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[bookmark: _Toc214455533]Introduction 
This report provides a comprehensive financial evaluation of the company by analysing its financial statements, ratio performance, and overall financial health. It assesses profitability, liquidity, efficiency, cash flow strength, and solvency to identify key trends, strengths, and emerging risks. Detailed working capital and restructuring strategies are examined to support short-term stability and long-term growth. Furthermore, three major investment proposals are appraised using capital budgeting techniques to determine the most financially viable option under capital rationing.
[bookmark: _Toc214455534]1. Financial Health Check 
[bookmark: _Toc214455535]1.1 Analysis of the Firm’s Financial Statements
Financial statement analysis will be an indispensable source of evaluating the financial health of the firm in general. Thus, analysing the income statement, balance sheet, and cash flow statement between the years 2020 and 2024, it is evident how the operational performance, financial position of the firm, and its liquidity have been changing. The analysis brings to the foremost developments in revenue, costs, assets, liabilities and cash flows within the organization that contribute towards long term sustainability (Palepu et al., 2020).
The downward trend in the income statement is concerning. The net sales recorded a decline of £614,680m in 2020 to £394,879m in 2024 which poses as a sign of poor demand, market share losses or output in the units of the firms. The gross profit also decreased, in particular, in 2023, when the increases in costs were not covered by revenues. In 2023 and 2024, operating income became negative indicating a high operating cost, restructuring expenses, and probable impairment. Net income was also a similar trend going down to a profit of £38,572m in 2020 to a loss of £98, 238m in 2023 and £24,029m in 2024.
This is another instance deteriorating in the balance sheet. The total assets fell considerably between the five-year periods, £510,290m in 2020 and £323,354m in 2024 suggesting both asset disposal and asset write-downs. The total liabilities were left high but the equity decreased at a steep rate because of accumulated losses, reducing £313,301m in 2020 to £153,105m in the years 2024. Such a shrinking base of equity points at a lack of financial resilience and susceptibility to external shock.
The cash flow statement confirms reduction in internal financial strength. The operating cash inflows had reduced to £14,822m in 2024 as compared to £73,392m in 2020. The company is making less business using its operating core business and at the same time experiencing plummeting profits. This heightens dependency on external borrowing, this puts extra financial burden (Jaafar et al., 2021).
In general, the financial statements indicate that a company has been suffering a steady drop in profitability, a deteriorating financial structure, and a decreased cash-generating power.
[bookmark: _Toc214455536]1.2 Ratio Analysis 
A ratio analysis will convert the financial statements into quantifiable factors that will depict trends in performance and inherited weaknesses.
Profitability Ratios
Profitability ratios indicate the efficiency with which the firm uses its sales, assets, and equity to generate returns (Rashid, 2021). Gross Profit Margin remained steady over the period of 2020-2022 (28-29%), which is an indicator of effective production. The decline to 23.20% in 2023 demonstrates due to the inflationary pressure and the lack of costs, but the recovery in 2024 may indicate a better control of cost. Working Profit Margin and Net Profit Margin, in their turn, demonstrate a much more negative trend and decrease in the numbers (positive values 2020-2022) on the negative levels in 2023 and 2024. This proves deteriorated functionality and continued financial hardship.
The ROA decreased in 2023 and 2024 to negative values since it was 7.56% in 2020 thus showing decreasing effectiveness of assets. The much more drastic decline was in Return on Equity (ROE), which, after a very healthy 12.31% in 2020, went down to -54.91% in 2023, meaning that shareholder value is being destroyed severely.
Liquidity Ratios
Liquidity ratios indicate the ability of the firm to fulfil its immediate duties (Rashid, 2021). The Current Ratio decreased in 2024 and was 1.53 compared to 1.82 in 2020. Although it is still the case, the decline in trend indicates the reduction of current assets as compared to the liabilities. It has a Quick Ratio that does not include inventory (Quick Ratio) which dropped to less than 1.0 in 2021-2022 but rose slightly to 1.03 in 2024. This might be indicating a slight improvement; though liquidity is under strain.
Efficiency Ratios
Efficiency ratios indicate the capacity of the firm to utilize working capital. Days Inventory Outstanding (DIO) increased to high levels (more than 130 days) and Inventory Turnover became significantly low in 2022, which means that it has slow-selling stock. Receivables Turnover was also decreased, Days Sales Outstanding (DSO) had increased to above 105 days as at the year 2024 indicating the customer payment was slow and credit was not being managed effectively. The Turnover of Payables was lower than before, and Days Payables Outstanding (DPO) increased, indicating delayed payments to suppliers which is usually indicative of cash strain (Burnie and Ridder, 2023). Asset Turnover was fairly stable but did not improve.
Gearing, Investment & Cash Flow Ratios
There was an increment in the Debt-to-Equity Ratio, rising between 0.63 and 1.11 in a period of five years with an indication of the increasing dependency on debt. This especially is worrying as profits have gone down. Interest Coverage became negative in 2023 and 2024, which means that operating income is not enough to pay interest, which is an indicator of a high solvency risk.
The poor performance of the shareholders is supported by Earnings Per Share (EPS) that dropped to negative figures in 2023 and 2024, after having been low in 2020 (£2.78). Lastly, the Operating Cash Flow to Net Income went down to the negative side within the past 2 years, meaning that the losses cannot be covered by rentable amounts of cash.
Altogether, the ratio analysis shows decreased profitability, weak liquidity, worsening efficiency, increased financial risk, and low returns on investments.
[bookmark: _Toc214455537]1.3 Trends, Strengths and Threats
This section consolidates the financial insights and presents an overall view of the firm’s financial direction.
Trends
Over the years, the firm has some negative trends:
· The profitability has declined, and the firm has registered losses over the last two years.
· Liquidity is straining and the current and quick ratios are decreasing.
· Its efficiency is deteriorating and especially in the receivables and inventory.
· The level of gearing is on the increase, exposing it to financial risks (Gezer and Kıngır, 2020).
· The profitability is declining, as it lowers the ability to finance internally.
These trends suggest that the firm is moving towards greater financial instability.
Strengths
Even despite the difficulties, the company possesses certain strengths:
· Gross margin recovery in 2024 represents a better cost management.
· The current ratio is slightly above 1.5, which is in favour of short-term solvency.
· The turnover of assets is good with no fluctuations in assets utilisation.
· Inventory turnover has improved slightly in 2024, and it had been declining in the years before.
These strengths imply the presence of operational resilience and the opportunity to recover in the event of a recovery strategy.
Threats
The risks of the company are high:
· The 2023 and 2024 losses have the potential to endanger its long-term sustainability.
· Reduced liquidity limits monetary leeway.
· There is an increase in debt and unfavourable interest coverage jeopardizing solvency.
· Lack of cash flow generation enhances reliance on funding (Huang and Ritter, 2021).
· Declining level of receivables performance impairs money changing cycle.
· Shareholder value has reduced greatly through adverse EPS and decreasing equity.
All these threats pose a high-risk situation to the firm.

[bookmark: _Toc214455538]1.4 Corporate Failure Prediction (Altman Z-Score)
Financial distress is usually predicted by the Altman Z-Score model. Based on the 2024 financial information, Z-Score is determined using the following variables, the working capital, retained earnings, EBIT, the market value of equity, and sales relative to assets.
Applying the manufacturing model formula:
Z=1.2X1+1.4X2+3.3X3+0.6X4+1.0X5 
The firm’s Z-Score is approximately:
Z=1.25 
A less than 1.81 position indicates that the company is in a distress zone which is an indication of high probability of failure. This low score is attributed, to a larger extent, by the negative EBIT, decelerating working capital, high leverage, and decreasing sales in relation to its assets (Braunsberger and Aschauer, 2025).
This is corroborating previous evidence: the company has a high risk of financial distress and possible default unless corrective actions are taken.


[bookmark: _Toc214455539]2. Working Capital Management Analysis 
The working capital should be managed well to accommodate the liquidity and sustain day-to-day functions. An examination of cash operating cycle assists in the detection of problems in inventory, receivables and payables that can see the firm undertake reforms to enhance the financial stability and cash flow.
[bookmark: _Toc214455540]2.1 Assessment of the Cash Operating Cycle
Cash operating cycle (COC) is used to estimate the length of time that a given firm takes to convert cash invested in inventory and receivables to cash realized through sales. It shows the effectiveness or efficiency of the business in utilizing day-to-day working capital and is affected by three factors; Days Inventory Outstanding (DIO), Days Sales Outstanding (DSO) and Days Payables Outstanding (DPO) (Asman et al., 2022). A decrease in the cycle implies high liquidity and efficiency in its operations whereas an increasing period implies the growth in financial strain.
Inventory Holding Period (DIO): The DIO of the firm is also going up significantly during the review period as it reaches the highs of over 130 days compared to previous years which were approximately 100 days. Though it has subsequently moderately risen, it stood at over 103 days. This growth shows that there is slower inventory turnover, implying the availability of excess stock, low demand, or the inefficiency of production planning. High DIO wastes critical cash and exposes the company to the dangers of holding surpassed merchandise especially in a technology driven industry.
Receivables Collection Period (DSO): The DSO increased and went to the range over 105 days, signifying that the buyers have grown very slow to pay. This trend shows the loose control of the credit, or the possibility of liberal credit terms, or liquidity problems of the customers (Ma et al., 2019). Rise in DSO will reduce the rate of cash flow and will have to rely on short-term financing to finance its operations.
Payables Payment Period (DPO): DPO was improved and reached 69-nearly 94 days. Though the drastic increase would imply the inability to fulfil the commitments within the needed time, the extension of the payables will have a beneficial effect on the liquidity in the short-term perspective. This may exert heavy pressure on supplier relations and reduce credit leeway.
Overall, the period of cash operating cycle has become much longer. Accurate signs of decreasing working capital efficiency and liquidity pressure are a rise in DIO and DSO and a stretched DPO.
[bookmark: _Toc214455541]2.2 Strategies to Improve Liquidity through Working Capital Reforms
1. Inventory Management Improvements: The inventory control is significant in order to make the money invested in inventory available. The company should adopt more accurate demand forecasting tools and be flexible to aligning the output with the market demand to clear surplus or expired stocks (Ahkam and Alom, 2019). Reducing holding periods and making the cash operating cycle more efficient can be achieved by implementing lean inventory and coordinating improved work with suppliers.
2. Strengthening Receivables Management: It should be noted that the performance of the receivables should be brought up so as to allow faster cash inflows. The company should tighten its credit policy and revise customer credit limits and shorten terms of payment where feasible. Automation of invoicing, timely reminders, early-payment discount can be used to reduce the number of for Day Sales Outstanding. Close monitoring of the over-dues will also improve efficiency in collections and liquidity.
3. Optimising Payables Management: Payables should be managed in a proactive manner, rather than reactively (Barnabas and Oloyede, 2024). The company will be expected to enter pragmatic though desirable payment conditions with key suppliers and maintain good rapport. Even supplier finance such as reverse factoring can be used to allow the company to extend the payment terms without delaying the supply such that it can improve the short-term cash flow.
4. Integrated Working Capital Monitoring: The introduction of a centralised working capital dashboard will enable the firm to monitor DIO, DSO and DPO in real time. This can be achieved through setting of internal targets as well as linking performance appraisals to working capital performance.
[bookmark: _Toc214455542]2.3 Comparison of Short-Term and Long-Term Financing Options
	Aspect
	Short-Term Financing
	Long-Term Financing

	Purpose
	Covers immediate cash needs and working capital gaps.
	Supports long-term investment, restructuring, or balance-sheet strengthening.

	Typical Duration
	Less than 1 year
	More than 1 year (often 3–10 years)

	Examples
	Bank overdrafts, trade credit, invoice factoring, short-term loans.
	Term loans, corporate bonds, equity financing, long-term credit lines.

	Cost
	Generally higher interest rates due to short maturities and higher risk.
	Usually lower interest rates but may increase with poor financial performance.

	Availability
	Quick to arrange; lenders approve based on short-term cash flow.
	Harder to obtain, especially when profitability and solvency are weak.

	Impact on Liquidity
	Provides immediate cash relief but may create frequent refinancing pressures.
	Improves long-term liquidity stability but does not solve short-term cash shortages.

	Repayment Structure
	Frequent repayments; often repayable on demand (e.g., overdrafts).
	Scheduled repayments over several years, allowing predictable planning.

	Risk Level
	High—overuse can lead to dependency and cash-flow strain.
	Medium—long-term commitments increase leverage but reduce short-term pressure.

	Effect on Suppliers/Customers
	Heavy use of trade credit can strain supplier relationships.
	Equity financing can reassure investors; long-term loans show commitment to stability.

	Suitability for the Firm
	Useful for immediate liquidity given rising DSO and stretched cash flow.
	Harder to secure due to losses; equity financing may be required to strengthen solvency.



Comprehensively, the increase in the cash operating cycle signifies poor liquidity and inefficiency in its operations. With better inventory management, better receivables management, and better payables, the firm will be able to manage the working capital performance and reinstate financial stability using proper financing decisions.

[bookmark: _Toc214455543]3. Strategic Financial Restructuring Plan 
Restructuring of finances is necessary to companies that are witnessing deteriorating profitability, escalating debts, and decreased liquidity. A strategic decision would help company to increase its capital position, enhance its operations, and recover the financial balance in the long-term. This section analyses restructuring alternatives, consequences on stakeholders and significant international and ethical factors.
[bookmark: _Toc214455544]3.1 Recommended Financial Restructuring Options
1 Divestiture of Non-Core or Underperforming Units
The idea of divestiture is a powerful restructuring alternative to companies whose financial conditions or liquidity are in decline (Feldman, 2021). Through disposing non-core, poor performing, or a lack of strategies business units, the firm would be able to produce a direct cash flow that would able the firm to minimise debt, balance working capital, and enhance the balance sheet. Divestiture also simplifies operations, lessens the load on managers and enables the management to redirect the funds to areas of its high growth or key areas of strategic importance. Besides, selling unprofitable assets enhances the efficiency and net income. Divestiture however should be done with careful analysis lest there are valuable capabilities, critical technologies or drivers of future growth that might be sold accidentally.
2 Mergers or Strategic Alliance
The merger or strategic alliance provides an excellent path to increase the competitiveness and recover financial stability. Combining with a stronger organisation financially, technologically, or in terms of operation can result in the development of economies of scale, overhead costs and new markets (Gomes, 2020). Horizontal merging enhances the market share and positioning in the market whereas vertical merger enhances integration of the supply chain and cost of production is lowered. The strategic alliances offer the same benefits at lower integration risks through sharing resources, technology and expertise but, the firms retain corporate independent. Such partnerships can go a long way in enhancing efficiency in operations and sustainability.
3 Equity Injections or Recapitalisation
Equity injection can specifically be used in firms that experience high leverage, low interest coverage, and growing insolvency risk. Issuing share capital, or privately placing capital or strategic investors increases the capital base, lowers reliance on debt and is more financially stable. A possible dilution of shareholders can be overcome by better liquidity, reduced financial risk and higher investor confidence, which are offset by the disadvantage. Equity recapitalisation also allows the company to be flexible to finance restructuring programs and undertake long term strategic investments.
[bookmark: _Toc214455545]3.2 Impact on Shareholder Value, Debt Structure, and Operational Flexibility
1 Impact on Shareholder Value
The restructuring decisions have direct implications to shareholder value. Divestiture usually results in value addition as they get rid of unprofitable divisions and liberate capital that could be used in other productive activities. When it is an indication of better strategic focus and financial discipline, divestitures are usually considered positively by investors (Mielcarz et al., 2018).
Mergers can also increase the shareholder value as it creates synergies, cost minimization and increase in long term earning potential. An effective merger may lead to growth in the earnings per share (EPS) and better market valuation. But in the event of issues relating to integration like cultural clash or operational interference, shareholder value can be negatively affected.
Equity injection cushions long-term shareholders with the risk of bankruptcy and financial security. Despite the fact that dilution causes the shareholders to lose their ownership percentage at a particular time, the stability, cash flow, and growth potential can increase the share value in the long run.
2 Impact on Debt Structure
Divestiture has a positive effect on the debt structure since it will allow the firm to clear unpaid debt. Less debt means a better credit rating, less interest payable and more financial freedom (Biglaiser and McGauvran, 2021). This makes the firm to have the capacity to invest in areas of growth and absorb unexpected changes in the economy.
Mergers have the benefit of enhancing the credit worthiness of the merged entity, which means that they can obtain a better and bigger borrowing facility. A merged organisation has a better bargaining position since it can negotiate a lesser interest rate and access to capital when it is stronger financially.
The direct effect of equity injection on debt structure is the strongest. Increasing the equity base will ensure that the firm does not rely on debt financing so much. This causes reduced leverage ratios, reduces the insolvency risk and enhances the capacity to finance long term loans should there arise necessity.
3 Impact on Operational Flexibility
Divestiture enhances operational flexibility through unloading of managerial load, and further emphasis on main operations. Getting rid of the segments that are performing poorly provides the resources that can be diverted to innovations or market expansion.
Alliances and mergers increase flexibility as they can share capabilities, gain additional capacity, enhance their supply chain resilience, and open new markets and/or technologies (Jerab and Mabrouk, 2023). The availability of wider resources will enable companies to react more smoothly to the changes in the market.
The exercise of injecting equity also increases flexibility by means of funding new capital required to make an investment in modernisation, overall strategic initiative, or digitalisation. The financial pressure is reduced and the firm is able to make calculated risks and develop the firm on a long term basis.
[bookmark: _Toc214455546]3.3 International and Ethical Considerations
1.  Taxation
The tax implications of re-structuring decisions like divestiture and mergers are capital gains tax, transfer pricing and cross-border tax. Global tax treaties should be considered by companies, along with the adherence to the OECD standards and ethical actions of the company in taxes (Motala, 2019). Open tax planning saves the reputation of the firm and prevents the legal fines.
2 Currency Risk
Cross border operation or restructuring subjects the firm to currency volatility. Foreign exchange can have an impact on the value of assets, any foreign cash flows or foreign-currency debt repayment. These risks should be countered by having hedging strategies, like currency forwards or swaps.
3 Inflation and Interest Rate Risks
Inflation leads to high operational costs and reduction in purchasing power. When divesting foreign markets or merging, firms have to consider the inflation adjusted costs. Increase in the interests of the world also influences the refinancing of debt thereby making equity restructuring appealing.
4 Corporate Social Responsibilities (CSR)
The issue of ethics is very crucial when restructuring. Such decisions as divestiture or downsizing need to be treated in a transparent way in order to minimize the reputational losses (Umar, 2023). Companies should guarantee that they treat employees justly, adhere to ecological requirements, and communicated well to stakeholders in a responsible manner. Trust and long-term sustainability are improved through upholding CSR.
All said and done, divestiture, mergers or alliance, as well as equity injection, provide a viable and balanced path towards financial recovery. The reorganization of the debt, operational flexibility, and the global risks as well as ethical liability will help the firm to regain its competitiveness, shareholder value, and the sustainable long-term growth.

[bookmark: _Toc214455547]4. Investment Appraisal and Capital Budgeting 
In this section, Payback Period (PBP), Accounting rate of return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal rate of return(IRR), are used to appraise three mutually exclusive projects. Assumptions: Discount principle 10%, straight-line capital depreciation to zero over five years and capital rationing, total investment is constrained to £60m. The calculations are presented at a concrete level and implemented to suggest the best investment under the circumstances of reduced profitability of the company in the context of low liquidity and capital rationing.
[bookmark: _Toc214455548]4.1 Investment Calculation
Methodology and common assumptions: PBP is used to calculate recoverability of initial outlay of cumulative cash inflows. ARR works with the use of the average accounting profit (cash inflows less straight-line depreciation) applied to the initial investment. NPV discounts the total annual cash inflow at 10% and deduces the initial outlay. PI = PV of inflows / initial outlay. IRR is the discount rate that sets NPV to zero (estimated). Discount factors at 10%: 
	Year 1
	0.909

	Year 2
	0.826

	Year 3
	0.751

	Year 4
	0.683

	Year 5
	0.621



All cash flows are net cash inflows (given). Straight-line depreciation =  years. Tax is ignored (not provided) so ARR uses pre-tax cash profit less depreciation.
Project A 
Payback Period 
Initial Investment = £40m
Payback = 3.4 years 
Accounting Rate of Return (ARR) = 7.0%
NPV = 1.31m 
PI =  =  = 1.033
Internal Rate of Return (IRR)
Since NPV > 0 at 10%, the IRR is higher than 10%. 
IRR = approx 11.3%

Project B
Initial Investment = 30m 
Payback Period = 5.0 years
Accounting Rate of Return (ARR) = 0.0% 
NPV = −£7.2553m (≈ −£7.26m).
PI =  = 0.7582
IRR 
Since NPV < 0 at 10% and Total Inflow, so IRR is 0. 

Project C 
Initial investment = 50m 
Payback Period   = 3.6 years 
Accounting Rate of Return (ARR) = 10.0% 
NPV = £4.233m 
PI = 1.085
Internal Rate of Return (IRR)
Since NPV > 0 at 10% and the NPV is the highest, the IRR is the highest 
IRR ≈ 12.4% 
[bookmark: _Toc214455549]4.2 Capital Rationing Decision 
Capital rationing happens when a firm is aware of the scarce investment make capital, hence it is obliged to invest in undertakings that achieve maximum worth within the given financial limit (Hoang et al., 2025). In the case the maximum amount of funds the company can invest is £60 million, that is, it needs to be keen to acquire a project or a combination of the project that gives the best financial payoff as well as strategic advantage in accordance with the budget constraint. Projects A, B and C will possess start-up investments of £40 million, £30 million, and £50 million, respectively. Every possible combination should be considered in relation to the £60 million ceiling in order to determine the viable options of choosing more than one project. These may take the following combinations:
· A + B = £40m + £30m = £70m, which is more than the budget and thus it cannot be chosen.
· A + C = £40m + £50m = £90m, which is also beyond the limit.
· B + C = £30m + £50m = £80m, which again is more than the allowable amount.
The company is not able to undertake multiple projects as all combinations are above £60 million. Consequently, the capital constraint hinders the ability to undertake all three projects since the firm has to select only one available project. Consequently, the choice has to be one which single project will deliver the best returns and in addition yield the most towards long term financial stability as the performance of the company and its exposure to risk are during the selection.
The findings of the five techniques of appraisal are to be compared so as to arrive at the optimal investment. The ratings reflect a steady high performance of Project C in nearly all financial parameters:
· NPV ranking: C > A > B
· PI ranking: C > A > B
· IRR ranking: C > A > B
· ARR ranking: C > A > B
PBP rating: Slightly higher than C, much higher than B.
Project A has the best payback period (3.4 years) which could be appealing in the context of liquidity especially given the current cash flow constraints that the company is facing. Payback however only concentrates on the cash recovery and not on value creation. Project C cannot be classified by the payback period since it will have a slightly longer payback period (it is 3.6 years); however, the payback period does not demonstrate the strongest result as compared to other projects because the payback period is 1.085. The outcomes illustrate that Project C produces the highest level of increase in value per pound invested to shareholders.
The project B simply does not merge on capital rationing as it yields negative NPV, zero IRR and the lowest level of profitability among all the three choices.
Project C is the most suitable one because of the budget limit and with the aim of maximisation of financial value. It provides the greatest economic payback, the largest value creation and the most congruency with profitability and long term financial goal of the firm.

[bookmark: _Toc214455550]4.3 Justification of Investment Recommendation
1. Link to Profitability and Long-Term Financial Performance
The current profitability analysis of the company reveals that its margins and returns are still below the industry levels, which prove that the company needs an investment that can significantly increase its profitability in future (Diana and Maria, 2020). Project C has the best contribution to profitability with ARR of 10% which is much higher than Project A (7%), and B (0%). This increased profitability helps to improve net margins, ROCE and the quality in general earnings- areas found in the preceding analysis as financial weaknesses.
Project C still yields the best NPV (£4.23m) as well as Profitability Index (1.085), it is more efficient in terms of the value created per pound invested. These measures signify not only good returns, but also good capital utilisation a big consideration to a firm with limited investment capacity. Project A has a positive but modest contribution to the performance, whilst the NPV of Project B is negative, which will decrease financial performance further. Therefore, concerning profitability perspective, clearly, Project C corresponds to the strategic financial requirements of the company.

2. Liquidity Considerations and Cash Flow Recovery
Project A has the best payback (3.4 years), however Project C has a payback of 3.6 years; this is very close to that of the first project yet still suitable in the case of a company that lacks liquidity. More importantly, the larger inflows of Project C in Years 3-5 allow enhancing future liquidity more effectively, allowing internal financing, ensuring growth in working capital and lessening short-term borrowing.
As the liquidity of the company is at the moment poor, the investments should be done to ensure medium term cash stability not merely to recuperate the cost outlay in the near future (Ahkam and Alom, 2019). Project C achieves this by producing large surpluses later in the year, which can be reinvested or can be utilized to build cash holdings. The slowness of payback and the low inflows of the Project B would deteriorate the liquidity and the pressure on the operational cash cycles.

[bookmark: _Toc214455551]4.4 Project Risk Characteristics
Cash Flow Volatility and Trend Stability
The cash flows of Project C are on the upslope trend and the growth is good in Years 1-4. Even though this is volatility, it is positive volatility meaning that there is more market acceptance and scaling of operations and not instability. Increasing cash flows lower the risk of the early operations and increase the resilience in the long term (Barnabas and Oloyede, 2024).
Downside Risk and Buffer against Uncertainty
Project C has the largest IRR (12.4%), which is why it is more safe (its IRR is above the 10% cost of capital). The buffer cushions the firm in case market conditions deteriorate in nature like inflationary pressure hiking up costs or increasing discount rates. Project A has a smaller IRR margin that will be less protective, whereas Project B does not have the IRR margin.
Operational and Implementation Risk
Since Project C produces most of the returns in the later years, it is significant to guarantee the efficiency of the operations and market execution. Nonetheless, the good positive NPV and increasing inflows show that the project can be scaled, and supported by the favourable demand or efficiency benefits. Project B is a simple operation but has financial risk because of poor returns and Project A has a low level of strategic scale.
Financing Risk and Impact on Leverage
Since the company is not heavily geared, it is critical to select a project that would complement the future cash flows to ensure that lenders would not be worried and will fulfil the debt (Chen, 2020). Project C will have fewer chances of financing risk due to its large inflows in the later years, as the inflows increase the capacity of the firm to service debt and decrease leverage in the long-term.
Assessed on its overall basis, in terms of profitability, liquidity, financial power, operational stability and risk, Project C is the most powerful and most aligned to its strategy. It offers the greatest value creation, the biggest addition to the financial performance as well as the best hedge against economic uncertainty. In capital rationing, it is the most justifiable.
[bookmark: _Toc214455552]Conclusion 
The analysis shows that the company under consideration is struggling with financial and strategic opportunities. Although profitability and liquidity need to be increased, work on the liquidity and targeted work on the working capital can demonstrate a great impact on enhancing long-term stability. The capital budgeting analysis proves Project C to be the most value-adding decision according to the financial limitations and risk profile of the firm. In general, the suggested strategies will increase operational resilience, enable sustainable growth, and increase shareholders value.
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Profitability Ratio
	Ratio
	2024
	2023
	2022
	2021
	2020

	Gross Profit Margin =  ×100
	×100 = 

28.87% 
	×100 = 

23.20% 
	×100 =

 28.06% 
	×100 = 

28.76%
	×100 = 

28.67%

	Net Profit Margin =  ×100
	×100 = 

–6.09%
	×100 = 

–23.36%
	×100 =

 0.07%
	×100 = 

0.88%
	×100 = 

6.28%

	Operating Profit Margin =  ×100
	×100 = 

–3.87%
	×100 = 

–20.29%
	×100 =

 2.68%
	×100 = 

3.87%
	×100 = 

6.06%

	ROA % =  ×100
	×100 = 

–7.43%
	×100 = 

–27.60%
	×100 =

 0.08%
	×100 = 

1.04%
	×100 = 

7.56%

	Return on Equity % =  ×100
	×100 = 

–15.69%
	×100 = 

–54.91%
	×100 =

 0.15%
	×100 = 

1.92%
	×100 = 

12.31%


 
Liquidity Ratio
	Ratio
	2024
	2023
	2022
	2021
	2020

	Current Ratio = 
	 = 1.53 
	 = 1.61
	 =  1.56
	 = 1.56
	 = 1.82

	Quick Ratio = 
	 = 1.03
	 = 1.06
	 =  0.91
	 = 0.93
	 = 1.15



3. Efficiency/Activity Ratio
	Ratio
	2024
	2023
	2022
	2021
	2020

	Inventory Turnover = 
	 = 3.54
	 = 3.66
	 = 2.79
	 = 3.19
	 = 3.64

	Days Inventory Outstanding = 
	 = 103.12
	 =99.80
	 = 131.04
	 =114.52
	 =100.26

	Receivables Turnover (times) = 
	 =  3.46
	 = 3.73
	 = 

4.83
	 = 

4.66

	 =  
4.75

	Days Sales Outstanding =
	 =105.54
	 =97.74
	 =75.55
	 =78.40
	 =76.86

	Payables Turnover = 
	 = 3.90
	 = 5.66
	 = 5.47
	 = 4.62
	 = 5.27

	Days Payables Outstanding= 
	 = 93.60
	 =64.47
	 = 66.72
	 = 78.95
	 = 69.29

	Asset Turnover = 
	 =  1.22
	 = 1.18
	 = 

1.08
	 = 

1.18
	 =  
1.20



Gearing Ration
	Ratio
	2024
	2023
	2022
	2021
	2020

	Debt-to-Equity Ratio = 
	 = 1.11

	 = 0.99
	 = 0.88
	 = 0.85
	 = 0.63

	Interest Coverage Ratio =
	 = -4.55
	 = –19.69
	 = 6.61
	 = 41.08
	 = 26.21



Investment Ratios 
	Ratio
	2024
	2023
	2022
	2021
	2020

	Earnings per Share (EPS) – Basic (£) = 
	 = –1.85
	 = –7.64
	 = 0.03
	 = 0.3
	 = 2.78



Cash Flow Ratio
	Ratio
	2024
	2023
	2022
	2021
	2020

	Operating Cash Flow to Net Income = 
	 =  –0.62
	 =  –0.26
	 = 26.85
	 = 7.60
	 = 1.90





[bookmark: _Toc214455556]2. Investment Appraisal Calculations
Project A 
Payback Period 
Initial Investment = £40m
	Inflow 
	Cumulative Cash Flow 

	10
	10

	12
	22

	14
	36

	10
	46

	8
	54


PBP A is 3 years plus the fraction of Year 4 needed:
= 3 years +   = 3.4 years 
Accounting Rate of Return (ARR)
Average Annual Profit =  =  = 2.8m
ARR =  =  = 7.0%

Net Present Value (NPV) & Profitability Index (PI)
	Year (t)
	CF (£m)
	DF @ 10%
	PV (£m)

	1
	10
	0.909
	9.09

	2
	12
	0.826
	9.91

	3
	14
	0.751
	10.51

	4
	10
	0.683
	6.83

	5
	8
	0.621
	4.97

	Total PV of Inflows
	
	
	41.31



NPV = Total PV of Inflows – Initial Investment 
	 = 41.31 – 40 = 1.31m 
PI =  =  = 1.033
Internal Rate of Return (IRR)
Since NPV > 0 at 10%, the IRR is higher than 10%. 
IRR = approx 11.3%

Project B
Initial Investment = 30m 
	Inflow 
	Cumulative Cash Flow 

	6
	6

	6
	12

	6
	18

	6
	24

	6
	30



Payback Period =  = 5.0 years
Accounting Rate of Return (ARR)
Average Annual Profit =  = 0.0% 
Net Present Value (NPV) & Profitability Index (PI)
	Year (t)
	CF (£m)
	DF @ 10%
	PV (£m)

	1
	6
	0.909
	5.4545

	2
	6
	0.826
	4.9587

	3
	6
	0.751
	4.5079

	4
	6
	0.683
	4.0981

	5
	6
	0.621
	3.7255

	Total PV of Inflows
	
	
	£22.7447m



NPV = 22.7447 − 30 = −£7.2553m (≈ −£7.26m).
PI =  = 0.7582
IRR 
Since NPV < 0 at 10% and Total Inflow, so IRR is 0. 


Project C 
Initial investment = 50m 
	Inflow 
	Cumulative Cash Flow 

	5
	5

	10
	15

	20
	35

	25
	60

	15
	75


PBP C is 3 years plus the fraction of year 4 needed: 
 = 3 years +   = 3.6 years 
Accounting Rate of Return (ARR)
Average Annual Profit =  = 5m 
ARR =  = 10.0% 
Net Present Value (NPV) & Profitability Index (PI)
	Year (t)
	CF (£m)
	DF @ 10%
	PV (£m)

	1
	5
	0.909
	4.55

	2
	10
	0.826
	8.26

	3
	20
	0.751
	15.02

	4
	25
	0.683
	17.08

	5
	15
	0.621
	9.32

	Total PV of Inflows
	
	
	£54.23



NPV = 54.23 − 50 = £4.233m 
PI =  = 1.085
Internal Rate of Return (IRR)
Since NPV > 0 at 10% and the NPV is the highest, the IRR is the highest 
IRR ≈ 12.4% 
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