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[bookmark: _Toc216277083][bookmark: _Hlk216279438]1.1 Analysis of Financial Statements (Five-Year Performance Overview)
The five-year trend of performance of the financial statements of General Electronics illustrates a clear pattern of operational pressures, declining profitability, worsening liquidity and a weaker capital structure. The revenue growth between 2022 and 2024 is very minimal, indicating a growth to 20,101. This has not resulted in sustainable profits to the organisation. The net income deteriorates significantly, with 38572 in 2020 transformed to drastic negative -98238 in 2023, and then to negative -24029 in 2024. The trend presents the picture of strong instability in terms of cost structures, pricing strategies and operational efficiency (Mawarti, Negoro and Syah, 2022).
There are other signs of financial strain on the balance sheet. In 2024, total assets decline to 323,354 as compared to 510,348 in 2020, implying divestments, depreciation, or impaired assets bases. Simultaneously, equity stands at 313,301 in 2020 and 153,105 in 2024, which reflects the cumulative reflection of recurrent losses and possible asset write-downs. Its liabilities are high and remain high, meaning that the debt dependency has not been ended despite the fall in equity. This imbalance contributes substantially to solvency risk. The current assets stand at 326,843 in 2020 and at 242,494 in 2024, justifying the decline in liquidity buffers. Inventory is variable and follows a declining trend as it increased in 2022, indicating that there may be a problem associated with demand or that the inventory must be lowered to increase cash.
Cost pressures are reflected in the income statement through rising cost of production, inefficiency in the supply-chain, or enduring competitiveness problems. The values of the cost of goods sold (COGS) are disproportionately low and lower than total revenue in all years, which creates negative or disproportionate low margins. The trend indicates a structural vulnerability in procurement, manufacturing, or product mix profitability (Septyanto, Welandasari and Sayidah, 2022).
Cash flow statements are rather depressing, and the operating cash flow was marked at zero in the five years. This reflects on the gaps in sales collections or the inefficient working-capital control, which limits the ability of the organisation to raise operational funds substantially. 
[bookmark: _Toc216277084]1.2 Ratio Analysis (Profitability, Liquidity, Efficiency, Gearing, Investment, Cash Flow)
A detailed ratio analysis would provide deeper understanding of the financial weaknesses of General Electronics. The most frightening picture is drawn by the profitability ratios. The net profit margin is snake-eyed with an unnaturally high 214.68 in 2020, then negative -504.90 in 2023, and slightly positive in 2024. The volatility is high which indicates dissimilar financial performance which maybe as a result of exceptional income in previous years and explosive operational inefficiencies in subsequent years. Return on Assets (ROA) exhibits a similar negative trend, declining to 7.56% in 2020 to -27.60% in 2023, then slightly to -7.43% in 2024. The same trend is observed in the Return on Equity (ROE) that declined to an unhealthy -54.906% in 2023 following a strong 12.31% in 2020. These results confirm that the organisation is methodically destroying shareholder value, not making returns on its resource base [Refer to appendix 1].
The liquidity ratios show a constrained but not conclusive scenario. In 2024, the current ratio is lower (1.53) than it was in 2020 (1.82), which shows a negative trend in financial flexibility in the short term. The quick ratio declines to a low of 0.91 in 2022 before increasing to 1.03 in 2024. The decreasing liquidity ratios coincide with the decreasing current assets, ineffective inventory management, and unresolved short-term liabilities. Although the current ratio exceeds 1.0, the decline of the quick ratio to less than 1.0 over the last several years shows that it relied on slow stock to meet its short-term commitments, which highlights the vulnerability of liquidity (Youseaf and Dey, 2022).
Efficiency ratios indicate operations performed dramatically underperformed. The overall asset turnover is also very low at 0.035 to 0.062, meaning a lack of efficiency in utilizing assets to generate revenue. The minor uptick of the ratio to 0.062 in 2024 is not enough to offset the broader trend toward declining productivity. Negative inventory turnover is due to negative COGS records, either signifying an accounting anomaly, or a gross distortion of costs that would lead to negative gross margins.
Debt to equity ratios reflect rising solvency risk. In 2024, the debt-to-equity ratio increases to 1.11, compared to 0.63 in 2020. This growth implies increased reliance on debt financing in times when profitability is acutely constrained. A decrease in equity results in a corresponding increase in the proportion of liabilities, compromising long-term financial stability. All years have a negative interest coverage ratio, with an improvement of -97.74 in 2020 and -38.47 in 2024. Despite positive EBIT, negative figures reflect abnormal offsets in interest cost or substantial financial revaluations of the overall cover computation [Refer to appendix 1].
The investment ratio also portrays poor performance. The trend in the turnover of assets and inventory is that the investment in operation capacity is not yielding. These ratios and rising cost pressures are indicative of diminishing marginal productivity of investment and inefficient capital allocation. Cash flow ratios are the worst. With the operating cash flow 0.0 in five years, the ratio of cash flows is 0.0. 
[bookmark: _Toc216277085]1.3 Trend Evaluation, Strengths, and Threats
The five-year trend analysis indicates a gradual deterioration of financial health. The profitability trends are descending significantly, with losses continuously decreasing the stability of the operations and capital base. High COGS and falling margins, combined with volatility of income, indicate structural inefficiencies in production, supply-chain management, and control. Both ROA and ROE erosion demonstrate declining value creation capacity and industry competitiveness (Olayinka, 2022).
Weakness is noted in liquidity trends, where the current ratio decreases and also the current quick ratio decreases. Current liabilities are high, and current assets are declining, which continuously puts a continuous strain on cash-flow management measures. Efficiency trends portray the ineffective utilization of assets and reduced operational efficiency. A low asset turnover implies idle facilities, inefficient production or inappropriate asset investment.
Trends in gearing are alarming. Rising levels of debt-to-equity and decreasing equity status expose the firm to solvency risks. The negative interest coverage ratios reinforce the inability to comfortably cover the financing expenses, making the pressure on creditors or difficulties in refinancing. 
[bookmark: _Toc216277086]1.4 Corporate Failure Prediction and Default Risk (Altman Z-Score Analysis)
The Altman Z-Score analysis gives a synthesised perception of the risk of bankruptcy within the organisation. The resulting Z -Score of 2.03 places General Electronics in the grey zone, which implies a high risk of default. The position although not yet in the distress zone implies a high exposure to financial losses and requires corrective measures.
The model components represent different facets of risk. The 0.000 Working Capital to Total Assets ratio highlights the loss of financial buffer in the short-term. This denotes illiquid liquidity, depreciating current assets, and inadequate working-capital management. Working capital deficit is a very high increase in risk of bankruptcy and in large inventory and high change in technology industries.
The Retained Earnings/Total Assets ratio of 0.081 indicates some accumulation of past profit. This comes after the pattern of losses, falling profitability, and significant loss of equity. A small retained earnings reduces the capacity of management to fund growth, to absorb losses or to fund restructuring initiatives. The EBIT to Total Assets ratio of 0.400 is the only comparably strong element as this ratio indicates that the firm still possesses certain operational strength. Market Value of Equity to Total Liabilities of 0.899 means that investors have lost confidence and that the firm is under-valued in relation to liabilities than the present value. This also worsens refinancing accessibility and capital-raising ability (Arkaan and Budianto, 2024).
The Sales to Total Assets ratio of 0.062 confirms the extremely low asset productivity level and is consistent with low operational efficiency reported in the past. The presence of low revenue relative to the assets held is harmful to the competitive position of the firm and is evidence of a high level of inefficient utilization of resources. The total Z-score of 2.03 means that the organisation is operating on the edge of financial sustainability [Refer to appendix 2].


[bookmark: _Toc216277087]2. Working Capital Management Analysis 
2.1 Cash Operating Cycle Assessment
The company cash operating cycle (COC) analysis 202024 shows that the management of inventory, receivables collection, and payable performance changed considerably. The COC is calculated as:
COC = Days Inventory Outstanding (DIO) + Days Sales Outstanding (DSO) – Days Payable Outstanding (DPO).
Inventory Management (DIO Trends): The company DIO is extremely inconsistent over the five years. DIO stood at 100.2 days in 2020 and 114.3 days in 2021. It peaked in 2022 at 131 days, which suggests overstocking, slow product turnover, or low demand. This sharp growth aligned with the pandemic and world supply chain shocks, which affected many industries with product overstocking and slower clearance rates. As of 2023, DIO rose to 99.8 days, followed by a minor rise to 103.1 days in 2024 [Refer to appendix 3].
Receivables Collection (DSO Trends): DSO performance is also quite diverse. In 2020, the DSO was 76.8 days, and in 2021, it experienced a drastic increase to 78.3 days. Even though these are years of high revenue, decreased collections suggest no control of credit or long credit periods to stimulate sales, yet in 2022, DSO declines to 75.5 days, and the following year, it significantly rises to 97.7 days, which signifies cash-flow burden because of late customer payments. In 2024, DSO was a record 105.4 days, an increase of five years (Zenzerović, and Benazica 2024).
Payables Management (DPO Trends): DPO reveals how many days the business takes to pay its suppliers. DPO shows a mixed trend in 2020-2024. It stands at 69.3 days in 2020, rising to 79 days in 2021, and again declining to 66.7 days in 2022. This decline can represent a reduced access to supplier credit or early payment to receive discounts. In 2023 and 2024, DPO stood at 64.4 and 93.6 days respectively.
Cash Operating Cycle (Overall Interpretation): The COC of the business indicates that it is highly unstable. The COC stood at 108 days in 2020, 114 days in 2021, and 140 days in 2022, its lowest years. The figure increased briefly in 2023, as COC rose to 133 days, but in 2024, the number was back on track and stood at 115 days [Refer to appendix 3]. 
[bookmark: _Toc216277088]2.2 Liquidity Improvement Through Working Capital Reforms
To enhance liquidity and reduce the working capital burden the company must also initiate reforms that would reduce the cash operating cycle and simplify internal operations.
Strengthening Inventory Control
The irregular DIO values show that inventory planning requires more powerful forecasting, more visibility, and more severe demand-based procurement. To strike a balance between inventory and prevent overstocking, the use of lean inventory methods such as Just-in-Time (JIT) inventory, optimization of safety stocks, and vendor-managed inventory (VMI) are applicable. Supply chain digitisation (AI-based forecasting, real-time inventory dashboards) can help the firm to keep DIO below 90 days on average.
Reforming Credit and Receivables Management
Given that DSO has grown considerably, as compared with 76.8 days in 2020, 105.4 days in 2024, which the company must apply more effective credit controls and collection efforts. Key actions include:
· Tightening of customer credit evaluation via credit scoring models.
· Introducing early-payment discounts as a way of prompting customer settlements.
· Electronic reminders and automated invoicing to reduce administrative lag.
· Introducing open payment terms and late payment penalties.
· Selective processing of factoring or invoice discounting on large receivables.
A reduction in DSO to about 80 days would greatly aid cash flow and increase liquidity.
Optimising Payables Without Damaging Supplier Relations
Postponing DPO possesses the merit of enabling liquidity, but overly long postponement can destroy supplier trust. The firm must:
· Agree on more extended (consensual) payment terms (e.g., 90120 days).
· Apply dynamic discounting: The company only pays upfront when cash is abundant.
· See Supply chain financing arrangements Suppliers receive payment sooner, and the company later settles.
The stable working capital performance would be made possible by sustainable 90-day DPO in the absence of dissatisfaction among suppliers (Adamu and Hamidah, 2024).
Enhancing Cash Flow Forecasting and Coordination: A cross-functional working capital committee comprising finance, procurement and sales groups can ensure that planning is coordinated. Improved cash flow forecasting through weekly rolling predictions will minimize liquidity shocks and reliance on short-term borrowing.
[bookmark: _Toc216277089]2.3 Comparison of Short-Term vs Long-Term Financing Options
The company ought to consult the long term and short-term sources of finance, and apply the most suitable mix to its financial needs with regard to cash cycle behaviour and operational needs (Kinanthi and Sukamulja, 2025).
Short-Term Financing Options
Short term financing closely aligns with working capital requirements. Key options include:
· Bank overdrafts: Highly flexible, and can serve to fulfill short-term cash needs, but are usually expensive and susceptible to interest rates.
· Trade credit: Extension of DPO through negotiation with suppliers offers short-term financing without interest, provided that supplier relations are healthy.
· Invoice factoring: Converts receivables to cash, especially when DSO is extended, but at a cost and reducing margins.
· Revolving credit facilities: Provide liquidity in demand and best suited to seasonal operating cash cycles.
In the short-term, short-term finance can be applied to finance temporary timing mismatches but may pose a liquidity risk when overextended.
Long-Term Financing Options
Long-term options provide a predictable capital and liquidity to undertake structural changes. These include:
· Term loans or corporate bonds: These may be granted to fund supply chain modernisation, automation, or IT systems which enhance working capital processes.
· Equity financing: Builds up cash reserves without repayment but dilutes control.
· Long-term leasing: It reduces the direct cash expenses but also enables capital outlay on equipment that generates inventory and logistics efficiency.
Determining the Optimal Mix
Because the company has a poor COC and worsening performance on receivables, a hybrid financing option is recommended:
· Short-term financing (revolving credit, factoring, overdrafts) to cover liquidity gaps due to high DSO and fluctuating inventory turns (Kinanthi and Sukamulja, 2025).
· Use long-term capital to invest in supply chain automation, digital receivables management systems, and inventory optimisation technology.


[bookmark: _Toc216277090]3. Strategic Financial Restructuring Plan 
[bookmark: _Toc216277091]3.1 Financial Restructuring Options: Divestiture, Merger, and Equity Injection
The company with liquidity limitations, fluctuating working capital, and increasing cash conversion strains must revisit its capital framework and strategic portfolio. Restructuring of finance should therefore not merely be a restoration move but rather a proactive measure to enhance competitiveness, stability in operations, and financial sustainability. 
Divestiture of Non-Core Assets
Divestiture has been one of the most effective ways of releasing trapped capital and focus organisation. By determining non-core or non-performing units- segments whose profitability is declining, whose inventory turnover is long, or whose strategic synergy is minor, the firm can convert non-core or underperforming assets into liquid resources. As an example, the sale of slow-moving lines of products or geographically distant operations may produce immediate cash value used to strengthen working capital, cover short-term liabilities, or invest in growth initiatives (Uddin, Das. and Hasan, 2024).
Divestitures also simplify the organisational structure and the management is able to concentrate on the higher margin, strategically aligned units. Importantly, not all divestiture is a sign of weakness; proactive divestiture could be an indicator of tight capital discipline. It also boosts agility of organisations by reducing the burden of fixed costs, minimising inventory exposure, and increasing the profitability of invested capital (ROIC). 
Merger or Strategic Acquisition
It is a merger that particularly in an industry with price pressures, broken-supply chains or declining margins can help a business to pool its market share, expand its capability and to reach economies of scale. A merger allows the company to combine supply chain systems, align procurement contracts and reduce redundant functions (e.g., logistics, warehousing and administrative functions). 
Equity Injection and Capital Rebalancing
Equity injection; a rights issue, strategic institutional investment, or a private placement which provides a balance sheet benefit immediately. Unlike debt, equity does not contribute to fixed liabilities or interest. It is especially relevant when there is a fluctuating cash operating cycle and an increasing debt of the company, which intensifies the threat of liquidity restriction (Mubarok et al. 2024). 
[bookmark: _Toc216277092]3.2 Impact on Shareholder Value, Debt Structure, and Operational Flexibility
The strategic restructuring must be gauged not just on the amount of money raised but also on the long term effect on the shareholder wealth, debt structure and operating flexibility. Effective reorganization produces a ripple effect: improved liquidity leads to enhanced bargaining power, reduced gearing results in reduced financial stress risk, and increased operational flexibility leads to improved competitive continuity.
Impact on Shareholder Value
Shareholder value is affected by short-term market reactions and long-term performance indicators such as earnings per share (EPS), ROIC and free cash flow (FCF). When debt is paid by divestiture proceeds, the resulting reduction in interest cost is a net-profit reduction and, consequently, a growth in shareholder payouts (Nurcahyono et al. 2025).
A well executed merger improves shareholder value through a created synergy, cost synergy through consolidation and revenue synergy through market expansion. However, overpaying during the acquisition process or underestimating the process complexity can destroy value. Therefore, the increase in shareholder value depends on the adequate valuation, integration planning, and communication with investors (Gultom et al. 2024). 
Impact on Debt Structure and Solvency
The debt structure must be in such a way that it will enable the firm to sustain itself, not create a burden on the daily liquidity. Cash inflows caused by divestitures present a natural opportunity to settle short-term high-interest debt, relieving the capital structure of the firm of short-term high-interest debt towards a more sustainable leverage ratio. A smaller debt level improves the creditworthiness, thus allowing the organization to renegotiate the current interest rates or fund future growth at lower costs (Rashid, 2021).
Mergers have varied effects in the debt structure: once again, depending on the type of the deal, the company may absorb the debt loads of the target, or can capitalize both balance sheets efficiently. An efficiently planned merger may simplify the debt repayment schedule, creating a balance between flexibility in the short term and long-term security. Direct equity injection effects are reduced dependence on debt through reinforcing the equity base that improves gearing ratios (debt-to-equity, interest coverage ratio). This raises adherence to covenants, reduces insolvency risk, and improves the ability of the firm to survive macroeconomic shocks.
Impact on Operational Flexibility
Financial restructuring must be transformed to operational flexibility- a highly important skill in a world of unpredictable demand, fluctuating supply chains, and unpredictable costs. The sale of non-core assets simplifies organisational complexity, which allows managers to invest capital and concentrate in the high-performing units. This improves the responsiveness and reduces resource wastage (Adejumo, and Ogburie, 2025).
Mergers enhance the flexibility of operations because they integrate complementary technology, supply chains, and workforce competences. Standard logistics, centralised procurement, and integrated systems reduce bottlenecks and lead times. M&A also helps the company to re-position its strategic presence in regions where cost structures are favourable or where regulatory environments are stable. Equity injections enable strategic investments; it can be automation, digital supply chain solutions, and sustainability upgrades, that enhance long-term flexibility.
[bookmark: _Toc216277093]3.3 International and Ethical Considerations: Taxation, Currency Risk, Inflation, and CSR
Making decisions to restructure is not done in a vacuum but is significantly conditioned by the financial state of affairs in the world, moral needs, and legal environment. Any strategic restructuring process should include international financial risks and principles of responsible governance in order to enable sustainable creation of long-term value.
Taxation and Cross-Border Regulatory Complexity
International reorganization with particular emphasis on mergers, acquisitions, or divestitures, including foreign subsidiaries, which require a careful approach to tax regimes. The policies on transfer pricing, repatriation of profits between countries, withholding tax and the double taxation treaties can significantly impact the restructuring financial viability. A cross-border merger can open up tax efficiencies through consolidating losses or moving to a more favourable corporate tax regime (Bahodirovich, 2024). However, aggressive tax policy may result in a tainted image and ethical inquiry. Material tax planning must strike the right balance between legal optimisation and clear compliance, and should be aligned with ESG and CSR undertakings.
Currency Risk and Inflation Exposure
Foreign exchange (FX) volatility is a risk facing cross-border transactions. Currency depreciation may also erode merger synergies, impose repayment pressures on foreign-currency debt, and alter corrupt valuation models. So the hedging mechanisms, such as forward contracts, natural hedging by the local revenue stream, and financing on currency, on which any international restructuring should be founded. Inflation is another grave problem. High inflation erodes real returns, increases working capital requirements, and distorts cost structures. Inflation-based financing instruments, supplier renegotiations, and price-adjustment provisions should be considered in the restructuring plans to maintain a steady margin.
Corporate Social Responsibility and Ethical Governance
Ethical considerations should be a key point of the restructuring plan. Divestitures should not result in job loss without adequate transition support. Mergers should be transparent, competitive, and environmentally friendly. Long-term sustainability objectives should enable the injection of equity by external investors rather than short-term profit extraction (Challoumis, 2024). CSR commitments; such as minimization of carbon, community impact, sourcing with ethical purchasing, and employment that is inclusive, which have become major motivators of investor confidence. Reputation defence, adherence to regulation, and long-term shareholder trust can be achieved through implementation of ESG standards in the restructuring process.


[bookmark: _Toc216277094]4. Investment Appraisal and Capital Budgeting 
[bookmark: _Toc216277095]4.1 Evaluation of the Three Investment Projects Using PBP, ARR, NPV, PI and IRR
The capital budgeting analysis should be strict to determine the most viable investment with limited resources. The three proposed projects differ a lot concerning initial investment, scale of cash flow, consistency and predictability. A combined evaluation involving payback period (PBP), accounting rate of return (ARR), net present value (NPV), profitability index (PI), and internal rate of return (IRR) will provide a balanced picture of risk and profitability (Bahodirovich, 2025). The discount rate is at 10 percent and depreciation is not being depreciated on a straight-line basis during the 5 years of each project life.
Payback Period (PBP)
Payback period refers to the duration in which a cumulative inflow of cash covers the initial investment. It does not consider the time value of money but can be employed in a firm that is liquidity-constrained.
· Project A: First outlay £40m. The cumulative cash inflows are about £40m in Mid-Year 4 with a PBP of 3.4 years.
· Project B: £30m starting capital and fixed inflows of £6m/year would yield a full recovery in Year 5, therefore PBP = 5 years.
· Project C: Years 3 and 4 inflows are good hence the initial investment of £50m is paid back Years 4 and 5 with PBP of about 4.1 years.
Project A is the project with the fastest payback, then comes Project C and lastly, Project B is least attractive in this context.
Accounting Rate of Return (ARR)
ARR = (Average annual profit ÷ Initial investment)
Using the provided results:
· Project A: ARR = 25%
· Project B: ARR = 20%
· Project C: ARR = 30%
Project C yields the highest accounting profit, meaning it will be more profitable per annum than the capital invested. Project A follows, and the weakest project is Project B.
Net Present Value (NPV)
The NPV is the most concrete means of evaluation as it takes into account discounted cash flows in the future and reflects both profitability and shareholder value generation.
· Project A: Total PV of inflows = £41.323m, therefore
NPV = £41.323m – £40m = £1.323m
· Project B: Total PV of inflows = £22.663m, therefore
NPV = £22.663m – £30m = –£7.337m
· Project C: Total PV of inflows = £54.225m, therefore
NPV = £54.225m – £50m = £4.225m
Project C has the highest NPV, with the greatest shareholder value. Project A has a low positive NPV and Project B annihilates at a 10% discount rate (Ball and Nikolaev, 2022).
Profitability Index (PI)
PI is a measurement of value created per unit of investment.
· Project A: PI = 1.033
· Project B: PI = 0.755
· Project C: PI = 1.0845
Project C has the highest returns per pound invested, followed by Project A, and project B does not qualify as PI>1.
Internal Rate of Return (IRR)
· Project A: IRR = 11%
· Project B: IRR = 7%
· Project C: IRR = 14–15%
Project C has the highest IRR, which is much higher than the cost of capital. Project A is just above 10 percent, but Project B is much less than the requirement. Project C records the highest financial performance in all the five appraisal techniques with large but back-loaded inflows. Project A has steady but low returns and a fair payback. Project B fails on all indicators and is not profitable (Umamik, 2023).
[bookmark: _Toc216277096]4.2 Investment Recommendation Under Capital Rationing (£60m Limit)
In capital rationing, investment decision must consider both the returns on money and the constraint of expendable capital. The number of projects that can be undertaken simultaneously is limited to a ceiling of £60 million pounds. Possible combinations are 3:
Only Project A
· Investment = £40m
· NPV = £1.323m
Here, two-thirds of the capital is used, but the NPV is also positive and PI is the second-largest. However, it does not maximize shareholder value and under-uses the investment ceiling.
Only Project B
· Investment = £30m
· NPV = –£7.337m
It is not economically viable, as it has negative NPV, smallest IRR, and smallest ARR. Capital rationing principles should avoid value-destroying projects.
Only Project C
· Investment = £50m
· NPV = £4.225m
Project C has the highest absolute NPV and PI. It offers the best combination of profitability, risk-adjusted performance, and shareholder value creation.
Possible Combination: A + B
Total investment = £40m + £30m = £70m
This exceeds the £60m limit and is therefore impractical.
Possible Combination: B + C
Total investment = £30m + £50m = £80m
And even the capital ceiling.
Possible Combination: A + C
Total investment = £40m + £50m = £90m
Not feasible.
Conclusion of Capital Rationing Decision
The solution which maximises the value and still fits within the constraint of 60m is: Select Project C only.
It adheres to the limit of investment, gives maximum NPV, offers the highest PI, and has the best IRR. Project A is also profitable yet incompatible with Project C because of the budget limit. The selection of Project A would also come at the expense of a large portion of positive NPV in Project C.
[bookmark: _Toc216277097]4.3 Justification Linked to Company Financial Performance and Project Risk Characteristics
Investment in distress should be at the discretion of the entire organisation. The five year performance of the company suggests material liquidity strain, declining margins, variable earnings and rising risk exposure. Such financial aspects play a major role in the decision of capital projects.
Connection to Profitability and Solvency Concerns
The company has reported a loss over a period of years and the net income has been adverse. Profit margins decline and returns on equity and assets are steadily declining. To turn around declining profitability, we need NPV-positive projects. Project C would best justify the need to better earnings, and it has the highest NPV and IRR, unlike Project B, which would further deteriorate the financial situation. Project A is a slightly profitable project that cannot match the earnings impact of Project C. Financial objective in a turnaround environment is concentration on high-value opportunities rather than a barrier of small cash-flow stability (Jackson, 2022).
Fit with Liquidity and Working Capital Constraints
The firm has a long working capital cycle, which has recently increased to 115 days. The liquidity metrics show chronic pressures, particularly as the days inventory outstanding and receivables turnover continue to rise. This wastage in operations reduces the capacity of the firm to finance long payback projects. Project C, even though the initial investment is the biggest, returns relatively quickly compared to its scale thanks to strong flows during Years 3 and 4. Project B with a payback of five years and low returns would not fit a liquidity-strained firm. Project A performs fairly well but with only a slight contribution to net present value. The company must select projects that generate high net cash surpluses within a manageable timeframe. Project C satisfies this criterion through its cash-flow profile (Grennan and Michaely, 2021).
Risk Characteristics and Cash Flow Volatility
Project risk is measured by the stability, magnitude, and timing of the expected cash inflows.
· Project A: Small but predictable inflows; non-volatile; moderate pay-off.
· Project B: very low returns and very stable; great risk of underperforming relative to financing costs.
· Project C: Bigger upside, more volatile.
Project C can be more uncertain but also comes with more returns, higher NPV, and improved PI. Risk must be assumed under a turnaround climate in which the value creation that follows is proportional. Both conservative alternatives, such as the B Project, would incur an opportunity cost that is not conducive to recovery strategy. Furthermore, the reduced profitability of the company makes incremental improvements insufficient. There is a transformative project that is financially significant required and Project C alone meets this condition.
Alignment with Long-Term Strategic Restructuring
Earlier restructuring debate pointed at the necessity of divestiture, capital infusion, and debt optimisation. This strategy is supplemented by the decision to choose a high-return project in order to establish future internal financing, reduce reliance on debt markets, and increase gearing and interest coverage. Project C indirectly boosts the equity base through expansion of retained earnings and long-term capital. Projects with lower returns would not increase creditworthiness or debt service capacity (Lestari, Antony and Alhidayatullah, 2023).
Shareholder Value Considerations
The shareholders should have a clear sign that the company can deliver sustainable future value. Project C offers:
· Maximum value addition per unit capital.
· Strongest growth in FCF.
· Most effective in long-term valuation measures such as ROIC and EPS.
Project B, on the other hand, kills shareholder value, with Project A providing a slight improvement.
Strategic Fit and Growth Potential
The inflow pattern of Project C suggests scales, i.e., can be matched with new product expansions, digital transformation, or high-growth markets. Projects A and B are closer to incremental, low impact operations. Financial turnaround requires investments that enable growth in order to reposition the firm back into the competitive environment.
Final Investment Recommendation
Capital rationing limit of £60 million is reached and after careful analysis on the basis of PBP, ARR, NPV, PI, IRR, liquidity requirements, solvency issues and risks: Project C is the best investment and it should be selected. It maximises shareholder value, consistent with the financial pressures of the firm and highest strategic growth potential that is required in corporate recovery.
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