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[bookmark: _Toc243773380]1. Introduction
The given report is focussed on evaluating the financial performance and strategic position of selected company during the last five years (Shell PLC) which is a UK based leading company in energy sector. From the perspective of CFO, the report evaluates liquidity, profitability, gearing, efficiency, cash flow position and investment performance to identify key financial strengths and weakness of Shell PLC. The report also includes analysis of working capital management, strategic financial restructuring measures and investment opportunities with the application of different capital budgeting techniques. Lastly, the report covers international, ethical and sustainability implications of the financial decisions for development of financially viable strategy focussed on enhancing operational resilience, improving shareholder’s value and supporting in long-term sustainable growth.
[bookmark: _Toc243773381]2. Financial health check of Shell PLC
Shell PLC is one of leading company in energy sector which operate across natural gas, oil, LNG, chemicals and energy transition markets (Andini, 2026). Evaluating financial health of company requires the detailed assessment of liquidity, profitability, capital structure, operational efficiency, cash generation and shareholders returns during the selected period (2021 to 2025). The given analysis has been carried on by calculating ratios across different categories during the period 2021 to 2025 along with comparison of liquidity position of company with its peer companies operating in the same sector. 
Calculations of all ratios are provided in Appendix-1.
[bookmark: _Toc243773382]2.1 Analysis of profitability
Summary of all profitability ratios of company are provided below:
[image: ]

Gross profit margin of company increased from 15.20% in 2021 to 19.60% in the year 2022 before declining to 17.10% during the year 2025. It indicates that the company was able to achieve strong gross profitability in the year 2022 but subsequently it was faced with reducing gross profit margin from the revenue generated during the period. Revenue of the company increased from $ 261,504 in the year 2021 to $ 381,314 in the year 2022 before declining to $ 266,886 by the year 2025. This trend observed in both revenue and grow profit margin highlights the sensitivity of operational performance in energy sector to the refining margins, fluctuations in commodity prices and global demand (Aldo, 2022).
Net profit margin observed a more pronounced pattern as it increased from 7.9% in the year  2021 to 11.2% in the year 2022 before declining to 5.8% in the year 2024 and then recovering in 2025 with the ratio of 6.8%. Recovery in net profit margin indicates improvement made by company in retaining the profits which remain after covering all expenses including tax (although the ratio in the year 2025 remained below the 2021 and 2022 level). Therefore, it can be said that company should focus more on portfolio optimisation, cost discipline and operational efficiency to protect the profit position even at the times of increasing energy prices (Chrascina et al, 2024).
Return on capital employed also increased significantly from 8.5% in the year 2021 to 18.4% in the year 2022 and then it subsequently reduced to 10.7% in the year 2025. Reduction in this ratio indicates that capital employed in business was able to generate lower operating returns except during the exceptional year 2022 (Anofochi-Iyke & Orjinta, 2026). 
[bookmark: _Toc243773383]2.2 Analysis of liquidity
Summary of all liquidity ratios of company are provided below:
[image: ]
Current ratio of the company is more than 1 time throughout the five year period which indicates sufficient current assets in business to meet short-term obligations. Ratio improved from 1.35 times in the year 2021 to 1.40 times in the year 2023 before reducing to 1.30 times in the year 2025. Although, the latest trend followed by this ratio indicates the reduction of buffer available with the company of short-term liquidity but the company still have a positive surplus of current assets (Shumbanhete & Muzira, 2023).
Quick ratio which excludes the value of inventory while analysing the liquidity position was at the highest level in 2023 at 1.13 times before reducing to 1.03 times in 2025. It shows that quick assets held in business were only marginally higher than the current liabilities during the year 2025. Due to this, further unexpected expenditure, deterioration in cash generation or delayed customer payments could reduce financial flexibility.
Comparison of liquidity position with industry benchmarks
	Company
	Current assets
	Inventories
	Current liabilities
	Current ratio
	Quick ratio

	Shell plc
	127,926
	23,426
	95,034
	1.35
	1.10

	BP plc
	102,834
	23,232
	82,241
	1.25
	0.97

	ExxonMobil
	91,990
	23,524
	70,307
	1.31
	0.97

	Chevron
	40,911
	9,074
	38,558
	1.06
	0.83

	TotalEnergies
	96,571
	18,868
	87,960
	1.10
	0.88

	Industry average
	
	
	
	1.18
	0.91



Above table demonstrates that Shell PLC outperformed the peer companies in terms of liquidity as indicated by industry average of 1.18 times and 0.91 times (current ratio and quick ratio) which is lower than that of company with 1.35 times and 1.10 times. Further, liquidity ratio of company is highest in comparison to all the peer companies. It indicates strong liquidity position in comparison to selected competitors. 
[bookmark: _Toc243773384]2.3 Analysis of efficiency and working capital performance
Summary of all efficiency ratios of company are provided below:
[image: ]
Assets turnover ratio of the company increased from 0.65 times in the year 2021 to 0.86 times in the year 2022 but subsequently reduced to 0.72 times in 2025. Decline in ratio indicates lower revenue generated in business, changes in portfolio of assets or capital intensive nature of company’s operations. 
Inventory holding period reduced from 41.6 days in 2021 to 36.60 days in 2025 which indicate improvement in efficiency of inventory over a period of time. However, the ratio has remained almost stable from the year 2023. Improvement in ratio is attributable to inventory optimisation, efficient demand forecasting and reduced unnecessary storage without compromising with reliability of energy supply (Tulhayat et al, 2025).
Receivables collection period reduced from 50 days in 2021 to 42 days in 2025 which indicates improved invoice accuracy and accelerated collection of outstanding dues from customers and trading counterparties.
Payables payment period reduced from 64 days in 2021 to 55 days in 2025. Although, making quick payment to suppliers can improve commercial relationships but it also reduces the period for which the said suppliers finance the operational activities. Combination of faster payments and faster collections indicated better management of working capital in business (Usodan et al, 2025). 
[bookmark: _Toc243773385]2.4 Analysis of gearing position
Summary of all gearing ratios of company are provided below:
[image: ]
Gearing ratio of the company declined from 43.2% in the year 2021 to 38.4% in the year 2024 and then slightly increased to 39.1% in 2025. This shows reduction in reliance of company on non-current liabilities in the total capital employed. Gearing ratio of less than 40% in the year 2025 shows that the company retains higher proportion of equity in total capital employed.
Interest coverage ratio was 21.62 times in 2022 but then sharply reduced to 8.28 times in 2025. Despite of being higher than 1, it indicates that only a small cover is provided by operating profits against interest costs of the business which shall be carefully monitored by management (Alwan & Risman, 2023).
[bookmark: _Toc243773386]2.5 Analysis of investment position
Summary of all investment ratios of company are provided below:
[image: ]
EPS of the company significantly increased to $5.76 in 2022 before reducing to $2.55 in 2024 and then recovering to $3.03 in the year 2025. It shows that earnings attributable to each equity share is highly sensitive to changes in overall profitability of business.
However, DPS has consistently increased from $0.81 to $1.48 during the 5 year period which indicates commitment of company to shareholders distributions despite of volatility in its earnings (Varchenko et al, 2022).
Price-earnings ratio also increased to 12.19 times in the year 2025 in comparison to 4.89 times in the year 2022. This indicates improved market expectations relative to earnings position in the business.
[bookmark: _Toc243773387]2.6 Analysis of cash flow position
Summary of all cash flow ratios of company are provided below:
[image: ]
Operating cash flow margin of company has improved from 15.9% in the year 2021 to 18.50% in the year 2024 which indicate strong cash flow generation in relation to turnover. However, it reduced to 15.30% in the year 2025 which is the lowest level in the five-year period. Reduction is significant as accounting profits alone are not sufficient to finance capital expenditure, dividend payments and debt repayments and these commitments require available cash balance (Walters & Helman, 2019).
[bookmark: _Toc243773388]2.7 Analysis of strengths and potential threats
Key strengths of company include the following:
· Better liquidity position (as indicated by higher current and quick ratio) in comparison to other competitors in the same sector.
· EPS of the company recovered in the year 2025 while dividend payments have increased throughout the five-year period.
· Inventory holding period has remained below the 2021 level which suggest better management of available inventory in business.
Potential threats of company include the following:
· ROCE reduced from 18.4% in 2022 to 10.8% in 2025 which implies reduced returns on capital employed.
· Declining operating cash flow margin to 15.3% in 2025 which can constrain investment and distributions.
· Geopolitical instability, commodity-price fluctuations, carbon-transition requirements, regulatory changes, and foreign-exchange movements can impact future investment returns and profitability (Zatrochova & Katrencik, 2023).
[bookmark: _Toc243773389]3. Analysis of working capital management
[bookmark: _Toc243773390]3.1 Analysis of cash operating cycle
Effective management of working capital is important for Shell as international energy operations of company require substantial amount of investment in customer receivables, inventory and supplier payments. 
Calculation of cash conversion cycle in provided in Annexure-2.
The said table indicates that cash conversion cycle of company has considerably improved from 27 days in 2021 to 17 days in 2022 which indicate better management of working capital during the said period. However, it later increased to 24 days in 2025 which indicate that cash held in the business remained tied up to the operating activities for around 6 days higher in comparison to the year 2022 and thus potentially increasing short-term financing requirements.
As discussed previously, inventory turnover days has remained stable to around 36 days from the year 2022 and thus company should consider optimizing inventory levels by way of improved inventory monitoring and demand forecasting while also maintaining sufficient reserves to protect reliability of energy supply.
Receivables collection period also increased from 41 days in the year 2024 to 42 days in 2025 which although a modest deterioration, but delayed collections from customers can restrict availability of cash. Thus, company should strengthen its credit assessment procedures, implement regular monitoring of overdue accounts and automate invoicing.
On the other hand, payables payment period has reduced from 64 days in 2021 to 55 days in 2025. Company should consider negotiating with suppliers for commercially reasonable payment terms without impacting long-term relationships with them. 
[bookmark: _Toc243773391]3.2 Strategies to improve liquidity position
· Implementation of integrated working capital reforms for reducing cash tied up in operations. 
This can be done by way of efficient management of inventory through real-time monitoring of inventory, demand forecasting and identification of excess or slow-moving inventory.
Receivables management can be improved by way of clearly defined credit terms, automated billing and systematic follow-up of overdue invoices. Early payment incentives can be given to customers where the financial benefit is higher than the cost of discount. 
Supplier payment terms shall be reviewed and extensions can be negotiated with such suppliers if commercially appropriate. 
· Rolling cash flow budgets should also be prepared to anticipate liquidity shortage issues and coordinate working capital requirement with debt repayments, capital expenditure and shareholder distributions. 
[bookmark: _Toc243773392]3.3 Short-term vs long-term financing
Debt structure of Shell PLC demonstrates a greater reliance on long-term financing.
	
	2021
	2022
	2023
	2024
	2025

	Short-term debt
	8,218
	9,001
	9,931
	11,630
	9,128

	Long-term debt
	80,868
	74,794
	71,610
	65,448
	66,515

	Total debt
	89,086
	83,795
	81,541
	77,078
	75,643

	Short-term debt %
	9.2%
	10.7%
	12.2%
	15.1%
	12.1%

	Long-term debt % 
	90.8%
	89.3%
	87.8%
	84.9%
	87.9%



Short-term debt provides flexibility to the business to meet temporary cash shortages and seasonal working capital needs. It also has lower initial borrowing costs but comes with refinancing risk as repayments are required to be made relatively quicker and borrowing costs could increase if facilities are renewed. 
Considering company’s increasing cash operating cycle from 2022, its excessive reliance on short-term borrowings could expose the company to liquidity pressures.
On the other hand, long term debt provides more stable funding to the business and better suited to finance capital-intensive investments including energy projects and infrastructure with the extended payback period. However, it has continuous interest obligations and could restrict financial flexibility in business through lending covenants and repayment commitments. 
[bookmark: _Toc243773393]4. Strategic financial restructuring plan
In case of Shell PLC, restructuring is specifically important as the five-year ratio analysis carried out above indicates that cash generation ability and profitability have reduced since 2022. ROCE had reduced from 18.5% in 2022 to 10.7% in 2025 while operating cash flow margin have reduced from 18.6% in 2024 to 15.2% in 2025. Although, gearing position of company have almost remained stable in 2025, however, the reduction in interest coverage ratio to 8.30 times highlights the necessity to maintain financial flexibility in business. Accordingly, company should implement a restructuring strategy focussed on prudent borrowing, capital efficiency and sustainable investment.
[bookmark: _Toc243773394]4.1 Available financial restructuring options
 a) Portfolio optimization and strategic divestiture
Company should review its portfolio of assets and consider divesting underperforming, non-core or capital-intensive assets which no longer meet its strategic return requirements. However, any divesture plan implemented by company should follow environmental and financial due diligence instead of being solely focussed on short-term profitability. 
It will help in releasing the capital which can then be redirected towards higher-return projects, debt reduction and operational improvements. It will also improve the liquidity position in the business and reduce reliance on additional borrowings. Considering the decline in return on capital employed from 18.4% to 10.7%, prioritizing assets which are able to generate higher risk-adjusted returns can improve the overall capital efficiency.
b) Liability management and debt restructuring
Company should maintain its current position of pre-dominant long-term financing while reviewing its current borrowing costs, refinancing requirements and repayment schedules. Total debt of the company reduced from $89,086 in the year 2021 to $75,643 in the year 2025 while the long-term debt accounted for 87.9% of total debt in business. It shows that company has reduced overall borrowings while also retaining a stable source of long-term finance (Rao & Ranjitha, 2026). 
Therefore, management should continue to prioritise debt payment where the effective cost of borrowing is higher than expected risk-adjusted return. Staggering maturities, refinancing expensive debt and maintaining committed credit facilities could help in reducing refinancing risk and protect liquidity position at the times of volatile energy prices. 
It is to be noted that excessive debt repayment could restrict funds available in the business for strategically important investments. Therefore, company should establish a minimum liquidity reserve and evaluate reduction of debt alongside dividend commitments, capital expenditure and investment opportunities (Silva, 2025). 
c) Equity financing and selective investments
Company should apply stricter investment criteria to new projects by prioritizing initiatives which are capable of providing credible cash flow forecasts, positive net present value and acceptable political and environmental risk. Investments in lower-carbon energy solutions, operational efficiency and technologies which improve existing capabilities could offer opportunities to the company to diversify future earnings (Ofoeda et al, 2025). 
An equity injection can also be considered by company if it has in place a major strategic investment which could not be funded prudently through debt and internal cash flows. Equity financing avoids repayment obligations and contractual interest which could potentially strengthening the balance sheet of company. 
[bookmark: _Toc243773395]4.2 Impact on debt structure, shareholder’s value and operational flexibility
 The recommended restructuring plan would help in improving shareholders value by directing capital towards high-performing assets and reducing exposure to low-return investments. Divesture would help in generating immediate cash proceeds and debt optimisation would help in reducing finance costs and improve resilience of company during times of weak operating performance (Nasution & Yusleny, 2023). 
However, shareholders value should not be solely measured through share price movements or short-term earnings. Sale of profitable assets may increase immediate liquidity but can reduce future earnings capacity. Similarly, reduction of dividend payments to finance strategic investments may disappoint income-oriented shareholders in the short term, even if it could result in greater long-term value. Therefore, company should communicate its capital allocation plans transparently and show how the given restructuring decisions would help in achieving sustainable returns. 
In terms of debt structure, having a high proportion of long-term debt provides greater repayment stability than excessive reliance on short-term borrowing. Although, long-term debt still exposes the company to refinancing risk, interest rate and covenant risks. Management should monitor gearing position, interest coverage and cash flow position along with operating cash flow forecast (Li, 2024). 
Operating flexibility of the company would improve if it is able to maintain sufficient liquidity position in business, reduced investment in underperforming assets and avoid excessive leverage. 
[bookmark: _Toc243773396]4.3 International and ethical considerations
Reorganizations, divestures, and cross-border financing arrangements would result in withholding taxes, capital gains taxes, transfer-pricing requirements and other related obligations. Therefore, company should structure transactions in accordance with international standards and applicable tax laws instead of pursuing arrangements which are primarily designed to exploit regulatory differences. 
Currency risk remains the other important consideration for the company as it earns revenue, incur operating expenditure and raise finance across different currencies. Fluctuations in exchange rate could impact debt servicing, reported earnings and cost of international investments (Kariyawasam, 2019). Therefore, company should finance its financing currencies in the currency of expected operating cash flows and appropriate hedging instruments should be used for material exposures. It will help to reduce volatility without any requirement to eliminate every currency movement at excessive cost.
Inflation also has an impact on restructuring decisions because of equipment prices, higher labour costs, financing costs and construction expenditure. Investment appraisals should incorporate realistic assumptions for operating expenditure, inflation and future cash flows. Huge reliance should not be placed on historical project costs to evaluate whether investments are commercially viable or not. 
ESG (Environmental, social and governance) considerations shall also impact portfolio decisions. Sale of carbon-intensive assets may reduce direct exposure of company to certain environmental liabilities but it will not automatically eliminate the related ethical concerns. Therefore, company should also evaluate emissions, decommissioning obligations, community impacts and worker protections before finalizing any divesture decision. Restructuring decision should also take into account the employees impacted by disposals or closures by way of appropriate redeployment, consultation and transition support (Floros & Sapp, 2021).
[bookmark: _Toc243773397]5. Capital budgeting and investment appraisal
[bookmark: _Toc243773398]5.1 Payback period
Calculations of payback period are provided in Annexure C.
The said tables indicate that payback period of project A, B & C are 4.50 years, 4.55 years and 3.60 years respectively. Thus, project C has shortest payback period which is able to recover its investment in the 4th year. This is particularly important in case of Shell PLC because faster recovery of cash would improve its liquidity position and reduce the time period during which invested capital remain exposed to market and operational risk. 
However, this method ignores cash flows received after the completion of payback period and time value of money. Therefore, this method alone should not be the basis to take any investment decision.
[bookmark: _Toc243773399]5.2 Accounting rate of return
Calculations of ARR are provided in Annexure C.
The said tables indicate that ARR of project A, B & C is 3.2%, 4% and 12% respectively. Thus, in terms of this method also, project C is generating strongest accounting return in relation to the average investment. Basis this, ARR method also supports selection of Project C, specifically given the recent decline in capital returns of Shell (Arjunan, 2022).
However, it is to be noted that this method is based on accounting profits and not cash flows and it also does not discount future earnings. Therefore, results of this method should also be considered alongside other investment appraisal techniques such as NPV which provides a more direct assessment of value created by any project (Ferriswara et al, 2022). 
[bookmark: _Toc243773400]5.3 Net present value
Calculations of NPV are provided in Annexure C.
The said tables indicate that NPV of project A, B & C are (£6.54m), (£6.08m) and £0.86 m respectively. It implies that both project A and B are having negative NPV, meaning thereby that there are expected to generate returns which is lower than the require return of 8%. Therefore, acceptance of either of the project would result in reduction of shareholder’s value under the stated assumptions. 
On the other hand, Project C has a positive NPV which mean that discounted cash flows generated by this project are higher than the initial investment amount involved. Although, the surplus value addition in relatively smaller but this is the only project which is able to create positive net present value at the required rate of return. Further, this method should have the largest weight in the final decision as it directly estimates the financial value addition made by a given project (Boateng et al, 2022). 
[bookmark: _Toc243773401]5.4 Profitability index
Calculations of profitability index are provided in Annexure C.
The said tables indicate that PI of project A, B & C are 0.87, 0.88 and 1.02 respectively. Thus, project C has the highest PI of 1.02 which implies that for every £1 invested, this project is able to generate the NPV of £1.02. On the other hand, project A and B have PI of lower than 1 which again confirm that their discounted cash inflows are not able to recover the initial investment amount. 
This method is specifically important when available capital is restricted as it helps to compare the value generation for each unit of investment made. However, results of this method should be considered with total NPV when a combination of indivisible projects is selected (European Investment Bank, 2023).
[bookmark: _Toc243773402]5.5 Internal rate of return
Calculations of IRR are provided in Annexure C.
The said tables indicate that IRR of project A, B & C are 2.85%, 3.45% and 8.77% respectively. Thus, based on this method also, Project C has the highest IRR which is also higher than the required rate of return of 8%. On the other hand, IRR of project A and B is lower than 8% which demonstrates that expected returns from these projects do not meet the investment hurdle (DURGA, 2026).  
[bookmark: _Toc243773403]5.6 Overall comparison of projects and recommendation on project to be selected
Application of all the investment appraisal techniques demonstrates that Project C should be selected. This is because this project has the shortest payback period, highest NPV, ARR, PI and IRR. 
On the other hand, Project A is least favourable in terms of all NPV, ARR, PI and IRR while project B has a slightly better IRR and NPV in comparison to Project A but it still fails to achieve the required rate of return.
The current financial position of Shell strengthens the case for selective allocation of capital. Strong liquidity ratios of company provide it with some capacity to finance the selected investment but declining operating cash flow margin and return on capital employed implies that capital should not be invested in the projects merely for expanding business operations. Positive NPV of project C and its IRR exceeding 8% provide a financial basis for making investment provided that subsequent due diligence carried out in this context confirms the reliability of projected cash inflows (Brusov et al, 2026).
Non-financial factors and strategic suitability
Although Project C appears to be financially suitable, however, company should also take into account its operational and non-financial risks before investing £50m. This project is generating substantial cash inflows in year 3 and 4 (£20m and £25m respectively) but in year 5 it is able to generate only £5m. This uneven cash flow trend creates uncertainty regarding the reliability and timing of returns. Cost overruns or delays during the mid years could materially impact the NPV of project.
Regulatory and political risks shall also be carefully considered. If implementation of project C involves carrying out operations in politically unstable jurisdiction, environmental regulation, changes in taxation, trade restrictions or licencing conditions then it could directly impact projected returns. Therefore, company should undertake country-level assessment and assess the potential impact of fluctuations in exchange rate and inflation on project revenue and costs (Das & Swain, 2018). 
Market demand and customer loyalty shall also be considered before acceptance of any project. Projects which are linked to long-term supply agreements or established customers may provide more predictable cash flows in comparison to projects which have uncertain future demand. Therefore, company should evaluate competitive landscape, customer commitments and the possibility of regulatory or technological changes impacting the commercial viability of project. 
[bookmark: _Toc243773404]5.7 Capital rationing
In the instant case, Shell has maximum investment amount of £100m and each project requires investment of £50m. Since projects are indivisible in nature, thus company can take maximum two projects simultaneously. 
Following are the possible combinations of projects:
	Combination
	Total investment
	Total NPV

	Project A and B
	100.00
	(12.62)

	Project A and C
	100.00
	(5.69)

	Project B and C
	100.00
	(5.22)

	Project C only
	50.00
	0.86

	 
	
	

	Highest total NPV using full £100m (2 projects)
	
	(5.22)



Based on above, it can be said that if full £100m investment budget is used, then project B and C has highest total NPV of (£5.22m).
However, it does not imply that it is financially optimal to invest the whole £100m. Project A and B individually have negative NPV which mean that they are expected to destroy value at the required rate of return of 8%. Selection of either of the project with Project C would reduce the combined value of investment in comparison to if only project C is accepted (Chandra & Naik, 2025). 
It can thus be said that only project C should be accepted, as it generates a positive NPV of £0.86m and does not required allocation of £50m to any project. Company can retain such unallocated capital as a liquidity reserve or consider investing the same to those projects which are capable of generating positive NPV.  
[bookmark: _Toc243773405]6. Self-reflection on financial management decisions 
[bookmark: _Toc243773406]6.1 Justification of strategic decisions
Constructing a financial strategy for Shell required me to understand how financial performance, liquidity position, risk and long-term value creation interact with each other. I selected liquidity, profitability, gearing, efficiency, cash flow and investment ratios as no single measure could provide a complete assessment of financial health of company. 
Profitability ratios helped me to assess the returns generated from revenue, shareholders’ funds and capital invested in business. Liquidity ratios helped in ascertaining the ability of company to meet short-term obligations and the efficiency ratios highlighted the effectiveness of receivables, payables and inventory management. Analysis of gearing position provided useful insights about financial risk prevailing in the business and cash flow and investment ratios helped in ascertain sustainability of cash generation and shareholder returns.
Findings from the calculation of such ratios influenced by recommendations on how to strengthen working capital management and improve allocation of capital instead of prioritizing expansion alone. 
While developing the restructuring plan, I focussed on debt optimization and selective divestiture over an immediate equity injection. Debt optimization could reduce refinancing risks and financing costs while divestiture could help in reducing the funds from under-performing assets. Equity injection was considered as a less attractive option as it could result in dilution of ownership of existing shareholders and was not appearing to be useful considering the company’s declining debt levels and strong liquidity position.
Further, application of different investment appraisal techniques required me to balance cash recovery, profitability and uncertainty. Different techniques provided different perspectives on attractiveness of each of the available project. Although payback period method ascertains the speed of cash recovery and ARR method measures accounting profitability, but neither of the method takes into account the time value of money. Therefore, more weightage was given to NPV method along with PI and IRR while carrying out project analysis.
Project C was selected as it was generating highest NPV, ARR, PI and IRR which was higher than the required rate of return. However, I also recognized that positive NPV of project C was relatively smaller and cash flows generated by it were also uneven with substantial cash flows generated in year 3 and 4. This creates uncertainty because cost overrun and delays could impact expected financial benefit. Basis this, I concluded that project C should be implemented only after carrying out careful due diligence. 
[bookmark: _Toc243773407]6.2 Professional judgement in decision-making
Principal challenge faced by me was to balance competing financial priorities. Improving profitability position could require additional investment while preserving liquidity position would require limiting expenditure and retaining cash reserves. Similarly, reduction of debt could improve financial stability but it would result in reduction of funds available for future growth. These competing priorities were addressed by recommending selective investment, working capital reforms and controlled borrowings instead of pursuing a single objective in isolation. 
The analysis highlighted the limitations of making decisions based on historical financial ratios. Financial performance of shell was significantly stronger in 2022 in comparison to subsequent years which implies that exceptional result of that year cannot automatically be treated as reliable forecast. Therefore, five-year trend was considered instead of solely relying on single year and recognized the potential impact of foreign exchange, commodity prices, geopolitical developments and inflation. 
Further, I recognized that incomplete information required professional caution. Adequate information was not available relating to country-specific risks, project descriptions, sensitivity analyses or customer contracts. Consequently, commercial feasibility of Project C could not be accessed definitively beyond its stated financial projections.
[bookmark: _Toc243773408]6.3 Critical reflection on usage of AI
I used ChatGPT as assistance tool for preparation of this report, primarily to support structuring, drafting and presentation of written content. All the financial calculations including working capital management, ratio analysis, investment appraisal and capital rationing were prepared independently on Microsoft excel. No AI tool was used to perform such calculations or generate numerical results. The role of AI was limited to explaining the findings of numerical results and improve the academic presentation of analysis.
To ensure accuracy of the report, AI-assisted explanations were reviewed by me against my own calculations to determine whether such interpretations were consistent with the numerical results. Final recommendation on investment appraisal was based on my own calculations.
The main advantage of using ChatGPT was its ability to improve the structure of report. It assisted me to present complex financial calculations in a logical sequence and made writing process more efficient.
However, I was aware that AI-generated content may comprise of inaccurate interpretations, unsupported assumptions or generalizations that do not fully reflect the circumstances of company. Therefore, I reviewed the content provided by AI against the excel based calculations and then considered whether the recommendations were justified by the evidence or not. 
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14 2. LIQUIDITY

15 |Current ratio 1.35x. 1.37x. 1.40x 1.35x. 1.30x.
16 |Quick ratio 1.08x. 1.10x 1.13x. 1.10x 1.03x.
17 |Cash ratio 0.39x. 0.33x. 0.40x 0.40x 0.36x
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20 3.EFFICIENCY

21 |Asset turnover 0.65x 0.86x 0.78x. 0.73x. 0.72x.
22 Inventory days 41.6 38.0 36.4 36.5 36.6
23 Receivable days 49.9 403 43.0 41.0 421

58.8 56.4 55.0

24 [Payable days 64.1 60.8
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26 4. GEARINé/ FINANCIAL RIS!
27 |Gearing (net debt/ capital) 43.2% 40.1% 39.4% 38.4% 39.1%
28 |Interest coverage 8.33x 21.62x 9.96x 8.80x 8.28x
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29 5.INVESTOR / SHAREHOLDER

30 |Earnings per share ($) 259
31 Dividend per share () 0.81
32 |Dividend payout ratio 31.1%
33 |Price/earnings (P/E) 8.47x
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37 6. CASHFLOW
38 |Operating cash flow margin 15.9% 17.2% 16.4% 18.5% 15.3%
39 Cash flow to debt 46.6% 78.3% 63.6% 68.2% 53.8%
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Ratio type Particulars 2021 2022 2023 2024 2025

Gross profit 39,867 74,915 55,392 50,110 45,628

Turnover 2,61,5043,81,3143,16,6202,84,3122,66,886

GP margin 15.2% 19.6% 17.5% 17.6% 17.1%

Net profit 20,630 42,874 19,636 16,521 18,119

Turnover 2,61,5043,81,3143,16,6202,84,3122,66,886

NP margin 7.9% 11.2% 6.2% 5.8% 6.8%

EBIT 26,301 59,349 38,922 34,161 30,715

Total assets 4,04,3794,43,0244,06,2703,87,6093,70,350

Current liabilities 95,5471,21,311 95,467 95,034 82,415

Total capital employed 3,08,8323,21,7133,10,8032,92,5752,87,935

ROCE 8.5% 18.4% 12.5% 11.7% 10.7%

Current assets 1,28,7651,65,9381,34,1151,27,9261,07,173

Current liabilities 95,5471,21,311 95,467 95,034 82,415

Current ratio 1.35 1.37 1.40 1.35 1.30

Current assets 1,28,7651,65,9381,34,1151,27,9261,07,173

Inventories 25,258 31,894 26,019 23,426 22,216

Current liabilities 95,5471,21,311 95,467 95,034 82,415

Quick ratio 1.08 1.10 1.13 1.10 1.03

Turnover 2,61,5043,81,3143,16,6202,84,3122,66,886

Total assets 4,04,3794,43,0244,06,2703,87,6093,70,350

Asset turnover ratio 0.65 0.86 0.78 0.73 0.72

Inventories 25,258 31,894 26,019 23,426 22,216

Cost of sales 2,21,6373,06,3992,61,2282,34,2022,21,258

Inventory holding period (days) 41.6 38.0 36.4 36.5 36.6

Trade receivables 35,765 42,056 37,287 31,944 30,793

Turnover 2,61,5043,81,3143,16,6202,84,3122,66,886

Receivables collection period (days) 49.9 40.3 43.0 41.0 42.1

Trade payables 38,929 51,073 42,110 36,177 33,365

Cost of sales 2,21,6373,06,3992,61,2282,34,2022,21,258

Payables payment period (days) 64.1 60.8 58.8 56.4 55.0

Non-current liabilities 1,33,5061,29,1161,22,4411,12,4071,12,616

Total capital employed 3,08,8323,21,7133,10,8032,92,5752,87,935

Gearing ratio 43.2% 40.1% 39.4% 38.4% 39.1%

EBIT 26,301 59,349 38,922 34,161 30,715

Interest charges 3,156 2,745 3,909 3,884 3,708

Interest coverage ratio 8.33 21.62 9.96 8.80 8.28

Net profit 20,630 42,874 19,636 16,521 18,119

Weighted average number of shares in m 7,761.7 7,347.5 6,733.5 6,299.6 5,890.8

EPS 2.66 5.84 2.92 2.62 3.08

Dividends paid 6,253 7,405 8,393 8,668 8,472

Total shares outstanding 7,684.1 7,003.5 6,524.1 6,115.0 5,718.6

DPS 0.81 1.06 1.29 1.42 1.48

Net cash from operating activities 41,513 65,643 51,874 52,529 40,715

Turnover 2,61,5043,81,3143,16,6202,84,3122,66,886

Operating cash flow margin 15.9% 17.2% 16.4% 18.5% 15.3%

Net cash from operating activities 41,513 65,643 51,874 52,529 40,715

Total debt 89,086 83,795 81,541 77,078 75,643

Cash flow to debt 46.6% 78.3% 63.6% 68.2% 53.8%
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Liquidity 
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Area Particulars 2021 2022 2023 2024 2025

Inventory holding period 41.6 38.0 36.4 36.5 36.6

Receivables collection period 49.9 40.3 43.0 41.0 42.1

Payables payment period 64.1 60.8 58.8 56.4 55.0

Cash operating cycle 27.4 17.4 20.5 21.1 23.7

Part 2 – Working capital management

Cash 

operating 

cycle


image10.emf
Year

Project A cash 

inflows

Cumulative

Project B cash 

inflows

Cumulative

Project C cash 

inflows

Cumulative

1 10.00 10.00 11.00 11.00 5.00 5.00

2 12.00 22.00 11.00 22.00 10.00 15.00

3 14.00 36.00 11.00 33.00 20.00 35.00

4 10.00 46.00 11.00 44.00 25.00 60.00

5 8.00 54.00 11.00 55.00 5.00 65.00

Particulars Project A Project B Project C

Number of Years before full 

recovery

4 4 3

Balance amount to recover 4.00 6.00 15.00

Cash inflow in year of 

recovery

8.00 11.00 25.00

Payback period 4.50 4.55 3.60

1. Payback period
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Particulars Project A Project B Project C

Total cash inflows 54.00 55.00 65.00

Less: total depreciation 50.00 50.00 50.00

Accounting profit 4.00 5.00 15.00

Average annual profit 0.80 1.00 3.00

Average investment 25.00 25.00 25.00

ARR 3.2% 4.0% 12.0%

2. ARR
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Year PVF @8%

Project A cash 

inflows

Present value

Project B cash 

inflows

Present value

Project C cash 

inflows

Present value

1 0.9259 10.00 9.26 11.00 10.19 5.00 4.63

2 0.8573 12.00 10.29 11.00 9.43 10.00 8.57

3 0.7938 14.00 11.11 11.00 8.73 20.00 15.88

4 0.7350 10.00 7.35 11.00 8.09 25.00 18.38

5 0.6806 8.00 5.44 11.00 7.49 5.00 3.40

Total PV of cash inflows 43.46 43.92 50.86

Less: initial investment 50.00 50.00 50.00

Net present value (6.54) (6.08) 0.86

3. NPV
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Particulars Project A Project B Project C

PV of cash inflows 43.46 43.92 50.86

Initial investment 50.00 50.00 50.00

Profitability index 0.869 0.878 1.017

4. Profitability index
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Year PVF @2% Project A PV Project B PV Project C PV PVF @10% Project A PV Project B PV Project C PV

1 0.9804 9.80 10.78 4.90 0.9091 9.09 10.00 4.55

2 0.9612 11.53 10.57 9.61 0.8264 9.92 9.09 8.26

3 0.9423 13.19 10.37 18.85 0.7513 10.52 8.26 15.03

4 0.9238 9.24 10.16 23.10 0.6830 6.83 7.51 17.08

5 0.9057 7.25 9.96 4.53 0.6209 4.97 6.83 3.10

Total PV of cash inflows 51.01 51.85 60.98 41.32 41.70 48.02

Less: initial investment 50.00 50.00 50.00 50.00 50.00 50.00

Net present value 1.01 1.85 10.98 (8.68) (8.30) (1.98)

Particulars Project A Project B Project C

NPV at lower rate 1.01 1.85 10.98

NPV at higher rate (8.68) (8.30) (1.98)

IRR 2.84% 3.46% 8.78%
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