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[bookmark: _Toc214732258]Introduction 
The following report assesses financial performance of General Electronics over the last 5 years. The research identifies different weaknesses, which affect the organisation’s both profitability and liquidity while evaluating the strategic investment options, and progress. This can financially justify the recommendations to support corporate turnaround and long-term financial sustainability. 
[bookmark: _Toc214732259]1. Financial Health Check
[bookmark: _Toc214732260]1.1 Analysis of financial statement of the business 
General electronics’ financial performance during the last five years has shown a clear and sustained deteriorations, while addressing a serious structural and operational weakness. The income statement has addressed a continuous decline of net sales, which fallen from £614,680m in 2020 to £394,879m in 2024 (Winoker 2024). This represents a total revenue contract of more than 35%, and addressed a loss of the market, reduced demand and ineffective competitive positioning in the industry of consumer electronics. Also, the profitability has been severely affected over the timeframe.
As the organisation has been strongly profitable in 2020 and with having a net income of £38572 million, it has moved into the persistent losses during the last two years, and recorded a net loss of £98238 million in 2023 and £24029 in FY2024 (Winoker 2024). The gross profit margins also declined while being driven by the high cost of sales and poor pricing power. Even though the operating expenses has decreased on 2024, they still exceeded the gross profit and caused a negative operating income. This addressed cost structures are not properly aligned with the current scale of operations.
From the balance sheet statement, total assets have declined from being; £510,290m in 2020 to £323,354m in 2024, while addressing asset-write-downs, disposals and impairment charges. The shareholder equity also fells sharply from being £313,301m to £153,105m, due to the accumulated losses and treasury stock buybacks (Winoker 2024). Erosion of the equity weakens the financial stability of the organization and confidence of the investors. Even though the total liabilities have reduced, where the decline in the equity has been severe while increasing the financial risks. As per the financial statement, it can be understood that liquidity remained as a major concern. When the current assets have dropped from £326,843m in 2020 to £242,494m in 2024, the current liabilities remained higher at £158,291m. This places an immense pressure on the short-term solvency, where the organisation is dependent on the short-term credit lines that has increased across the earlier years. Finally, the cash flow statement assessment confirms higher operational stress being faced by the business. Even though the operating cash flow has been positive in FY2024 at £14,822m, this has been supported by the non-cash adjustment besides strong core profitability. The cash reserves dropped consistently from being £66,740m in 2022 to £26,783m in 2024. 
[bookmark: _Toc214732261]1.2 Ratio analysis     
	Profitability Ratios

	Ratio
	Formula
	2024 (Amount & Result)
	2023
	2022
	2021
	2020

	Gross Profit Margin (%)
	Gross Profit ÷ Net Sales × 100
	113,994 ÷ 394,879 = 28.87%
	97,560 ÷ 420,457 = 23.20%
	152,292 ÷ 542,751 = 28.06%
	173,016 ÷ 601,602 = 28.76%
	176,256 ÷ 614,680 = 28.67%

	Net Profit Margin (%)
	Net Income ÷ Net Sales × 100
	(24,029) ÷ 394,879 = -6.09%
	(98,238) ÷ 420,457 = -23.37%
	407 ÷ 542,751 = 0.07%
	5,301 ÷ 601,602 = 0.88%
	38,572 ÷ 614,680 = 6.28%

	ROA (%)
	Net Income ÷ Total Assets × 100
	(24,029) ÷ 323,354 = -7.43%
	(98,238) ÷ 355,872 = -27.61%
	407 ÷ 504,163 = 0.08%
	5,301 ÷ 510,348 = 1.04%
	38,572 ÷ 510,290 = 7.56%

	ROE (%)
	Net Income ÷ Shareholders’ Equity × 100
	(24,029) ÷ 153,105 = -15.69%
	(98,238) ÷ 178,920 = -54.91%
	407 ÷ 268,406 = 0.15%
	5,301 ÷ 275,949 = 1.92%
	38,572 ÷ 313,301 = 12.31%

	Liquidity Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Current Ratio
	Current Assets ÷ Current Liabilities
	242,494 ÷ 158,291 = 1.53
	258,851 ÷ 161,148 = 1.61
	338,040 ÷ 216,473 = 1.56
	337,146 ÷ 216,787 = 1.56
	326,843 ÷ 179,510 = 1.82

	Quick Ratio
	(Current Assets – Inventories) ÷ Current Liabilities
	(242,494 − 79,355) ÷ 158,291 = 1.03
	(258,851 − 88,273) ÷ 161,148 = 1.06
	(338,040 − 140,181) ÷ 216,473 = 0.91
	(337,146 − 134,469) ÷ 216,787 = 0.94
	(326,843 − 120,430) ÷ 179,510 = 1.15

	Efficiency Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Asset Turnover
	Net Sales ÷ Total Assets
	394,879 ÷ 323,354 = 1.22
	420,457 ÷ 355,872 = 1.18
	542,751 ÷ 504,163 = 1.08
	601,602 ÷ 510,348 = 1.18
	614,680 ÷ 510,290 = 1.21

	Gearing / Leverage Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Debt-to-Equity
	Total Liabilities ÷ Shareholders’ Equity
	170,249 ÷ 153,105 = 1.11
	176,952 ÷ 178,920 = 0.99
	235,757 ÷ 268,406 = 0.88
	234,399 ÷ 275,949 = 0.85
	196,989 ÷ 313,301 = 0.63

	Debt Ratio
	Total Liabilities ÷ Total Assets
	170,249 ÷ 323,354 = 0.53
	176,952 ÷ 355,872 = 0.50
	235,757 ÷ 504,163 = 0.47
	234,399 ÷ 510,348 = 0.46
	196,989 ÷ 510,290 = 0.39

	Cash Flow Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Operating Cash Flow Ratio
	Operating Cash Flow ÷ Current Liabilities
	14,822 ÷ 158,291 = 0.09
	25,190 ÷ 161,148 = 0.16
	10,926 ÷ 216,473 = 0.05
	40,283 ÷ 216,787 = 0.19
	73,392 ÷ 179,510 = 0.41

	Investment Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Earnings Per Share (EPS)
	Net Income ÷ Weighted Avg. Shares
	(24,029) ÷ 12,959 = -1.85
	(98,238) ÷ 12,855 = -7.64
	407 ÷ 12,703 = 0.03
	5,301 ÷ 13,465 = 0.39
	38,572 ÷ 13,893 = 2.78


 
[bookmark: _Toc214732262]1.3 Identify trends, strengths and threats
Trends 
The financial ratios show negative long-term trends in the General Electronics performance. In this case, the profitability has declined sharply, while gross profit margin, has been stable around 28% in 2020 to 2020, and dropped to 23.2% in 2023, before recovering to 28.9% in 2024, which addressed an inconsistent cost control and unstable pricing strategy (Cole, 2025). On the other hand, net profit margin has been negative, which stands at –6.08% in 2024 and –23.36% in 2023. This refers that the organization is not capable to convert the revenues into the bottom-line profitability due to the high operating and finance costs. The ROE of return to equity has collapsed from being 12.31% to –15.69% in 2024, which reflects a severe erosion of the shareholder values (Njiru, 2017). The liquidity has shown a declining trend, even though the current ratio remained above 1.5 and it has fallen from 1.82 in 2020 to 1.53 in 2024, while showing the weakening of short-term financial security. The operating cash flow ratio has decreased from 0.41 in 2020 to just 0.09 in 2024, while confirming that the business is generating less cash relative to the short-form obligations. The gearing has also become worsen, with having the debt-to-equity ratio is increasing from 0.63 to 1.11, while addressing a financial risk and reliance on the debt. 
Strengths              
Despite of the financial struggles, the General Electronics holds some major and key strengths. Its gross margin stability has addressed that the organization retains pricing power and relatively strong brand in different product segments. The asset turnover ratio has remained around 1.18 to 1.22, while addressing reasonable efficiency to utilize the assets for generating revenue to utilize the assets and generate revenue in compared to the manufacturing firms (Hansen, 2025; Cole, 2025; Njiru, 2017). On the other hand, the liquidity is declining but it not yet falls under the danger zone and current ratio remained above 1.5. At the same time, the quick ratio has rebounded about “1” in 2023 and 2024, which means the organization can meet with short-term obligations without relying heavily on the inventory (Hansen, 2025; Cole, 2025; Njiru, 2017). 
Threats       
One of the major threats is the persistent unprofitability, which is eroding the earnings and shareholder confidence. In this case, continuous losses have caused equity for halving from £313,301m in 2020 to £153,105m in 2024. Apart from that, another major threat is worsening of leverage. Without the debt-equity-ratio has been above “1”, the creditors have a stronger claim than owners.     
[bookmark: _Toc214732263]1.4 Application of Altman Z-Score    
The Altman Z-Score model for publicly traded manufacturing firms is:
Z = 1.2(WC/TA) + 1.4(RE/TA) + 3.3(EBIT/TA) + 0.6(MVE/TL) + 1.0(S/TA)
In the above formula, the following can be understood:
WC = Working Capital, TA = Total Assets, RE = Retained Earnings, EBIT = Operating Income,
MVE = Market Value of Equity, TL = Total Liabilities, S = Sales.
As the firms’ market value of equity isn’t available, book value of the equity has been used as a conservative proxy, while using the data from 2024:
· Working Capital = 242,494 − 158,291 = 84,203
· WC/TA = 84,203 / 323,354 = 0.26
· Retained Earnings/TA = 208,431 / 323,354 = 0.64
· EBIT/TA = (−15,297) / 323,354 = −0.05
· Equity/TL = 153,105 / 170,249 = 0.90
· Sales/TA = 394,879 / 323,354 = 1.22
On this note,
Z: 1.2(0.26) + 1.4(0.64) + 3.3(−0.05) + 0.6(0.90) + 1.0(1.22)
Z: 2.81
According to the Altman’s model, the Z-score has been above 2.81 which indicates the safety, between 1.81 – 2.99 has been noted as the “grey zone” and below 1.81 has addressed a distressing situation (CFI, 2024a).  
[image: ]
Figure 1: Altman Z-Z zones
(Self-created)
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[bookmark: _Toc214732265]2.1 Assessment of the cash operating cycle 
The cash operating cycle is known as the cash conversion cycle which measures the way long-term company converts the cash invested in the inventory back into the cash received from customers, it can be calculated as follows: (CFI, 2024b)
Cash Operating Cycle = Days Sales Outstanding (DSO) + Days Inventory Outstanding (DIO) – Days Payables Outstanding (DPO)  
Therefore, by using the financial data from the statements, of 2024, the cash operating cycle has been estimated as follows: 
DSO (Receivables Days)
Formula: (Accounts Receivable ÷ Net Sales) × 365
2024: (114,182 ÷ 394,879) × 365, Or, 105.5 days
This has addressed that the organization is taking over 105 days for collecting the money from the customers. In compared to the 2020, when it has collected in around 77 days, where it reflects a major deterioration for receivable management. This addressed weaker credit control, risky customers and a poor collection process. 
DIO (Inventory Days)
Formula: (Inventory ÷ Cost of Sales) × 365
2024: (79,355 ÷ 280,885) × 365, Or, 103.1 days
The organization holds the inventory for around 103 days before selling it. This is relatively high for the customer electronics sector, where the products has become obsolete. Even though the levels of inventory have improved from 2022 highs, the rate of turnover remained slow, while addressing weaker demand forecast and excess production or insufficient inventory management (CFI, 2024c).      
DPO (Payables Days)
Formula: (Accounts Payable ÷ Cost of Sales) × 365
2024: (72,031 ÷ 280,885) × 365, Or, 93.6 days
This refers that the General electronics pays its suppliers roughly 94 days, which is longer than most of the standard supplier terms. While this assists in short-term cash flow, this might damage the supplier terms, while assisting the short-term cash flows. This can damage the supplier relationships and because credit terms in the future times.
Cash Operating Cycle (2024)
= 105.5 + 103.1 – 93.6
= 115 days
This refers that, General electronics takes around 4 months for recovering the cash after the investment in production. In comparison to that, the 2020, cash cycle has been around 108 days, while showing that the cycle has lengthened. This has been a serious concern as longer cycle ties-up more cash for performing the operations, while increasing the pressures of liquidity. 
[bookmark: _Toc214732266]2.2 Recommendation of strategies for improving the liquidity through working capital reforms  
Accelerating the receivables collections 
General electronics’ receivables periods of 105 days is long for the consumers electronic sector, where the faster cash cycles are critical due to the higher and rapid product obsolescence. For the improvement of the liquidity levels, the organization need to strengthen the credit control policies (Highradius, 2025). This includes moving towards the strict credit approval process for the new and existing customers, reduction of the standards credit terms from the extended periods to 30 – 40 days, and reinforcing the standard credit terms from extending periods to 30 to 45 days and enforcing the penalties for overdue accounts. 
Inventory optimization and Stock Reduction
The current inventory holding period of around 103 days addressed an inefficient stock management and potential over-production and poor demand forecasting. For releasing the cash trapped in the stock, General electronics need to make an investment in the advanced demand forecasting tools and sales data assessment for aligning the production closer to the real-market demand (Teplická and Čulková, 2020). By introducing the structured just-in-time approach for the components to be stable and slow-moving, obsolete inventory needs to be actively identified and liquidated through the discount programs besides being written off
Payables Management and Supplier Negotiation
Even though the organization’s current payables periods has been around 94 days, that supports the short-term cash flow, this needs to be managed carefully for avoiding the damage of supplier relationship. The organization need to renegotiate the structured payment terms with having strategic suppliers and aiming for the extended terms where needed (Mallick, 2020). These systems allow General Electronics to keep the cash longer while suppliers receive earlier payment through the financial intermediaries. As addressed to the corporate treasury and trade finance studies, supply chain financing process can improve the liquidity without hearing the trust of suppliers while being implemented transparently.
Strengthening Cash Flow Forecasting and Controls
Beyond the operational reforms, the business needs to establish a strong cash monitoring process. The rolling of the 13-week cash flow forecast needs to be applied for anticipating the future cash shortages and plan the financing processes accordingly. Working capital KPIs, including; DSO, DIO and DPO need to monitor on monthly basis at both the senior management and the operational levels. The researches done in the corporate financing management addressed that companies which has integrated cash forecasting system can reflect stronger liquidity resilience during the time of financial distress.    
[bookmark: _Toc214732267]2.3 Comparing short-term and long-term financing options      
The short-term financing process refers to the funds which has been raised for less than one year, and typically used for supporting the needs of working capital, including; inventory, payroll, and receivables. The examples might include; bank overdrafts, short-term loans, trade credit, and lines of credit (Mustafina et al. 2020). For the General Electronics, the short-term financing is visible through the heavy usage of the credit lines. Main advantage is the flexibility and a faster access to the cash and equivalents (Winoker 2024). The risks include high interest costs during the rate hikes and refinancing the risks if lenders have tightened the credit. The over-reliance can worsen the liquidity pressures, specifically while operating cash flows to become weaker. 
The long-term financing process provides the capital for more than one year and usually supporting the investment in assets, technology and restructuring. The examples might include; term loans, bond issuance, equity financing, and long-term leases. Its advantages is the stability, as the repayment schedules becomes predictable, and it reduces the bankruptcy risk in compared to the short-term borrowings (Cole, 2025). 
For General electronics, making balance between both is critical, where the short-term facilities are necessary for the operational liquidity and long-term funding options for the strategic recovery without out burdening the cash flow.       
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[bookmark: _Toc214732269]3.1 Recommended financial restructuring options for General Electronics   
Regarding the General Electronics; weakened profitability, increasing leverage, and pressure on the liquidity, a structured financial restructuring programme is necessary for stabilising the operations and restoring the long-term financial health. Three of the realistic and strategic options, which are recommended can be: divestiture of non-core assets, strategic mergers or partnerships, and equity injection.  
On the first hand, divestiture of the non-core and underperforming business units needs to be prioritised. The balance sheet has shown major declination of the total assets from being £510,290m in 2020 to £323,354m in 2024, which addresses the impairment and inefficiencies in the utilisation of assets. On the other hand, there may still be product lines, regional subsidiaries and facilities that can generate the low returns and persistent losses (Hansen, 2025; Cole, 2025; Njiru, 2017). Selling or spinning-off the divisions can assist in generating an immediate cash inflow, reduce the operational complexity and free management resources for focusing on the profitable core segments such as; high-margin consumer electronics and smart devices (Zaramella, 2023). Such approach has been used by the organisations, including; HP and Toshiba during the time of restructuring phases for the improvement of cash position and the focus on profitability. For the General Electronics, divesting in the low-margin and declining legacy product lines can support the debt reduction and restoration of liquidity volumes. 
On the other hand, strategic merger, acquisition, or alliance need to consider strengthening the competitive positioning and reducing the operational costs. Regarding the declining of sales and market pressures, partnering with the complementary electronics firms can provide a proper access to the new markets, shared R&D capabilities and economics of scale. For example; a merger with the regional manufacturers and strategic alliance with technology software firm can assist in improving the product innovation while sharing the costs. This is necessary as General Electronics has higher operating expense which exceeds the gross profit in recent times. A properly structured merger and joint venture can assist in reducing the duplicated operating costs, optimise the supply chain systems and bargaining power with the suppliers.    
Finally, the equity injection is necessary for restructuring options for strengthening the capital base. The shareholder’s equity has declined significantly from being £313,301m in 2020 to £153,105m in FY2024, due to the accumulated losses. The new equity issues and strategic investment from the institutional investors, private equity and strategic partners might reduce the reliance on debt and improvement of the debt-to-equity ratios that currently stands at a risky situation of 1.11. While this can involve the dilution for existing shareholders, this might provide some necessary long-term capital for restructuring, technology upgrades, and selected investments (Mavlutova et al. 2021). 
[bookmark: _Toc214732270]3.2 Impact of shareholder value, debt structure and operational flexibility 
The proposed financial restructuring options, includes; divestiture, strategic merger/partnership, and equity injection. These can deliver some major implications for the GE’s shareholder values, capital structures, and operational flexibility. While being carefully managed, such measures can make a shift of the company from the financial distresses towards the sustainable recovery. 
Impact of shareholder value
In short-term, the shareholder value might face a mixed effect, where the diversification of non-core assets can cause temporary revenue reduction if those still generates sales, but might improve the profitability by eliminating the loss-making operations and improvement of margin quality. This cause better long-term stock valuation as the investors gives rewards to the focuses and streamlines companies (Reiff and Mansa, 2025). The equity injection, even though it might dilute the current shareholder’s ownership, still necessitates for the prevention of the further value destruction. In the current scenario, the organisation’s declining volume of equity (i.e. from £313,301m in 2020 to £153,105m in 2024) and persistent losses addresses a current erosion of the shareholder’s wealth. The fresh capital infusion can restore the confidence, strengthen the balance sheet and also support the profitable investments.   
Impact on the debt structure 
The General electronics currently shows the rising reliance on the debt, with using dent-to-equity ratio is rising to 1.11, and addressed creditors are capable to finance more in the business, in compared to the shareholders. The equity injection will improve this through lowering the leverage ratio, while making the organisation as more attractive to the lenders and rating agencies. Divesting the loss-making assets and using the proceeds for repaying the lines of credit can improve the coverage of interest and use proceeds to pay the lines of credit for improving interest coverage and reduction of financial risks. The strategic merger and alliance can allow the management to refine the expensive short-term debt into the structured long-term debt, by smoothening the cash outflows and reduction of the risks related to refinancing processes.             
Impact on the operational flexibility 
The operational restructuring can improve the operational flexibility, through divesting the non-core units, management can focus on few but stronger business segments for enabling quicker strategic decisions and better allocation of resources. The strategic partnerships and mergers might provide an access to shared technologies, supply chain systems and market channels, for reducing the fixed costs while improving the operational efficiency. In addition to that, an improved level of liquidity position from the equity injection and asset sales can increase the ability of firm to make equity-injection and asset sales to increase the firm’s ability in responding against market changes and investment in the innovations. With having stronger cash flows and lower financial stress, GE will have greater freedom for applying the long-term strategies besides focusing on the short-term survival of the business.  
[bookmark: _Toc214732271]3.3 International and ethical considerations in financial restructuring & investment strategy 
Being a multinational consumer electronic organisation, GE needs to consider both international financial factors and ethical responsibilities while applying its restructuring and investment decisions.  
From the international perspective, taxation differences across the operating nations, can affect the profitability. The corporate tax rates, import duties and transfer pricing regulations might different widely between the regions namely; Asia, Europe, and North America (Tanasić, 2019). If the business relocates production or headquarters or sells the subsidiaries, including; tax implications (capital gains tax and withholding tax on dividends), it requires to carefully assess the dividends. The poor tax planning can reduce the net benefits of the mergers, it becomes necessary for the organisation to adopt an efficient ethical tax avoidance that can damage the corporate reputation. The currency risks can be noted as another major area of concern, as the business earns revenues and incurs costs in different currencies. The volatility of the exchange rate can create a significant impact on the profit margins and cash flows, specifically if the major production facilities are located in low-cost nations.
On the other hand, the inflationary pressures across the emerging nations can affect the cost of raw materials, labour and cost of logistics. The increasing global inflation increases cost of production and squeezes the weaker margins. As a response of this, GE need to consider the long-term supplier contracts, local sourcing strategies and making selective price adjustments in the international markets for maintaining the competitiveness while protecting the price margins.
[bookmark: _Toc214732272]4. Investment Appraisal and Capital Budgeting  
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a) Payback Period 
In project A, the payback period is estimated to be about 3.4 years. This implies that the project will be able to recoup its initial investment of 40 million pounds within a relatively short period of time, as cumulative cash inflows of the project will hit 36 million by year three. The short payback period reduces risk since the initial investment is returned in a short period (Corporate Finance Institute, 2025).  So, it is beneficial to choose investments with short payback periods. 
b) Accounting Rate of Return
Project A will have an ARR of 14% using straight-line depreciation.  It emphasises profitability in terms of accounting, that is, the effectiveness of investment in terms of its performance during its life.  ARR does not consider the time value of money since it assumes that accounting income in the future is equal to accounting income in the present (Vipond, 2025a). In the case of Project A, the ARR is positive, indicating that it is profitable. 
c) Net Present Value and Profitability Index
When the discount rate is at 10%, Project A will yield a Net Present Value of £1.32 million and a Profitability Index of 1.03. Such numbers ensure that the project is marginally valuable over the cost of capital, and it is viable in terms of financial benefit but not of high profitability. The positive NPV validates that discounted cash inflows exceed the original capitalisation, and PI just above 1 indicates relative inefficiency in generating returns.
d) Internal Rate of Return
The IRR refers to the interest rate at which the net present value of cash flows of the project would be equal to zero (Whitworth, 2023). Project A has an Internal Rate of Return of around 11.55, which is slightly above a 10% discount rate. It indicates that the project is good, but with a limited rate of profit. This minor variation can bring risk, as changes in the cost of financing or other risk factors. When the discount rates increase, the project might also become unattractive. Thus, IRR is not a measure of high performance but of moderate profitability, although it helps to determine the feasibility of an investment.  
[bookmark: _Toc214732275]4.1.2 Project B
a) Payback Period 
Project B takes five years to recoup the original investment of £30 million because the annual inflows of £6 million would slowly build up until the last year. A five-year payback period is quite long, and there is a risk of liquidity. The cash flows are predictable and steady, but the slow recovery makes it less flexible to reinvest, and they are less appealing to companies that would prefer faster returns or ones with insufficient capital. 
b) Accounting Rate of Return
Accounting rate of return (ARR) is used to assess the yearly rate of investment (Saleh, 2025). On straight-line depreciation, Project B records an ARR of 0. This is due to the fact that annual cash inflows are equal to depreciation expenses, and accounts do not record a profit over the five years. The project has steady cash generation, but it does not provide profitability from an accounting viewpoint. A zero ARR implies low value generation to shareholders and indicates the poor performance of the project as opposed to other projects that have positive returns. 
c) Net Present Value and Profitability Index
Project B will have a negative NPV of -7.26 million pounds and PI of 0.76 at a discount rate of 10%. Such findings reveal that the new project does not produce enough discounted cash inflows to pay the initial capital. PI below 1 indicates that the investment is not economically viable (Paoli et al., 2025). Financially, Project B does not attract as compared to alternatives that produce positive returns exceeding the cost of capital. 
d) Internal Rate of Return 
The Internal Rate of Return on Project B is determined to be 0. This points to the fact that there is no actual return on investments when the time value of money is taken into consideration.  As the outcome indicates a lack of financial feasibility, the investment appraisal does not make Project B an appropriate option. 
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a) Payback Period 
The payback of project C is about 3.6 years, and the payback is recovered in the fourth year. This is a relatively short period that has good liquidity because the project starts to give good returns after year three. Even though the initial inflows are small, the rise in the third and fourth years boosts recovery. The payback period demonstrates less risk of investment. 
b) Accounting Rate of Return
Under straight-line depreciation, Project C incurs an ARR of 20%. It is a good accounting performance, which shows that the project is very profitable in comparison to the capital base. The ARR implies effective utilisation of funds and robust shareholder value creation. 
c) Net Present Value and Profitability Index
Project C has a positive NPV of £4.23 million and PI 1.08. These findings mean that the project will generate a value that is greater than the cost of capital, and it is financially viable. A PI of greater than 1 is a good indication of profitability and efficiency in its resource allocation (Wibowo and Damayanti, 2025). Project C shows a better wealth creation potential than other projects.
d)Internal Rate of Return 
Project C has an Internal Rate of Return of around 13.14. As the IRR is bigger than the cost of capital so this is a good investment (Vipond, 2025b). The high IRR makes Project C a good project to maximise shareholders' value. 
Project A is showing moderate viability with a payback of 3.4 years, ARR of 14, and a positive NPV value. Project B is poor, as it will take five years to break even, as the project will not give any ARR, negative NPV, and the IRR is 0, indicating a zero-real payoff. Project C is best, as it has the highest ARR of 20, a positive NPV of £4.23 million, a PI greater than 1, and an IRR of 13.14. 
4.2 Final investment recommendation under capital rationing              
Under the capital rationing constraint of £60 million, the General Electronics need to priorities the projects that can maximize the shareholder value while remaining within the expected budget. Based on the investment appraisal results in the calculation, Project C (£50 million) needs to be selected as the primary investment. This delivers highest financial value indicator, with having positive NPV of £4.23 million as a profitability Index or PI of 1.08 and an IRR of 13.14% which is higher than 10% of the cost of capital. This also has a short-term payment period of 3.6 years, while supporting the recovery of liquidity. This makes Project C as the best standalone value-creating option.
After the selection of the project C, only £10 million of the capital budget remains, that is insufficient for funding project A (£40 million), or Project B (£30 million). In this case, no additional project can be undertaken without exceeding the budget, even though Project A has marginally positive NPV of £1.32 million and PI has been above of “1”. Its return is weaker for project C, and includes A and C which can exceed the capital limit at £90 million. 
4.3 Justification of investment recommendations based on the financial performance             
The recommendation of prioritizing the Project C under the capital rationing is strongly justified when being assessed against the General Electronics’ current financial conditions and risk profile of the projects. The organization is facing some serious profitability challenges, with the net losses of £24,029 million in 2024 and a negative ROE of –15.69%, has addressed a destruction of the shareholder’s value. In such scenario, it is necessary to make selection of only those type of investments that can enhance the profitability and enhance the positive economic values creations. Project C has been positioned as the highest Net present Value of £4.23 million and strongest ARR of 20%, in compared to the Project A’s moderate ARR of 14% and project B’s zero ARR. This has demonstrated that project C offers superior long-term profitability option that is critical for the organization which is struggling to restore the stability of earning.     
From the liquidity perspective, General electronics’ operating cash flow ratio has weakened to 0.09 in FY2024, which reflects tight short-term liquidity. On this note, project selection needs to consider not only the profitability but also the speed of cash recovery. Project C has a relatively short payback period of 3.6 years that is necessary due to the quicker cash recovery for reducing financial strains and dependency on the eternal borrowings. In contrast to that, Project B’s longer 5 year payback period has increased the liquidity risk which is unsuitable for the business that is facing a cash pressure. In terms of the risk characteristics, Project C performs better, and its IRR of 13.14% exceeds the 10% cost of capital of the organization by providing a risk buffer against the economic and cost fluctuations.        
Conclusion        
The assessment addressed serious financial deterioration, which has been identified by the failing profitability, weaker cash flows and increasing leverages. Through having a structured ratio analysis, risk assessment and investment appraisals under the capital monitoring, Project C can be identified as the most value-driven option. Applying the working capital reforms are necessary in this case for restoring the liquidity and long-term stability.                
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[bookmark: _Toc214732279]Appendix 1: Ratio analysis 
	Profitability Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Gross Profit Margin (%)
	Gross Profit ÷ Net Sales × 100
	113,994 ÷ 394,879 = 28.87%
	97,560 ÷ 420,457 = 23.20%
	152,292 ÷ 542,751 = 28.06%
	173,016 ÷ 601,602 = 28.76%
	176,256 ÷ 614,680 = 28.67%

	Net Profit Margin (%)
	Net Income ÷ Net Sales × 100
	(24,029) ÷ 394,879 = -6.09%
	(98,238) ÷ 420,457 = -23.37%
	407 ÷ 542,751 = 0.07%
	5,301 ÷ 601,602 = 0.88%
	38,572 ÷ 614,680 = 6.28%

	ROA (%)
	Net Income ÷ Total Assets × 100
	(24,029) ÷ 323,354 = -7.43%
	(98,238) ÷ 355,872 = -27.61%
	407 ÷ 504,163 = 0.08%
	5,301 ÷ 510,348 = 1.04%
	38,572 ÷ 510,290 = 7.56%

	ROE (%)
	Net Income ÷ Shareholders’ Equity × 100
	(24,029) ÷ 153,105 = -15.69%
	(98,238) ÷ 178,920 = -54.91%
	407 ÷ 268,406 = 0.15%
	5,301 ÷ 275,949 = 1.92%
	38,572 ÷ 313,301 = 12.31%

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Liquidity Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Current Ratio
	Current Assets ÷ Current Liabilities
	242,494 ÷ 158,291 = 1.53
	258,851 ÷ 161,148 = 1.61
	338,040 ÷ 216,473 = 1.56
	337,146 ÷ 216,787 = 1.56
	326,843 ÷ 179,510 = 1.82

	Quick Ratio
	(Current Assets – Inventories) ÷ Current Liabilities
	(242,494 − 79,355) ÷ 158,291 = 1.03
	(258,851 − 88,273) ÷ 161,148 = 1.06
	(338,040 − 140,181) ÷ 216,473 = 0.91
	(337,146 − 134,469) ÷ 216,787 = 0.94
	(326,843 − 120,430) ÷ 179,510 = 1.15

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Efficiency Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Asset Turnover
	Net Sales ÷ Total Assets
	394,879 ÷ 323,354 = 1.22
	420,457 ÷ 355,872 = 1.18
	542,751 ÷ 504,163 = 1.08
	601,602 ÷ 510,348 = 1.18
	614,680 ÷ 510,290 = 1.21

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Gearing / Leverage Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Debt-to-Equity
	Total Liabilities ÷ Shareholders’ Equity
	170,249 ÷ 153,105 = 1.11
	176,952 ÷ 178,920 = 0.99
	235,757 ÷ 268,406 = 0.88
	234,399 ÷ 275,949 = 0.85
	196,989 ÷ 313,301 = 0.63

	Debt Ratio
	Total Liabilities ÷ Total Assets
	170,249 ÷ 323,354 = 0.53
	176,952 ÷ 355,872 = 0.50
	235,757 ÷ 504,163 = 0.47
	234,399 ÷ 510,348 = 0.46
	196,989 ÷ 510,290 = 0.39

	
	
	
	
	
	
	

	Cash Flow Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Operating Cash Flow Ratio
	Operating Cash Flow ÷ Current Liabilities
	14,822 ÷ 158,291 = 0.09
	25,190 ÷ 161,148 = 0.16
	10,926 ÷ 216,473 = 0.05
	40,283 ÷ 216,787 = 0.19
	73,392 ÷ 179,510 = 0.41

	
	
	
	
	
	
	

	Investment Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Earnings Per Share (EPS)
	Net Income ÷ Weighted Avg. Shares
	(24,029) ÷ 12,959 = -1.85
	(98,238) ÷ 12,855 = -7.64
	407 ÷ 12,703 = 0.03
	5,301 ÷ 13,465 = 0.39
	38,572 ÷ 13,893 = 2.78
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Project A
	PBP

	Year
	Cashflow 
	Cumulative Cashflow

	1
	10
	10

	2
	12
	22

	3
	14
	36

	4
	10
	46

	5
	8
	54

	Investment to recover
	40
	

	After 3 years, recovered
	36
	

	Amount remaining 
	4
	

	Year 4 Inflow
	10
	

	PBP
	3.4
	



	ARR

	depreciation
	straight-line depreciation to zero
	

	Initial investment £m
	40
	

	Years
	5
	

	Annual depreciation
	8
	

	Year
	CashFlow 
	Profit

	1
	10
	2

	2
	12
	4

	3
	14
	6

	4
	10
	2

	5
	8
	0

	Average Annual profit 
	2.8
	 

	Average Investment
	20
	 

	ARR
	14
	In percentage 



	NPV

	Discount Rate
	10%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/ (1+10%)] ^1
	0.909090909
	9.090909091

	2
	[1/(1+10%)] ^2
	0.826446281
	9.917355372

	3
	[1/ (1+10%)] ^3
	0.751314801
	10.51840721

	4
	[1/ (1+10%)] ^4
	0.683013455
	6.830134554

	5
	[1/ (1+10%)] ^5
	0.620921323
	4.967370584

	Total PV
	 
	 
	41.32417681

	NPV
	1.324176814
	 
	 

	PI
	
	

	PI
	1.03310442
	
	



	IRR

	Discount Rate
	20%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+20%)]^1
	0.833333333
	8.333333333

	2
	[1/(1+20%)]^2
	0.694444444
	8.333333333

	3
	[1/(1+20%)]^3
	0.578703704
	8.101851852

	4
	[1/(1+20%)]^4
	0.482253086
	4.822530864

	5
	[1/(1+20%)]^5
	0.401877572
	3.215020576

	 
	 
	 
	32.80606996

	NPV
	-7.193930041
	 
	 

	Discount rate
	10%
	20%
	

	NPV
	1.324176814
	-7.193930041
	

	IRR
	0.115545436
	
	

	
	11.55454356
	
	



Project B
	PBP

	Year
	Cash Flow 
	Cumulative Cashflow

	1
	6
	6

	2
	6
	12

	3
	6
	18

	4
	6
	24

	5
	6
	30

	Investment to recover
	30
	

	In the 5th year, the investment fully recovered
	 
	

	PBP
	5
	



	ARR

	depreciation
	straight-line depreciation to zero
	

	Initial investment £m
	30
	

	Years
	5
	

	Annual depreciation
	6
	

	Year
	Cash Flow 
	Profit

	1
	6
	0

	2
	6
	0

	3
	6
	0

	4
	6
	0

	5
	6
	0

	Average Annual profit 
	0
	 

	Average Investment
	15
	 

	ARR
	0
	In percentage 



	NPV

	Discount Rate
	10%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+10%)]^1
	0.909090909
	5.454545455

	2
	[1/(1+10%)]^2
	0.826446281
	4.958677686

	3
	[1/(1+10%)]^3
	0.751314801
	4.507888805

	4
	[1/(1+10%)]^4
	0.683013455
	4.098080732

	5
	[1/(1+10%)]^5
	0.620921323
	3.725527938

	 
	 
	 
	22.74472062

	NPV
	-7.255279384
	 
	 

	PI
	
	

	PI
	0.758157354
	
	



	IRR

	Discount Rate
	1%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+1%)]^1
	1
	6

	2
	[1/(1+1%)]^2
	1
	6

	3
	[1/(1+1%)]^3
	1
	6

	4
	[1/(1+1%)]^4
	1
	6

	5
	[1/(1+1%)]^5
	1
	6

	 
	 
	 
	30

	NPV
	0
	 
	 

	Discount rate
	10%
	0%
	

	NPV
	-7.255279384
	0
	

	IRR
	0
	
	



Project C
	PBP

	Year
	CashFlow 
	Cumulative Cashflow

	1
	5
	5

	2
	10
	15

	3
	20
	35

	4
	25
	60

	5
	15
	75

	Investment to recover
	50
	

	After 3 years, recovered
	35
	

	Amount remaining 
	15
	

	Year 4 Inflow
	25
	

	 
	 
	

	PBP
	3.6
	



	ARR

	depreciation
	straight-line depreciation to zero
	

	Initial investment £m
	50
	

	Years
	5
	

	Annual depreciation
	10
	

	Year
	Cash Flow 
	Profit

	1
	5
	-5

	2
	10
	0

	3
	20
	10

	4
	25
	15

	5
	15
	5

	Average Annual profit 
	5
	 

	Average Investment
	25
	 

	ARR
	20
	In percentage 



	NPV

	Discount Rate
	10%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+10%)]^1
	0.909090909
	4.545454545

	2
	[1/(1+10%)]^2
	0.826446281
	8.26446281

	3
	[1/(1+10%)]^3
	0.751314801
	15.02629602

	4
	[1/(1+10%)]^4
	0.683013455
	17.07533638

	5
	[1/(1+10%)]^5
	0.620921323
	9.313819846

	 
	 
	 
	54.2253696

	NPV
	4.225369603
	 
	 

	PI
	
	

	PI
	1.084507392
	
	



	IRR

	Discount Rate
	20%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+20%)]^1
	0.833333333
	4.166666667

	2
	[1/(1+20%)]^2
	0.694444444
	6.944444444

	3
	[1/(1+20%)]^3
	0.578703704
	11.57407407

	4
	[1/(1+20%)]^4
	0.482253086
	12.05632716

	5
	[1/(1+20%)]^5
	0.401877572
	6.02816358

	 
	 
	 
	40.76967593

	NPV
	-9.230324074
	 
	 

	Discount rate
	10%
	20%
	

	NPV
	4.225369603
	-9.230324074
	

	IRR
	0.131402094
	
	

	
	13.14020942
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