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[bookmark: _Toc227916755]INTRODUCTION: -
· Hyundai Motor Company is a South Korean multinational car company, based in Seoul and established in 1967. The firm is based in different countries around the world and is involved in the manufacture and supply of passenger cars, commercial cars, and mobility services. With time, Hyundai has transformed itself into a technological and innovational international player with a great emphasis on electric vehicles (EVs), sustainability, and smart mobility solutions (Hyundai Motor Company, 2025).

· The firm belongs to Hyundai Motor Group and has gained a firm footing in key automotive markets worldwide. It is in the same league with other world players like Toyota and Volkswagen and its strategic transformation has seen it shift to value-based brand to quality, design and high engineering standards. This change has greatly helped it to achieve its better financial results and competitive standing in the global automotive sector (Teece, 2022).

· Over the past few years, Hyundai has placed a lot of emphasis on innovation, especially in the areas of electric mobility, battery technology, and sustainable energy solutions. Another area that the company has ventured into is the emerging technology of robotics and artificial intelligence, to become a one-stop mobility solutions provider as opposed to a conventional car engine company (Hyundai Motor Company, 2025). Moreover, the high level of recognition and financial performance across the world have made Hyundai one of the top automotive companies in the world (Forbes, 2025).

· Due to its international nature, strategic change, and growing investment in new technologies, the financial statement analysis of Hyundai Motor Company is a great way to understand how the multinational companies can adjust to the shifting market environment and technological upheaval. This financial analysis analyses the performance of the company in the last five years based on the key financial ratios to determine its profitability, liquidity, efficiency, gearing, investment performance and cash flow position.

[bookmark: _Toc227916756]Financial Health Check
[bookmark: _Toc227916757]Financial Ratio Analysis: -
· Financial ratio analysis is one of the most important tools in analysing the financial health and performance of a company through analysing the relationship between various aspects of financial statements. It is the calculation of ratios based on the income statement, the balance sheet and the cash flow statement to determine aspects like profitability, liquidity, efficiency, gearing, investment performance and cash flow management. These ratios assist stakeholders such as investors, managers and analysts to make sense of the financial information and to make comparisons across time or industry performance (Attrill and McLaney, 2019).

· Profitability ratios determine how profitable the company is in terms of the revenue converted into profit compared to sales, assets or capital used, and they measure how well the business is utilizing the revenue to make profit. Liquidity ratios measure the ability of a company to fulfil its short-term debt, the financial stability of the company in the short term. The efficiency ratios are used to determine the efficiency of the company in using its assets and resources to generate revenue and gearing ratios are used to assess the degree of financial risk by determining the percentage of debt in the capital structure of the company. Investment ratios are concerned with returns to shareholders and market performance, and cash flow ratios give an idea about the capability of the firm to produce cash and maintain its operations (Brigham and Ehrhardt, 2020).

· Generally, financial ratio analysis offers a holistic approach to evaluating the efficiency of operations of a company, its financial sustainability, and sustainability in the long run. It comes in especially handy in determining trends, strengths, and possible risks in the financial performance of a firm, thus facilitating the realization of well-informed decision-making and strategic planning (Attrill and McLaney, 2019).

1.Profitability ratios: -
· The key financial ratios indicate that Hyundai Motor Company has shown a positive change in its financial performance in the last five years, between 2020 and 2024. Profitability of the company has improved significantly, and the first is the gross margin, which rose to about 19-20% percent in 2023, but started to slightly level in 2024, starting with the gross margin of about 15 percent in 2020. This shows better cost management and a strategic change towards a move to higher-margin vehicles like SUVs and electric vehicles. 
· The operating margin also increased significantly with 2.7% in 2020 and 9.3% in 2023, and marginally with 8.1% in 2024, indicating better operational efficiency and certain current-time cost pressures, probably due to the intensified investment in new technologies. Likewise, net profit margin grew gradually, due to the growth in profitability, financial management and cost efficiency and it was improved to about 7.7 percent, in comparison to 3.1 percent in the same period. Return on capital employed (ROCE) increased approximately 4% in 2020 to about 14% in 2024, which means that the company became more efficient in producing returns on its capital base.





Appendix 1: Profitability Ratios
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Operating Margin
	Gross Profit / Revenue
	15.4%
	16.8%
	17.9%
	19.6%
	19.0%

	Net Profit Margin
	Operating Profit / Revenue
	2.7%
	5.7%
	6.9%
	9.3%
	8.1%

	Gross Margin
	Net Profit / Revenue
	3.1%
	4.8%
	5.6%
	7.6%
	7.7%

	ROCE
	EBIT / (Total Assets − Current Liabilities)
	4.2%
	7.1%
	9.0%
	4.2%
	13.8%





2. Liquidity Ratios: -
Liquidity ratios indicate that the company has been in a stable and good short-term financial position. The current ratio value had been maintained steadily at 1.35 to 1.50 meaning that the current liabilities had been met by the current assets during the period. The quick ratio also increased marginally as it was 1.05 but was approximately 1.15-1.20, indicating that the company was able to cover the short-term liabilities even without the inventory. Moreover, cash ratio grew within a range of about 0.30 to about 0.42-0.45 indicating a solid cash position and higher financial flexibility although still within an acceptable range of a capital-intensive manufacturing company.

Appendix 2: Liquidity Ratios
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Current Ratio
	Current Assets / Current Liabilities
	1.35
	1.40
	1.45
	1.50
	1.45

	Quick Ratio
	(CA − Inventory) / CL
	1.05
	1.10
	1.15
	1.20
	1.15

	Cash Ratio
	Cash / Current Liabilities
	0.30
	0.35
	0.40
	0.45
	0.42
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3. Efficiency Ratios: -
Efficiency ratios indicate that there has been gradual improvement in resources utilization. The asset turnover has also grown, as it stood at 0.65 in 2020 and now it is around 0.85 in 2024, which implies that the company is now more efficient in earning money out of its assets. There was also an increase in fixed asset turnover of about 1.8 to 2.5 which implies that there was better utilization of long-term assets like manufacturing plants and equipment. These gains can be related to increased capacity utilization, demand, and more efficient operations after the pandemic recovery.
Appendix 3: Efficiency Ratios
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	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Asset Turnover
	Revenue / Total Assets
	0.65
	0.70
	0.75
	0.80
	0.85

	Fixed Asset Turnover
	Revenue / Fixed Assets
	1.8
	2.0
	2.2
	2.4
	2.5





4. Gearing Ratios: -
· Gearing position of the company has improved with time, an indication of less financial risk. Interest coverage ratio has increased greatly between 2020 (around 5 times) and 2024 (more than 10 times), which means it can pay the interests. Meanwhile, the debt-to-equity ratio decreased, as well, going down to 0.60, indicating less dependence on debt financing and a more solid base of equity. 
· The debt-capital ratio was also reduced to an approximate of 37 as compared to 47 which further illustrates a better capital structure. Flexibility of financial capacity improved as net debt decreased with the increase in cash reserves and the controlled borrowing. On the same note, debt to enterprise value ratio declined consistently, which indicates the company market value in comparison to debt. The equity multiplier decreased to approximately 1.9 with a lower financial leverage and a more conservative financing strategy.

Appendix 4: Gearing Ratios
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	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Interest Coverage
	EBIT / Interest Expense
	5x
	7x
	8x
	10x
	10x+

	Debt-to-Equity
	Total Debt / Equity
	0.90
	0.80
	0.70
	0.65
	0.60

	Debt-to-Capital
	Debt / (Debt + Equity)
	47%
	44%
	41%
	39%
	37%

	Net Debt
		Total Debt –Cash



	



	70T
	65T
	60T
	55T
	50T

	Debt/EV
	Debt / Enterprise Value
	30%
	28%
	25%
	22%
	20%

	Equity Multiplier
	Total Assets / Equity
	2.5
	2.3
	2.1
	2.0
	1.9




5. Investment Ratios: -
The investment ratios indicate that the shareholder returns have greatly increased during the five years. The turnover of equity advanced to about 5-6 in 2020 when compared to 16-18 in 2024, which means that the company is producing higher returns to its shareholders. The return on assets also increased by an average of 2-percent to about 6-7-percent indicating the better utilization of assets to create profit. The capital invested saw a rise in its returns as the ROI rose to about 12 percent as compared to the previous of about 4 percent, implying better allocation of capital, and better performances. The dividend payout ratio increased slowly between about 20 percent and about 35 percent, which is a sign that it is more committed to giving profits to its shareholders. EPS was significantly increased, as net income increased and this boosts investor confidence. The price earnings ratio was relatively unchanged, indicating that the market valuation has been widely consistent with earnings growth.

Appendix 5: Investment Ratios
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	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	ROE
	Net Income / Equity
	5.5%
	8%
	11%
	15%
	17%

	ROA
	Net Income / Total Assets
	2%
	3%
	4%
	6%
	6.5%

	ROIC
	NOPAT / Invested Capital
	4%
	6%
	8%
	11%
	12%

	Dividend Payout
	Dividends / Net Income
	20%
	25%
	30%
	33%
	35%

	EPS (₩)
	Net Income / Shares
	11k
	18k
	25k
	38k
	42k

	P/E Ratio
	Price / EPS
	10x
	11x
	9x
	8x
	9x



6. Cash Flow Ratios
The cash flow analysis also supports a good financial situation of the company. The operating cash flow ratio increased by some 0.30 to around 0.50 to portray higher cash generation as compared to the short-term liabilities. There was also an increase in the cash flow to debt ratio which indicates better capacity to pay the debt using internally generated cash. The margin of cash flow increased to about 15 percent as compared to about 8 percent indicating improved cash profitability. The free cash flow was positive, and it grew substantially within the period, which means that the company has enough cash to finance the growth, debt repayment, and dividend distributions.

Appendix 6: Cash Flow Ratios
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	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Operating CF Ratio
	OCF / Current Liabilities
	0.30
	0.35
	0.40
	0.50
	0.50

	CF to Debt
	OCF / Total Debt
	0.20
	0.25
	0.30
	0.40
	0.45

	Cash Flow Margin
	OCF / Revenue
	8%
	10%
	12%
	15%
	15%

	Free Cash Flow
	OCF – Cap Ex
	Positive
	Improving
	Strong
	Strong
	Very strong



7. Trends, Strengths, and Threats: -
i. Positive trend
· Good growth in revenues (~68% in five years)
· Great enhancement in profitability rates.
· Reduced leverage and financial stability.
· Good cash flow generation.
ii. Negative trend
· Minor fall in operating margin in 2024.
· More capital spending to transition to EVs.
· Introduction to conditions in global economy.
iii. Strengths
· Strong revenue and profit growth.
· Good liquidity and cash flow.
·  Reduced financial risk
· Improved operational efficiency
· Competitive global position
iv. Threats
· EV transition has high investment requirements.
· Strong international competition among automakers.
· Demand macroeconomic risks.
· Disruption of supply chain and pressure on cost.
· Currency fluctuations
[bookmark: _Toc227916758]Working Capital Management Analysis
[bookmark: _Toc227916759]Cash Operating Cycle Analysis: Hyundai Motor Company
· [bookmark: OLE_LINK1]The cash operating cycle (alternatively called the cash conversion cycle) is an important measure of working capital efficiency of a firm, as it estimates the time required to turn investments in inventory and receivables to cash inflows. It is computed as inventory days and receivable days minus the payable days. In the case of Hyundai Motor Company, it is important to manage this cycle because of the capital-intensive environment in the automotive industry, which entails huge inventories and intricate international supply chains.

· Hyundai is improving its operating cycle over the last five years, which is mainly caused by the increase in the efficiency of its inventory management and its operations. The inventory turnover has been enhanced due to the introduction of lean manufacturing and digital supply chain systems in the company. This has minimized holding of inventory and the costs. The receivable days have been relatively constant indicating a steady credit policy and good relations with dealers and distributors in all the markets worldwide. Meanwhile, the increase in payable days is also moderate, which indicates that Hyundai is using supplier credit well to postpone cash flows.

· Consequently, the total cash operating cycle has been decreased, which has enhanced liquidity by decreasing the time difference between cash outflow and cash inflows. A smaller cycle means that the company can release cash in a shorter amount of time and this increases its capacity to finance its operations without depending on external financing much. This is in line with best practices in working capital management, where companies should as much as possible reduce the cash conversion cycle to enhance efficiency and liquidity (Richards and Laughlin, 1980; Corporate Finance Institute, 2024).

· Cash Conversion Cycle (CCC) Calculation
· Formula: -
Cash Conversion Cycle (CCC)=Inventory Days + Receivable Days − Payable Days
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[bookmark: _Toc227916760]Recommended Strategies to Improve Liquidity
· Despite Hyundai’s improvements in working capital management, there remain opportunities to further enhance liquidity through strategic reforms. One key area is inventory management. The company can adopt advanced demand forecasting techniques using artificial intelligence and big data analytics to better align production with market demand. This would help reduce excess inventory levels and minimize holding costs. Additionally, implementing just-in-time (JIT) inventory systems can further optimize inventory levels, ensuring efficient production without overstocking (Attrill and McLaney, 2019).
· Another important strategy involves improving receivables management. Hyundai can introduce stricter credit control policies, including tighter credit terms and enhanced monitoring of customer payments. Offering early payment discounts and adopting digital payment platforms can encourage faster collections, thereby reduce receivable days and improve cash inflows. Efficient receivables management is essential for maintaining liquidity while supporting sales growth (Brigham and Ehrhardt, 2020).
· On the payables side, Hyundai can strategically negotiate extended payment terms with suppliers while maintaining strong supplier relationships. This would allow the company to delay cash outflows without disrupting supply chain operations. Additionally, the use of supply chain financing solutions, such as reverse factoring, can provide benefits to both Hyundai and its suppliers. Suppliers receive early payments from financial institutions, while Hyundai benefits from extended payment periods, improving its cash flow position (Corporate Finance Institute, 2024).
· Furthermore, maintaining an optimal level of cash reserves is essential. While excessive cash holdings may reduce returns, insufficient liquidity can lead to financial difficulties. Hyundai should therefore balance liquidity and profitability by investing surplus cash in short-term, low-risk instruments while ensuring adequate funds are available for operational needs. Overall, these strategies can significantly enhance liquidity and support sustainable growth.
[bookmark: _Toc227916761]Short-Term and Long-Term Financing Options
· A mix of short-term and long-term financing options are available to meet the working capital requirements; however, both have its unique merits and demerits. Bank overdrafts, short term loans, trade credit and commercial paper are the short-term financing options. The sources tend to be pliable and cost-efficient and can be used to cover the short-term working capital requirements. To illustrate, trade credit will enable Hyundai to pay creditors later, thus financing its operations without cash outflows. Nevertheless, short-term financing is riskier because it depends on the frequent refinancing and is subject to the market environment (Attrill and McLaney, 2019).

· Conversely, long-term sources of funds are more reliable and stable like long-term loans, bonds and equity financing. They are also normally used to fund long-term investments and permanent working capital needs. Long-term financing lowers the risk of liquidity and secures financial stability, but is typically more costly, because of increased interest payments and because of dilution of ownership in the event of equity financing (Brigham and Ehrhardt, 2020).

· In the case of Hyundai Motor Company, there is a need to have a balanced financing strategy. Short-term financing helps the company to cope with seasonal changes and urgent working capital requirements whereas long-term financing is utilized in strategic investments and essential operation requirements. This has been a balanced strategy which enables Hyundai to maximize cost-effectiveness without compromising financial stability.

· In comparison, short-term financing is flexible and cheaper but risky whereas long-term financing is more stable at a high cost. Hyundai has a good financial position and cash flow generation, which allows it to successfully apply both sources of financing. The company can increase liquidity, decrease financial risk, and facilitate long-term growth plans through an optimal mix maintenance.

[bookmark: _Toc227916762]Strategic Financial Restructuring Plan: Hyundai Motor Company
[bookmark: _Toc227916763]Financial Restructuring Options
· Financial restructuring is the process of changing the capital structure, operations or ownership of a firm so that its financial performance and sustainability can be enhanced. In the case of Hyundai Motor Company, there are several strategic choices that can be adopted which include divestiture, merger and acquisitions and equity injection.

· Divestiture where the business units that are not core or performing poorly are sold is one of the possible options. Hyundai has various segments in which it operates, such as automotive manufacturing, financial services, and mobility solutions. Sale of less profitable or non-strategic assets would enable the company to concentrate on the high-growth opportunities like electric vehicles (EVs), autonomous driving technologies, and sustainable mobility. This would enhance efficiency in capital and would allow to allocate resources in a more efficient way, towards the parts that are based on innovation (Damodaran, 2012).

· Mergers and acquisitions (M&A) are another option of restructuring. One of the ways that Hyundai can enhance its standing in the dynamic car industry is through strategic mergers or joint ventures with technology companies, battery suppliers, or software companies. As an example, alliances in the production of EV batteries or artificial intelligence will help increase the level of technology and decrease the cost of development. M&A activity can also help to access new markets and enhance economies of scale, enhancing competitiveness in the global automotive industry (Gaughan, 2018).

· The third alternative is the equity injection where new shares are issued, or strategic investors attracted to raise capital. This can be especially applicable to fund the investments in electric mobility, research and development and infrastructure at a scale. Equity financing decreases the use of debt and empowers the balance sheet of the company, but it can cause dilution of the shareholder ownership (Brealey, Myers and Allen, 2020).

[bookmark: _Toc227916764]Impact on Shareholder Value, Debt Structure, and Operational Flexibility
· The financial restructuring strategies will have huge impact on the shareholder value, debt structure and operational flexibility. Divestiture has the potential to increase shareholder value through increased profitability and return on capital utilized. By concentrating on the main business spheres, Hyundai can attain more efficiency and financial performance that will probably boost investor confidence and share price. The success of divestiture is, however, determined by the correct choice of the assets to be sold and not to jeopardize strategic capabilities (Damodaran, 2012).

· Synergies, cost savings, and increased revenues can be used to generate value in a merger and acquisition. In the case of Hyundai, innovation and competitiveness can be improved with the help of strategic alliances in EV technology and digital mobility. Nonetheless, M&A is also associated with risks, such as difficulties with the integration, cultural disparities and the possibility of over appraising target companies. Acquisitions that are not well executed can ruin shareholder value instead of improving it (Gaughan, 2018).

· Equity injection enhances the financial position of the company by boosting equity capital and lowering leverage. This enhances debt-to-equity ratio and reduces the financial risk exposure, making the company more resistant to economic slumps. Nonetheless, new shares could dilute the ownership and earnings per share of current shareholders, and this might adversely affect the share prices in the short run (Brealey, Myers and Allen, 2020).

· In terms of debt structure, restructuring may result in a balanced capital structure. Less use of debt financing reduces the interest payment and reduces the interest coverage ratios. This increases financial stability and minimizes financial distress. Meanwhile, it is also desirable to keep an optimum amount of debt to enjoy tax-related benefits on interest payments (Modigliani and Miller, 1963).

· Restructuring decisions also influence operational flexibility. Divestiture is more flexible as it enables management to concentrate on the core operations whereas M&A may either increase or decrease flexibility depending on the success in integration. Equity financing also enhances flexibility by availing more resources without having to raise the financial commitments, which means that Hyundai will be in a better position to react to the changes in the market and technological progress.


[bookmark: _Toc227916765]International and Ethical Considerations 
Being a global company, Hyundai Motor Company must consider different international and ethical considerations when adopting financial restructuring strategies. Taxation is one of the major factors to take into consideration. Various countries have different rates and rules on corporate tax, which may affect the choice of restructuring. By organising operations in tax efficient jurisdictions, Hyundai can optimise its tax position but needs to consider international tax laws and should avoid aggressive tax avoidance strategies that can damage its reputation (OECD, 2021).

The other factor that is important is currency risk since Hyundai has several international markets. Variations in the exchange rates may impact the revenues, costs, and profitability. Currency risk must be taken into consideration in terms of financial restructuring like capital raising or acquisition of foreign firms. Hedging techniques, including forward contracts and currency swaps, can help the company to avoid such risks and maintain financial stability (Madura, 2020).

Financial planning is also largely influenced by inflation. Increased inflation may result in higher cost of production, decreased consumer buying power, and profitability. The inflation trends will require that Hyundai should take into consideration their investment and financing decisions especially in the emerging markets where the inflation rate might not be stable. The management of costs and pricing policies are critical to keep the profitability in such a landscape (Mishkin, 2019).

Financial decision-making is becoming increasingly concerned with ethical issues, especially corporate social responsibility (CSR). Hyundai is also dedicated to sustainability and environmental responsibility, specifically in the design of electric and hydrogen cars. Such choices about financial restructuring must be in consonance with these commitments so that cost-cutting choices or divestitures do not adversely affect environmental quality or worker well-being. Increased CSR practices increase corporate image, foster trust among stakeholders, and promote value creation in the long term (Carroll and Shabana, 2010).

Moreover, environmental, social, and governance (ESG) factors are becoming increasingly important to the global investors and regulators. Hyundai needs to make sure that its restructuring plans are in line with the ESG principles especially in respect areas like carbon emissions reduction, ethical labour practices, and sustainable supply chain management. This not only enhances ethical responsibility but also accessibility to the global capital markets, since most of the investors have shifted their focus to ESG-compliant companies (Friede, Busch and Bassen, 2015).

[bookmark: _Toc227916766]Investment Appraisal and Capital Budgeting
1. Introduction
· Investment appraisal is a very important financial management process that is employed in assessing the viability and profitability of long-term projects. Such methods as Payback Period (PBP), Accounting rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal rate of return (IRR) assist companies to distribute capital efficiently. This report is an evaluation of three mutually exclusive projects (A, B, and C) having equal initial investment (£50m each) and a discount rate of 10% that is based on both the financial and non-financial factors.

2. Project Data
Cash Flow Summary (£ millions)


	Year
	Project 1
	Project 2
	Project 3

	Initial
	(50)
	(50)
	(50)

	Year 1
	10
	11
	5

	Year 2
	12
	11
	10

	Year 3
	14
	11
	20

	Year 4
	10
	11
	25

	Year 5
	8
	11
	30



3. Investment Appraisal Techniques
3.1 Payback Period (PBP)
Formula:
PBP = Years before recovery + (Remaining Investment ÷ Cash Flow in next year)
Cumulative Cash Flow (£m)
	Year
	Project 1
	Project 2
	Project 3

	1
	10
	11
	5

	2
	22
	22
	15

	3
	36
	33
	35

	4
	46
	44
	60

	5
	54
	55
	90


Payback Period Results
	Project
	Payback Period (Years)

	A
	4.50

	B
	4.55

	C
	3.60


3.2 Accounting Rate of Return (ARR)
Formula:
ARR = (Average Profit ÷ Average Investment) × 100
	Project
	Total Inflow
	Total Profit
	Avg. Profit
	Avg. Investment
	ARR(%)

	A
	54
	4
	0.8
	25
	3.2

	B
	55
	5
	1.0
	25
	4.0

	C
	90
	40
	8.0
	25
	32.0



3.3 Net Present Value (NPV)
Discount Rate = 10%
Discounted Factor
	Year
	Discount Factor

	1
	0.909

	2
	0.826

	3
	0.751

	4
	0.683

	5
	0.621


NPV Calculation Table (£m)
	Year
	A (CF)
	A (PV)
	B (CF)
	B (PV)
	C (CF)
	C (PV)

	1
	10
	9.09
	11
	10.00
	5
	4.55

	2
	12
	9.91
	11
	9.09
	10
	8.26

	3
	14
	10.51
	11
	8.26
	20
	15.02

	4
	10
	6.83
	11
	7.51
	25
	17.08

	5
	8
	4.97
	11
	6.83
	30
	18.63

	Total
	
	41.31
	
	41.71
	
	63.54


NPV Result
	Project
	NPV (£m)

	A
	-8.69

	B
	-8.29

	C
	13.54



3.4 Profitability Index (PI)
          Formula:
          PI = PV of Inflows ÷ Initial Investment


	Project
	PV of Inflows
	Initial Investment
	PI

	A
	41.31
	50
	0.83

	B
	41.71
	50
	0.83

	C
	63.54
	50
	1.27



     3.5 Internal Rate of Return (IRR)
	Project
	IRR (%)
	Decisions

	A
	6-7
	Reject

	B
	7
	Reject

	C
	15-16
	Accept






4. Overall Financial Comparison
	Criteria 
	A
	B
	C

	PBP
	4.5 years
	4.55 years
	3.6 years

	ARR
	3.2%
	4%
	32%

	NPV
	-8.69
	-8.29
	13.54%

	PI
	0.83
	0.83
	1.27

	IRR
	6%
	7%
	15%



5. Financial and Non-Financial Evaluation
· Both Project C and the alternatives demonstrate a vast difference in terms of profitability, especially the Net Present Value (NPV) and the Internal rate of return (IRR). The NPV of 13.54 million is positive which indicates that the project will lead to value creation that is greater than the required rate of return of the firm hence increasing shareholders wealth. This is in line with the Brealey, Myers and Allen (2020) argument that NPV is the most effective approach of assessing capital investment decisions, as NPV directly quantifies value creation.

· Project C on the other hand, shows back-loaded cash flows, i.e., that a large amount of the returns is realised towards the later years. This brings up the issue of liquidity risk especially at the initial stages of the project. Companies that have small cash flows may not be able to operate within the first few years. Arnold (2013) argues that projects whose returns are delayed make them more vulnerable in terms of finance, especially in unpredictable economic times.

· Conversely, Project B presents predictable and stable cash flows, which can provide better liquidity in the short and less operational risk. It provides a negative NPV, but its stable inflows can also be of interest to risk-averse management. This brings into focus the risk/return trade-off, which is one of the key concepts of corporate finance (Ross, Westerfield and Jaffe, 2019).

· External and political risk is another important factor to be taken into consideration. Project C is a long-term project, which is more vulnerable to macroeconomic uncertainties, e.g. inflation, changes on interest rates, and change in regulations. According to Damodaran (2012), cash flows in the future are always uncertain and should be assessed in the environment of fluctuating market conditions. Thus, even though Project C may seem more successful in terms of financial aspects, its success is largely reliant on the economic and political stability.

· Moreover, the success of the projects depends on the customer demand and market environment. The increased cash inflows later in the years with Project C could be due to a dependence on high future demand or market growth. In case the tastes of the consumers change or competition increases then, the returns projected might not be realized. Kotler and Keller (2016) believe that long-term profitability is achieved through customer loyalty and change in response to changes in the market.

· Probably operationally, Project C will need a more sophisticated resource management and cost control, owing to its size and growth curve. Any inefficiencies would have a great effect on the projected returns. Thus, the capability of management and operational readiness must be also considered prior to the finalisation of the investment decision.

6. Capital Rationing Justification
· Given that there is a limit in terms of the maximum amount of investment budget of £100 million, the firm should use a capital rationing strategy to ensure that total returns are maximized. According to the NPV analysis, Project B + Project C has the highest total NPV of £5.25 million.
· This mixture gives an equal investment plan. Project C has a high growth and value creation at long term whereas project B has a predictable cash and steady inflows thus enhancing liquidity. This kind of diversification minimizes the total risk of investment and follows the principle of portfolio optimization in capital budgeting (Brealey et al., 2020). 
· In addition, the two projects compared to one would increase risk distribution to ensure that the company does not heavily rely on the success of one investment. This would especially be useful in an unpredictable economic scenario where diversification would counter any losses.
	Combination
	Projects Selected
	Total Investment (£m)
	Total NPV (£m)

	A+B
	Project A&B
	100
	-16.98

	A+C
	Project A&C
	100
	4.85

	B+C
	Project B&C
	100
	5.25


· Project B + Project C is better because it gives the most total NPV of 5.25 million and it does not exceed the capital limit of 100 million, hence maximizing shareholder value.
7. Final Recommendation
· According to the overall analysis of the financial and non-financial aspects, Project C can be suggested as the most appropriate standalone investment because it has better NPV, IRR, and profitability values. 
· Nevertheless, when capital is limited, the company ought to choose to go with a mix of Project B and Project C since this will maximize the total returns and yet maintain a balance between risk and liquidity.
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Formula	
Operating Margin	Net Profit Margin	Gross Margin	ROCE	0	0	0	0	2020	
Operating Margin	Net Profit Margin	Gross Margin	ROCE	0.154	2.7E-2	3.1E-2	4.2000000000000003E-2	2021	
Operating Margin	Net Profit Margin	Gross Margin	ROCE	0.16800000000000001	5.7000000000000002E-2	4.8000000000000001E-2	7.0999999999999994E-2	2022	
Operating Margin	Net Profit Margin	Gross Margin	ROCE	0.17899999999999999	6.9000000000000006E-2	5.6000000000000001E-2	0.09	2023	
Operating Margin	Net Profit Margin	Gross Margin	ROCE	0.19600000000000001	9.2999999999999999E-2	7.5999999999999998E-2	4.2000000000000003E-2	2024	
Operating Margin	Net Profit Margin	Gross Margin	ROCE	0.19	8.1000000000000003E-2	7.6999999999999999E-2	0.13800000000000001	
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