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[bookmark: _Toc216755944]Introduction 
This report evaluates the financial condition and strategic recovery prospects of General Electronics over the period 2020–2024 using established financial management frameworks. The primary focus is to assess the firm’s financial health through ratio analysis, cash flow evaluation, working capital management, and corporate failure prediction, before developing informed strategic and investment recommendations. Financial statement analysis remains a cornerstone of corporate decision-making, as it enables stakeholders to diagnose profitability, liquidity, efficiency, and solvency risks using systematic and comparable measures (Atrill & McLaney, 2017; Berk & DeMarzo, 2020). The background to this analysis is General Electronics’ sustained revenue decline, deteriorating profitability, and rising leverage, which raise concerns regarding long-term financial sustainability despite the absence of immediate bankruptcy risk. Accordingly, the objectives of this report are threefold: first, to evaluate historical financial performance and distress risk; second, to assess the effectiveness of working capital management; and third, to appraise strategic restructuring and capital investment options capable of restoring value and financial resilience.



[bookmark: _Toc216755945]1.0 Financial Health Check of General Electronics (2020–2024)
[bookmark: _Toc216755946]1.1 Introduction and scope of analysis
This section evaluates the financial health of General Electronics over the five-year period from 2020 to 2024 using the consolidated income statement, statement of financial position, and cash flow statement provided in the assignment brief. The analysis assesses profitability, liquidity, efficiency, gearing, investment performance, and cash flow strength through systematic ratio analysis. All ratio calculations strictly follow the formulae provided in the supplied ratio formula sheet, and all numerical inputs are drawn directly from the dataset in the brief. To assess financial distress risk, the Altman Z-Score model for manufacturing firms is applied. Detailed ratio calculations are presented in Appendix A (Tables A1–A7), while this section focuses on interpretation, trends, strengths, and risks (Atrill & McLaney, 2017; Berk & DeMarzo, 2020).
[bookmark: _Toc216755947]1.2 Overall financial performance trends
General Electronics experienced a significant contraction in revenue over the review period, with net sales declining from £614,680 million in 2020 to £394,879 million in 2024. This sustained fall indicates prolonged demand weakness rather than a short-term cyclical downturn. As shown in Appendix A, Table A1, gross profit margins remained relatively resilient, fluctuating between 23.2 percent and 28.9 percent. However, operating and net profitability deteriorated sharply after 2021. Operating income turned negative in 2023 and remained negative in 2024, reflecting an inability to align operating costs with declining revenues. Net income followed the same trajectory, moving from a net margin of 6.28 percent in 2020 to losses exceeding 23 percent of sales in 2023. This divergence between stable gross margins and collapsing net performance highlights structural inefficiencies in overhead and operating cost management.
[bookmark: _Toc216755948]1.3 Profitability analysis
Profitability ratios evaluate the firm’s capacity to generate earnings from sales, assets, and equity. Appendix A, Table A1 shows that gross profit margin remained consistently strong, above 28 percent in most years, suggesting that product pricing and direct cost control remained effective despite declining sales. However, operating profit margin fell sharply from 6.06 percent in 2020 to negative 20.29 percent in 2023, before improving slightly but remaining negative in 2024. This reflects escalating operating expenses relative to revenue.
Net profit margin mirrored this deterioration, falling from 6.28 percent in 2020 to negative 6.09 percent in 2024. Return on assets declined from 7.56 percent in 2020 to negative values in the final two years, indicating a severe erosion in asset productivity. Return on equity deteriorated even more sharply, falling from 12.31 percent to negative 15.69 percent by 2024. This pattern indicates that shareholders absorbed a disproportionate share of performance deterioration, consistent with declining earnings and shrinking equity (Keown et al., 2024).
[bookmark: _Toc216755949]1.4 Liquidity analysis
Liquidity ratios assess the firm’s ability to meet short-term obligations. As reported in Appendix A, Table A2, the current ratio remained above 1 throughout the period, declining from 1.82 in 2020 to 1.53 in 2024. While this indicates that current assets continued to exceed current liabilities, the downward trend signals a gradual weakening of short-term financial buffers.
The quick ratio declined from 1.15 in 2020 to just above 1.0 in 2024, demonstrating increasing reliance on inventory to support liquidity. This is a concern in the electronics sector, where inventory can become obsolete rapidly. The cash ratio fell more sharply, from 0.32 to 0.17 over the same period, indicating that immediate liquidity increasingly depended on receivables rather than cash holdings. Although no immediate liquidity crisis is evident, the declining trend heightens exposure to short-term shocks (Atrill & McLaney, 2017).
[bookmark: _Toc216755950]1.5 Efficiency and working capital analysis
Efficiency ratios assess how effectively assets and working capital are utilised. Appendix A, Table A3 shows that asset turnover declined from 1.20 in 2020 to 1.08 in 2022 before recovering to 1.22 in 2024. This recovery reflects aggressive asset reduction rather than improved sales performance. Fixed asset turnover increased steadily from 7.04 to 11.54 over the period, indicating that the remaining asset base was used more intensively following divestments and write-downs.
Receivable days increased significantly, rising from 76.86 days in 2020 to over 105 days in 2024, signaling deteriorating credit control and slower customer collections. Inventory days peaked at 131 days in 2022 before declining to approximately 103 days in 2024. While this reduction suggests active inventory management, it coincided with declining sales volumes, implying that inventory improvements were partly demand-driven rather than efficiency-led.
[bookmark: _Toc216755951]1.6 Gearing and leverage analysis
Gearing ratios highlight financial risk arising from debt usage. Appendix A, Table A4 shows that interest coverage was strong in the early years, exceeding 26 times in 2020 and 41 times in 2021. However, it collapsed in 2023 and 2024 as EBIT turned negative, indicating that operating earnings were insufficient to meet interest obligations. This substantially increased financial risk.
The debt-to-equity ratio rose steadily from 0.63 in 2020 to 1.11 in 2024, reflecting declining equity rather than excessive new borrowing. The equity multiplier increased from 1.63 to 2.11, confirming rising financial leverage and heightened exposure for shareholders. Although total liabilities declined slightly after 2022, equity erosion magnified overall gearing risk (Berk & DeMarzo, 2020).
[bookmark: _Toc216755952]1.7 Investment and market-based ratio analysis
Investment ratios reflect shareholder returns and market perceptions. Market-based ratios are calculated using an assumed market price per share of £120, applied consistently across all years for academic transparency. Appendix A, Table A5 shows that earnings per share declined sharply from £2.78 in 2020 to negative values in 2023 and 2024. As a result, the price–earnings ratio became not meaningful in loss-making years, which typically signals elevated investment risk.
Return on equity based on operating income declined from 11.89 percent in 2020 to negative 9.99 percent in 2024. This reinforces evidence that shareholder value creation deteriorated significantly over the period, driven by falling profitability and reduced equity levels (Keown et al., 2024).
[bookmark: _Toc216755953]1.8 Cash flow analysis
Cash flow ratios provide insight beyond accrual-based profitability. As shown in Appendix A, Table A6, the operating cash flow ratio declined from 0.41 in 2020 to 0.09 in 2024, indicating a reduced ability to cover short-term liabilities through operating cash generation. The cash flow to debt ratio also weakened, falling from 0.37 to 0.09 over the period.
Despite these declines, operating cash flows remained positive in all years, distinguishing General Electronics from firms experiencing immediate cash insolvency. However, cash flow margins fell sharply after 2020, highlighting diminishing cash conversion efficiency and rising solvency risk if losses persist.
[bookmark: _Toc216755954]1.9 Corporate failure prediction using the Altman Z-Score
The Altman Z-Score model is applied using the manufacturing firm formulation. Appendix A, Table A7 shows that General Electronics maintained Z-Scores well above the distress threshold of 1.81 throughout the period, with values ranging between 6.26 and 7.76. According to Altman (1968), scores above 2.99 indicate a low probability of bankruptcy.
Although profitability and liquidity deteriorated, the consistently high Z-Scores reflect strong retained earnings relative to assets and a high market value of equity compared to liabilities. This suggests that, despite operational weakness, General Electronics did not face immediate bankruptcy risk during the period. However, the sustainability of this position depends on restoring profitability.
[bookmark: _Toc216755955]1.10 Strengths, weaknesses, and risk outlook
The analysis identifies several strengths, including resilient gross margins, positive operating cash flows, and consistently strong Altman Z-Scores indicating low short-term default risk. However, these strengths are outweighed by material weaknesses such as declining revenues, persistent operating losses, weakening liquidity, deteriorating interest coverage, rising leverage, and slower receivables collection. Overall, while General Electronics remained solvent during 2020–2024, its financial health weakened substantially, underscoring the need for strategic cost restructuring, revenue stabilisation, and tighter working capital control.
[bookmark: _Toc216755956]1.11 Overall Summary
Between 2020 and 2024, General Electronics experienced declining revenues and severe profitability deterioration despite stable gross margins. Liquidity and cash flow positions weakened gradually, while leverage increased due to equity erosion. Although Altman Z-Scores indicate low immediate bankruptcy risk, continued losses threaten long-term financial sustainability unless corrective strategic and financial measures are implemented.
[bookmark: _Toc216755957]2.0 Working Capital Management Analysis
[bookmark: _Toc216755958]2.1 Introduction
This section evaluates the working capital management of General Electronics over the period 2020 to 2024 using the financial dataset provided in the assignment brief and the ratio outcomes reported in Appendix A. The analysis focuses on the cash operating cycle, identifies weaknesses in working capital efficiency, and proposes reforms to improve liquidity. In addition, a comparison of short term and long-term financing options is presented to support sustainable working capital funding decisions. Supporting calculations are provided in Appendix B.

[bookmark: _Toc216755959]2.2 Assessment of the cash operating cycle
The cash operating cycle measures the time taken to convert cash invested in operations back into cash inflows and is a key indicator of short-term liquidity efficiency. It is calculated as receivables days plus inventory days minus payables days (Atrill & McLaney, 2017).
As shown in Appendix B, Table B1, receivables days increased materially from 76.86 days in 2020 to 105.54 days in 2024, indicating progressively weaker credit control and slower customer collections. This trend ties directly to the deterioration in liquidity ratios observed in Appendix A, Table A2, particularly the decline in the cash ratio from 0.32 to 0.17. Inventory days were volatile, peaking at 131.04 days in 2022 before declining to approximately 103 days in 2024. While this reduction suggests some improvement in inventory management, it coincided with declining sales volumes, implying that inventory reduction was partly demand driven rather than efficiency driven.
Trade payables days, calculated using trade payables disclosed in the dataset and cost of sales, remained relatively stable at around 65 to 70 days over the period, as shown in Appendix B, Table B1. This stability indicates that suppliers were not used aggressively as a source of short-term financing. Combining these components, the cash operating cycle lengthened from approximately 112 days in 2020 to over 138 days in 2024. A lengthening cycle implies that more cash was tied up in working capital for longer periods, placing additional pressure on liquidity.
[bookmark: _Toc216755960]2.3 Implications for liquidity and operational risk
The extended cash operating cycle has several adverse implications. First, slower receivables collection increases exposure to bad debts and raises financing needs during periods of revenue decline. Second, high inventory holding periods increase storage costs and obsolescence risk, particularly in the electronics sector where product life cycles are short (Berk & DeMarzo, 2020). Third, the absence of extended payables financing limits the firm’s ability to offset weaknesses elsewhere in the cycle. Together, these factors help explain the declining operating cash flow ratios observed in Appendix A, Table A6.
[bookmark: _Toc216755961]2.4 Recommended working capital reform strategies
To improve liquidity, General Electronics should prioritise receivables management reform. This includes tightening credit assessment procedures, segmenting customers by risk, and offering early payment discounts to accelerate cash inflows. Empirical evidence suggests that improved receivables governance can materially reduce the cash conversion cycle without harming sales (Deloof, 2003).
Inventory management should also be strengthened through demand forecasting, just in time replenishment, and greater use of data analytics to align stock levels with actual sales patterns. Industry studies show that technology enabled inventory optimisation can reduce inventory days by 15 to 25 percent in manufacturing firms (McKinsey & Company, 2023).
On the payables side, General Electronics should renegotiate supplier terms where possible, particularly with large and financially resilient suppliers. Extending payment terms modestly, without damaging supplier relationships, would help offset long receivables cycles and reduce reliance on external financing.
[bookmark: _Toc216755962]2.5 Comparison of Short term versus long term financing options
Working capital deficits can be financed using either short term or long-term funding sources. Short term financing options include bank overdrafts, revolving credit facilities, and commercial paper. These instruments are flexible and typically carry lower nominal costs, but they expose the firm to refinancing risk, particularly when profitability is weak (Keown et al., 2024).
Long term financing options include term loans and bond issuance. While these instruments carry higher interest costs, they provide funding stability and reduce rollover risk. Given General Electronics’ declining interest coverage in 2023 and 2024, excessive reliance on short term debt would heighten liquidity risk. A balanced approach is therefore recommended, where core working capital requirements are financed with longer term funds, while seasonal fluctuations are managed through short term facilities.
[bookmark: _Toc216755963]2.6 Overall evaluation
Overall, General Electronics’ working capital management weakened between 2020 and 2024, as evidenced by a lengthening cash operating cycle and declining liquidity ratios. While the firm remained solvent, inefficient working capital practices amplified liquidity pressure during a period of declining profitability. Implementing targeted reforms in receivables, inventory, and payables management, combined with a prudent financing mix, would materially strengthen short term financial resilience.
[bookmark: _Toc216755964]3.0 Strategic Financial Restructuring Plan
[bookmark: _Toc216755965]3.1 Objectives and constraints
The restructuring plan’s primary objectives are to (a) restore sustainable profitability, (b) stabilise liquidity and reduce rollover risk, (c) rebalance capital structure to acceptable leverage levels, and (d) preserve operational flexibility to support recovery. Any recommended actions must respect legal and ethical obligations to employees, suppliers, customers and wider stakeholders while remaining feasible given the firm’s market position and the deteriorated operating performance.
[bookmark: _Toc216755966]3.2 Recommended restructuring options (prioritised)
Based on the firm’s financial profile (declining sales, negative operating income in 2023–24, stretched working capital and rising leverage), a combination of three coordinated measures is recommended: selective divestiture, equity injection combined with debt re-profiling, and a targeted strategic alliance or merger at the business-unit level.
[bookmark: _Toc216755967]Option A: Selective divestiture of non-core assets and underperforming units
Rationale: Divestitures generate cash, allow management to focus on core profitable activities and can immediately reduce operating losses and asset carrying costs (Sudarsanam, 2003; Gaughan, 2017). Given declining PPE and intangible trends in the balance sheet, management should identify non-core product lines, underperforming geographic operations, or real estate holdings for sale.
Execution: Establish a divestiture taskforce to value units on an ex-ante basis, prepare sale documentation, and run an accelerated but market-tested sale process. Prioritise transactions that (i) yield quick cash, (ii) remove recurring losses, and (iii) have minimal strategic value. Use auction processes to maximise proceeds.
Impact: Proceeds reduce net debt and improve liquidity metrics (operating cash flow to debt; Appendix C will show pro-forma debt ratios). Divestiture may be earnings-accretive if the sold units are loss-making after allocation of central costs. However, divestiture reduces scale and may lower long-term revenue potential, his trade-off is acceptable when core profitability and solvency are at risk (Servaes, 1991).
[bookmark: _Toc216755968]Option B: Equity injection combined with debt re-profiling (rights issue plus covenant renegotiation)
Rationale. Weak ROE, declining equity and rising debt/equity (Section 1) require capital reinforcement. A rights issue or strategic equity placement injects capital, reduces leverage, and restores creditor confidence; simultaneous debt re-profiling reduces near-term cash outflows (Jensen, 1986; Modigliani & Miller, 1958, adjusted for real markets).
Execution. Target an equity raise sized to reduce pro-forma debt to capital to a tolerable band such as reduce debt-to-capital by 10–15 percentage points. Propose a rights offering to existing shareholders first, supplemented by strategic investors if uptake is insufficient. Concurrently, negotiate with bank lenders to convert a portion of short-term lines to term facilities and extend maturities; consider covenant forbearance tied to the restructuring plan and performance milestones. Appendix C will provide a sample pro-forma showing the impact of a £22,966m injection 15% of 2024 equity on debt/equity and EPS dilution.
Impact. Equity infusion strengthens the balance sheet, reduces bankruptcy risk perceptions, and lowers effective leverage. It dilutes existing shareholders but preserves going-concern value relative to forced distress or fire sales. Debt re-profiling reduces refinancing risk and interest coverage pressure, improving operational flexibility (Kay, 2005; Brander & Lewis, 1986).
[bookmark: _Toc216755969]Option C: Strategic merger, joint venture or asset swap for scale and capability
Rationale: A merger or JV with a complementary firm can restore scale economies, broaden distribution and share R&D costs which is critical in consumer electronics where scale and product cycles matter (Sudarsanam, 2003; Gaughan, 2017).
Execution: Pursue bolt-on acquisitions or a joint venture with a stronger regional player to gain market share and distribution in specific markets. Prefer structured transactions (asset-purchase, revenue-sharing JV) that limit cash outlay and align incentives. Perform strict due diligence on synergies and integration costs.
Impact: If value-creating synergies are realised, shareholder value improves through higher future cash flows; however, M&A entails execution risk and potential short-term cash demands. A JV preserves balance sheet flexibility while delivering strategic benefits (Mulherin & Boone, 2000).
[bookmark: _Toc216755970]3.3 Evaluating impact on shareholder value, debt structure and operational flexibility
· Shareholder value: Divestiture and debt reduction are generally value-preserving for equity holders in distressed situations because they lower bankruptcy risk and avoid value destructive fire sales. An equity injection dilutes existing owners but can be net-positive if it prevents insolvency and supports a sustainable recovery (Gompers et al., 2010). A well-executed merger/JV can be value-accretive if synergies exceed transaction and integration costs (Sudarsanam, 2003).
· Debt structure: Proceeds from divestiture and equity infusion would materially reduce leverage ratios and improve interest coverage; debt re-profiling lengthens maturities and reduces rollover risk. Appendix C provides numerical pro-formas demonstrating improvements in debt-to-equity and interest coverage under the proposed package.
· Operational flexibility: Divestitures can sharpen managerial focus and free cash for core operations but reduce scale. Equity capital supports capex and working capital needs, restoring flexibility. M&A/JV can expand capability but requires management bandwidth; therefore, timing and scope must be conservative and staged.
[bookmark: _Toc216755971]3.4 International and ethical considerations
· Taxation: Cross-border divestitures and capital injections must be structured to minimise adverse tax outcomes while complying with transfer pricing and anti-avoidance rules. Use tax rulings and local counsel to reduce withholding taxes on repatriated proceeds without aggressive tax avoidance (OECD BEPS guidance).
· Currency risk and inflation: Restructuring must consider currency mismatches. Hedging strategies (forwards, natural hedges via local financing) should be applied for material exposures. Inflation-linked cost pressures require scenario planning in the financial model (IMF, 2022).
· CSR and workforce impact: Divestitures and cost restructuring have social impacts; transparent stakeholder engagement, fair severance policies, and redeployment assistance reduce reputational and regulatory risk (Freeman et al., 2010). Ethical restructuring emphasises long-term employment prospects and environmental compliance where asset sales include manufacturing sites.
· Governance: Bring independent directors and creditor representatives into oversight (advisory committee) during the implementation phase to improve transparency and alignment with minority shareholders and bondholders (Klein, 2017).
[bookmark: _Toc216755972]3.5 Implementation roadmap and metrics
Phase 1 (0–3 months): Immediate liquidity measures—negotiate short-term debt forbearance, launch divestiture of top two non-core assets, and set up investor roadshow for rights issue.
Phase 2 (3–9 months): Close divestitures, execute equity raise, complete debt re-profiling, and initiate targeted JV discussions. Phase 3 (9–24 months): Integration, capex for core product lines, operational KPIs (working capital days, interest coverage >3x, debt to capital <50%), and sustainability metrics (employee outcomes, environmental compliance). Success metrics are reported monthly to the board and quarterly to lenders.
[bookmark: _Toc216755973]4.0 Investment Appraisal and Capital Budgeting of General Electronics
[bookmark: _Toc216755974]4.1 Introduction
Capital budgeting decisions are particularly critical for firms experiencing financial distress, as inappropriate investment choices can intensify liquidity pressure and accelerate value erosion. As established in Sections 1–3 of this report, General Electronics has experienced declining profitability, weakening liquidity ratios, deteriorating interest coverage, and an elevated probability of financial distress as indicated by the Altman Z-Score. Against this backdrop, investment appraisal must prioritise value creation, early cash recovery, and risk mitigation.
This section evaluates three proposed investment projects using five standard capital budgeting techniques: Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR). These methods collectively assess liquidity impact, accounting performance, discounted value creation, capital efficiency, and risk-adjusted returns (Atrill and McLaney, 2017; Berk and DeMarzo, 2020). A final investment recommendation is made under a capital rationing constraint of £60 million, explicitly justified with reference to General Electronics’ financial performance and project-specific risk characteristics. Detailed calculations are provided separately in Appendix D.
[bookmark: _Toc216755975]4.2 Project Details and Assumptions
Three mutually exclusive projects are evaluated, each with a five-year life and distinct cash flow profiles. The discount rate is set at 10 percent, reflecting a conservative estimate of the firm’s cost of capital given its increased leverage and declining operating profitability identified earlier. Straight-line depreciation to zero is assumed, and all net cash inflows are treated as post-tax, consistent with the assignment brief.
Capital rationing restricts total investment expenditure to £60 million, reflecting the firm’s constrained liquidity position and limited capacity to raise additional finance without increasing financial risk.
[bookmark: _Toc216755976]4.3 Payback Period (PBP)
The Payback Period measures the time required to recover the initial investment from cumulative cash inflows. Although it ignores the time value of money and post-payback returns, PBP is relevant for firms with liquidity constraints, such as General Electronics, whose cash ratios and operating cash flow coverage have deteriorated in recent years.
Based on cumulative cash flow analysis (Appendix D, Table D1), Project A achieves payback in approximately 3.4 years, Project C in around 3.6 years, while Project B requires the full five-year project life. From a liquidity perspective, Projects A and C are preferable to Project B, as they return capital more quickly, reducing exposure to prolonged cash lock-in. However, reliance on PBP alone would be inappropriate given its failure to account for value creation beyond the payback point.
[bookmark: _Toc216755977]4.4 Accounting Rate of Return (ARR)
ARR assesses average annual accounting profit relative to initial investment and provides insight into the impact of projects on reported profitability. This is relevant for General Electronics, which has reported operating losses in recent years and faces pressure to restore earnings credibility with investors and lenders.
As shown in Appendix D, Project C produces the highest ARR at approximately 10 percent, followed by Project A at around 7 percent. Project B generates an ARR of zero, as annual cash inflows merely offset depreciation. These results indicate that Project C is most supportive of profitability recovery, while Project B contributes nothing to earnings improvement. However, ARR’s reliance on accounting profit and its neglect of timing effects limit its usefulness as a primary decision tool.
[bookmark: _Toc216755978]4.5 Net Present Value (NPV)
Net Present Value is the most theoretically robust appraisal technique, as it directly measures the contribution of a project to shareholder wealth by discounting future cash flows at the required rate of return (Berk and DeMarzo, 2020).
Discounted cash flow analysis at 10 percent (Appendix D, Table D2) shows that Project C generates a substantial positive NPV of approximately £21.28 million. Project A yields a modest positive NPV of £1.92 million, while Project B produces a slightly negative NPV. These results indicate that only Projects A and C create value, with Project C overwhelmingly dominant.
Given General Electronics’ declining equity base and elevated distress risk, prioritising projects with strong positive NPVs is essential to stabilise firm value and restore financial resilience.
[bookmark: _Toc216755979]4.6 Profitability Index (PI)
The Profitability Index measures value creation per pound invested and is particularly useful under capital rationing conditions (Peterson and Fabozzi, 2019). As shown in Appendix D, Project C achieves a PI of 1.426, significantly higher than Project A’s marginal PI of 1.048. Project B’s PI is below unity, confirming that it destroys value.
[bookmark: _Toc216755980]Under capital constraints, Project C clearly dominates, as it maximises both absolute and relative value creation. This is especially important for General Electronics, which lacks the financial flexibility to fund multiple projects or absorb poor investment outcomes.
4.7 Internal Rate of Return (IRR)
The Internal Rate of Return represents the discount rate at which NPV equals zero and is often used as a proxy for risk-adjusted return. IRR estimates (Appendix D, Table D3) show that Project C achieves an IRR of approximately 28.6 percent, far exceeding the 10 percent cost of capital. Project A’s IRR marginally exceeds the hurdle rate, while Project B’s IRR falls below it.
The large margin by which Project C’s IRR exceeds the cost of capital provides a substantial buffer against forecasting errors, cost overruns, or adverse market conditions—an important consideration given General Electronics’ fragile financial position.
[bookmark: _Toc216755981]4.8 Capital Rationing and Project Selection
With a maximum investment capacity of £60 million, General Electronics cannot undertake more than one project. Any combination of two projects exceeds the capital constraint. Consequently, the firm must select the single project that best supports value creation, liquidity recovery, and financial stability.
Project C, with an initial investment of £50 million, is the only project that fits within the capital limit while delivering superior performance across NPV, PI, ARR, and IRR. Projects A and B either offer insufficient value creation or fail to meet minimum return thresholds.
[bookmark: _Toc216755982]4.9 Justification Based on Financial Performance and Project Risk Characteristics
The recommendation to select Project C is strongly justified when evaluated against General Electronics’ financial performance and the risk characteristics of the projects.
Financial Performance Alignment: Sections 1–3 of this report identified declining profitability, weakening liquidity ratios, deteriorating interest coverage, and a movement into the Altman Z-Score distress zone. These conditions imply that General Electronics cannot afford investments with marginal returns or long capital recovery periods. Project C’s strong NPV and high IRR directly address the firm’s need to rebuild shareholder value and improve long-term profitability. Although its initial outlay is larger than Project A or B, its superior discounted returns provide a stronger foundation for financial recovery.
From a liquidity perspective, Project C generates increasingly strong cash inflows from Year 3 onwards, supporting future operating cash flows and reducing reliance on external financing. In contrast, Project B’s flat and modest inflows offer limited support to liquidity restoration, while Project A’s returns are insufficiently strong to materially alter the firm’s financial trajectory.
Project Risk Characteristics:  Project risk is assessed primarily through cash flow timing, volatility, and margin of safety. Project B exhibits low volatility but also low returns, resulting in value destruction once the cost of capital is considered. Project A presents moderate volatility but offers only marginal value creation, leaving little buffer against downside risk.
Project C displays higher variability in annual cash flows; however, this risk is compensated by significantly higher returns, as evidenced by its NPV and IRR. The substantial excess of IRR over the discount rate provides resilience against adverse deviations in cash flow forecasts. In risk–return terms, Project C offers the most favourable trade-off, particularly important for a firm already exposed to financial distress risk.
[bookmark: _Toc216755983]4.10 Summary
This section evaluated three proposed investment projects for General Electronics using PBP, ARR, NPV, PI, and IRR under a capital rationing constraint. While Payback Period and ARR provide useful supplementary insights, value-based techniques clearly identify Project C as the optimal investment.
Project C delivers the highest NPV, the strongest profitability index, and an IRR substantially above the required rate of return, while remaining within the £60 million capital constraint. Crucially, it aligns with General Electronics’ need to restore profitability, strengthen liquidity, and manage risk during a period of financial vulnerability. Accordingly, Project C is recommended as the most financially viable and strategically appropriate investment to support the firm’s turnaround strategy.
[bookmark: _Toc216755984]5.0 Conclusion 
This report has provided a comprehensive financial and strategic assessment of General Electronics over the 2020–2024 period. Ratio and cash flow analysis revealed a firm under increasing pressure, characterised by declining revenues, persistent operating losses, weakening liquidity, deteriorating interest coverage, and rising leverage driven by equity erosion. Although Altman Z-Score results indicate a low short-term probability of bankruptcy, continued losses pose a significant threat to long-term sustainability. Weak working capital efficiency further amplified liquidity risk during the downturn. In response, a structured financial restructuring plan and a rigorous capital budgeting evaluation were developed. Among the proposed investment options, Project C emerged as the most financially viable under capital rationing, offering superior value creation, stronger cash flow recovery, and a favourable risk–return profile. Overall, the analysis demonstrates that restoring profitability, improving liquidity discipline, and prioritising high-NPV investments are essential for stabilising General Electronics’ financial position and supporting a credible turnaround strategy in a challenging operating environment.
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[bookmark: _Toc216755986]7.0 Appendices
[bookmark: _Toc216755987]Appendix A: Detailed Ratio Calculations
[bookmark: _Toc216755988][bookmark: _Hlk216756620]Table A1: Profitability Ratios (2020–2024)
Gross profit margin = Gross profit / Net sales
Operating profit margin = Operating income / Net sales
Net profit margin = Net income / Net sales
Return on capital employed = EBIT / (Total assets – Current liabilities)
Five-year numerical calculations presented below for each ratio: 
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Gross Profit Margin
	Gross Profit / Net Sales
	28.67%
	28.76%
	28.06%
	23.20%
	28.87%

	Operating Profit Margin
	Operating Income / Net Sales
	6.06%
	3.87%
	2.68%
	−20.29%
	−3.87%

	Net Profit Margin
	Net Income / Net Sales
	6.28%
	0.88%
	0.08%
	−23.36%
	−6.09%

	Return on Assets (ROA)
	Net Income / Total Assets
	7.56%
	1.04%
	0.08%
	−27.60%
	−7.43%

	Return on Equity (ROE)
	Net Income / Shareholders’ Equity
	12.31%
	1.92%
	0.15%
	−54.91%
	−15.69%


[bookmark: _Toc216755989]Table 1: Profitability Ratio (Self-Prepared)

Figure 1: Profitability Ratio Comparison (Self-Prepared)
Table A2: Liquidity Ratios (2020–2024)
Current ratio = Current assets / Current liabilities
Quick ratio = (Current assets – Inventories) / Current liabilities
Cash ratio = Cash and cash equivalents / Current liabilities
Five-year numerical calculations presented below: 
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Current Ratio
	Current Assets / Current Liabilities
	1.82
	1.56
	1.56
	1.61
	1.53

	Quick Ratio
	(Current Assets − Inventory) / Current Liabilities
	1.15
	0.93
	0.91
	1.06
	1.03

	Cash Ratio
	Cash and Cash Equivalents / Current Liabilities
	0.32
	0.28
	0.31
	0.27
	0.17


[bookmark: _Toc216755990]Table 2: Liquidity Ratio (Self-Prepared)








Figure 2: Liquidity Ratio Comparison (Self-Prepared)
Table A3: Efficiency Ratios (2020–2024)
Asset turnover = Net sales ÷Total assets
Fixed asset turnover = Net sales ÷Property, plant and equipment
Receivable’s days = (Accounts receivable ÷Net sales) × 365
Inventory days = (Inventories ÷Cost of sales) × 365
Five-year numerical calculations presented here below: 
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Asset Turnover
	Net Sales / Total Assets
	1.20
	1.18
	1.08
	1.18
	1.22

	Fixed Asset Turnover
	Net Sales / Property, Plant and Equipment
	7.04
	8.06
	8.64
	9.42
	11.54

	Receivables Days
	(Trade Receivables / Net Sales) × 365
	76.86
	78.40
	75.55
	97.74
	105.54

	Inventory Days
	(Inventory / Cost of Sales) × 365
	100.26
	114.52
	131.04
	99.78
	103.12


[bookmark: _Toc216755991]Table 3: Efficiency Ratio (Self-Prepared)

Figure 3: Efficiency Ratio Comparison (Self-Prepared)
Table A4: Gearing Ratios (2020–2024)
Interest coverage ratio = EBIT / Interest expense
Debt to equity ratio = Total liabilities / Shareholders’ equity
Debt to capital ratio = Total liabilities / (Total liabilities + Shareholders’ equity)
Equity multiplier = Total assets / Shareholders’ equity
Five-year numerical calculations presented below: 
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Interest Coverage Ratio
	EBIT / Interest Expense
	26.21
	41.08
	6.61
	−19.70
	−4.55

	Debt to Equity Ratio
	Total Liabilities / Shareholders’ Equity
	0.63
	0.85
	0.88
	0.99
	1.11

	Debt to Capital Ratio
	Total Liabilities / (Debt + Equity)
	0.39
	0.46
	0.47
	0.50
	0.53

	Equity Multiplier
	Total Assets / Shareholders’ Equity
	1.63
	1.85
	1.88
	1.99
	2.11


[bookmark: _Toc216755992]Table 4: Gearing Ratios (Self-Prepared)

Figure 4: Gearing Ratios Comparison (Self-Prepared)
Table A5: Investment Ratios (2020–2024)
Earnings per share = Net income / Shares outstanding
Price to earnings ratio = Market price per share / Earnings per share
Return on equity = Net income / Shareholders’ equity
Return on assets = Net income / Total assets
Assumed market price per share: £120
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Earnings per Share (EPS) (£)
	Net Income / Shares Outstanding
	2.78
	0.39
	0.03
	−7.64
	−1.85

	Price–Earnings Ratio
	Market Price per Share / EPS
	43.17
	304.81
	3,745.36
	Not meaningful
	Not meaningful

	Return on Equity (ROE)
	EBIT / Shareholders’ Equity
	11.89%
	8.43%
	5.42%
	−47.68%
	−9.99%


Table 5: Investment Ratios (Self-Prepared)

Figure 5: Investment Ratios Comparison (Self-Prepared)



[bookmark: _Toc216755993]Table A6: Cash Flow Ratios (2020–2024)
Operating cash flow ratio = Operating cash flow / Current liabilities
Cash flow to debt ratio = Operating cash flow / Total liabilities
Cash flow margin = Operating cash flow / Net sales
Five-year numerical calculations presented below: 
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Operating Cash Flow Ratio
	Operating Cash Flow / Current Liabilities
	0.41
	0.19
	0.05
	0.16
	0.09

	Cash Flow to Debt Ratio
	Operating Cash Flow / Total Liabilities
	0.37
	0.17
	0.05
	0.14
	0.09

	Cash Flow Margin
	Operating Cash Flow / Net Sales
	11.94%
	6.70%
	2.01%
	5.99%
	3.75%


[bookmark: _Toc216755994]Table 6: Cash Flow Ratios (Self-Prepared)

Figure 6: Cash Flow Ratios Comparison (Self-Prepared)

Table A7: Altman Z-Score Calculation (2020–2024)
Z = 1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X5
Component values and final Z-Score for each year are presented below: 
	Component
	Formula
	2020
	2021
	2022
	2023
	2024

	X1
	(Current Assets − Current Liabilities) / Total Assets
	0.29
	0.24
	0.24
	0.27
	0.26

	X2
	Retained Earnings / Total Assets
	0.64
	0.65
	0.66
	0.65
	0.64

	X3
	EBIT / Total Assets
	0.07
	0.05
	0.03
	−0.24
	−0.05

	X4
	Market Value of Equity / Total Liabilities
	8.46
	6.89
	6.47
	8.72
	9.13

	X5
	Net Sales / Total Assets
	1.20
	1.18
	1.08
	1.18
	1.22

	Altman Z-Score
	Weighted Sum
	7.76
	6.65
	6.26
	6.87
	7.76


[bookmark: _Toc216755995]Appendix B: Working Capital Calculations
[bookmark: _Toc216755996]Table B1: Cash Operating Cycle Components (Days)
Receivables days = (Trade receivables / Net sales) × 365 
Inventory days = (Inventory / Cost of sales) × 365 
Payables days = (Trade payables / Cost of sales) × 365 
Cash operating cycle = Receivables days + Inventory days − Payables days
	Year
	Receivables Days
	Inventory Days
	Payables Days
	Cash Operating Cycle

	2020
	76.86
	100.26
	65.00
	112.12

	2021
	78.40
	114.52
	66.00
	126.92

	2022
	75.55
	131.04
	68.00
	138.59

	2023
	97.74
	99.78
	69.00
	128.52

	2024
	105.54
	103.12
	70.00
	138.66


Note: Payable’s days are calculated using trade payables reported in the dataset and cost of sales. Values are rounded to two decimal places.
[bookmark: _Toc216755997]Appendix C: Pro‑Forma Financial Restructuring Workings
Appendix C presents detailed Excel‑style workings to support the Strategic Financial Restructuring Plan. The calculations build directly on the 2024 financial position of General Electronics and apply the restructuring assumptions outlined in Section 3.
[bookmark: _Toc216755998]Key restructuring assumptions
· Equity injection through rights issue: £22,966 million (approximately 15 percent of 2024 shareholders’ equity). 
· Selective divestiture proceeds: £10,000 million, applied fully to debt reduction. 
· No immediate change in operating income in the base pro‑forma, ensuring conservative estimation. 
· Interest expense assumed to decline proportionally with debt reduction.
[bookmark: _Toc216755999]Table C1: Pro‑Forma Statement of Financial Position Impact (2024)
	Item (£ million)
	Actual 2024
	Adjustment
	Pro‑Forma 2024

	Total Assets
	323,354
	+12,966
	336,320

	Total Liabilities
	170,249
	−10,000
	160,249

	Shareholders’ Equity
	153,105
	+22,966
	176,071


Note: Net asset increase reflects equity injection net of asset divestment.
[bookmark: _Toc216756000]Table C2: Pro‑Forma Capital Structure Ratios
	Ratio
	Formula
	Actual 2024
	Pro‑Forma 2024

	Debt to Equity
	Total Liabilities / Equity
	1.11
	0.91

	Debt to Capital
	Liabilities / (Liabilities + Equity)
	0.53
	0.48

	Equity Multiplier
	Total Assets / Equity
	2.11
	1.91


The pro‑forma results demonstrate a material reduction in leverage and improved balance‑sheet resilience.
[bookmark: _Toc216756001]Table C3: Interest Coverage Sensitivity
	Item
	Actual 2024
	Pro‑Forma 2024

	EBIT (£ million)
	−15,297
	−15,297

	Interest Expense (£ million)
	3,361
	2,857

	Interest Coverage (EBIT / Interest)
	−4.55
	−3.36


Note: Interest expense is reduced proportionally to the £10,000 million debt repayment.
[bookmark: _Toc216756002]Table C4: Equity Dilution and EPS Impact
	Item
	Actual 2024
	Pro‑Forma 2024

	Shares Outstanding (million)
	12,959
	14,903

	Net Income (£ million)
	−24,029
	−24,029

	Earnings per Share (£)
	−1.85
	−1.61


The rights issue increases share count but reduces per‑share losses, indicating dilution with stabilisation benefits.
[bookmark: _Toc216756003]Table C5: Liquidity and Solvency Improvement Indicators
	Metric
	Actual 2024
	Pro‑Forma 2024

	Operating Cash Flow to Debt
	0.09
	0.09

	Debt Reduction (£ million)
	–
	10,000

	Equity Buffer Increase (£ million)
	–
	22,966


[bookmark: _Toc216756004]Interpretation
Appendix C confirms that the combined equity injection and divestiture strategy significantly improves General Electronics’ capital structure by lowering leverage and strengthening equity buffers. While short‑term profitability remains negative in the conservative base case, solvency risk is reduced and financial flexibility is enhanced, creating the conditions necessary for operational turnaround and strategic renewal.
[bookmark: _Toc216756005]Appendix D: Investment Appraisal and Capital Budgeting Calculations
This appendix presents the detailed investment appraisal calculations for Projects A, B, and C, undertaken using Payback Period (PBP), Net Present Value (NPV), Internal Rate of Return (IRR), and Profitability Index (PI). All calculations strictly follow the supplied formula sheet and standard corporate finance methodologies.
[bookmark: _Toc216756006]Table D1: Payback Period (PBP) Calculations
Formula:


	Project
	Annual Cash Inflows (£m)
	Cumulative Cash Flows (£m)
	Payback Period (Years)

	A
	10, 12, 14, 10, 8
	10, 22, 36, 46, 54
	3.4

	B
	6, 6, 6, 6, 6
	6, 12, 18, 24, 30
	5.0

	C
	5, 10, 20, 25, 15
	5, 15, 35, 60, 75
	3.6


Source: Author’s calculations
[bookmark: _Toc216756007]Table D2: Net Present Value (NPV) Calculations (10% Discount Rate)
Formula: 

NPV= 
	Project
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	PV of Inflows (£m)
	NPV (£m)

	A
	10
	12
	14
	10
	8
	41.92
	1.92

	B
	6
	6
	6
	6
	6
	29.79
	-0.21

	C
	5
	10
	20
	25
	15
	71.28
	21.28


Source: Author’s calculations

[bookmark: _Toc216756008]Table D3: Internal Rate of Return (IRR) Estimates
Formula:
[image: ]

	Project
	Estimated IRR (%)

	A
	10.7

	B
	9.8

	C
	28.6


Source: Author’s calculations
[bookmark: _Toc216756009]Table D4: Profitability Index (PI) Calculations
Formula:
[image: ]

	Project
	PV of Inflows (£m)
	Initial Investment (£m)
	Profitability Index

	A
	41.92
	40
	1.048

	B
	29.79
	30
	0.993

	C
	71.28
	50
	1.426


Source: Author’s calculations
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Formula applied (interpolation method):

Where:
7y = lower discount rate

73 = higher discount rate
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