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Introduction:
The company’s financial performance from 2020–2024 shows a sharp decline in profitability and overall financial health. Net sales dropped from 614,680 million in 2020 to 394,879 million in 2024, while cost of sales also fell, but not enough to prevent significant margin compression. Operating income turned negative from 2023 onward, with a 15,297 million operating loss in 2024, mainly due to elevated operating expenses and large impairment charges. Consequently, net income declined drastically from a 38,572 million profit in 2020 to a 24,029 million loss in 2024, reflecting deep operational and structural challenges.
Despite losses, the firm maintained positive operating cash flows (14,822 m in 2024) through working capital adjustments and non-cash charges, though financing cash flows were negative due to debt repayments. Liquidity weakened as cash fell from 57,153 m in 2020 to 26,783 m in 2024. Overall, the company faces declining sales, asset contraction, and sustained losses, indicating urgent need for restructuring or strategic turnaround.
Financial ratio analysis is a key tool used to assess the performance, efficiency, and financial health of a business. Ratios convert raw financial data into meaningful relationships that help compare performance across periods or with other firms. The main categories of ratios include profitability, liquidity, efficiency, gearing (leverage), investment, and cash flow ratios. Below are their detailed definitions.
The company’s financial statements from 2020 to 2024 indicate a period of severe financial deterioration. Using key profitability, liquidity, efficiency, gearing, investment, and cash flow ratios, we can evaluate its performance and financial stability.
Topic : 1 Finance Health Check

1. Profitability  Ratio : 

a) Gross Profit Margin = Gross Profit/Revenue*100

	Year
	Gross Profit 

	2020
	28.67%

	2021
	28.76%

	2022
	28.06%

	2023
	23.20%

	2024
	28.87%



Interpretation : From 2020 to 2022, gross profit stayed steady at about 28%; however, it fell sharply in 2023 before making a strong comeback in 2024. With better cost control and profitability in 2024, the dramatic decline in 2023 .


b) Net Profit Margin=Net Profit/Revenue*100

	Year
	Net  Profit 

	2020
	6.26%

	2021
	0.88%

	2022
	0.07%

	2023
	(23.4)%

	2024
	(6.1)%



Interpretation : From a positive 6.26% in 2020 to significant losses by 2023, net profit fell precipitously, suggesting either growing costs or significant operational or financial problems. Even though 2024's loss is less than 2023's, profitability is still negative, indicating that the business hasn't fully recovered.
c) Return on Asset=Net Profit/Total Asset*100

	Year
	Return on Asset 

	2020
	7.55%

	2021
	1.04%

	2022
	0.08%

	2023
	(27.60)%

	2024
	(7.43)%



Interpretation :  Assets were no longer producing enough returns, as evidenced by the sharp decline in return on assets from a robust 7.55% in 2020 to deeply negative levels by 2023. Despite a minor improvement in the loss in 2024, ROA is still negative, suggesting that asset utilization is still inefficient.
d) Return on Equity 

	Year
	Return on Equity  

	2020
	12.31%

	2021
	1.92%

	2022
	0.15%

	2023
	(0.55)%

	2024
	(15.7)%



Interpretation : From a robust 12.31% in 2020 to almost zero by 2022–2023, return on equity fell precipitously, suggesting declining returns to shareholders. In 2024, it became significantly negative, indicating large losses and a decline in shareholder value.

2. Liquidity Ratio :

a) Current Ratio =Current Asset/Current Liabilities 

	Year
	Current Ratio

	2020
	1.82%

	2021
	1.56%

	2022
	1.54%

	2023
	1.61%

	2024
	1.53%



Interpretation : From 2020 to 2024, the current ratio steadily decreased, suggesting a gradual deterioration in short-term liquidity. Nonetheless, it consistently remained above 1.5, indicating that the business is still able to fulfill its immediate obligations.
b) Quick Ratio=Current Asset-Inventory/Curret Liabilities 

	Year
	Quick  Ratio

	2020
	1.15%

	2021
	0.93%

	2022
	0.89%

	2023
	1.06%

	2024
	1.03%



Interpretation : Between 2021 and 2022, the quick ratio fell below 1, indicating a reduced capacity to meet short-term obligations with liquid assets. It showed a slight improvement in short-term liquidity in 2023 and stayed slightly above 1 in 2024.
3. Efficiency Ratio :

a) Inventory Turnover=Cost of Sale/Avearge Inventory 

	Year
	Inventory Turnover 

	2020
	(3.64)%

	2021
	(3.19)%

	2022
	(9.72)%

	2023
	(3.66)%

	2024
	(3.54)%



Interpretation : All years had negative inventory turnover, which suggests that inventory is moving slowly or less frequently.  With only a minor improvement in the ensuing years, the steep decline in 2022 points to exceptionally poor sales or excess inventory.
b) Trade Receivables Days=Trade Receivables/Credit Sales*365

	Year
	Trade Receivables Days

	2020
	76 days 

	2021
	78 days

	2022
	76 days

	2023
	98 days 

	2024
	106 days 



Interpretation : Up until 2022, trade receivable days remained steady at 76–78 days, demonstrating regular collection procedures.  They increased dramatically to 98 days in 2023 and 106 days in 2024, indicating a rise in credit risk and slower customer payments.
c) Trade Payables Days=Trade Payables/Credit Purchase*365

	Year
	Trade Payables Days

	2020
	(69) days 

	2021
	(79)days

	2022
	(67)days

	2023
	(64) days 

	2024
	(94) days 



Interpretation : Trade payable days varied over time but increased to 94 days in 2024, a sign that the business is taking longer to pay its suppliers.  This increase points to more reliance on supplier credit and tighter cash flow conditions.
d) Asset Turnover=Revenue/Total Asset

	Year
	Asset Turnover 

	2020
	1.20

	2021
	1.18

	2022
	1.07

	2023
	1.18

	2024
	1.22



Interpretation : Between 2020 and 2022, asset turnover decreased, indicating a decrease in the effectiveness of using assets to generate income.  It showed better asset utilization in 2023 and peaked in 2024.

4) Gearing Ratio (LeverageRatio) 
                a) Gearing Ratio=Lonf term debt/Equity*100
	Year
	Gearing Ratio 

	2020
	62.88%

	2021
	84.94%

	2022
	87.84%

	2023
	98.90%

	2024
	111.20%



Interpretation :  From 2020 to 2024, the gearing ratio increased gradually, indicating a growing reliance on debt financing.  It exceeded 100% by 2024, signifying a highly leveraged position and increased financial 
b) Risk.Interest Cover=Operating Profit/Interest Expense 

	Year
	Interest Cover 

	2020
	(26.21)

	2021
	(41.09)

	2022
	(6.61)

	2023
	19.69

	2024
	4.55



Interpretation : A significant drop in investor returns was indicated by the investment ratio's sharp decline from 2.78 in 2020 to almost zero by 2022.  Due to continuing losses and low investment appeal, it went negative in 2023 and stayed negative in 2024.
5 Investment Ratio :
a) Earning Per Share=Profit after tax/Number of shares 

	Year
	EPS

	2020
	2.78

	2021
	0.39

	2022
	0.03

	2023
	(7.64)

	2024
	(1.85)



Interpretation : A significant drop in investor returns was indicated by the EPS sharp decline from 2.78 in 2020 to almost zero by 2022.  Due to continuing losses and low investment appeal, it went negative in 2023 and stayed negative in 2024. 
6 Cash Flow Ratio 
a) Operating Cash Flow Ratio=Operatinf cash flow ratio/Current liabilities 

	Year
	Operating Cashflow Ratio

	2020
	0.41

	2021
	0.18

	2022
	0.05

	2023
	0.16

	2024
	0.09



Interpretation : Between 2020 and 2022, the operating cash flow ratio gradually decreased, indicating a deteriorating capacity to pay short-term obligations with operating cash.  It declined once more in 2024 despite a minor improvement in 2023, indicating ongoing pressure on cash-flow strength.
b) Cash flow to debt=Operating cash flow/Total Debt 

	Year
	 Cashflow to Debt 

	2020
	3.67

	2021
	0.72

	2022
	0.12

	2023
	0.46

	2024
	0.40



Interpretation : The cash flow to debt ratio fell rapidly from 3.67 in 2020 to extremely low levels by 2022, indicating a diminished capacity to pay off debt with operating cash.  The levels are still low and indicate continued debt-servicing pressure, despite a minor improvement in 2023 and stability in 2024.

c) Free Cash flow=Operating cash flow-Capital Expenditure

	Year
	Free cash flow 

	2020
	56,530

	2021
	27,679

	2022
	3080

	2023
	17074

	2024
	10250



Overall, the firm exhibits high default and restructuring risk, requiring immediate cost reduction, capital restructuring, and a strategic shift toward profitability restoration.

2.  Trend, Strengths, and Threats Analysis (2020–2024)
The company's profitability and overall financial health clearly declined between 2020 and 2024. From 614,680 million in 2020 to 394,879 million in 2024, net sales fell precipitously, which could be attributed to declining demand, pressure from competitors, or a loss of market share. Gross profit fell from 176,256 million in 2020 to 113,994 million in 2024 as a result of the cost of sales declining proportionately but not enough to sustain margins. The notable increase in operating expenses, especially in 2023, which caused operating income to turn negative over the previous two years, is more worrisome. This points to potential restructuring expenses, operational inefficiencies, and asset impairments.
The balance sheet trend shows that total assets decreased from 510,290 million in 2020 to 323,354 million in 2024, primarily as a result of declining cash reserves, asset sales, and decreased property, plant, and equipment. A sharp decline in shareholders' equity from 313,301 million to 153,105 million has been brought about by the comparatively stable total liabilities, underscoring the company's diminishing net worth and possible solvency risk.
However, the company's strong working capital, lower short-term borrowing, and positive operating cash flow (14,822 million in 2024) are its strong points. 
Constant net losses, high asset impairment, falling sales, and diminishing equity are major risks that decrease investor confidence. The business faces possible financial difficulties and an immediate need for strategic restructuring to regain growth and stability unless profitability increases and cost structures are optimized.





3 Corporate Failure Prediction Models (Eg: Altman Z-score model) :
Z = 1.2X_1 + 1.4X_2 + 3.3X_3 + 0.6X_4 + 1.0X_5
Where:
· X₁ = Working Capital / Total Assets
· X₂ = Retained Earnings / Total Assets
· X₃ = EBIT / Total Assets
· X₄ = Market Value of Equity / Total Liabilities
· X₅ = Sales / Total Asset
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.
Financial instability is indicated by a Z-score below 1.81, the "grey zone" is suggested by a Z-score between 1.81 and 2.99, and safety is indicated by a Z-score above 2.99. With a Z = 2.36, the company is in the gray area, suggesting a high risk of bankruptcy. If profitability and cash flow don't improve quickly, the company will have severe solvency issues due to ongoing losses, diminishing assets, and diminishing equity.

Topic 2 Working Capital Management Analysis :
 1 Assessment of the Cash Operating Cycle (COC)
1.  Inventory Levels: From 120,430 million in 2020 to 79,355 million in 2024, inventories dropped, indicating attempts to reduce production or simplify stock management. However, inventory reached a peak of 140,181 million in 2022, probably as a result of overproduction or decreased demand. 
2.  Accounts Receivable: Over the course of the five years, accounts receivable averaged about $120,000 million. Although stagnant sales and lower turnover suggest that receivables may be taking longer to turn into cash, this suggests consistent credit policies. To increase liquidity, the business might need to step up its credit collection efforts.
3. Accounts Payable:Payables decreased from 83,229 million in 2020 to 72,031 million in 2024, a sign of faster supplier payments. Although this strengthens relations with suppliers, it may shorten the payables period and lower the available cash buffer, negatively extending the cash operating cycle.

2 Strategies to Improve Liquidity through Working Capital Reforms: 
Liquidity is essential for maintaining short-term solvency and ensuring that a company can meet its obligations as they fall due. Based on the financial statements from 2020 to 2024, the company’s liquidity has weakened current assets declined from £326,843 million in 2020 to £242,494 million in 2024, while current liabilities remained high at £158,291 million. Although the firm continues to generate positive operating cash flows, the erosion of cash reserves and slower receivable turnover indicate an urgent need for working capital reforms
1. Tighten Credit Policies and Improve Receivable Collections:Delays in customer payments are indicated by the company's consistently high accounts receivable. Cash inflows could be accelerated by implementing stronger credit terms, conducting more thorough credit checks, and providing early payment discounts. Automated invoicing and more efficient follow-up systems would also shorten the time it takes to collect accounts receivable and increase the effectiveness of cash conversion.
2. Optimize Inventory Management: Although inventories have decreased since 2022, more optimization is required to free up cash. To cut excess inventory and lower holding costs, the company can implement just-in-time (JIT) inventory systems, enhance supply chain coordination, and improve demand forecasting. Reduced inventory levels free up liquidity for other operations and shorten the operating cycle.
3. Extend Payables Strategically: The business could agree on longer payment terms with important vendors to save money without damaging relationships, even though paying suppliers on time preserves goodwill. By keeping money available for urgent operational requirements, stretching payables slightly increases liquidity.
4. Improve Cash Flow Forecasting and Management: By anticipating liquidity shortages and optimizing the timing of cash inflows and outflows, a rolling cash flow forecast system can help. 
5. Streamline Operating Expenses:Reducing unnecessary administrative and operating costs would strengthen free cash flow. Efficiency initiatives such as digitalization, process automation, and supplier consolidation can generate savings and bolster liquidity.

3 Comparison of Short-Term vs Long-Term Financing Options
Making financing decisions is essential to controlling a company's capital structure, liquidity, and solvency. The company uses both short-term and long-term financing, such as credit lines, accounts payable, and lease obligations, according to the financial data supplied. To maximize financial flexibility and reduce risk, it is crucial to understand the traits, benefits, and restrictions of each type.
Funds borrowed or raised for less than a year are referred to as short-term financing, and they are mostly used to cover urgent working capital and operational needs. Bank overdrafts, trade credit, commercial papers, and short-term loans are typical examples. The company's primary sources of short-term funding are accounts payable (72,031 million) and lines of credit (36,960 million in 2024).
Lower interest rates, more flexibility, and quicker access to funds are all benefits of short-term financing. It supports cash flow fluctuations and helps manage daily liquidity pressures without committing the business to long-term obligations. However, because of its frequent renewals, exposure to fluctuating interest rates, and dependence on credit availability, short-term financing involves greater risk
In contrast, long-term financing involves borrowing or investing money for a period longer than a year, and it is frequently utilized for debt restructuring, business expansion, or capital expenditures. Bonds, long-term loans, and lease commitments are examples of sources. This category is best illustrated by the company's long-term operating lease obligations (9,232 million in 2024).
In summary, long-term financing is consistent with stability and strategic investments, whereas short-term financing meets operational liquidity requirements. The company can minimize risk, lower financing costs, and improve its long-term financial sustainability by using a balanced mix that ensures solvency through long-term funding and maintains liquidity through short-term credit.


Topic 3 Strategic Financial Restructuring Plan

1. Strategic Financial Challenges Identified
A. Profitability Deterioration: While operating expenses increased in 2023 and continued to be high in relation to gross profit, the company's net sales have decreased by almost 150 million since 2022. Structural inefficiencies and possibly waning market competitiveness are indicated by the margin compression and ensuing operating losses.
B. Balance Sheet Compression: Reductions in cash, inventories, capital expenditures, and intangible assets after impairment caused total assets to drop from 510 million in 2021 to 323 million in 2024. Solvency and investor security were compromised as shareholder equity dropped from 313 million in 2020 to 153 million in 2024.
C. Liquidity and Debt Pressures: Between 2022 and 2024, cash holdings fell by half, from 66.7 million to 26.8 million. The business still heavily depends on credit lines; in 2024 alone, it borrowed 102 million and repaid 120 million, indicating refinancing risk and constraints liquidity.
2. Recommended Financial Restructuring Options
A. Strategic Divestitures:
Debt structure
· Asset sale proceeds used to reduce reliance on short-term lines of credit could stabilize refinancing risk and improve credit ratings.
· Lower leverage enhances borrowing capacity for future strategic initiatives.
Risks
· Potential loss of revenue contribution from divested units.
· Market conditions may depress asset sale valuations.
Recommendation: Prioritize divestiture of non-core, low-margin international operations or capital-intensive units with declining profitability.
2 Merger or Strategic Partnership:
Shareholder value
· Potential unlocking of synergies could lift EBIT margins significantly.
· Shareholder value may be diluted if equity is issued to facilitate the merger, but value accretion likely in the medium term.
Debt structure
· A merger may enable refinancing based on combined financial strength.
· Synergy savings may increase cash flows, allowing reduction of credit-line dependence.
Risks
· Overvaluation and integration costs may offset expected synergies.
· Regulatory scrutiny, especially in international markets.
Recommendation: Pursue mergers or partnerships targeting digital technologies, supply chain optimization, or product expansion—focusing on entities with strong balance sheets.
3 Targeted Equity Injection :
Shareholder value
· Short-term dilution is likely but outweighed by long-term benefits if capital is deployed productively.
· Improved solvency may stabilize share price.
Debt structure
· Proceeds allocated to repay lines of credit would lower financial risk and interest burden.
· Enhanced equity base supports future borrowing needs at more favorable terms.
Risks
· Market conditions may undervalue new issuance.
· Investor appetite may be limited given recent losses.
Recommendation: Conduct a mixed approach—rights issue for existing shareholders combined with strategic investor involvement to signal market confidence.
3. Integrated Restructuring Approach (Recommended)
1. Immediate liquidity relief through selective divestitures of non-core operations.
2. Capital and capability enhancement through a strategic partnership or merger.
3. Balance sheet strengthening via a targeted equity issuance once investor confidence begins recovering.
This phased approach maximizes shareholder value while minimizing risk.
4. Impact Assessment
Shareholder Value
· Short-term volatility expected due to restructuring announcements, especially divestitures and equity issuance.
· Long-term uplift driven by stronger margins, lower leverage, and renewed competitiveness.
· Improved governance and transparency around restructuring decisions will enhance investor trust.
Debt Structure
· The restructuring will gradually shift debt from short-term/working-capital-based credit lines to a more balanced mix, reducing refinancing and interest-rate risks.
· Improved creditworthiness post-restructuring may lower cost of capital.
5. International and Ethical Considerations
1 Taxation
· Divestitures across borders require careful tax planning to avoid large capital gains liabilities or loss of tax benefits from past impairments.
· Merger structures must ensure compliance with transfer pricing regulations and anti-avoidance rules.
· Equity issuance to foreign investors may trigger withholding tax implications on future dividends.
2 Currency Risk
· The company’s wide global footprint increases exposure to FX volatility.
· A restructuring plan should incorporate
3 Inflation & Interest Rate Environment
· High inflation globally erodes purchasing power, impacts cost of sales, and compresses margins.
· Central bank tightening elevates financing costs, making deleveraging a priority.
· Operational efficiencies and supply-chain re-engineering should offset inflationary pressures.
4 Corporate Social Responsibility (CSR)
Any restructuring must align with ethical and CSR standards:
· Protecting workforce welfare during divestitures or mergers.
· Transparent communication with employees, investors, and regulators.
· Strategic decisions must consider environmental impact, especially if divestitures involve energy-intensive operations.
· Strengthening CSR commitments enhances brand reputation and long-term value.
5. Conclusion
The business is in a state of financial crisis.  The balance sheet and earnings have been weakened by years of decreasing sales, rising operating costs, impairments, and strained liquidity.  However, substantial retained earnings (even after losses) and robust operating cash flows show underlying business resilience.  Restoring financial strength, increasing shareholder value, and rebuilding long-term operational flexibility can all be achieved through a strategic financial restructuring that is based on targeted divestitures, carefully chosen mergers or partnerships, and a timely equity an injection. The restructuring will be sustainable and responsible if international, tax, inflationary, and CSR factors are taken into account.




















Topic 4 Investment Appraisal and Capital Budgeting


1 PBP(Pay Back Period) 
Project A 
	Year
	Cash Flow (£)
	Cumulative Cash Flow in millions 
	Outstanding Investment in millions 

	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 (Approx 4 years 5 months)
Project B 
	Year
	Cash Flow (£)
	Cumulative Cash Flow in millions 
	Outstanding Investment in millions

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

	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 (Approx 4 years 7 months)
[bookmark: _Toc214799427]2. Accounting Rate of Return (ARR)
ARR = Average annual accounting profit ÷ Initial investment. 
Assume cash inflows ≈ accounting profit before depreciation. 
Depreciation = Initial ÷ 5.
	Project
	Average Inflows in millions 
	Depreciation (in millions/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%



[bookmark: _Toc214799428]3.Net Present Value (NPV)
Project A 
	Years
	Cash Flows
	Discount @ 10%
	Present Value 

	0
	(40)
	1
	(40)

	1
	10
	0.9091
	9.10

	2
	12
	0.8264
	9.92

	3
	14
	0.7513
	10.52

	4
	10
	0.6830
	6.83

	5
	8
	0.6209
	4.97

	Total
	
	
	41.306

	NPV
	
	
	1.306



Project A is accepted 


Project B 
	Years
	Cash Flows
	Discount @ 10%
	Present Value 

	0
	(30)
	1
	(30)

	1
	6
	0.9091
	5.454

	2
	6
	0.8264
	4.956

	3
	6
	0.7513
	4.506

	4
	6
	0.6830
	4.098

	5
	6
	0.6209
	3.726

	Total
	
	
	22.74

	NPV
	
	
	(7.26)



Project B is not accepted
Project C 
	Years
	Cash Flows
	Discount @ 10%
	Present Value 

	0
	(50)
	1
	(50)

	1
	5
	0.9091
	4.545

	2
	10
	0.8264
	8.26

	3
	20
	0.7513
	15.02

	4
	25
	0.6830
	17.08

	5
	15
	0.6209
	9.315

	Total
	
	
	54.23

	NPV
	
	
	4.23



Project C is accepted 
[bookmark: _Toc214799429]4. Profitability Index (PI)
PI = PV inflows ÷ Initial investment (Brealey et al., 2020).
	Years
	Cash Flows
	Discount @ 10%
	PI (PV÷Investment)

	0
	(40)
	1
	(40)

	1
	10
	0.9091
	9.10

	2
	12
	0.8264
	9.92

	3
	14
	0.7513
	10.52

	4
	10
	0.6830
	6.83

	5
	8
	0.6209
	4.97

	Total 
	
	
	41.306

	PI 
	
	
	1.04




Project B 
	Years
	Cash Flows
	Discount @ 10%
	PI (PV÷Investment)

	0
	(30)
	1
	(30)

	1
	6
	0.9091
	5.454

	2
	6
	0.8264
	4.956

	3
	6
	0.7513
	4.506

	4
	6
	0.6830
	4.098

	5
	6
	0.6209
	3.726

	Total 
	
	
	22.74

	PI 
	
	
	0.76






Project C 
	Years
	Cash Flows
	Discount @ 10%
	PI (PV÷Investment)

	0
	(50)
	1
	(50)

	1
	5
	0.9091
	4.545

	2
	10
	0.8264
	8.26

	3
	20
	0.7513
	15.02

	4
	25
	0.6830
	17.08

	5
	15
	0.6209
	9.315

	Total 
	
	
	54.23

	PI 
	
	
	1.08



[bookmark: _Toc214799430]5. Internal Rate of Return (IRR)
IRR = Discount rate where NPV = 0
IRR= ra+NPVa/NPVa-NPVb*(rb-ra)
Where, ra= lower discount rate
             rb= higher discount rate 
             NPV a= lower
             NPV b= higher

	Years
	Project A
	Project B
	Project C

	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%



[bookmark: _Toc214799431]6. Capital Rationing Decision
Budget = 60millions
· 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
1 Liquidity consideration : 
Project C requires 50 million, which is within the 60m budget and leaves a 10m liquidity buffer.
Project A requires 40 million but leaves 20m idle that cannot be redeployed into another positive-NPV project (B is loss‐making and must be rejected).
Project B is not viable because of negative NPV and zero ARR.
2 Project Risk Charateristics : 
a Cash flow votality 
Although Project C has more variation in cash flows across the five years compared to the constant cash flows of Project B, the variation is not excessive and reflects a normal return profile for higher-value projects.
b Risk Return Balance : 
Project C provides the highest return (NPV & IRR) with acceptable risk
Project A provides lower return for similar payback,
Project B is financially unattractive and fails every key metric.
3 Strategic fit under capital rationing :
Project A (40m) =lower NPV and returns, underutilizes capital.
Project C (50m) =highest NPV, highest efficiency (PI), best return profile.

Project C is the recommended investment because:
· It produces the highest NPV, highest ARR, highest IRR, and highest Profitability Index.
· It uses available capital more efficiently than Project A.
· It offers strong returns without exposing the company to excessive cash flow risk.
· It leaves sufficient liquidity (10m) to support operational stability.
Therefore, Project C aligns best with the company’s profitability goals, liquidity requirements, and risk tolerance.
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Topic 5 Appendices:

	Profitability Ratio
	2020
	2021
	2022
	2023
	2024

	Gross Profit Margin
	28.67%
	28.76%
	28.06%
	23.20%
	28.87%

	Net Profit Margin
	(6.26)%
	(0.88)%
	(0.07)%
	(23.4)%
	(6.1)%

	Return on Assest 

	7.55%
	1.04%
	0.88%
	(27.60)%
	(7.43)%

	Return on Equity
	12.31%
	1.92%
	0.15%
	(0.55)%
	(15.7)%



	Liquidity
	2020
	2021
	2022
	2023
	2024

	Current Ratio
	1.82%
	1.56%
	1.54%
	1.61%
	1.53%

	Quick Ratio
	1.15
	0.93
	0.89
	1.06
	1.03



	Effecinecy Ratio
	20202
	2021
	2022
	2023
	2024

	Inventory Turnover
	(3.64)
	(3.19)
	(9.72)
	(3.66)
	(3.54)

	Trade Receivable
	76 days
	78 days
	76 days
	98 days
	106 days

	Trade Payables
	(69) days
	(79) days
	(67 days)
	(64) days
	(94) days

	Asset Turnover
	1.20
	1.18
	1.07
	1.18
	1.22



	Gearing Ratio
	2020
	2021
	2022
	2023
	2024

	Gearing Ratio
	62.88%
	84.94%
	87.84%
	98.90%
	111.20%

	Interest Cover 
	(26.21)%
	(41.09)%
	(6.61)%
	19.69%
	4.55%



	Cash Flow Ratio
	2020
	2021
	2022
	2023
	2024

	Operating Cash Flow
	0.41%
	0.18%
	0.05%
	0.16%
	0.09%

	Cash Flow to Debt
	3.67%
	0.72%
	0.12%
	0.46%
	0.40%

	Free Cash Flow
	56530
	27697
	3080
	17074
	10250




	Altman Z-score 
	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



	Cash Operating Cycle (CCO)
	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



 Pay Back Period Project A 
	Year
	Cash Flow (£)
	Cumulative Cash Flow in millions 
	Outstanding Investment in millions 

	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






Project B 
	Year
	Cash Flow (£)
	Cumulative Cash Flow in millions 
	Outstanding Investment in millions

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

	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



NPV 
	Year
	DF @ 10%
	Project A (in millions)
	Project B in (millions)
	Project C (in millions)

	0
	1.000
	(40)
	(30)
	(50)

	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

	Total
	
	41.31
	22.75
	54.23

	NPV
	
	1.31
	(7.25)
	4.23









PI 
	Years
	CF (P1)
	DR 10%
	DCF Project 1 
	CF Project 2
	DR 10%
	DCF Project 2
	CF Project 3
	DR 10%
	DCF Project 3 

	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
	Project
	IRR (%)
	Comparison to 10% Discount Rate

	A
	Approx 11%
	Slightly above 10%

	B
	Approx 3%
	Below 10%

	C
	Approx 13%
	Above 10%




Evaluation Table : 
	Project
	PBP
	NPV
	ARR
	PI
	IRR

	A
	2
	2
	2
	2
	2

	B
	3
	Reject
	0
	Rejected
	0

	C
	1
	1
	1
	1
	1















Conclusion:
The company's profitability, liquidity, and overall financial strength consistently declined between 2020 and 2024, according to the financial review.  Sustained losses and diminished shareholder equity have been caused by declining revenues, weaker margins, growing operating expenses, and frequent impairment charges.  The decrease in cash reserves, slower receivables collections, and greater reliance on short-term financing indicate growing liquidity challenges even though operating cash flows are still positive. Rising leverage has raised the company's exposure to solvency risk, and efficiency metrics and working-capital trends further demonstrate deteriorating operational performance.  The company is in the financial "grey zone" according to the Altman Z-score, which indicates a higher risk of distress if strategic action is not taken.  Despite these obstacles, the business continues to have positive free cash flow and chances to improve its financial positionBy increasing liquidity, lowering debt pressure, and bolstering operational focus, a targeted restructuring plan—focused on strategic alliances, phased equity injections, and selective divestitures—offers a practical route to recovery.  Since Project C offers the highest NPV, IRR, ARR, and profitability index and best aligns with long-term value creation, it is the most viable option from an investment standpoint under capital rationing.  In general, disciplined restructuring, increased cost effectiveness, and strategic investment in initiatives that promote sustainable growth will be necessary for the company's long-term stability.
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