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STRATEGIC CFO DILEMMA: TURNING AROUND A STRUGGLING GLOBAL CORPORATION FOR LONG-TERM SUCCESS 

Executive Summary
This report gives an in-depth financial and strategic analysis of General Electronics, a multinational consumer electronics firm that is experiencing a severe financial downturn. In the last five years, the company has significantly declined, the sales have decreased to £614,680 million in 2020 to £394,879 million in 2024, and the net loss has decreased to £98,238 million in 2023, and £24,029 million in 2024. Liquidity has also been a factor; this is illustrated by the fact that the current ratio has decreased to 1.53 and the operating cash flow is down to £14,822 million. Increased leverage (debt-to-equity ratio of 1.11, 2024) and negative interest coverage have posed a high risk of insolvency. The study identifies: the decrease in profitability, the inefficiency of working capital management, and the rising risk of default, which are indicated by the decrease in the Altman Z-Score to 2.24 in 2023. The strategic restructuring plan is suggested and includes asset divestitures, equity injection, debt renegotiation, and cost restructuring. Other global considerations are currency risks, tax disparities and inflation pressures, as well as ethical and sustainable practices. NPV, IRR, ARR, PI, and payback were used to analyze three investment projects. Project C, which needs a capital limit of at least £60 million, provides the best financial performance, as the NPV is £4.225 million, IRR is 12.72 percent, and the profitability index is 1.085. This report advises prioritization of Project C and adoption of the proposed restructuring to recover the solvency, recreate shareholder value, as well as position General Electronics to remain competitive in the long term.
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[bookmark: _Toc216361471][bookmark: _Hlk216362492]1. Financial Health Check 
[bookmark: _Toc216361472]Overview of Financial Assessment
Financial analysis is a detailed analysis of performance, stability and sustainability of a firm. Financial analysis plays an important role in this General Electronics case since the company has experienced diminishing revenues and incurred losses during the past five years. This analysis will offer a critical assessment of profitability, liquidity, efficiency, gearing, and the strength of cash flow and default risk in the firm, using benchmark financial interpretation tools. This will help determine the structural weakness that has caused the company to suffer and lay the factual basis to come up with a recovery plan. Financial analysis includes 2020-2024 financials (sales, operating income, net income, assets, liabilities, equity, 2020-2024 cash flows, working capital). This period saw net sales drop to £394,879 million in 2024, compared to £614,680 million in 2020. Net income dropped to £24,029 million in 2024 compared to £38,572 million in 2020. Total assets declined by year 2024 by £323,354 million compared to £510,290 million in 2020 and shareholders equity declined by the year 2024 and it stands at £153,105 million compared to £313,301 million. 
[image: ]
Figure 1: Ratio Analysis
(Source: Excel)
[bookmark: _Toc216361473]Analysis of Profitability
General Electronics has been losing a lot of profitability, an index of inbuilt cost management, pricing and revenue increment difficulties. The gross profit margin has been fluctuating with a minor fluctuation of 28.67% in 2020 and 28.87% in 2024 that were formerly 28.75% in 2021 to 23.20% in 2023. The 2024 figure is somewhat improved, yet the general trend reflects the strain of the dwindling sales and growing operating costs. More alarmingly is the net profit margin that started at 6.28% in 2020 but in 2021, the margin went to 0.88% and in 2023, it went to -23.36%, only to improve marginally in 2024, to -6.08%. These losses may be considered an example of wasted activity and a failure to transform revenue into profitable gains. In the period of 2020, 2021, 2023, and 2024, the following downward trend was observed in the return on equity: 12.31%, 1.92%, and negative, respectively. Moreover, the uncertainty of earnings per share triggers a state of instability. 
[bookmark: _Toc216361474]Liquidity Assessment
Liquidity analysis reveals that the firm is able to meet short-term commitments. The current ratio has declined with the lowest of 1.82 in 2020 followed by 1.56 and 1.53 in 2022 and 2024 respectively. Despite the fact that current assets remain higher in comparison to current liabilities, the lower margin indicates a greater vulnerability to potential cash-flow disruptions. This liquidity decline correlates with the decline in total current assets that fell to £242,494 million in 2024, compared to £326,843 million in 2020, indicating a lower working-capital flexibility.
The quick ratio shows this fall with 1.15 in 2020 dropping to 0.91 in 2022, and slightly improved to 1.06 in 2023, followed by another decrease to 1.03 in 2024. The inventory was high and low, and the high of £140,181 million in 2022 and the low of £79,355 million in 2024 indicates that the inventory was not managed in a uniform way, which affected the level of liquidity. The ratios below 1.0 in certain years reflect shortages of immediate liquidity, meaning that the reliance is on short-term borrowings or internal cash flows to finance liabilities. 
[bookmark: _Toc216361475]Financial Leverage and Solvency Assessment
Based on a gearing and solvency analysis, the risk of finances is increasing i.e., the debt-to-equity ratio in 2024 was 1.11, which implies that the company is utilizing a greater amount of debt financing. 2020 equity was £313,301 million and 2024 was £153,105 million. The company possesses more credits than stockholders and through this fact, a great deal of financial flexibility is lost. Cover of interest has gone down also to negative values of -2023 and -2024 mainly because of operating losses of £85,301million and £15,297million in 2023 and 2024 respectively. 
[bookmark: _Toc216361476]Operational Efficiency Review
Efficiency ratios provide us with valuable data about how the company is using their operations as well as how the company is using its assets. Its inventory turnover also decreases, to 3.64 in 2020, and to 2.79 in 2022, 2023. The latest 3.54 in 2024 however, is a decrease in inventory turnover compared to previous, showing a poorer market demand and potential overstocking. This inventory turnover variance is linked with the variation in cost of sales, which in 2020-2024 was £438,424 million and £280,885 million, respectively.
Asset turnover has also been reduced. It was 1.20 in 2020, 1.18 in 2021 and 2022, and 1.22 in 2024. The 2024 ratio is better but overall decline is the decline in the efficiency of the assets as there was the increase of overall assets in 2020 of £510,290 million and in 2024 of £323,354 million. This implies that the capacity or sales of assets may reduce. The analysis of the efficiency metrics indicates that the company is reducing in its efficiency in its functioning and less effective in extracting the potential of its assets (McKingsley, 2024). 
[bookmark: _Toc216361477]Cash Flow Performance Review
It has a bad trend in terms of its financial health that is indicated by its cash flow. The operating cash flow to sales ratio decreased in 2020 to 11.94% and then in 2022 to 2.01% and hence indicates inefficient cash conversion, respectively. The operating cash flow-to-current liabilities ratio then dropped to 50.5% in 2022, 15.63% in 2023 and 9.36% in 2024. The connotation of these developments is that they reduce the ability to finance and repay debts. Liquidity issues were also aggravated and the cash flow operations dropped to £14,822 million in 2024 as opposed to £73,392 million in 2020.
[bookmark: _Toc216361478]Altman Z-Score
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Figure 2: Altman Z-Score
(Source: Excel)
Altman Z-Score is quantitative measure of default probability default in a corporative fashion. In 2020, General Electronics was formed with a Z-score of 3.64 (low risk of financial distress). Nevertheless, it dropped to a steady level of 3.22 in 2021 and 3.06 in 2022. In 2023, the score once again went down to 2.24, and the company remained a high-risk entity. The score slightly increased in 2024 to 2.82 but it was not within the safe range.
This negative trend is associated with the decreasing profitability, increasing debt and diminishing assets. In particular, the 2023 score indicates that the company had a higher risk of failure since it had a substantial operating loss and negative equity returns (Tunstall et al., 2025). There is still high risk of default and losses continue to be incurred and liquidity strains experienced in spite of a minor recovery in 2024. On the whole, Z-Score indicates serious weaknesses and the unpredictability of the business (Friedman, 2025).
[bookmark: _Toc216361479]Key Financial Issues Diagnosis
The financial review indicates that General Electronics is facing severe chronic performance problems. Its profitability is crushed and the net loss experienced in the year 2023 and 2024 is £98,238.00 million and £24,029.00 million, respectively, it can see how the company is ineffective in terms of steady profitability. The second problem is reduced liquidity as a result of declining current assets and poor inventory management policies. These are exacerbated by a significant increase in leverage, where the debt-to-equity ratio is 1.11 in 2024, and negative interest coverage ratios as of 2024.
Further, there was a decrease in cash conversion as the operating cash flow decreased to £14,822 million in 2024, an indication of poor capital and cash management. A major sign of the likelihood of default, the Altman Z-Score is moving down, signaling a growing vulnerability to insolvency, particularly in 2023 and 2024.
All this gives a darker picture concerning the financial health of the firm. This is lost forever, heightened financial risk, and worsening liquidity is exacerbated by falling cash flows. The company is more likely to be insolvent and bankrupt, and therefore quick and strategic intervention measures are required to fight the financial hardships, level out the business and ensure long-term financial sustainability (Krantz and Brusberg, 2024).
[bookmark: _Toc216361480]2. Working Capital Management Analysis 
[bookmark: _Toc216361481]Working Capital Management Overview
 The cash operating cycle indicates the effectiveness with which General Electronics utilizes its working capital to generate cash. Receivables and payables performance are mixed. Inventory also varied significantly, with £120,430 million in 2020 and £140,181 million in 2022, and in 2024, it only amounted to £79,355 million. The volatility was an effect of bad demand forecasting and shifting production planning that led to too much holding time and wasted capital due to a high inventory. This overstocking exacerbated the liquidity issues, as revenue plummeted to £394,879 million in 2024 and £614,680 million in 2020.
It was also inconsistent with receivables that started at £129,433 million in 2020, then £129,215 million in 2021 and then £112,346 million in 2022 and £114,182 million in 2024. This adverse growth compared to the declining sales is a sign of stagnation in collection practices and long customer terms of payment that have led to increasing customer receivable days and dependence on short-term debts. The rises of £216787 million in 2021 and £158,291 million in 2024 reflect tightening of supplier credit policy or weaker purchasing powers (Sangwa and Mutabazi, 2025). The brevity of payables periods further increased the complexity of the cycle, exacerbating cash outflows.
[bookmark: _Toc216361482]Strategies for Enhancing Liquidity
Liquidity management requires working capital since liquidity ratios revealed that the current ratio decreases with 1.53 in 2024 being 1.82 in 2020 and quick ratio planes in 2024 being 1.03. Others fear the decline in inventory since excess inventory has been a lien on liquidity in the past couple of years. Although the inventory dropped in 2024, to £79,355 million against 2022 (£140,181 million), additional inventory optimisation is needed, including improved demand forecasting, SKU rationalisation and slow-moving goods. Concentrating on higher selling and more profitable goods would be a better choice as it would assist in releasing cash and stabilizing inventory.
Language must also be renegotiated with suppliers, as the payables are lower than £216,787 million in 2021 (£158,291 million in 2024). Long payables, high volume, or more forgiving contracts can push out cash commitments, in case of a loss, such as in 2023.
Receivables management also needs to be improved. The 2024 receivables £114,182 million against negative trend in sales are indicative of inefficiency in collection (Han and Walsh, 2025). To make more cash turnover would help also; to cut credit periods, mechanize invoicing, and organize more formal collection. Finally, the substitution of digital solutions working capital can lead to increased forecasting, integration of operations, and cohesiveness of controls that complement the overall liquidity recovery plan. 
[bookmark: _Toc216361483]Financing Strategy: Balancing Short-Term and Long-Term Funding
General Electronics should go as far as its sources of finance can go so as to assist the stabilisation process in redesigning. The liquidity issues revealed by the decreasing quick ratio of approximately 1.0 and the low operating cash flow point to the fact that the business depends on short-term liquidity sources, including overdrafts, revolving credit lines, and trade finance (Sumar and Karlsson, 2022). Overdrafts have quicker access to money, at a higher interest rate and can be accessed anytime without notice, making them less predictable. These revolving credit facilities are more institutionalised access to liquidity, but more challenging to roll over when lenders face higher credit risk, especially as the debt-to-equity ratio reaches 1.11 in 2024, versus 0.63 in 2020. Trade financing could help relieve cash constraints, including supplier credit and inventory financing, but availability is contingent on supplier trust, which may be lower due to existing losses (Vo et al., 2023).
The other is long-term debt refinancing. Reclassification of short-term debt into long-term obligations can assist in repaying the annual load and liquidity, particularly on short notice. However, it would raise interest payments over the long term and cut financial flexibility. Its interest rate in 2023 and 2024 is -19.69 and -4.55, respectively; that is why lenders will treat the company as a high-risk operation and introduce more strict covenants and cost of debt.
Risk, cost, and flexibility: Temporary funding is flexible and exposes the company to market volatility and challenges with refinancing (Stella, 2025). Long term funding can be more predictable, though it introduces leverage and fixed financial commitments. As the company experienced a declining gearing ratio, and the equity of £313,301 million in 2020 reduced to £153,105 million in 2024, the most reasonable option is to balance financing. It has been linked to acquiring short term facilities to ensure the liquidity is secured on a short term basis since long term refinancing is requested when the necessity to survive through the restructuring period is required, flexibility is maintained and no additional debt is contracted.
[bookmark: _Toc216361484]Working Capital Overview
General Electronics is grappling with working capital problems. In 2022, the highest inventory turnover, at £140,181 million, signifies an issue with production and demand forecasting. Receivables are large relative to deteriorating sales, indicating slow customer payments and deteriorating payables negate supplier credit benefit. These inefficiencies have been translated into an abysmal fall in operating cash flows, which stood at £73,392 million in 2020 and £14,822 million in 2024. Low liquidity ratios indicate that there is little that the firm can do to absorb operational shocks. It demands immediate interventions, including cutting back on excess inventory, improving the collection of receivables, negotiating longer with suppliers to pay, and the application of technology to optimize working capital (Bettinelli et al., 2024). Moreover, the sources of finance must be adjusted to the risk profile of the business, particularly the increasing percentage of debt-to-equity capital and deteriorating interest coverage. 
[bookmark: _Toc216361485]3. Strategic Financial Restructuring Plan 
[bookmark: _Toc216361486]Justification for Financial Restructuring
The economic deterioration of the General Electronics underscores the importance of a major restructuring program. Net losses of £98,238 million and £24,029 million in 2023 and 2024 respectively have brutally whittled equity, and in £313,301 million in 2020 to £153,105 million in 2024, weakening the business capital base. The rising debt-to-equity ratio of 1.11 and the negative interest-coverage ratios are also reflective of the immense financial burden the company is currently undergoing. When negative sales and operating income occur on the same basis, the underlying level shows £614,680 million to £394,879 million the structural vulnerabilities (Harrigan and Wing, 2021). 
[bookmark: _Toc216361487]Evaluation of Restructuring Alternatives
There are several restructuring options that must be considered with respect to both short-term liquidity requirements and long-term strategic opportunities. These include the sale of unprofitable product lines. In comparison, total assets have decreased to 2024 of £323,354 million versus 2020 of £510,290 million, indicating that either the company has lost assets or the operations have decreased. Selling non-essential or permanently non-profitable units would yield immediate cash flows, optimize operations, and allow the management to focus on more lucrative properties. This is particularly significant since gross profit was around half in 2020 when it fell to the bottom of the London eye at £176,256 million membregeon as gross profit was £113,994 million in 2024, as indicated in the table below:
Another alternative that can be analyzed is equity injection. This can involve the entry of a strategic investor or a rights issue to existing shareholders. Such injection would increase the capital base of the company and possibly reverse the loss of shareholder equity of £160,196 million since 2020. As an example, the arrival of a new investor with a planned input of either £20,000 million to £30,000 million would theoretically reduce leverage, increase working capital, and finance innovation investments (Alhamid, Carlsson and Claesson, 2022).
Debt can also be refinanced or renegotiated. Relieving cash pressures could be through the extension of loan terms, lowering of interest rates, or the consolidation of debts. Writing off interest to pay (2024): £3,361million, renegotiating debt would boost liquidity and counteract adverse EBITs in earlier years. The lenders, though, may not be willing to negotiate good terms without a concrete turnaround strategy.
They must also address mergers or strategic alliances. Collaboration with companies in the new technologies or geographic expansions can supplement what the company can supply and market coverage. As an example, partnering with an Asian manufacturer with a track record of high production can lower prices and stabilize the supply chains impacted by inflation. These alliances would also open new markets and offset dwindling sales.
Cost restructuring within the company is another crucial step (Gutterman, 2024). Operating expenses have been reported at 2023 operating expenses: £182,861 million, but reduced to £129,291 million in 2024, despite that it is still disproportionate to negative operating income. It would be highly useful to have a project to concentrate on administrative cost, logistics, procurement and labor productivity. An example is that a reduction in overhead by 5 percent would save over £6,000 million in a new financial year.
There are some financial and operational benefits to these restructuring strategies. Probably the most effective mix is a combination of divestitures, equity infusion, partial debt restructuring and controlling internal costs, depending on the contemporary financial problems of the business.
[bookmark: _Toc216361488]Impact on Shareholder Value
The reorganization process will influence the value of shareholders directly through higher profitability, capital structure and operational performance. It will increase profitability, which is negative in recent years (reduced by -54.91% in 2023 and -54.91% in 2024). The decline in ROE can be reversed with effective divestitures, cost reduction, and operational improvement. This would also boost earnings per share (EPS), which dropped to -£7.64 in 2023 and remained negative at -£1.85 in 2024. Growth in EPS would reflect financial recovery and would be employed to normalize the lower market prices of the company.
In the short run, equity injections can dilute EPS, though they could be utilized to decrease financial risk as leverage. When equity is raised to more than £153,105 million to above £180,000 million, the debt-to-equity ratio would be reduced to a manageable level. Increased liquidity and reduced reliance on debt would mitigate the risk of financial distress and increase long-term shareholder value. Yet, shareholders might not trust dilution until the turnaround shows its outcome.
Changes in governance will also be critical (Li and McMurray, 2022). A strategic investor or change of boards can reinforce control and impose financial discipline. Better governance results in greater accountability, reduced perceived risk, and greater confidence in the market regarding company restructuring.
[bookmark: _Toc216361489]Global Factors and Implications
General Electronics: It is a multinational electronics manufacturer that has a high level of financial cross-border risk due to international operations. There is volatility in exchange rates among currencies such as USD, EUR and other Asian markets and this directly affects profitability because the gross profit will decrease to £113,994 million in the year 2024. The risk of reinforcing the foreign currencies would raise the cost of production, which emphasizes the significance of feasible hedging frameworks (Schnegg and Möller, 2022). The restructuring plans can also be prone to country-specific taxation rules that can enable a certain country to face a divestiture or relocation to another country with a different tax system to affect the overall returns. Logistics and raw material inflationary pressures also pose risks to profit margins, and cost of sales exceeds over 280,885 million in 2024. 
[bookmark: _Toc216361490]Social Responsibility and Ethical Framework
The restructuring process requires ethical considerations and CSR. When employees are affected by a change like layoffs or a facility closure, fair labor practice, redundancy package, retraining and open communication takes the center stage. It should also prioritize its ecological interests and the company should prioritize first the energy saving technologies, waste reduction and green sourcing to reduce its carbon footprint. This enhances brand reputation and lowers regulatory risk. On the financial side, the company should be responsible, i.e., it should show transparency in its reporting, negotiate on equal terms with its creditors, and be able to effectively communicate with its shareholders (Vaupel et al., 2023). On the one hand, aggressive accounting is to be avoided, and the emphasis on short-term profitability rather than long-term integrity is to be counter-intuitive to believe. This will help in long term sustainability, because the trust of the people will be enhanced by a people approach to restructuring.
[bookmark: _Toc216361491]Overview of Restructuring Approach
Urgency, financial, and strategic relevancy actions have been placed at the centre of reorganization (Simonarson and Zydorek, 2021). Short-term will look at selling non-core assets to create liquidity, tightening debt conditions where feasible, and restructuring aggressively to restore profitability. Takeovers and strategic alliances to improve technological capabilities and market penetration will typify the medium term. Long-term objectives will be to restore the capital base, restore the normal rate of return on equity (ROE) and earnings per share (EPS), and improve competitiveness in the international market.
Key performance indicators will be focused on reducing debt to equity ratios, increasing operating profit margin, stabilising EPS, and maximising operating cash flow (Zhang et al., 2021). It may be utilized within two-three years, taking into account both urgent financial issues and operational viability. 
[bookmark: _Toc216361492]4. Investment Appraisal and Capital Budgeting 
[bookmark: _Toc216361493]Investment Decision Framework
General Electronics is encumbered by massive investment decisions. The loss of profitability has been outstanding as the company experienced net losses of £98,238 million in 2023 and £24,029 million in 2024. The operating cash flow also declines considerably, to only £14,822 million in 2024, compared to £73, 392 million in 2020. It has low liquidity with a current ratio of 1.53 and quick ratio of 1.03 in 2024, providing poor absorbency to financial shocks. That notwithstanding, any capital expenditure must be critically analyzed to ascertain whether the capital will add to the recovery goals of the business and not plunge the business in further financial predicaments.
The investment decision is also complicated by capital rationing. The sum of money that the firm will invest to the maximum will be £60 million and this means that projects which are to be undertaken will be the projects which are most strategic despite the fact that other projects may give good financial results. It is constrained by the reduction in equity to £153,105 million in 2024 versus the £313,301 million in 2020 and the rising debt-to-equity ratio of 1.11 as it is only placed on the diluted balance sheet of the company. Leverage is very high and the interest coverage is negative meaning that any investment made has to be profitable, therefore short payback and long term strategic benefits.
Risk factors also play a significant role in the investment decision. This company is a consumer electronics (highly dynamic) market, the technology is changing fast, the demand fluctuates, and the supply chains are fragmented. The company is undercapitalized and, thus, cannot afford risky or long-payback investments (Godefroid et al., 2024). They ought to, instead, focus on business ventures that have predictable cash flows, good returns, and are suitable to the company restructure. Projects A, B, C will test this risk-sensitive and rigorous environment.
[bookmark: _Toc216361494]Project Assessment Using Five Evaluation Methods
Five typical approaches to capital budgeting were applied in evaluating all projects: payback period, accounting rate of return, net present value, internal rate of return, and profitability index. A combination of these techniques can provide us with responses regarding the pace of cash recovery, profitability and project persistence on the generation of long term value.
Under Project A, initial investment is 40 m and cash flows of £10m, £12m, £14m, £10m, £8m in the first year, and in the second through the fifth year respectively. The average profit is £2.8 million per annum, the accounting rate of return is 7 percent, the payback period is 3.4 years, and the profitability is relatively low. The net present value of the project is £1.324 million with a profitability index of 1.033 indicating that the net present value of the project has paid back a small amount of the pound invested. Project A is economically viable because its internal rate of return of 11.33 percent is higher than the discount rate of 10 percent but the returns are low.
Project B offers flat cash flows of £6 million dollars annually over five years with a lower investment of £30 million. The payback period (5 years) demonstrates a poor capital recovery. Accounting rate of returns is zero, as the inflows match the depreciation, and no net profit remains. The project is priced at £7.255 million, the index of profitability being significantly lower, and the internal rate of return being virtually zero. These findings reinforce the idea that Project B is a worthless killer and should not be invested in.
Project C would imply initial investment amounting to £50 million and cash flow shifts of £5 million, £10 million, £20 million, £25 million, and £15 million. This incremental investment matches Project A with a payback period of 3.6 years. The maximum project-wise accounting rate of return is 10 per cent and the maximum project-wise net present value is £4.225 million. Its attractiveness of 12.72 percent is further supported by its profitability index of 1.085 and its internal rate. Project C is the most valuable in the long run, and it is long-run dominant over Projects A and B in all aspects.
[bookmark: _Toc216361495]Financial Comparison of the Three Projects
The comparisons of Projects A, B, and C indicate that the risk, cash flow trends, and financial value differ significantly. Project B is not pursued because the NPV is negative, the payback period is long, and the probability of recovery is low (Bond, Markgren Holiday and Stenstrom, 2024) ). It fails to create growth because its cash flows continue and may be susceptible to inflation, which would be improper in the environment where a company requires high-impact investments. Project A: middle-ground; predictable cash flows, moderate positive NPV. 
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Figure 3: Investment Appraisal
(Source: Excel)
But the fact that the index of its profitability is 1.033 and low returns on the profits are not connected with the fact that in the period when the company rearranges the financial structure, more impressive stream of cash inflow is badly needed is the point.
The project C are the most appealing among the three, its shape of cash flow is more positive, with £5 million as the first value of the first year and £25 million as the first value of the fourth year, and so on, £15 million is the constant value of the fifth year. This is an indication of cash flow scalability and it is aligned with the emerging business growth opportunities. It has higher current flow compared to Project A, yet that is an encouraging growth indicator, not a signal of instability. Since annual revenues in the company decrease in 2020, when the turnover is £614,680 million, and 2024, when the turnover is £394,879 million, then Project C becomes a more significant part of the strategic renewal of the company. It has the best NPV, IRR and profitability index, implying that it will contribute the most to profitability, liquidity recovery, and long term value addition. 
[bookmark: _Toc216361496]Analysis of Capital Rationing Constraints
With £60 million as a capital rationing constraint, only one project would be selected because the total cost of Project A and C is £90 million against the financial constraint of 60 million. Project B is technically possible to be compatible with Project A or C, but the NPV is negative and the financial capability is weak, making it an invalid solution.
Project C is the best project out of all, as it invested £50 million and has the most optimal capital constraint and financial outcomes. The £4.225 million in its NPV relates to the Project As NPV of £1.324 million. Also, with a rate of return of 12.72 percent, Project C is more profitable than Project A with 11.33 percent and a profitability index of 1.085 versus 1.033, i.e. more value created per pound invested. Initial investment in Project C will be 10 million, however, with a payback period of 3.6 years, which is a bit higher than Project A. Thus, Project C is the optimal project given the capital rationing constraint. 
[bookmark: _Toc216361497]Justification for Selecting the Final Project
Project C is a strategic choice and is viable. The company has incurred colossal losses in the form of profit making and the losses have eroded stock value in recurrent losses. Project C cash flows are sound and sustainable and can stabilise earnings in the short term. The liquidity is constrained and hence the ability of the project to produce a viable cash flow is what counts most in the financial flexiveness of the firm.
The second driver of the analysis is an increase in the debt-to-equity ratio of the business, which in 2024 was 1.11. Project C is highly profitable and high retained earnings will recover equity; weak projects should not be left to run (Bertomeu et al., 2024). Project C is selected as the working capital problems also justify the selection of Project C based on the reduction in the operating cash flow of the company due to the loss of efficiency in working capital components such as receivables and inventory.
The final is the probability of defaulting the firm. The decline in Altman Z-Score, which reached 2.24 in 2023 and was rebounding slightly in 2024 to 2.82, underscores the necessity to have projects that can bring in large and increasing cash flows to reduce the risk of insolvency and improve the financial situation overall.
[bookmark: _Toc216361498]Evaluation of Sensitivity and Risk
The financial aspect of Project C is promising but it must also be subjected to a cascade of risk conditions. The foreign exchange risk is among the most significant factors, especially when the incoming cash flows depend on areas where the currency can suffer against the pound. This value can fall, decreasing the realised value unless hedged. It is also prone to demand risk, particularly in the highly elastic electronics segment where a decline in consumer demand can adversely affect the anticipated cash flows, particularly in years 3 and 4. The second threat is technological disruption, and the competitors having better technology can hurt revenue forecasting (Fagrell and Gunnarsson, 2024). An increase in revenue might result in a drop in the profit margin due to the inflationary pressures, such as the rise in the cost of elements or logistics. These risks notwithstanding, Project C is best suited, as the inflows of cash will be sufficient to counter the risks and will be viable over time, in that it conforms to the long term strategic objectives (Akinsola, 2025). 
[bookmark: _Toc216361499]Final Recommendation for Investment
The alternative includes Project C following thorough financial and strategic analysis. The one that fulfills the highest capital requirement of £60 million, the greatest NPV, the most favorable IRR and a profitability index above 1.0 is the one. The cash flow of the project is especially positive, because the cash flow will play a significant role in restoring liquidity and long-term growth (Hernandez Esparza, 2023). Projects A and B, however, are to be discarded, Project A will not be of any great use, and Project B is likely to destroy value. Project C will best suit the company to save, not only to improve its financial position but also its strategic requirements which it is in the market.
[bookmark: _Toc216361500]
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efficiency

Inventory turnover	2024	2023	2022	2021	2020	3.5396005292672168	3.6579361752744326	2.7853917435315769	3.1872476184101912	3.6404882504359377	Asset turnover	2024	2023	2022	2021	2020	1.2211972018283368	1.1814837919251866	1.0765387384635525	1.1788074020080415	1.2045699504203493	



liquidity

Current ratio	2024	2023	2022	2021	2020	1.5319506478574272	1.6062935934668752	1.5615804280441441	1.5551947303113194	1.8207509330956493	Quick ratio	2024	2023	2022	2021	2020	1.0306271360974408	1.0585176359619728	0.9140123710578224	0.93491307135575474	1.1498690880730877	



cash flow

Operating CF to sales	2024	2023	2022	2021	2020	3.7535548864335661E-2	5.9911001600639308E-2	2.0130778202159E-2	6.6959551331278816E-2	0.11939871152469578	Operating CF to current liabilities	2024	2023	2022	2021	2020	9.3637667334213567E-2	0.15631593317943754	5.0472807232310728E-2	0.18581833781545942	0.40884630382708487	



profitability

Gross profit margin	2024	2023	2022	2021	2020	0.28868083640811487	0.23203324002216635	0.28059275800505207	0.28759212901552855	0.28674432224897506	Net profit margin	2024	2023	2022	2021	2020	-6.0851551994408414E-2	-0.23364577114901167	7.4988346405626153E-4	8.8114733661124791E-3	6.2751350296089026E-2	



gearing

Debt to equity ratio	
2024	2023	2022	2021	2020	1.1119754416903431	0.98900067069081155	0.87835964918817011	0.84942869878129657	0.62875317984941004	Interest coverage	
2024	2023	2022	2021	2020	-4.5513240107110979	-19.690904893813482	6.6127272727272723	41.083038869257948	26.20745428973277	


investment

Basic EPS (£)	2024	2023	2022	2021	2020	-1.8542325796743575	-7.6420070011668608	3.2039675667165236E-2	0.39368733754177498	2.77636219678975	Return on equity (ROE)	2024	2023	2022	2021	2020	-0.1569445805166389	-0.54906103286384977	1.5163595448685946E-3	1.9210071426241804E-2	0.1231148320624575	
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Description 2024 2023 2022 2021 2020

Net sales 394879 420457 542751 601602 614680

Operating income (EBIT) -15297 -85301 14548 23253 37267

Total current assets 242494 258851 338040 337146 326843

Total current liabilities 158291 161148 216473 216787 179510

Total assets 323354 355872 504163 510348 510290

Total liabilities 170249 176952 235757 234399 196989

Retained earnings 208431 232460 330698 330291 324990

Total shareholders' equity 153105 178920 268406 275949 313301

Description 2024 2023 2022 2021 2020

Working Capital (WC) 84203 97703 121567 120359 147333

X1 = WC / TA 0.260405005 0.274545342 0.241126382 0.235837115 0.288724059

X2 = RE / TA 0.644590758 0.653212391 0.655934688 0.647187801 0.636873151

X3 = EBIT / TA -0.047307286 -0.239695733 0.028855747 0.045563028 0.073031022

X4 = Equity / TL (proxy for MVE/TL) 0.899300436 1.01112166 1.138485814 1.177261848 1.590449213

X5 = Sales / TA 1.221197202 1.181483792 1.076538738 1.178807402 1.20456995

Altman Z-Score 2.819576489 2.241112626 3.062514413 3.224589962 3.637933131
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Year Project A CF (£m) Project B CF (£m) Project C CF (£m)

0 -40 -30 -50

1 10 6 5

2 12 6 10

3 14 6 20

4 10 6 25

5 8 6 15

Discount rate

10.00%

NPV (£m)

1.32 -7.26 4.23

Profitability Index (PI)

1.03 0.76 1.08

IRR

0.11 0.00 0.13
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Year Cum CF A (£m) Cum CF B (£m) Cum CF C (£m)

0 -40 -30 -50

1 -30 -24 -45

2 -18 -18 -35

3 -4 -12 -15

4 6 -6 10

5 14 0 25

Payback period (years)

3.4 5 3.6
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Year Profit A (£m) Profit B (£m) Profit C (£m)

1 2 0.0 -5

2 4 0 0

3 6 0 10

4 2 0 15

5 0 0 5

Average annual profit (£m)

2.8 0 5

ARR

0.07 0 0.1
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Ratio Analysis 2024 2023 2022 2021 2020

Profitability Ratio

Gross profit margin 0.289 0.232 0.281 0.288 0.287

Net profit margin -0.061 -0.234 0.001 0.009 0.063

Liquidity Ratio

Current ratio 1.532 1.606 1.562 1.555 1.821

Quick ratio 1.031 1.059 0.914 0.935 1.150

Efficiency Ratio

Inventory turnover 3.540 3.658 2.785 3.187 3.640

Asset turnover 1.221 1.181 1.077 1.179 1.205

Gearing Ratio

Debt to equity ratio 1.112 0.989 0.878 0.849 0.629

Interest coverage -4.551 -19.691 6.613 41.083 26.207

Investment Ratio

Basic EPS (£) -1.854 -7.642 0.032 0.394 2.776

Return on equity (ROE) -0.157 -0.549 0.002 0.019 0.123

Cash Flow Ratio

Operating CF to sales 0.038 0.060 0.020 0.067 0.119

Operating CF to current liabilities 0.094 0.156 0.050 0.186 0.409


image8.emf
Year Project A CF (£m) Project B CF (£m) Project C CF (£m)

0 -40 -30 -50

1 10 6 5

2 12 6 10

3 14 6 20

4 10 6 25

5 8 6 15

Discount rate

10.00%

NPV (£m)

1.32 -7.26 4.23

Profitability Index (PI)

1.03 0.76 1.08

IRR

0.11 0.00 0.13


image9.emf
Year Cum CF A (£m) Cum CF B (£m) Cum CF C (£m)

0 -40 -30 -50

1 -30 -24 -45

2 -18 -18 -35

3 -4 -12 -15

4 6 -6 10

5 14 0 25

Payback period (years)

3.4 5 3.6


image10.emf
Year Profit A (£m) Profit B (£m) Profit C (£m)

1 2 0.0 -5

2 4 0 0

3 6 0 10

4 2 0 15

5 0 0 5

Average annual profit (£m)

2.8 0 5

ARR

0.07 0 0.1


image1.png
»N] < rysgol Cymru
3N ¥ Drindod Dewi Sant
S University of Wales

Tk Salt David




image2.emf
Ratio Analysis 2024 2023 2022 2021 2020

Profitability Ratio

Gross profit margin 0.289 0.232 0.281 0.288 0.287

Net profit margin -0.061 -0.234 0.001 0.009 0.063

Liquidity Ratio

Current ratio 1.532 1.606 1.562 1.555 1.821

Quick ratio 1.031 1.059 0.914 0.935 1.150

Efficiency Ratio

Inventory turnover 3.540 3.658 2.785 3.187 3.640

Asset turnover 1.221 1.181 1.077 1.179 1.205

Gearing Ratio

Debt to equity ratio 1.112 0.989 0.878 0.849 0.629

Interest coverage -4.551 -19.691 6.613 41.083 26.207

Investment Ratio

Basic EPS (£) -1.854 -7.642 0.032 0.394 2.776

Return on equity (ROE) -0.157 -0.549 0.002 0.019 0.123

Cash Flow Ratio

Operating CF to sales 0.038 0.060 0.020 0.067 0.119

Operating CF to current liabilities 0.094 0.156 0.050 0.186 0.409


