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[bookmark: _Toc214799404]INTRODUCTION

Finance Management is a key component of business sustainability and expansion, which offers the analytical framework used by organizations to evaluate performance, distribute resources, and make strategic choices. To stay competitive, companies must strike a balance between profitability, liquidity, efficiency, and solvency in a world economy that is becoming more and more unstable. While directing long-term restructuring strategies, managers can identify strengths, weaknesses, and potential risks by evaluating financial health through ratio analysis, cash flow assessment, and investment appraisal.
The company's financial performance from 2020 to 2024 is critically examined in this report, with particular attention paid to profitability, liquidity, efficiency, gearing, and investment metrics. The analysis identifies both operational difficulties and chances for recovery by utilizing well-known financial management tools like Net Present Value (NPV), Internal Rate of Return (IRR), and the Altman Z-score. In order to restore shareholder value and guarantee sustainable growth, the study also looks at working capital management and strategic restructuring options like debt refinancing, equity infusion, and divestiture.
The conversation is based on current restructuring techniques and well-established         corporate finance theory, utilizing scholarly research and expert opinions. In doing so, the report offers a roadmap for future financial stability and strategic positioning in the global marketplace in addition to assessing past performance.
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	Ratio
	2024
	2023
	2022
	2021
	2020

	Gross Margin (%)
	28.9
	23.2
	28.1
	28.8
	28.7

	Operating Margin (%)

	-3.9
	-20.3
	2.7
	3.9
	6.1

	Net Margin (%)
	-6.1
	-23.4
	0.1
	0.9
	6.3

	ROE (%)
	-15.7
	-54.9
	0.2
	1.9
	12.3





· Gross Margin = (Gross Profit / Revenue) x 100                
The gross profit margin dropped to a pitiful 28.9 in 2024 from an estimated 28.7 in 2020, indicating a slight control over costs but insufficient to counteract declining sales. In 2020 and 2021, its operating margin was 6.2% and 3.9%, respectively. In 2023 and 2024, it was 20.3 and 3.9 percent, respectively. The primary cause of this is the significant rise in operating expenses in 2023, which saw a sharp increase from 2020 (oil and gas operation costs of 138.9 billion and impairment losses of 138.9 billion, respectively) to 2023 (182.9 billion and 182.9 billion, respectively).





· Operating Margin = (Operating Income / Revenue) x 100
The operating margin, which reflects profitability after operating expenses, shows a more dramatic trend. From 2020 to 2022, the company's margins remained positive, reaching a peak of 6.1% in 2020 before progressively dropping to 2.7% in 2022. It fell sharply to -20.3% in 2023, indicating significant operating losses that might have been brought on by increased marketing, administrative, or restructuring expenses. Thankfully, this improved to -3.9% in 2024, which is still negative but indicates a notable improvement in operational control.

· Net Margin = (Net Profit / Revenue) x 100	
Furthermore, The net margin which is the profitability of the business after all costs, interest, and taxes are deducted. From 2020 to 2022, it was positive (ranging from 6.3% to 0.1%), but in 2023, it sharply declined to -23.4%, indicating significant losses. Although it is still not profitable, the company's 2024 loss decreased to -6.1%, indicating progress toward financial recovery.

· ROE = (Net Income / Shareholder's Equity)
Finally, the return on equity (ROE), which is a gauge of how well the business makes money off of the equity held by shareholders. 2020's ROE of 12.3% demonstrated a strong use of equity to produce profit. In the years that followed, it dropped precipitously, hitting a low of -54.9% in 2023, indicating significant losses in comparison to equity. In 2024, ROE improved to -15.7%, indicating a recovery once more but still showing negative returns for shareholders.
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	Ratio
	2024
	2023
	2022

	Current Ratio
	1.53
	1.61
	1.56

	Quick Ratio
	0.99
	1.05
	0.91



· Current Ratio = Current assets/current liabilities
The current ratio illustrates the company's ability to pay off its short-term debts by comparing total current assets to current liabilities. 
The ratio was 1.56 in 2022, indicating that the company had $1.56 in current assets for every $1.00 in current liabilities. This is typically regarded as a healthy level of liquidity. In 2023, it rose marginally to 1.61, suggesting a slight improvement in liquidity, perhaps as a result of an increase in current assets like cash, receivables, or inventory. But by 2024, it had dropped to 1.53, which indicates a minor decrease in short-term financial flexibility even though it is still higher than the benchmark of 1.0. All things considered, the current ratio held steady over the course of the three years, suggesting steady short-term solvency

· Quick Ratio = Current assets-inventories/ current liabilities

The quick ratio,which separates inventory from current assets in order to concentrate on the most liquid assets (cash, marketable securities, and receivables). The company had more than enough liquid assets to cover its immediate liabilities in 2023, as evidenced by the improvement from 0.91 in 2022 to 1.05 in 2023. But in 2024, it dropped to 0.99, barely below 1.0, indicating that although liquidity was still high, the company's short-term cash position somewhat deteriorated.
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	Metric
	2024
	2023
	2022

	Inventory Turnover
	3.54
	3.66
	2.79

	Receivables Turnover
	3.46
	3.73
	4.83

	Asset Turnover
	1.22
	1.18
	1.08



Inventory turnover is a measure of how quickly items are sold and replaced. Receivables turnover quantifies the speed at which clients make payments. The efficiency with which assets produce sales income is indicated by asset turnover. Stronger efficiency is reflected in higher values.

· Inventory Turnover = Cost of Goods Sold / Average Inventory

The inventory turnover ratio calculates the frequency with which the business sells and replenishes its stock over the course of a year. In 2022, it was 2.79, indicating relatively slow inventory movement. This increased to 3.66 in 2023, indicating that the business managed inventory more effectively, perhaps as a result of higher sales, improved inventory control, or lower stock levels. The ratio marginally dropped to 3.54 in 2024, which was still higher than in 2022 and indicated that inventory management was still robust but a little slower than in 2022. Overall, the business kept inventory levels more in line with sales activity by maintaining effective inventory utilization.



· Receivables Turnover = Net Credit Sales / Average Accounts Receivable

The receivables turnover ratio, which gauges how quickly it collects payments from clients, decreased. It fell from 4.83 in 2022 to 3.73 in 2023 and then to 3.46 in 2024. This downward trend suggests that customers are taking longer to pay, which has resulted in an extension of the company's collection period. This might be the result of less stringent credit regulations, less disciplined consumer payments, or a slower rate of cash conversion from sales. Cash flow may be impacted by a lower turnover of receivables, which may necessitate tighter credit and collection management.

· Asset Turnover =  Net Sales / Average Total Assets

The asset turnover ratio, which evaluates the effectiveness with which the business generates sales from its total assets, has been steadily increasing from 1.08 in 2022 to 1.18 in 2023 and 1.22 in 2024. Better use of assets is reflected in this improvement, which means the business is making more money annually per dollar of assets.
In conclusion, the company's overall operational efficiency improved between 2022 and 2024, especially in inventory management and asset utilization. But the decrease in turnover of receivables points to a possible problem with slower cash collection, which, if left unchecked, could have an impact on liquidity.
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	Ratio
	2024
	2023
	2022

	Debt-to-Equity
	1.11
	0.99
	0.88

	Interest Coverage
	-4.6
	-19.7
	6.6



How much debt a business uses in relation to shareholders' equity is indicated by the debt-to-equity ratio. The ease with which earnings cover interest costs is gauged by the interest coverage ratio. Stronger financial stability is indicated by higher values.

· Debt-to-Equity = Total Liabilities / Shareholders' Equity

The debt-to-equity ratio which rose gradually from 0.88 in 2022 to 0.99 in 2023 and then to 1.11 in 2024. Given this increasing trend, the company is increasingly depending on debt financing; currently, it has 1.11 in debt for every dollar of equity. Strong profits can be increased by moderate leverage, but a growing ratio indicates increased financial risk and a greater reliance on borrowed money, which may put pressure on future flexibility and profitability.

· Interest Coverage =  Earnings Before Interest and Taxes (EBIT) / Interest Expense
The ratio was 6.6 in 2022, demonstrating sound financial health and earnings that were more than enough to pay interest. The company's operating income was negative and insufficient to cover interest obligations, though, as it fell precipitously to -19.7 in 2023 and stayed negative at -4.6 in 2024. Because the business cannot pay for its financing from operating profits, negative interest coverage indicates financial distress.
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	Metric
	2024
	2023
	2022

	EPS (Basic)
	-1.85
	-7.64
	0.03

	Book Value per Share
	11.81
	13.92
	21.11



The company's book value per share and earnings per share (EPS) show a dramatic decline in profitability and shareholder value between 2022 and 2024. The basic EPS in 2022 was marginally positive at 0.03 this suggests that there was little net income distributed per share. However, EPS fell to -7.64 in 2023, indicating a large net loss per share that was probably caused by unusual expenses, declining revenues, or operational inefficiencies. The loss decreased to (-1.85) by 2024, indicating a partial recovery but still showing negative earnings. This pattern is consistent with the business's wider financial difficulties at the time. The net asset value per share, or book value per share, decreased from 21.11 in 2022 to 13.92 in 2023 and then to 11.81 in 2024. Equity base of the business, perhaps as a result of accrued losses, asset write-downs, or growing liabilities. The company faced significant financial challenges, as indicated by the negative EPS and declining book value. Although 2024 shows signs of stabilization, the company's profitability and shareholder value are still far below where they were in 2022.
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The decline in profitability is mirrored in cash flow performance. Operating cash flow decreased by 80 percent from 2020, when it was £73.4 billion, to 2024, when it was £14.8 billion. While this is encouraging, the amount is insufficient to pay off its debt and reinvest.
Because of the outgoing capital expenditure, the amount of cash outflows invested has decreased to a range of 8.4 billion in 2024 compared to 23.7 billion in 2020. This helps to preserve funds in the short term but limits future innovation. Financial flows Cash flows from financing have also turned negative (£19.8 blank in 2024), which is linked to poor capital raising and debt repayment.
As a result, closing cash decreased in 2024, representing a loss of liquidity of 26.8 billion and 66.7 billion, respectively, compared to 2022. The company has been forced to reduce its investment and financing operations to continue with operations.

[bookmark: _Toc214799412]7.Trends

The company had a significant financial decline from 2022 to 2024. A 36% drop in revenue was indicative of poorer sales results and market difficulties. Because net income was negative in 2023 and continued to decline in 2024 due to the steep decline in sales, profitability was eroded. At the same time, total assets dropped from £504 billion to £323 billion, which may indicate a reduction in operational capacity or the potential for asset sales. The impact of ongoing losses on the company's financial stability was further demonstrated by the 43% decline in shareholders' equity. All things considered, the data indicates severe financial hardship and deteriorating company stability during the two-year span.
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Company’s demonstrates resiliency by keeping core profitability steady and maintaining steady gross margins in spite of declining sales. Its steady asset turnover suggests that resources are used effectively to produce income. Furthermore, despite a decrease in cash reserves, the company still has a sizeable amount of £26.8 billion, which provides liquidity for operations and immediate obligations.
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There are significant risks for the business. Two years of continuous net losses indicate continued financial strain. Rising debt levels and increased vulnerability are indicated by a gearing ratio greater than 1.0. Investor confidence and long-term stability are undermined by equity erosion, which is manifested in declining retained earnings and book value, and negative interest coverage, which indicates earnings are insufficient to cover interest payments.
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The Altman Z-score model of manufacturing companies can be used to assess the risk of bankruptcy:
Z is equal to 1.2 working capital divided by total assets, 1.4 retained earnings divided by total assets, 3.3 EBIT divided by total assets, 0.6 market value of equity divided by total liabilities, and 1.0 sales divided by total assets.
Estimated ratios for 2024:
• Retained earnings/total assets = 208,431/323,354 =0.64; 
   working capital = (242,494 – 158,291) / 323,354 = 0.26.

• EBIT / Total Assets = (-15,297) / 323,354 = (-0.05)

• 153,105 /170,249 = 0.90 is the market value of equity divided by total liabilities.

• Total Assets / Sales = 394,879 / 323,354 = 1.22
  Consequently,
 Z ≈ (1.2×0.26) + (1.4×0.64) + (3.3×−0.05) + (0.6×0.90) + (1.0×1.22).
Z ≈ 0.31 + 0.90 − 0.17 + 0.54 + 1.22 = 2.80.
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The cash operating cycle (COC), which is the period of time between cash outflows for production and inflows from customer payments. The company's stock levels varied greatly between 2020 and 2024, reaching a high of £140.2 billion in 2022 and then falling to £79.4 billion in 2024. This decrease points to either better inventory control or reduced production levels. Though it only slightly improved in 2024 (to £112.2 billion), accounts receivable remained high, averaging over £120 billion annually. This suggests that customer collections are slow, which prolongs the period for receivables and raises the COC.
Accounts payable decreased from £92.7 billion in 2021 to £72 billion in 2024, which shortened the payables period and decreased supplier credit. Better supplier terms or fewer purchases might result from this, but it also means less creditor financing, which increases the need for internal funds or external debt. A longer cash operating cycle results from this, which puts pressure on liquidity and raises the need for working capital financing.
Operating cash flow was positive in 2024 and 2023, coming in at £14.8 billion and £25.2 billion, respectively, despite these pressures. Depreciation (£18.1 billion in 2024) and stock-based compensation (£6.7 billion) were examples of non-cash adjustments that helped offset net losses. With a negative net income of -£24 billion in 2024 and -£98.2 billion in 2023, the company's poor profitability and reliance on working capital adjustments to maintain cash flow were highlighted.


Accelerate accounts receivable collection

Reduce Days Sales Outstanding (DSO) by enforcing more stringent credit policies, providing early payment discounts, and using automated invoicing. Over £5 billion in cash could be released with even a 5% improvement, given that receivables total over £110 billion annually.
Streamline inventory management: Implementing just-in-time (JIT) procedures, enhancing demand prediction, and cutting back on obsolete inventory. Although the inventory dropped significantly from £140 billion in 2022 to £79 billion in 2024, more optimization could shorten the cash cycle and lower holding costs.
Negotiate longer payment terms with suppliers: Days Payable Outstanding (DPO) extensions can save money without adding to debt. Strategic renegotiation could ease liquidity pressure and restore supplier credit, even though accounts payable has decreased recently.
Enhance cash flow forecasting: Forecasting tools can enhance visibility and decision-making by incorporating real-time data from inventory, payables, and receivables. This lessens the need for reactive financing and encourages proactive liquidity management.
Reduce discretionary spending and operating expenses: Operating costs decreased to £129.3 billion in 2024 after increasing to £182.9 billion in 2023. Maintaining cost control is crucial to keeping spending in line with income and saving money.
Leverage contract assets and other current assets: In 2024, contract assets increased from £4.2 billion in 2023 to £10.3 billion. Additional liquidity may be made available by monetizing these through factoring or structured receivables financing.
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The company has made extensive use of short-term credit, especially credit lines, as part of its financing strategy. There were net outflows in 2024 as a result of £102.2 billion in credit line borrowings and £120 billion in repayments. This trend of a high turnover in short-term debt persisted from previous years. Although flexible, this strategy exposes the business to interest rate volatility, refinancing risk, and liquidity strain during recessions.

On the other hand, Long-term financing provides stability and a reduced risk of rollover. Nonetheless, the business's long-term liabilities stayed low, falling from £15 billion in 2022 to £11.9 billion in 2024. This points to a potential underutilization of long-term debt, which could be used to finance strategic investments and refinance short-term commitments. 
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Issuing long-term bonds: Reliance on revolving credit can be decreased and low interest rates can be locked in with fixed-rate debt.
Asset-backed lending: Longer-term funding can be obtained by using intangible assets (£24 billion) or property, plant, and equipment (£34.2 billion in 2024) as collateral.
Equity financing: Given the company's substantial paid-in capital (£344.7 billion in 2024), issuing new equity may be feasible even though shareholder dilution is a concern. On the other hand, declining book value per share and retained earnings point to investor caution.
Hybrid instruments: Preferred equity or convertible debt can strike a balance between cost and flexibility, attracting investors while saving money.
In the end, a well-balanced financing mix is crucial. While long-term financing should finance capital expenditure, restructuring, and strategic growth, short-term credit should support working capital gaps and seasonal needs. The company's 2024 treasury stock purchases of £1.96 billion also point to potential opportunities to reallocate funds to debt reduction or liquidity improvement.
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The company’s financial performance has deteriorated significantly in 2023 and 2024, with consecutive net losses (£98,238m in 2023 and £24,029m in 2024), declining revenues, and shrinking equity. A restructuring plan is essential to restore profitability, strengthen the balance sheet, and enhance shareholder value. Recommended measures include divestiture of non-core assets, equity injection, and selective mergers or alliances. These strategies will rebalance debt, improve operational flexibility, and address international risks such as taxation, currency volatility, inflation, and corporate social responsibility (CSR).

Financial Context and Challenges
· Revenue decline: Net sales fell from £614,680m (2020) to £394,879m (2024), a 36% drop.
· Profitability collapse: Operating losses of £85,301m (2023) and £15,297m (2024) highlight structural inefficiencies.
· Balance sheet stress: Equity fell from £313,301m (2020) to £153,105m (2024), while liabilities remain high (£170,249m).
· Cash flow strain: Operating cash inflows shrank from £73,392m (2020) to £14,822m (2024).
This trajectory indicates unsustainable operations without restructuring.
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 3.1 Divestiture of Non-Core Assets
The first step in stabilizing a distressed balance sheet is frequently the divestiture of non-core assets. The business can make quick cash inflows by selling low-margin subsidiaries, surplus real estate, or underperforming divisions. By lowering reliance on short-term borrowing, which was £36,960 million in 2024, this liquidity can help ease debt pressures. Divestiture increases return on capital employed (ROCE) and unlocks hidden value from the standpoint of shareholders. Operationally, it enables management to focus resources on profitable segments, which lowers complexity and inefficiency.
3.2 Equity Injection
The equity base is stabilized and capital reserves are strengthened through equity injection, which can be achieved by issuing new shares or drawing in strategic investors. The short-term decline in earnings per share is outweighed by the long-term advantages, despite the dilution risk for current shareholders. By lowering leverage, the extra equity lowers interest burdens like the £3,361 million recorded in 2024. Additionally, it offers a liquidity buffer to finance strategic initiatives, restructuring expenses, and innovation, strengthening resilience against outside shocks.
3.3 Merger or Strategic Alliance
There are chances for growth and consolidation through mergers and strategic alliances. Economies of scale, revenue stream diversification, and improved market positioning can all be achieved through partnering with a rival or complementary company. Synergies boost future profitability and valuation multiples for investors. While operational flexibility increases through access to new markets, technologies, and talent pools, debt pressures are reduced as shared resources lower financing requirements.
3.4 Debt Refinancing
Short-term credit lines can be restructured into longer-term, less expensive instruments to stabilize solvency and lower liquidity risk. In addition to improving earnings stability, extending maturities and reducing interest costs free up funds for reinvestment in core business operations. This boosts investor confidence and guarantees that the business can expand without being hampered by debt commitments.
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Shareholder Value
· Short-term: Equity injection may dilute EPS (already negative at -£1.85 in 2024).
· Medium-term: Divestitures and mergers enhance ROCE, reversing negative trends.
· Long-term: Sustainable profitability restores dividends and market confidence.
Debt Structure
· Current liabilities (£158,291m in 2024) are excessive relative to cash (£26,783m).
· Refinancing and asset sales reduce leverage, stabilising solvency ratios.
Operational Flexibility
· Divestitures streamline operations.
· Alliances expand geographic reach and innovation capacity.
· Equity injection provides liquidity buffer against shocks.

[bookmark: _Toc214799423]3. International and Ethical Considerations

4.1 Taxation
· Restructuring must optimise tax efficiency across jurisdictions. Deferred tax assets (£6,425m in 2024) should be leveraged.
· Ethical tax practices are vital to CSR reputation.
4.2 Currency Risk
· Foreign exchange volatility (cash flow impact: -£2,598m in 2024) requires hedging strategies.
· Mergers with international firms must account for multi-currency exposures.
4.3 Inflation
· Rising input costs erode margins. Divestiture of low-margin units mitigates exposure.
· Equity injection provides capital to absorb inflationary shocks.
4.4 Corporate Social Responsibility (CSR)
· Ethical divestitures avoid job losses without support measures.
· Equity injection should prioritise sustainable projects.
· Mergers must align with ESG standards to maintain stakeholder trust.

[bookmark: _Toc214799424]4. Implementation Roadmap

1. Immediate (0–12 months): 
Financial restructuring and long-term recovery are made possible by the implementation roadmap. Stabilization is the top priority in the initial phase (0–12 months). While debt refinancing negotiations seek to reduce interest costs and extend repayment schedules, improving short-term solvency, divesting non-core assets creates quick liquidity and simplifies operations. Creditors are reassured and management is given breathing room.
2. Medium-term (12–24 months):  
The medium-term (12–24 months) focus switches to positioning for growth and fortifying the capital base. Obtaining equity infusions from strategic investors lowers leverage, increases financial resilience, and offers money for reinvestment. In high-growth markets, investigating merger opportunities can also improve competitive positioning, diversify revenue streams, and provide economies of scale. This phase strikes a balance between strategic growth and financial restoration.
3. Long-term (24–36 months):
The long-term phase (24–36 months) places a strong emphasis on value creation and sustainability. In order to ensure that the organization meets stakeholder expectations and adjusts to technological change, proceeds from previous actions should be reinvested in innovation, digitalization, and CSR initiatives. ROCE and shareholder returns are continuously monitored to guarantee accountability and gauge the effectiveness of restructuring. In general, the roadmap aligns financial health with strategic goals by moving from stabilization to growth and, ultimately, to sustainable value creation.
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Introduction

A crucial procedure in corporate finance is investment appraisal, which helps businesses assess rival projects and effectively distribute limited funds. Methods that offer complementary viewpoints on project viability include Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR) (Ross et al., 2021). Under capital rationing restrictions (a maximum investment of £60 million), this report assesses three suggested projects (A, B, and C), taking into account both quantitative results and qualitative elements like profitability, liquidity, and risk.

 Project Data
		Project
	Initial Investment (£m)
	Year 1 Inflow (£m)
	Year 2 Inflow (£m)
	Year 3 Inflow (£m)
	Year 4 Inflow (£m)
	Year 5 Inflow (£m)
	Discount Rate
	Depreciation (Straight-line, £m/year)

	A
	40
	10
	12
	14
	10
	8
	10%
	8

	B
	30
	6
	6
	6
	6
	6
	10%
	6

	C
	50
	5
	10
	20
	25
	15
	10%
	10
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	Project
	Initial Investment (£m)
	Cumulative Inflows (£m)
	Payback Period (Years)
	Exact Payback (Years)

	A
	40
	Year1 = 10
Year2 = 22
Year3 = 36
Year4 = 46
	Between 
Year 3–Year 4
	3.4


	B
	30
	Year1 = 6
Year2 = 12
Year3 = 18
Year4 = 24
Year5 = 30
	At Year 5
	5.0

	C
	50
	Year1 = 5
Year2 = 15
Year3 = 35
Year4 = 60
	Between 
Year 3–Year 4
	3.6



Ranking: A < C < B 
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ARR = Average annual accounting profit ÷ Initial investment. 
Assume cash inflows ≈ accounting profit before depreciation. 
Depreciation = Initial ÷ 5.

	Project
	Average Inflows (£m)
	Depreciation (£m/year)
	Formula
	ARR (%)

	A
	10.8
	8
	(10.8 – 8) ÷ 40
	7%

	B
	6
	6
	(6 – 6) ÷ 30
	0%

	C
	15
	10
	(15 – 10) ÷ 50
	10%



Ranking: C > A > B 
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Use 10% discount
	Year
	DF @ 10%
	Project A (£m)
	Project B (£m)
	Project C (£m)

	0
	1.000
	(40.00)
	(30.00)
	(50.00)

	1
	0.909
	9.09
	5.45
	4.55

	2
	0.826
	9.91
	4.96
	8.26

	3
	0.751
	10.51
	4.51
	15.02

	4
	0.683
	6.83
	4.10
	17.08

	5
	0.621
	4.97
	3.73
	9.32




Totals & NPVs
	Metric
	Project A (£m)
	Project B (£m)
	Project C (£m)

	Total PV Inflows
	41.31
	22.75
	54.23

	Net Present Value
	+1.31
	–7.25
	+4.23



Ranking: C > A > B.

Project A has a modest net present value (NPV) of £1.31 million after generating total present value inflows of £41.31 million with an initial investment of £40 million. Project B, which requires £30 million up front, only generates discounted inflows of £22.75 million, resulting in a negative net present value (NPV) of –£7.25 million, indicating value destruction. With the biggest investment of £50 million, Project C generates total discounted inflows of £54.23 million, yielding a positive net present value of £4.23 million. These findings indicate that Project C is the most appealing choice,followed by Project A. Project B is the least appealing.

[bookmark: _Toc214799429]4. Profitability Index (PI)
PI = PV inflows ÷ Initial investment (Brealey et al., 2020).
	Project
	PV of Inflows (£m)
	Initial Investment (£m)
	PI (PV ÷ Investment)

	A
	41.7
	40
	1.04

	B
	22.75
	30
	0.76

	C
	54.23
	50
	1.08



Ranking: C > A > B.
The profitability index (PI) illustrates how effectively each project creates value by comparing the present value of inflows to the initial investment. Project A achieves a PI of 1.04, indicating a modest return above cost, with inflows of £41.7 million compared to an investment of £40 million. With a PI of 0.76, which is less than 1 and indicates value destruction, Project B, on the other hand, generates inflows of just £22.75 million from a £30 million investment. With inflows of £54.23 million from a £50 million investment and a PI of 1.08, Project C performs the best. According to these findings, Project B is the least appealing choice, while Project C is ranked highest, followed by Project A.
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IRR = discount rate where NPV = 0
	Project
	IRR (%)
	Comparison to 10% Discount Rate

	A
	≈ 11%
	Slightly above 10%

	B
	≈ 3%
	Below 10%

	C
	≈ 13%
	Well above 10%



Ranking: C > A > B.
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Budget = £60m.
· Project A (£40m) and Project C (£50m) cannot both be funded (total £90m).
· Project B (£30m) is unattractive (negative NPV, low IRR).
· Best combination: Projects A (£40m) + B (£30m) exceeds budget (£70m).
· Therefore, the optimal choice is Project C (£50m) alone.
· Alternatively, Project A (£40m) leaves £20m unused but yields lower NPV.
Recommendation:Project C.




[bookmark: _Toc214799432]7. Justification of company’s financial performance

9.1 Financial Performance Context
The company’s recent financials show declining profitability and liquidity (net losses in 2023–24, shrinking cash reserves). Projects must deliver strong NPV and IRR to restore shareholder value. Project C offers the highest NPV (£4.23m) and IRR (13%), aligning with recovery needs.
9.2 Liquidity Considerations
Project C requires £50m, leaving £10m buffer under rationing. Its cash inflows accelerate from Year 3 onwards (£20m, £25m), supporting medium-term liquidity. Project A’s inflows are steadier but smaller, less suited to turnaround needs.
9.3 Risk Characteristics
· Project A: Moderate risk, stable inflows, but limited upside.
· Project B: Very low risk, but financially unattractive (negative NPV).
· Project C: Higher volatility (low inflows in Years 1–2, surge in Years 3–4), but superior returns. Given the firm’s need for growth, risk is acceptable.
9.4 Strategic Fit
Project C’s strong profitability aligns with shareholder expectations and capital efficiency. Its higher ARR and PI indicate better utilisation of scarce capital.
10. Conclusion
Using PBP, ARR, NPV, PI, and IRR, Project C emerges as the optimal investment under capital rationing. Despite cash flow volatility, its superior NPV (£4.23m), IRR (13%), and ARR (10%) outweigh Project A’s modest returns and Project B’s unattractiveness. In the context of declining profitability and liquidity, Project C offers the best chance to restore financial health and shareholder value.







[bookmark: _Toc214799433]CONCLUSION

The company's financial trajectory from 2020 to 2024 shows a notable decline in shareholder value, liquidity, and profitability. Operating and net margins went negative due to structural inefficiencies and growing expenses, but gross margins stayed mostly steady. Although declining receivables turnover and negative interest coverage reveal cash flow vulnerabilities, liquidity ratios indicate short-term solvency. Weaker credit control counteracted efficiency gains in inventory management and asset turnover, extending the cash operating cycle. Financial risk was further increased by rising debt-to-equity ratios, and investor confidence was damaged by declining book value and negative EPS. Thus, strategic restructuring is crucial. Debt refinancing can stabilize solvency, equity infusion will bolster the capital base, and immediate divestiture of non-core assets can produce liquidity. Long-term partnerships or mergers have the potential to create synergies and diversify income. Reinvesting in innovation, digitalization, and CSR initiatives is necessary for long-term sustainability. When taken as a whole, these actions offer a path toward rebuilding resilience, profitability, and shareholder confidence.
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	Profitability Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Gross Profit Margin (%)
	Gross Profit ÷ Revenue × 100
	GP 176,256 / Rev 614,680
	173,016 / 601,602
	152,292 / 542,751
	97,560 / 420,457
	113,994 / 394,879

	
	Ans.
	28.7
	28.7
	28.1
	23.2
	28.7

	Operating Profit Margin (%)
	EBIT ÷ Revenue × 100
	EBIT 37,267 / 614,680
	23,253 / 601,602
	14,854 / 542,751
	–45,107 / 420,457
	–15,297 / 394,879

	
	Ans.
	6.1
	3.8
	2.8
	10.7
	3.9

	Net Profit Margin (%)
	Net Profit ÷ Revenue × 100
	NP 38,572 / 614,680
	5,301 / 601,602
	407 / 542,751
	–98,238 / 420,457
	–24,029 / 394,879

	
	Ans
	6.28
	0.88
	0.07
	23.36
	6.09



	Liquidity Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Current Ratio (x)
	Current Assets ÷ Current Liabilities
	326,843 ÷ 179,510
	337,146 ÷ 216,787
	300,840 ÷ 192,430
	258,851 ÷ 161,148
	242,494 ÷ 158,291

	
	Ans.
	1.82
	1.56
	1.56
	1.61
	1.54

	Quick Ratio (x)
	(CA – Inventories – Prepaid) ÷ CL
	(326,843 − 124,300 − 13,469) ÷ 179,510
	(337,146 − 140,326 − 10,470) ÷ 216,787
	(338,040 − 140,070 − 9,131) ÷ 192,430
	(258,851 − 96,000 − 0) ÷ 161,148
	(242,494 − 108,375 − 0) ÷ 158,291

	
	Ans.
	1.15
	0.93
	0.91
	1.06
	1.03






Efficiency Ratios 
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Inventory Days
	(Avg. Inventory ÷ COGS) × 365
	120,430÷ 438,424
	127,450÷ 428,586
	137,325÷ 390,459
	114,227÷ 322,897
	83,814÷ 280,858

	
	
	100.26
	108.54
	128.37
	129.12
	108.91

	Asset Turnover
	Net Sales ÷ Avg. Total Assets
	614,680÷ 510,090
	601,602÷ 510,397
	542,751÷ 491,025
	420,457÷ 435,451
	394,879÷ 377,455

	
	
	1.20
	1.18
	1.07
	0.97
	1.05



Gearing Ratios 
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Debt-to-Equity (x)
	Total Debt ÷ Total Equity
	196,989 ÷ 313,301
	234,399 ÷ 273,748
	235,757 ÷ 269,656
	176,952 ÷ 178,476
	170,249÷ 153,953

	
	
	0.63
	0.85
	0.88
	0.99
	1.11

	Net-Debt-to-EBITDA
	(Net Debt ÷ EBIT)
	196,989 ÷ 37,267
	234,399 ÷ 23,253
	235,757 ÷ 14,854
	176,952 ÷ –85,301
	170,249÷ –15,297

	
	
	5.29
	10.08
	15.87
	-2.07
	-11.13



Investment Ratio 
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Earnings per Share (EPS)
	Earnings ÷ Shares
	38,572 ÷ 13,893
	5,301 ÷ 14,025
	407 ÷ 12,730
	–98,238 ÷ 12,855
	–24,029 ÷ 12,692

	
	
	2.78
	0.39
	0.03
	-7.64
	-1.85




Cash Flow Ratio 
	Ratio
	Formula
	2020 
	2021 
	2022 
	2023 
	2024 

	Operating Cash Flow Ratio
	OCF ÷ Current Liabilities
	73,392 ÷ 179,510
	40,283 ÷ 216,787
	10,926 ÷ 192,430
	26,190 ÷ 161,148
	14,822 ÷ 158,291

	
	
	0.41
	0.19
	0.06
	0.16
	0.09



Altman Z-Score Table
	Items
	2024
	2023
	2022
	2021
	2020

	1.2 × WC / TA
	0.312
	0.329
	0.289
	0.283
	0.346

	1.4 × RE / TA
	0.902
	0.914
	0.918
	0.906
	0.892

	3.3 × EBIT / TA
	-0.061
	-0.312
	0.038
	0.059
	0.095

	0.6 × MV of Equity / TL
	0.78
	0.36
	0.42
	0.42
	0.42

	1.0 × S / TA
	1.22
	1.18
	1.08
	1.18
	1.20

	Score
	3.15
	2.47
	2.74
	2.85
	2.96



Cash Operating Cycle (COC) Table

	Items
	2024
	2023
	2022
	2021
	2020

	Inventory Period
	103.12
	99.78
	131.04
	114.52
	100.26

	Accounts Receivable Period
	105.54
	97.74
	75.55
	78.40
	76.86

	Accounts Payable Period
	93.60
	64.47
	66.72
	78.95
	69.29

	COC
	115.06
	133.06
	139.87
	113.96
	107.83





PAYBACK PERIOD
Project A
	Year
	Cash Flow (£)
	Cumulative Cash Flow (£)
	Outstanding Investment (£)

	0
	–40
	–40
	40

	1
	10
	–30
	30

	2
	12
	–18
	18

	3
	14
	–4
	4

	4
	10
	6
	Recovered

	5
	8
	14
	0.4



Payback Period = 3 + (4 ÷ 10) * 12= 4.04 years (≈ 4 years 5 months)

PROJECT B – PAYBACK PERIOD 

	Year
	Cash Flow (£)
	Cumulative Cash Flow (£)
	Outstanding Investment (£)

	0
	–30
	–30
	30

	1
	6
	–24
	24

	2
	6
	–18
	18

	3
	6
	–12
	12

	4
	6
	–6
	6

	5
	6
	0
	Recovered







PROJECT C – PAYBACK PERIOD 

	Year
	Cash Flow (£)
	Cumulative Cash Flow (£)
	Outstanding Investment (£)

	0
	–50
	–50
	50

	1
	5
	–45
	45

	2
	10
	–35
	35

	3
	10
	–25
	25

	4
	25
	0
	Recovered

	5
	15
	15
	0.6



Payback Period = 3 + (25 ÷ 25) *12 = 4.06 years (≈ 4 years 7 months)



Net Present Value (NPV) (10%)

	Year
	Project 1 – CF
	Discount Factor (10%)
	Discounted CF
	Project 2 – CF
	Discount Factor (10%)
	Discounted CF
	Project 3 – CF
	Discount Factor (10%)
	Discounted CF

	0
	–40
	1.0000
	–40.00
	–30
	1.0000
	–30.00
	–50
	1.0000
	–50.00

	1
	10
	0.9091
	9.10
	6
	0.9091
	5.45
	5
	0.9091
	4.545

	2
	12
	0.8264
	9.92
	6
	0.8264
	4.96
	10
	0.8264
	8.264

	3
	14
	0.7513
	10.52
	6
	0.7513
	4.51
	20
	0.7513
	15.026

	4
	10
	0.6830
	6.83
	6
	0.6830
	4.10
	25
	0.6830
	17.075

	5
	8
	0.6209
	4.97
	6
	0.6209
	3.73
	15
	0.6209
	9.314



NPV Summary
	Project
	NPV (£)

	Project 1
	+1.30

	Project 2
	–7.30

	Project 3
	+4.23




Profitability Index (PI) 

	Years
	CF (P1)
	DR 10%
	DCF (P1)
	CF (P2)
	DR 10%
	DCF (P2)
	CF (P3)
	DR 10%
	DCF (P3)

	0
	40
	1.0000
	40.00
	30
	1.0000
	30.00
	50
	1.0000
	50.00

	1
	10
	0.9091
	9.10
	6
	0.9091
	5.45
	5
	0.9091
	4.54545

	2
	12
	0.8264
	9.92
	6
	0.8264
	4.96
	10
	0.8264
	8.26446

	3
	14
	0.7513
	10.52
	6
	0.7513
	4.51
	20
	0.7513
	15.02630

	4
	10
	0.6830
	6.83
	6
	0.6830
	4.10
	25
	0.6830
	17.07530

	5
	8
	0.6209
	4.97
	6
	0.6209
	3.73
	15
	0.6209
	9.31382

	PI
	
	
	1.03
	
	
	0.76
	
	
	1.08










IRR Table

	Years
	Project 1
	Project 2
	Project 3

	0
	-40
	-30
	-50

	1
	10
	6
	5

	2
	12
	6
	10

	3
	14
	6
	20

	4
	10
	6
	25

	5
	8
	6
	15

	IRR
	11%
	0%
	13%
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