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[bookmark: _Toc216658313]Introduction
General Electronics is a big electronics manufacturing firm with low product diversification, in which the firm manufactures consumer electronics, industrial equipment and components. In an effort to stay in a competitive advantage, the company has been carrying its business to other parts of the world still indulging into research and development. The recent financial analysis howeve,r indicates that it is being flustered in its areas like profitability, liquidity and operations efficiency. With the ever-increasing competition and the narrowing of its margins, General Electronics is stretching as it seeks to simplify its financial management and realign its business in such a manner that it will be in a position to guarantee sustainable growth. The financial status of the firm will also be analysed in this report by critically analysing the financial statement of the firm, financial ratios of profitability, liquidity and operation of the firm. The report will also include strategic recommendations which can be utilised in enhancing the company's liquidity, restructuring the financial and investment decisions to ensure the long-term effectiveness of the company.



[bookmark: _khvzvnxffvww][bookmark: _Toc216658314]Financial Health Check
[bookmark: _3h1hpzpl4dho][bookmark: _Toc216658315]Auditing Financial Statements of the firms.
The Income Statement, Balance Sheet and Cash Flow Statement will be the starting points when analysing the financial stability of the company under scrutiny. The trends of profitability of the company over the years are reflected in the Income Statement indicating the capability of the company to secure revenues and control the costs. The Balance sheet is a peep preview of the financial position of the firm since it gives an insight into the Assets and liabilities of the firm, as well as the equity of the firms. The purpose of using the Cash Flow Statement is to emphasise the liquidity position of the company in respect of its operating, investing activities, and financing activities, as it is determined that the company will pay its short term liabilities. Similar to what occurred in the case of the firm, the growing Revenue figures of the previous year’s show that the sales have been expanding exponentially. 

[bookmark: _i5tbb71nh1ja][bookmark: _Toc216658316]Perform Ratio Analysis
[bookmark: _24rcco3q9zhn][bookmark: _Toc216658317]Liquidity Ratios
[bookmark: _Toc216658318]Table 1 Liquidity Ratios.
	Year
	Current Ratio
	Quick Ratio
	Cash Ratio

	2024
	1.53
	1.03
	0.17

	2023
	1.60
	1.06
	0.27

	2022
	1.56
	0.92
	0.31

	2021
	1.56
	0.94
	0.28

	2020
	1.82
	1.15
	0.32



The current ratio indicates the validity of the company in terms of settling the current short-term debt using current assets at hand. Padlet: In 2020, the Current Ratio stood at 1.82, and it meant that the company has all the means to satisfy its liabilities using his assets. Nonetheless, it has decreased to 1.53 in 2024; this means that the liquidity has been constrained, and the company may encounter issues with its short-term liabilities payment. The Quick Ratio provides a stricter percentage of liquidity since the inventory is not counted in the Quick Ratio  (Michelon et al., 2020). The 2020 ratio is 1.15 which means that the company was in high liquidity position in the year 2020. This low ratio implies that the financial reserves of the company could not meet its short-term debts.

[bookmark: _rno1lso6s0mw][bookmark: _Toc216658319]Profitability Ratios
[bookmark: _Toc216658320]Table 2 Profitability Ratios
	Year
	Gross Profit Margin (%)
	Operating Profit Margin (%)
	Net Profit Margin (%)
	Return on Assets (ROA) (%)
	Return on Equity (ROE) (%)

	2024
	28.87%
	-3.88%
	-6.09%
	-7.43%
	-15.7%

	2023
	23.23%
	-20.29%
	-23.39%
	-27.63%
	-54.9%

	2022
	28.06%
	2.68%
	0.08%
	0.08%
	0.15%

	2021
	28.74%
	3.87%
	0.88%
	1.04%
	1.92%

	2020
	28.62%
	6.05%
	6.28%
	7.57%
	12.3%



The Gross Profit Margin is the measure of the profit-making capabilities of the firms in terms of the cost of goods sold. The good profitability of 28.62 in 2020 has not decreased in the other years in comparison to the ratio 28.62. This stability implies that the main business of the firm has been profitable, though the firm has to exert extra efforts to ensure that the expenses are managed such that the firm becomes profitable. The Operating Profit Margin selected to be 2024 is (-3.88) which is lower than the calculated figure of 6.05 in 2020. This implies that the operating cost of the business has been increasing at an astronomical rate over the years hence has not been making a profit from the core business up to the -6.09. 

[bookmark: _c5qu7wvp9786][bookmark: _Toc216658321]Leverage Ratios
[bookmark: _Toc216658322]Table 3 Leverage Ratios
	Year
	Debt-to-Equity Ratio
	Debt Ratio
	Interest Coverage Ratio

	2024
	1.11
	0.53
	-4.55

	2023
	0.99
	0.50
	-19.70

	2022
	0.88
	0.47
	6.62

	2021
	0.85
	0.46
	41.08

	2020
	0.63
	0.39
	26.18



The ratio indicates the degree of debt that is being used to fund the assets of the firms in comparison with equity. The Debt-to-Equity Ratio of 2020 is 0.63, which shows moderate utilisation of debt. It however, rose in 2024 to 1.11, implying that it is financing its operations more on debt. This could expose the company to the risk of finance should there be either a downturn or an upturn in the interest rate of the company's activities. Debt Ratio is the percentage of the company assets that has been financed by debt. It increased from 0.39 in 2020 to 0.53 in 2024. The increasing debt ratio indicates that the company is becoming more geared toward debts, compared with its increasing debt/financial risk, as well.

[bookmark: _agrb32mcry5d][bookmark: _Toc216658323]Efficiency Ratios
[bookmark: _Toc216658324]Table 4 Efficiency Ratios
	Year
	Inventory Turnover
	Accounts Receivable Turnover
	Accounts Payable Turnover
	Asset Turnover

	2024
	3.37
	3.48
	4.36
	1.22

	2023
	2.82
	3.74
	5.03
	1.18

	2022
	2.84
	4.51
	4.76
	1.08

	2021
	3.36
	4.65
	4.87
	1.18

	2020
	3.64
	4.75
	5.26
	1.20



The ratio will show the capability of the company as far as its inventory is concerned. The inventory Turnover ratio in 2020 stood at 3.64 and it is a good rate of inventory management. Its value, however, decreased to 3.37 in 2024 indicating that there was a minor decrease in the efficiency of the inventory management. The ratio indicates the efficiency of the effort in recording receivables in the company. It is evident that the Accounts Receivable Turnover in 2020 stood at 4.75 and it decreased to 3.48 in 2024 meaning that the company is now slow in ensuring that the amount due to the customers is paid.

[bookmark: _4ifd27mzyidk][bookmark: _Toc216658325]Operating Cash Flow
[bookmark: _Toc216658326]Table 5 Operating Cash Flow
	Year
	Operating Cash Flow Ratio
	Free Cash Flow (£m)

	2024
	0.09
	6,394

	2023
	0.16
	11,313

	2022
	0.05
	(9,659)

	2021
	0.19
	23,242

	2020
	0.41
	50,158



This ratio has a tendency that has been on the decline and has reached 0.09 in 2024 and 0.41 in 2020. This will imply that the working cash flow will not be in a position to meet its short-term obligations to the firm. The free cash flow also indicated a positive value in most of the years, and a considerable decrease in the year 2022 indicates that the company had an adverse cash flow as a result of the massive capital consumption (Maverick, 2024). The peak of the free cash flow took place in 2020 because the year had no major capital investments in comparison to other years. Operating cash flow has declined, as in most years since 2000, the free cash flow was positive, in 2022 company has fallen drastically and owing to the rise in capital expenditure amount.


[bookmark: _cmxon7t6y8ou][bookmark: _Toc216658327]Trends, Strengths and Threats For General Electronics
There has been a decline in the financial position of the company over the years. The Net Profit Margin and the Operating Profit Margin have significantly decreased, although both the Current Ratio and the Quick Ratio are on the decline, which indicates that there is a liquidity problem (Harris and Hampton, 2022). The emerging dependence of the companies on debt can be traced in the increase of the Debt-to-Equity Ratio and Debt Ratio, which indicate the increase of the financial leverage and the possible vulnerability. However, in spite of the troubles, the company is recording massive Gross Profit Margins and tolerable Sales-to-Total Assets ratios (Mme et al., 2023). These are the signs of an indicator respecting the fact that the basic operations would be profitable, and the firm is earning enough revenue in comparison with its assets (Maverick, 2024). The Inventory Turnover ratio and the Accounts Payable Turnover ratio of the company illustrate that the company has been able to manage the turns of its inventory and accounts payable. Besides that, the downward trend of its Return on Assets (ROA) and Return on Equity (ROE) ratios indicates a reduced efficiency of the business to receive returns on its assets and equity.

[bookmark: _vjojl9h45ca4][bookmark: _Toc216658328]Corporate Failure Prediction Models
[bookmark: _Toc216658329]Table 6 Corporate Failure Prediction Models
	Year
	Z-Score
	Zone

	2024
	2.23
	Grey Zone (Moderate Risk)

	2023
	2.06
	Grey Zone (Moderate Risk)

	2022
	3.19
	Safe Zone (Low Risk)

	2021
	3.10
	Safe Zone (Low Risk)

	2020
	3.60
	Safe Zone (Low Risk)



Altman Z-Score is an entire picture of the financial fitness of the company and its likely bankruptcy potential. The Z-score stands at 2.23, and this places the company in the grey zone, which is the average risk of bankruptcy (Madura, 2021). This rating itself is a pointer that the firm will undergo risks that will arise due to financial pain, particularly in the backdrop of declining Operating Cash Flow and profitability alongside rising debtors. The decline of the Z-score that stood at 3.60 in 2020 and currently it stands at 2.23 in 2024 is a testament to the undermining financial foundation of the company.  In addition, its liquidity issues, as calculated by the Current Ratio and Quick Ratio imply that it is likely to experience problems in relation to its short-term debts and such an aspect contributes to the financial weakness (Altman et al., 2017). Finally, one can also mention the Altman Z-Score and the financial ratios which show the tendency toward the growing risk percentage.



[bookmark: _6e559ymxq1ky][bookmark: _Toc216658330]Working Capital Management Analysis
[bookmark: _y57nzyj6sa1i][bookmark: _Toc216658331]Cash Operating Cycle Analysis
The Cash Operating Cycle (COC) is now higher than before and in the year 2020, the Cash Operating Cycle (COC) is significantly higher of 107.89 days and 115.06 days. This will be a slacking of the investment turnover of the company into cash in both inventory and receivables (Charupat and Sarkar, 2024). As Days Sales out outstanding is raised, the lack of efficiency in handling the inventory and collection of the payments of the customers is observed. The company however has increased Days Payables Outstanding (DPO) and an indication of this is that the firm is long in paying suppliers. 
[bookmark: _Toc216658332]Table 7 Cash Operating Cycle Analysis
	Year
	Inventory Days (Days)
	Account Receivable Days (Days)
	Accounts Payable Day (Days)
	COC (Days)

	2024
	103.12
	105.54
	93.60
	115.06

	2023
	99.67
	97.49
	64.44
	132.72

	2022
	130.51
	75.43
	66.65
	139.29

	2021
	114.53
	78.50
	78.80
	114.23

	2020
	100.05
	76.65
	68.81
	107.89




[bookmark: _9s9j7aa6zi1a][bookmark: _Toc216658333]Liquidity Improvement Recommendations.
The company needs to adopt the following strategies with the aim of optimizing the liquidity position of the company and facilitating the Cash Operating Cycle (COC):

[bookmark: _hi6zroek3yw5][bookmark: _Toc216658334]Enhance Inventory Control:
A few years ago, DIO (days outstanding) has risen with an indicator of a slow moving inventory. The company also requires thorough inventory analysis in order to prescribe the fast moving product and obsolete stock products (Glaum et al., 2018). The first option is the Just-in-Time (JIT) inventory system or the vendor-managed inventory (VMI) that will allow reducing the level of inventory, increasing the turnover rates, and enhancing the liquidity (Perez et al., 2021). 

[bookmark: _hzcyjtave50r][bookmark: _Toc216658335]Improved Movements in Receivables:
The Days Sales outstanding (DSO) has been uproaring enormously, and this has resulted in inefficiency connotation in the collection of the payments (Harris and Hampton, 2022). The company needs to be more aggressive in the collection which includes paying in advance to the customers at the lower discount or offer lesser credit terms to the customers. It should also think about restricting the credit policies by verifying the credit of the customers and pulling the customers according to their credit worthiness (Charupat and Sarkar, 2024). The collections can be fast-tracked through the use of automation of the invoicing and payment reminds with accounting software.

[bookmark: _sneq1hw2jh6n][bookmark: _Toc216658336]More preferable payment rate among Suppliers:
The second alternative that can be used in the further extension of Days Payables Outstanding (DPO) is the discussion between the company and suppliers with the idea of establishing the prolonged payment period (Iancu et al., 2017). Trough this, it will be able to retain the cash longer without necessarily reacting negatively to its supplier affiliations. Nevertheless, the company must not extend the terms of payments too far as it will result in the worsening of the relations and also to the fines and the lost discounts.

[bookmark: _zeuuuv7ch1v8][bookmark: _Toc216658337]Enhance Operating Cash Flow:
The company must endeavour to increase the operation with cash flows through decreasing operational costs, enhancing cost controls and increasing operational efficiency (Glaum et al., 2018). This can be achieved through reducing the amount of money spent on frivolous items and enhancing productivity, which will enable a good cash hoard.

[bookmark: _gd74qglutzn4][bookmark: _Toc216658338]Short-Term vs Long-Term Financing Options
Long and short-term finance pose a dilemma to the business in light of the necessity to finance their business in some way (Harris and Hampton, 2022). Both the financing options are good and bad and suit to different requirements and it is ultimately decided and selected according to the financial position of the company, its objectives and what it requires it to be. Short-term money is mainly invested in the short term needs, which entail the day-to-day running (Henager and Cude, 2016). This may take either the form of finance to take care of the day to day expenses, working capital or seasonal fluctuations. Some of the short-term sources of finance include lines of credit, trade credit, short term loans and overdrafts. 
[bookmark: _Toc216658339]Table 8 Short-Term vs Long-Term Financing Options.
	Aspect
	Short-Term Financing
	Long-Term Financing

	Purpose
	Meet immediate, operational needs (e.g., working capital, inventory)
	Fund long-term projects (e.g., expansion, acquisitions) (Mme et al., 2023).

	Examples
	Lines of credit, trade credit, short-term loans, overdrafts
	Bonds, equity financing, long-term loans, lease financing

	Repayment Period
	Short (usually less than a year)
	Long (typically 3-10 years or more)

	Interest Rates
	Generally lower compared to long-term loans
	Higher due to longer repayment periods (Charupat and Sarkar, 2024)

	Flexibility
	More flexible, quick access to funds
	Less flexible, commitment to long-term repayment

	Risk
	Frequent renewals may create debt pressure, increasing financial risk (Henager and Cude, 2016)
	Long-term commitment may limit financial flexibility

	Impact on Ownership
	No ownership dilution (Glaum et al., 2018)
	Potential for ownership dilution if using equity financing

	Best for
	Immediate liquidity needs, seasonal or short-term fluctuations
	Funding growth, capital-intensive projects, strategic investments



Such sources of funds too are also very flexible and they ensure that such funds are made available at the time when they are needed (Pendar et al., 2019). The enormous advantage of short term financing is that, loan will be provided on a short time and the interest rate will be lower as compared to those loans provided over time.  On the other hand, long-term financing is also a type of financing, which is expected to be used in bigger and more strategic investments like expansion, acquisition, or capital-intensive investment financing (Henager and Cude, 2016). Long-term sources of finance might be bonds, equity financing, long term loans and lease financing. The long-term financing is also characterised by the fact that the repayment will take much time and the business will have time and repay the debt. This leads to minimising the cash flow pressure in a real-time basis and aids in the establishment of large projects. 


[bookmark: _okz0odpxe0ot][bookmark: _Toc216658340]Strategic Financial Restructuring Plan
The companies affected by the lack of liquidity, low profitability, or inefficient inpatient work are the ones the financial restructuring plan is needed (Jerab and Mabrouk, 2023). Due to indicators of financial healthiness of the company, a thorough reorganisation exercise, which will guarantee short-term survival as well as long-term growth, is needed. Divestitures, mergers and equity injection are to be concentrated within the framework of this strategy in order to make the firm stronger in terms of financial capabilities and greater diversification in its operations (PwC, 2024).

[bookmark: _tkaovkwwgo5l][bookmark: _Toc216658341]Restructuring Alternatives with Financials.
[bookmark: _2at7x6v09ndr][bookmark: _Toc216658342]Divestiture:
The sale of non-core or otherwise non-performing units is termed as divestiture. The sale of the non-core business units shall enable the company to raise funds that can be invested in settling of the debts and attention in the core business competencies of the company (Dehghanfard and Moslemi, 2020). This will enable the company to streamline operations and reduce overhead costs and the likelihood of the underperforming units dragging the profitability down. The money obtained as such sales can be invested in other projects which have the potential to earn more profit or it can be utilised in paying debts of the companies. Secondly, the liquidity situation of the company would be ameliorated and the company would be able to concentrate on the more important strategic operations; this is because the assets would be sold. 

[bookmark: _xp5t0wp8g90c][bookmark: _Toc216658343]Merger:
This would go a long way in enhancing the position of the firm in case of a merger with a more financially strong firm. The merger would also give the company an opportunity to benefit from economies of scale, increased operational efficiencies and also customer base (Soundarya et al., 2018). The merger with a better competitor may also serve to achieve the new technologies, markets and better sources of finances. By merging with a firm whose presence in the market is larger, or a constant stream of income, the party to the merger may be in a position to mitigate the risk of fluctuating cash flow. Moreover, the new structure of the company can provide more finances of one sort or another, one of them being the utilisation of cheaper funds (PwC, 2024). Yet, the merging was associated with the following problems: the price of integration, the possible conflict of the cultures, the necessity to unify the organisational strategies.

[bookmark: _wuj9qol38wxq][bookmark: _Toc216658344]Equity Injection:
The debt settlement and balance sheet rebalancing needed by the firm can also be done by the investors or provision of the required capital by the firm through the financial means of the capital, which is, through the provision of private equity (Kochen, 2025). This may be achieved by exploring new frontiers or bringing on board a new investor capable of infusing capital in the company in terms of capital investment as opposed to holding of equity (Jerab and Mabrouk, 2023). The funds collected by this would be mainly allocated to either paying off the company debt or invest in the highly growing fields. The financial pressure can be relieved by equity injections to a significant level but the only disadvantage is that it will dilute the ownership of the current shareholders. The investors in the private equity may also wish to be involved in the decision-making process and may strive to raise the financial performance.

[bookmark: _4d7rhvjgt1r1][bookmark: _Toc216658345]Considering Impact on Shareholder Value, Debt Positioning and Operating Liquidity.
Shareholder value is directly connected to the possibility of the company making profits and the risk management. Acquisition of a more powerful organisation or capital injection would boost the investment confidence because the cash flow will be enhanced, the chances of the organisation going bankrupt will be minimal, and the share value will explode (Madura, 2021). One of the causes of concern is the long-term solvency due to the extremely high levels of debt. Divestiture will also allow the business to utilise the proceed to settle the debties, thereby an escalated debt to equity ratio. The equity injections would also assist in curbing the use of debt which will make the balance sheet stronger. The recurrence of the debts and non-core assets hinders the flexibility of running of the company. The merger would result in economies of scale, reduction of cost as well as capacity development (Kochen, 2025). There will also be maximum concentration on divestitures as funds and resources in the main affairs will be liberated, hence rendering operations more flexible.

[bookmark: _ilf97ipf5glq][bookmark: _Toc216658346]Balancing between the international and Ethical considerations.
Reorganisation of finances may also encourage the presence of foreign and moral issues, especially when the company is operating in more than one country. The reformation should take into account the tax strategies (Kovach et al., 2022). The capital gains taxes can be occasioned by either a merger or a divestiture or tax the sale of assets. The company should also consider hiring the services of tax advisors who will maximise the tax implications of each of the restructuring options. International taxation also needs to be considered in order to prevent its violation or negative impact.
[bookmark: _Toc216658347]Table 9 Balancing between the international and Ethical considerations.
	Consideration
	Impact and Strategy

	Taxation
	Evaluate tax implications across jurisdictions to optimise tax efficiency. Implement strategies to avoid tax evasion (Sani et al., 2024).

	Currency Risk
	Hedge against exchange rate fluctuations through forward contracts or other financial instruments to manage risk.

	Inflation
	Adjust pricing, contracts, and financial strategies to mitigate the impact of inflation on both costs and revenues (Dehghanfard and Moslemi, 2020).

	Corporate Social Responsibility
	Incorporate sustainable practices in sourcing, production, and employee treatment. Ensure ethical standards in business operations  (Kovach et al., 2022).

	Cultural Sensitivity
	Be aware of local customs, laws, and societal norms when operating in different countries. Ensure respect for diversity (Ferrell et al., 2019).



The company would also be at risk of being intimidated by a foreign firm's merger. In order to eliminate this exposure, the firm ought to hedge such risks or integrate foreign exchange management plans into its plans. The rates of inflation are applicable to the charges and income (Dehghanfard and Moslemi, 2020). A high rate of inflation among professionals may reduce the level of profitability and increase operational costs. In the reality of financial restructuring, the company needs to determine the impact of inflation on the financing possibilities that it has. Self-explanatory, the increase in the interest rates of long-term loans can be occasioned by inflation (Kovach et al., 2022). The business should also be sensitive to inflation risks when the company intends to reorganise the business using funds borrowed in foreign markets.

Ethical grounds should also be used in determining the recommended restructuring decisions (Ferrell et al., 2019). The practice of the principles of CSR must be factored in the process, especially in terms of sales of assets or merger with another company. The company would be forced to evaluate the effects of its activities on the social environment, such as on the workforce, community and the environment. Taking the case of the loss of jobs due to divestiture, it may influence the image of the company and they should do their best to make sure that the victims are treated fairly (Sani et al., 2024). Moreover, one will have to examine the transformations in the environmental footprint of the company, as well as to take the steps to reduce the adverse results.

The main theme of the Strategic Financial Restructuring Plan is the divestitures, amalgamation and reinforcement of resources with the perspective of cutting down the debt, enhancing the profitability and convenience of operations. Although such strategies might help salvage the financial position of the enterprise considerably, it is fair to state that, the global and moral issues must be taken into consideration in order to make sure that the restructuring effort is efficient and accountable.

[bookmark: _efzm6mrykv5][bookmark: _Toc216658348]Investment Appraisal and Capital Budgeting
[bookmark: _g3ui3xp1xpw1][bookmark: _Toc216658349]Analysis of Capital Budgeting
[bookmark: _fg10drxxhqvf][bookmark: _Toc216658350]Project A
The ARR of project A ARR stands at 27 which is high returns with the fact that it has invested £40m initially. This implies that the profitability of the project will be high during its life (Hayes, 2022). The calculated point that will be £1.194 million will reflect positive value of NPV and, therefore, the point will state that the project will potentially be more valuable than it will cost and, therefore, this point will reflect that the project will be a viable investment (Awodire et al., 2023). The Profitability Index (PI) of 1.0331 that indicated that, in case every GBP1 is injected into the project, the project will result in £1.0331 also explained this. Cash inflows vary with years, but, the project has exhibited good NPV, and ARR that reveal profitability of the project (Kengatharan, 2016). The volatility in the cash flows notwithstanding, the project may be beneficial to the capital rationing constraint of £60 million.

[bookmark: _r2ovzqwg3nrb][bookmark: _Toc216658351]Project B
Project B ARR is 20, which is quite low in comparison with project A and is able to indicate rather bleak future of profitability. Project negative NPV of -£5.576 million constitutes project B-B has raised a big alarm. The NPV turns out to be negative and this implies that the project will actually destroy and not create value and therefore the project is no more than a viable one (Veganzones and Severin, 2020). The profitability Index (PI) of 0.7581 is less than 1 and further indicates that, each £1 would be offset with less than £1 in regard to profit, the project would not be a good investment. Although the cash of inflows obtained by the project is gradually increasing of £6 million annual, the cash of inflows is not adequate to realize the initial investment consequently the negative NPV. Thus, the project should not be included in the decision through the investment basing on the capital rationing based on the negative financial factors (Shapiro and Hanouna, 2019).

[bookmark: _6ba7yc5j9wqa][bookmark: _Toc216658352]Project C
The ARR is maximum on Project C of 30; it is very high among the projects and hence the fact that there is good profitability in comparison to the initial more costly £50m outlay. The NPV of £3.520 million ensures that the project would make a pleasant investment in terms of high value creation during the project lifespan. The value of the positive NPV Innate value is that the inflows which this project delivers, in terms of money, exceed the value of the initial project cost which facilitates addition of value to the firm (Kengatharan, 2016). This is also indicated by the Profitability Index (PI) 1.0845 that shows that every £1 will be used to produce 1.0845 £1 which is bigger than the breakeven point (1) (Singh et al., 2017). It however is high ARR with positive NPV but has to be debentured with a £50m where it can be a particularly significant percentage of £60 million which lies within capital rationing. It is of high financial performance and profitability; however, this gives it preference in investing in the company.

[bookmark: _9l2qwi91z0zb][bookmark: _Toc216658353]Final Investment Recommendation
The proposed investment plan will involve financing Project C and Project A under capital rationing where £60M capital constraint will be used. The two projects are the economical one regarding ARR, NPV and PI. Project C proposes the most suitable ARR (30%), NPV (£3.520 million) and PI (1.0845) which has the greatest profitability and value-making. The initial capital (£50m) is huge and is not going to exceed the £60 million capital budget with the Project A.

Project A does not have as high ARR (27) and NPV (£1.194 million) as Project C, but it has positive NPV and PI of 1.0331, and thus it can be considered a worthwhile investment. The start-up (£40m) investment is also affordable to the budget and it is the complement to Project C investment. Project B on the other hand should not be included in the investment decision because of its negative NPV of -£5.576 million and PI of 0.7581. This implies that Project B would contemplate no value and would ruin the shareholder wealth, hence not appealing option in whichever financial context (Kenton, 2024). The overall investment advice is hence to invest in Project C and Project A with full £60 million to be used under capital rationing constraint. This will maximize the value creation in the company, positive NPV and strong profitability in the long term.

[bookmark: _8resdtpur3pi][bookmark: _Toc216658354]Justification of Recommendation with Financial Performance and Project Risk
The project risk characteristics should also be taken into consideration during the decision of the investment based on the financial performance of the companies (Hayes, 2022). The firm has experienced a deterioration in profit margins and returns ratios meaning that an improvement in profitability is vital. Project C has the greatest ARR (30) and NPV (£3.520 million), and therefore it would be the most appropriate to ameliorate the level of profitability. Project A, which has an ARR of 27%, B, has the positive NPV (£1.194 million), also has good returns considering the investment. Conversely, Project B that has negative NPV (-£5.576 million) and low ARR (20) will have a considerable impact on profitability and can be ruled out.

The liquidity ratios of the company  are becoming increasingly lower and smaller, which means that the management of cash flows is an issue (Kengatharan, 2016). As both Project C and Project A have positive net cash inflows in the next five years, they contribute towards the reduction of liquidity risk. B on the other hand, has low but continuous cash flows (£ million/year) which is not enough to fund its initial capital thus liquidity problems are experienced. The volatility of the cash flow of the projects is significant in the determination of risks. Project C exhibits more variable cash flows with peaks later in the years e.g. £25m in Years 4. Although this may lead to increased risk, it is accompanied by the greatest possible returns. Project A has more stable cash flows, which remain relatively low, and the ARR and the NPV are characterised by less risk profile in comparison with Project C (Shapiro and Hanouna, 2019). On the contrary, the inflows in Project B are constant which entails no upside opportunities, however, the negative NPV and low PI prevents good financial returns thus the financial risk is higher than others.

Since capital rationing restricts the funds that can be raised to £60 million, the selection of Project C and Project A is going to bring maximum gain to the company (Kenton, 2024). The present debt profile of the company needs a careful financial approach, and project investment with the larger value of NPV and ARR will decrease the chance of the debt burden and increase the financial ratios in general (Hayes, 2022). Project C and Project A are suggested because they would provide the best returns and serve the company financial objective best under capital rationing whereas the project B should be left out because it would not create any positive value to the company.



[bookmark: _90w58docara4][bookmark: _Toc216658355]Conclusion
General electronics is undergoing financial challenges and needs to streamline its situation so that it can leverage it to trend in a constantly evolving environment. Its financial performance has been explored with doubtful performance in decreasing profitability and liquidity as well as developing dependency on debt. The address and the recommended guidelines to be followed will involve how the cash operating cycle in the company can be managed and the working capital and include maximization of the inventory, enhancement of the receivables and negotiating a better payables collection. The liquidity problems can be sorted out by referring to short-term sources of financing compared with long-term sources of financing that will be preoccupied with maintaining growth and decrease in debt. The strategic reorganization in the form of either divestiture, merger or equity injection would not only relief the company financially but would also help the firm to maintain its line of operations. The help of the work on these essential spaces will allow General Electronics to recover its profitability, make its operations more maneuverable, and obtain the certain financial position in the long-term horizon.
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[bookmark: _Toc216658358]Profitability Ratios
	Metric
	2024
	2023
	2022
	2021
	2020

	Gross Profit (£m)
	113,994
	97,560
	152,292
	173,016
	176,256

	Net Sales (£m)
	394,879
	420,457
	542,751
	601,602
	614,680

	Gross Profit Margin (%)
	(113,994 / 394,879) * 100 = 28.87%
	(97,560 / 420,457) * 100 = 23.23%
	(152,292 / 542,751) * 100 = 28.06%
	(173,016 / 601,602) * 100 = 28.74%
	(176,256 / 614,680) * 100 = 28.62%



	Metric
	2024
	2023
	2022
	2021
	2020

	Operating Income (£m)
	-15,297
	-85,301
	14,548
	23,253
	37,267

	Net Sales (£m)
	394,879
	420,457
	542,751
	601,602
	614,680

	Operating Profit Margin (%)
	(-15,297 / 394,879) * 100 = -3.88%
	(-85,301 / 420,457) * 100 = -20.29%
	(14,548 / 542,751) * 100 = 2.68%
	(23,253 / 601,602) * 100 = 3.87%
	(37,267 / 614,680) * 100 = 6.05%



	Metric
	2024
	2023
	2022
	2021
	2020

	Net Income (£m)
	-24,029
	-98,238
	407
	5,301
	38,572

	Net Sales (£m)
	394,879
	420,457
	542,751
	601,602
	614,680

	Net Profit Margin (%)
	( -24,029 / 394,879 ) * 100 = -6.09%
	( -98,238 / 420,457 ) * 100 = -23.39%
	( 407 / 542,751 ) * 100 = 0.08%
	( 5,301 / 601,602 ) * 100 = 0.88%
	( 38,572 / 614,680 ) * 100 = 6.28%



	Metric
	2024
	2023
	2022
	2021
	2020

	Net Income (£m)
	-24,029
	-98,238
	407
	5,301
	38,572

	Total Assets (£m)
	323,354
	355,872
	504,163
	510,348
	510,290

	Return on Assets (%)
	( -24,029 / 323,354 ) * 100 = -7.43%
	( -98,238 / 355,872 ) * 100 = -27.63%
	( 407 / 504,163 ) * 100 = 0.08%
	( 5,301 / 510,348 ) * 100 = 1.04%
	( 38,572 / 510,290 ) * 100 = 7.57%



	Metric
	2024
	2023
	2022
	2021
	2020

	Net Income (£m)
	-24,029
	-98,238
	407
	5,301
	38,572

	Shareholders' Equity (£m)
	153,105
	178,920
	268,406
	275,949
	313,301

	Return on Equity (%)
	( -24,029 / 153,105 ) * 100 = -15.70%
	( -98,238 / 178,920 ) * 100 = -54.90%
	( 407 / 268,406 ) * 100 = 0.15%
	( 5,301 / 275,949 ) * 100 = 1.92%
	( 38,572 / 313,301 ) * 100 = 12.30%



[bookmark: _Toc216658359]Liquidity Ratios
	Metric
	2024
	2023
	2022
	2021
	2020

	Current Assets (£m)
	242,494
	258,851
	338,040
	337,146
	326,843

	Current Liabilities (£m)
	158,291
	161,148
	216,473
	216,787
	179,510

	Current Ratio
	(242,494 / 158,291) = 1.53
	(258,851 / 161,148) = 1.6
	(338,040 / 216,473) = 1.56
	(337,146 / 216,787) = 1.56
	(326,843 / 179,510) = 1.82



	Metric
	2024
	2023
	2022
	2021
	2020

	Current Assets (£m)
	242,494
	258,851
	338,040
	337,146
	326,843

	Inventories (£m)
	79,355
	88,273
	140,181
	134,469
	120,430

	Current Liabilities (£m)
	158,291
	161,148
	216,473
	216,787
	179,510

	Quick Ratio
	(242,494 - 79,355) / 158,291 = 1.03
	(258,851 - 88,273) / 161,148 = 1.06
	(338,040 - 140,181) / 216,473 = 0.92
	(337,146 - 134,469) / 216,787 = 0.94
	(326,843 - 120,430) / 179,510 = 1.15



[bookmark: _Toc216658360]Efficiency Ratios
	Metric
	2024
	2023
	2022
	2021
	2020

	Cost of Sales (£m)
	-280,885
	-322,897
	-390,459
	-428,586
	-438,424

	Average Inventory (£m)
	(79,355 + 88,273) / 2 = 83,314
	(88,273 + 140,181) / 2 = 114,227
	(140,181 + 134,469) / 2 = 137,325
	(134,469 + 120,430) / 2 = 127,450
	(120,430 + 120,430) / 2 = 120,430

	Inventory Turnover
	(-280,885 / 83,314) = 3.37
	(-322,897 / 114,227) = 2.82
	(-390,459 / 137,325) = 2.84
	(-428,586 / 127,450) = 3.36
	(-438,424 / 120,430) = 3.64



	Metric
	2024
	2023
	2022
	2021
	2020

	Net Sales (£m)
	394,879
	420,457
	542,751
	601,602
	614,680

	Average Accounts Receivable (£m)
	(114,182 + 112,596) / 2 = 113,389
	(112,596 + 112,346) / 2 = 112,471
	(112,346 + 129,215) / 2 = 120,280
	(129,215 + 129,433) / 2 = 129,324
	(129,433 + 129,433) / 2 = 129,433

	Accounts Receivable Turnover
	(394,879 / 113,389) = 3.48
	(420,457 / 112,471) = 3.74
	(542,751 / 120,280) = 4.51
	(601,602 / 129,324) = 4.65
	(614,680 / 129,433) = 4.75




	Metric
	2024
	2023
	2022
	2021
	2020

	Cost of Sales (£m)
	-280,885
	-322,897
	-390,459
	-428,586
	-438,424

	Average Accounts Payable (£m)
	(72,031 + 57,033) / 2 = 64,532
	(57,033 + 71,373) / 2 = 64,203
	(71,373 + 92,707) / 2 = 82,040
	(92,707 + 83,229) / 2 = 87,968
	(83,229 + 83,229) / 2 = 83,229

	Accounts Payable Turnover
	(-280,885 / 64,532) = 4.36
	(-322,897 / 64,203) = 5.03
	(-390,459 / 82,040) = 4.76
	(-428,586 / 87,968) = 4.87
	(-438,424 / 83,229) = 5.26



	Metric
	2024
	2023
	2022
	2021
	2020

	Net Sales (£m)
	394,879
	420,457
	542,751
	601,602
	614,680

	Total Assets (£m)
	323,354
	355,872
	504,163
	510,348
	510,290

	Asset Turnover
	(394,879 / 323,354) = 1.22
	(420,457 / 355,872) = 1.18
	(542,751 / 504,163) = 1.08
	(601,602 / 510,348) = 1.18
	(614,680 / 510,290) = 1.20



[bookmark: _Toc216658361]Leverage Ratios
	Metric
	2024
	2023
	2022
	2021
	2020

	Total Liabilities (£m)
	170,249
	176,952
	235,757
	234,399
	196,989

	Shareholders' Equity (£m)
	153,105
	178,920
	268,406
	275,949
	313,301

	Debt-to-Equity Ratio
	(170,249 / 153,105) = 1.11
	(176,952 / 178,920) = 0.99
	(235,757 / 268,406) = 0.88
	(234,399 / 275,949) = 0.85
	(196,989 / 313,301) = 0.63



	Metric
	2024
	2023
	2022
	2021
	2020

	Total Liabilities (£m)
	170,249
	176,952
	235,757
	234,399
	196,989

	Total Assets (£m)
	323,354
	355,872
	504,163
	510,348
	510,290

	Debt Ratio
	(170,249 / 323,354) = 0.53
	(176,952 / 355,872) = 0.50
	(235,757 / 504,163) = 0.47
	(234,399 / 510,348) = 0.46
	(196,989 / 510,290) = 0.39
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	Metric
	2024
	2023
	2022
	2021
	2020

	Operating Cash Flow (£m)
	14,822
	25,190
	10,926
	40,283
	73,392

	Current Liabilities (£m)
	158,291
	161,148
	216,473
	216,787
	179,510

	Operating Cash Flow Ratio
	(14,822 / 158,291) = 0.09
	(25,190 / 161,148) = 0.16
	(10,926 / 216,473) = 0.05
	(40,283 / 216,787) = 0.19
	(73,392 / 179,510) = 0.41
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Altman Z-Score Calculation for 2020
	Metric
	Formula
	Calculation
	Value

	X₁ Working Capital / Total Assets
	(Current Assets - Current Liabilities) ÷ Total Assets
	(326,843 - 179,510) ÷ 510,290 = 147,333 ÷ 510,290
	0.29

	X₂ Retained Earnings / Total Assets
	Shareholders' Equity ÷ Total Assets
	313,301 ÷ 510,290
	0.61

	X₃ EBIT / Total Assets
	Operating Income ÷ Total Assets
	37,267 ÷ 510,290
	0.07

	X₄ Market Value of Equity / Total Liabilities
	Shareholders' Equity ÷ Total Liabilities
	313,301 ÷ 196,989
	1.59

	X₅ Sales / Total Assets
	Net Sales ÷ Total Assets
	614,680 ÷ 510,290
	1.21

	Altman Z-Score
	(1.2 × X₁) + (1.4 × X₂) + (3.3 × X₃) + (0.6 × X₄) + (1.0 × X₅)
	(1.2 × 0.29) + (1.4 × 0.61) + (3.3 × 0.07) + (0.6 × 1.59) + (1.0 × 1.21)
	3.60



Altman Z-Score Calculation for 2021
	Metric
	Formula
	Calculation
	Value

	X₁ Working Capital / Total Assets
	(Current Assets - Current Liabilities) ÷ Total Assets
	(337,146 - 216,787) ÷ 510,348 = 120,359 ÷ 510,348
	0.24

	X₂ Retained Earnings / Total Assets
	Shareholders' Equity ÷ Total Assets
	275,949 ÷ 510,348
	0.54

	X₃ EBIT / Total Assets
	Operating Income ÷ Total Assets
	23,253 ÷ 510,348
	0.05

	X₄ Market Value of Equity / Total Liabilities
	Shareholders' Equity ÷ Total Liabilities
	275,949 ÷ 234,399
	1.18

	X₅ Sales / Total Assets
	Net Sales ÷ Total Assets
	601,602 ÷ 510,348
	1.18

	Altman Z-Score
	(1.2 × X₁) + (1.4 × X₂) + (3.3 × X₃) + (0.6 × X₄) + (1.0 × X₅)
	(1.2 × 0.24) + (1.4 × 0.54) + (3.3 × 0.05) + (0.6 × 1.18) + (1.0 × 1.18)
	3.10



Altman Z-Score Calculation for 2022
	Metric
	Formula
	Calculation
	Value

	X₁ Working Capital / Total Assets
	(Current Assets - Current Liabilities) ÷ Total Assets
	(338,040 - 216,473) ÷ 504,163 = 121,567 ÷ 504,163
	0.24

	X₂ Retained Earnings / Total Assets
	Shareholders' Equity ÷ Total Assets
	268,406 ÷ 504,163
	0.53

	X₃ EBIT / Total Assets
	Operating Income ÷ Total Assets
	14,548 ÷ 504,163
	0.03

	X₄ Market Value of Equity / Total Liabilities
	Shareholders' Equity ÷ Total Liabilities
	268,406 ÷ 235,757
	1.14

	X₅ Sales / Total Assets
	Net Sales ÷ Total Assets
	542,751 ÷ 504,163
	1.08

	Altman Z-Score
	(1.2 × X₁) + (1.4 × X₂) + (3.3 × X₃) + (0.6 × X₄) + (1.0 × X₅)
	(1.2 × 0.24) + (1.4 × 0.53) + (3.3 × 0.03) + (0.6 × 1.14) + (1.0 × 1.08)
	3.19



Altman Z-Score Calculation for 2023
	Metric
	Formula
	Calculation
	Value

	X₁ Working Capital / Total Assets
	(Current Assets - Current Liabilities) ÷ Total Assets
	(258,851 - 161,148) ÷ 355,872 = 97,703 ÷ 355,872
	0.27

	X₂ Retained Earnings / Total Assets
	Shareholders' Equity ÷ Total Assets
	178,920 ÷ 355,872
	0.50

	X₃ EBIT / Total Assets
	Operating Income ÷ Total Assets
	-85,301 ÷ 355,872
	-0.24

	X₄ Market Value of Equity / Total Liabilities
	Shareholders' Equity ÷ Total Liabilities
	178,920 ÷ 176,952
	1.01

	X₅ Sales / Total Assets
	Net Sales ÷ Total Assets
	420,457 ÷ 355,872
	1.18

	Altman Z-Score
	(1.2 × X₁) + (1.4 × X₂) + (3.3 × X₃) + (0.6 × X₄) + (1.0 × X₅)
	(1.2 × 0.27) + (1.4 × 0.50) + (3.3 × -0.24) + (0.6 × 1.01) + (1.0 × 1.18)
	2.06





Altman Z-Score Calculation for 2024
	Metric
	Formula
	Calculation
	Value

	X₁ Working Capital / Total Assets
	(Current Assets - Current Liabilities) ÷ Total Assets
	(242,494 - 158,291) ÷ 323,354 = 84,203 ÷ 323,354
	0.26

	X₂ Retained Earnings / Total Assets
	Shareholders' Equity ÷ Total Assets
	153,105 ÷ 323,354
	0.47

	X₃ EBIT / Total Assets
	Operating Income ÷ Total Assets
	-15,297 ÷ 323,354
	-0.05

	X₄ Market Value of Equity / Total Liabilities
	Shareholders' Equity ÷ Total Liabilities
	153,105 ÷ 170,249
	0.90

	X₅ Sales / Total Assets
	Net Sales ÷ Total Assets
	394,879 ÷ 323,354
	1.22

	Altman Z-Score
	(1.2 × X₁) + (1.4 × X₂) + (3.3 × X₃) + (0.6 × X₄) + (1.0 × X₅)
	(1.2 × 0.26) + (1.4 × 0.47) + (3.3 × -0.05) + (0.6 × 0.90) + (1.0 × 1.22)
	2.23
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[bookmark: _Toc216658365]Appendix 2.1 Days Inventory Outstanding (DIO)
	Inventory Days (DIO)
	2020
	2021
	2022
	2023
	2024

	Formula
	(Inventory / Cost of Sales) * 365
	(Inventory / Cost of Sales) * 365
	(Inventory / Cost of Sales) * 365
	(Inventory / Cost of Sales) * 365
	(Inventory / Cost of Sales) * 365

	Value on the Formula
	(120,430 / 438,424) * 365
	(134,469 / 428,586) * 365
	(140,181 / 390,459) * 365
	(88,273 / 322,897) * 365
	(79,355 / 280,885) * 365

	Result (Days)
	100.05
	114.53
	130.51
	99.67
	103.12



	[bookmark: _Hlk215440591]Account Receivable Days (DSO) (DSO)
	2020
	2021
	2022
	2023
	2024

	Formula
	(Accounts Receivable / Net Sales) * 365
	(Accounts Receivable / Net Sales) * 365
	(Accounts Receivable / Net Sales) * 365
	(Accounts Receivable / Net Sales) * 365
	(Accounts Receivable / Net Sales) * 365

	Value on the Formula
	(129,433 / 614,680) * 365
	(129,215 / 601,602) * 365
	(112,346 / 542,751) * 365
	(112,596 / 420,457) * 365
	(114,182 / 394,879) * 365

	Result (Days)
	76.65
	78.50
	75.43
	97.49
	105.54



	Accounts Payable Day (DPO)
	2020
	2021
	2022
	2023
	2024

	Formula
	(Accounts Payable / Cost of Sales) * 365
	(Accounts Payable / Cost of Sales) * 365
	(Accounts Payable / Cost of Sales) * 365
	(Accounts Payable / Cost of Sales) * 365
	(Accounts Payable / Cost of Sales) * 365

	Value on the Formula
	(83,229 / 438,424) * 365
	(92,707 / 428,586) * 365
	(71,373 / 390,459) * 365
	(57,033 / 322,897) * 365
	(72,031 / 280,885) * 365

	Result (Days)
	68.81
	78.80
	66.65
	64.44
	93.60



	Cash Operating Cycle (COC)
	2020
	2021
	2022
	2023
	2024

	Formula
	DIO + DSO - DPO
	DIO + DSO - DPO
	DIO + DSO - DPO
	DIO + DSO - DPO
	DIO + DSO - DPO

	Value on the Formula
	100.05 + 76.65 - 68.81
	114.53 + 78.50 - 78.80
	130.51 + 75.43 - 66.65
	99.67 + 97.49 - 64.44
	103.12 + 105.54 - 93.60

	Result (Days)
	107.89
	114.23
	139.29
	132.72
	115.06
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	Component
	Project A
	Project B
	Project C

	Initial Investment (£m)
	£40m
	£30m
	£50m

	Net Cash Inflows over 5 years (£m)
	£10m, £12m, £14m, £10m, £8m
	£6m, £6m, £6m, £6m, £6m
	£5m, £10m, £20m, £25m, £15m

	Total Cash Inflows (£m)
	£54m
	£30m
	£75m

	Depreciation (£m)
	£8m per year
	£6m per year
	£10m per year

	Total Depreciation (£m)
	£8m × 5 = £40m
	£6m × 5 = £30m
	£10m × 5 = £50m

	Average Annual Profit (£m)
	(Total Cash Inflows - Total Depreciation) ÷ 5
	(Total Cash Inflows - Total Depreciation) ÷ 5
	(Total Cash Inflows - Total Depreciation) ÷ 5

	Value on Formula (Average Annual Profit)
	(£54m - £40m) ÷ 5 = £2.8m
	(£30m - £30m) ÷ 5 = £0m
	(£75m - £50m) ÷ 5 = £5m

	ARR Formula
	(Average Annual Profit / Initial Investment) × 100
	(Average Annual Profit / Initial Investment) × 100
	(Average Annual Profit / Initial Investment) × 100

	ARR Calculation
	(£2.8m / £40m) × 100 = 7%
	(£0m / £30m) × 100 = 0%
	(£5m / £50m) × 100 = 10%

	ARR (%)
	7%
	0%
	10%
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	Component
	Project A
	Project B
	Project C

	Initial Investment (£m)
	£40m
	£30m
	£50m

	Year 1 Cash Inflows (£m)
	£10m
	£6m
	£5m

	Year 2 Cash Inflows (£m)
	£12m
	£6m
	£10m

	Year 3 Cash Inflows (£m)
	£14m
	£6m
	£20m

	Year 4 Cash Inflows (£m)
	£10m
	£6m
	£25m

	Year 5 Cash Inflows (£m)
	£8m
	£6m
	£15m

	Total Cash Inflows (£m)
	£54m
	£30m
	£75m

	Discount Rate
	10%
	10%
	10%

	Year 1 Discount Factor
	(1 / (1+0.10)^1) = 0.9091
	(1 / (1+0.10)^1) = 0.9091
	(1 / (1+0.10)^1) = 0.9091

	Year 2 Discount Factor
	(1 / (1+0.10)^2) = 0.8264
	(1 / (1+0.10)^2) = 0.8264
	(1 / (1+0.10)^2) = 0.8264

	Year 3 Discount Factor
	(1 / (1+0.10)^3) = 0.7513
	(1 / (1+0.10)^3) = 0.7513
	(1 / (1+0.10)^3) = 0.7513

	Year 4 Discount Factor
	(1 / (1+0.10)^4) = 0.6830
	(1 / (1+0.10)^4) = 0.6830
	(1 / (1+0.10)^4) = 0.6830

	Year 5 Discount Factor
	(1 / (1+0.10)^5) = 0.6209
	(1 / (1+0.10)^5) = 0.6209
	(1 / (1+0.10)^5) = 0.6209

	Year 1 Present Value of Cash Flow
	£10m * 0.9091 = £9.09m
	£6m * 0.9091 = £5.45m
	£5m * 0.9091 = £4.55m

	Year 2 Present Value of Cash Flow
	£12m * 0.8264 = £9.92m
	£6m * 0.8264 = £4.96m
	£10m * 0.8264 = £8.26m

	Year 3 Present Value of Cash Flow
	£14m * 0.7513 = £10.52m
	£6m * 0.7513 = £4.51m
	£20m * 0.7513 = £15.03m

	Year 4 Present Value of Cash Flow
	£10m * 0.6830 = £6.83m
	£6m * 0.6830 = £4.10m
	£25m * 0.6830 = £17.08m

	Year 5 Present Value of Cash Flow
	£8m * 0.6209 = £4.97m
	£6m * 0.6209 = £3.73m
	£15m * 0.6209 = £9.31m

	Total Present Value of Cash Flows
	£9.09m + £9.92m + £10.52m + £6.83m + £4.97m = £41.32m
	£5.45m + £4.96m + £4.51m + £4.10m + £3.73m = £22.75m
	£4.55m + £8.26m + £15.03m + £17.08m + £9.31m = £54.23m

	Initial Investment
	£40m
	£30m
	£50m

	NPV
	£41.32m - £40m = £1.32m
	£22.75m - £30m = -£7.25m
	£54.23m - £50m = £4.23m
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	Component
	Project A
	Project B
	Project C

	Initial Investment (£m)
	£40m
	£30m
	£50m

	Year 1 Cash Inflows (£m)
	£10m
	£6m
	£5m

	Year 2 Cash Inflows (£m)
	£12m
	£6m
	£10m

	Year 3 Cash Inflows (£m)
	£14m
	£6m
	£20m

	Year 4 Cash Inflows (£m)
	£10m
	£6m
	£25m

	Year 5 Cash Inflows (£m)
	£8m
	£6m
	£15m

	Total Cash Inflows (£m)
	£54m
	£30m
	£75m

	Discount Rate
	10%
	10%
	10%

	Year 1 Discount Factor
	(1 / (1+0.10)^1) = 0.9091
	(1 / (1+0.10)^1) = 0.9091
	(1 / (1+0.10)^1) = 0.9091

	Year 2 Discount Factor
	(1 / (1+0.10)^2) = 0.8264
	(1 / (1+0.10)^2) = 0.8264
	(1 / (1+0.10)^2) = 0.8264

	Year 3 Discount Factor
	(1 / (1+0.10)^3) = 0.7513
	(1 / (1+0.10)^3) = 0.7513
	(1 / (1+0.10)^3) = 0.7513

	Year 4 Discount Factor
	(1 / (1+0.10)^4) = 0.6830
	(1 / (1+0.10)^4) = 0.6830
	(1 / (1+0.10)^4) = 0.6830

	Year 5 Discount Factor
	(1 / (1+0.10)^5) = 0.6209
	(1 / (1+0.10)^5) = 0.6209
	(1 / (1+0.10)^5) = 0.6209

	Year 1 Present Value of Cash Flow
	£10m * 0.9091 = £9.09m
	£6m * 0.9091 = £5.45m
	£5m * 0.9091 = £4.55m

	Year 2 Present Value of Cash Flow
	£12m * 0.8264 = £9.92m
	£6m * 0.8264 = £4.96m
	£10m * 0.8264 = £8.26m

	Year 3 Present Value of Cash Flow
	£14m * 0.7513 = £10.52m
	£6m * 0.7513 = £4.51m
	£20m * 0.7513 = £15.03m

	Year 4 Present Value of Cash Flow
	£10m * 0.6830 = £6.83m
	£6m * 0.6830 = £4.10m
	£25m * 0.6830 = £17.08m

	Year 5 Present Value of Cash Flow
	£8m * 0.6209 = £4.97m
	£6m * 0.6209 = £3.73m
	£15m * 0.6209 = £9.31m

	Total Present Value of Cash Flows
	£9.09m + £9.92m + £10.52m + £6.83m + £4.97m = £41.32m
	£5.45m + £4.96m + £4.51m + £4.10m + £3.73m = £22.75m
	£4.55m + £8.26m + £15.03m + £17.08m + £9.31m = £54.23m

	NPV (£m)
	£41.32m - £40m = £1.32m
	£22.75m - £30m = -£7.25m
	£54.23m - £50m = £4.23m

	PI
	£41.32m / £40m = 1.033
	£22.75m / £30m = 0.758
	£54.23m / £50m = 1.085
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	A
	B
	C

	Year
	Free Cash Flow
	CCF
	Free Cash Flow
	CCF
	Free Cash Flow
	CCF

	0
	-40
	-40
	-30
	-30
	-50
	-50

	1
	10
	-30
	6
	-24
	5
	-45

	2
	12
	-18
	6
	-18
	10
	-35

	3
	14
	-4
	6
	-12
	20
	-15

	4
	10
	6
	6
	-6
	25
	10

	5
	8
	14
	6
	0
	15
	25

	 
	 
	 
	 
	 
	 
	 

	BEP( Year)
	3.4
	 
	5
	 
	3.6
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	IRR

	Project A
	11.32%

	Project B
	0%

	Project C
	12.71%
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