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Executive Summary

Renowned UK auto battery maker Energise Autos Ltd uses a thorough financial analysis
to guide important decisions. Metrics such as NPV and IRR are used to carefully evaluate the
investment possibilities in Birmingham and Coventry, indicating that the Birmingham plan is
preferred. Various funding options, such as government grants and equity financing, are
investigated, and customised suggestions are made. The study emphasises the significance of
non-financial factors for strategic investments, such as market dynamics and regulatory
compliance. A strong cash budget projection for the months of January through March 2024
demonstrates sound financial management and liquidity. Contribution margins, fixed expenses,
and optimisation techniques are all covered in detail in the break-even study which has
showcased GAT as profitable rather than GBT. The limits of break-even analysis are
acknowledged despite its useful insights. Energise Autos plc now has well-informed strategies
for profitable and sustainable growth in the ever-changing automotive market thanks to our

comprehensive review.
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Introduction

A UK-based auto battery manufacturer, Energise Autos plc, must make important choices
about finance plans, investment ideas, and operational cash management in the highly
competitive automotive sector. Using financial indicators like NPV and IRR, this in-depth
research explores the company's investment alternatives in Birmingham and Coventry.
Techniques for proposing alternative investments, such as payback duration and profitability
index, are also investigated. The conversation covers a range of funding sources, such as
government grants and equity financing, and offers suggestions for the best choices. The
importance of non-financial factors, such as market circumstances, regulatory compliance, and
technology improvements, for well-informed investment decisions is emphasised in the report's
conclusion. A cash budget projection for the period of January through March 2024 is also given,
highlighting the business's strong financial results and liquidity management. Last but not least, a
break-even analysis looks at contribution margins, fixed expenses, and break-even points. It
provides information about how profitable a product is and suggests possible changes to the
product mix. There is also a brief discussion of the limits of break-even analysis in the current

setting.
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Case Study 1

a) Critically analyse the two above investment proposals and provide recommendations by

using the NPV and IRR. Recommend to management which of the two investment

proposals Energise Autos plc should embark on.

Birmingham factory project

Present Day Cost and Prices £'000
Yea 0 1 2 3 4 5
r
First time investment 22,500
Cumulative WC (working capital) 200 | 360 | 400 | 400 | 480 0
Revenue from sales 760 7,80 890 | 10,4 | 116
0 0 0 00 00
Less:
Expense allocated for assembling of 720 | 740 | 840 | 1080 ' 1060
material
Labour expense 240 | 350 | 340 |380 | 360
Costs of Overheads 980 | 920 | 960 | 970 | 960
Adjusted Cash Flow £'000
Yea 0 1 2 3 4 5
-
First-time investment -
22,500
Cumulative working capital recouped 200 | 360 | 400 | 400 480 | 540
in full
Sales Revenue augmented by 2% from 775 | 795| 907 | 1060 | 1183
1st year 2 6 8 8 2
Less:
Material assembling cost (3% increase 741. | 762.| 865. | 1112 | 1091
From Y1) 6 2 2 4 .8
Labour expense 240 1 350 | 340 |380 | 360
Overheads cost (2% increment) 100 | 938 | 979 | 989 | 979
0
Net Cash Flows - 100 | 104 116 | 1357 1480
22,300 93 07 62 0 3
Net Present Value 38235
IRR % 41.856
%

Table 1: NPV & IRR calculations Birmingham factory
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(Source: Self-developed)

Coventry factory project

Proposal 2 for Coventry factory

£'000
Ye 0 1 2 3 4 5
ar
Investment 20,00
0
Cumulative WC 180 240 | 320 | 300 | 360 | O
revenue earned from sales 660 680 | 780 | 102 @ 118
0 0 0 00 |00
Less:
Cost allocated for Material assembling 610 680 | 750 | 980 @ 102
0
Labour expenses 240 | 350 | 340 | 380 | 360
Overhead cost 940 | 960 | 970 | 980 | 980
Adjusted Cash Flow £'000
Ye 0 1 2 3 4 5
ar
Investment -
20,00
0
Cumulative working capital recouped in full 180 240 320 | 300 | 360 | 480
Sales Revenue (2.5% increment) 676 | 697 | 799 | 104 | 120
5 0 5| 55 95
Less:
Cost allocated for material assembling ( 2% 622 | 693 | 765 999. | 104
increase From Y1) 2| 6 6| 04
Labour expenses 240 1 350 340 | 380 | 360
Overheads (1.8 % increase) 957 | 977 | 987 | 998 998
Net Cash Flows -1 882 931 103 | 131 | 149
19,82 4 1] 87 92 73
0
Net Present Value 36868
IRR % 43.32
3%

Table 2: NPV & IRR of Coventry factory

(Source: Self-developed)
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The evaluations of the Internal Rate of Return (IRR) and Net Present VValue (NPV)
provide important information about the investment ideas for Energise Autos plc. With a positive
NPV of £38325, Proposal 1 (Birmingham Factory) shows prospective profitability. Proposal 1's
IRR is 41.85%. The Coventry Factory proposal, Proposal 2, likewise shows a positive NPV of
£36868, with an IRR of 43.32%. Though Proposal 1 appears to be a more advantageous
alternative due to its greater NPV and supplied IRR, both plans appear to be financially feasible.
A greater NPV number denotes better returns as it shows the net value created by the investment.
Furthermore, Proposal 1's IRR is higher than the business's cost of capital (10%), demonstrating
a strong rate of return. Energise Autos plc should thus give Proposal 1, the Birmingham Factory,
priority based on the NPV and IRR assessments. In the context of the Midlands' auto battery
production facilities, this advice is in line with the objectives of optimising shareholder value and
guaranteeing a wise investment choice.

b) Critically discuss the applicability, benefits, and limitations of both the NPV and IRR
techniques.

When assessing the profitability of investment projects, capital budgeting techniques like
Net Present Value (NPV) and Internal Rate of Return (IRR) are frequently employed. Both
approaches take time worth of money into account and offer insightful information, but they
differ in their application, advantages, and drawbacks. As per the views of Lu & Yin (2021), the
net present value (NPV) of future cash flows is determined by discounting them to the cost of
capital for the firm. An investment with a positive net present value (NPV) may be lucrative. It is
useful because it gives decision-makers a precise estimate of the project's monetary worth. NPV

is subject to assumptions and discount rates, among other restrictions. It makes the assumption
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that cash flows will be reinvested at the discount rate, which may not necessarily represent real
opportunities.

Furthermore, NPV does not take the magnitude of the investment into consideration.
However, Zhang (2022) coined that the discount rate known as IRR is what brings the project's
net present value to zero. It helps in comparing projects against the cost of capital by indicating
the intrinsic rate of return of the project. When comparing projects with comparable cash flow
patterns, IRR is very helpful. IRR is not without its limits, though, since it can be subject to
multiple rates of return and presents challenges when dealing with non-conventional cash flows.
When comparing projects that are mutually exclusive, it could not give a good idea of the
profitability of the project. IRR provides a percentage return and aids in project comparisons
relative to other projects, whereas NPV gives a clear monetary estimate of project worth. Both
approaches have advantages, and in order to make wise investment decisions, a thorough study
frequently takes into account the findings of both NPV and IRR.

c) Discuss two other investment proposal techniques that Energise Autos plc may use to
evaluate these projects.
Payback period

The Payback Period is a metric that determines how long it will take the project's net cash
inflows to repay the initial investment. As stated by Eke & Onwudili (2021), a shorter payback
period is preferable since it denotes a faster capital recovery and lower financial risk. It does not,
however, take the time worth of money into account. In addition to NPV and IRR, Energise
Autos plc may utilise the Payback Period to evaluate the project's risk and liquidity. If cash is the
main issue, a project with a speedy payback could be chosen.

Profitability Index
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The ratio of the present value of cash inflows to outflows is known as the profitability
index (Gonzalez-Arias et al., 2021). An investment with a probability of profit is indicated by a
PI larger than 1. It facilitates comparing projects' relative appeal while taking their magnitude
into account. The Pl may be used by Energise Autos plc to rank projects according to how well
they provide returns. By offering a relative measure of profitability per unit of investment, it
enhances net present value (NPV).
d) Discuss the different sources of funding available to the company. Your discussion
should include their advantages and disadvantages and make recommendations as to which
of these funding sources are suitable for the planned investment projects. Justify your
recommendation(s).
Equity Financing

Equity financing is obtaining money by giving investors ownership stakes in the firm
through the issuance of shares. As suggested by Belo et al. (2019), this financing source offers a
number of benefits. First of all, it spares the business from having to pay back the loan right
away, giving it more cash for ongoing operations or project expansion. Additionally, equity
investors have a stake in the project's success, which aligns their objectives with the long-term
expansion of the business. Equity financing is not without its problems, though. The dilution of
ownership and control is the most important. The ownership percentages of current shareholders
decline as new shares are issued. Conflicts of interest may arise between shareholders and
management as a result, particularly if the latter believe their power is waning. In addition, there
might be legal and administrative complications in the share issuance procedure.

Government Grants and Subsidies
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Governmental organisations offer grants and subsidies as a kind of financial support to
particular businesses or initiatives. Investigating grants and subsidies associated with the
manufacture of electric vehicles might be very beneficial for Energise Autos. One benefit is that
the corporation has less of a financial burden because these monies are usually non-repayable.
Government sponsorship also improves the project's viability and harmonises with more general
policy objectives. However, figuring out the federal grant system may be difficult. In the words
of Gustafsson et al. (2020), the application procedure is sometimes onerous, including the
submission of thorough documents and adherence to precise qualifying requirements.
Furthermore, funding may not always be available, and there may be a question about whether
the government will continue to support specific initiatives.

e) Discuss other issues that management needs to consider that are vital for their
deliberations in the investment recommendation.

When making investment recommendations, management must take into account a
number of aspects in addition to financial measurements. Important factors in battery
manufacture are market circumstances, regulatory compliance, and technical improvements. It is
crucial to evaluate the potential environmental effects, as well as the political and economic
stability of the selected areas. As per the views of Belhadi et al. (2022), the resilience of the
supply chain, the availability of competent labour, and possible alliances with nearby companies
should all be assessed. Furthermore, for well-informed decision-making, a comprehensive risk
analysis, including geopolitical, operational, and market concerns, is necessary. For a project to
be implemented successfully, it is essential to balance short-term benefits with long-term

sustainability and to match investments with the company's overall strategic goals.
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Case Study 2

12

a) Prepare a forecasted cash budget from January to March 2024 and evaluate the

performance of Energise Autos plc during the period concerned.

Particulars

Beginning cash

Revenue

Collections of revenue
50% in same month
Remaining 50% of sales of last month
Total collections
EXxpenses

General fixed costs
Rent

Insurance and phone
Material (40%o)

Labour (20%0)

Light and heat

Business Rates

Interest expense (6% per annum)
Loan repayment

Total expenses

Net cash flow
Unadjusted cash amount
Current Borrowing
Balance in hand

Cash Budget

January
280
4950

2475
5430
7905

620

-320

300

68

-450

-350

25

75.00
(1,273)
9,178
9,458

900
10,358

(£'000)
February

10,358
5000

2500
3465
5965

620

-330

392

76

-480

-350

25

75.00
(1,213)
7,178
17,535

17,535

Table 3: Cash budget for the business

(Source: Self-developed)

March
17,535
5050

3030
3500
6530

620

-340

408

72

-490

-350

25

75.00

(1,221)

7,751
25,286

25,286

The cash budget for Energise Autos plc's operations from January to March 2024 shows

strong cash management and a strong financial performance. With a strong cash balance of

£280,000 at the beginning of the quarter, the firm has flexibility and durability in its finances.

The company's income grew steadily over the next months, with receipts reaching £6530000 by

March. This suggests profitable sales and effective cash-collecting procedures. When it comes to
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spending, the business exhibits sound financial management. As coined by Twesigye (2022),
rent, utilities, insurance, phones, and business rates are examples of fixed costs that need to be
well-managed and largely constant. The £75000 monthly loan repayment illustrates a methodical
approach to debt management. The company's operational cash inflows are continuously greater
than its outflows, as seen by the net cash flow, which consistently displays positive numbers. The
significant ending cash balance of £25286000 in March, which demonstrates financial strength
and liquidity, is a result of this encouraging trend. Furthermore, the fact that Energise Autos plc
is not currently borrowing implies that it is able to pay its financial commitments during the
projected time without the need for outside funding. The company's resistance against
prospective interest rate changes and economic concerns is strengthened by its financial
independence.

Hence, it can be said that Energise Autos plc has demonstrated impressive financial
success during the anticipated term. In the words of Das (2019), the company's capacity to earn
and manage cash efficiently is demonstrated by its positive net cash flows, efficient fixed cost
management, and high-ending cash position. This is encouraging for its financial stability as it
will allow the business to make smart investments and successfully handle changing market
conditions. Additionally, it puts the business in a strong position for prospective future growth or

capital-intensive initiatives, supporting long-term sustainability and growth goals.



14
7024 AFE — Financial Decision Making

b) Based on the forecasted cash budget you prepared, critically discuss how it can help in
cash flow planning and critically evaluate the importance of a cash budget for a business
firm to survive.

An essential tool for cash flow planning is Energise Autos plc's projected cash
budget, which provides a thorough prediction of the company's anticipated cash inflows and
outflows.

Cash flow planning

The projected income and the schedule for collections are described in the budget.
This makes it easier for the business to plan for any future surpluses or deficits in cash by
helping to match sales objectives with available funds. In the words of Belil et al. (2019), the
budget makes it possible to manage spending precisely by outlining projected payments for fixed
bills, loan repayments, and other obligations. By guaranteeing timely payments and minimising
liquidity problems, late fees and penalties are avoided. Strategic planning is made possible by
having an understanding of the highs and lows in the cash flow cycle. When revenues are strong,
the business may make the most use of its cash reserves to get through times when cash flow
isn't as strong.

Importance for Business Survival

For sufficient liquidity to be maintained, a cash budget is necessary. It guarantees
that the business has enough cash on hand to meet its operating expenses, avoiding interruptions
to regular business operations. Planning for debt repayment, avoiding default, and upholding
good credit are all made easier with the help of the budget. As suggested by Al Breiki &
Nobanee (2019), maintaining good connections with lenders and avoiding extra interest or

penalties depend on timely loan repayment. One useful instrument for making strategic decisions
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is the financial budget. By analysing the effects on cash flow, it assists management in
determining if new initiatives, expansions, or investments are feasible. As a result,
overcommitting resources is avoided, and financial sustainability is guaranteed. As opined by
Miroudot (2020), the business can put risk mitigation plans into place by anticipating any
financial shortages. This might entail improving inventory levels, obtaining better credit terms
with suppliers, or, if needed, looking into other financing alternatives.

Therefore, it can be said that for Energise Autos plc, the anticipated cash budget is
a proactive instrument that provides insights that are essential for efficient cash flow planning.
One cannot stress the value of a well-managed cash budget for any kind of organisation. It is the
lifeblood that keeps things running smoothly on a daily basis, defends against monetary
emergencies, and offers the groundwork for resilient and strategic expansion in a fast-paced

corporate climate.
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Case Study 3

a) Prepare a break-even analysis categorised into the two components. Your workings must
clearly show the contribution per unit and the contribution to sales ratios (C/S) of each
battery, the weighted average C/S ratio, the total fixed cost, the break-even sales, and the

break-even units.

Fixed Costs
Rent £ 40,400.00
Telephone £ 10,800.00
Insurance £ 30,500.00
Light and heat £ 20,950.00
Business sates £ 30,430.00
Other costs:
Marketing £ 85,600.00
Administration £ 84,600.00
Staff Salary £ 65,000.00
Total Fixed costs £  3,68,280.00
Grade A Type (GAT)
Selling price £ 620.00
Units 8000
Variable costs of producing £ 424.00
Revenue (Selling Price * Units] £ 49,60,000.00
Total Variable cost £ 33,92,000.00
Contribution per unit [Selling price per unit - Variable costs per unit] £ 196.00
Contribution to sales ratios [revenue -Total v.cost]/ revenue*100 31.61
Break-even sales [Break-even units*Selling Price] £11,64,967.35
Break-even units (Fixed Cost/(Selling price-Variable cost)) 1879
Grade B Type (GBT)
Selling price £ 530.00
Units 12,000
Variable costs of producing £ 424.00
Revenue (Selling Price * Units] £ 63,60,000.00
Total Variable cost £ 50,88,000.00
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Contribution per unit [Selling price per unit - VVariable costs per unit] £ 106.00
Contribution to sales ratios [revenue -Total v.cost]/ revenue*100 20.00
Break-even sales [Break-even units*Selling Price] £ 18,41,400.00
Break-even units (Fixed Cost/(Selling price-Variable cost)) 3474
Weighted Average C/S Ratio 25%
Total contribution earned across both products £ 28,40,000.00

Total revenue of GAT and GBT £ 1,13,20,000.00

b) Analyse the results of the break-even performance and suggest alternative product
mix(s) that may increase profitability for Energise Autos plc

According to above calculation, the contribution per unit for GAT and GBT are £ 196
and £ 106. This means GAT each unit sold contributes £196 for sufficing fixed costs and
generating profit while GBT only contributes £ 106. It is a fact that a high contribution per unit
normally specifies better viability for the product (Rizki & Sukoco, 2019 February). Hence,
based on this GAT can be indicated as most profitable product. Besides that, break even sales
and break-even units for GAT at £11,64,967.35 and 1879 units and for and GBT £18,41,400.00
and 3474 units. Break even units states how much units of product a business should sell to cover
fixed cost and break-even sales indicates how much sales amount a company should generate to
meet the fixed costs expenses (Kucharski & Wywial, 20198). Hence, the fact derived is that
lower break-even either in units or in sales is profitable for any company as it has to sell a
minimum unit of products or minimum sales amounts have to be generated. On this standpoint, it
can be claimed that GAT is more profitable compared to GBT as it has lower break-even sales
and break-even units.

The Weighted Average C/S ratio has been calculated at 25%, resulting from the mix of

GAT and GBT. The overall contribution across both GAT and GBT is £2,840,000, with a total
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revenue of £11,320,000. It has been seen that at present time, GAT has a higher contribution per
unit (£196 compared to £106 for GBT) and this means company has the possibility to earn
maximum by selling GAT at maximum level. As previously decided 40 % of overall sales will
be for GAT and rest 60 % is attributable to GBT and now based on the break-even analysis, it
can be suggested that 60 % of sales should be for GAT and rest 40 % for GBT. This mix will aid
company to earn more profit at minimum production level.
c¢) Briefly discuss the limitations of break-even analysis in relation to the information
provided

As seen above, break even units and break-even sales have been calculated to determine
the profitability of each product. Now the issue raise here is that break even analysis is not
adequate to perfectly inform in which combination products should be sold. This is one of the
main issues. Secondly, it has been noticed that staff salary has been considered as fixed cost but
there is no such inclusion of bonuses or incentives which may be raised based on the extra
working hours. Again, the variable cost assumed here can be changed at anytime which can
minimise the profit expected from each product category. Here, it has been seen that the report
stating about sales of 8000 units for GAT and 12,000 units for GBT but, it real it is not sure
whether the actual units will be sold or not. These are the main limitations found from this

analysis.
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Conclusion

Thus, it can be concluded that Energise Autos plc's projected cash budget exhibits careful
financial planning, showcasing the business's strong cash management, consistent revenue
growth, and frugal spending. Maintaining liquidity, fulfilling financial commitments, and
arriving at well-informed strategic decisions all depend on this proactive strategy. In addition to
being a vital instrument for sustaining daily operations, a well-managed cash budget is essential
for long-term financial sustainability and resilience in the dynamic business environment. From
the case study 3, it has been evaluated that GAT is the most profitable product for the company
instead of GBT if the assumed units will be sold in future and this is reason the product mix will

be 60-40.



20
7024 AFE — Financial Decision Making

References

Al Breiki, M., & Nobanee, H. (2019). The role of financial management in promoting sustainable
business practices and development. Available at SSRN

3472404 .https://dx.doi.org/10.2139/ssrn.3472404

Belhadi, A., Kamble, S. S., Venkatesh, M., Jabbour, C. J. C., & Benkhati, 1. (2022). Building
supply chain resilience and efficiency through additive manufacturing: An ambidextrous
perspective on the dynamic capability view. International Journal of Production

Economics, 249, 108516.https://doi.org/10.1016/j.ijpe.2022.108516

Belil, S., Rakiz, A., & Retmi, K. (2019, August). An integrated approach for supply chain tactical
planning and cash flow valuation. In IFIP International Conference on Advances in
Production Management Systems (pp. 75-83). Cham: Springer International

Publishing.https://inria.hal.science/hal-02460519/file/489108 1 En_9 Chapter.pdf

Belo, F., Lin, X., & Yang, F. (2019). External equity financing shocks, financial flows, and asset
prices. The Review of Financial Studies, 32(9), 3500-

3543.https://doi.org/10.1093/rfs/hhy128

Das, S. (2019). Cash flow ratios and financial performance: A comparative study. Accounting,

5(1), 1-20.http://dx.doi.org/10.5267/j.ac.2018.6.004

Eke, J., & Onwudili, J. A. (2021). Economic evaluation of a hypothetical integrated energy
recovery system for trommel fines. Waste Management, 124, 213-

223.https://doi.org/10.1016/j.wasman.2021.01.043


https://dx.doi.org/10.2139/ssrn.3472404
https://doi.org/10.1016/j.ijpe.2022.108516
https://inria.hal.science/hal-02460519/file/489108_1_En_9_Chapter.pdf
https://doi.org/10.1093/rfs/hhy128
http://dx.doi.org/10.5267/j.ac.2018.6.004
https://doi.org/10.1016/j.wasman.2021.01.043

21
7024 AFE — Financial Decision Making

Gonzélez-Arias, J., Baena-Moreno, F. M., Gonzalez-Castafio, M., Arellano-Garcia, H.,
Lichtfouse, E., & Zhang, Z. (2021). Unprofitability of small biogas plants without subsidies
in the Brandenburg region. Environmental Chemistry Letters, 19, 1823-

1829.https://doi.org/10.1007/s10311-020-01175-7

Gustafsson, A., Tingvall, P. G., & Halvarsson, D. (2020). Subsidy entrepreneurs: An inquiry into
firms seeking public grants. Journal of Industry, Competition and Trade, 20(3), 439-

478.https://doi.org/10.1007/s10842-019-00317-0

Kucharski, R., & Wywial, J. (2019). Optimization of the break-even point for non-homogeneous
products  sales. Theoretical Journal of  Accounting, 101(157), 133-148.

https://ztr.skwp.pl/api/files/view/758389.pdf

Lu, J., & Yin, S. (2021, April). Application of net present value method and internal rate of return
method in investment decision. In Proceedings of the 4th International Conference on
Global Economy, Finance and Humanities Research, Chongging, China (pp. 10-

11).https://clausiuspress.com/conferences/LNEMSS/GEFHR%202021/Y 0248.pdf

Miroudot, S. (2020). Resilience versus robustness in global value chains: Some policy
implications. COVID-19 and trade policy: Why turning inward won't work, 117-
130.https://www.ceris.be/wp-content/uploads/2021/10/Covid-

19 and_Trade_Policy.pdf#page=128

Rizki, N., & Sukoco, A. (2019, February). Break Even Point Analysis As a Tool For Profit And
Sales Planning On Otak-Otak Bandeng Kang Wahab SME. In Journal of World
Conference (JWC) (Vol. 1, No. 1, pp. 220-224).

http://proceedings.worldconference.id/index.php/prd/article/download/65/45



https://doi.org/10.1007/s10311-020-01175-7
https://doi.org/10.1007/s10842-019-00317-0
https://ztr.skwp.pl/api/files/view/758389.pdf
https://clausiuspress.com/conferences/LNEMSS/GEFHR%202021/Y0248.pdf
http://proceedings.worldconference.id/index.php/prd/article/download/65/45

22
7024 AFE — Financial Decision Making

Twesigye, P. (2022). Structural, governance, & regulatory incentives for improved utility
performance: A comparative analysis of electric utilities in Tanzania, Kenya, and Uganda.

Utilities Policy, 79, 101419.https://doi.org/10.1016/j.jup.2022.101419

Zhang, Y. (2022, March). The Effectiveness of NPV and IRR Used in Fundamental Financial
Markets. In 2022 7th International Conference on Financial Innovation and Economic
Development (ICFIED 2022) (pp. 1208-1212). Atlantis

Press.https://doi.org/10.2991/aebmr.k.220307.200


https://doi.org/10.1016/j.jup.2022.101419
https://doi.org/10.2991/aebmr.k.220307.200

