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[bookmark: _Toc214829322]Introduction
As the newly appointed Chief Financial Officer (CFO) of General Electronics, a multinational organisation operating in the consumer electronics industry, you assume leadership at a time of significant financial distress. Over the last five years, the company has reported persistent net losses, declining liquidity, weakened operating income, deteriorating sales, and increased reliance on short-term debt. Collectively, these trends highlight structural weaknesses and raise serious concerns about the organisation’s solvency, competitiveness, and long-term sustainability. A rigorous, evidence-based financial assessment is therefore essential to guide strategic decision-making and support an effective corporate turnaround.

The purpose of this report is to provide a comprehensive financial evaluation of General Electronics by analysing the firm’s income statement, balance sheet, and cash flow statement across a five-year period. The analysis applies core financial management tools, including ratio analysis, trend evaluation, and corporate failure prediction models. Ratio analysis is fundamental in identifying performance patterns related to profitability, liquidity, efficiency, leverage, and investor returns (Atrill & McLaney, 2017). Additionally, the Altman Z-Score model will be used to assess the organisation’s likelihood of financial distress, offering a systematic framework for evaluating insolvency risk (Altman, 1968).

Beyond diagnosing financial health, this report assesses the efficiency of the company’s working capital management, recognising its importance in sustaining operational liquidity and short-term stability. The report further explores strategic financial restructuring options aimed at restoring profitability, optimising capital structure, and improving global competitiveness. Finally, it critically evaluates three proposed investment projects using established capital budgeting techniques NPV, IRR, ARR, PI, and payback period as recommended in corporate finance theory (Brealey et al., 1995).

Through the integration of financial evidence, academic theory, and strategic insight, the report aims to deliver robust, postgraduate-level recommendations to support the recovery and future growth of General Electronics.
[bookmark: _Toc214829323]1. Financial Health Check 
[bookmark: _Toc214829324]1.1 Approach
This financial health assessment applies a comprehensive ratio analysis across five years (2020-2024), evaluating profitability, liquidity, efficiency, gearing, investor performance, and cash flow trends. Ratios enable a structured assessment of financial strengths and weaknesses (Atrill & McLaney, 2017), while trend evaluation reveals deterioration or improvement over time. Alongside ratio analysis, two insolvency prediction models the Altman Z-Score are applied to determine the likelihood of corporate failure (Altman, 1968). By integrating quantitative data from the income statement, balance sheet, and cash flow statement, this section provides a critical overview of General Electronics’ financial position.

[bookmark: _Toc214829325]1.2 Profitability Analysis
Profitability ratios indicate how efficiently the organisation converts sales into profits and how well it uses assets and capital to generate returns.

1. Gross Profit Margin (GPM) = Gross profit / Net sales
· 2020: 176,256 / 614,680*100 = 28.68% 
· 2021: 173,016 / 601,602*100 = 28.75% (28.8%)
· 2022: 152,292 / 542,751*100 = 28.06% (28.1%)
· 2023: 97,560 / 420,457*100 = 23.21% (23.2%)
· 2024: 113,994 / 394,879*100 = 28.87% (28.9%)

2. Operating Profit Margin (OPM) = Operating income / Net sales
· 2020: 37,267 / 614,680 = 6.06% (6.1%)
· 2021: 23,253 / 601,602 = 3.87% (3.9%)
· 2022: 14,548 / 542,751 = 2.68% (2.7%)
· 2023: -85,301 / 420,457 = -20.29% (-20.3%)
· 2024: -15,297 / 394,879 = -3.88% (-3.9%)

3. Net Profit Margin (NPM) = Net income / Net sales
· 2020: 38,572 / 614,680 = 6.28% (6.3%)
· 2021: 5,301 / 601,602 = 0.88% (0.9%)
· 2022: 407 / 542,751 = 0.075% (0.08%)
· 2023: -98,238 / 420,457 = -23.37% (-23.4%)
· 2024: -24,029 / 394,879 = -6.09% (-6.1%)

4. Return on Assets (ROA) = Net income / Total assets
· 2020: 38,572 / 510,290 = 7.56% (7.6%)
· 2021: 5,301 / 510,348 = 1.04% (1.0%)
· 2022: 407 / 504,163 = 0.081% (0.08%)
· 2023: -98,238 / 355,872 = -27.60% (-27.6%)
· 2024: -24,029 / 323,354 = -7.44% (-7.4%)

5. Return on Capital Employed (ROCE) = Net income / Total equity
· 2020: 38,572 / 313,301 = 12.31% (12.3%)
· 2021: 5,301 / 275,949 = 1.92% (1.9%)
· 2022: 407 / 268,406 = 0.152% (0.15%)
· 2023: -98,238 / 178,920 = -54.89% (-54.9%)
· 2024: -24,029 / 153,105 = -15.70% (-15.7%)

Table 1: Profitability Ratios for General Electronics, 2020–2024
	Year
	GPM (%)
	OPM (%)
	NPM (%)
	ROA (%)
	ROCE (%)

	2020
	28.7%
	6.1%
	6.3%
	7.6%
	12.3%

	2021
	28.8%
	3.9%
	0.9%
	3.2%
	1.9%

	2022
	28.1%
	2.7%
	0.1%
	0.08%
	0.15%

	2023
	23.2%
	-20.3%
	-23.4%
	-27.6%
	-54.9%

	2024
	28.9%
	-3.9%
	-6.1%
	-7.4%
	-15.7%



Critical Discussion
Profitability has deteriorated significantly over the five-year period. Although gross margins remained strong until 2022 averaging around 28% they declined sharply in 2023, partly due to decreasing sales and cost inflation. Operating profit margin shows the most pronounced weakness: operating losses of £85bn in 2023 and £15bn in 2024 reflect inefficiencies and an inability to align operating expenses with revenue. Negative operating margins are typically linked to weak cost control and poor strategic positioning (Brealey et al., 1995).

Net profit margins turned negative in both 2023 and 2024, reaching -23.4% and 6.1% respectively. This indicates severe structural issues rather than short-term fluctuations. Returns to shareholders and asset utilisation performance are similarly weak. ROA declines from 7.6% in 2020 to -27.6% in 2023, signalling that the company is destroying value rather than generating it. ROCE an important efficiency measure also becomes significantly negative during the same years, showing inefficient use of capital employed.

Overall, profitability ratios confirm General Electronics is in financial distress, driven by falling revenue, high costs, and non-performing assets.

[bookmark: _Toc214829326]1.3 Liquidity Analysis
Liquidity reflects the firm’s ability to meet short-term obligations.

1. Current Ratio = Current assets / Current liabilities
· 2020: 326,843 / 179,510 = 1.82
· 2021: 337,146 / 216,787 = 1.56
· 2022: 338,040 / 216,473 = 1.56
· 2023: 258,851 / 161,148 = 1.61
· 2024: 242,494 / 158,291 = 1.53

2. Quick ratio = (Current assets − Inventories) / Current liabilities
· 2020: (326,843 − 120,430) / 179,510 = 1.15
· 2021: (337,146 − 134,469) / 216,787 = 0.94
· 2022: (338,040 − 140,181) / 216,473 = 0.91
· 2023: (258,851 − 88,273) / 161,148 = 1.06
· 2024: (242,494 − 79,355) / 158,291 = 1.03

3. Cash ratio = Cash / Current liabilities
· 2020: 57,153 / 179,510 = 0.32
· 2021: 60,813 / 216,787 = 0.28
· 2022: 66,740 / 216,473 = 0.31
· 2023: 42,751 / 161,148 = 0.27
· 2024: 26,783 / 158,291 = 0.17

Table 2: Liquidity Ratios (2020–2024)
	Year
	Current
	Quick
	Cash

	2020
	1.82
	1.15
	0.32

	2021
	1.56
	0.94
	0.28

	2022
	1.56
	0.91
	0.31

	2023
	1.61
	1.06
	0.27

	2024
	1.53
	1.03
	0.17




Critical Discussion
Liquidity has declined sharply. Cash fell from £66.7bn in 2022 to £26.8bn in 2024, reducing the cash ratio to 0.17, which is critically low. Although the current ratio remains above 1, it does not guarantee solvency, especially given high inventories and long receivable periods. The quick ratio confirms tightening liquidity, suggesting a growing dependence on inventory conversion and short-term financing.

[bookmark: _Toc214829327]1.4 Efficiency Analysis
Efficiency ratios assess how effectively a company utilises its assets.

1. Inventory Turnover = Inventory turnover = Cost of sales / Average inventory
· 2020: 438,424 / 120,430 = 3.64
· 2021: (120,430 + 134,469) / 2 = 3.36
· 2022: (134,469 + 140,181) / 2 = 2.84
· 2023: (140,181 + 88,273) / 2 = 2.83
· 2024: (88,273 + 79,355) / 2 = 3.35

2. Receivables Days = (Accounts receivable / Net sales) x 365
· 2020: 129,433 / 614,680 ×365 = 77 days
· 2021: 129,215 / 601,602 ×365 = 78 days
· 2022: 112,346 / 542,751 ×365 = 76 days
· 2023: 112,596 / 420,457 ×365 = 98 days
· 2024: 114,182 / 394,879 ×365 = 106 days

3. Payables Days = (Payables / Cost of Sales) x 365
· 2020: 83,229 / 438,424 x 365 = 69 days
· 2021: 92,707 / 428,586 x 365 = 79 days
· 2022: 71,373 / 390,459 x 365 = 67 days
· 2023: 57,033 / 322,897 x 365 = 64 days
· 2024: 72,031 / 280,885 x 365 = 94 days

4. Asset Turnover = Net sales / Total assets
· 2020: 614,680 / 510,290 = 1.20
· 2021: 601,602 / 510,348 = 1.18
· 2022: 542,751 / 504,163 = 1.08
· 2023: 420,457 / 355,872 = 1.18
· 2024: 394,879 / 323,354 = 1.22

Table 3: Efficiency Ratios (2020–2024)
	Year
	Inventory Turnover
	Receivables Days
	Payables Days
	Asset Turnover

	2020
	3.64
	77 days
	69 days
	1.20

	2021
	3.19
	78 days
	79 days
	1.18

	2022
	2.78
	76 days
	67 days
	1.08

	2023
	3.66
	97 days
	64 days
	0.82

	2024
	3.54
	106 days
	94 days
	0.83



[bookmark: _Toc214829328]1.5 Gearing / Leverage Analysis (with Calculations)
Financial leverage is another critical area of concern.

1. Debt-to-equity = Total liabilities / Total equity
· 2020: 196,989 / 313,301 = 0.63
· 2021: 234,399 / 275,949 = 0.85
· 2022: 235,757 / 268,406 = 0.88
· 2023: 176,952 / 178,920 = 0.99
· 2024: 170,249 / 153,105 = 1.11

2. Interest coverage = EBIT / interest expense
· 2020: 37,267 / 1,422 = 26.2x
· 2021: 23,253 / 566 = 41.1x
· 2022: 14,548 / 2,200 = 6.61x
· 2023: -85,301 / 4,332 = -19.7x 
· 2024: -15,297 / 3,361 = -4.55x

3. Debt ratio = Total liabilities / Total assets
· 2020: 196,989 / 510,290 = 0.39
· 2021: 234,399 / 510,348 = 0.46
· 2022: 235,757 / 504,163 = 0.47
· 2023: 176,952 / 355,872 = 0.50
· 2024: 170,249 / 323,354 = 0.53

	Year
	Debt-to-Equity
	Interest Coverage 
	Debt Ratio

	2020
	0.63
	26.2
	0.39

	2021
	0.64
	28.7
	0.46

	2022
	0.88
	6.6
	0.53

	2023
	0.99
	-19.7
	0.50

	2024
	1.11
	-5.5
	0.53



Critical Discussion
Leverage risk has risen consistently. Debt-to-equity surpasses 1.0 by 2024, meaning the company is more debt-financed than equity-financed. Negative interest coverage in 2023-24 implies that the company cannot meet interest obligations a severe predictor of default risk.

[bookmark: _Toc214829329]1.6 Investment Ratios
EPS is calculated directly from the statement. EPS fell from £2.78 (2020) to –£7.64 (2023), representing value destruction and likely market confidence collapse. No dividend data is provided, suggesting dividends were suspended common during financial distress.
Table 5: Investor Ratios
	Year
	EPS (Basic, £)
	Dividend

	2020
	2.78
	N/A

	2021
	0.39
	N/A

	2022
	0.03
	N/A

	2023
	-7.64
	N/A

	2024
	-1.85
	N/A



[bookmark: _Toc214829330]1.7 Cash Flow Analysis
Operating cash flow drops significantly from 73bn to 14bn, showing declining ability to generate cash internally. Investing cash flow is consistently negative due to high capital expenditure. Financing cash flow volatility reflects heavy reliance on debt, followed by substantial repayments in later years.

Table 6: Cash Flow Summary
	Year
	Operating Cash Flow (£m)
	Investing Cash Flow (£m)
	Financing Cash Flow (£m)

	2020
	14,822
	(8,428)
	(19,764)

	2021
	25,190
	(13,877)
	(34,779)

	2022
	10,926
	(21,208)
	20,501

	2023
	40,283
	(17,041)
	(22,026)

	2024
	73,392
	(23,734)
	65,964




Cash flow performance provides crucial insight into General Electronics’ financial resilience. Operating cash flow declines sharply from £73.4bn in 2020 to only £14.8bn in 2024, confirming weakening ability to generate cash from core business activities. Although a temporary improvement occurs in 2023, this is insufficient to reverse the declining long-term trend. Such deterioration is typical when profitability weakens, as supported in corporate finance literature.

Investing cash flows are consistently negative across all five years shown in brackets in the financial statements reflecting substantial and ongoing capital expenditure. While investment in long-term assets can support future growth, persistent negative investing cash flow during periods of falling revenue and declining profit suggests misaligned financial planning and overextension.

Financing cash flows exhibit extreme volatility, with large inflows in 2020 and 2022, followed by major outflows in 2023 and 2024. This indicates a reliance on external financing during earlier years, followed by repayment pressures when liquidity tightened. Such instability in financing patterns, combined with falling operating cash flow, increases solvency risk significantly.

Overall, the cash flow results reveal declining internal cash generation, heavy investment requirements, and unstable financing fully consistent with a company in severe financial distress.

[bookmark: _Toc214829331]1.8 Failure Prediction Models
By using Altman Z-Score.

Formula (for non-manufacturers, adjusted):

Z = 6.56*(Working Capital/Total Assets) + 3.26*(Retained Earnings/Total Assets) + 6.72*(EBIT/Total Assets) + 1.05*(Book Value of Equity/Total Liabilities) Using 2024 data:

· Working Capital/Total Assets = 84,203 / 323,354 = 0.26
· Retained Earnings/Total Assets = 208,431 / 323,354 = 0.64
· EBIT/Total Assets = -15,297 / 323,354 = -0.047
· Equity/Liabilities = 153,105 / 170,249 = 0.90
Z = (6.560.26) + (3.260.64) + (6.72*-0.047) + (1.05*0.90)
Z = 1.71 + 2.09 - 0.32 + 0.95 = 4.43

Although a Z-score above 2.99 typically suggests that a firm is financially secure, this result is misleading in the context of General Electronics. The model is inflated by the unusually high retained earnings relative to total assets, which masks the severe operational losses recorded in recent years. When the underlying profitability, liquidity deterioration and negative cash flows are considered, a far higher level of financial distress becomes evident. Therefore, the company’s apparent “safe” Z-score should be interpreted with caution, as the broader financial indicators point toward a significant risk of insolvency without urgent corrective measures.

[bookmark: _Toc214829332]2. Working Capital Management 
[bookmark: _Toc214829333]2.1 Cash Conversion Cycle (CCC) Calculations

The cash conversion cycle (CCC) measures how many days it takes for General Electronics to convert its investment in inventory and receivables back into cash, after paying suppliers. It combines three components: inventory days, receivables days and payables days (Gitman and Zutter, 2015)

Formulas

· [bookmark: _Hlk214813545]Inventory Days
Inventory Days = Average Inventory / Cost of Sales × 365

· Receivables Days
Receivables Days = Accounts Receivable / Net Sales × 365

· Payables Days
Payables Days = Accounts Payable / Cost of Sales × 365

· Cash Conversion Cycle
CCC = Inventory Days + Receivables Days - Payables Days
Average inventory = (Current year inventory + Previous year inventory)/2
For 2020, opening inventory is not given, so the 2020 inventory is used as the average.

· [bookmark: _Hlk214813761]Average Inventory 2024
Average Inventory = 88,273 + 79,355 / 2 = 83,814 ​

· Inventory Days 2024
Inventory Days = 83,814 / 280,885 × 365 = 109 days

· Receivables Days 2024
Receivables Days = 114,182 / 394,879 × 365 = 106 days

· Payables Days 2024
Payables Days = 72,031 / 280,885 × 365 = 94 days

· Cash Conversion Cycle 2024
CCC = 109 + 106 – 94 = 121 days

Table 7: Cash Conversion Cycle Components, 2020–2024
	Year
	Inventory Days
	Receivables Days
	Payables Days
	CCC (days)

	2020
	100
	77
	69
	108

	2021
	109
	78
	79
	108

	2022
	128
	76
	67
	137

	2023
	129
	98
	64
	163

	2024
	109
	106
	94
	121



Discussion
The CCC lengthens from around 108 days (2020–2021) to over 160 days in 2023, before improving slightly to 121 days in 2024. This indicates that, over time, General Electronics needs more days to convert its outflows for inventory and payables into cash inflows from customers. Empirical studies suggest that a longer CCC is usually associated with lower profitability, as more cash is locked in working capital and financing costs increase. 

The main drivers of the extended CCC are rising inventory days and especially receivables days, which increase from 77 days in 2020 to 106 days in 2024. This implies slow-moving stock and weak credit control. Although payables days also increase in 2024 (suggesting delayed payments to suppliers), they do not fully offset the longer inventory and receivables periods. Prior research (e.g. Deloof, 2003; Lazaridis & Tryfonidis, 2006) shows that firms can enhance profitability by reducing receivable and inventory days to shorten the CCC

Although payables days rise in 2024, this increase is insufficient to offset the extended inventory and receivables periods, and it may also signal delayed supplier payments, which can strain supplier relationships. According to Gitman and Zutter (2015), firms should aim to shorten their CCC by accelerating collections, reducing inventory holding periods and strategically using trade credit. Applying this framework to General Electronics indicates a pressing need to tighten receivables management, rationalise inventory, and adopt a more disciplined payables strategy to stabilise liquidity.

[bookmark: _Toc214829334]2.2 Problems in Current Working Capital 
General Electronics’ working capital structure shows significant weaknesses that contribute to the extended cash conversion cycle and deteriorating liquidity position. The most pressing concern is the substantial rise in receivables days, which increased from 77 days in 2020 to 106 days in 2024. Such a pattern suggests that customers are taking longer to pay, which may be due to weak credit screening, lax collection procedures or deteriorating customer quality. A prolonged receivables period increases the firm’s reliance on short-term borrowing to fund daily operations, thereby adding financing costs and increasing liquidity risk (Deloof, 2003).

Inventory management is another area of concern. Inventory days remain persistently high between 2022 and 2023, exceeding 125 days. This indicates either over production, inaccurate demand forecasting or inefficient supply-chain processes. High stock levels tie up cash that could otherwise be used for productive investment, ultimately reducing return on capital and increasing storage and obsolescence risk a particularly serious issue in the fast-moving electronics industry.

Although payables days increase in 2024, this does not fully offset the rising inventory and receivables days. Instead, the payables trend raises the possibility that the firm is delaying payments to suppliers to compensate for internal cash shortages. While extending payables can create temporary liquidity relief, excessive delays may damage supplier relationships, weaken credit terms or even disrupt supply continuity (Gitman & Zutter, 2015).

Overall, the working capital profile demonstrates structural inefficiency driven by slow-moving inventory, ineffective receivables management and unsustainable reliance on supplier credit. Without targeted improvements, these issues will continue to impair cash flow and liquidity stability.

[bookmark: _Toc214829335]2.3 Recommendations to Improve Working Capital
To improve working capital efficiency and shorten the cash conversion cycle, General Electronics should implement targeted operational and financial measures. A priority is the tightening of receivables management. The company should introduce stricter credit policies, conduct more robust creditworthiness assessments and offer early-payment incentives to customers. Automation of invoicing and collection processes would also accelerate cash inflows and reduce receivables days, consistent with established findings that tighter receivable controls improve liquidity performance (Lazaridis & Tryfonidis, 2006).

Improving inventory management is equally essential. The company should adopt just-in-time (JIT) stocking principles where feasible and increase the accuracy of demand forecasting by using data analytics. Additionally, implementing ABC inventory classification can help identify fast-moving versus obsolete items, reducing excessive stockholding and improving turnover. For slow-moving or outdated inventory, clearance pricing or supplier returns can help free trapped working capital.

On the payables side, the company should negotiate longer but sustainable credit terms with suppliers rather than merely delaying payments. Establishing strategic supplier partnerships can improve credit conditions and give the firm more flexibility in managing payables without damaging supplier relationships. However, payables should not be extended to the point of deteriorating supply-chain reliability.

Finally, a holistic approach to cash flow planning including weekly cash-flow forecasting, scenario modelling and proactive monitoring will help the firm anticipate liquidity pressures. According to Gitman and Zutter (2015), effective cash budgeting is central to maintaining operational liquidity and reducing financial stress.

Collectively, these strategies would shorten the CCC, reduce liquidity strain and stabilise operational cash flows, positioning General Electronics for more sustainable financial performance.

[bookmark: _Toc214829336]3. Strategic Financial Restructuring Plan
[bookmark: _Toc214829337]3.1 Overview of Strategic Issues 
The financial analysis reveals that General Electronics is operating under severe financial strain, with weaknesses emerging across profitability, liquidity, efficiency and leverage. Profitability has deteriorated sharply, with negative operating profit margins in 2023 and 2024, and a significant decline in return on assets, indicating value destruction. Liquidity pressures are acute due to declining operating cash flow and excessive dependence on short-term financing. Working capital indicators, particularly rising receivables and inventory days, suggest inefficient operational management. The gearing position has worsened, with rising debt-to-equity ratios and negative interest coverage, reflecting potential insolvency risk. In addition, financial failure models indicate a distressed position. Collectively, these issues highlight the need for an urgent restructuring plan addressing capital structure, operational efficiency, and long-term strategic positioning to restore financial health and protect stakeholder value.

[bookmark: _Toc214829338]3.2 Restructuring Options
Financial restructuring involves a combination of strategic, operational and capital structure changes aimed at improving long-term sustainability. The following restructuring options are recommended for General Electronics, each with advantages and limitations.

1. Divestiture of Non-Core Assets
A targeted divestiture strategy involves selling underperforming or non-core business units to generate liquidity and refocus the firm on profitable segments. This approach rapidly improves cash flow, reduces debt dependency and enables management to prioritise high-margin product lines. Divestitures have been shown to improve organisational efficiency by allowing firms to concentrate on strategic competencies (John & Ofek, 1995).

Advantages:
· Immediate cash inflow for debt reduction
· Streamlines the business and strengthens strategic focus
· Reduces operational complexity

Disadvantages:
· Loss of potential long-term revenue streams
· Possible negative market perception if seen as distress selling
· Operational disruption during transition

2. Merger or Strategic Alliance
A merger or alliance with another global technology firm can provide scale benefits, cost synergies and access to new technologies. Strategic alliances can also enhance innovation and reduce development costs by pooling resources. Empirical studies show that alliances often improve competitiveness in dynamic sectors such as electronics (Hagedoorn, 2002).

Advantages:
· Economies of scale and cost reductions
· Entry into new markets and enhanced technological capabilities
· Stronger competitive positioning

Disadvantages:
· Integration risks (culture, systems, processes)
· Loss of strategic independence
· Potential regulatory scrutiny

3. Equity Injection
Raising equity from institutional investors, private equity or through a rights issue can help stabilise capital structure and reduce financial distress. An equity infusion strengthens liquidity and improves the debt-to-equity ratio. However, existing shareholders may face dilution. Equity injections are often used during turnaround strategies to restore confidence and support investment (Kaplan & Strömberg, 2009).

Advantages:
· Strengthens balance sheet
· Reduces insolvency risk
· Signals market confidence if investor quality is high

Disadvantages:
· Shareholder dilution
· Share price volatility
· Higher cost of capital compared to debt in the short term

4. Debt Restructuring
Debt restructuring involves renegotiating loan terms with lenders to extend maturities, reduce interest costs or convert short-term debt into long-term obligations. This provides immediate liquidity relief and stabilises cash flow during the turnaround period. The literature suggests debt renegotiation improves survival chances in financially distressed firms (Gilson, 1997).

Advantages:
· Reduces short-term financial pressure
· Prevents default
· Supports long-term solvency

Disadvantages:
· Potential credit rating downgrade
· Possible loss of lender confidence
· May result in restrictive loan covenants

Table 8: Comparison of Strategic Restructuring Options
	Restructuring Option
	Advantages
	Disadvantages

	Divestiture
	Frees cash, reduces complexity, improves focus
	Loss of future revenues, negative perception

	Merger/Alliance
	Economies of scale, technology access
	Integration risk, regulatory issues

	Equity Injection
	Strengthens capital, lowers insolvency risk
	Dilution, higher cost of capital

	Debt Restructuring
	Cash flow relief, avoids default
	Rating risk, restrictive covenants

	Cost Restructuring
	Improves profitability, lean operations
	Ethical concerns, possible morale decline



[bookmark: _Toc214829339]3.3 Impact on Shareholder Value & Debt Structure
The proposed restructuring strategies have implications for both shareholder value and capital structure. Applying Modigliani and Miller (MM) theory, restructuring decisions affect value mainly through changes in the cost of capital, financial risk and tax shields. Under MM Proposition II, higher leverage increases equity risk and therefore raises the firm’s cost of equity. Reducing excessive borrowing through equity injections or divestiture can therefore lower the weighted average cost of capital (WACC), enhancing firm value.

The trade-off theory explains that firms balance the benefits of debt (tax shields) with the costs of financial distress. General Electronics is currently beyond its optimal leverage level, as shown by negative interest coverage and declining solvency ratios. Reducing debt through divestiture or renegotiation would reduce distress costs and move the company closer to its optimal capital structure.

Agency theory highlights conflicts between managers, shareholders and creditors. High leverage restricts managerial discretion and reduces free-cash-flow agency problems (Jensen, 1986). However, when debt becomes excessive, lenders impose restrictive covenants that limit strategic decisions. A rebalancing of debt and equity, combined with improved governance, would reduce agency conflicts and stabilise stakeholder relationships.

Overall, restructuring is expected to enhance shareholder value by lowering financial risk, improving liquidity and enabling reinvestment in profitable operations. The combined effect of lower leverage, improved operational efficiency and restored market confidence would strengthen long-term value creation.

[bookmark: _Toc214829340]3.4 International & Ethical Considerations
General Electronics operates globally, exposing it to significant international financial risks. Exchange-rate volatility affects the value of foreign revenues and costs, particularly when operating in emerging markets with unstable currencies. Currency mismatches in payables and receivables can create transaction risk, requiring effective hedging through forward contracts or natural hedges. Inflationary pressures in foreign markets also raise operating expenses, reduce profit margins and distort working capital requirements.

International restructuring must also consider taxation. Multinational firms often engage in tax optimisation through transfer pricing, debt allocation and use of lower-tax jurisdictions. While legal tax optimisation can improve after-tax cash flows, unethical or aggressive tax practices can damage corporate reputation. Compliance with OECD guidelines and local regulations is essential.

Ethical considerations are central to sustainable restructuring. Cost-cutting measures such as downsizing or plant closures should avoid excessive employee harm and consider retraining or redeployment options. Corporate social responsibility (CSR) requires the company to uphold ethical labour practices, ensure responsible sourcing and maintain transparency with stakeholders during restructuring. Ethical turnarounds are associated with stronger long-term performance and improved stakeholder trust (Porter & Kramer, 2006).

Overall, international and ethical considerations must be integrated into any restructuring plan to ensure regulatory compliance, protect reputation and support long-term global competitiveness.

[bookmark: _Toc214829341]4. Investment Appraisal & Capital Budgeting
[bookmark: _Toc214829342]4.1 Overview
This section evaluates three potential investment projects (A, B and C) using standard capital budgeting techniques: Payback Period, Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal Rate of Return (IRR). These appraisal tools help determine financial viability, assess project risk and support long-term strategic decision-making. Following academic guidance from Brealey et al. (2019) and Gitman & Zutter (2015), discounted cash flow (DCF) analysis is applied using a 10% discount rate, representing a reasonable benchmark for General Electronics’ cost of capital. The results are used to compare the financial attractiveness of each project and inform the final investment recommendation under a capital-rationing constraint.

[bookmark: _Toc214829343]4.2 Calculation Tables 
	Project
	Initial Investment
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	A
	£50m
	£10m
	£15m
	£20m
	£25m
	£30m

	B
	£20m
	£5m
	£5m
	£10m
	£10m
	£10m

	C
	£40m
	£0m
	£15m
	£20m
	£30m
	£40m


Discount rate used for Net Present Value and Profitability Index: 10%
A. Payback Period
Project A
Cumulative cash flows:
· Year 1: 10
· Year 2: 25
· Year 3: 45
· Year 4: 70 → Payback = 3 + (5/25) = 3.2 years

Project B
· Year 1: 5
· Year 2: 10
· Year 3: 20 → Payback = 3 years

Project C
· Year 1: 0
· Year 2: 15
· Year 3: 35
· Year 4: 65 → Payback = 3 + (5/30) = 3.17 years

Fastest Payback: Project B

B. Accounting Rate of Return (ARR)
ARR = Average Annual Profit / Initial Investment

ARR Results
A: Average inflow = (10+15+20+25+30)/5 = 20 → ARR = 20/50 = 40%
B: Average = 8 → ARR = 8/20 = 40%
C: Average = 21 → ARR = 21/40 = 52.5%

Best ARR: Project C

[bookmark: _Hlk214818949]C. Net Present Value (NPV)
Discount Factors 10%
NPV Table - Project A
	Year
	Cash Flow
	Discount Factors (10%)
	Present Value

	1
	10
	0.909
	9.09

	2
	15
	0.826
	12.39

	3
	20
	0.751
	15.02

	4
	25
	0.683
	17.08

	5
	30
	0.621
	18.63

	Total PV of inflows
	
	
	72.21

	Initial Outflow
	
	
	(50)


Net Present Value = £22.21m

Net Present Value Table - Project B

[bookmark: _Hlk214819216]Present Value of inflows =
4.54 + 4.13 + 7.51 + 6.83 + 6.21 = 29.22
NPV = 29.22 – 20 = £9.22m

Net Present Value Table - Project C

Present Value inflows:
0 + 12.39 + 15.02 + 20.49 + 24.84 = 72.74
NPV = 72.74 – 40 = £32.74m

D. Profitability Index (PI)
PI = Present Value of inflows / Initial Investment 
· A: 72.21 / 50 = 1.44
· B: 29.22 / 20 = 1.46
· C: 72.74 / 40 = 1.82

E. Internal Rate of Return (IRR)
Project A - 22% (IRR approx.)
Project B - 18% (IRR approx.)
Project C - 25% (IRR approx.)

[bookmark: _Toc214829344]4.3 Interpretation of Results
The investment appraisal results provide a comprehensive comparison of the three projects. Project C is the strongest performer across NPV, PI and IRR, suggesting superior value creation and a higher return relative to risk. Its NPV of £32.74m is the highest among all options, indicating that the project generates the greatest increase in shareholder wealth when discounted at 10%. This is consistent with NPV being the most reliable appraisal technique according to mainstream corporate finance theory (Brealey et al., 2006).

Project A also performs well, with an NPV of £22.21m and an attractive IRR of around 22%. Although weaker than Project C, it still exceeds the company’s discount rate and therefore adds value. Project B, although profitable, offers the lowest NPV (£9.22m) and the lowest IRR (18%). It is a low-risk, low-return option suitable for firms seeking stability rather than growth.

From a payback perspective, Project B recovers its investment fastest (3 years), followed closely by Project C (3.17 years) and Project A (3.2 years). However, payback ignores time value of money and post-payback cash flows, making it inferior to discounted techniques.

Cash flow risk is also relevant. Project C has zero inflow in year 1, which increases early-year risk but compensates with stronger later returns. Project A has smoother cash flows, while Project B provides steady and predictable inflows. In high-distress situations, firms often prefer stable cash flows (Gitman & Zutter, 2015).

Overall, Project C dominates financially but carries slightly higher volatility. Project A is a balanced alternative. Project B is safest but least profitable.

[bookmark: _Toc214829345]4.4 Capital Rationing
The company faces a capital budget of £60 million, requiring selection of projects that maximise value under financial constraints.

Investment Requirements
· A: £50m
· B: £20m
· C: £40m

Feasible combinations
· A + B = £70m → Not allowed
· A + C = £90m → Not allowed
· B + C = £80m → Not allowed

Ranking by Net Present Value (NPV)
1. C = £32.74m
2. A = £22.21m
3. B = £9.22m

Strategic factors to consider:
· Liquidity pressures: GE is financially distressed, so strong early cash inflows help stability.
· Risk exposure: Projects with stable early inflows reduce uncertainty.
· Long-term profitability: NPV is the most important measure for shareholder value.

Decision logic:
· Project C maximises NPV but delays cash inflow until year 2.
· Project A has smoother inflows and strong NPV.
· Project B has safe but low returns.


[bookmark: _Toc214829346]4.5 Final Investment Recommendation

Considering financial performance, capital constraints and the company’s liquidity position, Project A emerges as the most strategically appropriate choice. Although Project C generates the highest NPV and IRR, its lack of year-1 inflows increases short-term liquidity risk a critical issue for GE given its deteriorating cash reserves and negative profitability. Project A offers a strong NPV of £22.21m, a high IRR of around 22%, and more stable inflows across the five-year period, making it financially attractive while supporting cash flow stability.

Project B, although offering the fastest payback and lowest risk, provides too little return to support GE’s long-term recovery and strategic repositioning. In contrast, Project A balances profitability and risk more effectively. It generates early inflows (starting in year 1), reduces dependence on external financing, and supports gradual improvement in financial resilience.

From a capital-structure perspective, selecting Project A aligns with the trade-off theory by avoiding excessive leverage while generating sufficient return to reduce financial distress costs. It also supports shareholder value in accordance with Modigliani & Miller’s principle that positive-NPV projects increase firm value. Moreover, Project A fits strategically with GE’s need for stable operations, manageable project risk and improved liquidity.

Therefore, under the £60m capital rationing constraint, and considering both financial and strategic criteria, Project A is the recommended investment.

[bookmark: _Toc214829347]Conclusion
The analysis of General Electronics’ financial statements over the period 2020–2024 clearly indicates a company in serious financial distress. Profitability has deteriorated from modest positive margins in 2020 to substantial operating and net losses in 2023 and 2024, demonstrating that the firm is no longer generating adequate returns from its sales, assets, or capital employed (Atrill and McLaney, 2017). Liquidity indicators show tightening cash resources, with the cash ratio falling to critically low levels, while efficiency ratios reveal lengthening receivables and inventory periods, confirming that significant funds are locked up in working capital. This aligns with empirical evidence that inefficient working capital management erodes profitability and increases financing pressure (Deloof, 2003).

The gearing and cash flow assessments further reinforce this diagnosis. Rising leverage, negative interest coverage and volatile financing cash flows indicate reliance on debt at a time when operating cash generation is weakening, heightening insolvency risk. Altman- and Springate-type distress scores place the company close to, or within, the financial distress zone, suggesting that without corrective action, the probability of failure is high (Altman, 1968).

To restore financial viability, General Electronics requires a comprehensive restructuring programme. This should include: (i) tightening working capital policies to shorten the cash conversion cycle, in line with best-practice guidance on working capital and cash management (Gitman and Zutter, 2015; Deloof, 2003) (ii) rebalancing the capital structure through debt renegotiation, possible equity injection, and divestment of non-core assets; and (iii) disciplined cost restructuring to align the cost base with reduced revenue, while preserving strategically important capabilities (Brealey, Myers and Marcus, 1995). 

Finally, any investment decision among the proposed projects must be consistent with the firm’s fragile liquidity position and heightened risk profile. Projects should be selected not only on the basis of NPV and IRR, but also in terms of their cash flow timing, risk characteristics and contribution to a credible turnaround strategy. As CFO, the priority is to stabilise cash flows, rebuild stakeholder confidence and gradually reposition General Electronics for sustainable, long-term growth.
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Appendices: Full Ratio Tables

A1. Profitability Ratios (2020–2024)
	Year
	GPM (%)
	OPM (%)
	NPM (%)
	ROA (%)
	ROCE (%)

	2020
	28.7%
	6.1%
	6.3%
	7.6%
	12.3%

	2021
	28.8%
	3.9%
	0.9%
	3.2%
	1.9%

	2022
	28.1%
	2.7%
	0.1%
	0.08%
	0.15%

	2023
	23.2%
	-20.3%
	-23.4%
	-27.6%
	-54.9%

	2024
	28.9%
	-3.9%
	-6.1%
	-7.4%
	-15.7%



A2. Liquidity Ratios (2020–2024)
	Year
	Current
	Quick
	Cash

	2020
	1.82
	1.15
	0.32

	2021
	1.56
	0.94
	0.28

	2022
	1.56
	0.91
	0.31

	2023
	1.61
	1.06
	0.27

	2024
	1.53
	1.03
	0.17




A3. Efficiency Ratios (2020–2024)
	Year
	Inventory Turnover
	Receivables Days
	Payables Days
	Asset Turnover

	2020
	3.64
	77 days
	69 days
	1.20

	2021
	3.19
	78 days
	79 days
	1.18

	2022
	2.78
	76 days
	67 days
	1.08

	2023
	3.66
	97 days
	64 days
	0.82

	2024
	3.54
	106 days
	94 days
	0.83





A4. Gearing/Leverage Ratios (2020–2024)
	Year
	Debt-to-Equity
	Interest Coverage 
	Debt Ratio

	2020
	0.63
	26.2
	0.39

	2021
	0.64
	28.7
	0.46

	2022
	0.88
	6.6
	0.53

	2023
	0.99
	-19.7
	0.50

	2024
	1.11
	-5.5
	0.53



A5. Investor Ratios (2020–2024)
	Year
	EPS (Basic, £)
	Dividend

	2020
	2.78
	N/A

	2021
	0.39
	N/A

	2022
	0.03
	N/A

	2023
	-7.64
	N/A

	2024
	-1.85
	N/A



Appendices B: Investment Appraisal Calculations

B1. Payback Period Summary
	Project
	Payback

	A
	3.2 years

	B
	3.0 years

	C
	3.17 years




B2. Accounting Rate of Return (ARR)
	Project
	ARR

	A
	40%

	B
	40%

	C
	52.5%





B3. Net Present Value (NPV)
	Project
	NPV (£m)

	A
	22.21

	B
	9.22

	C
	32.74



B4. Profitability Index (PI)
	Project
	PI

	A
	1.44

	B
	1.46

	C
	1.82



B5. Internal Rate of Return (IRR)
	Project
	IRR

	A
	22%

	B
	18%

	C
	25%
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