plc can expand its existing business and comply with its strategic goal of business expansion. 
Opportunity Cost: Opportunity cost is the lost benefit associated with an investment option that cannot be achieved when selecting a particular investment option and rejecting the others (Spiller, 2011). Finance managers analyze the opportunity cost of every investment option and select the best investment option to minimize the opportunity cost. 
Legal & Political Factors: Government policies, existing laws & regulations, political stability, etc. play a key role in determining the future profit potential of any investment option. Along with analyzing the economic factors, business organizations also analyze the legal & political factors to select the most appropriate investment option. For example, the directors of Greenacres Plc can analyze the exciting legal & political business environment before selecting the appropriate investment option. 



2.4 [bookmark: _Toc187878310]NPV of Optimal Investment Policy

In this case, the investable fund is limited to £2,500,000 and it is allowed that the investment options are divisible so that a fraction of the investment option can be funded. All the investment options of Greenacres Plc have a positive NPV but due to the limited funds, the directors of Greenacres Plc cannot select all the investment options. In this case, capital rationing can be applied. That is ranking the investment options based on most acceptability and then allocate the funds accordingly. Profitability index (PI), an investment appraisal method calculated by dividing the present value of expected future cash inflows by its initial investment, is used to rank the investment options. 
· Calculation of PI of Investment Option A: 

[image: ]

· Calculation of PI of Investment Option B: 

[image: ]

· Calculation of PI of Investment Option C: 

[image: ]
Based on the value of PI, I have ranked the investment options accordingly and invested fully in “Investment Option-A & B” and partially in “Investment Option-C”. In summary, the optimal investment policy is: 
· 100% investment (£ 1,000,000) in “Investment Option-B”.
· 100% investment (£ 660,000) in “Investment Option- A”.
· 49.41% investment (£ 840,000) in “Investment Option-C”.
The directors of Greenacres Plc are expecting an NPV of £ 1,836,495 from this optimal investment policy which is higher than the individual NPV calculated previously.   
	
	PI
	Required Initial Investment
	Allowable Initial Investment
	Fraction of The Option
	NPV of The Option
	Fractional NPV of The Option

	Option B
	1.8993
	£    1,000,000
	£   1,000,000
	1
	£899,319
	£899,319

	Option A
	1.7788
	£       660,000
	£      660,000
	1
	£514,018
	£514,018

	Option C
	1.5038
	£    1,700,000
	£      840,000
	0.4941
	£856,390
	£ 423,157

	Total
	
	£   3,360,000
	£ 2,500,000
	
	
	£1,836,495



Table 02: Calculation of Optimal NPV.

[bookmark: _Toc187878311]2.6 Appropriate Financing Plan for Greenacres Plc
An efficient finance manager always tries to collect the required funds from sources with the lowest cost feature (Margaritis & Psillaki, 2007). Sources of finance can be divided into two broad categories such as: 
Equity Capital: Equity capital includes owners’ paid-up capital, retained earnings, etc (Anthony, 1960). 
Debt Capital: Debt capital includes bank loans, bonds, debentures, etc.
Every source of finance has its unique characteristics and thereby makes itself appropriate for the diversified requirements of deficit units. The advantages and disadvantages of each source of finance are analyzed below: 

Equity Capital
Equity capital has the following advantages: 
· It will not create any kind of default risk for the fundraiser (Karmazin & Bondar, 2013). 
· The fundraiser will not be required to make any kind of periodic payment to the fund provider. 
· It will improve the balance sheet scenario of the fundraiser.

Equity capital has the following disadvantages: 
· The fundraiser will not be able to get any kind of tax advantages (Dhaliwal, Heitzman & Zhen Li, 2006).  
· The ownership structure will be diluted and the initial founder may lose its majority control. 
· The cost of this form of finance is usually higher compared to the other forms of finance because we know there is a positive relationship between risk and profit. As this form of finance is low risky, thereby, the cost of this capital is high, in other words, least profitable.  
Debt Capital
Debt capital has the following advantages: 
· The fundraiser will be able to get tax advantages from periodic interest payments and thereby reduce its cost of capital (Cordes & Sheffrin, 1983). 
· By using this source of funds, the initial founders may preserve their ownership status and associated voting rights. 
· Through using this debt capital, the fundraisers can preserve their net profit and can generate a sufficient balance of retained earnings. Because, in this form of financing, fundraisers will be required to pay a pre-defined periodic payment compared to the portion of the profit that is usually paid in the case of equity capital. 

Debt capital has the following disadvantages: 

· The fundraiser will be required to make periodic payments, and the fundraiser may be declared bankrupt if the fundraiser fails to make the periodic payment (Leland, 1994). 
· If the fundraiser fails to make periodic payments to the fund provider it will give a negative message to the market and will hamper its reputation (Dornbusch, 1989). 
· This form of finance cannot be easily accessed by new entrepreneurs due to the lack of proven creditworthiness.  

From the above thorough analysis of the probable advantages and disadvantages associated with different sources of finance, I will recommend the following financing plan to the Board of Greenacres plc to financing its investment plan: 
· 60% of the required fund can be raised through equity capital. Whereas, 30% of the equity capital can be raised through issuing ordinary shares (secondary offering) and the rest (70%) can be raised from retained earnings. 
· 40% of the required funds can be raised through debt capital. To raise debt capital, Greenacres plc can issue bonds, and debentures and can take long-term loans from banks. 
By using debt capital Greenacres plc can reduce its cost of capital through enjoying the associated tax benefits. The proposed portfolio of financing sources will enable Greenacres plc to maintain its debt-equity ratio at a standard level and may not pose the company with default risk. 

























Conclusion

Through the completion of this assignment, I have learned a lot about the implications of ratio analysis and its associated limitations. I have also come to know about different investment appraisal tools. Ultimately, I have tried to develop an appropriate capital structure for Greenacres plc to finance its investment requirement. 
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V. Investment Ratio
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Return on Assets	
2022	2023	0.11304015030269292	9.3270931603773588E-2	



Current Ratio	
2022	2023	0.63361707229348996	0.63588390501319259	



Quick Ratio	

2022	2023	0.41481836710226594	0.4395538498440873	


Interest Coverage Ratio

Interest Coverage Ratio	
2022	2023	11.164948453608247	7.4441176470588237	



Debt Ratio	
2022	2023	0.67006471365945308	0.68790536556603776	



Debtor Days	
2022	2023	52.579395281256488	51.525296090915319	



Inventory Days	
2022	2023	109.34422193040052	102.19001197195144	



Asset Turnover	
2022	2023	0.50285296778233946	0.53828862028301883	



Fixed Asset Turnover	
2022	2023	0.61614869761691604	0.66900247320692496	



Basic EPS (in pence)	
2022	2023	325.74446590909412	229.24515138830751	



Dividend Cover Ratio	
2022	2023	1.8654923939151322	1.2270351008215086	



Opearting Profit Margin	
2022	2023	0.224797619871307	0.17327308824536181	



Net Profit Margin	
2022	2023	0.16252681104269009	0.1134387622372835	


9

image1.jpeg
Cash Fl Cash Fl Cash Fl
NPV=M+ ash Flow, + ash Flown

A+t a+ry? arr Initial Investment




image2.png
Option A Year 0 Year 1 Year 2 Year 3

Initial Expenditure £
660,000
Cash-flow Before Tax £ £ £
300,000 | 400,000 450,000
Less: Depreciation* £ £ £
132,000 132,000 132,000
Net Profit Before Tax £ £ £
168,000 268000 318,000
Less: Corporate Tax £ £ £
(25%) 42,000 67,000 79,500
Net Profit After Tax £ £ £
126,000 201,000 238,500
Add: Depreciation £ £ £
132,000 132,000 132,000
Cash-flow After Tax £ £ £

258,000 333,000 370,500

*Depreciation: £660,000%20% = £ 32,000 (per year).

£258000  £333000  £370,500  £408000
NPV = + + + - £660,000
(14006)"1 ' (1+0.06)"2  (1+0.06)"3  (1+0.06)"4

=£243,396.23 + £ 296,368.81 + £ 311,078.94 + £ 323,174.21 - £660,000
=£514,018

Year 4

£
500,000
-£
132,000

9
368,000
-£
92,000

£
276,000
9
132,000

9
408,000




image3.png
Option B
Initial Expenditure

Cash-flow Before Tax

Less: Depreciation*

Net Profit Before Tax

Less: Corporate Tax
(25%)

Net Profit After Tax

Add: Depreciation

Cash-flow After Tax

*Depreciation: £1,000,000%20% = £ 200,000 (per year).

Year 0
£
1,000,000

£575,000

£425000 | £462500
NPV =
(1+006)"1 ' (1+0.06)"2

(1+0.06)"3

Year1 | Year2
£ £
500,000 550,000
£ £
200,000 200,000
£ £
300,000 350,000
£ £
75,000 87,500
£ £
225,000 262,500
£ £
200,000 200,000
£ £
425000 462,500
£762590__ £1,000,000
(140.06)"4

Year 3

£

700,000
£

200,000

£

500,000
£

125,000

£

375,000
£

200,000

£
575,000

=£400,943.40 + £ 411,623.35 + £ 482,781.09 + £ 603,971.42 - £1,000,000

=£899,319

Year 4

£

950,000
£

200,000

£

750,000
£

187,500

£

562,500
£

200,000

£
762,500




image4.png
Option C Year 0 Year 1 Year2 Year 3

Initial Expenditure £
1,700,000
Cash-flow Before Tax £ £ £
500,000 | 800,000 1,050,000
Less: Depreciation* £ £ £
340,000 340,000 340,000
Net Profit Before Tax £ £ £
160,000 460,000 710,000
Less: Corporate Tax £ £ £
(25%) 40,000 115,000 177,500
Net Profit After Tax £ £ £
120,000 | 345,000 532,500
Add: Depreciation £ £ £
340,000 340,000 340,000
Cash-flow After Tax £ £ £

460,000 685000 872,500
*Depreciation: £1,700,000x20% = £ 340,000 (per year).

NPy = £460000 , £685000 . £872500 , £985.000
(14006)"1 ' (1+0.06)"2  (1+0.06)"3  (1+0.06)"4

- £1,700,000

=£433,962.26+ £ 609,647.56 + £ 732,567.82 + £ 780,212.26 - £1,700,000
=£856,389

Year 4

£
1,200,000
£
340,000

£

860,000
£

215,000

£

643,000
£

340,000

£
985,000




image5.png
Assuming Cost of Capital is 33%

_ £258000  £333000 _ £370,500  £408000

T 14033)"1 ' (14033)'2  (1+033)"3  (140.33)"4 £660,000

193,984.96 + £ 188,252.59 + £ 157,482.86 + £ 130,392.80 - £660,000
=£10,113

Assuming Cost of Capital is 34%

£258000  £333000  £370,500  £408000
NPV = + + + - £660,000
(14034)"1 ' (1+034)"2  (1+0.34)"3  (1+034)"4

=£192,537 + £ 185,453 + £ 153,983 + £ 126,544 - £660,000
=(£1,482)

NPViR-NPVig
NPViR

IRR=LR+ * (HR-LR)

1,482)

£10,
=033+
£10,113

* (0.34-0.33)

=33.87%




image6.png
Assuming Cost of Capital is 36%

£425000 | £462500  £575000  £762500
NPV = + + + - £1,000,000
(1+036)"1 ' (1+036)"2  (1+0.36)"3  (1+036)"4

=£312,500.00 + £ 250,054.07 + £ 228,586.79 + £ 222,886.73 - £1,000,000
=£14,027

Assuming Cost of Capital is 37%

_ £425000 | £462500 _ £575000  £762500
(1+037)"1 ' (1+037)"2  (1+0.37)"3  (1+037)"4

- £1,000,000

= £310,219 + £246,417 + £ 223,618 + £ 216,450- £1,000,000
= (£3,296)

NPViR-NPVig
NPViR

IRR=LR+ * (HR-LR)
£14,027—-(~£3,296)

=036+
£14,027

% (0.37-0.36)

=36.81%




image7.png
Assuming Cost of Capital is 23%

£460,000 £685,000 £872,500 £985,000
NPV =

T 1#023)"1 | (14023)'2  (1+023)'3  (140.23)"4 £1,700,000

=£373,983.74 + £452,772.82 + £ 468,867.47 + £ 430,344.03 - £1,700,000
=£25,968

Assuming Cost of Capital is 24%

_ £460000  £685000 _ £872500  £985000

T 1#028)"1 | (14024)'2  (1+024)'3  (140.24)°4 £1,700,000

=£370,968 + £ 445,499 + £ 457,615 + £ 416,629 - £1,700,000
=(£9,289)

NPViR-NPVig
NPViR

IRR=LR+ * (HR-LR)
£25,968—(—£9,289)

=023+ £25,968

% (0.24-0.23)

=23.74%




image8.png
Present Value of Expected Cash In-flows:
= £243,396.23 + £ 296,368.81 + £ 311,078.94 + £ 323,174.21
—£1,174,018

Initial Expenditure: £660,000

£1174,018

Profitability Index: 660000

=1.7788




image9.png
Present Value of Expected Cash In-flows:
= £400,943.40 + £ 411,623.35 + £ 482,781.09 + £ 603,971.42
—£1,899,319

Initial Expenditure: £1,000,000

L £1,899:319

Profitability Index: 1000000

=1.8993




image10.png
Present Value of Expected Cash In-flows:
= £433,962.26+ £ 609,647.56 + £ 732,567.82 + £ 780,212.26
= £2,556,390

Initial Expenditure: £1,700,000

. £2556,390

Profitability Index: 1700000

=1.5038




image11.png
Group Income Statement
For the year ended 31 December 2023

2023 2022
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Group Balance Sheet

Asat 31 December 2023
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Current tax recoverable 80 155
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