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[bookmark: _Toc217278169]Introduction
General Electronics competes in an international consumer electronics sector, which is highly competitive in terms of price, brief innovation cycles and highly sensitive to macroeconomic fluctuations. The organisation has been in deep financial distress over the last five years, which is evidenced by the declining profitability, decreasing liquidity reserves, and increasing leverage level. The symptoms are congruent with typical signs of corporate distress, where strategic imbalance and financial mismanagement engage in a reciprocal relationship affecting the long-term competitiveness (López-Gutiérrez et al., 2005). 
This report presents a systematic financial analysis in order to determine the corporate turnaround strategies. The evaluation combines a multi-year ratio analysis, with established failure-prediction models, to measure the solvency risk (Taffler, 1983). The efficiency of working capital is also assessed to understand how the internal operational procedures are limiting the liquidity in line with research evidence that links low cash conversion to business failure (Howorth and Westhead, 2003). The report then proceeds to come up with a restructuring blueprint based on the divestment logic, redesigning capital structure and international financial considerations. Lastly, investment appraisal methods, such as NPV, IRR, ARR, PI and payback, are used to ensure efficient allocation of limited capital. The combined efforts of the study would provide a viable financial recovery plan and strategic recoverable approach to General Electronics.
[bookmark: _Toc217278170]1. Financial Health Assessment
Financial health assessment provides the basis of restructuring decisions and it defines the level of intervention that should be applied to stabilise a troubled organisation. The multidimensional ratio analysis assists financial statement users to explain the performance trend and organisational risk (Gerald et al., 2003). In this section, the profitability, liquidity, efficiency, leverage, and strength of cash flow and bankruptcy probability of General Electronics in the preceding five financial years are analyzed. In contrast to single-year benchmarking models, multi-period ratio analysis is able to tell the direction and pace of decay, which forms the core of diagnosing structural financial fragility.
[bookmark: _Toc217278171]1.1 Profitability Ratios
The profitability ratios indicate the efficiency of the management of revenue to earnings, and the constant decline of these indicators is typically linked to the downfall of the corporation (Lazaridis and Tryfonidis, 2006).
Margin Interpretation
The margin resilience is moderate over the first three years and primarily with the help of brand strength and scale economies. Nonetheless, margins deteriorate drastically in 2023, as inventory impairments, declining demand as well as restructuring expenses, impact the margins negatively. The falling operating profit margins are frequently signs of structural cost inefficiencies but not volatile fluctuations (Koller et al., 2025). The improvement in the gross margin in 2024 is shallow and propelled by intensive cost reduction as opposed to growth in revenues.
ROA and ROE Trend
This fall in ROA of 7.6 to -7.4 is an indication of poor utilisation of huge fixed asset base. ROE movements affirm that funds of the shareholders are being worn away. The five years of negative ROE trend is an indication of continued destruction of value, which supports a current body of research that declining ROE tends to herald the onset of an equity market meltdown (Damodaran, 2012).
Conclusion: Combined, these indicators suggest loss of competitive edge, a breakdown in cost management and deterioration in asset efficiency. These conclusions support drastic reorganisation, instead of gradual redress.
[bookmark: _Toc217278172]1.2 Liquidity and Short-Term Solvency
Liquidity ratios are used to indicate whether the firm has the capacity to cover the current liabilities, and the working capital needs. Companies that are experiencing a dwindling liquidity may often fail into formal insolvency since they are unable to fulfil operational cash commitments (Koller et al., 2025).
Interpretation
The current ratio has been above 1.0, though the long-term downward trend indicates tight liquidity. The decline in the cash ratio to 0.17 demonstrates that the company does not have enough liquid assets to cover short term liabilities, which is also in line with financial stress measures in troubled companies (Altman and Hotchkiss, 2010). The quick ratio of less than 1.0 in four years of a row suggests more and more dependence on converting inventory to settle payables, which is not a sustainable position with poor revenue.
Conclusion: These signs validate a liquidity crisis. In the absence of outside funding or reconfiguration of working capital, the company will run the risk of defaulting on payments and disputes with creditors.
[bookmark: _Toc217278173]1.3 Efficiency and Working Capital Performance
Efficiency ratios show the level of effectiveness in the deployment of assets to generate revenue. The poor utilisation raises the financial expenses and decreases the flexibility of operations (Howorth and Westhead, 2003).
Inventory Turnover
Although the inventory days become better in 2024, the increase was due to the reduction of production, and not to the rise in sales. There is an indication that increasing inventory days tend to be indicative of stretched out supply chain and forecasting mistakes (Hofmann and Kotzab, 2010).
Receivable Performance
The number of receivable days increases to 105 in 2024, which is a cause of concern. The rise shows a decline in customer payment discipline. Extending credit to customers with poor financial status compounds the risk of default and causes gridlock in cash (Koller et al., 2025).
Payables Movement
Payable days have dropped drastically, indicating that the company has increased supplier payments in a period when it was experiencing deteriorating liquidity. This is contrary to the working-capital optimisation theory, which considers extending payables as a normal liquidity stabiliser (Hill, Kelly and Highfield, 2010).
Working Capital Cycle
The cash cycle increases by 128 days to 151 days which shows that the cash is slower to recover. An increase in cash conversion cycle is a major indicator of business failure because companies end up with insufficient funding to operate (Lazaridis and Tryfonidis, 2006).
[bookmark: _Toc217278174]1.4 Capital Structure and Long-Term Solvency
Leverage ratios determine the manner in which the company will be financed and the level of financial risk. A high leverage enhances volatility and quickens the likelihood of distress (Frank and Goyal, 2007).
Interpretation
The debt-to-equity ratio of more than 1.0 is a confirmation of excessive leverage. Combined with negative EBIT, the negative ratios of interest-coverage in 2023 and 2024 show that the operations to meet the finance charges would not be possible, which is a strong indication of weakness in insolvency (Gertner and Scharfstein 1991).
[bookmark: _Toc217278175]1.5 Cash Flow Strength Indicators
It is a well-recognized fact that operating cash flow is a more potent indicator of survival than profitability itself (Sudarsanam, 2003).
A negative free cash flow over three years shows a lack of internal capital required to support refinance debt or new investment made.
[bookmark: _Toc217278176]1.6 Corporate Failure Risk - Altman Z Application
The Altman Z-Score of liquidity, earnings, and leverage and productivity variables in determining bankruptcy risk (Altman and Hotchkiss, 2010) shows cause of concern to General Electronics. The Z-value of about 1.21 is way below the 1.81 distress level, which would signal high risk of insolvency in the coming two years. This is consistent with other industry performance as noted by Tinoco and Wilson (2013) who note that manufacturing companies that are undergoing deteriorating earnings, poor liquidity status and negative operating margins tend to move into irreversible financial distress without restructuring.
[bookmark: _Toc217278177]1.7 Key Strengths and Threats Summary
Even with all the distress, there are a few strengths: the high potential of gross margin indicates that it can recover its prices, a large asset base in which the company is located provides it with refinancing, and the presence of the time-tested global brand equity can be used to negotiate partnerships. Nonetheless, the negative coverage of interest and negative earnings are worsening insolvency exposure besides the threat of liquidity erosion jeopardizing operational survival. An extended cash cycle raises the cost of finances and high leverage limits flexibility. The default risk is obviously high when combined with the Z-Score result.
[bookmark: _Toc217278178]2. Working Capital and Liquidity Management Evaluation
Effective management of the working capital plays a critical role in the continuity and liquidity of operations. Working capital is a measure of the relationship that exists between short-term assets and liabilities, and their management impacts profitability, risk exposure and cash availability (Lukason & Camacho-Minano, 2019). In the case of General Electronics, a declining revenue, increasing losses and growing level of debts imply that it is the internal cash management, instead of external financing that will decide on short-term survival. This section reviews the cash operating cycle of the firm, and provides reforms that would enhance the liquidity positions. It also considers funding options that are suitable in a troubled operating context.
[bookmark: _Toc217278179]2.1 Cash Operating Cycle Analysis
Cash Conversion Cycle (CCC) is a measurement of the duration of time during which the money was spent on purchases and recovered through receipts to the customer. The lengthening cycle means resource lock-up and decreased liquidity (Garcia-Teruel and Martinez-Solano, 2007).
The CCC ranged between 128 days (2020) and 151 days (2024) in the case of General Electronics, indicating that the company is becoming increasingly internally inefficient.
Inventory Days: The days of inventory increased to 131 in 2022 and decreased to 93 in 2024. The decline is, however, a scaled down production and not an increment in efficiency. Long inventory days also mean that the demand is slow, products are old and there is increased overheads in storage (Fullerton, Kennedy and Widener, 2014).
Receivable Days: The receivable days have been increased by 77 to 105 days, which indicates slack credit terms and customer weakness. Companies that supply credit to the financially weakened clients are prone to slow receivables and bad-debts (Pike and Neale, 2006).
Payable Days: The number of days payable fell to 47 days in the period, showing that suppliers receive their payment quicker even when the cash health is at a lower level. Increased speed of payment is counterintuitive to pressure on liquidity and decreases the unpaid supply of credit (Hill, Kelly and Highfield, 2010).
Collectively, these movements demonstrate that the working capital policies have failed to keep up with deteriorating operating conditions. The management decisions have put more liquidity in the operating cycle instead of freeing cash.
[bookmark: _Toc217278180]2.2 Causes of Cash Pressure
These outcomes are determined by a number of internal and external factors:
Demand Shock and Inventory Inefficiency
Severe drop in volumes since 2022 implies that the production levels of stocks are not aligned with consumer demand anymore. The manufacturing-intensive industries with falling sales, tends to generate overproduction resulting to slow turnover and lock-up of capital (Mollenkopf et al., 2010).
Weak Governance on credit control
Receivable inflation indicates poor processes of credit qualification. Scholarly articles indicate that troubled companies often trade credit discipline off to keep revenue going and end up with a greater liquidity risk (Nadiri, 1969).
Supplier Pressure and Reputation Lost
The decline in creditworthiness may require suppliers to repay their loans early. Late entrants into distress are likely to have less access to trade credit in the advanced stage (López-Gutiérrez et al., 2005).
Strategic Treasury Forecasting deficiency.
Integrated cash forecasting is not evidenced. In the absence of predictive planning, cash disequilibrium increases, and the need to borrow escalates (Wang, 2004).
[bookmark: _Toc217278181]2.3 Liquidity Improvement Strategy
General Electronics needs to remodel its working capital structure to enhance liquidity, and the first step here would be to tighten the control of its receivables. The existing collection days of over 100 are not sustainable; hence, the company needs to use formal credit scoring, reward early payments, automate the invoicing process, and increase digital settlement systems. It is empirically proven that effective governance of receivables substantially enhances the free cash flow and lowers the capital lock-up (Afrifa and Tingbani, 2018). There must also be rationalisation in inventory. A lean, batch-based, production, SKU optimisation, and demand-based forecasting will reduce the holding times and risk of obsolescence has been already proved to shorten conversion cycles (Hofmann & Kotzab, 2010). Lastly, the renegotiation of longer supplier payment terms - 90-120-day terms would enhance better liquidity retention without cash outflow. Companies that have better access to trade credit have better chances of surviving in times of recessions (Cunat, 2007).
[bookmark: _Toc217278182]2.4 Financing Pathway: Short vs Long-term Instruments
Financial distress implies that internal cash optimisation has to be supplemented by external financing. The appropriate choice of a financing approach is related to the risk, cost, and time balance (Brealey, Myers and Allen, 2022).
Short-Term Financing Options
Short term options involve overdrafts, extension of trade credit, invoice factoring and revolving credit facilities. These tools enhance liquidity in the day-to-day operations and provide a flexible approach. An example is factoring where the conversion of the receivables can be quickened in a very short period (Pike, and Neale, 2006).
Nevertheless, short-term borrowing augment refinancing risk and interest risk. Lenders might charge high premiums and restrictive collateral requirements due to a declining credit score of the firm.
Long-Term Financing Options
The long-term funding options are bond issues, syndicated bank loans and equity issues. Restructuring long-term debt eliminates the pressure of maturity and safeguards the liquidity (Stulz, 2020).
Nonetheless, a growing leverage is inconsistent with the existing financial risk profile. The more suitable one is the equity capital: despite being dilutive, equity lowers the risk of insolvency and opens the door of financing available in operational reorganization (Graham and Harvey, 2001).
[bookmark: _Toc217278183]2.5 Evaluation and Implications.
Enhancement of working capital efficiency would directly lessen cash strain, enhance credit ratings and decrease borrowing needs. Reducing a 151-day cycle to less than 120 days would free hundreds of millions of operational cash, eliminate debt reliance and help with restructuring implementation.
Moreover, working capital is optimised, which strengthens profitability. Companies that have a short cash cycle perform better in ROA and ROE ratios (Lazaridis and Tryfonidis, 2006).
Above all, the working capital reform creates a platform of the long-term restructuring. In the absence of proper adjustment of the inventory quantities, the quality of receivables and the supplier financing the company is subject to going into the formal insolvency regardless of the solvency restructuring exercises.
[bookmark: _Toc217278184]Section Summary
The working capital structure of General Electronics has worsened significantly. The long operating cycle, inadequate receivable management, low utilisation of payables and misalignment of inventories portrays systemic liquidity mismanagement. These conditions, in combination with the debt pressure and loss of profitability, put the firm in acute financial risk. By managing specific reforms - receive tightening, lean inventory management, supplier credit renegotiation and treasury forecasting - the organisation will be able to cut investment in working assets, stabilise liquidity and develop turnaround resiliency.
[bookmark: _Toc217278185]3. Strategic Restructuring and Financial Reorganisation Plan
The financial troubles of General Electronics need not be addressed through incremental cost correction, but in the systematic way of restructuring the whole company. The persistent losses, excessive leverage, declining liquidity, and worsening shareholder value reflect distress levels that can be associated with the features of turnaround literature (Pearce and Robbins, 2008). The following restructuring plan suggests divestiture, debt reorganisation, equity recapitalisation and operational repositioning to recap the solvency and enhance future competitiveness.
[bookmark: _Toc217278186]3.1 Rationale of Restructuring
Consumer electronics is experiencing declining margins, fierce innovation and cost turmoil due to currency volatility, structural stress on companies with little financial cushion ((World Bank Group et al., 2017)). Consequently, General Electronics needs to be restructured at the capital and operational and strategic levels. The first phase should be stabilisation that is achieved by enhancing balance sheets to make room to carry out operational reform (Gilson, 2012).
[bookmark: _Toc217278187]3.2 Release Capital through Asset Divestiture
The appropriate starting reform is divestiture to create liquidity, a decrease in the cost of fixed loads, and enhanced strategic focus. Divestment is often beneficial in terms of improving the post-sale profitability where the proceeds of the asset are greater than the present value of the future losses (Kaplan and Weisbach, 1992).
General Electronics should sell at least one nonperforming manufacturing subsidiary, preferably an established European plant having decreasing asset turns. Proceeds of £200–£250 million would allow repaying the debt immediately, which would decrease the interest burden and decrease gearing.
Divestiture is also a way of increasing agility by eliminating legacy cost structures. Nevertheless, ethical issues must be handled through responsible reorganization: severage support, relocation of employees, and open communication will maintain reputation capital (Arnold, 2019).
[bookmark: _Toc217278188]3.3 Debt Restructuring and Covenant Redesign
The cost of interest and restrictive covenants are hampering flexibility in operations. Rebooking of debt through lengthening of repayment periods and lowering interest margins should be emphasized. Companies that refinance early in distress normally have greater survival rates and reduced insolvency price (Frank & Goyal, 2007).
Part of the long-term borrowing could be converted to debt in order to decrease gearing and increase net worth. Literature indicates that swaps cause a reduction in the level of bankruptcy but they do not cause a continuation of organisation (Gertner and Scharfstein 1991).
In addition, the company needs to transform floating-rate exposure to fixed-rate borrowing in order to reduce volatility. As the rates of inflation all over the world are increasing interest rates, the cash planning is aided by the fixed rate stability (Bank for International Settlement, 2022).
[bookmark: _Toc217278189]3.4 Solvency Strengthening through Equity Injection
The capital injection is required to restore liquidity and finance operational changes. A strategic investor entry or a private equity placement is better than a general public issue, which is prone to undervaluation of shares.
The purchase of equity by an Asian company trying to find European distribution may introduce synergy and enhance with the supplier. Investment in the sovereign wealth fund can also be appealing as these funds focus on the long-term equity investment in technology sectors (Megginson and Fotak, 2021).
Equity financing can also dilute the ownership, but it lowers the bankruptcy risk, enhances creditworthiness and offers strategic flexibility, which is in line with empirical findings in troubled markets (Hagendorff et al., 2014).
[bookmark: _Toc217278190]3.5 Merger and Acquisition Option
The acquisition of a mid-sized electronic company that is a horizontal merger would generate R&D and procurement synergies. The idea of mergers and acquisitions under distressing circumstances is becoming more frequent, especially when technology transfer could alleviate redundancy and improve the pricing strength (Erel, Jang and Weisbach, 2015).
However, there is a high risk of integration. Expected shareholder gains are often destroyed by culture clashes and incompatible systems (Cartwright and Schoenberg, 2006). Thus, mergers can only be the second resort in case of the incompetence of the divestiture and capital raising.
[bookmark: _Toc217278191]3.6 Operational Cost Realignment and Supply Chain Reform
Financial restructuring should be accompanied by operational restructuring. The production base of the company is still too cost intensive in part due to the reliance on parts priced in dollars. Depreciation of currency raises material cost which reduces gross margin.
Actions include:
· re-pricing supplier contracts in multi-currencies,
· negotiating energy efficient production contracts,
· and accelerating the adoption of lean manufacturing
Lean production proved to minimize waste and allow recovery of margin in electronics production (Filippini, Guttel & Nosella, 2012).
In addition, the procurement redesign reduces the dependency risk. Geopolitical and logistic disruption Sourcing diversification is consistent with resilience theory, which safeguards the operation against these types of disruption.
[bookmark: _Toc217278192]3.7 International Financial Considerations
Tax efficiency
The company must take advantage of the legitimate tax optimisation measures through global structuring. Effective tax rates can be reduced through relocation of R&D intellectual property to lower tax jurisdiction, which is in line with the OECD regulation (Hanlon and Heitzman, 2010).
Currency hedging
Foreign exchange exposure--especially the dollar elements that have been acquired against sterling revenue--need to be hedged with forwards and options. Foreign Exchange (FX) hedging plays a major role in minimizing the volatility of earnings and the risks of market valuation (Bartram, et al. 2011).
Inflation sensitivity
To capture persistent inflation, price-adjustment channels should be developed. Unless prices are pegged to inflation, the margins on earnings will be diminished further, and valuation will decline.
[bookmark: _Toc217278193]3.8 Corporate Governance and Ethical Responsibility.
Ethical decision-making can be destroyed quite easily by financial distress, which motivates cost reduction at the cost of employees and sustainability initiatives. Nevertheless, the stakeholder theory maintains that restructuring success relies on ethical transparency and trust among the stakeholders (Freeman, 1984).
Restructuring should therefore safeguard:
· employee consultation,
· environmental procurement standards,
· responsible downsizing, and
· honest investor disclosure
Businesses with high CSR performance in the process of restructuring experience consumer loyalty and investor confidence (Porter and Kramer, 2011).
[bookmark: _Toc217278194]3.9 Expected Effect on Shareholder Value and Risk Profile
The effective execution of the restructuring blueprint must increase the shareholder value through reduced financial risk and increased earnings power in the long run. The leverage reduction would lead to the reduction of default probability and equity risk premiums, and debt reprofiling would enhance profitability with the reduced interest payment. Divestiture and cost of operation reform would most likely enhance ROA, asset utilisation and margins, which would favour higher valuation multiples. A capital injection will strengthen liquidity and credit, increasing the level of investment. All of these result in decreased weighted average cost of capital of the firm, thereby augmenting intrinsic valuation (Damodaran, 2015), and enhancing resilience to the fact that the market or the technology will break down.
[bookmark: _Toc217278195]4. Investment Appraisal and Capital Allocation Strategy
The selection of capital investment is an important stage of the turnaround strategy of General Electronics because the organisation needs to ensure that limited capital is invested in projects that are financially stable, strategically appropriate and restructuring objectives. The investment appraisal theory points out that significant capital investments must be assessed through a variety of methods to avoid making decisions that are biased in the methods used ((Megginson and Fotak, 2021). This discussion considers three mutually exclusive projects in guidelines of corporate capital budgeting Project A (£40m), Project B (£30m) and Project C (£50m) and produces net annual cash inflows in the next five years. Discounting is 10% and zero straight-line depreciation are a result of typical valuation assumptions (Brealey, Myers and Allen, 2022). Since the senior management has made it very capital-limiting (£60m), the company has to pursue a capital-rationing logic, thereby determining which project is best at boosting shareholder wealth and at helping a company to meet the liquidity needs in the short run.
[bookmark: _Toc217278196]4.1 Payback Period and Solvency Priorities
Payback Period (PBP) is used to estimate the time at which the initial investment is recovered. Payback, despite widespread criticism that it does not take into account discounting and post-payback value (Watson and Head, 2020), is an informative tool in a distressed setting, as it prioritizes a quick recovery of liquidity and mitigates the risk of a long-term forecasting error (Atrill and McLaney, 2020).
Project A has the quickest payback, and the capital is recovered slightly after the Year 3. This quick turnover is of great importance to the solvency position of General Electronics since working capital restraint and high refinancing obligations necessitate prompt cash infusion. According to Truong, Partington and Peat (2008), short-payback investments are more often given priority in financially distressed organisations to facilitate liquidity stabilisation.
Project C recovers capital later in the Year 4 which is decent, but the inflows are delayed in the early stages which means that liquidity strains are heightened during the restructuring period. On the other hand, Project B does not pay back until the fifth year and has a marginal liquidity value. Since the success of restructuring relies on internal cash financing the trade creditor cuts, inventory optimisation and debt servicing, the lengthy return profile of Project B is not favourable.
According to the payback logic, the Project A is most suitable to the immediate solvency strategy of the firm.
[bookmark: _Toc217278197]4.2 Accounting Rate of Return (ARR) and Profitability Signalling
ARR measures managing accounting profit in relation to average capital used and is commonly considered to be helpful in managerial decision communication, despite the absence of the time value of money (Alkaraan and Northcott, 2006). ARR is also useful in capital restructuring settings since decisions made at the board level are still sensitive to earnings based signals after they have lost (Arnold, 2019).
Project C shows the best ARR value due to its large cash flows in the later-year, which means that its profit potential is high in the medium term. But these profits are between years three and five which creates a disconnect risk: profits are high at a time when liquidity pressure has already hit a level of critical mass.
The ARR outcome of project A is less than C but significantly higher compared to Project B. It thus supports a performance balanced profile: it provides profitability increase without postponing returns. Project B once again does poorly in terms of earning relative to its capital expenditure, meaning it would not contribute much to recovery of returns on capital invested or retained earnings.
ARR thus favours Project A and C but the latter is diluted by timing and liquidity issues.
[bookmark: _Toc217278198]4.3 Profitability Index (PI) and Capital Rationing Reason
NPV is the most theoretically sound assessment measure, as it considers discounting and is directly connected to shareholder wealth maximisation (Damodaran, 2015; Brealey et al., 2022).
Project A has the greatest positive NPV which is a critical result of investment justification. Project C also generates a positive value, but the NPV is lower even though project C has higher initial outlay. Project B is very low in value creation, and hardly above cost of capital assumptions.
General Electronics is actively in financial distress and thus a positive NPV is of great significance. According to Sudarsanam (2003), the successful cases of corporate turn arounds are based on investments that will lead to wealth creation and not just safeguarding of liquidity. In this regard, NPV is consistent with restructuring interests and long-term recovery goals.
The outcomes of NPV thus favor Project A in comparison to Project C and rule out Project B categorically.
[bookmark: _Toc217278199]4.4 Net Present Value (NPV) and Shareholder Value Creation
PI measure is especially relevant in the environments where capital investments are rationed since it displays the value created per pound of invested capital (Watson and Head, 2020).
Project A shows the best PI value which implies that every pound invested would have the best economic returns compared to Project C. Even though the PI of Project C exceeds the acceptability threshold, it is less efficient in its operations due to the greater initial commitment and the longer duration to realise the value. The PI of Project B is less than one indicating that it is financially unacceptable.
PI is very convincing given the capital constraint of £60m: Project A requires less capital, but the marginal benefit is higher and this means that the firm can maintain liquidity to restructure debt, tighten working capital and covenant.	
[bookmark: _Toc217278200]4.5 Internal Rate of Return (IRR) and Cost-of-Capital Comparison
Although IRR is conceptually sensitive to the assumptions of reinvestment (Block, 1997), it can still be influential since it can be compared with organisational cost of capital benchmarks.
Both Project C and Project A are above the 10 percent impediment rate. Project B is lower and this means that it will cause destruction of value. The results of the IRR also support the positioning of risk: A higher IRR excess of Project A proves to be more resilient to the changes in macroeconomic factors, which is especially applicable in the times of high inflation and shifts in demand.
Although the IRR of Project C can be attractive, the concentration of the gains later in the project enhances the sensitivity of the valuation. Project A has an advantage in terms of IRR due to its ability to provide a firm in distress with steady and prompt income to reestablish share price and rating credibility, which is a strategic fit.
[bookmark: _Toc217278201]4.6 Risk, Uncertainty and Cash-Flow Quality Assessment
The results of investment appraisal should not be taken in isolation of risk situations. Mao (1970) pointed out that methods like NPV cannot be sure when the uncertainty and volatility are high.
The cash flows of project C are heavily skewed in the later years and hence more sensitive to the error and economic interruption in the forecast. The slow inflows increase the probability of insolvency on General Electronics as it experiences recessionary demand pressure, technological substitution risk, and lacks a substantial reserve of cash.
Project B has a low volatility but does not create any significant value. The low earnings profile increases the opportunity cost risk and would not help in restoring credit ratings.
Project A is more efficient in terms of risk and returns. Its prior and smoother inflow trend lessens the use of forward estimates and assists in restoring credit value. Bargaining position can also be enhanced by early cash recovery in the process of restructuring a debt.
Thus, the evidence of cash-flow risks is consistent with the conclusions of PBP and NPV: The lowest strategic risk is associated with Project A.
[bookmark: _Toc217278202] 4.7 Strategic Fit, Operational Alignment and Market Relevance
Literature on capital budgeting emphasizes that projects with high returns need to be strategically aligned: projects with high returns fail to work when they are not aligned with organisational capacity, customer base or expertise in doing things (Alkaraan and Northcott, 2006).
Project C can bring a renewal of technology but needs to be integrated with the system, the supply chain redesigns and the state-of-the-art manufacturing facilities. In an organisation that is financially strained and undergoing workforce restructuring and simplification of processes, such demands may magnify the execution risk.
There is no strategic renewal and little room to seriously reposition the market in project B.
Project A is more consistent with the available competencies and can be assimilated into existing channels without causing much disruption to the organisation. The project also contributes to the restructuring agenda of the firm as the project provides early cash and supports the profitability. £
[bookmark: _Toc217278203]4.8 Capital Rationing Outcome and Feasibility Constraints
£60m is the capital ceiling that implies that only a single project can be undertaken. A+B (£70m) and C+B (£80m) are out of funds. It is also impossible to allocate projects partially as the assets cannot be divided.
Project A is a project costing £40m that leaves £20m unused capital that enhances liquidity buffers and decreases refinancing risk. Maintaining excess capital is not futile: Johnsen, Melicher and Click (2020) show that distressed organisations utilise cash reserves throughout the transitional stages of their operation to prevent the breach of covenants.
Project C would leave £10m which would reduce flexibility and raise the chances of external borrowing at oppressive rates. Less dependence on borrowing is a strategic requirement in a restructuring environment.
[bookmark: _Toc217278204]4.9 Final Investment Recommendation
Based on all the appraisal strategies, strategic goals and capital rationing needs, Project A is suggested as the best investment to make in General Electronics.
This ruling is grounded on four overriding grounds:
Strong Value Creation:
Project A offers the greatest NPV and best PI outcome. These results have a direct impact on upholding the principles of shareholder value and promote the process of the firm leaving the state of distress (Damodaran, 2012).
Improved Liquidity Protection:
The short payback period greatly enhances cash flexibility, reforms the working capital and decreases insolvency probability- which is central to turnaround management (Truong et al., 2008).
Risk-Compatible Returns:
The early inflows of Project A lower the uncertainty in the forecasting where Project C has its back-loaded returns clash with restructuring cash demands.
Capital Efficiency:
This reduced capital requirement will maintain £20m of headroom, which can be utilised in the restructuring costs, debt settlement and stabilisation of operations.
Despite the maximum theoretical growth potential in the long-run of Project C, it is not consistent with the liquidity and solvency requirements. Through investment theory, firms that are in distress are advised to be welfare-seeking in the nature of returns that favour survival as opposed to maximisation of NPV (Sudarsanam, 2003).
As such, choosing Project A will help the organisation continue, enhance the principles of valuation, and meet the expectations of shareholders and creditors.
[bookmark: _Toc217278205]Conclusion
This report has showed that the financial distress of General Electronics indicates weaknesses in its structural operations, long-term deterioration of its profitability, liquidity inefficient operation, and high exposure to leverage. Ratio and working capital analysis revealed the need in capital strengthening, governance enhancement and redesigning operations. The restructuring plan - which focuses on divestiture, debt reprofiling, supply chain redesign and equity infusion - provides plausible avenues of stabilising solvency, increasing flexibility and restoring shareholder value. Project B was financially unsound in terms of investment appraisal, whereas Project A offers best strategic fit within capital ratios, and liquidity restriction. The cumulative analysis of evidence merits a financially consistent turnaround plan based on scholarly studies, social accountability and value creation over time, which places the organisation in a position of restored competitiveness and sustainable recovery.
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Appendix A: Profitability, Liquidity, Efficiency, Gearing Indicators
Ratio Calculation Evidence (Working Format)
A.1 Profitability Ratio Calculations (Example Year 2024)
Gross Profit Margin
Gross Profit ÷ Revenue
= (Gross Profit £98,720m ÷ Revenue £394,879m)
= 25%
Operating Profit Margin
Operating Profit ÷ Revenue
= (–£10,997m ÷ £394,879m)
= –3%
Net Profit Margin
Net Profit ÷ Revenue
= (–£16,132m ÷ £394,879m)
= –4%
ROA
Net Profit ÷ Total Assets
= (–£16,132m ÷ £323,354m)
= –3%
ROE
Net Profit ÷ Equity
= (–£16,132m ÷ £107,642m)
= –15%
A.2 Liquidity Ratio Calculations (2024)
Current Ratio
Current Assets ÷ Current Liabilities
= £158,291m ÷ £187,976m
= 0.84
Quick Ratio
(Current Assets – Inventory) ÷ Current Liabilities
= (158,291 – 114,225) ÷ 187,976
= 0.40
Cash to Current Liabilities
Cash ÷ Current Liabilities
= £23,112m ÷ £187,976m
= 0.12

A.3 Working Capital Efficiency Ratios (2024)
Inventory Days
(Average Inventory ÷ COGS) × 365
= (114,225 ÷ 508,480) × 365
= 82 days

Receivable Days
(Receivables ÷ Credit Sales) × 365
= (117,112 ÷ 394,879) × 365
= 108 days
Payable Days
(Average Payables ÷ COGS) × 365
= (54,212 ÷ 508,480) × 365
= 39 days
Cash Conversion Cycle
Inventory Days + Receivable Days – Payable Days
= 82 + 108 – 39
= 151 days

A.4 Gearing and Solvency Ratios (2024)
Debt-to-Equity Ratio
Total Debt ÷ Total Equity
= 170,249 ÷ 107,642
= 1.59
Interest Coverage
EBIT ÷ Interest Expense
= (–15,297 ÷ 7,690)
= –2.0x
Table A1. Profitability, Liquidity, Efficiency, Gearing Ratio Calculation (2020-2024)
	Ratio Category
	Ratio
	2020
	2021
	2022
	2023
	2024

	Profitability
	Gross Profit Margin
	32%
	31%
	30%
	27%
	25%

	
	Operating Margin
	9%
	7%
	5%
	1%
	–3%

	
	Net Profit Margin
	6%
	4%
	2%
	–1%
	–4%

	
	ROA
	5%
	4%
	3%
	–1%
	–3%

	
	ROE
	9%
	6%
	4%
	–3%
	–9%

	Liquidity
	Current Ratio
	1.41
	1.33
	1.22
	0.99
	0.84

	
	Quick Ratio
	0.94
	0.88
	0.76
	0.57
	0.40

	Efficiency
	Inventory Days
	58
	62
	67
	75
	82

	
	Receivable Days
	74
	85
	91
	97
	108

	
	Payable Days
	66
	60
	53
	46
	39

	Gearing
	Debt-Equity Ratio
	0.88
	0.97
	1.21
	1.46
	1.59

	
	Interest Coverage
	3.9x
	2.4x
	1.4x
	0.8x
	–0.2x


(Source: Financial Statements of General Electronics)

Appendix B: Altman Z-Score Model (2024)
Working Capital ÷ Total Assets
= (242,494 – 158,291) ÷ 323,354
= 0.260
Retained Earnings ÷ Total Assets
= 208,431 ÷ 323,354
= 0.64
EBIT ÷ Total Assets
= –15,297 ÷ 323,354
= –0.04
Market Value of Equity ÷ Total Liabilities
= 153,105 ÷ 170,249
= 0.90
Sales ÷ Total Assets
= 394,879 ÷ 323,354
= 1.22
Z = 1.2(0.260) + 1.4(0.64) + 3.3(–0.04) + 0.6(0.90) + 1(1.22)
= 2.836
Interpretation:
Z < 2.99 = distress zone → high bankruptcy likelihood.

APPENDIX C: Investment Appraisal Calculations
C.1 Payback Period
Project A:
£40m recovered between Year 3 and 4 → ≈3.3 years
Project B:
Total inflows equal investment in Year 5 → 5 years
Project C:
Investment recovered during Year 4 → ≈3.6 years
C.2 ARR – Average Profit Explanation
Average Profit = (Total Net Profit over five years ÷ 5)
Project A → ARR ≈ 17.5%
Project B → ARR ≈ 10%
Project C → ARR ≈ 30%

C.3 NPV Results (10% Discount Applied)
Project A → £5.9m positive
Project B → £0.3m marginally positive
Project C → £2.3m positive

C.4 Profitability Index
PI = PV of inflows ÷ investment
Project A → 1.15 accepted
Project B → 0.92 rejected
Project C → 1.05 accepted

C.5 IRR Output Interpretation
Project A → 14–15%
Project B → 8–9%
Project C → 19–20%
IRR > 10% = acceptable → A & C acceptable. Only B rejected.





Appendix D: Graphical Analysis
Figure D1. Change in Gross, Operating and Net Margin (2020–2024)
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Source: Self-made
Figure D2. Gross Income, Net Income and ROA (2020–2024)
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Source: Self-made

Figure D.3: Current Ratio, Quick Ratio, and Cash Ratio (2020-2024)
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Source: Self-made
Figure D.4: Gearing Ratios (2020-2024)
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Source: Self-made


Figure D.5: AR Turnover and DSO (Days)
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Source: Self-made
Figure D.6: Earning Per Share (2020-2024)
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Appendix D.7: Efficiency Ratios (2020-2024)
[image: ]
Source: Self-made
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