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Introduction 

Proper financial decision-making would come in handy under a dynamic and volatile business 

landscape that is capital-constrained, to within organisational performance and shareholder 

value. The present report evaluates the financial situation and other possible strategies of the 

company as viewed through the lens of senior financial management through the application 

of the available principles of corporate finance that help to make informed decisions. The 

factual analysis will start with a general overview of the financial performance and liquidity, 

followed by the analysis of the working capital efficiency and how the same affects the stability 

of the short term. Based on this specialisation, the report also addresses the aspect of how 

financial structure can be restructured strategically; it proceeds to elaborate on the capital 

investment appraisal in detail within the confines of capital rationing. 
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Task 1 

Introduction to the Financial Performance and Statement Analysis 

Examination of the financial reports of the company that ran from 2020-24 indicates that 

General Electronics is experiencing an era of extreme financial deterioration as the new Chief 

Financial Officer (CFO). In the income statement, the net sales are also steadily declining and 

will decline to PS 394,879 million by 2024, compared to PS 614,680 million in 2020. The 

contraction denotes the deterioration of the market demand, the narrowing of the competition 

in the global market of consumer electronics and the possibilities of the inappropriateness of 

the strategy in the product offers. Although the cost of sale declined in absolute terms, the 

declining rate of revenue declined at a higher rate than the declining efficiency of cost, resulting 

in fluctuating and declining profitability. 

The company has deteriorated in its working performance (Vince, 2021). Though General 

Electronics gained positive operating income between 2020 and 2022, it began to experience 

operating losses in 2023 and added on to 2024. This sort of change means that there is growing 

inefficiency in its operation, overheads, and inability to adapt its cost structure to the lower 

sales volumes. The net income followed the same pattern, as it had the highest profitability in 

2020 and colossal losses in the previous two years, which have led to a considerable decrease 

in retained earnings and shareholder confidence. 

Its balance sheet is also a contributor to the problems with the stability of its finances. The 

contraction of the total assets was extremely sharp in the period under review, and this was due 

to the dwindling property, plant and machinery, inventory and cash balances. The fairness of 

the shareholders was diminished considerably, which comprises the accumulated losses and 

the unceasing motion of the share buyback, which also played a role in the further undermining 

of the capital base. Meanwhile, total liabilities were relatively high, which means that the 

company did not have to leverage its declining earnings accordingly. The cash flow statement 

shows that operating cash flows remained positive, but they were considerably lower, and this 

raises the question of the sustainability of the internal financing capability (Loth, 2024). 

Profitability and Efficiency Ratio Analysis 

The profitability ratios provide a clear profile of the faltering performance in regard to finances 

(Hayes, 2025). The gross profit margin did not undergo radical changes during the first years 

and which means that the initial core production and pricing strategies turned out to be initially 

effective. The margin, however, weakened later in the years, which was a sign of reduced 

pricing power and the inability to pass on the cost to the customers completely. The operating 
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profit margin deteriorated further, turning negative in 2023 and 2024, which implies that the 

sphere of operation can no longer be compared to the revenue generation anymore. This trend 

represents structural inefficiencies and poor cost control (Hayes, 2025). 

The most negative decrease was observed in the net profit margin, where the company had 

recorded high positive values in 2020, but recorded negative and high value margins in the past 

two years. This fall demonstrates that the overall cost burden of the company, with interest cost 

as well as impairment cost, is not sustainable in the revenue generation. The trend of both the 

return on assets (ROA) and the return on equity (ROE continued to worsen over the period, 

which showed that the management has been increasingly becoming less efficient in the use of 

the assets and shareholder capital in order to bring returns (Jemaila, 2023). The negative ROE 

that has occurred in the last few years is of much concern, as it indicates that the shareholders 

are depreciating. 

Efficiency ratios also indicate the operational weaknesses (Saikot, 2024). Inventory turnover 

decreased with time, but the inventory days increased, meaning slower inventory movement 

and overstocking or demand forecasting. This ineffectiveness ties up working capital in knots, 

and the threat of becoming obsolete in a very dynamic environment in the technological world 

(Saikot, 2024). The receivables days percentage was quite high as well, which implies that this 

company is potentially providing far too generous terms in order to maintain elevated levels of 

sales volumes in order to putting additional strain on liquidity. Another one was the reduction 

in total turnover of assets, which indicates the reduction in the ability of the firm to provide 

revenue using its assets. 

Liquidity, Gearing and Cash Flow Position 

Liquidity analysis shows an increasing short-term financial pressure on a company. The current 

ratio has steadily declined within the period under review, up to the point indicating the absence 

of financial variability in the short term. Despite the ratio being slightly higher than critical 

levels, the downward trend is a worrying issue, particularly given the declining cash balance. 

The quick ratio is even more cautious since it does not encompass inventory that has slowed 

down, even more so. This would mean that General Electronics may have issues with the short-

term commitments due to the lack of sales of the inventory or outside funding. 

The financial risk is increasing in the gearing ratios (Corporate Finance Institute, 2022). To 

equity ratio equally increased significantly because of a reduction in shareholder equity, and 

this depicts a rising dependence on debt financing. In this shift, the company will be 

predisposed to more financial risks, especially in the period of declining profits. The debt ratio 
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demonstrates that a large portion of assets of the company's assets is funded with the help of 

liabilities, and it limits financial manoeuvres. Interest coverage deteriorated to astronomically 

low levels over the last few years due to operating losses. This means that the company was 

grossly disadvantaged with regard to its ability to pay interest on operating earnings, and this 

poses a threat of breaking covenants and making it difficult to refinance. 

Cash flow ratios are quite encouraging, albeit showing some weaknesses. The operating cash 

flow ratio decreased over time, which means that operating cash inflow is not more than 

sufficient to pay off the short-term debts. The operating cash flows were also positive, and the 

trend indicates a decrease in the cash-generating ability. The cash flow to total debt ratio has 

deteriorated as well, and this indicates that the company can no longer use the internal cash 

generated to settle the debt. 

Corporate Failure risk and general financial assessment. 

The Altman Z-Score was employed to identify the possibility of a company entering financial 

distress as a corporate failure forecasting model (CFI Team, 2023). The latest financial data is 

used to compute the Z-score, and the score falls in the distress zone, indicating that there is a 

high probability of this firm going under unless it is taken under control. This event can be 

explained by the fact that the working capital is poor, and the retained earnings are declining, 

as is the operating performance and the declining equity base in comparison with the liabilities. 

The problem of the Z-score adds to the outcomes of the ratio analysis and is a confirmation 

that General Electronics is in a grave financial state (CFI Team, 2023). The strengths include 

the fact that the firm has the capability to generate favourable operating cash flows and its 

current presence in the world consumer electronics market. 

As a CFO, it would be evident that General Electronics cannot operate within the current 

operating and capital structure to be in a position to stay afloat in the near future, as highlighted 

in its financial health check. The company runs the risk of defaulting further and becoming 

insolvent in the absence of drastic action. This review provides a viable financial foundation 

based on which the additional review of working capital management reform, strategic 

financial restructuring and capital investment decisions shall be determined to stabilise and re-

position the firm to recuperate in the long term. 
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Figure 1: ALTMAN Z Score Model 

Source: (CFI Team, 2023) 
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Task 2 

Assessments of Cash Operating Cycle 

Cash operating cycle (cash conversion cycle, CCC) is one of the interventions of liquidity 

strength, which is very crucial in the short run and the efficiency of operating activities in 

General Electronics (Hayes, 2024). CCC incorporates the time frame during which the cash 

will be held up in working, in terms of inventory on hand and accounts payable before recovery, 

less the time of utilisation of supplier financing. An effective CCC is particularly useful where 

the companies have to operate in the capital-intensive and highly competitive industries, such 

as consumer electronics (Hayes, 2024). 

The calculated CCC of General Electronics reveals that the five-year period exhibited a 

consistent decrease in the CCC and indicates that there is an increase in inefficiencies in the 

working capital management. The inventory days have significantly increased, indicating a fall 

in the stock turnover and accumulation of unsold inventory. It is especially critical in a highly 

dynamic industry regarding technology, where holding inventory is long, which enhances 

product obsolescence and narrows the margin. The growing inventory days will show a lack of 

effectiveness in predicting demand and disorganisation between the planning of production and 

the market. 

The number of days outstanding is also very large, and it is a sign of the slow speed of paying 

suppliers. Though the company may have used the high credit terms to remain at the current 

sales volumes following the decreasing downward revenues, this has limited the liquidity as 

the cash is locked up in the receivables. This remains a problem, a fact that means that 

weaknesses in credit control are structural and not cyclical (BIS, 2020). In comparison, the 

actual liquidity relief provided by the payables days as an estimated ratio of current liabilities 

is not very high, and the solution to the reliance on non-timely supplier payment is not a long-

term solution. High payable stretching has the adverse effect of damaging supplier relations, 

and it can lead to stricter trade credit conditions that raise the liquidity burden. 
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Figure 2: The Cash Conversion Cycle 

Source: (Hayes, 2024) 

Impact of Liquidity Inefficiencies on Working Capital. 

These inefficiencies witnessed in the cash operating cycle influence the liquidity position of 

this firm either directly or indirectly. Long-term CCC also renders the firm less self-sufficient 

where financing its operations, therefore more dependent on external sources (Hayes, 2024). 

This reliance is particularly dangerous given the fact that the interest coverage of the company 

is low, and its ability to generate cash is declining, as was ascertained in the financial health 

analysis. 

Weakness in the working capital also limits the ability of managers (Ashrafi and Pakdel, 2019). 

Inventory, cash and receivables cannot be moved to strategic activities, debt service or 

contingency reserves. As the liquidity tightens, the firm would be more vulnerable to external 

shocks, including the supply chain being disrupted, cost inflation, and changes in consumer 

demand. Governance-wise, unrelenting working capital inefficiencies are signs of inadequate 

operational controls and a lack of proper communication between the financial and operational 

decision-making processes. These weaknesses will be a risk of derailing larger restructuring 

activities and stalling the recovery of the firm without action being taken to correct them. 

Liquidity Enhancement plans through Working Capital Reforms 

The CFO should pay attention to certain working capital solutions to decrease the CCC in order 

to improve liquidity (Hayes, 2024). The inventory management is the most short-term 

opportunity. Estimation of better demand, better planning of manufacture and rationalisation 

of the product portfolio would reduce the level of dead stock and release of stranded capital. 
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The focus on improving the speed and the margin of products would then go further and 

improve the efficiency of the inventory and reduce the risk of obsolescence. 

Receivables management should also embrace tightening of the credit policies and aggressive 

collections. This may include checking of credit terms of risky customers, initiating an early 

payment scheme and stricter mechanisms of checking on defaults. Even though this would 

cause a minor effect on the sales in the short term, the respective increase in cash inflows would 

have a significant effect on liquidity and the minimisation of bad debt. 

Payable management should be optimised instead of stretched. The company should also seek 

to renegotiate the supplier terms through joint agreements, and they might involve the use of 

supply chain financing solutions that do not have any negative impact on the relationship 

between the suppliers and the company (Rittin, 2022). All these reforms would decrease the 

CCC and increase the operating cash flow and dependence on external financing. 

 

Figure 3: Ways to increase working capital 

Source: (Ashrafi and Pakdel, 2019) 

Rapidly, short-term and long-term Financing 

The CFO should consider both internal remodelling and a proper balance between the short run 

and long run financing. Overdraft and revolving credit facilities, which are short-term forms of 

financing, are flexible and may be utilised in financing temporary shortages in working capital. 

However, excess reliance on short-term funding exposes the company to the refinancing risk 

and interest rate risk, particularly when the company is experiencing financial turmoil (Chen, 

Zhang and Yang, 2025). 
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Long-term sources of funds, term loans or injection of equity are more stable in that the 

maturity of the funds is in line with the recovery period of the firm. Such alternatives may be 

more expensive or cause dilution of ownership; however, they will reduce the rollover risk and 

make the balance sheet more robust. The capital structure of the firm should be stabilised with 

long-term financing, and short-term facilities should be able to cover the seasonal or cyclical 

working capital needs. 

Lastly, operational disciplinaire is significant than financing in sustainable liquidity 

improvement (Lucke, 2024). General Electric will be in a position to restore short-term 

liquidity with the working capital restructuring, as well as a balanced approach to financing 

strategy, and reduce financial risk and subsidise its overall turnaround objectives. 
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Task 3 

A Rationalisation of the Financial Restructuring 

According to the financial health and the working capital analyses, it can be established that 

General Electronics is adopting an unsustainable financial structure (Ashrafi and Pakdel, 2019). 

There are indications of repetitive operating losses, declining equity, increasing leverage and 

worsening liquidity, which all indicate that operational improvement will not prove sufficient 

in restoring financial health. As a CFO, it would involve total financial re-engineering to 

stabilise the financial balance sheet, restore confidence of the stakeholders and create the 

flexibility required to do long-term strategic repositioning. 

The reorganisation in this respect of financial aspects has to address three interrelated 

objectives that are to make the company solvent, improve capital performance, and contribute 

to the renewal of the company's operations. The restructuring plan offered must be evaluated 

not only on its short-term financial impact on the business, but also on its impact on the 

shareholder value, its debt sustainability and its strategic flexibility in the volatile global 

market. 

Divestment and Asset Rationalisation 

One of the restructuring options that General Electronics can achieve with the least amount of 

time and effort is targeted divestiture (Crinson, 2024). The declining asset base and the low 

asset utilisation ratios of the firm show that there are business units or non-core assets that are 

not doing well, or at the cost of the strategic priorities of the firm. In order to enable the 

management to concentrate on the more increasing and more profitable segments, it would be 

suitable to divest the non-core operations, i.e. legacy product lines, or subsidiaries not viable 

geographically. 

Divestiture has many financial advantages that are many (Crinson, 2024). The positive direct 

effect of increasing gearing ratios and decreasing interest payments will be possible through 

repaying debt by asset sales. This would have a deleveraging effect of enhancing interest 

coverage as well as minimising the insolvency risk, which would stabilise the credit profile of 

the firm. In addition, divestiture can increase the degree of return on assets by excluding the 

asset base to eliminate the assets that are not strategically relevant and productive. 

There are, however, risks involved in divestiture as well. Fire-sale disposals in a stricken 

environment may result in destruction of values in the event that the assets are sold at a lower 

price than their intrinsic value (Kenton, 2021). 
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Figure 4: Strategic Divestiture for General Electronics 

Source: Author’s creation 

Merger/Strategic Alliance Alternatives 

A merger or strategic alliance is one of the potential paths that the firm can take to recover 

more quickly because of the diminished competitive advantage of the company. A well-

structured merger would help General Electronics to have certain cost economies of scale, 

market growth, as well as research and development cost sharing in an industry that has 

experienced a rapid rate of technological change and high fixed costs. 

Under the shareholder value approach, a merger can create merger value through economies of 

scale, greater price power and access to complementary technologies (Billa, 2019). The 

economies of scale, particularly in procurement cost, manufacturing and distribution, may 

considerably increase the operating margins and cash flow generation. In addition, a merger 

with a financially well-off company may assist in accessing capital and reducing refinancing 

risk. 

Nevertheless, mergers are also associated with serious risks of implementation and assimilation 

as well. The possible damage to the value of the company is typical because of the cultural 

incompatibility, the breakdown of operations and an excessive estimate of the synergies. These 

are risks that are intensified in the already financially struggling firm. Hence, a full-scale 

merger will be thought over and only undertaken when there is a strategic and financial fit 
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(Billa, 2019). Most of the benefits of cooperation can also be offered through a strategic 

alliance or joint venture, and this restricts financial and operational risks. 

Capital structure rebalancing and Injection of equity 

The best methods of restoring the balance sheet virtue include the injection of equity. Some of 

the indicators that the current capital structure is over-levered include the poor equity base of 

the company and the rise in the debt-to-equity ratio. A right issue or a private placement to 

raise the equity of the company would have the direct effect of raising the equity of the 

company shareholders and solvency ratios (McClure, 2021). 

Equity financing enhances greater financial stability as it reduces the amount of debt being 

used and also limits the amount of fixed interest payments, thereby enhancing the cash flow 

stability. It would also be comforting the lenders and suppliers with better capital adequacy, 

which may lead to more favourable terms of financing. In the long term, a better equity base 

can be used to increase the capabilities of the firm to finance the innovation and strategic 

growth projects. 

Equity injection, on the other hand, comes with the dilution of existing ownership of the current 

shareholders and may not be received well when it is at a low share price (Olivia, 2024). It is 

therefore upon the CFO to create a balance between dilution in the short term and long term. 

An open discussion of a realistic turnaround plan should be there to receive shareholder support 

and overcome adverse market reactions. 

 

Figure 5: Creative Equity Injection. Sources 

Source: (Olivia, 2024) 
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Shareholder Value, Debt Structure and Operational Flexibility Implications 

Each of the proposed alternatives for restructuring would have significant consequences as far 

as shareholder value is concerned. This is because the immediate impact of divestitures and 

equity issues may be a decline in the valuation through the reduction of the scale and dilution. 

Such actions will nevertheless enhance the long-term shareholder value as they will eliminate 

financial risk, stabilise earnings and restore sustainable profitability. 

Restructuring would be of assistance to the debt structure as well. Improved leverage and 

interest, interest cover and a lower likelihood of default would be gained through divestiture 

growth and equity financing (Crinson, 2024). A more moderate and less complicated capital 

structure would help the firm to be more resilient to economic shocks and allow it to be more 

strategically flexible. 

The other consequence is functional, namely operational flexibility. This reduces the economic 

strain that allowing the management to focus on the long-term strategic priorities as opposed 

to survival in the short run. An improved balance sheet would boost investment in technology, 

product innovation and market repositioning, which are significant in the successful 

competition in the world consumer electronics market. 

International/Ethical-Considerations 

As a global company, General Electronics ought to be in a position to align its restructuring 

approach with the international and ethical factors. The currency risk is also best suited for 

revenue and costs that are denominated in different currencies (Kotak Securities, 2023). The 

financial restructuring-related decisions (such as debt refinancing or the sale of an asset) should 

consider the foreign exchange exposure, and the decisions should consider the availability of 

hedging instruments to minimise the volatility. 

There is also the threat of inflationary pressure, particularly in the emerging markets, where 

the input price and inflation of wages may be volatile. The restructured capital foundation that 

is characterised by low fixed cost of financing would enhance the ability of the firm to absorb 

the inflationary shocks without compromising the liquidity. 

Taxation issues are also of great concern. Such transactions as divestitures and restructuring 

may have tax liabilities and tax optimisation opportunities (Crinson, 2024). Though fair tax 

planning could assist in increasing post-restructuring cash flows, the aggressive tax planning 

would place the company at reputational and regulatory risks. Restructuring finances should 

be ethical by ensuring transparency and regulatory conformity in addition to being fair to the 

stakeholders. 
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The restructuring decisions are also to be examined in reference to corporate social 

responsibility (CSR). Disposals of assets or the laying off of individuals can have a severe 

socio-economic impact, particularly in those regions where the company has a huge number of 

employees. 
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Task 4 

The capital investment appraisal of Projects A, B and C will provide a quantitative basis upon 

which the projects can be measured based on financial worthiness and contribution to the 

shareholder wealth. It has been assigned the priority as the Net Present Value (NPV) approach 

has direct links with the objective of maximising the firm value because of discounting of the 

cash inflows in the future at the cost of capital of the firm (Fernando, 2024). The auxiliary 

indicators, such as payback profile, cash flow timing and volatility, are also considered to 

facilitate a risk-based decision. 

When the discount rate is 10 per cent, project A will report a positive NPV of approximately 

PS 1.32 million. This finding implies that the project would be capable of recovering its initial 

investment of PS 40 million and generate a small surplus, taking into consideration the time 

value of money. The size of capital invested is, however, quite huge in comparison to the size 

of NPV, which means that value creation in terms of pounds invested is low. The cash flows 

of the project are concentrated in the initial years but then reduce in the later years, which 

means that it would be moderate in the short term but not strong in the long-term earnings. 

Even though such a profile may be appealing to those companies who take issues about faster 

cash recovery, sustainability and also the possibility of reinvestment is also a question. 

The project B NPV is below PS 7.25 million, indicating that the discounted cash inflows of 

project B are not sufficient to fund the initial project cost of PS 30 million. Although the annual 

rates of cash inflow in the project are stable and predictable in the next five years, PS 6 million, 

the cash returns of the project are poor as compared to the cost of capital. Project B is good, 

financially, to eliminate the value of the shareholders and cannot be considered passable under 

the NPV rules (Fernando, 2024). Its stability in cash flow is never sufficient to counter its low 

profitability since a low risk level is never effective to warrant an investment where the 

structurally poor returns are present. 

Project C is the one with the largest NPV of approximately PS 4.22 million in spite of the 

largest initial cost of PS 50 million. This means a high-quality value creation is made absolute. 

The cash flow of the project is skewed to the back, with the larger inflows of the project to be 

in the Years 3-5. Even though this presents the company with greater forecasting risk and 

discounting impact, it is a sign of greater growth potential and scalability. The later inflows of 

cash are high, and this would mean that Project C might be linked to the strategic projects such 

as expansion capacity, innovation or penetration that usually require a higher amount of startup 

capital but would be high in long-run returns. 
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Overall, the NPV analysis can certainly trace the boundary among the projects in terms of the 

value creation (Fernando, 2024). Project C is superior to the absolute wealth creation for the 

shareholder compared to Project A, which is financially active with less strategic value, and 

Project B is not financially viable. 

Rationing Capitals and efficient choice of projects 

Capital rationing restricts the investment choice, and the maximum amount of investment that 

could be made is PS 60 million (Hayes, 2022). This constraint demands the selection of the 

mix of projects, which will maximise the total NPV and not violate the constraint of capital. 

Considering the initial investment needs, the overall cost of PS 90 million of Project A (PS 40 

million) and Project C (PS 50 million) exceeds the amount of the available budget and therefore 

cannot be carried out concurrently. Similarly, when Project B is applied to Project A or Project 

C, value will not be added as Project B has a negative NPV, and it will dilute returns. 

Under these limitations, the available feasible investment options will be either to select Project 

A, Project B and/or Project C alone. Among the available variants, it is clear that Project C is 

the most favourable since it provides the optimal NPV within the PS 60 million capital 

constraint. Project A would result in a significantly reduced aggregate NPV than Project B 

would, which would aggressively reduce firm value. 

With regards to capital rationing, the choice to undertake Project C is the most optimal method 

of utilising the scarce financial resources. This conforms to the financial theory in which, when 

capital is scarce then project ranking and selections must be in regard to their contribution to 

the shareholder wealth rather than the fact that a project is absolutely affordable or considered 

safe (Monroe, 2024). 

Financial Performance Grounds Rationale 

The ultimate move to proceed with Project C can be further justified by ascribing the results of 

an investment appraisal to the financial performance of the firm in general, particularly the 

profitability and liquidity. 

Project C offers the greatest addition to profitability in the future. The larger the NPV is, the 

measure of operating cash flows against the level of investment. Such a project could improve 

the returns on capital invested in the case of a firm where the operating margins have been 

stable, or even on an increasing path, and the ratio of profitability in the long term. On the other 

hand, the low NPV of Project A would mean that the project will not cause the growth of 

earnings with any substantial effect theoretically and would give the firm under its strategic 

leverage. 
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Liquidity problems also exist, particularly with the cash flows of Project C being back-loaded. 

Although such a structure leaves the company at a disadvantage in the context of the intensified 

reliance on internal liquidity or short-term financing within the first years, the company can 

afford to address the risk depending on the current state of the working capital and accessibility 

to credit facilities (Hayes, 2025b). In case the company possesses adequate current and quick 

ratios, and the operating cash inflows, owing to the current operations, do not change abruptly, 

the liquidity pressure of the temporary nature associated with Project C can be easily overcome. 

Moreover, the surgeries of cash flow in the later years increase the future liquidity and debt-

servicing capacity and cause the company to possess more financial flexibility in the long term 

(Hayes, 2025b). 

Project B, which is stable and has stable inflows, is not profitable enough to justify the capital 

use. Such a project's use of funds would dilute the overall metrics of returns and could reduce 

the possibility of investing in the future because the funds would be pegged to low-return 

assets. 

 

Figure 6: Should Project C Be Pursued 

Source: Author’s Creation 

Risk Characteristics and Cash Flow Volatility 

Risk analysis is also a significant practice that is employed to explain the final ruling on the 

investment. Each project has a risk profile which is unique, given the timing of the cash flows, 

volatility and sensitivity to the economic conditions. 

Project A is of moderate risk, and the cash flows are quite predictable, although declining. 

Since early inflows will reduce the exposure to long-term uncertainty, the declining trend will 
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be the indicator of the exposure to the competitive forces or technology obsolescence. This 

renders it less tactical, particularly in dynamic markets. 

Project B has minimum volatility regarding cash flow, and the inflows are fixed during the five 

years. This stability, however, masks the structural weakness, as the returns are not high enough 

to cover the cost of capital. This illustrates one of the most critical concepts in the field of 

financial management, which is that low volatility does not mean low risk as long as the project 

is not performing at the minimum levels of returns (Kumaraswamy, 2023). 

Project C is more prone to forecasting risk since it is pegged on big cash flows later in the 

project. These inflows are better subject to macroeconomic trends, demand fluctuations and 

execution risk. The larger NPV is, though giving some buffer against the error of estimation, 

i.e. whether the actual cash flows are not as large as it has been projected, the project will still 

give good returns. In practice, it is found that companies will assume higher cash flow risk 

where it is compensated with higher anticipated returns, in part because the risks can be 

mitigated through gradual investment, alliance or business flexibility. 

The ultimate investment suggestion is as below: 

Based on the evaluation of the investment valuation calculations, capital rationing limitation, 

financial performance variable and riskiness qualities, the ultimate choice would be to invest 

in Project C alone. 

Project C will optimise the shareholder wealth by giving the highest NPV of the present capital 

budget, which is PS 60 million. It is in line with long-term profitability targets, enhances future 

cash generating power and has strategic growth potential even though the risk in the short run 

is high. The firm should address early liquidity strains by carrying out good working capital 

management or through short-term funding so that long-term returns on the project may be 

realised. 

The present state of affairs should not permit the pursuit of both project A and project B, 

because project A is not value-creating enough in relation to its capital requirement, whereas 

project B is not even a viable financial project. The cancellation of such projects assists in 

saving capital for other, more profitable projects and assists in good financial management 

(Kumaraswamy, 2023).  
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Conclusion 

This report has demonstrated that financial analysis is a stringent procedure that forms the basis 

of dealing with both the short-term financial stresses and long-term strategic issues. The 

financial health analysis shows the aspects of weakness that should be improved in terms of 

liquidity control and efficient use of capital. Working capital reforms and selective financial 

restructuring are demonstrated to be required in the process of restoring flexibility and reducing 

financial risk. Above all, the investment appraisal conducted with capital rationing will 

determine the importance of ensuring that attention is paid to projects that have a high 

likelihood of maximising the shareholder value, rather than attempting to focus on scale or 

what is perceived as stability. The point-based conclusion of the report is that the overall bound 

of the sustainable performance and long-term development of the company is defined by the 

possibility to choose the most value-generating investment and to fit it to the financial 

opportunities and risk distribution of the company. 
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