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“Strategic CFO Challenge: Saving a Failing Global Firm”
[bookmark: _Toc214577529]Introduction
The following report is an Integrated Financial Analysis of the company for 5 years, which includes ratio performance, working capital efficiencies, insolvency risks, restructuring opportunities, and appraisal of investments in the company. It also evaluates the profitability, liquidity, efficiencies, and gearing of the company to highlight its financial trends. It will be able to determine the likelihood of default by assessing the company's default risk with the Altman Z-Score. In addition, it will evaluate the company's cash conversion cycle to assess how well the company can meet its short-term obligations. Also, it will provide strategic options for restructuring the company and appraise three investment projects that include PBP, ARR, NPV, PI, and IRR and a capital budget of £60m.
Financial Health Check
Financial Statement Analysis
As evidenced by General Electronic’s financial results from 2020 through 2024, there was a dramatic decrease in its net sales, profitability, assets and liquidity. The net sales of General Electronic declined 36%, its operating income turned negative, and its total equity declined 51%. Cash, working capital and total liability levels have decreased, whereas the liability levels remained at an elevated level. Therefore, General Electronic’s increasing leverage and continuing loss of value indicates that the company is becoming increasingly distressed financially (Altman, 1968).
[image: ]
Figure1: Financial synopsis 
Source: (General Electronics annual report)
[bookmark: _Toc214577530] Ratio Analysis and Interpretation
Profitability Ratios
Gross Profit Margin 
The gross profit margin for this firm remains at approximately 28% between 2020–2022, which is an indicator of good cost management; however, the decrease to 23.20% in 2023 indicates increasing costs of inputs to produce the products or services, and the increase to 24.70% in 2024 may be an indication of some of these increased costs being mitigated, but the potential volatility will continue.
Operating Profit Margin
Operating profit margin is a ratio that calculates the firm's operating profit as a percentage of its sales, and it is an evaluation of the firm's success in managing its overheads, and the operating expenses (Brigham & Ehrhardt, 2019). As shown below, the gross profit margin for this firm steadily declined from 6.06% in 2020, to 2.68% in 2022, and then sharply fell to −20.29% in 2023, which is an indicator of a serious loss for the firm; although improved to −3.87% in 2024.  
Net Profit Margin
Net profit margin is a ratio that calculates the final profit earned by a firm as a percentage of its total revenue after all operating costs (Ross et al., 2022). The net profit margin for this firm also steadily declined from 6.28% in 2020 to 0.07% in 2022, the sharp decline to −23.36% in 2023 and the slight improvement in 2024 to −6.09% is still indicative of poor profitability and financial pressure for the firm.
Return on Assets (ROA)
Return on Assets (ROA) is a financial metric that evaluates how efficiently a company uses its total assets to generate net income (Gitman & Zutter, 2018). The ROA for this firm fell from 7.56% in 2020 to nearly 0% in 2022, then the sharp decline to −27.60% in 2023 and the slightly better ROA in 2024 (−7.43%) is still an indicator that the firm's asset use is not productive.
Return on Equity (ROE)
Return on Equity (ROE) is a ratio that measures how well the firm is able to generate profits for its shareholders compared to the shareholder's equity investment (Higgins, 2015). The ROE for this firm fell from 12.31% in 2020 to 0.15% in 2022, which is an indicator that the firm's return on investment has diminished; the collapse to −54.91% in 2023 and the improvement in 2024 to −15.69% is still a negative number that is an indicator of higher financial risks.
Table 1: Profitability Ratio
	Profitability Ratio

	
	
	
	
	
	

	Year
	Gross margin
	Operating margin
	Net margin
	ROA
	ROE

	2020
	28.67%
	6.06%
	6.28%
	7.56%
	12.31%

	2021
	28.76%
	3.87%
	0.88%
	1.04%
	1.92%

	2022
	28.06%
	2.68%
	0.07%
	0.08%
	0.15%

	2023
	23.20%
	-20.29%
	-23.36%
	-27.60%
	-54.91%

	2024
	28.87%
	-3.87%
	-6.09%
	-7.43%
	-15.69%


Source: (General Electronics annual report)
Liquidity Ratio
Current Ratio 
Current Ratio which is calculated by dividing a company's current assets by its current liabilities. Since the company would need to use at least one dollar to meet every dollar of its short-term liability, if this ratio is 1 or greater, we would expect the company to be able to meet its short-term liabilities. However, since the company's current ratio declined from 1.821 in 2020 to 1.532 in 2022.
Quick Ratio 
The Quick Ratio evaluates liquidity by excluding inventory and focusing on the most liquid assets (Ross et al., 2022). It declines from 1.150 in 2020, showing increasing reliance on less liquid assets. A small 2023 rise reflects temporary receivable support. In 2024, remaining just above 1 indicates adequate but tightening short-term cash capacity.
Cash Ratio
The Cash Ratio is calculated by dividing a company's cash and equivalents by its current liabilities (Gitman & Zutter, 2018). This ratio gives us an idea of a company's ability to immediately meet its short-term obligations with cash and equivalents. Since the Cash Ratio fell from .319 in 2020 to .169 in 2024, we can conclude that the company is experiencing a reduction in its cash reserves.
Table 2: Liquidity Ratio
	Liquidity Ratio

	
	
	
	

	Year
	Current ratio
	Quick ratio
	Cash ratio

	2020
	1.821
	1.150
	0.318

	2021
	1.555
	0.935
	0.281

	2022
	1.562
	0.914
	0.308

	2023
	1.606
	1.059
	0.265

	2024
	1.532
	1.031
	0.169


Source: (General Electronics annual report)
Efficiency Ratios
 Inventory Turnover 
Inventory Turnover ratio is calculated by dividing a company's cost of goods sold by its average inventory (Atrill & McLaney, 2020). The Inventory Turnover ratio declined from 3.64 in 2020 to 2.79 in 2022. The decline reflects slower movement and possible demand weakness. Improvements in 2023–2024 suggest better stock control or recovering sales, indicating enhanced operational efficiency after earlier deterioration.
Receivable Days 
Receivable Days measure how long customers take to pay, indicating credit control effectiveness (Ross et al., 2022). ising from 76.86 days in 2020 to 105.54 days in 2024 shows worsening payment delays. This deterioration weakens cash flow, increases working-capital pressure, and reflects poor credit management or weakened customer liquidity, posing significant financial risk.
Payable Days 
Payable Days measure how long the firm takes to pay suppliers, reflecting working-capital management (Brigham & Ehrhardt, 2019). The increase from 69.29 days to 93.60 days by 2024 shows growing payment delays. While it temporarily supports liquidity, it signals cash shortages and risks damaging supplier relationships, credit terms, and supply chain stability. 
Table 3: Efficiency Ratio
	Efficiency Ratio

	
	
	
	

	Year
	Inventory turnover (x)
	Receivable days
	Payable days

	2020
	3.640
	76.86
	69.290

	2021
	3.187
	78.40
	78.953

	2022
	2.785
	75.55
	66.719

	2023
	3.658
	97.74
	64.470

	2024
	3.540
	105.54
	93.602


Source: (General Electronics annual report)
Gearing Ratios 
Debt-to-Equity Ratio
The debt-to-equity ratio measures leverage by comparing total debt with equity (Gitman & Zutter, 2018). This ratio increased steadily from 0.629 (2020) to 1.112 (2024). Rising from 0.629 in 2020 to 1.112 in 2024 shows the firm now relies more on debt than equity. This increases solvency risk, reduces financial flexibility, raises interest costs, and reflects borrowing used to cover losses and cash shortages.
Debt Ratio
The debt ratio indicates the proportion of assets financed through debt (Higgins, 2015). It increases steadily to above 0.52 by 2024, meaning creditors fund more than half of total assets. This rising leverage aligns with weakened profitability and declining equity, signaling higher insolvency risk and increasing dependence on external financing to sustain operations


Table 4: Gearing Ratio

	Gearing Ratio

	
	
	

	Year
	Debt/Equity
	Debt Ratio

	2020
	0.629
	0.3860

	2021
	0.849
	0.4593

	2022
	0.878
	0.4676

	2023
	0.989
	0.4972

	2024
	1.112
	0.5265


Source: (General Electronics annual report)
 Cash Flow Ratios 
Operating Cash Flow to Sales
This ratio measures cash generated from core operations per unit of sales (Ross et al., 2022). Strong performance in 2020 (0.409) declines sharply to 0.050 by 2022, showing weakened operational efficiency. Although improving in 2023, it falls again in 2024, indicating ongoing structural issues and reduced ability to convert sales into cash.
Cash Flow to Debt Ratio
This ratio assesses the firm's ability to service debt using operating cash flows (Brigham & Ehrhardt, 2019). The sharp decline from 0.373 in 2020 to below 0.05 by 2022 shows weakening debt-servicing capacity. Despite a small recovery in 2024 (0.087), cash flows remain insufficient, signaling heightened financial vulnerability and reliance on external funding.
Table 5: Cashflow Ratio
	Cash Flow ratio

	
	
	

	Year
	OCF / Sales
	Cashflow to debt ratio

	2020
	0.409
	0.373

	2021
	0.186
	0.172

	2022
	0.050
	0.046

	2023
	0.156
	0.142

	2024
	0.094
	0.087


Source: (General Electronics annual report)
 Investment Ratios 
Earnings per Share (EPS)
EPS measures profit per share (Ross et al., 2022). It falls sharply from 2.78 in 2020 to –7.64 in 2023, recovering slightly in 2024 but still negative, indicating severe shareholder value destruction.
Table 6: investment Ratio
	Investment Ratio

	        Year
	


EPS

	2020
	2.78

	2021
	0.39

	2022
	0.03

	2023
	-7.64

	2024
	-1.85


Source: (General Electronics annual report)
[bookmark: _Toc214577531]Trends, Strengths and Threats 
A five-year trend analysis has shown that this Company has suffered significant declines in its operations and finances. Its revenues have continued to decline which reflects a loss of competitive advantage in the marketplace and a loss of demand for the product(s) it offers. These declines in revenue were accompanied by severe declines in profitability as evidenced by the shift from an operating profit to a large operating loss in each of 2023 and 2024. The liquidity ratios for the Company including the current ratio and quick ratio are still greater than one, however, the declining Cash Ratio indicates an increasingly heavy reliance on receivables and inventory to meet the Company's obligation. The increase in Days Receivable also indicates longer payment times by customers and poor cash flow. The working capital management practices for the Company appear to be ineffectual as indicated by a low Inventory Turnover and volatile Payable Days; indicating strained relations between the Company and its suppliers. The most critical weakness is the increase in the Debt/Equity Ratio to a level of 1.11, which indicates an unacceptably high reliance on debt financing at a time when the Company's profitability is severely eroding. In summary, the Company's weaknesses far exceed its limited remaining strengths.
[bookmark: _Toc214577532]Altman Z-Score Model
The Altman Z-Score is a corporate bankruptcy prediction model developed by Edward Altman (1968). This model utilizes five different financial ratios to determine the likelihood that a firm will become bankrupt within the next 24 month.
The Z-Score Formula

Where:
X₁ = WC / TA (Working Capital / Total Assets)
Represents a firm's short-term liquidity.
X₂ = RE / TA (Retained Earnings / Total Assets)
Measures a firm’s cumulative profit.
X₃ = EBIT / TA (Earnings Before Interest and Taxes / Total Assets)
Measures a firm's operational efficiency.
X₄ = E / TL (Market Value of Equity / Total Liabilities)
Measures a firm's solvency, and long-term financial health.
X₅ = S / TA (Sales / Total Assets)
Measures a firm's Asset Turnover.
Standard Interpretation (Altman, 1968):
	[bookmark: _Hlk214556597]Z-Score
	Meaning

	> 2.99
	Safe Zone – Low bankruptcy risk

	1.81 – 2.99
	Grey Zone – Some risk, unstable performance

	< 1.81
	Distress Zone – High bankruptcy probability


Although the Altman Z-Score has shown that the company continues to be at low-risk for bankruptcy (as indicated by all of its scores being greater than 3), the company's overall trend has been moving toward increasing levels of financial weakness. In 2020, the company's Z-score is high at 6.13. However, the beginning of a downward trend is seen in 2021 when both liquidity and operating performance (i.e., earnings before interest and taxes (EBIT)) begin to decline. A sharp drop off in profitability occurs in 2022 which is reflected in an extremely low EBIT/Total Assets (TA) ratio. The worst year of this trend is 2023 when the Z-Score declines to 3.38. Although the Z-Score improved slightly to 4.44 in 2024, the continued negative EBIT and weakened solvency reflect the fact that the company is still experiencing extreme financial stress.
Table 6: Altman Z score
	Altman Z score

	Year
	Z-score

	2020
	6.1310

	2021
	5.1992

	2022
	5.1095

	2023
	3.3814

	2024
	4.4360


Source: (General Electronics annual report)
Overall, the Altman model highlights a company transitioning from strong stability to increasing financial risk, requiring strategic restructuring to reverse the decline.
[bookmark: _Toc214577533]Working Capital Management Analysis 
[bookmark: _Toc214577534]Cash Operating Cycle Analysis 
The company's CCC is unstable with the figure rising from 107.83 days in 2020 to an all-time high of 139.87 days in 2022, as a result of low inventory turn-over and decreased accounts payable. Inventory turn-over increases slightly between 2023–2024; however, receivable days increased sharply, at 105.54 days by 2024, and clearly show poor credit management skills. Working capital efficiency continues to be impacted adversely but has shown some improvement. 
Table 7: Cash Operating Cycle
	Cash Operating Cycle

	Year
	Inventory Days (=Inv / COGS × 365)
	Receivable Days (=AR / Sales × 365)
	Payable Days (=AP / COGS × 365)
	Cash Conversion Cycle (CCC) = InvDays + RecDays − PayDays

	2020
	100.26
	76.86
	69.29
	107.83

	2021
	114.52
	78.40
	78.95
	113.96

	2022
	131.04
	75.55
	66.72
	139.87

	2023
	99.78
	97.74
	64.47
	133.06

	2024
	103.12
	105.54
	93.60
	115.06


Source: (General Electronics annual report)
[bookmark: _Toc214577535]Strategies to Improve Liquidity and Working Capital 
In order to have sufficient liquidity, it is necessary to have control of assets and to effectively manage inventory, accounts receivable and accounts payable. Effective inventory management involves implementing techniques that result in "just in time" delivery of products to customers when they are needed, as well as making use of the "ABC analysis," which is a method of inventory classification that identifies those items that are most valuable and need to be ordered in the greatest quantity (Ross et al., 2022). 
There are several other ways to optimize your inventory management. One of them is to implement an automated system for managing inventory, which will allow to identify those items that are slow moving and eliminate them from stock (Gitman & Zutter, 2018).
Another area where effective management is critical to the maintenance of liquidity is the management of accounts receivable. The average length of time that it takes companies to collect their outstanding invoices is increasing. Therefore, it is imperative that the company establish and enforce stricter guidelines regarding who will receive credit and what the terms of the credit will be. Additionally, there are many strategies that can be employed to encourage customers to pay their outstanding invoices quickly. 
 company's accounts payable are another area to improve liquidity. One strategy for optimizing accounts payable is to negotiate longer payment terms with suppliers. Another is to negotiate a discount for purchasing large quantities of materials from the suppliers. 
[bookmark: _Toc214577536]Short-Term vs Long-Term Financing Options 
In addition to these short-term financing strategies, the company has the option of utilizing various long-term financing options. Long-term financing includes bank overdrafts, trade credit, short-term loans and invoice factoring. Bank overdrafts allow business to borrow money against future sales, while trade credit allows you to delay making payments to vendors. Invoice factoring allows to convert accounts receivable into cash, reducing days sales outstanding. Although these types of financing are relatively inexpensive in the short term, the disadvantage of relying too heavily on short-term financing is that it increases risk of default and may require to seek additional financing if cash flows continue to be weak (Atrill & McLaney, 2020).
 Long-term financing options, including term loans, bonds, equity issuances and venture capital, are used primarily to finance major capital expenditures, restructurings, or long-term growth initiatives. While these financing options reduce immediate burden of repaying borrowed funds, they often come with significant costs or dilute ownership in the business (Ross et al., 2022). As a result, company will likely want to strike a balance between these two options. In particular, the company will want to utilize short-term financing only as needed to ensure the stability of its operations while simultaneously seeking long-term financing to enable it to complete any necessary restructuring and/or strategic initiatives. Utilizing financing options that are aligned with the company's Cash Conversion Cycle will ultimately lead to stable cash flows and reduced financial risk.
[bookmark: _Toc214577537]Strategic Financial Restructuring Plan 
[bookmark: _Toc214577538]Recommended Financial Restructuring Options 
The necessity for financial restructuring is to resolve the continued declining profit margins, continual operating losses, low solvency, and decreasing liquidity of the firm. As such, financial restructuring will require the modification of the company’s capital structure, asset base, and/or ownership structure, in order to mitigate the firms current financial constraints and improve its operational performance (Damodaran, 2015). The three major restructuring options that the firm may pursue include: divestiture, strategic merger or alliance, and equity injection.
Divestiture, or the sale of non-core or underperforming assets, is necessary because the company possesses impaired intangible and long-lived assets mainly as a result of goodwill impairment in 2023. Divesting unessential units or facilities, or unprofitable segments of the firm will generate the company immediate cash inflows, decrease depreciation and maintenance expenses, and improve liquidity (Hitt et al., 2020) by allowing management to focus their resources on the firm’s core profitable operations.
Secondly, a strategic merger or alliance between the company and a larger competitor, will enable the firm to realize scale efficiencies, cost synergies, and enhanced access to markets (Gaughan, 2017). A horizontal merger would be expected to produce increased supply chain efficiencies for the company, combine research and development, eliminate redundant overheads, etc. Alternatively, the company could form joint ventures with other companies in rapidly growing foreign markets, thus providing a diversification to the firm’s revenue streams and stability to the company’s cash flows (Johnson et al., 2020).
Lastly, the company will need to complete an equity injection in order to rectify its poor capital structure. Equity injections via rights issues or investments from strategic partners will strengthen the company’s solvency, diminish the reliance on short-term borrowing, and restore investor confidence (Brealey et al., 2020).
Additionally, the refinancing of short term, high-cost debt, into longer-term borrowing at lower interest rates with longer maturities will help to relieve the company’s immediate liquidity difficulties (Altman, 2013).
Collectively, these alternatives will help to alleviate the financial distress of the company, establish stability to the company’s cash flows, and facilitate the company’s operational recovery.
[bookmark: _Toc214577539]Impact on Shareholder Value, Debt Structure, and Operational Flexibility 
Restructuring will have important effects on some of the major determinants of a firm’s financial performance, which include the value to shareholders, the nature of the firm’s obligation to creditors, and the firm’s ability to make adjustments in operations. 
Shareholder Value Implications:
It has been shown that increasing shareholder value can occur when firms divest non-core assets; this can remove unprofitable companies or units from an organization, increase return on assets (ROA) and improve the organization's total profitability (Markides, 2013). Divesting non-core assets may also present the opportunity to issue additional shares, which could potentially weaken the organization's EPS; however, issuing additional shares could provide the organization with improved solvency and decrease the probability that the organization would file for bankruptcy, both of which are very important factors for organizations with negative operating income during 2023 – 2024.
Debt Obligation Structure Implications:
Refinancing the firm’s short-term debt obligations using long-term debt, and thus reducing the pressure on the firm's cash flow, may help mitigate the firm's increased use of debt over time. Equity injections to the firm will provide the firm with improved solvency, and will provide the firm with lower weighted average cost of capital (WACC); the firm will have access to future borrowing at a lower cost (Brealey et al., 2020). 
Operational Flexibility Implications:
Restructuring will create operational flexibility for the firm as the restructuring process will eliminate most of the prior financial limitations faced by the firm. In addition to creating resources to fund core business functions, divestitures will enable the firm to concentrate on the core competencies of the firm, and take advantage of the opportunities that arise from the creation of new technologies, capabilities, and supply chain arrangements (Johnson et al., 2020).
[bookmark: _Toc214577540]International and Ethical Considerations: Taxation, Currency Risk, Inflation, CSR 
Several other key aspects of the restructuring process include international and ethical factors, that could affect the success of the restructuring effort. These include: taxation; currency risk; inflationary pressures; and corporate social responsibility (CSR).
Taxation considerations:
As a result of the multinationals' operations across multiple countries, corporations may face differing tax laws and regulations in each of those countries. The restructuring process via mergers and acquisitions can result in capital gain tax liabilities, and transfer pricing issues, and withholding taxes in each country in which the corporation operates (OECD, 2022). Equity funding from external investors will also require the corporation to comply with international tax treaties, and report the same according to BEPS guidelines (Scholes et al., 2018).
Currency Risk:
As a result of fluctuating currency exchange rates, the multinational corporation faces significant foreign currency risks associated with the restructuring process of cross border mergers and acquisitions. The lack of liquidity and the corporation's negative earnings before interest and taxes (EBIT), can create a higher likelihood of loss due to currency exchange rate fluctuations. Hedging tools such as forward contracts, currency swaps and natural hedging, by matching the company's revenue and expense currencies, can provide some protection against financial instability caused by currency exchange fluctuations (Madura, 2021). Furthermore, when a corporation issues equity in a foreign market, or when the corporation refinances debt denominated in a foreign currency, currency risks must be taken into consideration to avoid further increasing financial instability as a result of currency exchange fluctuations.
Inflationary Pressures:
Global inflation affects both interest rates and borrowing costs as well as the consumers purchasing power. Therefore, global inflation affects the cost of goods sold for companies. The restructuring process should take into account some level of inflation sensitivity through techniques such as using flexible pricing models to respond to changes in the economy, renegotiating supplier contracts, and investing in technology to improve productivity (IMF, 2023). 
Ethical Considerations and CSR:
Restructuring involves many activities that present ethical risks, such as layoffs, divestment of portions of the company, and outsourcing. To protect the company's reputation and ethics, the company must communicate clearly and transparently to employees about restructuring plans, and provide fair severance packages and training programs to help displaced employees transition to new careers (Carroll, 2016). Ethical restructuring builds trust among all stakeholders and supports long-term value creation (Freeman, 2010).
Additionally, CSR performance in global markets also influences how investors act, specifically institutional investors that are now considering ESG metrics as part of their investment decision-making processes. 
[bookmark: _Toc214577541]Investment Appraisal and Capital Budgeting 
Capital Budgeting is an essential part of the financial management process for businesses which allows them to identify projects with the highest potential to maximize shareholder value by allocating the business's limited capital resources. Capital Budgeting is also used to appraise investments by evaluating all the key appraisal tools; Payback Period (PBP); Accounting Rate of Return (ARR); Net Present Value (NPV); Profitability Index (PI) and Internal Rate of Return (IRR). An overall recommendation will be made based on the appraisal results along with strategic factors including how profitable each project is; the current liquidity position of the Company; the level of risk in terms of cash flows for each project; and the Company's capital rationing constraint of £60m.
Evaluation of Project A
The Project A (£40 million) presents a relatively predictable and dependable future income stream of between £10 million and £14 million annually over 5 years. As such, there is a considerable amount of stability to the cash generated by this project. Project A has a Payback Period of 3.40 years which suggests a fairly quick turnaround on the money being put into the project, and therefore contributes to improved short-term liquidity. The net present value of £1.32 million represents a greater-than-cost-of-capital benefit to shareholders; thus, contributing positively to shareholder wealth. The profitability index of 1.033 signifies that for every pound that was invested, the pound will yield £1.033 in terms of present value. With respect to profitability, the accounting return on investment of 14% exceeds the 10% minimum acceptable return; therefore, the returns from Project A are sufficient. The internal rate of return of 11.327% is likewise in excess of the discount rate; hence Project A should be approved. The relative predictability of Project A’s cash flows and their relative lack of volatility make it a low-to-moderate risk investment opportunity that can support both current and future liquidity requirements.
Evaluation of Project B
Project B presents a lower level of initial investment of £30 million, compared to Project A, and presents fixed annual cash inflows of £6 million for each year over the 5-year life of the project. In spite of its relative simplicity, the results of all of the various financial evaluation methods reveal that Project B will perform very poorly. The payback period of 5 years is longer than those of Projects A & C; therefore, Project B will create even more liquidity problems for a company whose working capital cycle is already strained. The negative Net Present Value (NPV) of –£7.26 million, demonstrates that the total of the cash inflows after the passage of time, cannot cover the costs of the project. The Profitability Index (PI) of 0.7582, similarly indicates that for every pound of capital invested in Project B, the investor receives only £0.76. Additionally, the Accounting Return on Investment (ROI) of 0% and the Internal Rate of Return (IRR) of 0% demonstrate that the investment does not produce either financial or economic returns. Although cash flows are stable, the lack of cash flow is one reason why this project is not viable. Thus, based upon the analysis presented here, Project B is financially unworkable and must be rejected.
Evaluation of Project C
Project C has the largest investment (£50 million); however, it has produced the best financial performance. The cash inflows have increased dramatically during the first 4 years from £5 million in Year 1 to £25 million in Year 4 then slightly decreased in Year 5 indicating moderate volatility, yet significant overall growth. In addition, the payback period for Project C of approximately 3.60 years, is only marginally worse than that of Project A despite the larger amount of capital that had to be invested. Project C has the greatest Net Present Value (NPV) of £3.84 million and therefore is superior to the other two projects. Furthermore, the Profitability Index (PI) of 1.0845, indicates that for every pound of capital that is invested in Project C, the investor will receive £1.0845 in terms of present values. Also, the accounting return on investment of 20% is far greater than the 10% cost of capital, and the Internal Rate of Return (IRR) of 12.7% is greater than the discount rate and therefore, the financial viability of Project C is clearly demonstrated. Therefore, Project C has provided the greatest returns and greatest potential for creating value and is therefore the most attractive investment opportunity.
[bookmark: _Toc214577542]Investment Choice Under Capital Rationing (£60 million limit)
Capital available: £60 million
Possible combinations:
· A (£40m) + B (£30m) = £70m → exceeds limit
· A (£40m) + C (£50m) = £90m → exceeds limit
· B (£30m) + C (£50m) = £80m → exceeds limit
· Only A (£40m) or only B (£30m) or only C (£50m) → feasible
· Combination B + (A or C) is impossible
Thus, only one project can be selected. Under capital rationing, the decision must maximize value per unit of capital while meeting risk and liquidity considerations.
Comparison of Key Metrics
Table 8: Comparison Table
	Metric
	Project A
	Project B
	Project C

	Investment
	£40m
	£30m
	£50m

	NPV
	£1.32m
	–£7.26m
	£3.84m

	PI
	1.033
	0.758
	1.084

	IRR
	11.3%
	0%
	12.7%

	ARR
	14%
	0%
	20%

	Payback
	3.4 yrs
	5 yrs
	3.6 yrs

	Risk
	Low
	None but low return
	Moderate


Project C offers the highest value across almost every metric.
[bookmark: _Toc214577543]Justification Based on Company Financial Performance and Project Risk Characteristics
Selection of Project C is highly justifiable given the company's declining profitability, increasing leverage, increasing liquidity pressure, and overall unstable financial situation. The company has decreased earnings, increasing liabilities, and an increasing cash conversion cycle over the last five years. Therefore, the company is in need of a project that will help to improve long term performance and value, and Project C fits this requirement better than both projects A and B.
1. Profitability Considerations
Profitability has been decreasing over time as evidenced by the decrease in net income and operating profit. The decline in the Altman Z-Score dropping to 3.38 in 2023 because of a negative EBIT/TA ratio and an increase in debt demonstrates a significant increase in financial risk for the company. As a result, the company is in need of a project that will help to rebuild its earnings base.
Project C offers the highest level of profitability among the three options with the following characteristics:
• The highest Annual Return Ratio (ARR): 20%
• The highest Internal Rate of Return (IRR): 12.7%, which exceeds the company's 10% Cost of Capital
• The largest Total Net Income: £25 million over five years
• Significant increases in inflows of money, with inflows of £5 million growing to £25 million
This will offer the company a significant positive impact to its earnings power, which has been significantly impacted in recent times. Project A provides a moderate level of profitability compared to Project C with the following characteristics:
• Moderate ARR: 14%
• Moderate IRR: 11.3%
• Moderate Total Net Income: £14 million over five years
Project B does not generate accounting profits and has a negative Net Present Value (NPV) and therefore would be a negative contributor to the company's continuing decline in its income structure. As such, Project C is the best option to restore profitability and create shareholder value.
2. Liquidity and Working Capital Pressure
The company's liquidity position has also declined due to an increasing cash conversion cycle, which was 107 days in previous years but now is 139 days. This is caused by longer periods of receiving payment from customers and longer periods of holding inventory, resulting in the company having large amounts of capital tied up. In this environment, the company needs a project that will enhance its ability to generate cash flow rather than further exacerbate liquidity issues.
While Project C will require a £50 million investment, it will produce high and increasing levels of cash inflows from Year 2 onwards, with a 3.6-year payback period, only marginally longer than Project A (3.4 years). Project A will produce less long-term returns and therefore is unlikely to provide much assistance in helping to recover the company's liquidity position. Project B, with very weak annual inflows and a 5-year payback, would likely cause further liquidity problems for the company. Therefore, Project C is the best combination of investment size and cash recovery.
3. Financial Stability and Default Risk
As the company's solvency indicators have been weakening, the company will need to select a project that will improve the value of its assets and increase the company's long term financial resilience. Project C will achieve this through:
• Highest NPV: £3.84 million
• Highest Price-to-Book (PI): 1.084
• Greatest contribution to retained earnings
• High Asset Productivity
Project A will only modestly improve solvency, and Project B will decrease the company's solvency due to its negative NPV. Therefore, Project C is the only project that will meet the company's long term stability needs.
4. Cash Flow Risk and Volatility
Cash flow risk and volatility is relatively low for Project C, as the majority of the inflows are generated by growth rather than volatility. Additionally, the greater IRR, ARR and NPV provided by Project C make it attractive to take on this type of risk. Early inflows will also assist the company in managing its short-term liquidity position. Project A will provide lower returns than Project C, while Project B will destroy value regardless of its low volatility. Therefore, Project C provides the best possible risk-return trade off.
Capital Rationing and Strategic Fit
Due to the £60 million budget limitation, the company must choose only one of the projects. Project C, costing £50 million fits well within the budget limits and produces the greatest total financial benefit. As such, Project C will help the company to strengthen its profitability, liquidity and solvency at the same time, and thus is the best single investment opportunity to aid in the company's long-term recovery and sustainable value creation.
[bookmark: _Toc214577544]Conclusion 
This study reveals that overall, the Company is relatively financially stable; however, it has increasing financial risk from a perspective of profitability, liquidity and solvency. The fluctuations in the Altman Z-Score illustrate that an increase in net income and improved leverage (i.e., debt/equity ratio) are required to stabilize the financial condition of the Company. Furthermore, inefficient management of working capital significantly constrains the Company's liquidity position. Strategic alternatives such as equity injection, divestitures and selective merger transactions can improve the capital structure of the Company. The results of the investment appraisal indicate that Project A and C represent the most attractive options available within the £60 million funding constraint.
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Year

X₁ = 

WC/TA

X₂ = 

RE/TA

X₃ = 

EBIT/TA

X₄ = E/TL

2020 0.289 0.637 0.073 1.590

2021 0.236 0.647 0.046 1.177

2022 0.241 0.656 0.029 1.138

2023 0.275 0.653 -0.240 1.011

2024 0.260 0.645 -0.047 0.899
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Year Net Cash Flow( in million)Cumulative net cashflow PV factor Pv of inflowsDepreciationNet income

0 -40 -40 1.0000 -40 0 -40

1 10 -30 0.9091 9.090909091 8 2

2 12 -18 0.8264 9.917355372 8 4

3 14 -4 0.7513 10.51840721 8 6

4 10 6 0.6830 6.830134554 8 2

5 8 14 0.6209 4.967370584 8 0

Sum  54 14

PBP 3.40

NPV $1.32

ARR 14%

PI 1.033

IRR 11.327%

discount rate  10%

Project A
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Year Net Cash Flow( in million)Cumulative net cashflowPV factor pv  of inflows DepreciationNet income

0 -30 -30 1 -30 0 0

1 6 -24 0.90909091 5.454545455 6 0

2 6 -18 0.82644628 4.958677686 6 0

3 6 -12 0.7513148 4.507888805 6 0

4 6 -6 0.68301346 4.098080732 6 0

5 6 0 0.62092132 3.725527938 6 0

Sum  30 0

PBP 5

NPV (7.26) $           

ARR 0%

PI 0.7582

IRR 0%

discount rate  10%

ProjectB
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Year Net Cash Flow( in million)Cumulative net cashflow PV factor pv of inflows DepreciationNet income

0 -50 -50 1 -50 0 0

1 5 -45 0.909090909 4.545454545 10 -5

2 10 -35 0.826446281 8.26446281 10 0

3 20 -15 0.751314801 15.02629602 10 10

4 25 10 0.683013455 17.07533638 10 15

5 15 25 0.620921323 9.313819846 10 5

Sum  75 25

PBP 3.6

NPV $3.84

ARR 20%

PI 1.084507

IRR 12.7%

discount rate  10%

Project C
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Year

Net 

sales

Gross 
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ng 

income 

(EBIT)

Net 
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Total 

assets

Total 

liabilitie

s

Equity Cash Current Assets

Total 
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s
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Accounts 

receivabl

e

Accounts 

payable

Retained 

earnings

Operatin

g income 

(loss)

Net cash 

provided 

by (used 

for) 

operatin

g 

activities

2020 614,680 176,256 37,267 38,572 510,290 196,989 313,301 57,153 326,843 179,510 120,430 129,433 83,229 324,990 37,267 73,392

2021 601,602 173,016 23,253 5,301 510,348 234,399 275,949 60,813 337,146 216,787 134,469 129,215 92,707 330,291 23,253 40,283

2022 542,751 152,292 14,548 407 504,163 235,757 268,406 66,740 338,040 216,473 140,181 112,346 71,373 330,698 14,548 10,926

2023 420,457 97,560 -85,301 -98,238 355,872 176,952 178,920 42,751 258,851 161,148 88,273 112,596 57,033 232,460 -85,301 25,190

2024 394,879 113,994 -15,297 -24,029 323,354 170,249 153,105 26,783 242,494 158,291 79,355 114,182 72,031 208,431 -15,297 14,822


