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[bookmark: _Toc217260700][bookmark: _Toc217077643]Introduction
The present business environment is very dynamic and competitive, and financial analysis and strategic decision-making have become paramount to the long-term survival and development of an organisation. This report is an in-depth analysis of the financial performance, liquidity status and the strategic direction of the firm. It starts by checking the financial health, including profitability, efficiency, solvency, investment ratios, cash flow indicators, and Altman Z-score to determine financial stability and distress risk. The working capital management is then analysed with an emphasis on the cash operating cycle and liquidity improvement strategies in the report. On the basis of these findings, a strategic financial restructuring plan is formulated to deal with leverage and liquidity issues. Lastly, investment appraisal and capital budgeting methods are used to make informed and value-adding financial choices.
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Table 1: Profitability Analysis calculation(Source: Author)
	Year
	Net Sales
	Gross Profit
	Operating Income (EBIT)
	Net Income

	2020
	614,680
	176,256
	37,267
	38,572

	2021
	601,602
	173,016
	23,253
	5,301

	2022
	542,751
	152,292
	14,548
	407

	2023
	420,457
	97,560
	-85,301
	-98,238

	2024
	394,879
	113,994
	-15,297
	-24,029



	Year
	
	Gross Profit Margin
	Operating Profit Margin
	Net profit margin

	2020
	
	176,256 / 614,680 = 28.67%
	37,267 / 614,680 = 6.06%
	38,572 / 614,680 = 6.28%

	2021
	
	173,016 / 601,602 = 28.76%
	23,253 / 601,602 = 3.87%
	5,301 / 601,602 = 0.88%

	2022
	
	152,292 / 542,751 = 28.06%
	14,548 / 542,751 = 2.68%
	407 / 542,751 = 0.07%

	2023
	
	97,560 / 420,457 = 23.20%
	-85,301 / 420,457 = -20.29%
	-98,238 / 420,457 = -23.36%

	2024
	
	113,994 / 394,879 = 28.87%
	-15,297 / 394,879 = -3.87%
	-24,029 / 394,879 = -6.09%


Interpretation:The profitability ratios reveal asignificant deterioration in earnings performance over the five years. The gross profit margin has been calculated by dividing gross profit by the net sales revenue of the business. Similarly, the operating profit was divided by the net sales figure of the business to calculate the operating profit margin (Husna and Satria, 2019). Finally, the net profit margin was derived by dividing the net profit by the net sales figure.Gross profit margins did not vary much between 2020 and 2022; they were approximately 28, which shows that the company was able to control its costs on the production level. But in 2023 margin decreased drastically to 23.20%, indicating greater cost pressure or pricing difficulties when sales were falling. The 2024 gross margin has shown an improvement to 28.87, which shows better cost management.
Despite this recovery, operating and net profit margins worsened substantially after 2022. The operating margins decreased to negative values (value of -20.29 and -3.87) in 2023 and 2024, respectively, due to too high operating costs and restructuring expenditures. The net profit margins showed the same trend and became negative sharply in 2023, and are negative in 2024. This indicates that the firm has struggled to translate revenue into bottom-line profitability, posing a major threat to long-term sustainability.
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Table 2: Efficiency Ratios calculation(Source: Author)
	Year
	Net Sales
	Cost of Sales
	Inventories
	Accounts Receivable
	Total Assets

	2020
	614,680
	438,424
	120,430
	129,433
	510,290

	2021
	601,602
	428,586
	134,469
	129,215
	510,348

	2022
	542,751
	390,459
	140,181
	112,346
	504,163

	2023
	420,457
	322,897
	88,273
	112,596
	355,872

	2024
	394,879
	280,885
	79,355
	114,182
	323,354



	Year
	
	Inventory Turnover
	Receivables Turnover
	Asset Turnover

	2020
	
	438,424 / 120,430 = 3.64
	614,680 / 129,433 = 4.75
	614,680 / 510,290 = 1.20

	2021
	
	428,586 / 134,469 = 3.19
	601,602 / 129,215 = 4.66
	601,602 / 510,348 = 1.18

	2022
	
	390,459 / 140,181 = 2.79
	542,751 / 112,346 = 4.83
	542,751 / 504,163 = 1.08

	2023
	
	322,897 / 88,273 = 3.66
	420,457 / 112,596 = 3.73
	420,457 / 355,872 = 1.18

	2024
	
	280,885 / 79,355 = 3.54
	394,879 / 114,182 = 3.46
	394,879 / 323,354 = 1.22


Interpretation:Operational performance ratios are mixed. The decrease in inventory turnover was lower than that of 2020, when it was 3.64 times, and in 2022, it was 2.79 times, which demonstrated slower movement of inventory and potential overstocking (Kimmel et al. 2020). Nonetheless, in 2023 and 2024, the turnover is positively changing, and the large amount of inventory has decreased, which means a stricter approach to working capital management.
Since the year 2022, the turnover of receivables slowly decreased and became 4.83 times in 2022 and 3.46 times in 2024. This implies that the collections of customers will be slower and that there will be a higher risk of credit, which can negatively impact liquidity(Dirman, 2020). The asset turnover was rather stable and slightly improved in 2024, with a shrinking asset foundation but not with sales growth. This indicates that asset efficiency improvements are driven more by downsizing than by operational expansion.
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Table 3: Solvency Ratios calculation(Source: Author)
	Year
	Total Liabilities
	Shareholders’ Equity
	Total Assets
	Operating Income (EBIT)
	Interest Expense

	2020
	196,989
	313,301
	510,290
	37,267
	1,422

	2021
	234,399
	275,949
	510,348
	23,253
	566

	2022
	235,757
	268,406
	504,163
	14,548
	2,200

	2023
	176,952
	178,920
	355,872
	-85,301
	4,332

	2024
	170,249
	153,105
	323,354
	-15,297
	3,361



	Year
	
	Debt-Equity Ratio
	Debt Ratio
	Interest coverage ratio

	2020
	
	196,989 / 313,301 = 0.63
	196,989 / 510,290 = 0.39
	37,267 / 1,422 = 26.21

	2021
	
	234,399 / 275,949 = 0.85
	234,399 / 510,348 = 0.46
	23,253 / 566 = 41.08

	2022
	
	235,757 / 268,406 = 0.88
	235,757 / 504,163 = 0.47
	14,548 / 2,200 = 6.61

	2023
	
	176,952 / 178,920 = 0.99
	176,952 / 355,872 = 0.50
	-85,301 / 4,332 = -19.69

	2024
	
	170,249 / 153,105 = 1.11
	170,249 / 323,354 = 0.53
	-15,297 / 3,361 = -4.55


Interpretation:The firm’s solvency position has weakened considerably over time (Kliestik et al. 2020). The debt-to-equity ratio is growing steadily, as in 2020 (0.63), it was 1.11 in 2024, which means that liabilities are taking in more shareholders. Equally, the debt ratio increased to 53% as compared to 39, which indicated growing dependence on debt financing.
The interest coverage ratios were good until the year 2022, when they became negative in the years 2023 and 2024 because of the operating losses. The negative interest coverage is a strong red flag because it suggests that the company cannot afford interest payments with operating profits, thereby adding to the risks of defaulting when there are financial strains.
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Table 4: Investment ratios(Source: Author)
	Year
	Net Income (£m)
	Basic EPS (£)
	Shareholders’ Equity
	Retained Earnings (£m)
	ROE

	2020
	38,572
	2.78
	313,301
	324,990
	38,572 / 313,301 = 12.31%

	2021
	5,301
	0.39
	275,949
	330,291
	5,301 / 275,949 = 1.92%

	2022
	407
	0.03
	268,406
	330,698
	407 / 268,406 = 0.15%

	2023
	-98,238
	-7.64
	178,920
	232,460
	-98,238 / 178,920 = -54.91%

	2024
	-24,029
	-1.85
	153,105
	208,431
	-24,029 / 153,105 = -15.69%


Interpretation:From the lens of investors, performance has largely plummeted. The return on equity decreased in 2023 and 2024 to very negative rates as opposed to 12.31 in 2020. Shareholder value has also been eroded, as indicated by negative EPS over the past few years (Quesada, 2019). Despite the positive retained earnings, they have dropped considerably, which means that internal stores are continuing to dwindle owing to losses.
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Table 5: Cashflow indicators
	Metric (£m)
	2020
	2021
	2022
	2023
	2024

	Operating Cash Flow
	73,392
	40,283
	10,926
	25,190
	14,822

	Investing Cash Flow
	-23,734
	-17,041
	-21,208
	-13,877
	-8,428

	Financing Cash Flow
	65,964
	-22,026
	20,501
	-34,779
	-19,764


Interpretation:Despite losses in accounting, the company had been producing higher positive operating cash flows over the period. This is quite a strength, indicating good working capital adjustments, especially inventory reduction and non-cash expense add- backs. Nonetheless, operating cash flows are currently shrinking as compared to the prior years, and the company is still dependent on external funds, which makes it more susceptible in the case of tightened access to credit.
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Table 6: Altman Z Score calculation
	Component
	Formula
	Value

	X₁
	Working Capital ÷ Total Assets
	(242,494 − 158,291) ÷ 323,354 = 0.26

	X₂
	Retained Earnings ÷ Total Assets
	208,431 ÷ 323,354 = 0.64

	X₃
	EBIT ÷ Total Assets
	–15,297 ÷ 323,354 = –0.05

	X₄
	Equity ÷ Liabilities
	153,105 ÷ 170,249 = 0.90

	X₅
	Sales ÷ Total Assets
	394,879 ÷ 323,354 = 1.22


Altman Z Score Calculation =1.2*(0.26) + 1.4*(0.64) + 3.3*(-0.05) + 0.6*(0.9) + 1*(1.22)
= 2.80
[image: ]
Figure 1: Zone of Altman Z score (Source: Rashid, 2021)
Interpretation:The Altman Z-Score of 2024 is calculated as 2.80, which puts the firm in the grey zone. This means that there is a high probability of financial distress without failure at hand. It has good retained earnings and reasonable sales to asset efficiency, and poor EBIT and increasing leverage, which supports the score (Rashid, 2021). Unless profitability is rejuvenated, the company will go into the distress zone.
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Key Trends
· Downward trend in revenue: Net sales reduced steadily between 2020 and 2024, which implies that the demand declined or the company lost its competitiveness.
· Decreasing profitability: Operating and net profit margins worsened continuously since the year 2020 and became negative in 2023-2024, although the gross margin improved in 2024.
· Increasing leverage: Debt-to-equity ratio rose to 1.11 (2024) (as compared to 0.63 (2020)) and indicates that the company relies more on debt financing.
· Downsizing adjustment to efficiency: Since asset turnover was steady because of a reduction in asset base, but not sales growth, defensive restructuring was implied.
· Tightening of working capital: Inventory turnover has gone up in the past years because of stock reduction, and the receivables turnover has gone down, which means that the collections are slower.
Key Strengths
· Healthy operating cash flow over the years, including in the years of losses, as a short-term liquidity and operating survival support(Dias and Ierapetritou, 2019).
· Sufficient liquidity on a short-term basis: Current ratio was above 1 in all years, which implies that it can fulfil current obligations.
· Better inventory control in mature years is indicated by the increase in inventory turnover in 2023-2024.
· High retained earnings base, which sustains Altman Z-Score and acts as a buffer to financial setbacks in the recent past.
· Gross profit margin in 2024 is recovering, which is an indication of effective management of costs at the production level.



Key Threats
· Structural profitability problems have been observed due to losses since 2023, both operating and net.
· Negative interest coverage ratios in 2023 and 2024, which indicate that a firm cannot use operating profits to service debt.
· High and increasing financial leverage, increasing exposure to refinancing and interest rate risk (Palepu et al. 2020).
· Dealing blow to receivables turnover, mounting credit risk and pressure on the cash flows.
· Weak shareholder value as seen through negative EPS and ROE in the past years.
· Altman Z-Score of 2.80 (grey zone), which shows that it is at high risk of financial distress in case performance is not improved.
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Well-managed working capital is essential in ensuring liquidity, operating effectiveness and overall fiscal stability. It will make sure that the firm maintains adequate short-run assets to cover the short-term liabilities, as well as reducing overcapitalization that is tied up in non-productive resources (Jafarizadeh, 2022). The consolidated financial statements of the firm for 2020-24 give a clear picture of the trends in current assets and liabilities, which makes it possible to estimate the cash operating cycle, liquidity performance and the suitability of financing strategies.
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Cash operating cycle (COC) or cash conversion cycle is used to determine the time in which a firm can turn investments in inventory and receivables into cash. This is made up of three components:
1. Inventory Conversion Period (ICP):The average time that it can take to sell inventory in stock (Chang, 2023).

2. Receivables Collection Period (RCP):Determines the average time to receive the money from customers.

3. Payables Deferral Period (PDP):Determines the average supplier payment period.

4. Cash Operating Cycle:

Using 2024 data:
· Inventory Conversion Period:

· Receivables Collection Period:

· Payables Deferral Period:

· Cash Operating Cycle:

The 114 days of COC in 2024 mean that the cash of the firm is held up, and it will take almost four months before the sales are converted into cash.The cycle illustrates a mild improvement compared with the previous years, though it is still long, which illustrates the reliance of the firm on outside funding to facilitate the operations. The long-term existence of a COC can also impair flexibility in operations and restrict liquidity, especially at times when they are experiencing decreasing profitability.
Trend Analysis:
1. The past years have seen a slight decline in ICP with inventory reduction, which is an improvement in the management of stocks.
2. The rapid growth of RCP post-2022 indicates reduced customer payments and a possible credit risk.
3. PDP has not been fluctuating much, which means that there have not varying policies in relation to paying the suppliers.
Liquidity Assessment
Liquidity ratios demonstrate the temporary financial stability of the firm (Al Breiki and Nobanee, 2019).
· Current Ratio (2024):

· Working Capital (2024):
These values show that, although the company will be able to meet its short-term obligations, liquidity is getting tighter, as is suggested by decreasing cash balances (PS26,783m in 2024 vs£42,751m in 2023) and decreasing operating cash flows (PS14,822m in 2024 vs£25,190m in 2023). The positive working capital acts as a buffer, the cash position shows a decreasing trend, and the cash operating cycle is increasing, indicating that there is a risk of an immediate financial constraint, especially when operating losses are experienced.
[bookmark: _Toc217260711]Strategies to Improve Liquidity through Working Capital Reforms
To increase liquidity, the company can introduce reforms to working capital in a specific manner:
1. Inventory Management:
· Implement Just-in-time (JIT) systems to minimise the holding times of inventory without interfering with production (Kaushik and Chauhan, 2019).
· Demand forecasting and SKU rationalisation: Use to eliminate slow-moving inventory.
· Think of vendor-managed inventory to transfer part of the inventory risk to the suppliers.

2. Receivables Management:
· Apply more stringent credit policies to lower the overdue.
· Provide early discounts to encourage earlier payment by customers.
· Use factoring of receivables to expedite the cash flow in situations of liquidity limitations.
3. Payables Management:
· Negotiate longer payment periods with suppliers and enhance cash retention.
· Dynamic discounting strategies should be used to balance early-payment discounts and liquidity requirements.
4. Cash Management:
· Have a minimum cash buffer against operational contingencies.
· Implement rolling cash flow projections to predict liquidity lapses in the short-term and arrange funds.
5. Process Optimisation:
· Include working capital measures on management performance dashboards to monitor efficiency.
· Periodically, check inventory turnover and collection time against the industry (Siziba and Hall, 2021).
· These reforms have the capability to shorten the cash operating cycle, release cash and enhance liquidity without adding more dependence on external debt.
Short-Term vs Long-Term Financing Options
To fund the working capital and operations, the firm has availability of short-term and long-term financing options.
1. Short-Term Financing:
· Includes line of credit, overdrafts, commercial paper and trade credit.
· Pros: flexible, quick access, and appropriate seasonal cash requirements (Alles et al. 2020).
· Risks: greater interest rates, dependency on refinancing and liquidity risk during tight credit conditions.
· Example: 2024 lines of credit (PS36,960m) of the firm give transitory liquidity but have decreased compared to the previous years, which means that they are less relied upon or available.
2. Long-Term Financing:
· These include term loans, bonds, equity and retained earnings.
· Benefits: capital structure, reduced refinancing risk, and provides structural working capital requirements (Malenko, 2019).
· Risks: lower flexibility, less flexibility, and possible long-term liabilities.
· Example: Retained earnings and equity use help mitigate the short-term liquidity risk, and it is complementary to internal reforms.
Recommendation:
· Adopt the hybrid method where short-term financing is used since seasonal fluctuations have a short-term nature, and long-term financing is used since structural working capital is long-term in nature (Bierman, 2020).
· Over time, wean off short-term borrowings through better collection of receivables and efficiency of inventory.


[bookmark: _Toc217260712]3. Strategic Financial Restructuring Plan
According to the consolidated financial statements of the firm 2020-2024, the firm has experienced a significant drop in profitability, a rise in leverage and a long cash operating cycle. The operating losses of 2023 and 2024 and a falling net sales figure all point to the fact that a strategic financial rearrangement program is needed to get a healthy balance sheet and more liquidity and value to shareholders (Wang, 2021). This plan is required to identify options of financial restructuring which are viable, decide on their impact on capital structure and operational flexibility, as well as on international and ethical issues.
[bookmark: _Toc217260713]Financial Restructuring Options
Restructuring of finances entails rearranging the capital structure, assets and financial liabilities of the firm to regain liquidity, enhance solvency and enable long-term survival. The company is now under financial strain as it is showing deteriorating profitability, increasing leverage and tight cash flow (Yan and Zhang, 2022). The high-level financial risk and the necessity of restructuring are marked by such indicators as a debt-to-equity ratio of 1.11 and a negative interest coverage ratio of -4.55 in 2024. These challenges can be dealt with through several strategic alternatives that can be categorised as the sale of non-core assets, providing equity, strategic mergers or acquisitions, and restructuring of debts.
Disposition of non-core and non-performing assets is a good short-term liquidity strategy. The 2024 firm disclosed a figure of property, plant, and equipment of 34,207 million and intangible assets of 24,038 million, which means that the firm has a huge asset base that might contain underutilised or non-strategic assets. Capital can be released by selling non-core subsidiaries, surplus property or low performing business without compromising core operations (Ren, 2022). The divestiture cash generated can be utilised to settle high-interest debt, enhance liquidity and balance sheet. In shareholder terms, divestiture can give rise to a value increase in case it is targeted towards the assets that are of low returns and reinvestment in the high-margin activity (Kimmel et al. 2020). Though the decreased asset base can somewhat restrict the opportunities to expand, the advantages of efficiency and the reduced financial risk can compensate for this shortcoming.
The other significant restructuring option is equity injection by way of a rights issue or the introduction of new institutional investors. In 2024, the equity decreased to£153,105 million, which is mainly related to the loss of heavily accumulated losses, which demonstrates a deterioration of capital strength among the shareholders of the firm. New equity can be used to minimise the use of debt, enhance solvency and fund working capital requirements. Although the equity issuance can reduce the earnings per share in the short-run, it enhances the financial stability in the long run and increases investor confidence (Coelho et al. 2023). The equity injection proceeds can be utilised to settle high-interest borrowings, such as lines of credit totalling£36,960 million, and thus cut interest and alleviate the pressure on cash flow. In the long run, an increased equity base increases financial flexibility and helps in making strategic investment choices.
Strategic acquisitions or mergers present a restructuring strategy that has a higher duration of execution to enhance competitiveness and expansion possibilities. Through a merger or acquisition of a complementary firm or a financially stronger firm, the company can enjoy the diversification of revenue, economies of scale and cost economies. New markets, technologies or distribution channels may also be accessible through such strategies. Mergers and acquisitions, however, have risks of integration in the alignment of operations, organisational culture, and implementation problems (Ross, 2023). Monetarily, the deal orchestrated using equity swaps or debt assumption can curtail immediate cash expenditures, but temporary leverage can increase. When the synergies are well realised, the mergers may consolidate profitability, optimise cash flows and increase the shareholder value in the long run.
The debt restructuring is a very important part of the recovery strategy of the firm, as it is over-leveraged, and the interest coverage is negative. The existing debt level exerts a lot of pressure on cash flows, as well as restricting the flexibility of managers (Vernimmen et al. 2022). Measures that can be used to restructure debt can be in the form of maturity extensions of loans, negotiating new interest rates, turning short-term debt into long-term debt, or debt-to-equity swaps to reduce the pressure on immediate repayment and to reduce the cost of interest.

[bookmark: _Toc217260714]Evaluation of Impact
The consequence of financial reorganisation on shareholder value is complex. The returns can be enhanced by the asset divestitures, where the proceeds are utilised to pay off debt or reinvestment in lucrative operations. Equity injections can reduce the earnings per share in the short run, although they improve financial strength and value creation in the long run. Strategic mergers have the potential of creating value in terms of synergies and scale, though the integration should be well managed (Grežo, 2021). A fair mix of shareholder value creation, divestiture, and debt restructuring is likely to provide sustainable shareholder value.
Debt structure-wise, restructuring eliminates the effects of high-interest borrowing and enhances key financial ratios. Reduced debt ratios and lower interest payments enhance the interest coverage status of the firm and enhance solvency ratios such as the Altman Z-score (Valaskova et al. 2019). The infusion of equity and cash generated by divestiture helps the company to reduce both the short-term and long-term liabilities, reducing the risk of default and increasing the creditworthiness.
A financial restructuring also leads to the enhancement of operational flexibility. An increased liquidity will enable the firm to utilise its current capital better and invest in strategic projects. Restructuring the debt relieves the burden of the obligatory payments, which allows the management to focus on innovation, efficiency, and growth. Nevertheless, divestitures and mergers should be well planned and carried out in a way that does not cause any disruption in operations, thereby ensuring continuity.
[bookmark: _Toc217260715]International Considerations
The foreign currency risk, cross-border taxation complexities, and inflationary pressures are some of the risks the firm is exposed to in its international operations. The volatility of the exchange rates may have a major impact on the cash flows and the reported earnings (Greenberg and Hershfield, 2019). These risks can be eliminated by adopting hedging measures like forward contracts, currency swaps and natural hedges to stabilise financial performance. The restructuring processes of the international operations can also be the cause of capital gains taxes, withholding taxes, and difficulties with transfer pricing.
Arranging transactions in a tax-efficient and legally compliant way maximizes post tax returns and minimises leakage of funds (Ren, 2022). Also, the inflation rate in the world is expanding, so the operating and financing costs will have to be restructured, and inflation-adjusted projections of working capital and debt servicing must also be considered in their restructuring plans.
[bookmark: _Toc217260716]Ethical and Corporate Social Responsibility Considerations
Responsible financial restructuring is focused on ethical and CSR issues. Restructuring and divestitures may impact the employees, suppliers and the local communities, and therefore, effective communication and treatment must be made transparent. Severance packages, retraining and internal assistance will also keep morale high and save the reputation of the firm. The issue of environmental responsibility is also important, especially when the assets are divested, which are of a sensitive environmental nature (Alles et al. 2020). Environmental laws and CSR standards reduce reputational and legal risks by complying with them. In addition to that, equity and debt decisions should be directed by sustainable financing to create long-term value as opposed to short-term financial support.
[bookmark: _Toc217260717]Recommended Strategic Plan
The restructuring should be done in phases to accommodate the financial difficulties faced by the firm. Short-term interventions need to be aimed at selling off non-core assets and renegotiating the terms of debts with a view to enhancing liquidity. Equity injection and working capital optimisation should be guiding medium-term actions to build the balance sheet. Strong risk management approaches to currency, inflation, and taxation can support selective mergers or acquisitions in the long run to increase competitiveness and growth. The inclusion of ethical and CSR values in the restructuring process is a guarantee of sustainable recovery.
The company is under financial strain owing to a decrease in its profitability, an increase in its leverage, and a constrained liquidity position, but a superior financial restructuring plan can help it recover quickly and allow it to grow over time. The firm can meet both short-term liquidity requirements by the combination of asset divestiture, equity strengthening, debt restructuring and selective mergers, as well as increase shareholder value and the flexibility of its operation (Rashid, 2021). The sustainability of the restructuring plan is also enhanced by the inclusion of international risk management and ethical concerns. The successful execution will help the company to overcome the recent losses, strengthen the capital structure, and develop resiliency in the face of any economic uncertainty in future.


[bookmark: _Toc217260718]4. Investment Appraisal and Capital Budgeting Analysis
Capital budgeting is a very essential activity in companies that aim at maximising shareholder wealth as well as in the efficient distribution of limited financial resources. The capital investment decisions should not just look at the potential returns of the proposed projects but should also be aligned with the present financial status, the risk spirit and strategic goals of the firm (Chang, 2023). According to the recent financial statements of the firm, the company has experienced a trend of decreasing profitability, the firm has a negative net income in the years 2023 and 2024, and has tight liquidity and a limited capital structure. Therefore, any investment proposed should be critically considered so that it adds value to the shareholders without putting a strain on the financial position. In this case, Payback Period (PBP) is used to analyse three investment projects, A, B and C, accounting rate of return (ARR), Net Present Value (NPV), profitability Index (PI) and internal rate of return (IRR). The highest possible amount of capital is £60 million, and this will have to be carefully evaluated in capital rationing.
[bookmark: _Toc217260719]Payback Period Analysis
Payback Period (PBP) is a measure of time that is needed to justify the initial investment of a project based on net cash inflows (Malenko, 2019). Even though it does not calculate the time value of money, it gives an informative measure of the liquidity risk as well as the investment risk; this is especially useful, bearing in mind that the firm is in a tight position with respect to cash.
In the case of Project A, annual cumulative cash inflows are, in each year, £10 million, £22 million, £36 million, £46 million and £54 million. The initial investment of £40 million is paid back between years 3 and 4. The PBP is determined by formulating the following equation with the help of linear interpolation:

The cumulative inflows in project Bare £6 million, £12 million, 18 million, 24 million and 30 million pounds. Investment of 30 million pounds is recouped in year 5 with:

The cumulative inflows in project C are 5 million, 15 million, 35 million, 60 million, and 75 million pounds. An investment of 50 million is paid back in the years 3-4:

Liquidity-wise, Projects A and C pay back in a shorter period than Project B, which means that there is lower short-term cash risk. Since the company is already facing cash limitations and its liquidity is going down, it is better to use shorter payback periods.
[bookmark: _Toc217260720]Accounting Rate of Return (ARR) Analysis
ARR is a method of determining the profitability of a project based on accounting profits, but not cash flows (Bierman, 2020). Under straight-line depreciation, it is possible to spread the initial investment over a period of five years, and this makes it easier to compute the average profit per year of accounting.
In the case of Project A, the depreciation is at a rate of 40million/5 = 8million/year. The annual net cash inflows are depreciated: Year 1: 10m -8m=2m, Year 2: 12m -8m=4m, Year 3: 14m -8m=6m, Year 4: 10m -8m=2m, Year 5: 8m -8m=0. The mean after-tax accounting profit during the 5 years is:

ARR is then:

Project B has a £30m depreciation/5 =£6m /year. After depreciation, annual profits: £0, £0, £0, £0, £0. The average accounting profit is £0, which offers ARR B = 0%.
Depreciation of project C will be £50m/ 5 = £10m. Profits: Annual: - £5m, Annual: £0m, Annual £10m, Annual £15m, Annual £5m. Average profit = (£-5 + 0 + 10 + 15 + 5)/5 = £5m, giving:

According to ARR analysis, Project C will be the most profitable on an accounting basis, but Project A will provide moderately high returns, whereas Project B will provide low accounting profits.
[bookmark: _Toc217260721]Net Present Value (NPV) Analysis
NPV takes into consideration the time value of money and is a major indicator of value creation (Wang, 2021). Discount cash inflows at 10% NPV =:

For Project A:

Project B:

Project C:

It is clear in NPV analysis that Projects C and A are the best, and Project C generates the largest discounted value.
[bookmark: _Toc217260722]Profitability Index (PI)
PI is computed as the discounted inflows minus the initial investment (Al Breiki and Nobanee, 2019). It is a measure of value per unit of investment.

Project A: PI = (40 + 1.20)/30= 1.03

Project B: PI = (30-6.6)/40= 0.78
Project C: PI = (40+3.84)/40= 1.0768
A PI of more than 1 is a sign of value creation. The PI of project C is the largest, which makes it appealing in capital rationing.
[bookmark: _Toc217260723]Internal Rate of Return (IRR)
IRR refers to the discount rate which values NPV at zero. The approximate IRRs with the trial-and-error, or interpolation, are presented below:
· Project A: IRR 11.33%
· Project B: IRR 0%
· Project C: IRR 12.72%
The results of the IRR analysis support the earlier results: Project C has the highest rate of returns in comparison with the 10% cost of capital of the firm.
[bookmark: _Toc217260724]Capital Rationing Consideration
A capital budget of £60M would not provide the firm with the ability to invest in both Project A (£40m) and Project C (£50m). The summation of investment is above the limit. On its own capacity (£50m), project C takes the better part of the budget, and it possesses the highest NPV, PI, and IRR. The medium value in Project A cannot be financed along with Project C; hence, Project B, which has the least NPV and PI, should be eliminated. Project C is therefore optimal in capital rationing.
[bookmark: _Toc217260725]Strategic Justification
Project C has been chosen because it is in line with the financial performance and the strategic objectives of the firm. Although profitability and liquidity are decreasing, Project C has high future cash flows, which improve the solvency in the long term and help to reduce the debt. It has a high IRR that is above the cost of capital, which means it has a strong potential for returns. Although the variability of cash inflows brings about greater risk, the variability of cash inflows is countered by the flexibility of this firm's operation and the potential cost-reduction following the restructuring (Siziba and Hall, 2021). Furthermore, Project C increases the cumulative discounted inflows of cash within four years and enhances liquidity management in the short term and partly compensates the adverse cash operating cycle.
Besides, Project C supplements strategic objectives in the sense that it enables reinvestment in areas of growth. Project A, despite being fast in the recovery of liquidity, has lower total returns. The cash flows of project B are not stable enough to support investment, considering the aim of the firm to maximise the shareholder value with a limited capital supply.
An in-depth comparison of Projects A, B and C based on PBP, ARR, NPV, PI and IRR show that Project C has the best investment opportunity. It optimises value generation, achieves the necessary rate of return, and fits the financial and strategic priorities of the firm.


[bookmark: _Toc217260726]Conclusion
It can be identified that the company is under financial stress as it has lower profitability, increased leverage, and limited liquidity. Both the financial health analysis and the working capital analysis show that urgent corrective measures must be taken to restore stability. In that regard, the report proposes a multi-dimensional financial restructuring plan that involves implementing asset divestiture, equity fortification, and debt restructuring with international risk management and ethics in mind. Capital allocation decisions are also informed by the investment appraisal results based on financially viable projects that contribute value to shareholders. The project analysis revealed what the determining factors are behind the struggle of General electronics and a project like Project C would add extra value and make a capital budgeting decision. As shown in the report, combining financial diagnostics, strategic restructuring, and strong capital budgeting allows making informed decisions because it possesses clear financial feasibility.
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1. [bookmark: _Toc217260729]Ratio analysis snapshot in Excel
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2. [bookmark: _Toc217260730]Excel snapshot of NPV and IRR calculation
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Profitability Ratios

Year Net Sales Gross Profit Operating Income (EBIT) Net Income Gross Profit Margin Operating Profit Margin Net profit margin

2020 614,680 176,256 37,267 38,572

176,256 / 614,680 = 28.67% 37,267 / 614,680 = 6.06% 38,572 / 614,680 = 6.28%

2021 601,602 173,016 23,253 5,301

173,016 / 601,602 = 28.76% 23,253 / 601,602 = 3.87% 5,301 / 601,602 = 0.88%

2022 542,751 152,292 14,548 407

152,292 / 542,751 = 28.06% 14,548 / 542,751 = 2.68% 407 / 542,751 = 0.07%

2023 420,457 97,560 -85,301 -98,238

97,560 / 420,457 = 23.20% -85,301 / 420,457 = -20.29% -98,238 / 420,457 = -23.36%

2024 394,879 113,994 -15,297 -24,029

113,994 / 394,879 = 28.87% -15,297 / 394,879 = -3.87% -24,029 / 394,879 = -6.09%

Liquidity Ratios Liquidity Ratios

Year Current Assets Inventories Current Liabilities Current ratio Quick ratio

2020 326,843 120,430 179,510 326,843 / 179,510 = 1.82 =(326,843 - 120,430) / 179,510 = 1.15

2021 337,146 134,469 216,787 337,146 / 216,787 = 1.56 =(337,146 - 134,469) / 216,787 = 0.93

2022 338,040 140,181 216,473 338,040 / 216,473 = 1.56 =(338,040 - 140,181) / 216,473 = 0.91

2023 258,851 88,273 161,148 258,851 / 161,148 = 1.61 =(258,851 - 88,273) / 161,148 = 1.06

2024 242,494 79,355 158,291 242,494 / 158,291 = 1.53 =(242,494 - 79,355) / 158,291 = 1.03

Efficiency Ratios

Year Net Sales Cost of Sales Inventories Accounts Receivable Total Assets Inventory Turnover Receivables Turnover Asset Turnover

2020 614,680 438,424 120,430 129,433 510,290 438,424 / 120,430 = 3.64 614,680 / 129,433 = 4.75 614,680 / 510,290 = 1.20

2021 601,602 428,586 134,469 129,215 510,348 428,586 / 134,469 = 3.19 601,602 / 129,215 = 4.66 601,602 / 510,348 = 1.18

2022 542,751 390,459 140,181 112,346 504,163 390,459 / 140,181 = 2.79 542,751 / 112,346 = 4.83 542,751 / 504,163 = 1.08

2023 420,457 322,897 88,273 112,596 355,872 322,897 / 88,273 = 3.66 420,457 / 112,596 = 3.73 420,457 / 355,872 = 1.18

2024 394,879 280,885 79,355 114,182 323,354 280,885 / 79,355 = 3.54 394,879 / 114,182 = 3.46 394,879 / 323,354 = 1.22

Solvency Ratios

Year Total Liabilities Shareholders’ Equity Total Assets Operating Income (EBIT) Interest Expense Debt-Equity Ratio Debt Ratio Interest coverage ratio

2020 196,989 313,301 510,290 37,267 1,422 196,989 / 313,301 = 0.63 196,989 / 510,290 = 0.39 37,267 / 1,422 = 26.21

2021 234,399 275,949 510,348 23,253 566 234,399 / 275,949 = 0.85 234,399 / 510,348 = 0.46 23,253 / 566 = 41.08

2022 235,757 268,406 504,163 14,548 2,200 235,757 / 268,406 = 0.88 235,757 / 504,163 = 0.47 14,548 / 2,200 = 6.61

2023 176,952 178,920 355,872 -85,301 4,332 176,952 / 178,920 = 0.99 176,952 / 355,872 = 0.50 -85,301 / 4,332 = -19.69

2024 170,249 153,105 323,354 -15,297 3,361 170,249 / 153,105 = 1.11 170,249 / 323,354 = 0.53 -15,297 / 3,361 = -4.55

Invesment Ratios

Year Net Income (£m) Basic EPS (£)

Shares Outstanding 

(Basic)

Retained Earnings (£m) ROE

2020 38,572 2.78 13,893 324,990 38,572 / 313,301 = 12.31%

2021 5,301 0.39 13,465 330,291 5,301 / 275,949 = 1.92%

2022 407 0.03 12,703 330,698 407 / 268,406 = 0.15%

2023 -98,238 -7.64 12,855 232,460 -98,238 / 178,920 = -54.91%

2024 -24,029 -1.85 12,959 208,431 -24,029 / 153,105 = -15.69%
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Cashflow indicators

Metric (£m) 2020 2021 2022 2023 2024

Operating Cash Flow 73,392 40,283 10,926 25,190 14,822

Investing Cash Flow -23,734 -17,041 -21,208 -13,877 -8,428

Financing Cash Flow 65,964 -22,026 20,501 -34,779 -19,764

Altman Z score

Component Formula Value

X₁

Working Capital ÷ Total 

Assets

(242,494 − 158,291) ÷ 

323,354 = 0.26 2.803 = 1.2*(0.26) + 1.4*(0.64) + 3.3*(-0.05) + 0.6*(0.9) + 1*(1.22)

X₂

Retained Earnings ÷ Total 

Assets

208,431 ÷ 323,354 = 0.64

X₃ EBIT ÷ Total Assets –15,297 ÷ 323,354 = –0.05

X₄ Equity ÷ Liabilities 153,105 ÷ 170,249 = 0.90

X₅ Sales ÷ Total Assets 394,879 ÷ 323,354 = 1.22
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