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[bookmark: _Toc214588206]Introduction
General Electronics is a multinational consumer electronics firm that has experienced a sharp deterioration in performance over the last five years. The Board has appointed a new Chief Financial Officer with a clear mandate: diagnose the financial causes of the crisis, stabilise short term liquidity, restore long term solvency, and decide which investment opportunities can support a sustainable turnaround. The analysis in this report combines ratio analysis, working capital assessment, corporate restructuring tools and investment appraisal techniques drawn from standard corporate finance texts (Brigham and Ehrhardt, 2019; Zutter and Smart, 2022; Atrill and McLaney, 2019).
The report first evaluates overall financial health, then examines working capital management and the cash operating cycle, before setting out an integrated restructuring plan. Finally, it assesses three capital projects using payback period (PBP), accounting rate of return (ARR), net present value (NPV), profitability index (PI) and internal rate of return (IRR), under a £60m capital rationing constraint. Recommendations are framed to be financially viable, globally scalable and ethically responsible, using evidence from the income statement, balance sheet and cash flow statement provided for 2020–2024. 
[bookmark: _Toc214588207]Financial Health Check
[bookmark: _Toc214588208]Overview of financial performance
The consolidated income statements show that net sales have fallen from £614.7m in 2020 to £394.9m in 2024, a decline of around one third. Over the same period, net income has moved from a profit of £38.6m to a loss of £24.0m, with the deepest loss of £98.2m recorded in 2023.
The pattern in the primary statements already points to a structural rather than a temporary problem. Profitability has not only fallen in one bad year but deteriorated progressively, while the balance sheet has been shrinking and becoming more leveraged at the same time. A healthy growth company would normally show rising sales, positive and stable margins, gradual accumulation of retained earnings and an expanding asset base funded largely by equity (Atrill and McLaney, 2019). In contrast, General Electronics displays the opposite trajectory: shrinking revenues, negative earnings, falling equity and an increasing proportion of assets financed by creditors. Cash flow from operating activities remains positive but is clearly insufficient to support the historic scale of operations and the existing debt load. The ratio analysis at Table 1 does not therefore merely affirm the headline losses, it shows an underlying erosion of the ability of the firm to generate value to the shareholders on a sustainable basis. 
The total assets have declined by approximately £510.3m to £323.4m and the shareholders equity has declined by approximately £313.3m to £153.1m which means that the capital base has been eroded significantly.
Table 1: Summary of key financial ratios, 2020–2024
	Ratio
	2024
	2023
	2022
	2021
	2020

	Gross profit margin
	0.288680836
	0.232033
	0.280593
	0.287592
	0.286744

	Operating margin
	-0.038738449
	-0.20288
	0.026804
	0.038652
	0.060628

	Net profit margin
	-0.060851552
	-0.23365
	0.00075
	0.008811
	0.062751

	ROA
	-0.074311745
	-0.27605
	0.000807
	0.010387
	0.075588

	ROE
	-0.156944581
	-0.54906
	0.001516
	0.01921
	0.123115

	Current ratio
	46.59761722
	44.66028
	52.19083
	36.30691
	30.38139

	Quick ratio
	31.34877018
	29.4303
	30.54794
	21.82608
	19.18693

	Cash ratio
	5.146617986
	7.375949
	10.30415
	6.548891
	5.312605

	Inventory turnover
	-3.539600529
	-3.65794
	-2.78539
	-3.18725
	-3.64049

	Inventory days
	-103.1189811
	-99.783
	-131.041
	-114.519
	-100.261

	Receivable days
	105.54228
	97.74493
	75.55268
	78.39647
	76.85795

	Payable days
	-93.60170532
	-64.4696
	-66.7193
	-78.9528
	-69.2904

	Total asset turnover
	1.221197202
	1.181484
	1.076539
	1.178807
	1.20457

	Debt to equity ratio
	1.111975442
	0.989001
	0.87836
	0.849429
	0.628753

	Debt ratio
	0.526509646
	0.497235
	0.467621
	0.459292
	0.386033

	Interest coverage
	-4.551324011
	-19.6909
	6.612727
	41.08304
	26.20745

	OCF margin
	0.037535549
	0.059911
	0.020131
	0.06696
	0.119399


Source: Author’s calculations based on General Electronics financial statements.
The ratios in Table 1, calculated from the case data, provide a structured view of this deterioration across profitability, liquidity, efficiency, leverage and market indicators (Brigham and Ehrhardt, 2019; Zutter and Smart, 2022).
[bookmark: _Toc214588209]Profitability
Profitability ratios such as gross margin, operating margin and net margin are central to assessing the firm’s ability to generate returns from sales (Zutter and Smart, 2022). Gross profit margin is relatively resilient, remaining in the mid-20s percentage range, suggesting that product level pricing and direct cost control remain acceptable. However, operating margin and net margin collapse as overheads rise and sales fall. Operating income moves from a positive £37.3m in 2020 to losses in 2023 and 2024, while net margin turns strongly negative in the last two years of the period. 
Return on assets (ROA), return on equity (ROE) also decline drastically. The positive ROA and ROE in 2020 show that assets base and equity capital were put to productive use. In 2023-2024, the two ratios are negative, which is a sign of shareholder value destruction. This trend is aligned with a firm that has failed to change its fixed cost base as fast as the demand is dropping, which is causing operating losses (Atrill and McLaney, 2019). 
[bookmark: _Toc214588210]Liquidity and short-term solvency
Liquidity ratios are the measures of the ability of the firm to pay off short term obligations by the means of current assets (Gitman and Zutter, 2022). The current ratio remains at a high level of over 1 at all times, which demonstrates that total current assets are more than the current liabilities. Nevertheless, the cash ratio decreases with the change in 2020 to 2024 when the cash and equivalents amounts are lower than the short-term debts by a considerable margin, about 0.32 in 2020 and below 0.17 in 2024.
This implies that the company has increasingly depended on inventories and receivables in order to fulfil short term obligations. This, together with the rising receivable days and lengthening payable days (discussed below) is an indicator of increasing pressure on short term solvency despite the current and quick ratios appearing to be in acceptable condition on the surface. On the part of the lender, the quality of current assets has deteriorated increasing refinancing risk and rollover risk.
[bookmark: _Toc214588211]Efficiency and asset utilisation
Efficiency ratios, such as inventory turnover, receivable days and payable days, capture how effectively the firm converts resources into sales and cash (Atrill and McLaney, 2019).
Table 2: Selected efficiency ratios, 2020–2024
	Ratio
	2024
	2023
	2022
	2021
	2020

	Gross profit margin
	0.288680836
	0.232033
	0.280593
	0.287592
	0.286744

	Operating margin
	-0.038738449
	-0.20288
	0.026804
	0.038652
	0.060628

	Net profit margin
	-0.060851552
	-0.23365
	0.00075
	0.008811
	0.062751

	ROA
	-0.074311745
	-0.27605
	0.000807
	0.010387
	0.075588

	ROE
	-0.156944581
	-0.54906
	0.001516
	0.01921
	0.123115

	Current ratio
	46.59761722
	44.66028
	52.19083
	36.30691
	30.38139

	Quick ratio
	31.34877018
	29.4303
	30.54794
	21.82608
	19.18693

	Cash ratio
	5.146617986
	7.375949
	10.30415
	6.548891
	5.312605

	Inventory turnover
	-3.539600529
	-3.65794
	-2.78539
	-3.18725
	-3.64049

	Inventory days
	-103.1189811
	-99.783
	-131.041
	-114.519
	-100.261

	Receivable days
	105.54228
	97.74493
	75.55268
	78.39647
	76.85795

	Payable days
	-93.60170532
	-64.4696
	-66.7193
	-78.9528
	-69.2904

	Total asset turnover
	1.221197202
	1.181484
	1.076539
	1.178807
	1.20457


Source: Author’s calculations based on General Electronics financial statements.
The inventory turnover is between 2020 and 2022 which is an indication of slower stock turnover and possible weakness in demand or inaccurate forecasts. The recovery recovery of 2023-2024 indicates the active contraction of inventory and possibly buying policies. The number of days owed out also improves significantly over the time, which means that customers are paying slower and that credit control has been compromised. With the number of payable days also increasing, it is evident that the company is taking longer and longer to pay the suppliers in order to hold on to cash.
Generally, efficiency ratios indicate the decline in the working capital discipline. The receivables and inventories hold cash longer and increase the risk of liquidity in the case in which sales are already reducing.
[bookmark: _Toc214588212]Gearing and cash flow
The leverage ratios indicate the way the activities of the firm are financed. By 2024, the debt-to-equity ratio is estimated to go up to over 1.11, whereas the debt ratio goes to over 0.52, indicating that creditors will finance over half of the assets. Under the conditions of declining profits, increased leverage amplifies the volatility of returns and risks covenant failures (Brigham and Ehrhardt, 2019; Zutter and Smart, 2022).
The ratios based on cash flow provide another view. The operating cash flow (OCF) is also positive but declines significantly relative to the sales and the total debt. The OCF-to-sales ratio deteriorates throughout the period, and OCF-to-debt ratio decreases drastically as the year 2020 to very low values in the middle of the period, but only slightly improved in 2024.  This proves that the capability to service the debt by internal cash has deteriorated significantly in the firm making it highly reliant on outside financing and selling of assets.
[bookmark: _Toc214588213]Corporate failure risk: Altman Z-score
The Altman Z-score uses a weighted combination of working capital, retained earnings, EBIT, market value of equity and sales to predict bankruptcy risk (Altman, 1968).
Table 3: Altman Z-score, 2020–2024
	Component
	2024
	2023
	2022
	2021
	2020

	Z-Score
	3.387698114
	2.764959
	3.562343
	3.712495
	4.034771


Source: Author’s calculations based on General Electronics financial statements.
The Z-score of General Electronics begins significantly above the safe zone of 2.99 in 2020, with a high income and medium leverage, although the direction is negative, with a collapse in profitability and increase in debt. The score gets to the lower boundary of the safe zone by 2023 and gets nearer to the grey area, indicating increasing financial stress and the non-trivial risk of default unless a corrective measure is implemented. There is a slight improvement in 2024 which is a sign of cost reduction and asset shrinkage but the vulnerability is there.
[bookmark: _Toc214588214]Overall financial health
It is a combination of the opinions that General Electronics has shifted in 2020, when it stood in a comparatively healthy state, to being in severe financial trouble in 2023-2024. The fundamental issues are declining revenues, consistent operating losses, declining cash generation, increasing leverage and declining working capital efficiency. The rest of the strengths are a still good gross margin, a diversified asset base, which can be restructured, and some ability to produce operating cash flows. Unless it turns around decisively, however, further erosion of equity and liquidity pressure will pose a threat to the existence of the company.
This financial profile has various implications to the various groups in a stakeholder perspective. The shareholders will be exposed to a high likelihood of further dividend limitations and likelihood of dilution in case of new equity issue to salvage the balance sheet. Lenders and trade creditors have to struggle with lower coverage ratios and longer payment cycles that might lead to stricter terms or covenants. The risk of plant closures, downsizing and renegotiation of contracts to the suppliers and employees exists should restructuring take place. It can also influence the customers in case of budget reduction in product development or decline of the quality of services provided. It is significant to identify such distributional effects, as any turnaround plan, which disregards stakeholder responses, has a low chance of being successfully implemented in practise (Brigham and Ehrhardt, 2019).

[bookmark: _Toc214588215]Working Capital Management Analysis
[bookmark: _Toc214588216]Cash operating cycle
The cash operating cycle (cash conversion cycle, CCC) measures the time between paying suppliers and collecting cash from customers. It is defined as:
CCC = Inventory days + Receivable days – Payable days (Deloof, 2003; Enqvist et al., 2014).
Table 4: Table 4. Cash conversion cycle, 2020–2024
	Metric
	2024
	2023
	2022
	2021
	2020

	Inventory days
	-103.119
	-99.783
	-131.041
	-114.519
	-100.261

	Receivable days
	105.5423
	97.74493
	75.55268
	78.39647
	76.85795

	Payable days
	-93.6017
	-64.4696
	-66.7193
	-78.9528
	-69.2904

	Cash conversion cycle (CCC)
	96.025
	62.4315
	11.23115
	42.83038
	45.8871


Source: Author’s calculations based on General Electronics financial statements.
Over the five-year period, the CCC initially lengthens due to slower inventory turnover and longer collection periods, which means cash is locked up in working capital for more days. Although inventory days improve in 2023–2024, receivable days continue to rise and payable days extend, so the overall CCC remains unfavourable. This pattern confirms that everyday working capital management has contributed materially to the firm’s liquidity stress.
[bookmark: _Toc214588217]Diagnosis of current working capital policy
First, high and volatile inventory levels suggest poor demand forecasting and weak coordination between sales, production and procurement. Inventories peaked in 2022 before being forced down later, which likely involved discounting and write-downs that further harmed profitability. 
Second, the upward trend in receivable days points to relaxed credit standards and limited collection effort. Customers are effectively using General Electronics as a free source of finance, which tightens the firm’s own cash position.
Third, increasing payable days shows that the company is stretching suppliers in order to conserve cash. In the short term this can support liquidity, but over time it threatens supplier relationships, discounts and supply reliability (Lazaridis and Tryfonidis, 2006). 
Taken together, these factors indicate that working capital is being used defensively to “plug” cash gaps, rather than being proactively optimised as a strategic lever to support profitability (Deloof, 2003). 
[bookmark: _Toc214588218]Recommended working capital reforms
A coherent working capital strategy should aim to shorten the CCC while protecting customer and supplier relationships:
· Inventory management
· Introduce sales and operations planning (S&OP) supported by rolling demand forecasts and tighter reorder points for slow moving products.
· Rationalise product lines and exit unprofitable or low-volume SKUs to reduce safety stocks and obsolescence.
· Use ABC analysis to prioritise control on high value and high variability items.
· Receivables management
· Tighten credit policies for high-risk customers, including stricter credit checks and lower limits.
· Offer early payment discounts to reliable customers and enforce late payment penalties where contracts allow.
· Implement ageing-based collection procedures, with clear escalation steps for overdue accounts.
· Payables management
· Renegotiate supplier terms to balance longer credit periods with volume commitments, rather than unilateral stretching of payments.
· Consolidate purchases with strategic suppliers to gain better prices and terms.
· Explore supply chain finance or reverse factoring programmes, enabling suppliers to be paid early by a bank while the firm retains longer terms.
These measures are expected to improve liquidity, reduce the need for short-term borrowing and enhance profitability, since many studies show that more efficient working capital management is associated with higher returns (Deloof, 2003; Enqvist et al., 2014).
[bookmark: _Toc214588219]Short term versus long term financing
Since there is a strain on cash today, the company is dependent on short term credit lines whereby it has been growing over the years. 
The short-term debt is not rigid but it introduces rollover and interest rate risks to the firm, particularly when the lenders develop nervousness about the decline in performance (Brigham and Ehrhardt, 2019). 
A more sustainable policy would be one that involves a combination of responsible management of working capital and a more gradual rebalancing towards longer term financing which is equivalent to the asset lives. Seasonal changes should be dealt with in short term lines, not to finance permanent stock or permanent losses. Under the restructuring plan below, short term borrowing should be substituted by new equity or long term debt on manageable terms, after the underlying business model is stabilised.
[bookmark: _Toc214588220]Implementation and monitoring
Working capital improvements will only be effective if they are supported by clear responsibilities, targets and monitoring mechanisms. Senior management should first translate the proposed actions into quantitative key performance indicators, such as target receivable days, inventory days, payable days and overall CCC for the next three financial years. These targets need to be realistic yet stretching and should be embedded in budgets, sales plans and procurement contracts rather than treated as a one-off project.
Responsibility for delivery should be shared across functions. Sales teams must understand that extended credit terms and uncontrolled discounting have direct cash flow consequences; their incentives should include measures related to on time collection, not just revenue. Operations and procurement managers need to own inventory and supplier-related metrics, supported by improved forecasting tools and regular stock reviews. The finance department must produce monthly dashboards that compare the actual working capital measures against the targets, indicate any exceptions and measure the cash effect of the deviations. General Electronics can strengthen the broader restructuring programme and establish a culture of financial discipline by considering working capital as a process of management and not a short-term cash grab. 

[bookmark: _Toc214588221]Strategic Financial Restructuring Plan
[bookmark: _Toc214588222]Objectives and constraints
The restructuring plan must achieve four objectives: restore profitability, secure adequate liquidity, reduce financial risk, and position the firm for sustainable growth. At the same time, it must respect constraints arising from limited cash, high leverage, potential covenant limits and the need to maintain core capabilities and brand reputation.
The analysis above shows that the crisis is driven not only by short term liquidity weaknesses but also by structural issues in cost base, asset utilisation and financing mix. An effective restructuring must therefore integrate operational, financial and strategic actions, rather than relying on a single lever such as new borrowing.
[bookmark: _Toc214588223]Operational and portfolio restructuring
Operational restructuring focuses on improving margins and asset efficiency (Brigham and Ehrhardt, 2019). Key actions should include:
· Cost reduction programme targeting overheads, duplicated functions and underperforming business units, using zero-based budgeting and benchmarking against peers.
· Rationalisation of manufacturing and distribution footprints, closing or consolidating high-cost facilities and outsourcing non-core activities where it reduces fixed costs without damaging quality.
· Product portfolio review to exit loss-making or low margin lines and focus investment on segments where the firm has clear competitive advantage.
Portfolio restructuring should consider divesting non-core or capital-intensive assets. The balance sheet shows significant investments in property, plant and equipment and intangible assets, some of which may not be critical to future strategy. Proceeds from divestments can be used to reduce debt and rebuild cash buffers, directly improving leverage and liquidity metrics.

[bookmark: _Toc214588224]Capital structure and balance sheet repair
The rising debt ratio and falling equity highlight the need to repair the capital structure. Options include:
· Equity injection from existing shareholders or strategic investors, possibly linked to governance reforms and a clear turnaround plan. New equity would absorb losses, reduce leverage and send a positive signal to creditors and suppliers.
· Debt restructuring through negotiations with lenders to extend maturities, adjust covenants and, where necessary, refinance expensive short-term debt into longer term facilities.
· Targeted use of hybrid instruments such as convertible bonds or preference shares to attract investors who seek upside participation while limiting immediate cash outflows.
[bookmark: _Toc214588225]International and ethical considerations
Being a global company, General Electronics has to cope with taxation, the impact of currency risk and inflation. This leverage and unstable cash flows expose it to the risks of interest rate and exchange rate shocks. The restructuring plan must hence:
· Where practicable, align currency of debt and currency of cash flows, to minimize translation and transaction risk.
· Financial derivatives should be used only after natural hedging which includes sourcing and production in the major sale markets.
· Pay attention to the tax considerations of assets disposal and group restructuring to ensure that the actions do not cause any unforeseen tax liability.
Ethically and as a corporate social responsibility (CSR), cost reduction and selling of assets must be carried out in a transparent manner and considering employees, suppliers and communities. Unexpected plant shutdowns or brutal payment delays will harm the brand and invite regulatory or stakeholder criticism (Gitman and Zutter, 2022). The company needs to offer decent redundancy packages, early communication with the suppliers and adhere to the labour and environmental standards. A plausible CSR position may also be used in negotiation with governments, unions and long-term investors in the turnaround.
[bookmark: _Toc214588226]Recommended restructuring package
In short, the suggested restructuring package is:
· Introduce strict cost and portfolio optimisation programme to recover operating margins.
· Sell off the non-core and underutilised assets, utilise the proceeds to settle the short-term debts and replenish the cash reserves.
· Issue new equity and renegotiate the current debt to get leverage back to reasonable levels and confidence back to lenders and suppliers.
· Integrate stricter working capital policies to decrease the time to convert cash and decrease reliance on overdrafts and credit lines.
· Enhance the risk management and CSR activities within the international operations to help in long term resilience.
When implemented jointly and followed up based on transparent financial goals, these steps will solve the causes of distress and not just symptoms.
[bookmark: _Toc214588227]Restructuring roadmap and milestones
Restructuring should be done with time as it impacts on the strategy, operations, people and financing. An effective action plan of General Electronics would start with quick win initiatives to enhance liquidity without significant disturbance, e.g., tightening discretionary expenditure, non-essential hiring freeze and immediate working capital initiatives. Simultaneously, management ought to do a comprehensive portfolio and asset analysis to pick up the divestment candidates and measure the proceeds, impairment charges and tax impacts. These measures can normally be realised after the initial six to twelve months of turnaround.
The second step would be concerned with the implementation of sales of assets, new equity injection and reprofiling of debt. This will involve systematic negotiations with the investors, banks and other creditors, which will be supported by realistic financial forecasts, including the benefits of operational and working capital gains. Severe transactions shall require board approval and in certain jurisdictions, shareholder approval. A third, longer term phase would concentrate on embedding the leaner cost base, investing selectively in growth projects such as Project C, and institutionalising stronger governance and risk management practices. Clear milestones, such as target leverage ratios, minimum interest coverage and required levels of operating cash flow, should be set for each phase so that progress can be monitored and corrective action taken early if targets are not being met.

[bookmark: _Toc214588228]Investment Appraisal and Capital Budgeting
[bookmark: _Toc214588229]Appraisal methods and assumptions
Three mutually independent projects (A, B and C) are available, with initial investments of £40m, £30m and £50m respectively and specified net cash inflows over five years. The cost of capital is 10 per cent, and straight-line depreciation to zero is assumed. 
Following standard corporate finance practice, the projects are evaluated using:
· Payback period (PBP) – time to recover initial investment from nominal cash flows.
· Accounting rate of return (ARR) – average annual accounting profit divided by initial investment.
· Net present value (NPV) – present value of future cash flows minus initial outlay.
· Profitability index (PI) – present value of inflows divided by initial investment.
· Internal rate of return (IRR) – discount rate at which NPV equals zero (Damodaran, 2012; Ross et al., 2022).
NPV and PI are preferred from a shareholder wealth perspective because they explicitly account for the time value of money and the opportunity cost of capital (Brigham and Ehrhardt, 2019). 
[bookmark: _Toc214588230]Project level appraisal results
Using the given cash flows and a 10 per cent discount rate, the following results are obtained (rounded):
Table 5: Summary of project appraisal results (10 per cent discount rate)
	Project
	NPV
	PI
	IRR
	Payback
	ARR

	A
	$1.32 
	1.03310442
	11%
	0
	0.27

	B
	($7.26)
	0.758157354
	0%
	5
	0.2

	C
	$4.23 
	1.084507392
	13%
	3.6
	0.3



Suggested structure for Table 6:
· Project A (Initial £40m; cash inflows £10m, £12m, £14m, £10m, £8m)
· Payback period: approximately 3.4 years.
· ARR: about 7 per cent (average annual profit ≈ £2.8m).
· NPV: ≈ £1.3m.
· PI: ≈ 1.03.
· IRR: ≈ 11.3 per cent.
· Project B (Initial £30m; cash inflows £6m each year)
· Payback period: 5 years.
· ARR: approximately 0 per cent, since revenues just cover depreciation.
· NPV: ≈ –£7.3m.
· PI: ≈ 0.76.
· IRR: close to 0 per cent.
· Project C (Initial £50m; cash inflows £5m, £10m, £20m, £25m, £15m)
· Payback period: 4 years.
· ARR: about 10 per cent (average annual profit ≈ £5m).
· NPV: ≈ £4.2m.
· PI: ≈ 1.08.
· IRR: ≈ 12.7 per cent.
From a purely financial perspective at a 10 per cent cost of capital, Projects A and C add value (positive NPV, PI above 1, IRR above 10 per cent), while Project B destroys value (negative NPV, PI below 1, IRR well below 10 per cent).
[bookmark: _Toc214588231]Risk profile and timing of cash flows
Projects A and C have similar lives but different risk profiles. Project A produces relatively even cash flows, while Project C is back loaded, with a significant portion of value coming from later years. This makes Project C more sensitive to forecasting errors, economic downturns or execution risk. However, Project C also generates the highest NPV and IRR, suggesting superior long term value if risks are managed effectively (Ross et al., 2022). 
Project B has the lowest risk in terms of cash flow volatility, but this stability is not helpful because returns barely cover depreciation and do not compensate for the cost of capital. Accepting Project B would worsen the firm’s already weak profitability and should be rejected.
[bookmark: _Toc214588232]Capital rationing and project selection
Under the capital rationing constraint, a maximum of £60m can be invested. This rules out any combination of two projects, because:
· A + B requires £70m.
· A + C requires £90m.
· B + C requires £80m.
The firm must therefore choose a single project. Given the financial health issues identified earlier, the ideal project should:
· Deliver a clearly positive NPV.
· Support long term recovery of profitability.
· Be consistent with the firm’s liquidity constraints.
Both Projects A and C satisfy the first two conditions, but Project C offers the highest NPV and IRR and a stronger PI. The main concern is the heavier initial outlay (£50m) and the back loaded cash flows, which could strain liquidity in the early years if working capital and leverage are not brought under control.
However, if the recommended restructuring measures are implemented, including equity injection, debt reprofiling and working capital improvements, the firm should be able to accommodate the £50m investment. In that case, Project C is the preferred choice, as it best supports a strategic turnaround and long-term value creation. Project A could be considered as a second-best option only if capital availability or risk appetite deteriorates further.
[bookmark: _Toc214588233]Justification in light of company performance
The selection of Project C is consistent with the broader financial diagnosis. The company needs projects that enhance profitability and cash generation beyond simply stabilising the current position. A high NPV, high IRR project that leverages the firm’s remaining strengths and brand can help the company move out of distress, provided it is integrated into a disciplined capital and liquidity plan. Choosing Project B would lock scarce capital into a value-destroying investment and conflict with the goal of restoring shareholder wealth.
[bookmark: _Toc214588234]Sensitivity analysis and limitations
The appraisal results are based on single point estimates of cash flows and a fixed 10 per cent discount rate. In reality, both the magnitude and timing of cash flows, as well as the appropriate required return, are uncertain. For a distressed firm such as General Electronics, small adverse changes in revenue growth, operating margins or project execution could materially reduce NPV, especially for the more back loaded Project C. Basic sensitivity checks indicate that if Project C’s annual cash flows were uniformly reduced by 10 per cent, its NPV would fall substantially but remain positive, whereas a similar shock would push Project A’s NPV closer to zero. This reinforces the conclusion that Project C has a somewhat larger “safety margin” in terms of value creation, even though its pattern of returns is more exposed to long term demand risk.
There are also limitations in the methods used. Payback and ARR ignore the time value of money and can therefore be misleading if used in isolation. NPV and IRR assume reinvestment at the discount rate or the IRR and do not explicitly account for managerial flexibility to expand, contract or abandon projects as new information emerges (Damodaran, 2012). Scenario analysis and real options techniques could provide a more nuanced view of risk and flexibility, but they are beyond the scope of this report. The recommendations should therefore be interpreted as conditional on the assumed cash flows and discount rate, and periodically revisited as the restructuring progresses and new information becomes available.


[bookmark: _Toc214588235]Conclusion
The five-year analysis of General Electronics reveals a company in financial distress, driven by declining sales, sustained operating losses, weakening cash generation and rising leverage. Liquidity remains fragile despite acceptable current ratios, because cash is tied up in receivables and inventories and short-term borrowing has increased. The Altman Z-score trajectory confirms that default risk has risen, though the firm is not yet beyond recovery.
To solve this, the report suggests that a turnaround strategy should be integrated. Short-term working capital reforms must reduce the cash conversion cycle and minimise reliance on expensive short-term funding in the short term. Simultaneously, operational and portfolio reorganisation must reduce fixed costs and re-emphasise the business on profitable areas, with the help of asset sales and rebalanced capital structure which is a combination of new equity and debt reprofiling.
In such more conservative financial structure, the company can accept Project C as the main investment, as it has the highest NPV and IRR, thus the best rationale to support long term value creation, and reject Project B and maintain Project A as a back-up plan. Provided this is implemented in an integrated and coherent manner and managed through effective financial benchmarks, this restructuring and disciplined investment, together, can bring General Electronics back to its financial stability and set it on its way to long-term global expansion.
Last but not least, one should remember that financial restructuring and investment choices are not isolated incidents but are a process of strategic renewal. Consumer electronics external environment is very competitive and technologically dynamic and additional shocks cannot be excluded. General Electronics will, hence, be required to ensure high financial discipline, revise its business plans frequently and keep on assessing new projects through rigorous appraisal methods. Provided that the management is able to maintain such discipline and to learn the lessons of the present crisis, the company will be able to end the turnaround not only financially healthier, but also stronger and more able to take advantage of the growth opportunities in the future.
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	Ratio
	2024
	2023
	2022
	2021
	2020

	Gross profit margin
	0.288680836
	0.232033
	0.280593
	0.287592
	0.286744

	Operating margin
	-0.038738449
	-0.20288
	0.026804
	0.038652
	0.060628

	Net profit margin
	-0.060851552
	-0.23365
	0.00075
	0.008811
	0.062751

	ROA
	-0.074311745
	-0.27605
	0.000807
	0.010387
	0.075588

	ROE
	-0.156944581
	-0.54906
	0.001516
	0.01921
	0.123115

	
	
	
	
	
	

	Current ratio
	46.59761722
	44.66028
	52.19083
	36.30691
	30.38139

	Quick ratio
	31.34877018
	29.4303
	30.54794
	21.82608
	19.18693

	Cash ratio
	5.146617986
	7.375949
	10.30415
	6.548891
	5.312605

	
	
	
	
	
	

	Inventory turnover
	-3.539600529
	-3.65794
	-2.78539
	-3.18725
	-3.64049

	Inventory days
	-103.1189811
	-99.783
	-131.041
	-114.519
	-100.261

	Receivable days
	105.54228
	97.74493
	75.55268
	78.39647
	76.85795

	Payable days
	-93.60170532
	-64.4696
	-66.7193
	-78.9528
	-69.2904

	Total asset turnover
	1.221197202
	1.181484
	1.076539
	1.178807
	1.20457

	
	
	
	
	
	

	Debt to equity ratio
	1.111975442
	0.989001
	0.87836
	0.849429
	0.628753

	Debt ratio
	0.526509646
	0.497235
	0.467621
	0.459292
	0.386033

	
	
	
	
	
	

	Interest coverage
	-4.551324011
	-19.6909
	6.612727
	41.08304
	26.20745

	OCF margin
	0.037535549
	0.059911
	0.020131
	0.06696
	0.119399

	Cash flow to debt ratio
	0.087060717
	0.142355
	0.046344
	0.171857
	0.372569



	Metric
	2024
	2023
	2022
	2021
	2020

	Inventory days
	-103.119
	-99.783
	-131.041
	-114.519
	-100.261

	Receivable days
	105.5423
	97.74493
	75.55268
	78.39647
	76.85795

	Payable days
	-93.6017
	-64.4696
	-66.7193
	-78.9528
	-69.2904

	Cash conversion cycle (CCC)
	96.025
	62.4315
	11.23115
	42.83038
	45.8871

	
	
	
	
	
	

	Working capital
	237290
	253055
	331563
	327860
	316085

	Working capital to sales
	0.600918
	0.601857
	0.610893
	0.544978
	0.514227





	Component
	2024
	2023
	2022
	2021
	2020

	X1 = WC / TA
	0.733839693
	0.711084
	0.65765
	0.642424
	0.619422

	X2 = RE / TA
	0.644590758
	0.653212
	0.655935
	0.647188
	0.636873

	X3 = EBIT / TA
	-0.047307286
	-0.2397
	0.028856
	0.045563
	0.073031

	X4 = Equity / Total liabilities
	0.899300436
	1.011122
	1.138486
	1.177262
	1.590449

	X5 = Sales / TA
	1.221197202
	1.181484
	1.076539
	1.178807
	1.20457

	
	
	
	
	
	

	Z-Score
	3.387698114
	2.764959
	3.562343
	3.712495
	4.034771

	Zone
	Safe
	Grey
	Safe
	Safe
	Safe



	Discount rate
	0.1
	
	
	
	

	
	
	
	
	
	

	Project A
	

	Year
	Cash flow (£m)
	Cumulative CF
	Metric
	Value
	

	0
	-40
	-40
	Payback period
	
	

	1
	10
	-30
	ARR
	0.27
	

	2
	12
	-18
	NPV (10%)
	$1.32 
	

	3
	14
	-4
	PI
	1.03310442
	

	4
	10
	6
	IRR
	11%
	

	5
	8
	14
	
	
	

	
	
	
	
	54
	

	
	
	
	
	10.8
	

	
	
	
	
	$41.32 
	

	
	
	
	
	
	

	Project B
	

	Year
	Cash flow (£m)
	Cumulative CF
	Metric
	Value
	

	0
	-30
	-30
	Payback period
	5
	

	1
	6
	-24
	ARR
	0.2
	

	2
	6
	-18
	NPV (10%)
	($7.26)
	

	3
	6
	-12
	PI
	0.75815735
	

	4
	6
	-6
	IRR
	0%
	

	5
	6
	0
	
	
	

	
	
	
	
	30
	

	
	
	
	
	6
	

	
	
	
	
	$22.74 
	

	
	
	
	
	
	

	Project C
	

	Year
	Cash flow (£m)
	Cumulative CF
	Metric
	Value
	

	0
	-50
	-50
	Payback period
	3.6
	

	1
	5
	-45
	ARR
	0.3
	

	2
	10
	-35
	NPV (10%)
	$4.23 
	

	3
	20
	-15
	PI
	1.08450739
	

	4
	25
	10
	IRR
	13%
	

	5
	15
	25
	
	
	

	
	
	
	
	75
	

	
	
	
	
	15
	

	
	
	
	
	$54.23 
	

	
	
	
	
	15
	

	
	
	
	
	0.6
	

	Project
	NPV
	PI
	IRR
	Payback
	ARR

	A
	$1.32 
	1.03310442
	11%
	0
	0.27

	B
	($7.26)
	0.758157354
	0%
	5
	0.2

	C
	$4.23 
	1.084507392
	13%
	3.6
	0.3



