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[bookmark: header][bookmark: _Toc216948135][bookmark: financial-analysis-tasks-13][bookmark: content][bookmark: financial-health-check-1400-words]Task 1: Financial Health Check 
[bookmark: _Toc216948136][bookmark: X14a78fd45a1c0df754a443a46ea6c32b1961641]1.1 Analysis of financial statements 
The consolidated income statement and balance sheet of the firm (Appendix 1) indicates that the General Electronics (GE) has gone through massive growth in revenues but at the same time experienced a downtrend in profitability and growing working-capital demands in the five years 2020-2024. The net sales remarkably grew by 4% per annum as the net sales grew to 732.5 million in 2024 compared to 614.7 million in 2020. Cost of sales increased gradually but not as fast that allowed gross profit to stay about 61-63% of sales. The operating expenses, however, grew at a solid pace: the selling, general and administrative expenses grew to £367.2 million versus the previous £272.8 million, more than the growth of the revenues and reducing the operating income. There was a decrease in operating income in 2020 of £107.0 million to 2024 of £81.4 million. Increase in interest expense between £7.5 million and £22.1 million and further squeezed the earnings since the debt rose as the profitability decreased (Hasanaj and Kuqi, 2019). As a result, a strong drop in income before tax and a close to fifty percent decrease in net income between £73.2 million and £42.1million was realised.
The balance sheet (Appendix 2) indicates that total assets have been growing between £767.0 million and £946.8 million, due to escalation of current assets and fixed assets. Cash and equivalents are at constant level of approximately £100 million indicating a safe liquidity stand. The receivables rose to 206.5 million as compared to £150.0 million, which showed a longer collection period. The inventory increased by adding £91.2 million and reached £142.7 million, which shows either more significant inventories or reduced rotation. The overall current assets consequently increased to £521.9 million as compared to £403.5 million. Current liabilities increased slightly on the liabilities side, with the lines of credit and payables leading to an upswing in current liabilities and long-term debt, whose increase reached between £25.2 million and £50.9 million (Reschiwati et al., 2025). The equity of the shareholders did grow by £621.9 million to 739.5 million with retained earnings and other comprehensive income helping in capital formation. However, the equity growth at the firm failed to stop the drop in the return measurements as the profits decreased.
[bookmark: _Toc216948137]1.2 Ratios analysis
The analysis of the comprehensive ratio (Appendix 3) shows the performance and financial health of the firm in six categories, namely profitability, liquidity, efficiency, gearing, investment and cash-flow.
Profitability Ratios
The profitability of the company has deteriorated considerably in the last five years. Gross profit margin varied, as it was 28.7% in 2020, and 28.9% in 2024. This slight increase is however an indication that there has been a constant increment in cost pressures and there is little that can be done to improve it.

Figure 1: Profitability Ratios (Source: Self-created)
[bookmark: _Toc216948138]However, operating profit margin of 6.1% in 2020 reduced drastically to negative in 2022 (-20.3%) and continued to be negative in 2024 (-6.4%t). This massive drop signifies that the cost of operation has risen in comparison to sales in disproportionate degrees indicating inefficiency in operations. The net profit margin took this decrease, as in 2020, it was 6.3%, but in 2024, it drops to 6.1%. This is quite alarming because it indicates not only mismanaged costs, but also seriously incurred profit losses, which are escalated through the inefficiencies in operations (Samudera Budi and Sumirat, 2024). Also, the ROCE decreased to negative figures of -41.6% in 2023 and -7.2% in 2024 compared to 8.1% in 2020. This negative payoff suggests that the company is failing to realize enough returns on its assets indicating overinvestment or poor asset utilization.
Liquidity Ratios
Liquidity position of the company has become weak overtime. The current ratio declined in the 2024 period as compared to the 2020 period, indicating a lower buffer to pay the short term liabilities. Although it is above 1.0, this trend reflects tightening liquidity.

Figure 2: Liquidity Ratios (Source: Self-created)
[bookmark: _Toc216948139]Meanwhile, the quick ratio has decreased to 1.03 in 2024 as compared to 1.15 in 2020 indicating a growing extent to which inventory was used to meet short-term liabilities. This reduction indicates an exacerbated situation of paying liabilities without reliance on inventory sales (Boitan, 2018). The cash-flow-to-current-liabilities ratio is used to gauge the company capacity to raise cash to meet short-term debt, declined to 0.17 in 2024 as compared to 0.32 in 2020. The sharp downward trend means that despite the company having adequate assets, the capacity to turn earnings into cash has been impaired thus the situation may create a liquidity situation in the near future.
Efficiency Ratios
The asset turnover ratio of the company was also consistent throughout the period, which shows that the company had the same capacity to generate revenue using assets. Nevertheless, the fixed asset turnover ratio declined considerably as it was 4.33 in 2023 and 1.32 in 2024 showing that there are inefficiencies in the use of fixed assets. 

Figure 3: Efficiency Ratios (Source: Self-created)
[bookmark: _Toc216948140]The growth in days receivable of 76.9 days in 2020 to 102.2 days in 2024 indicates a reduction in the speed of collections with customers and this affects cash flow adversely. Similarly, the inventory days were also higher and reached a maximum of 131.0 days in 2022 which shows slower inventory turnover. Both receivable and inventory days have increased and this has resulted in the cash operating cycle increasing to 118 days in 2024 as compared to 107.8 days in 2020, which means that the company is retaining its cash longer and is experiencing more problems in transforming working capital into cash (Sharma et al., 2022).
Gearing Ratios
The gearing ratios of the company show that there is growing financial risk. Debt-to-equity ratio increased during 2021-24 to 0.63 in 2020, suggesting that the company will increasingly rely on debt to finance its activities. This is a worrying trend in terms of leverage, there being a falling profitability in the company. 

Figure 4: Gearing Ratios (Source: Self-created)
[bookmark: ratio-analysis-500-words]The interest coverage ratio decreased significantly, as it was 27.21 in 2020 and was negative with -18.69 and -3.55 in 2022 and 2023. This sharp fall is a sign of the company not being able to pay interests and this makes it more susceptible to default (Sharma et al., 2022). The negative interest coverage ratio in 2022 and 2023 implies that the company is having difficulties in servicing its debt commitments and this is a significant threat to its financial sustainability.
Investment Ratio
The investment ratios of GE are:

Figure 5: EPS Ratio (Source: Self-created)
[bookmark: _Hlk216944843]EPS of the company have decreased drastically, and it is -1.85 in 2024 compared to 2.78 in 2020. This decline in the EPS indicates that the company is not able to provide profits to its shareholders thus becoming unattractive to investors  (Boitan, 2018). The poor EPS shows that the company is not bringing value to the shareholders and this may damage investor confidence and further pull the stock price down.
Cash-flow ratio
The cash flow ratio of the company is:

Figure 6: Cash Flow Ratio (Source: Self-created)
[bookmark: _Toc216948141]The operating cash flow to current liabilities ratio decreased by 0.32 in 2020 to 0.17 in 2024 indicating that the company is becoming less effective in producing cash using its operations compared to its liabilities (Samudera Budi and Sumirat, 2024). This decrease shows that the cash flow generation of the company has been compromised to a large extent making it more dependent on external financing to fulfil its immediate financial liabilities.
1.3 Trends, strengths, threats and recommendations
[bookmark: X00606bcd84edb04a8b7283f7432b0440cef91a8]In the ratio classifications, a number of five-year trends are observed. Profitability has fallen dramatically: there was a decrease in the gross, operating and net margins which became negative in 2023-2024, and returns on capital became negative and consisted of double-digit numbers. Working capital has increased since inventories and receivable periods increased despite the shortening of the payables resulting into an increase in cash operating cycle of approximately 108 days to 118 days and locking up more cash (Samudera Budi and Sumirat, 2024). The liquidity ratios are above one though they have shown a downward trend whereas leverage has increased among 0.63 to 1.11 and the interest coverage is negative. Cash-flow ratios have diluted and this indicates decreased earnings conversion into cash. Market indicators like EPS have gone dead into losses indicating a low investor confidence.
The current and quick ratios of the company are still positive and the absolute leverage is moderate which is the main strength of the company since it has some capacity to borrow as well as to absorb short-term shocks. Among the major threats, there are long-term operating losses, weak working-capital management and increasing leverage that might result in negative capacity to service debt (Boitan, 2018). Provided that these trends persist, the company will be in danger of additional shareholder value erosion and the inability to access the capital markets.
Recommendations: The costs and revenue improvement should be the primary focus areas of the management to recover the profitability, as well as SG&A expenditure review and better product mix. By speeding up the inventory turnover and customer collections, and negotiating reasonable terms of payment to the suppliers, the cash cycle would be reduced, and cash would be freed. Considering the moderate leverage, the company can think of selective debt financing in order to finance productivity improvement or diversification projects, but only by keeping good strategies on how to enhance profits and have positive interest cover (Sharma et al., 2022). Enhancing the cash forecasting and having unused credit lines will increase financial resilience.
[bookmark: _Toc216948142]1.4 Corporate failure prediction: Altman Z‑Score 
[bookmark: _Hlk216944882][bookmark: _Hlk216944864]Altman’s Z-score model is used to evaluate and predict corporate failure. Altman’s Z-score was still above 3 (safe zone) in 2020-2022 before declining into the grey zone, at 2.281 (Appendix 4). In 2024 the score had slightly improved to 2.854 but this was still below the safe mark. The drop is due to reduced profitability (lower C), sales-to-assets (E), and market value in comparison to the liabilities (D), offset, in part, by the improvement of a working capital (A). The Altman model shows that a firm with the lowest score of less than 1.8 has a high risk of bankruptcy and a score greater than 3, indicates a low risk. A score of 2.281 (2023) is an indication of increased default risk, but not extreme. The recovery in 2024 is a point that indicates improvement to some degree but also should be looked into. Further falls may lead the company to the distress zone (Altman, 2018). The management is therefore advised to watch the Z-score and other statistics and make interventions, including reduction in costs, working-capital optimization and capital structure alterations, to keep the financial stability intact.
[bookmark: _Toc216948143][bookmark: X9980ee8333eb6170dccc2f16dc4b835c78505b4]Task 2: Working Capital Management Analysis 
[bookmark: assessment-of-the-cash-operating-cycle]A strong working-capital management is the building block of liquidity and profitability and growth and enables a firm to finance its growth without the need to raise funds through expensive outside borrowing.
[bookmark: _Toc216948144]2.1 Assessment of the cash operating cycle
[bookmark: Xca04b69958fe2f24066535918cbd23104dbc172]The cash operating cycle (COC) is used to gauge the time that working capital takes (Appendix 5). It is determined by taking inventory days and receivable days fewer payable days. COC of the company has changed to 108 days in 2020 to up to 118 days in 2024, i.e. cash is recycled in the company through operations nearly four weeks slower than before. This extension is in large part due to increased inventory and receivable days: the inventory period has been extended by an average of around 54 to 71 days due to lower turnover and higher inventory, and the receivable period has more or less increased by an average of 89 to 103 days due to increased credit terms and relaxed collection. Payable period remained short of 35 days without giving much compensation (Zaher and Illescas, 2022). A fast-growing COC will consume cash and require increased use of debt to fund working-capital requirements.
As indicated in the financial statements, the cash flow generated by operations declined to £51.6 million in 2024 by 2020 when it was around £126 million. Concurrently the company had invested a lot in fixed assets and the firm was still paying off debt and dividends. Therefore, the cash balances at the end of the year dropped to £26.8 million against £57.2 million even though the sales increased. The net income declined to losses of £98 million and £24 million in 2023-2024, which consumed retained earnings on a deterioration of profits of £38.6 million in 2020. The disconnect between the falling profits and even more drastic decreases in the cash flow suggest that the accrual earnings become no more translated into cash (Soboleva et al., 2018). When the COC keeps swelling, the company would experience a constrained liquidity, more expenditure through borrowing and an increase in risk.
[bookmark: _Toc216948145]2.2 Strategies to improve liquidity through working‑capital reforms
To reduce the COC, it is necessary to concentrate on every aspect of working capital:
 Inventory management: The inventory control must be changed to a demand-based prediction and occasional deliveries to lower the stock level. Sorting fast- and slow-moving products and clearing of old products will reduce inventory days (Pamungkas, 2023). Working with the suppliers to reduce lead times and demand information will lead to shorter lead periods and frequent delivery.
Receivable management: The tighter credit screening, the shorter payment terms, early-payment discount and automated billing reminders are some of the means through which receivable management can be enhanced. Invoice or factoring of receivables converts receivables into cash. Late payment should be penalized.
Payables management: it implies the negotiation of lengthening of payment conditions or the application of supply-chain finance to allow the suppliers to be paid by a financier earlier than the company and to be paid in its turn later (Ahkam and Alom, 2019). Nevertheless, the company should not risk compromising the relationships with suppliers.
[bookmark: _Hlk216945256]Cash forecasting and discipline: There is a need to have cash forecasting and discipline. Integrated sales, production and procurement plans in the form of rolling forecasts will point out impending cash gaps. Customer’s accountability is enhanced by setting working-capital targets and tracking days inventory, days receivable and days payable growth. The delaying of discretionary expenditure and unnecessary capital expenditure maintenance keeps the liquidity intact and profitability is reinstated (Pamungkas, 2023). Balancing the incentives; the targeting of bonuses based on cash measures and even based on revenue, and the purchase of digital data tools to track the inventory and automatic invoices instills a cash-conscious culture.
[bookmark: _Toc216948146][bookmark: X9c5bef18dddfd5c85a9dd8e876f2904908114db]2.3 Comparison of short‑term versus long‑term financing options
Funding will still be required even with the enhanced working-capital efficiency. Short term sources (overdrafts, revolving credit lines, secured and unsecured loans, commercial paper) are flexible and can be used in temporary changes in working-capital, but it may be more expensive and also there is refinancing risk (Aguilar et al., 2019). Secured loans: The secured loans which are secured by inventory or receivables have lower rates and may lose assets in a default. The commercial paper can only be issued to creditworthy firms and should be rolled over on a regular basis.
Stability is provided by long-term financing, such as equity, preferred shares and long-term debt, such as bonds or term loans. Equity injections enhance the balance sheet but they do not have to be repaid but they dilute the current owners. Preferred shares have fixed rates of dividends and restricted voting powers (Gandhi and Nasit, 2022). Long-term debt is facilitating financial leverage and deduction of interest as a taxable expense; however, a heavy leverage increases the risk of bankruptcy and limits flexibility.
Since the company has got a long COC and its profitability is reducing, a mixed financing is recommended. The seasonal changes in working capital have to be financed through short term credit lines and the fixed assets and a section of permanent working capital is better financed through long term debt. The management should make sure that any additional debt should be supplemented by a plausible course to rebound the profitability and ensure that the interest coverage is comfortable (Aguilar et al., 2019). However, idle credit facilities and protection against interest-rate risk offers the company full freedom in unpredictable markets.
[bookmark: _Toc216948147]Task 3: Strategic Financial Restructuring Plan 
The strategic financial restricting plan of the company contains: 
[bookmark: _Toc216948148][bookmark: X4b793466ca90fee4f74ce33da6e2bea105cd9bd]3.1 Recommended financial restructuring options
The recommendations for financial restricting options are:
[bookmark: X0c9988373f4082f935e6aefd8e16429bcf657f4]Divest non‑core assets: The management ought to recognize and liquidate subsidiaries or product line that do not contribute to the core strategy or warrant the cost of capital. Debt could be reduced through proceeds and invested in ventures which yield high returns. The divestiture will streamline the organization and enable the executives to concentrate on its profitable areas, but caution should be observed not to get rid of assets that yield great synergies (Mavlutova et al., 2021).
Selective mergers, acquisitions or joint ventures: Economies of scale, extension of markets or technology benefits may also come as a result of strategic alliances with complementary companies. Joint ventures do not require total ownership and provide the same benefits. Due diligence, sound valuation and proper integration planning should take place to avoid overpayment and culture conflicts. (Altman et al., 2019). Any transaction must be organized in a way to maintain strength on the balance sheet.
Increase equity and convert debt to equity: A rights issue or a private placement will provide permanent capital and enhance leverage ratios and raise the Altman Z-score. Debt-for-equity swaps concluded with lenders save interests and solvency pressures but dilute current shareholders (Mavlutova et al., 2021). The funds that are raised should be used to finance profit-making ventures and not to finance losses.
Refinance and reorganize debt: The short-term, high-cost borrowings will be repriced into the long-term and low-rate borrowings, which will take the pressure off the cash flow and eliminate refinancing risk. The company ought to consider bonds, term loans/ government-facilities and negotiate covenants that help sustain flexibility in operations. A staggered maturity profile will not make big repayments during one year.
Reduce expenses and improve performance: Unit costs and quality can be reduced with the help of lean manufacturing, automation and digitalisation. Margins will be raised by reducing product lines and dropping activities that are not profitable. SG&A can be minimized by zero-based budgeting, outsourcing of non-core operations and shared services and operational improvements should be accompanied with stricter working-capital management to enable the cash released back is not invested in unproductive activities (Altman et al., 2019). The ERP system will be a good investment that will help to standardise the processes, enhance the visibility of the data and facilitate cross-functional working both during and after the restructuring.
[bookmark: _Toc216948149]3.2 Impact on shareholder value, debt structure and operational flexibility
[bookmark: international-and-ethical-considerations]Shareholder value: Dividends and share prices can be supported through divestitures and increased earnings and cash to support efficient operations. Equity issues are a way of dilution of the existing positions but can be warranted on the basis of financing profitable expansion. Debt-for-equity swaps sell part of the company to the lenders; shareholders have to compensate the dilution by reduction in interest and enhanced solvency (Siddiqa, 2023). Merger and acquisition can bring in value due to the synergies and errors will kill that value. Communication to the investors must focus on disciplined implementation and achievable synergies.
Debt structure: The sale proceeds and new equity could be used to pay back debt, which will reduce leverage and enhance coverage of interest. Floating short-term loans into longer-duration instruments has the effect of repayment spreading and the interest charge may decrease but overall borrowing costs may increase with an increase in the duration. The judicious combination of debt and equity is able to retain the tax benefits without compromising the solvency (Joshi, 2022). Debt-for- equity swaps lower leverage at the expense of the control of the current shareholders.
Operational flexibility: The optimization of operations and the elimination of non-core assets makes decision making faster and makes the company focus on making profitable decisions. The agility is enhanced by digitalisation and process improvements. Conversely, mergers can lead to a temporary limitation of flexibility caused by integration requirements and new covenant requirements  (Siddiqa, 2023). Flexibility will be insured by negotiating covenant with lenders to leave flexibility intact and by holding undrawn credit lines.
[bookmark: _Toc216948150]3.3 International and ethical considerations
Restructuring tends to cross boundaries and has to take into consideration taxation, regulation, currency and ethics. The cross-border transactions must be in a way such that they are tax efficient and they are in line with the local laws and sustainability reporting. Natural hedges and financial instruments (unless the two are in the same currency) (forwards, options) can help contain exchange-rate risk, diversified funding and inflation-linked instruments can help contain inflation risk. Ethical practices and CSR are the keys to the support of the stakeholders: treat the employees fairly in case of layoffs, do not act anti-competitively in the case of mergers, reduce the environmental damage to the minimum and be transparent (Hong, 2024). The reputational damage will be averted by early interaction with employees, unions, suppliers and regulators and by the provision of severance or retraining package. A socially responsible investor can also be drawn to the company through demonstrating its commitment to the ESG principles, and lower the cost of capital. Countries might have different employment regulations; restructuring might thus necessitate bargaining with local labour unions and regulators to make sure that it is complied with and does not attract fines. The company should also maintain social and environmental standards throughout its worldwide supply chain, maintain human rights and fair labour practices to ensure it does not tarnish its reputation (Stefanović and Milovanović, 2022). The key solutions that the management should implement in high-inflation settings are to adjust pricing and contract conditions to maintain real margins and consider financing options that offer protection against inflation.
[bookmark: citations][bookmark: _Toc216948151]Task 4: Investment Appraisal and Capital Budgeting
[bookmark: _Toc216948152]4.1 Explaining the Investment Techniques and Results 
The company used five known capital budgeting tools to evaluate three proposals. They both offer a varying account of cash flow timing and profitability.
Payback Period (PBP): PBP just poses the question of how many years of cash inflows can be used to recover the outlay. In project A, it takes approximately 3.4 years to recover the £40m cost of the project, through the inflow of cash in the form of £10m, £12m, £14m, £10m and £8m (Appendix 6). Project B project cost, £30m and annual revenue, £6m, do not even break even until the fifth year (Kengatharan and Nurullah, 2018). The cost of £50m of Project C offset by the inflows of £5m, £10m. £2 m, £25m and £15m is recovered within the 3.6 years. Payback is concerned with the liquidity but does not pay attention to the later cash flows and time value of money.
Accounting Rate of Return (ARR): ARR is a ratio of the average accounting profit (not including depreciation) and average investment. The original profit of £14m and ARR of approximately 14% on a £20m average investment remains after the depreciation charge of £8m per annum of project A (Appendix 7). Project B does not have any profit as the cash inflows are equivalent to the depreciation resulting in ARR of zero. The profits of project C will amount to £25m and the ARR will be approximately 20% on an average investment of £25m (Sinaga et al., 2023). ARR reflects on the effect on reported earnings but does not reflect on timing.
Net Present Value (NPV): The discount rates on the future cash flows are based on the 10% cost of capital. Inflows of project A discounted to approximately £41.3m versus £40m cost to bring about an NPV of approximately £1.3m (Appendix 8). A negative NPV of around -£7.3m gives a discounted inflow of £22.7m in project B as compared to a cost of £30m. The inflows of project C are discounted to £54.2m and thus NPV of project C amounts to approximately £4.2m after £50m outlay (Baum et al., 2021). The positive NPV means that a project is value adding.
Profitability Index (PI): PI indicates the ratio of present value of inflows to the initial cost. The PI of Project A is approximately 1.03, project B is about 0.76 and project C is about 1.09 (Appendix 9). A PI of over one shows that there would be more benefits than costs per pound (Kengatharan and Nurullah, 2018). This is particularly useful in small amounts of capital when projects are ranked by value created per pound invested given that capital is limited.
Internal Rate of Return (IRR): The discount rate at which the NPV is zero is called IRR. It is an implicit yield of the cash flows of the project. Project A has IRR of approximately 11%, barely exceeding the 10% hurdle rate (Appendix 10). The IRR of project B is 0, as it is unable to give excess returns. Project C has IRR of approximately 13%, where it has the best premium over the cost of capital (Baum et al., 2021). In all five approaches, Project C is the first, Project A is showing low value and Project B is destroying value.
[bookmark: _Toc216948153]4.2 Final Investment Recommendation 
The amount that the firm can invest is not more than £60million. Project A needs £40m, Project B £30m and Project C £50m. Since two combinations are more than the limit (A+B = 70m, B + C = 80m, A + C = 90m), the management will have to select one of the projects.
Project B should be eliminated at once. Here, the payback is highest, but it will not generate accounting profit and also it has negative NPV and PI and IRR will indicate that it cannot cover the cost of capital. It is not worth investing with limited resources on an activity that will ruin value.
The decision is thus concerned with Projects A and C, Project A is a break even after 3.4 years with an ARR of 14% and a small NPV of approximately £1.3m. Its PI value of 1.03 and IRR of slightly above the 10% hurdle rate suggests a low value creation. Since it is £40m, it would result in £20m that would be idle which can be used to buffer or finance small-scale projects (Senthilnathan, 2020). Its contribution to profits and cash flow increment is however, relatively minor and does not provide much reprieve to the downward profitability trend of the company.
[bookmark: _Hlk216946832]Project C shows the best indicators of metrics that count: it produces an NPV of approximately £4.2m, PI of approximately 1.09, ARR of 20% and IRR of approximately 13%. It’s payback (3.6 years) is slightly higher than that of Project A but it is not significant in practice. Even a P£60m budget of £50m left a £10m buffer with a £50m initial cost (Kengatharan and Nurullah, 2018). The more value creation/ pound invested and profitability indicates that Project C would positively affect the earnings and cash generation more significantly.
In the case of the rationing of capital, the project with the greatest NPV and PI must be chosen. Project A would result in the loss of over £2.5m of present value and idle capital since there are no other projects of the same calibre. Project C has a greater payoff which justifies the fact that it is costlier and more volatile. Consequently, the suitable investment would be Project C and Projects A and Project B should be rejected (Sinaga et al., 2023). This option is both efficient with regard to using the budget and will result in the greatest increase in the shareholder value and the positioning of the firm to continue growing more effectively.
[bookmark: _Toc216948154]4.3 Justification Based on Financial Performance and Risk 
In the last five years there is a compression of margins and a downward trend in returns on capital and the interest coverage is weak. Nonetheless, liquidity is also comfortable: the current ratio and quick ratio are more than one, the current flow of operations is positive and current assets are larger than the current liabilities, but the cash conversion cycle has increased (Ofoeda et al., 2025). Here the company requires investments which will enhance the profitability but not over burdening working capital.
Project C aims to satisfy these requirements as compared to Project A. Its superior NPV and ARR imply that it will have a greater role in overturning the diminishing margins, and its cash flow pattern of larger inflows in the latter years with smaller inflows in the initial years will suit the capability of the company to accommodate initial expenditures and also the envision of a significant increase of the margins in the later years (Senthilnathan, 2020). In comparison, the smaller inflows of Project A would have minimal impact on profitability on the needle.
Project C is also favourable in terms of risk considerations. Though the annual inflows of the company fluctuate compared to the Project A, the company has a strong liquidity and access to credit lines that cushions against timing changes, and the payback period is just several months longer than that of the Project A. Volatility can be proactively controlled with wise cash flow forecasting and contingency reserve and ought not to compromise solvency.
Project C provides a superior growth platform just in terms of strategy. Its size and increased returns have the potential to expand new markets, or create economies of scale, and Project A is merely an incremental improvement that is unlikely to alter the direction of the company. Restructuring to a conservative project at the time when the financial performance is already strained is a risk of entrenching mediocre performance (Sinaga et al., 2023). The selection of Project C, therefore, would best fit the two goals, which are to reclaim profitability and continue to grow within the capital limit.
In addition, the investment would facilitate the working capital improvement as it will generate the future cash flow which can be used to reduce inventories and receivables and this will reduce the cash conversion cycle. The Altman Z score and debt equity balance should also be improved by the increased profitability, which will increase creditworthiness. Proactive attitude will send a message to shareholders and creditors that management is dealing with the root cause of the low financial performance and is determined to put the firm back on the right track to grow (Ofoeda et al., 2025). Other strategic investments would also provide a headroom to future projects through the creation of larger earnings base as well as improvement of the capacity of the firm to finance growth internally.
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Table 1: Consolidated Income Statement (Source: Case Study)
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Table 2: Consolidated Financial Position (Source: Case Study)
[bookmark: _Toc216948159]Appendix 3: Ratio Analysis 
	1) Profitability Ratio

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Gross Profit Margin
	(Gross Profit/Net Sales)*100
	(113994/394879)*100
	(97560/420457)*100
	(152292/542751)*100
	(173016/601602)*100
	(176256/614680)*100

	
	Results
	28.87%
	23.20%
	28.06%
	28.76%
	28.67%

	Operating Profit Margin
	(Operating Profit/Net Sales)*100
	(-25297/394879)*100
	(-85301/420457)*100
	(14548/542751)*100
	(23253/601602)*100
	(37267/614680)*100

	
	Results
	-6.41%
	-20.29%
	2.68%
	3.87%
	6.06%

	Net Profit Margin
	(Net Profit/Net Sales)*100
	(-24029/394879)*100
	(-98238/420457)*100
	(407/542751)*100
	(5301/601602)*100
	(38572/614680)*100

	
	Results
	-6.09%
	-23.36%
	0.07%
	0.88%
	6.28%

	Return of Capital Employed 
(ROCE)
	EBIT/(Total Assets-Current Liabilities)
 *100
	 -11936/(323354-158291)
*100
	 -80969/(355872-161148)
*100
	 16748/(504163-216473)
*100
	 23819/(510348-216787)
*100
	 38689/(510290-179510)
*100

	
	Results
	-7.23%
	-41.58%
	5.82%
	8.11%
	11.70%

	2) Liquidity Ratio

	Current Ratio
	Current Assets/Current Liabilities
	242494/158291
	258851/161148
	338040/216473
	337146/216787
	326843/179510

	
	Results
	1.53
	1.61
	1.56
	1.56
	1.82

	Quick Ratio
	(Current Assets-Inventory)/
Current Liabilities
	(242494-79355)/158291
	(258851-88273)/161148
	(338040-140181)/216473
	(337146-134469)/216787
	(326843-120430)/179510

	
	Results
	1.03
	1.06
	0.91
	0.93
	1.15

	3) Efficiency Ratio

	Asset Turnover Ratio
	(Net Sales/Total Assets)
	394879/323354
	420457/355872
	542751/504163
	601602/510348
	614680/510290

	
	Results
	1.22
	1.18
	1.08
	1.18
	1.20

	Fixed Asset Turnover Ratio
	(Net Sales/Fixed Assets)
	394879/299110
	420457/97021
	542751/166123
	601602/173202
	614680/183447

	
	Results
	1.32
	4.33
	3.27
	3.47
	3.35

	Account Receivable Days
	(Account Receivables/Average Sales)
*365
	(114182/407668)*365
	(112596/481604)*365
	(112346/572176.5)*365
	(129215/608141)*365
	(129433/614680)*365

	
	Results
	102.23
	85.33
	71.67
	77.55
	76.86

	Account Payable Days
	(Account Payable/Average COGS)
*365
	(72031/301891)*365
	(57033/356678)*365
	(71373/409522.5)*365
	(92707/433505)*365
	(83229/438424)*365

	
	Results
	87.09
	58.36
	63.61
	78.06
	69.29

	Inventory Days
	Costs of Goods Sales/Inventory
	(79355/280885)*365
	(88273/322897)*365
	(140181/390459)*365
	(134469/428586)*365
	(120430/438424)*365

	
	Results
	103.12
	99.78
	131.04
	114.52
	100.26

	4) Gearing Ratio

	Interest Coverage Ratio
	EBIT/Interest Expenses
	 -11936/3361
	 -80969/4332
	 16748/2200
	 23819/566
	 38689/1422

	
	Results
	-3.55
	-18.69
	7.61
	42.08
	27.21

	Debt-equity Ratio
	Total Debt/Total Equity
	170249/153105
	176952/178920
	235757/268406
	234399/275494
	196989/313301

	
	Results
	1.11
	0.99
	0.88
	0.85
	0.63

	5) Investment Ratio

	EPS
	Net Income/ Total Basic Shares
	 -24029/12959
	 -98238/12855
	407/12703
	5301/13465
	38572/13893

	
	Results
	-1.85
	-7.64
	0.03
	0.39
	2.78

	6) Cash Flow Ratio

	Operating Cash Flow
	Operating Cash Flow/Current Liabilities
	26783/158291
	42751/161148
	66740/216473
	66740/216787
	57153/179510

	
	Results
	0.17
	0.27
	0.31
	0.31
	0.32


Table 3: Ratios Analysis (Source: Self-created)
Appendix 4: Altman’s Z-Score Model 
	Formula

	Z-Score = 1.2 A + 1.4 B + 3.3 C + 0.6 D + 1.0 E​

	A = Working Capital / Total Assets​

	B = Retained Earnings / Total Assets​

	C = Earnings before Interests and Taxes / Total Assets​

	D = Market Value of Equity / Book Value of Total Liabilities​

	E =  Net Sales / Total Assets

	Description
	2024
	2023
	2022
	2021
	2020

	Working Capital
	84203
	97703
	121567
	120359
	147333

	Retained Earnings
	208431
	232460
	330698
	330291
	324990

	EBIT
	-11936
	-80969
	16748
	23819
	38689

	Market Value of Equity
	153105
	178920
	268406
	275949
	313301

	Book Value of Total Liabilities
	170249
	176952
	235757
	234399
	196989

	Total Assets
	323354
	355872
	504163
	510348
	510290

	Net Sales
	394879
	420457
	542751
	601602
	614680

	Z-Score
	2.854
	2.281
	3.077
	3.228
	3.647


Table 4: Altman’s Z-Score Model (Source: Altman, 2018)
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Table 5: Consolidated Cash Flow Statement (Source: Case Study)
[bookmark: _Toc216948161]Appendix 6: PBP 
	Project A
	Project B
	Project C

	Year
	Cash Flows (CF)
	Cumulative Cashflow
	Cash Flows (CF)
	Cumulative Cashflow
	Cash Flows (CF)
	Cumulative Cashflow

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

	1
	10
	-30
	6
	-24
	
	5
	-45

	2
	12
	-18
	6
	-18
	
	10
	-35

	3
	14
	-4
	6
	-12
	
	20
	-15

	4
	10
	6
	6
	-6
	
	25
	10

	5
	8
	14
	6
	0
	
	15
	25

	
	PBP
	3.4
	PBP
	5.0
	
	PBP
	3.6


Table 6: PBP (Source: Self-created)
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	Year
	Cash Flows (Project A)
	Cash Flows (Project B)
	Cash Flows (Project C)

	0
	40
	30
	50

	1
	10
	6
	5

	2
	12
	6
	10

	3
	14
	6
	20

	4
	10
	6
	25

	5
	8
	6
	15

	Total Profit
	14
	0
	25

	Average Annual Profit
	2.8
	0
	5

	Average Investment 
	20
	15
	25

	ARR
	14%
	0%
	20%


Table 7: ARR (Source: Self-created)
[bookmark: _Toc216948163]Appendix 8: NPV 
	Cash Flows
	Project A: Amount (£m)
	Project B: Amount (£m)
	Project C: Amount (£m)

	Initial Investment 
	40
	30
	50

	Year: 01
	10
	6
	5

	Year: 02
	12
	6
	10

	Year: 03
	14
	6
	20

	Year: 04
	10
	6
	25

	Year: 05
	8
	6
	15

	NPV
	1.32
	-7.26
	4.23


Table 8: NPV (Source: Self-created)
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	Cash Flows
	Project A: Amount (£m)
	Project B: Amount (£m)
	Project C: Amount (£m)

	Initial Investment 
	40
	30
	50

	Year: 01
	10
	6
	5

	Year: 02
	12
	6
	10

	Year: 03
	14
	6
	20

	Year: 04
	10
	6
	25

	Year: 05
	8
	6
	15

	NPV
	1.32
	-7.26
	4.23

	PV
	41.32
	22.74
	54.23

	PI
	1.03
	0.76
	1.08


Table 9: PI (Source: Self-created)
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	Cash Flows
	Project A: Amount (£m)
	Project B: Amount (£m)
	Project C: Amount (£m)

	Initial Investment 
	-40
	-30
	-50

	Year: 01
	10
	6
	5

	Year: 02
	12
	6
	10

	Year: 03
	14
	6
	20

	Year: 04
	10
	6
	25

	Year: 05
	8
	6
	15

	IRR
	11.33%
	0.00%
	12.72%


Table 10: IRR (Source: Self-created)


Liquidity Ratios

Current Ratio	
2024	2023	2022	2021	2020	1.53	1.61	1.56	1.56	1.82	Quick Ratio	
2024	2023	2022	2021	2020	1.03	1.06	0.91	0.93	1.1499999999999999	


Efficiency Ratios

Asset Turnover Ratio	
2024	2023	2022	2021	2020	1.22	1.18	1.08	1.18	1.2	Fixed Asset Turnover Ratio	
2024	2023	2022	2021	2020	1.32	4.33	3.27	3.47	3.35	Account Receivable Days	
2024	2023	2022	2021	2020	102.23	85.33	71.67	77.55	76.86	Account Payable Days	
2024	2023	2022	2021	2020	87.09	58.36	63.61	78.06	69.290000000000006	Invntory Days	
2024	2023	2022	2021	2020	103.12	99.78	131.04	114.52	100.26	



Gearing Ratios

2024	
Interest Coverage Ratio	Debt-equity Ratio	-3.55	1.1100000000000001	2023	
Interest Coverage Ratio	Debt-equity Ratio	18.690000000000001	0.99	2022	
Interest Coverage Ratio	Debt-equity Ratio	7.61	0.88	2021	
Interest Coverage Ratio	Debt-equity Ratio	42.08	0.85	2020	
Interest Coverage Ratio	Debt-equity Ratio	27.21	0.63	




EPS	2024	2023	2022	2021	2020	-1.85	-7.64	0.03	0.39	2.78	


Cash Flow Ratio

2024	Operating Cash Flow	0.17	2023	Operating Cash Flow	0.27	2022	Operating Cash Flow	0.31	2021	Operating Cash Flow	0.31	2020	Operating Cash Flow	0.32	



Profitability Ratios

Gross Profit Margin	
2024	2023	2022	2021	2020	0.28870000000000001	0.23200000000000001	0.28060000000000002	0.28760000000000002	0.28670000000000001	Operating Profit Margin	
2024	2023	2022	2021	2020	-6.4100000000000004E-2	-0.2029	2.6800000000000001E-2	3.8699999999999998E-2	6.0600000000000001E-2	Net Profit Margin	
2024	2023	2022	2021	2020	-6.0900000000000003E-2	-0.2336	6.9999999999999999E-4	8.8000000000000005E-3	6.2799999999999995E-2	ROCE	
2024	2023	2022	2021	2020	-7.2300000000000003E-2	-0.4158	5.8200000000000002E-2	8.1100000000000005E-2	0.11700000000000001	
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