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[bookmark: _Toc214785427]A. Introduction
The study aims at analysing past 5 years of financial performance of General Electronics, identifying core problems, as well as proposing a turnaround strategy, based on financial evidence. Moreover, critical evaluation of 3 investments has been done. The study is divided into four parts such as financial evaluation, working capital management, corporate restructuring, and investment appraisal. The turnaround strategy is financially viable, globally scalable, as well as ethically sound. Ratios have been calculated and attached in the appendices along with graphs. Calculation of investment appraisal is also included in the appendix based on which final recommendation has been made. 
[bookmark: _Toc214785428]B. Main Body
[bookmark: _Toc214785429]1. Financial Health Check 
[bookmark: _Toc214785430]1.1 Firm’s financial statements 
Financial Statement Analysis revolves around improvement in fundamental analysis as well as identification of market inefficiencies in respect to financial statements (Jackson, 2022).
Income Statement: 
[image: ]
[bookmark: _Toc214725981][bookmark: _Toc214785431]Figure 1: Income Statement 
(Source: Brief)
Net sales of the company are decreasing year by year and reached 394879 million pounds in 2024 as per Figure 1. This indicates that the company is losing its customers within the industry which decreases its ability to earn revenue. A significant decrease is seen in revenue of the business but the decrease in COGS is not in proportion which is a challenge. Eventually, gross profit has also decreased. Profitability of the business has worsened significantly as the business earned operating and net loss in the last 2 years. The decrease in COGS is not in proportion with revenue because of which gross profit is decreasing. Operating profit has reached -15297 million pounds in 2024 from 37267 million pounds in 2020. Both operating and non-operating expenses of the business are very high.
Balance Sheet: 
Balance of total assets have decreased to 323354 million pounds in 2024 due to sale of assets as per Figure 2. In other words, the company is losing its resources. Current assets are greater than current liabilities which is helping the business in maintaining liquidity in all 5 years. Total liabilities are decreasing in proportion of assets. A decrease in equity has been reported reaching 153105 million pounds in 2024 indicating buyback of shares. A significant portion of assets of the business is occupied by non-current assets. The company is actively using its profit for financing the business in the form of retained earnings. 
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[bookmark: _Toc214725982][bookmark: _Toc214785432]Figure 2: Balance Sheet 
(Source: Brief)
Cash Flow Statement: 
[image: ]
[bookmark: _Toc214725983][bookmark: _Toc214785433]Figure 3: Cash Flow Statement 
(Source: Brief)
A decrease has been reported in operating, investing and financing cash in all 5 financial years as per Figure 3. The balance of cash has decreased by half in 2024 compared to 2020 reaching 26783 million pounds. This decrease in cash balance indicates poor financial health of the business. Investing activities reported a negative balance of cash because of acquisition of assets within the business. Financing activities also report a negative balance of cash which means the company is repaying its borrowings and is also buying back shares to have sufficient balance of cash. 
[bookmark: _Toc214785434]1.2 Ratio analysis 
Financial ratio analysis is used in detecting financial distress to measure the health of a company (Umam and Yusuf, 2024). Ratios have been attached in the appendices (Table 1) for detailed understanding of performance in different categories.
Profitability: 
[image: ]
[bookmark: _Toc214725984][bookmark: _Toc214785435]Figure 4: Profitability 
(Source: Excel)
[bookmark: _2id8d5myl9r5]Profitability of the business is very poor because of losses earned in the last two financial years as per Figure 4. The company earned a net loss ratio of 6% because of decreasing revenue as well as increasing income. Negative profitability ratio makes it difficult for the business to pay dividends to the shareholders. It also creates a negative impact on the long-term sustainability of the business. The business is not earning sufficient returns by performing its operations. Inflation has been a major challenge for the business because of the negative impact it creates on expenses of the company.
Liquidity: 
[image: ]
[bookmark: _Toc214725985][bookmark: _Toc214785436]Figure 5: Liquidity 
(Source: Excel)
Liquidity of the company is quite strong as current assets are greater than current liabilities as per Figure 5. A ratio of 1.53 is quite good indicating the presence of sufficient liquid assets to repay debts of the business. Positive working capital can be identified from the ratio which helps the business in maintaining liquidity in the short run. Even if inventories are removed from current assets, the business possesses sufficient resources to repay investors. However, the cash ratio is not sufficient for liquidity which means that the company would have to use other current assets while repaying obligations. 
Efficiency: 
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[bookmark: _Toc214725986][bookmark: _Toc214785437]Figure 6: Efficiency 
(Source: Excel)
Efficiency performance of the company is significantly poor because of lower stock and asset turnover ratio as per Figure 6. Both the ratios are decreasing and are very low indicating inefficient usage of resources. A stock turnover of 3.54 times indicates slow conversion of stocks into sales. This indicates that the company is wasting its resources and not generating sufficient returns. Asset turnover is also very low at 1.22 times indicating inefficient usage of resources in making sales during the last five financial years.
Gearing: 
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[bookmark: _Toc214725987][bookmark: _Toc214785438]Figure 7: Gearing 
(Source: Excel)
Debt to Equity ratio of the company is increasing from 0.63 in 2020 to 1.1 in 2024 as per Figure 7. This increase in ratio is taking place because of more debts collected by the business compared to equity capital. The ratio clearly shows that the company is acquiring more assets for the business with the help of debt capital. As a result, the company is enjoying benefits of leverage and tax shield. However, the capital structure of the business is not optimum because of debt being relatively higher compared to equity. This increases risk for the business as increasing interest rate in the future would increase interest expense. Interest coverage ratio has decreased from 26.21 in 2020 to 4.55 in 2024. The ratio is decreasing because the company lacks sufficient EBIT to pay interest expenses to the investors.
Investment: 
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[bookmark: _Toc214725988][bookmark: _Toc214785439]Figure 8: Investment 
(Source: Excel)
EPS of the business is negative at -1.85 pounds in 2024 as per Figure 8. This negative value is an indication that the business is not generating sufficient returns over the outstanding shares. This is not good for the company because it creates a negative impact on the shareholders. Investment performance of the company is poor, making the investors rethink their investment decisions within the business. Share price of the company is increasing but EPS is decreasing which means shares of the business are overvalued within the industry.
Cash flow: 
[image: ]
[bookmark: _Toc214725989][bookmark: _Toc214785440]Figure 9: Cash Flow ratios 
(Source: Excel)
Operating cash flow ratio is decreasing and has become significantly low in 2024 worth 0.09 as per Figure 9. This shows that the company does not possess sufficient operating cash compared to total liabilities. In other words, the company lacks sufficient operating cash that can be used in repaying liabilities. In addition, cash flow margin ratio has reached 0.04 into 2024 indicating sufficient operating cash not being present within the business compared to sales.
[bookmark: _Toc214785441]1.3 Strengths and threats 
Strengths
Based on the findings of financial statements and ratio analysis, it can be set that the strength of the business involves strong liquidity. Inspired by the views of Siregar et al. (2025), financial performance represents a measure used in describing how well a firm manages its financial resources. The business has been able to control current liabilities quite well compared to current assets. 
Weaknesses
Weaknesses or threats of the business include rising competition within the industry which is decreasing sales of the business and eventually profit. The efficiency of the company is also a matter of concern or threat to the business because of inefficient usage of resources leading to better outcomes. Investment performance is a threat because of lower EPS earned by the business. When it comes to capital structure decision making, the company has shown poor performance. The weakness of the business involves inability to create a sound capital structure with more equity and less debt. 
Trends
Financial ratio has helped in identifying negative trends in performance of the company. Sales and profits are decreasing along with increasing expenses. Another trend identified through ratio analysis involves buyback of shares within the industry because of which equity capital is coming down. The company is moving towards equity share capital from debt capital which is a good transition from risk and leverage perspectives. 
[bookmark: _Toc214785442]1.4 Altman Z-Score and prediction of failure
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[bookmark: _Toc214725990][bookmark: _Toc214785443]Figure 10: Altman Z Score 
(Source: Excel)
A corporate failure prediction model like Altman Z-Score has been used in this study to assess the default risk that the business is subject to. Inspired by the views of Miharsi et al. (2024), Altman Z-Score is a tool that is used in synthesizing financial ratios, demonstrating efficacy in showing financial fraud, especially within non-financial state-owned companies. Calculation in Figure 10 shows that Altman Z-Score was 3.15 in 2024, 2.47 in 2023, 2.74 in 2022, 2.85 in 2021 and 2.96 in 2020. The score was between 1.81 to 2.99 during 2021 - 2023 indicating grey zone which means there was a moderate bankruptcy risk. However, in 2022 the score is greater than 2.99 which indicates the safe zone showing lower probability of issues like bankruptcy. An improvement can be seen in the performance of the company protecting it from bankruptcy risk. Despite poor financial performance of the company, the risk of bankruptcy is not there for General Electronics.
[bookmark: _Toc214785444]2. Working Capital Management Analysis  
[bookmark: _Toc214785445]2.1 Cash operating cycle
[image: ]
[bookmark: _Toc214725991][bookmark: _Toc214785446]Figure 11: Cash Operating Cycle 
(Source: Excel)
Cash operating cycle or cash conversion cycle reflects time needed by a firm for transferring its cash outflow from purchases to cash inflow from sales. Inspired by the views of Zaher and Illescas (2022), COC is the indicator of efficiency of a firm in managing its operations for generating cash. COC is made up of three elements such as ‘days sales outstanding’ or DSO, ‘days inventory outstanding’ or DIO and ‘days payables outstanding’ or DPO. In the case of General Electronics, DSO is 105.54 days in 2024 showing an increase from previous years. It means the company took 105.54 days between selling products and collecting cash from customers. This is a very long time which reduces the presence of sufficient cash within the business and increases chances of bad debt. DIO is the number of days stocks were held within the company in the form of raw materials, WIP and finished goods. DIO is 103.12 days in 2024 showing a decrease from previous years. It means the company took 103.12 days to convert raw materials to finished product indicating slow production process within the business. DPO measures days needed by the firm to pay the suppliers. DPO is 93.60 days in 2024 showing an increase from previous years. It means the company took 93.60 days to pay the suppliers. This delayed payment is creating a negative impact on the relationship between the company and the suppliers. Eventually, COC was 115.06 days in 2024, 133.06 days in 2023, 139.87 days in 2022, 113.96 days in 2021 and 107.83 days in 2020 as per Figure 11. COC indicates that efficiency of the firm in managing its operations for generating cash is poor.
[bookmark: _Toc214785447]2.2 Recommendation for liquidity via working capital reforms
 [image: ]
[bookmark: _mj2268ehat7t][bookmark: _Toc214725992][bookmark: _Toc214785448]Figure 12: Working Capital Cycle
(Source: Deloitte, 2025)
Order-to-cash: The company must assess ‘customer onboarding and master data collection’, quoting prices & invoicing, collections operations, setting of credit terms and limits on the basis of credit worthiness, cash application and dispute management. All this data is needed by the company for timely collection of funds to maintain liquidity as shown in Figure 12.
Forecast-to-fulfil: The company can be recommended to create a ‘diversified supply chain’ for proactively addressing ‘supply chain disruptions’. In addition, review or rationalisation of products as well as variants must be done (Deloitte, 2025). It is important to assess the way the organization is forecasting its demand planning as well as inventory carry in terms of its supply chain constraints and sales.
Procure-to-pay: General Electronics can be recommended to assess payment execution for identifying early payments, review master data of vendors to match contracted terms and pricing and evaluate payment timing and methods.
Improving cash flow management: Management of cash flow must be done along with reduction in liquidity risk with the help of an effective ‘working capital management strategy’ (EY, 2025). Moreover, releasing cash from balance sheet as well as improving working capital to invest in acquisitions, innovation, business transformations and market expansion are important.
Improvement in operational performance: Improvement must be done in supply chain resiliency, with the help of robust risk policies, enhanced visibility and alternative sourcing across the COC. In addition, the business is required to make impactful WCM decisions on the basis of a broad strategy of working capital. 
[bookmark: _Toc214785449]2.3 Short-term vs long-term financing options 
Short-term financing
The company has options for both short-term financing and long-term financing. Research has made it evident that companies prefer bank overdraft and line of credit in the short run for financing purposes whereas debt and equity capital for long term financing. In the short term, financing by the business is done through Lines of credit which was £ 36960 million in 2024, £ 55000 in 2023, £ 88000 in 2022, £ 56000 in 2021 and £ 20000 in 2020. In addition, accounts payable provides the business with time to repay suppliers with their dues.
Long-term financing
Long-term financing of the business includes debt capital and equity capital. Debt capital involves operating lease which was £ 9232 million in 2024, £ 12560 million in 2023, £ 15027 million in 2022, £ 14266 million in 2021 and £ 13681 million in 2020. Total shareholders’ equity involves retained earnings, treasury stock, share capital and others. Total shareholders’ equity was £ 153105 million in 2024, £ 178920 million in 2023, £ 268406 million in 2022, £ 275949 million in 2021 and £ 313301 in 2020. Along with this, the company has working capital to finance business operations in the short run. The company possesses sufficient liquid assets or liquidity in the short run to repay dues and obligations of the investors. On the other hand, the business is financing its operations more through debt than equity which shows an alignment with pecking order theory. As commented by Hastutik et al. (2022), pecking order theory is based on asymmetry of information. The theory states that companies must prefer internal sources of funding before external sources as managers possess more information regarding the business. The company is enjoying both a tax shield and benefits of leverage due to the financing options it has selected.
[bookmark: _Toc214785450]3. Strategic Financial Restructuring Plan 
[bookmark: _Toc214785451]3.1 Financial restructuring options 
There are many options for financial restructuring such as debt restructuring, divestiture, merger & acquisition and equity injection. Out of these strategies, the company must prefer merger and divestiture for financial restructuring.
Merger
Financial restructuring is needed when performance of a company is unable to meet its financial obligations and dues to creditors or other stakeholders. General Electronics is also subject to such issues because of which the strategy of merger must be considered. As per the views put forward by Candra et al. (2021), M&A can be defined as a strategic option within corporate restructuring activities offering more access to firms in increasing profits, market share or market control and increasing competitiveness. In this way, companies are able to face the global market which is unstoppable currently as the world is increasing without boundary. Merger can be defined as a consolidation of 2 or more firms, either same size or distinct companies into a single company. In a merger, firms taken over cannot operate independently as per law. Similarly, an acquisition involves an activity of buying assets and shares of a firm. The acquired assets can be part of shares or all or just a particular business division.
Divestiture
Another financial restructuring option to be recommended to the business is divestiture. According to Adriana et al. (2024), market boundaries influence a company’s decision to exit through divestiture spin-off. The company can be recommended to sell an asset or a division of the business to another company against cash. Divestiture is generally performed for selling underperforming or non-core business units as well as concentrating more on business operations that are profitable. It is also performed for financing the business by raising cash against sales. This restructuring strategy is used for unlocking value as the divisions might show better performance if operated as an independent or separate company. The business will be able to decrease the level of debt through financial divestiture. Regulatory pressure can be satisfied and antitrust issues can be addressed through divestiture. The company can enhance performance by separating a non-performing business unit which is a very common strategy used by companies. The company in this way will be able to focus more on the core competencies instead of non-performing business units or assets. Also, simplification of organisational structure is possible with this strategy along with a decrease in operational expenses.
[bookmark: _Toc214785452]3.2 Impact on shareholder value, debt structure, and operational flexibility
Financial restructuring has been found to create an impact on operational flexibility, debt structure and shareholder value which have been discussed in details below.
Stakeholder value 
Merger would increase the value of shareholders significantly if realisation of synergy takes place. The desired synergies involve improvement in competitiveness, increased revenue as well as cost savings. If General Electronics is able to achieve the synergies, then stakeholder value would increase within the business. Stakeholders would also report higher satisfaction with the business because of these synergies. On the other hand, if over payment takes place or the integration fails then shareholder value would decrease. In the same way, divestiture would create a positive impact on stakeholder value if monetization of non-core assets take place at their fair value. In addition, markets generally respond positively to such kinds of business models. Stakeholders can also benefit from reinvesting into debt repayment or high-growth departments.
Debt structure 
Financial restructuring has been found to directly impact the financing strategies, interest burdens as well as leverage. Based on the views of Nyiwul and Iqbal (2022), corporate divestiture involves an important component of strategy of a firm. Research has made it evident that decrease in debt capital improves access to borrowing in the future along with decreasing interest expenses. An improvement in debt-to-equity ratio can be seen because receipt of cash would decrease outstanding debts. In other words, the cash that the company would receive would be used in repaying debts. Similarly, mergers can either increase leverage or decrease the same depending upon the success achieved by the business. It has been found that an improvement in EBITDA takes place because of synergies which decreases leverage ratios. Also, if the merger is financed with the help of debt capital, then an increase in leverage takes place. However, a combination of cash flows might justify a higher level of debts.
Operational flexibility 
Optimization of capital structure has been found to directly affect ability of a company to enter into new markets, manage volatility and invest in better technologies. Divestiture decreases managerial complexities and streamlines operations because of reduction in the number of business divisions. Improvement in agility can be noticed by focusing on the main competencies of the business. Product or geographic flexibility can be decreased if the divestiture is being implemented very aggressively. As far as mergers are considered, operational flexibility can be improved with the help of expansion of capabilities, access to technologies and increasing geographic scale. However, it must be mentioned that challenges of integration can decrease flexibility temporarily.
[bookmark: _Toc214785453]3.3 International and ethical considerations 
Financing restructuring is subject to ethical and international considerations like CSR, inflation, currency risks and taxation. This means General Electronics is required to create a robust plan for financial restructuring with the integration of ethical and international considerations insurance in the long term.
CSR 
In case of divestiture, responsible transition must be ensured for communities, suppliers and employees. It is important that the company uses ethical sales because it eliminates transfer of assets to businesses having poor environmental and labour practices. Similarly, in the case of merger, integration must be done considering sustainability, commitment, diversity and rights of employees. This means synergies must not depend on unethical cutting down of expenses such as mass employee termination or decreasing pay rates of the employees significantly.
Inflation
In markets having high rates of inflation, debt repayment can become expensive with the increase in interest rates. Inflation also increases the discount rate which can decrease the present worth of cash flows to be earned in the future. This is why an alignment is required between restructuring plans as well as microeconomic forecasts for managing inflation.
Currency risks
Currency risks must be considered on an international basis because it can create a significant impact on returns for investors, cash flows and business valuation. General Electronics must consider strategies like hedging instruments for managing volatility in currency. In case of merger, premiums for currency risks must be incorporated in valuation. It has been found that the value of foreign divestiture decreases with the decrease in local currency.
Taxation
In case of divestiture, the implications of tax differ from one country to another. Therefore, proper evaluation is required in respect to repatriation taxes, rules of transfer pricing and capital gain tax. Similarly, for M&A internationally, compliance is needed with double tax treaties, anti-trust loss as well as dual regulatory frameworks.
[bookmark: _Toc214785454]4. Investment Appraisal and Capital Budgeting 
[bookmark: _Toc214785455]4.1 Analysis of PBP, ARR, NPV, PI, and IRR
Calculation of investment appraisal techniques have been done in Excel and included in appendices. Project A requires initial investment worth £ 40 million with Year 1-5 net cash flows worth £ 10 million, £ 12 million, £ 14 million, £ 10 million and £ 8 million. Project B requires initial investment worth £ 30 million with Year 1-5 net cash flows worth £ 6 million each. Project C requires initial investment worth £ 50 million with Year 1-5 net cash flows worth £ 5 million, £ 10 million, £ 20 million, £ 25 million, and £ 15 million. 
NPV: 
As commented by Shou (2022), NPV is used for estimating whether predicted financial return of a project would be more than current investment. If NPV is positive then income is greater than expense indicating profitability of the project. On the other hand, if NPV is negative then income is lower than expense indicating loss from the project. If NPV is zero then income is equal to expense indicating neither loss nor profit. When it comes to investment decision making, NPV is considered one of the best techniques because it considers ‘time value of money’. The cash flows that have been considered in the process of calculation have been converted into their present value using the discounting rate of 10%. In the case of the investment projects, NPV of project 1 is £ 1.3, of project 2 is £ -7.3 and of project 3 is £ 4.23 as per Table 1. All the projects have positive NPV but the value is highest for the third project showing greatest return can be earned from the same. Thus, Project 3 must be selected by the company for investment.
	Project
	NPV

	1
	£ 1.3 million 

	2
	£ -7.3 million

	3
	£ 4.23 million


[bookmark: _Toc214726454][bookmark: _Toc214785456]Table 1: NPV
(Source: Excel)
IRR: 
In the views of Chen (2022), IRR is based on ‘time value of money’ just like NPV. Projects having IRR greater than the cost of capital indicates profitability and must be selected. On the other hand, projects having IRR lower than the cost of capital indicates loss and must not be selected. In some projects, IRR is considered better compared to NPV for decision making, especially projects with different sizes. In the case of the investment projects, IRR of project 1 is 11%, of project 2 is 0% and of project 3 is 13% as per Table 2. Project 1 and 3 have IRR greater than 10% of cost of capital indicating feasibility. Contrary to this, Project 2 has IRR 0% which indicates loss. Therefore, Project 3 must be selected by the company for investment.
	Project
	NPV

	1
	11% 

	2
	0%

	3
	13%


[bookmark: _Toc214726455][bookmark: _Toc214785457]Table 2: IRR
(Source: Excel)
PI: 
According to Failasufa and Mukhtaruddin (2025), Profitability Index involves a capital investment method determined by calculating comparison between current investment value as well as invested investment value. For a project to be selected, the profitability index must be greater than 1. Projects having a profitability index less than 1 indicate loss. This method of investment appraisal is not used commonly for decision making. In the case of the investment projects, PI of project 1 is 1.03, of project 2 is 0.76 and of project 3 is 1.08 as per Table 3. Project 1 and 3 have PI greater than 1 indicating feasibility. Contrary to this, Project 2 has PI less than 1 which indicates loss. Thus, Project 3 must be selected by the company for investment.
	Project
	PI

	1
	1.03 

	2
	0.76

	3
	1.08


[bookmark: _Toc214726456][bookmark: _Toc214785458]Table 3: PI
(Source: Excel)
PBP: 
Inspired by the ideas of Mathew (2024), payback refers to length of time needed by an investment to recover its initial cost. The project having the least duration of payback period is selected as it indicates strong liquidity. On the other hand, projects having the highest duration of payback period indicate poor liquidity. Scholars have argued that investment decision making cannot be done solely through payback period because it does not consider ‘time value of money’. This means future cash flows are not converted into their present value for calculation purposes. In the case of the investment projects, the payback period of project 1 is 3.4 years, of project 2 is 5 years and of project 3 is 3.6 years as per Table 4. Project 1 has the least payback period indicating feasibility. Contrary to this, project 2 has the highest payback period indicating loss. Thus, Project 1 must be selected by the company for investment.
	Project
	PBP

	1
	3.4 years 

	2
	5 years

	3
	3.6 years


[bookmark: _Toc214726457][bookmark: _Toc214785459]Table 4: PBP
(Source: Excel)
ARR: 
Influenced by the views of Bulama and Musa (2023), ARR bases project evaluation on the average income instead of project cash flows. ARR generally focuses on accounting profit of an investment and considers non-cash expenses unlike any other technique of capital budgeting. Just like payback, ARR does not consider ‘time value of money’ which means this is not the best technique for investment decision making. The project having the least ARR is rejected as it indicates accounting loss. On the other hand, projects having the highest ARR are selected as it indicates accounting profitability. In the case of the investment projects, ARR of project 1 is 14%, of project 2 is 0% and of project 3 is 20% as per Table 5. Project 3 has the highest ARR whereas Project 2 has the lowest ARR. Therefore, Project 3 must be selected by the company for investment.
	Project
	ARR

	1
	14% 

	2
	0%

	3
	20%


[bookmark: _Toc214726458][bookmark: _Toc214785460]Table 5: ARR
(Source: Excel)
[bookmark: _Toc214785461]4.2 Final investment recommendation assuming capital rationing
Companies always face constraints like capital rationing resulting in selection of investment proposals that are less profitable if budget allocation as well as utilization is primary consideration. As per the views put forward by Awodire et al. (2023), management must carefully decide whether a specific project can be economically accepted within the limits of investments during a particular period of time or not. In cases with more than one project, companies must decide on a combination of investment projects contributing to the firm’s value and profitability. In the given scenario, total investment available for capital rationing is £ 60 million. Initial investment for Project A is £ 40 million, project B is £ 30 million and Project C is £ 50 million. Therefore, the different combinations are:
· Project A + Project B = £ 40 million + £ 30 million = £ 70 million (Not Feasible)
· Project A + Project C = £ 40 million + £ 50 million = £ 90 million (Not Feasible)
· Project B + Project C = £ 30 million + £ 50 million = £ 80 million (Not Feasible)
· The most feasible option is selection of only 1 project under capital rationing as the company would have to invest either 40 million or 30 million pounds or 50 million pounds which is low compared to 60 million pounds. 
According to the concept of capital rationing, project 3 is the best option with highest NPV and IRR in which the company can invest. By investing in one project, the company will be able to allocate resources more efficiently leading to better outcomes financially instead of dividing fewer resources to many projects. 
[bookmark: _Toc214785462]4.3 Recommendation based on financial performance and project risks 
Financial performance 
Liquidity of the company is already high which indicates that the business possesses sufficient funds to pay off obligations. The company possesses sufficient working capital to perform business operations without any issues. However, the profitability position of the company is very poor and requires improvement. One of the most important targets of the company in terms of investment in the project involves earning profitability which is very low currently. This means that the business is required to take investment decisions on the basis of profitability criteria instead of liquidity. Project 3 is suitable for the company from the perspective of profitability as it is generating a higher amount of profit. Both economic and accounting profit of project 3 is high making it feasible for the purpose of investment. On the other hand, project 1 is feasible from the perspective of liquidity because of a shorter payback period. As liquidity of the company is already strong, the focus must be given on the profitability aspect. 
Project risk characteristics 
There are certain risks associated with the project that must be considered before making the final decision. It is known that investors are able to maximize their returns by taking more risk. Project 3 requires the maximum amount of investment among all but it would also generate the highest return. On the other hand, Project 2 requires the minimum amount of investment among all but it would also generate the lowest return. Project 2 is risky because the company will be able to regenerate its initial investment after 5 years which is a very long time period. Thus, the recommendation to invest in project 3 is justified. In other words, by investing £ 50 million in Project 3, the company during Year 1-5 would earn net cash flows worth £ 5 million, £ 10 million, £ 20 million, £ 25 million, and £ 15 million. 
[bookmark: _Toc214785463]C. Conclusion
The study helps in concluding that financial performance of General Electronics is very poor in terms of profitability, efficiency, investment, and solvency. However, the liquidity performance of the business is quite strong. The cash operating cycle of the company is also quite strong due to frequent conversion of inventories into cash. In addition, working capital management of the business is quite good because of the positive balance. The company can consider the strategy of merger which requires the business to acquire a profitable organisation within the same industry. Lastly, project 3 must be selected for investment purposes because of its profitability. 
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[bookmark: _Toc214785466]Appendix 1 - Ratio tables and graphs 
	Ratios
	2024
	2023
	2022
	2021
	2020

	Profitability
	 
	 
	 
	 
	 

	Gross Profit Ratio
	29%
	23%
	28%
	29%
	29%

	Net Profit Ratio
	-6%
	-23%
	0%
	1%
	6%

	Operating Profit Ratio
	-4%
	-20%
	3%
	4%
	6%

	Liquidity
	 
	 
	 
	 
	 

	Current Ratio
	1.53
	1.61
	1.56
	1.56
	1.82

	Quick Ratio
	1.03
	1.06
	0.91
	0.93
	1.15

	Cash Ratio
	0.17
	0.27
	0.31
	0.28
	0.32

	Efficiency
	 
	 
	 
	 
	 

	Stock Turnover Ratio
	3.54
	3.66
	2.79
	3.19
	3.64

	Asset Turnover Ratio
	1.22
	1.18
	1.08
	1.18
	1.20

	Gearing
	 
	 
	 
	 
	 

	D/E 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
	 
	 
	 
	 
	 

	EPS
	-1.85
	-7.64
	0.03
	0.39
	2.78

	Cash flow
	 
	 
	 
	 
	 

	Operating Cash Flow Ratio
	0.09
	0.16
	0.05
	0.19
	0.41

	Cash Flow Margin Ratio
	0.04
	0.06
	0.02
	0.07
	0.12


[bookmark: _ew85q4o9t1z9]
	Altman Z-Score

	Items
	2024
	2023
	2022
	2021
	2020

	1.2xWC/TA
	0.312
	0.329
	0.289
	0.283
	0.346

	1.4xRE/TA
	0.902
	0.914
	0.918
	0.906
	0.892

	3.3xEBIT/TA
	-0.061
	-0.312
	0.038
	0.059
	0.095

	0.6xMV of Equity/TL
	0.78
	0.36
	0.42
	0.42
	0.42

	1.0xS/TA
	1.22
	1.18
	1.08
	1.18
	1.20

	Score
	3.15
	2.47
	2.74
	2.85
	2.96
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	Cash Operating Cycle

	Items
	2024
	2023
	2022
	2021
	2020

	Inventory Period
	103.12
	99.78
	131.04
	114.52
	100.26

	Accounts Receivable Period
	105.54
	97.74
	75.55
	78.40
	76.86

	Accounts Payable Period
	93.60
	64.47
	66.72
	78.95
	69.29

	COC
	115.06
	133.06
	139.87
	113.96
	107.83
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[bookmark: _Toc214785467]Appendix 2 - Investment appraisal calculations
	Payback Period

	 
	Project 1
	Project 2
	Project 3

	Years
	CF
	CCF
	CF
	CCF
	CF
	CCF

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

	1
	10
	-30
	6
	-24
	5
	-45

	2
	12
	-18
	6
	-18
	10
	-35

	3
	14
	-4
	6
	-12
	20
	-15

	4
	10
	6
	6
	-6
	25
	10

	5
	8
	14
	6
	0
	15
	25

	PBP
	 
	3.4
	 
	5
	 
	3.6
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	NPV

	 
	Project 1
	Project 2
	Project 3

	Years
	CF
	DR 10%
	DCF
	CF
	DR 10%
	DCF
	CF
	DR 10%
	DCF

	0
	-40
	1
	-40
	-30
	1
	-30.0
	-50
	1
	-50

	1
	10
	0.9091
	9.1
	6
	0.9091
	5.5
	5
	0.9091
	4.54545

	2
	12
	0.8264
	9.9
	6
	0.8264
	5.0
	10
	0.8264
	8.26446

	3
	14
	0.7513
	10.5
	6
	0.7513
	4.5
	20
	0.7513
	15.0263

	4
	10
	0.683
	6.8
	6
	0.683
	4.1
	25
	0.683
	17.0753

	5
	8
	0.6209
	5.0
	6
	0.6209
	3.7
	15
	0.6209
	9.31382

	NPV
	 
	 
	1.3
	 
	 
	-7.3
	 
	 
	4.22537
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	PI

	Years
	CF
	DR 10%
	DCF
	CF
	DR 10%
	DCF
	CF
	DR 10%
	DCF

	0
	40
	1
	40
	30
	1
	30.0
	50
	1
	50

	1
	10
	0.9091
	9.1
	6
	0.9091
	5.5
	5
	0.9091
	4.54545

	2
	12
	0.8264
	9.9
	6
	0.8264
	5.0
	10
	0.8264
	8.26446

	3
	14
	0.7513
	10.5
	6
	0.7513
	4.5
	20
	0.7513
	15.0263

	4
	10
	0.683
	6.8
	6
	0.683
	4.1
	25
	0.683
	17.0753

	5
	8
	0.6209
	5.0
	6
	0.6209
	3.7
	15
	0.6209
	9.31382

	PI
	 
	 
	1.03
	 
	 
	0.76
	 
	 
	1.08
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	IRR

	Years
	Project 1
	Project 2
	Project 3

	0
	-40
	-30
	-50

	1
	10
	6
	5

	2
	12
	6
	10

	3
	14
	6
	20

	4
	10
	6
	25

	5
	8
	6
	15

	IRR
	11%
	0%
	13%
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	ARR

	Items
	Project 1
	Project 2
	Project 3

	CF1
	10
	6
	5

	CF2
	12
	6
	10

	CF3
	14
	6
	20

	CF4
	10
	6
	25

	CF5
	8
	6
	15

	Total
	54
	30
	75

	(-): Depreciation
	40
	30
	50

	Profit
	14
	0
	25

	Average Profit
	2.8
	0
	5

	(/): Average Investment
	20
	15
	25

	ARR
	14%
	0%
	20%
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