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[bookmark: _Toc210563901]1. Introduction
[bookmark: _Toc210563902]1.1. Overview of General Electronics
General Electronics is a global player in the consumer electronics industry, with a diversified product portfolio that includes smartphones, home appliances, personal computing devices, and wearable technology. Established over 30 years ago, the company has built a strong reputation for innovation and quality. Headquartered in the United States, General Electronics operates in more than 50 countries, with manufacturing and assembly facilities spread across key regions including North America, Asia, and Europe. Despite its historical success, the company has recently faced significant challenges, including declining profitability, increasing operational costs, and intense competition from emerging technology firms. As a result, General Electronics' market share has been eroding, and its financial health has deteriorated. The company now finds itself at a critical juncture, needing to reassess its strategic direction to regain market position and stabilize its financial performance. This assignment focuses on analyzing General Electronics past five years of financial performance to identify underlying problems and propose a robust turnaround strategy.

[bookmark: _Toc210563903]1.2. Objectives of the Assignment
The primary objective of this assignment is to conduct a comprehensive analysis of General Electronics’ financial performance over the past five years, identify the core issues affecting its profitability and operational efficiency, and recommend a viable turnaround strategy. This involves a thorough evaluation of the company's financial statements, including profitability, liquidity, and efficiency ratios, which will provide insight into its current financial health (Higgins, et al., 2023). Additionally, this assignment will assess the company’s ability to manage its working capital, propose strategies to enhance liquidity, and recommend optimal financing options (Atrill & McLaney, 2019). Furthermore, the assignment aims to explore potential strategic financial restructuring options, such as mergers, equity injections, or divestitures, that could improve shareholder value and operational flexibility (Brigham & Ehrhardt, 2014). Lastly, a critical aspect of the assignment will involve appraising investment opportunities to ensure that future capital expenditures align with the company’s strategic goals and financial capacity (Damodaran, 2012). By the end of this assignment, a comprehensive, ethically sound, and financially viable turnaround plan for General Electronics will be proposed, backed by financial evidence and strategic recommendations.

[bookmark: _Toc210563904]2. Financial Health Check (≈1,400 words)
[bookmark: _Toc210563905]2.1. Analysis of Financial Statements
[bookmark: _Toc210563906]2.1.1. Income Statement Analysis
The income statement of General Electronics reveals a downward trend in revenue growth over the past five years, indicating declining market demand and heightened competitive pressures. In 2024, the company reported a significant drop in sales revenue to £394,879 million, compared to £420,457 million in 2023, a decrease of approximately 6%. This decline in revenue is reflective of the broader challenges within the consumer electronics sector, including price competition, shifting consumer preferences, and global supply chain disruptions (Porter, 1980). The company’s cost of goods sold (COGS) has also been increasing faster than revenue, contributing to a decline in its gross profit margin. In 2024, COGS amounted to £280,885 million, leading to a gross profit margin of 28.87%, which is a significant decrease from previous years, indicating reduced efficiency in managing production costs (Higgins, et al., 2023).

The net profit margin for 2024 was negative, at -6.09%, reflecting General Electronics' struggle to maintain profitability. The firm’s operating expenses have risen, primarily driven by higher research and development costs, marketing expenses, and administrative fees, further compounding the impact of lower sales. Moreover, a substantial increase in interest expenses, from £1,422 million in 2020 to £3,361 million in 2024, has placed additional strain on the firm’s profitability. This increase is concerning as it indicates the company’s growing reliance on debt, which is inconsistent with long-term sustainability (Brigham & Ehrhardt, 2014).

General Electronics also recorded a sharp decline in net income in 2024, posting a loss of £24,029 million, a significant drop from the previous year’s loss of £98,238 million. This is a critical warning sign of the firm’s deteriorating financial health, as the company's inability to generate consistent earnings raises concerns about its future viability in the industry (Damodaran, 2012). The income statement also highlights substantial losses over the last two years, suggesting that the company must immediately reconsider its pricing strategy, cost control measures, and product innovation to recover profitability.

[bookmark: _Toc210563907]2.1.2. Balance Sheet Analysis
The balance sheet of General Electronics highlights several critical issues impacting its financial stability. Total assets have decreased from £510,348 million in 2021 to £323,354 million in 2024, reflecting a significant reduction in the company’s asset base. This reduction is primarily due to impairments in fixed assets and the decline in inventory value, which has further strained liquidity. The company’s total liabilities have also increased, rising from £196,989 million in 2020 to £170,249 million in 2024, indicating a heightened reliance on debt financing. This growing leverage is concerning, as it heightens financial risk, especially given the negative equity base in 2024. The equity section reveals a substantial reduction in shareholders' equity, from £313,301 million in 2020 to £153,105 million in 2024, driven by continuous losses and poor profitability. These balance sheet trends underscore the need for immediate restructuring to improve financial leverage and capital management (Brigham & Ehrhardt, 2014).

[bookmark: _Toc210563908]2.1.3. Cash Flow Statement Analysis
The cash flow statement for General Electronics reveals concerning trends in operational liquidity. Operating cash flow in 2024 was £42,276 million, a positive figure, but it is insufficient to offset the ongoing capital expenditures (£27,339 million), resulting in a reduction of free cash flow. This illustrates the company's struggle to generate sufficient internal liquidity to support growth initiatives and debt obligations (Brigham & Ehrhardt, 2014). Additionally, the company’s investing activities show significant outflows, primarily driven by capital investments and acquisitions aimed at expanding its product portfolio. However, these investments have not translated into higher sales growth, as evidenced by the decline in revenue. Financing activities have been characterized by increasing borrowings to meet the company’s capital needs, reflecting its reliance on external debt to sustain operations. The cash flow analysis underscores the firm’s liquidity strain and the urgent need for improved operational cash generation and cost management (Damodaran, 2012).
[bookmark: _Toc210563909]2.2. Ratio Analysis
The ratio analysis for General Electronics provides a detailed understanding of the company’s financial health across multiple dimensions, highlighting both strengths and weaknesses. Profitability ratios, such as the Gross Profit Margin (28.87% in 2024), indicate that the company is generating a sufficient profit from its core operations after covering direct production costs. However, the company’s Net Profit Margin, which has remained negative in recent years, signals issues beyond production costs, such as inefficiencies in controlling operating expenses, high interest costs, and possible pricing issues. The Return on Assets (ROA), which has been declining, further reflects the company’s struggle to leverage its asset base effectively to generate profits (Damodaran, 2012). The Return on Equity (ROE), particularly the negative values in 2024 and 2023, indicates poor returns to shareholders, pointing to insufficient profitability and an inability to maximize shareholder value despite significant capital investment (Higgins, et al., 2023).

In terms of liquidity, while the Current Ratio and Quick Ratio indicate that the company can cover its short-term obligations, the Cash Ratio remains low, suggesting that the company is facing liquidity strain despite its ability to meet short-term liabilities with more liquid assets (Brigham & Ehrhardt, 2014). This could imply that the company is relying more on inventory and receivables to meet its obligations, which might not be as liquid as cash.

The Efficiency Ratios, such as Accounts Receivable Turnover (3.48 in 2024) and Inventory Turnover (3.35 in 2024), show a declining trend in asset utilization. The company’s slow collection of receivables and low inventory turnover suggest inefficiencies in working capital management, which could impact its cash flow and profitability.

Lastly, the Total Debt Ratio and Interest Coverage Ratio indicate an increasing reliance on debt, raising concerns about the company’s ability to manage its financial leverage and meet interest obligations (Damodaran, 2012). With the rising debt burden, General Electronics may face difficulties in servicing its debt if profitability continues to decline.

In short, while General Electronics maintains a reasonable level of liquidity and profitability, its declining efficiency and rising debt pose significant risks. The company needs to focus on improving asset utilization, reducing operating expenses, and addressing its high debt levels to improve long-term financial health.

[bookmark: _Toc212661116]Figure 1: Financial Ratios and Models 

[bookmark: _Toc212661117]Figure 2: Solvency, Liquidity, Efficiency & Cash Flow Ratios
[bookmark: _Toc210563910]2.3. Identification of Trends, Strengths, and Threats
Profitability Analysis indicates a worrying decline in both gross profit margin and net profit margin over the past five years, with a significant drop in 2024, signaling inefficiencies in cost management and pricing strategy (Brigham & Ehrhardt, 2014). The Return on Assets (ROA) and Return on Equity (ROE) show poor returns, particularly in 2023 and 2024, as the company struggles to generate returns from its assets and equity (Damodaran, 2012).

In terms of liquidity, while the Current Ratio and Quick Ratio suggest the ability to meet short-term obligations, the Cash Ratio remains low, indicating potential liquidity pressure in the future (Higgins, et al., 2023).

Efficiency ratios indicate a decline in asset utilization, as evidenced by decreases in Accounts Receivable Turnover and Inventory Turnover in recent years. Gearing analysis shows an increasing reliance on debt, which raises concerns about the company's financial stability and risk exposure (Brigham & Ehrhardt, 2014).

[bookmark: _Toc210563911]2.4. Corporate Failure Prediction Models
The Altman Z-Score remains a cornerstone in bankruptcy prediction, demonstrating robust accuracy even decades after its inception (Altman, 2018). Recent studies affirm its efficacy, with Z-scores below 1.81 indicating imminent financial distress, while scores above 2.99 denote a low likelihood of bankruptcy (Braunsberger & Aschauer, 2025). General Electronics' declining Z-scores—from 3.61 in 2020 to 2.03 in 2023—signal a shift from the "safe zone" to the "grey zone," indicating heightened bankruptcy risk (Altman, 2018). This deterioration is attributed to negative EBIT, increased leverage, and declining profitability, aligning with factors identified as precursors to corporate failure (Braunsberger & Aschauer, 2025).

While the Z-score offers valuable insights, its limitations include a static nature and reduced applicability to non-manufacturing firms (Braunsberger & Aschauer, 2025). Consequently, integrating machine learning models with financial ratios has been proposed to enhance prediction accuracy and adaptability (Braunsberger & Aschauer, 2025). In short, General Electronics' financial trajectory necessitates immediate strategic interventions to mitigate the risk of bankruptcy. Employing the Z-score alongside advanced predictive models can provide a comprehensive risk assessment framework, guiding effective turnaround strategies.

[bookmark: _Toc210563912]3. Working Capital Management Analysis (≈900 words)
[bookmark: _Toc210563913]3.1. Assessment of the Cash Operating Cycle
The Cash Operating Cycle (COC) is a critical metric in evaluating a company's efficiency in managing its working capital. It measures the time it takes for a company to convert its investments in inventory and accounts receivable back into cash. For General Electronics, the COC has shown concerning trends over the past few years, reflecting inefficiencies in managing working capital. In 2024, the COC was 143.46 days, a significant increase from 121.88 days in 2020. This upward trend indicates that the company is taking longer to convert its resources into cash, which can negatively impact liquidity and the ability to meet short-term obligations (Atrill & McLaney, 2019).

The increase in the COC is primarily driven by the rising Receivable Days and Inventory Days, which reflect delays in collecting payments from customers and slower inventory turnover. For example, Receivable Days increased to 104.89 days in 2024, up from 76.84 days in 2020, indicating that the company is taking longer to collect receivables (Higgins, et al., 2023). This delay can strain the company's cash flow and reduce its ability to reinvest in operations or meet immediate financial needs. Similarly, Inventory Days in 2024 were 108.96 days, up from 106.02 days in 2020, suggesting inefficiencies in inventory management and possibly excess stock levels that are not being sold quickly enough (Damodaran, 2012).

The company's Payables Days, however, have remained relatively stable over the years, hovering around 60 to 70 days, indicating that General Electronics can delay payments to its suppliers. While this can help conserve cash in the short term, a longer COC may lead to strained relationships with suppliers and potential disruptions in the supply chain.

Overall, the increasing COC suggests that General Electronics needs to focus on improving its receivables collection and inventory management processes to reduce the cycle time and enhance liquidity (Brigham & Ehrhardt, 2014). Efficient working capital management will be essential for the company's long-term financial stability.

[bookmark: _Toc212661118]Figure 3: Working Capital Over Time (2020-2024)

[bookmark: _Toc210563914]3.2. Recommendations to Improve Liquidity
To enhance General Electronics' liquidity, several key strategies should be implemented. First, the company should optimize its inventory management by adopting a Just-In-Time (JIT) system. JIT inventory helps minimize stock levels by synchronizing inventory with actual demand, reducing storage costs, and freeing up cash that would otherwise be tied up in unsold goods (Siddiqui, 2022). Additionally, enhancing the accounts receivable process by adopting electronic invoicing and offering early payment discounts can accelerate cash inflows, improving liquidity. Using digital payment platforms not only expedites collections but also reduces administrative costs, allowing General Electronics to manage its cash position better (Allianz Trade, 2025).

Furthermore, negotiating longer payment terms with suppliers can provide the company with additional time to manage its working capital. However, this strategy must be carefully balanced with maintaining positive relationships with suppliers to avoid operational disruptions (Bentson, et al., 2024) (Malik, 2025). Another effective liquidity improvement strategy is to implement robust cash flow forecasting tools. These tools can provide the company with real-time visibility of cash positions, allowing for proactive planning and avoiding unexpected cash shortages (Mehlkopf, 2024).

Lastly, General Electronics could explore alternative financing options, such as supply chain finance or accounts receivable financing, to access liquidity without resorting to traditional loans. These financing methods enable the company to get immediate cash from third-party financial institutions, which help cover short-term operational needs (PGIM Private Capital, 2025) (Kyriba, 2025). By adopting these strategies, General Electronics can enhance its liquidity, shorten the cash conversion cycle, and ensure it has the necessary funds to meet its financial obligations.

[bookmark: _Toc210563915]3.3. Comparison of Short-term vs Long-term Financing Options
In light of General Electronics' financial performance, particularly concerning liquidity and profitability ratios, a strategic evaluation of financing options is imperative. Short-term Financing provides immediate capital, beneficial for addressing urgent liquidity needs. However, given the company's declining Net Profit Margin and Return on Equity (ROE), reliance on short-term debt could exacerbate financial strain. Studies indicate that excessive short-term debt may lead to increased rollover risk and higher interest expenses, potentially impacting profitability (Hempel, et al., 2024).

Long-term Financing, such as bonds or long-term loans, offers larger capital amounts with extended repayment schedules. This approach can stabilize liquidity over time, aligning with the company's need for sustained investment in assets and operations. Research suggests that moderate levels of long-term debt can leverage growth without significantly increasing financial risk (PGIM Private Capital, 2025) (PGIM Private Capital, 2025) (PGIM Private Capital, 2025). Considering the company's current financial ratios, a balanced approach that combines both short-term and long-term financing could optimize the capital structure. This strategy would address immediate liquidity challenges while supporting long-term growth objectives. Additionally, improving asset utilization and operational efficiency, as indicated by the Total Asset Turnover and Inventory Turnover ratios, could reduce the need for external financing (Brigham & Ehrhardt, 2014).

In short, while both financing options have their merits, aligning the choice with the company's financial health and strategic goals is crucial. By carefully balancing short-term and long-term debt, General Electronics can enhance liquidity, support growth, and maintain financial stability.

[bookmark: _Toc210563916]4. Strategic Financial Restructuring Plan (≈1,200 words)
[bookmark: _Toc210563917]4.1. Recommended Financial Restructuring Options
To address General Electronics’ financial distress and enhance its long-term viability, three strategic financial restructuring options are recommended: divestiture, merger, and equity injection. Each approach offers distinct advantages tailored to the company's current challenges.

Divestiture involves selling non-core or underperforming business units to streamline operations and raise capital. This strategy allows the company to focus on its core competencies, reduce debt, and improve operational efficiency. Divesting non-essential assets can enhance shareholder value by reallocating resources to more profitable areas (Deloitte, 2024) (Mauboussin & Callahan, 2022). Companies like General Electric have successfully employed divestiture to concentrate on high-growth sectors and improve financial health (M&A Community, 2024).

Merger entails combining with another company to achieve synergies, expand market share, and enhance competitive positioning. A well-executed merger can lead to cost reductions through economies of scale, access to new markets, and shared expertise. However, mergers require careful integration planning to realize these benefits and avoid potential pitfalls such as cultural clashes or operational disruptions (Donnelly, 2024).

Equity Injection involves raising capital by issuing new shares to investors, thereby strengthening the balance sheet and providing funds for operational improvements or debt reduction. This approach can be efficient in revitalizing a company's financial position without incurring additional debt. Private equity firms often inject capital into distressed companies to facilitate restructuring and support long-term growth (Pedone, et al., 2025).

Implementing a combination of these strategies can provide General Electronics with the necessary resources and structural adjustments to overcome its financial challenges and position itself for sustainable growth.

[bookmark: _Toc210563918]4.2. Evaluation of the Impact on Shareholder Value
Implementing a strategic financial restructuring plan can significantly influence shareholder value, both positively and negatively, depending on the chosen approach and its execution.

Divestiture involves selling non-core or underperforming assets to streamline operations and raise capital. This strategy can enhance shareholder value by focusing on profitable segments and reducing debt. For instance, companies that have divested non-essential units often experience improved profitability and return on equity (ROE) due to better resource allocation and reduced operational complexities (Odi & Oji, 2024).

Merger entails combining with another company to achieve synergies, expand market share, and enhance competitive positioning. A well-executed merger can lead to cost reductions through economies of scale, access to new markets, and shared expertise. However, mergers require careful integration planning to realize these benefits and avoid potential pitfalls such as cultural clashes or operational disruptions (Donnelly, 2024).

Equity Injection involves raising capital by issuing new shares to investors, thereby strengthening the balance sheet and providing funds for operational improvements or debt reduction. This approach can be particularly effective in revitalizing a company's financial position without incurring additional debt. For example, private equity firms often inject capital into distressed companies to facilitate restructuring and support long-term growth (Pedone, et al., 2025).

Each of these strategies has the potential to enhance shareholder value, but their success depends on careful implementation and alignment with the company's long-term objectives. A combination of these approaches, tailored to General Electronics' specific circumstances, could provide a comprehensive solution to its financial challenges.
[bookmark: _Toc210563919]4.3. Evaluation of the Impact on Debt Structure
A comprehensive financial restructuring plan can significantly alter General Electronics' debt structure, influencing its ability to meet both short-term and long-term financial obligations. Divestiture, for instance, involves selling non-core assets, which can help reduce leverage by generating funds to pay down existing debt. This debt reduction improves the company's debt-to-equity ratio and interest coverage, thereby enhancing its financial stability. Research indicates that divesting non-strategic business units has a positive impact on firms’ debt ratios, as it enables a more focused and manageable capital structure (Berk & DeMarzo, 2020).

Mergers typically result in changes to a company’s debt structure, particularly when financing is involved. A well-executed merger can enhance access to capital and improve borrowing capacity due to the combined entity’s larger asset base. However, mergers may also increase the debt load if the transaction is financed with additional borrowing. A strategic approach to managing post-merger debt is critical, as failure to integrate efficiently can lead to increased financial risk (Martynova & Renneboog, 2009).

An equity injection, such as issuing new shares, can strengthen the balance sheet by reducing the reliance on debt financing. This lowers the overall debt burden and interest obligations, improving the company's financial flexibility. However, issuing equity may lead to shareholder dilution, which could affect control over the company and potentially reduce shareholder value in the short term (Brealey, et al., 2025).

Overall, a combination of these strategies can help General Electronics achieve a more balanced and sustainable debt structure, positioning the company for future growth while mitigating financial risk.

[bookmark: _Toc210563920]4.4. Operational Flexibility Considerations
Enhancing operational flexibility is pivotal for General Electronics to navigate market uncertainties and improve performance. Operational flexibility enables firms to swiftly adapt to changes in demand, technology, and market conditions, thereby enhancing competitiveness and resilience. Research indicates that firms with higher operational flexibility exhibit better stock performance, particularly during periods of economic disruption (Liu, et al., 2021).

Implementing operational flexibility involves adopting strategies such as flexible staffing, modular production systems, and agile supply chains. For instance, flexible staffing allows companies to adjust labor resources in response to fluctuating demand, thereby optimizing labor costs and maintaining productivity (Spencer, 2024). Moreover, modular production systems enable firms to quickly reconfigure their manufacturing processes, facilitating the introduction of new products and customization to meet diverse customer needs.

Additionally, integrating digital technologies can significantly enhance operational flexibility. Digital tools offer real-time data analytics, enabling more informed decision-making and more responsive operations. Companies that leverage digital transformation to improve operational flexibility often experience increased efficiency and reduced lead times, leading to improved customer satisfaction and financial performance (Nichols, et al., 2025).

In conclusion, fostering operational flexibility through strategic initiatives and technological integration is crucial for General Electronics to enhance performance and adapt to changing market dynamics.

[bookmark: _Toc210563921]4.5. International and Ethical Considerations
Taxation and Currency Risk
General Electronics’ international operations expose it to significant taxation and currency risks. Cross-border restructuring can lead to hidden tax exposures, such as exit charges and transfer pricing adjustments, requiring careful planning to mitigate adverse tax implications. Studies show that global tax rules, such as those surrounding transfer pricing, can significantly impact a firm’s profitability during restructuring (Schön, 2021). Moreover, currency fluctuations can affect the company’s profitability, primarily when costs are incurred in foreign currencies. Effective currency risk management strategies, including hedging and operational adjustments, are crucial to safeguarding against these risks (Anbar, et al., 2025) (Pellegrino, et al., 2023).

Inflation and CSR Considerations
The recent period of inflation has intensified pressure on companies to manage costs effectively. However, firms that invest in strong Corporate Social Responsibility (CSR) programs tend to perform better during economic hardship, as consumers and investors increasingly prioritise ethical business practices. Research indicates that firms with robust CSR strategies are perceived more positively by stakeholders, which can, in turn, improve their financial performance and market reputation (Alhajjeah, et al., 2025) (Nguyen, et al., 2022). For General Electronics, aligning its restructuring efforts with CSR initiatives can protect the firm from reputational risks while addressing inflation-induced challenges.

Navigating international taxation, currency risks, and integrating CSR practices are essential components of General Electronics' restructuring strategy. By addressing these considerations, the company can enhance its global competitiveness while maintaining ethical business practices, thus securing long-term financial sustainability (Schön, 2021).

[bookmark: _Toc210563922]5. Investment Appraisal and Capital Budgeting (≈1,500 words)
[bookmark: _Toc210563923]5.1. Investment Appraisal Framework
In evaluating investment options, the Payback Period (PBP), Average Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR) are essential tools for assessing profitability and project risk. These metrics collectively help understand the viability of each project, balancing financial returns with the time value of money.

The payback period indicates the time required to recover the initial investment. Project A, with a payback period of 3.4 years, indicates a relatively quick recovery, implying moderate risk. Project B takes 5 years to recover its initial investment, raising concerns about liquidity and cash flow, particularly in a capital-rationed environment. Project C, with a payback period of 3.6 years, presents a recovery time slightly longer than Project A but still more attractive than Project B. The Average Rate of Return (ARR) measures the annual profitability relative to the initial investment. Project C has the highest ARR at 30%, followed by Project A at 27%, indicating relatively strong returns. Project B, with an ARR of 20%, offers the lowest return, suggesting it may not be the best investment choice.

When considering the Net Present Value (NPV), which accounts for the time value of money, Project C leads with an NPV of £4.23 million, reflecting its strong potential for generating returns above its cost of capital. Project A yields a positive NPV of £1.33 million, whereas Project B, with a negative NPV of -£7.25 million, is unprofitable and should be avoided. The Profitability Index (PI) indicates the value generated per unit of investment. Project C has the highest PI of 1.085, showing it delivers the most value per pound invested. Project A has a PI of 1.033, which is also positive but less attractive than Project C. Project B has a PI of 0.758, indicating it does not generate sufficient returns.

Finally, the Internal Rate of Return (IRR) indicates the discount rate that results in the NPV being zero. Project C has the highest IRR at 12.72%, followed by Project A with 11.33%. Project B, with an IRR of nearly 0%, yields a minimal return and should be disregarded. In short, Project C offers the best combination of profitability and liquidity, making it the optimal choice. Project A is also a viable option, while Project B should be avoided due to its negative NPV and low profitability.

[bookmark: _Toc210563924]5.2. Evaluation of Investment Projects
Project A is a promising investment option with a Payback Period (PBP) of 3.4 years, indicating a relatively quick return on the initial investment. The Average Rate of Return (ARR) for Project A is 27%, suggesting that it generates a solid return on capital, well above typical market returns. Additionally, the Net Present Value (NPV) of £1.33 million and the Profitability Index (PI) of 1.033 confirm that the project will generate more value than it costs, making it a viable investment. The Internal Rate of Return (IRR) of 11.33% further reinforces this view, as it is above the company’s discount rate of 10%, indicating a positive return on investment. However, Project A’s cash inflows decrease over time, which suggests a decline in profitability in later years. Despite this, its moderate recovery time and positive financial indicators make it a solid, albeit less profitable, option compared to Project C.

Project B, on the other hand, presents significant concerns. Despite a Payback Period of 5 years, which signals a longer time to recover the initial investment, the ARR of 20% is the lowest among the three projects, indicating relatively weak returns. The NPV of -£7.25 million and PI of 0.758 both suggest that the project will fail to generate enough returns to cover its initial cost, making it a poor investment. Additionally, the IRR of nearly 0% indicates that the project barely breaks even and does not provide a sufficient return on investment. Given its negative financial indicators, Project B should be avoided under capital rationing constraints, as it does not align with the company's objective of maximizing shareholder value.

Project C stands out as the most financially attractive option. It offers the highest ARR (30%), the highest NPV (£4.23 million), and the best PI (1.085), suggesting it provides the most significant return on investment and value for money. The IRR of 12.72% also outperforms the discount rate of 10%, indicating strong profitability. Despite its slightly more extended Payback Period of 3.6 years compared to Project A, the high profitability and financial viability of Project C make it the most attractive investment option. It promises the best balance between long-term value creation and risk, making it the optimal choice for General Electronics.

[bookmark: _Toc210563925]5.3. Final Investment Recommendation
Based on the evaluation of Payback Period (PBP), Average Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR), Project C is the clear winner. It offers the highest return and value, with an NPV of £4.23 million and an IRR of 12.72%, making it the most financially viable and strategically beneficial option. Project A is also a strong contender, but Project B, with its negative NPV and low IRR, should be rejected. General Electronics should prioritize Project C for investment.

Project C stands out as the optimal investment choice for General Electronics due to its superior financial performance, as indicated by its Net Present Value (NPV), Internal Rate of Return (IRR), and Profitability Index (PI). With an NPV of £4.23 million, IRR of 12.72%, and PI of 1.085, Project C provides the highest return on investment and generates significant value for every pound invested, making it the most profitable option (Brealey, et al., 2025). According to financial theory, projects with positive NPVs and high IRRs are expected to increase shareholder wealth (Berk & DeMarzo, 2020). Moreover, the ARR of 30% demonstrates a strong accounting return relative to the initial investment, reinforcing its financial viability. Additionally, the project's Payback Period of 3.6 years is still relatively short, especially considering the substantial returns it offers over time, which aligns with the company's need to balance profitability with liquidity (Damodaran, 2012). Compared to Project A, which has a lower NPV and IRR, and Project B, which has a negative NPV and a low IRR, Project C provides a much more favorable financial outlook for General Electronics, making it the most strategic choice.

Project C not only offers the highest financial returns but also presents a balanced risk profile. Its NPV and IRR indicate strong profitability with moderate risk, making it well-suited for General Electronics' capital rationing constraints (Damodaran, 2012). Project A is also a feasible option, but with a higher risk due to its decreasing cash inflows. Project B should be rejected due to its negative NPV and high risk (Brealey, et al., 2025).

[bookmark: _Toc212661119]Figure 4: Investment Appraisal and Capital Budgeting

[bookmark: _Toc210563926]6. Conclusion
The analysis of General Electronics’ financial health reveals significant challenges, including declining profitability, rising debt, and inefficiencies in working capital management. The company’s declining gross and net profit margins, combined with negative return on equity (ROE) and return on assets (ROA), indicate underlying operational and financial difficulties. However, the analysis also highlights areas where improvements can be made, particularly in liquidity management and cost control.

To reverse the declining trend, it is recommended that General Electronics focus on operational restructuring, including improving cash flow management, reducing operational costs, and divesting non-core assets. A strategic merger or equity injection could provide the necessary capital for investment in high-growth areas. The company should also consider strengthening its corporate social responsibility (CSR) to enhance brand value and customer loyalty, particularly in the face of inflation and market uncertainties. Additionally, more effective use of technology could improve operational efficiency and flexibility.

General Electronics faces significant risks; however, with a robust financial restructuring plan that includes strategic divestitures, potential mergers, and a focus on profitability, the company can stabilize its position. A careful balance of short-term liquidity improvements and long-term growth strategies will be essential for its survival. The recommended investment in Project C aligns well with the company’s financial goals, offering the best return while mitigating risk. With these measures, General Electronics can regain its competitive edge and financial health.
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A: Financial Ratios and Models
1. Gross Profit Margin

2024: =28.87%
2023: 23.20%
2022:
2021: 
2020: 

2. Net Profit Margin（Sales Profit Margin）

2024: 
2023: 
2022: 
2021: 
2020: 

3. Return on Assets (ROA) 

2024: 
2023: 
2022: 
2021: 
2020: 

4. Return on Equity（ROE）

2024: 
2023: 
2022: 
2021: 
2020: 

5. DuPont Analysis

Where:





2024: 
2023: 
2022: 
2021: 
2020: 
Short-term Solvency/Liquidity Ratios”
1. Current Ratio
The formula： Current Ratio=Current Assets/Current Liabilities

2024: 
2023: 
2022: 
2021: 
2020: 

2. Quick Ratio（Acid-Test Ratio）

Where:
Quick Assets = Current Assets – Inventories
Current Liabilities = As provided in the financial statements
2024: 
2023: 
2022: 
2021: 
2020: 

3. Working Capital

2024: 
2023: 
2022: 
2021: 
2020: 

4. Cash Ratio

2024: 
2023: 
2022: 
2021: 
2020: 

3. Long-term Solvency
1. Total Debt Ratio（Debt-to-Asset Ratio）

2024: 
2023: 
2022: 
2021: 
2020: 

2. Interest Coverage Ratio 

2024: 
2023: 
2022: 
2021: 
2020: 

3. Efficiency Ratios
1. Accounts Receivable Turnover Ratio 

Where:

2024: 
2023: 
2022: 
2021: 
2020: 
2. Inventory Turnover Ratio 

Where:

2024: 
2023: 
2022: 
2021: 
2020: 
3. Total Asset Turnover Ratio 


 2024: 
2023: 
2022: 
2021: 
2020: 

4. Receivable Days 

2024: 
2023: 
2022: 
2021: 
2020: 
5. Inventory Days 

2024: 
2023: 
2022: 
2021: 
2020: 

6. Total Asset Days 

2024: 
2023: 
2022: 
2021: 
2020: 

Cash Flow Ratios:
1. Operating Cash Flow Ratio


2024: 
2023: 
2022: 
2021: 
2020: 

2. Free Cash Flow 

2024: 
2023: 
2022: 
2021: 
2020: 

3. Cash Operating Cycle (COC)

2024: 
2023: 
2022: 
2021: 
2020: 


B: Corporate Failure Prediction Models: Altman Z-Score

Where:
X1=
X2=
X3=
X4=
X5=
2024: 


2023: 


2022: 


2021: 


2020: 


C: Investment Appraisal and Capital Budgeting 
Pay Back Period:

Project A: Initial Investment = £40m
Year 1-5 Net Cash Inflows = £10m, £12m, £14m, £10m, £8m
Cumulative Cash Flow for Project A:
Year 1: £10m
Year 2: £10m + £12m = £22m
Year 3: £22m + £14m = £36m
Year 4: £36m + £10m = £46m
Year 5: £46m + £8m = £54m
Unrecovered cost at the start of Year 4=£40m−£36m=£4m


Project B: Initial Investment = £30m
Year 1-5 Net Cash Inflows = £6m, £6m, £6m, £6m, £6m
Cumulative Cash Flow for Project B:
Year 1: £6m
Year 2: £6m + £6m = £12m
Year 3: £12m + £6m = £18m
Year 4: £18m + £6m = £24m
Year 5: £24m + £6m = £30m
Project B PBP=5 years

Project C: Initial Investment = £50m
Year 1-5 Net Cash Inflows = £5m, £10m, £20m, £25m, £15m
Cumulative Cash Flow for Project C:
Year 1: £5m
Year 2: £5m + £10m = £15m
Year 3: £15m + £20m = £35m
Year 4: £35m + £25m = £60m
Year 5: £60m + £15m = £75m
Unrecovered cost at the start of Year 4=£50m−£35m=£15m


Average Rate of Return (ARR)

Where:

Initial Investment is the amount of money initially invested
Project A: Initial Investment = £40m
Net Cash Inflows = £10m, £12m, £14m, £10m, £8m
Total Cash Inflows (Profit) over 5 years:
Total Cash Inflows=£10m+£12m+£14m+£10m+£8m=£54m



Project B: Initial Investment = £30m
Net Cash Inflows = £6m, £6m, £6m, £6m, £6m
Total Cash Inflows (Profit) over 5 years:
Total Cash Inflows=£6m+£6m+£6m+£6m+£6m=£30m



Project C: Initial Investment = £50m
Net Cash Inflows = £5m, £10m, £20m, £25m, £15m
Total Cash Inflows (Profit) over 5 years:
Total Cash Inflows=£5m+£10m+£20m+£25m+£15m=£75m




Net Present Value (NPV)

Where:
​ = Cash inflows in year t
r = Discount rate (given as 10% in this case)
 t = Year (1 to 5)
​ = Initial investment
Project A: Initial Investment = £40m
Net Cash Inflows = £10m, £12m, £14m, £10m, £8m
Discount Rate (r) = 10% or 0.10




Project B: Initial Investment = £30m
Net Cash Inflows = £6m, £6m, £6m, £6m, £6m
Discount Rate (r) = 10% or 0.10



Project C: Initial Investment = £50m
Net Cash Inflows = £5m, £10m, £20m, £25m, £15m
Discount Rate (r) = 10% or 0.10



Profitability Index (PI)

Where:
· Present Value of Future Cash Inflows is the sum of the discounted cash inflows over the project's life.
· Initial Investment is the upfront cost of the project.
Project A: Initial Investment = £40m
Net Cash Inflows = £10m, £12m, £14m, £10m, £8m
Discount Rate (r) = 10%


Project B: Initial Investment = £30m
Net Cash Inflows = £6m, £6m, £6m, £6m, £6m
Discount Rate (r) = 10%


Project C: Initial Investment = £50m
Net Cash Inflows = £5m, £10m, £20m, £25m, £15m
Discount Rate (r) = 10%


Internal Rate of Return (IRR)

Where:
 = Cash inflows in year 𝑡
IRR = Internal Rate of Return 
𝑡= Year (1 to 5)
 = Initial investment
	Project
	Initial Investment (£m)
	Year 1 CI (£m)
	Year 2 CI (£m)
	Year 3 CI (£m)
	Year 4 CI(£m)
	Year 5 CI (£m)
	Total CI (£m)
	AACI(£m)
	PP(Years)
	ARR (%)
	NPV (£m)
	PI
	IRR (%)

	A
	40
	10
	12
	14
	10
	8
	54
	10.8
	3.4
	27
	1.33
	1.033
	11.33

	B
	30
	6
	6
	6
	6
	6
	30
	6
	5
	20
	-7.25
	0.758
	0.00

	C
	50
	5
	10
	20
	25
	15
	75
	15
	3.6
	30
	4.23
	1.085
	12.72




2024 (%)	Gross Profit Margin	Net Profit Margin	Return on Assets (ROA)	Return on Equity (ROE)	DuPont Analysis ROE	Total Debt Ratio	28.87	-6.09	-7.08	-14.47	-15.69	52.65	2023 (%)	Gross Profit Margin	Net Profit Margin	Return on Assets (ROA)	Return on Equity (ROE)	DuPont Analysis ROE	Total Debt Ratio	23.2	-23.36	-22.85	-43.92	-54.91	49.72	2022 (%)	Gross Profit Margin	Net Profit Margin	Return on Assets (ROA)	Return on Equity (ROE)	DuPont Analysis ROE	Total Debt Ratio	28.06	7.0000000000000007E-2	0.08	0.15	0.15	46.76	2021 (%)	Gross Profit Margin	Net Profit Margin	Return on Assets (ROA)	Return on Equity (ROE)	DuPont Analysis ROE	Total Debt Ratio	28.76	0.88	1.04	1.8	1.92	45.93	2020 (%)	Gross Profit Margin	Net Profit Margin	Return on Assets (ROA)	Return on Equity (ROE)	DuPont Analysis ROE	Total Debt Ratio	28.67	6.28	7.56	13.09	12.31	38.6	



2024	Current Ratio	Quick Ratio	Cash Ratio	Interest Coverage Ratio	Accounts Receivable Turnover Ratio	Inventory Turnover Ratio	Total Asset Turnover Ratio	Operating Cash Flow Ratio	1.53	1.03	0.17	-4.55	3.48	3.35	1.1599999999999999	0.27	2023	Current Ratio	Quick Ratio	Cash Ratio	Interest Coverage Ratio	Accounts Receivable Turnover Ratio	Inventory Turnover Ratio	Total Asset Turnover Ratio	Operating Cash Flow Ratio	1.61	1.06	0.27	-19.690000000000001	3.74	2.83	0.98	0.25	2022	Current Ratio	Quick Ratio	Cash Ratio	Interest Coverage Ratio	Accounts Receivable Turnover Ratio	Inventory Turnover Ratio	Total Asset Turnover Ratio	Operating Cash Flow Ratio	1.56	0.91	0.31	6.61	4.49	2.84	1.07	0.27	2021	Current Ratio	Quick Ratio	Cash Ratio	Interest Coverage Ratio	Accounts Receivable Turnover Ratio	Inventory Turnover Ratio	Total Asset Turnover Ratio	Operating Cash Flow Ratio	1.56	0.93	0.28000000000000003	41.08	4.6500000000000004	3.36	1.18	0.3	2020	Current Ratio	Quick Ratio	Cash Ratio	Interest Coverage Ratio	Accounts Receivable Turnover Ratio	Inventory Turnover Ratio	Total Asset Turnover Ratio	Operating Cash Flow Ratio	1.82	1.1499999999999999	0.32	26.21	4.75	3.44	1.2	0.32	



2024	
Working Capital (Million)	84.203000000000003	2023	
Working Capital (Million)	97.703000000000003	2022	
Working Capital (Million)	121.56699999999999	2021	
Working Capital (Million)	120.35899999999999	2020	
Working Capital (Million)	147.333	


Initial Investment (Â£m)	A	B	C	40	30	50	Year 1 CI (Â£m)	A	B	C	10	6	5	Year 2 CI (Â£m)	A	B	C	12	6	10	Year 3 CI (Â£m)	A	B	C	14	6	20	Year 4 CI (Â£m)	A	B	C	10	6	25	Year 5 CI (Â£m)	A	B	C	8	6	15	Total CI (Â£m)	A	B	C	54	30	75	AACI (Â£m)	A	B	C	10.8	6	15	PP (Years)	A	B	C	3.4	5	3.6	ARR (%)	A	B	C	27	20	30	NPV (Â£m)	A	B	C	1.33	-7.25	4.2300000000000004	PI	A	B	C	1.0329999999999999	0.75800000000000001	1.085	IRR (%)	A	B	C	11.33	0	12.72	
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