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[bookmark: _Toc216993630]1. Introduction
This report discusses strategic financial management issue in the General Electronics multinational consumer electronics company that is undergoing prolonged financial stress. The Board of Directors has charged me to with the most vital responsibility of unravelling the issue of financial decline with the view of developing an overall turnaround plan that instils financial stability and sets the stage to achieve long term sustainable development as the new Chief Financial Officer (CFO). The CFO is not just any other bookkeeper or overseer of codes, compliance efforts. This report intends to trace plausible path of recovery by steering an organisation out of a bad situation to a position of credible recovery through sound financial evidence and voicing recommendations aligned with ethical and international concerns (Atrill and McLaney, 2020).
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Figure: General electronics (Brealey et al., 2020).
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[bookmark: _Toc216993632]2.1 Financial Statement Overview
Overview of Financial Performance
A review of the consolidated financial statements of General Electronics between 2020 and 2024 shows a downtrend in the overall financial health. The net sales fell by €394,879m compared to €614,680m in 2024 and 2020, respectively, reflecting a decreasing market demand and competition (Damodaran, 2017).
[image: ]
Figure: Financial statements (Brigham and Ehrhardt, 2020).
Revenue and Cost Structure Trends
Cost of sales has also been kept relatively high though the revenues are dropping; in 2024 it stood at €280,885m. Indeed, linguists are becoming aware of the fact that the sustenance theory of language became globally significant a few decades ago (Ross et al., 2022).
Gross Profit Margin Analysis
There was margin compression where gross profit fell to €113,994m in 2024, compared to €176,256m in 2020. This trend emphasizes the challenges in strengthening competition positioning in the consumer electronics market (Gitman et al., 2019).

Operating Profitability Evaluation
The operating income became negative in 2023 and 2024, and in 2024, the loss amounted to €15,297m. In 2024, operating cost of €129,291m is higher than the gross profit, indicating structural overhead problem (Watson and Head, 2021).
Net Profitability and Earnings Performance
The net income performance declined significantly with moved net loss of €24,029m in 2024 against a profit of €38,572m in 2020. The earnings per share were falling accordingly to -€1.85 affecting shareholder value and reducing investor confidence in management strategy (White et al., 2017).
Table:  Summary of Key financial trends.
	Indicator
	2020
	2024
	Trend

	Net Sales (£m)
	614,680
	394,879
	Declining

	Net Income (£m)
	38,572
	(24,029)
	Deteriorating

	Cash (£m)
	57,153
	26,783
	Weakening

	Total Equity (£m)
	313,301
	153,105
	Declining

	Operating Cash Flow (£m)
	73,392
	14,822
	Volatile


Return on Assets (ROA) Trend
ROA had drastically reduced with poor asset utilisation. The total assets dropped in 2024 down to €323,354m compared to €510,290m in 2020, but the losses remained, meaning the asset downsizing did not lead to efficiency gains or better profitability results (Bain & Company, 2022)
Return on Equity (ROE) Analysis
Accumulated losses and purchasing treasury stocks contributed to the drop in shareholders equity which saw a reduction to €153,105m in 2024 as compared to €313,301m in 2020. Negative net income has translated into a drastically low ROE, which compromises long-term shareholder wealth creation (Ross et al., 2022).
Liquidity Position Overview
Liquidity has deteriorated significantly during the review period. Current ratios decreased in 2024, as compared to 2020, with current assets dropping to €242,494m and current liabilities continuing to be high at €158,291m. This disequilibrium has strained the short-term solvency status of the firm. Interviews will be chosen and recorded, followed by transcription (Koller et al., 2020).
[bookmark: _Toc216993633]
2.2 Comprehensive Ratio Analysis
Current Ratio Evaluation
The current ratio has continuously decreased, indicating a reduction of buffers to cover short-term liabilities. Income inequality is influenced by the opportunities provided within its health sector and consumer goods alike. The opportunities offered in its health sector and consumer goods affect income inequality (Watson and Head, 2021).
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Figure: Profit vs income (Lumby and Jones, 2020).



Quick and Cash Ratio Assessment
Liquidity looks worse when inventories are excluded. The amount of cash and cash equivalents decreased to €26,783m in 2024, compared to €57,153m in 2020. This contraction dilutes short-term paying ability and other short-term liquidity shocks (Madura, 2018)
Inventory Management Efficiency
Inventories decreased by €120,430m in 2020, and €79,355m in 2024, but the inventory turnover is low as the sales volumes reduce. Stocking of excessive amounts of stock was known to hold on to cash in the past and caused inefficiencies in the firm operating cycle (Gitman et al., 2019).
Receivables Collection Performance
The accounts receivable was high with €114,182m in 2024, just less than 2020 despite the reduced revenues. It implies reduced customer payments and credit control, which has negatively impacted operating cash flows and liquidity strength (Atrill and McLaney, 2020).
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Figure: Revenue & net income (Madura, 2018).



Payables and Supplier Financing
There is a decrease in accounts payable; €83,229m in 2020 to €72,031m in 2024, showing that suppliers utilize less credit. This could show worsening leverage with suppliers or stricter credit terms required following any perceived financial risk. In the QMS, all features of the model are evaluated periodically (McKinsey & Company, 2018).
Gearing and Capital Structure
The total liabilities are lower than before: €196,989m in 2020 was reduced to €170,249m in 2024; but equity erosion has heightened relative financial risk. The gearing level of the company is worrying in the face of declining profits and decreased ability to withstand financial shocks (Brealey et al., 2020).
Interest Paid on Debt and Debt Service
Interest expenses were also persistent, at, €3,361m calculated in 2024, even when revenues were declining. Negative operating income has impaired interest coverage and cast doubts on whether the firm is capable of paying debt in a sustainable manner without the loss ever recovered (Damodaran, 2017).
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Figure: Cash inflow activity (Madura, 2018).
Operating Cash Flow Performance.
Cash flows decreased significantly by €73,392m in 2020 to €14,822m in 2024. This is still positive, but a sign of the decreasing quality of earnings and the growing dependence on working capital actions instead of fundamental profitability (White et al., 2017).
Investing and Financing Cash Flows
Continued capital spending and intangible investment are consistent with the persistence of negative investing cash flows. Financing cash flows oscillated widely as they showed reliance on the credit line to compensate poor operational performance, thus adding financial vulnerability (Ross et al., 2022).
[bookmark: _Toc216993634]2.3 Strategic Assessment
Overall Trend Assessment
In general, General electronics are characterized by decreasing profitability, narrow liquidity, decreasing efficiency, and growing financial risk. However, because the book's content may be challenging for non-experts, the authors include endnotes as annotations that elucidate certain aspects (Moles et al., 2019).
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Figure: Asset vs equity (Ross et al., 2022).

Strengths Identified
These elements give it a base upon which a well-designed turnaround plan can be applied with the help of financial discipline. The study's results will serve to confirm or refute the research hypothesis (Schroeder et al., 2019).
Key Financial Threats
The threats are significant operating losses, shrinking equity, liquidity strains, and low market competitiveness. Unaddressed, these risks might bring the firm more into the realm of financial distress and restrict its capacity to access growth opportunities (Zhang and Chen, 2023).
Operating Activities of Cash Flows
	Ratio
	Formula
	2024

	OCF / CL
	Operating CF / Current Liabilities
	0.09

	OCF / Total Debt
	Operating CF / Total Liabilities
	0.09



Equity Erosion Analysis
The maintained earnings of General Electronics decreased considerably, compared to €324,990m in 2020 to €208,431m in 2024, which shows the overall effect of operating losses over the last years (Atrill and McLaney, 2020).
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Figure: Equity Erosion Analysis (Author)
[bookmark: _Toc216993635]2.4 Corporate Failure Predictions
Altman Z-Score Calculation
There is a bigger increase in the stock of treasury stock holding, which in 2020 stood at €295,495m, to 2024 which was €371,930m. Whereas the share buyback programme may expand the shareholders-value in the thriving times, the ongoing buybacks in the face of falling profitability have eroded equity buffers and limited the financial manoeuvres of the firm, in the time of increased uncertainty (Damodaran, 2017).
Altman Z-Score Formula (Manufacturing Firms)
[image: ]
Where:
	Variable
	Formula

	X₁
	Working Capital / Total Assets

	X₂
	Retained Earnings / Total Assets

	X₃
	EBIT / Total Assets

	X₄
	Market Value of Equity / Total Liabilities

	X₅
	Sales / Total Assets



Altman Z-Score Calculation (2024)
	Component
	Calculation
	Value

	X₁
	(242,494 − 158,291) / 323,354
	0.26

	X₂
	208,431 / 323,354
	0.64

	X₃
	−15,297 / 323,354
	−0.05

	X₄
	153,105 / 170,249
	0.90

	X₅
	394,879 / 323,354
	1.22
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	Z-Score Range
	Risk Zone

	> 2.99
	Safe

	1.81 – 2.99
	Grey Zone

	< 1.81
	Distress



✅General Electronics is in the GREY ZONE approaching distress

Default Risk Assessment
The goodwill and impairment of long-lived assets that have been recognised over the past few years has had deleterious impact on the reported earnings and is indicative of poor investment decisions made in the past (White et al., 2017).
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Figure: Default Risk Assessment Chart (Author)
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[bookmark: _Toc216993637]3.1 Cash Operating Cycle Assessment
An overview of Working Capital Position
Current assets saw a decrease in the period of 2020-2024 when total amount of current assets dropped to €242,494m compared to €326,843m in 2020, whereas the current liabilities are not very low of €158,291m in 2024. This thinning buffer points to mounting pressure in financial sustainability in the short term (Gitman et al., 2019).
Current Assets Structure and Trends
According to 2024 accounting, accounts receivable has €114,182m and inventories €79,355m which constitute more than 80 percent of current assets. This organisation subjects the company to liquidity risk, in case of low sales or late payments by the consumers (Atrill and McLaney, 2020).
[image: ]
Figure: Working capital components (Titman et al., 2018).

[bookmark: _Toc216993638]3.2 Liquidity Improvement Strategies
Current Liquidity and Short-term liabilities
The current liabilities decreased in the year 2024 to €158,291m compared to the year 2021 €216,787m, yet, they are also high in comparison to current assets. In 2024 alone, lines of credit were €36,960m; it is still showing that the company relies on the use of short-term borrowing to meet its daily operations and its working capital needs (Brigham and Ehrhardt, 2020).
Cash on execution and Short-term Liquidity
The cash and cash equivalents were reduced drastically when comparing €36,783m of 2024 to €66,740m of 2022 as shown in the cash balance trend chart. This substantial decrease undermines the capacity of the firm to pay short-term liabilities and withstand any sudden cash flows without using any outside source of funds (Watson and Head, 2021).
[image: ]
Figure: Asset vs liabilities (Watson and Head, 2021).
Efficiency in the Inventory Management
The increase in inventories continued until 2022 when the inventories reached €140,181m, and then went down to €79,355m in 2024. The recent drop is an indication that the company needs redressing, but the accumulated history is an indicator that forecasting demand poorly and holding of surplus stock bound the cash and raise costs in terms of storage and obsolescence (Titman et al., 2018).
Accounts receivables management
The receivables accounted were consistently high with €114,182m as of 2024 with the income in the account showing a downward trend. This implies reduced collection periods and possibly reduced strict credit conditions that could be extended to the consumers in order to maintain the sales volumes (Ross et al., 2022).
Accounts Payable and Suppliers
In 2021 this has been €92,707m before falling to €57,033m in 2023 and then increasing to €72,031m in 2024. Less dependence on supplier credit can indicate decreased power of bargaining or tighter supplier conditions, which prevent the company from financing working capital through payables at a low cost (Lumby and Jones, 2020).
[image: ]
Figure: Cash equivalent trends (White et al., 2017).
Cash Operating Cycle Evaluation
The cash operating cycle has increased during the review period, which is the result of high inventory and receivable and decreasing payables. This means that the cash is tied at the operations longer before changing back to liquid forms, which puts a strain on liquidity in the time of low profitability (Gitman et al., 2019).
Volatility of Working Capital and Exposure
Though operating cash flows stood positive in 2024 at €14,822m, the downward trend indicates the growing dependence on the working capital adjustments besides the ability to generate earnings sustainably (White et al., 2017).
Inventory Reforms as a Liquidity Improvement
To enhance liquidity, General Electronics is advised to adopt more stringent inventory management by using demand driven forecasting and product rationalisation. Disposing slow-moving inventory would free up tied-up cash and reduce holding costs, enhancing the cash operating cycle of the firm and its cash liquidity position (Damodaran, 2017).
Collection of Receivables Policy
Such activities as tightening of the credit control policy, through the introduction of harder payment conditions and the increased customer credit checking procedures would speed up the cash flows (Atrill and McLaney, 2020).
[image: A complete guide to the accounts receivable collections process]
Figure: Receivable challenges (Zhang and Chen, 2023).
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Payables Strategy and Supplier Negotiation
Discussion with suppliers on payment terms may prolong the payment without worsening the relationship with suppliers. Payables management would permit the company to fund a portion of working capital within the firm alleviating stress on cash reserves and short-term borrowing facilities (PwC, 2021)
Financing Alternatives in the Short Run
Short-term funding can also be done through bank credit lines as well as trade credit that is flexible, although they expose the firm to refinancing risk. Since the operating cash flows are typically volatile, overdependence on short-term financing might enhance the liquidity pressure when markets are uncertain (Moles et al., 2019).
Table: Cash operating cycle matrices.
	Year
	DSO (days)
	DIO (days)
	DPO (days)
	CCC (days)

	2020
	82.6
	100.3
	69.3
	113.6

	2021
	81.4
	114.5
	79.0
	117.0

	2022
	80.9
	131.0
	66.7
	145.3

	2023
	101.4
	99.8
	64.5
	136.7

	2024
	115.1
	103.1
	93.6
	124.6








Alternatives in Long-Term Financing
The long-term financing facilities such as bonds or issuing of equity are more stable in financing the working capital requirements but the cost is higher. In the case of General Electronics, balanced financing would lower the rollover risk and match the funding maturity with the operations cash flow production (Brealey et al., 2020).
Table: key working components.
	Item
	2020
	2021
	2022
	2023
	2024

	Inventories
	120,430
	134,469
	140,181
	88,273
	79,355

	Accounts Receivable
	129,433
	129,215
	112,346
	112,596
	114,182

	Accounts Payable
	83,229
	92,707
	71,373
	57,033
	72,031

	Cash & Equivalents
	57,153
	60,813
	66,740
	42,751
	26,783





[bookmark: _Toc216993640]4. Strategic Financial Restructuring Plan
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List Rationale Financing Restructuring
The details of net losses in 2023 and 2024, as well as a drastic drop in the equity of shareholders as €313,301m in 2020 and €153,105m in 2024 show that current financial structures are not sustainable any longer (Brigham and Ehrhardt, 2020).
Table: Financial restricting measures.
	Measure
	Financial Impact
	Strategic Benefit

	Asset divestment
	Immediate cash inflow
	Improved focus & efficiency

	Equity injection
	Strengthened capital base
	Reduced financial risk

	Debt restructuring
	Lower short-term outflows
	Improved liquidity

	Cost rationalisation
	Expense reduction
	Restored profitability



Weaknesses of the Balance Sheet and Capitals Erosion
The balance sheet of the firm indicates that the company has suffered enormous capital losses over the years due to purchase of treasury stocks. Although this will decrease the total liabilities on the firm by €170, 249m in 2024, equity is being decreased at a lower rate, as it makes the firm susceptible to operational or market shocks in the future (Ross et al., 2022).
Profiles and Exposures to Finances and Debt
Even though the total liabilities have decreased since 2022, the quality of earnings used to finance the servicing used has worsened. In 2024, despite the negative operating income, interest expenses continued to stand at €3,361m, meaning high financial risk and low debt servicing headroom unless restructuring or earnings recovery ensued (Watson and Head, 2021).


Liquidation of Non-Core Assets
Divestiture of unperforming/non-core assets would enable General Electronics to raise some cash inflows in the short term, and redirect business. €510,290m to €323,354m denotes that rationalisation of the assets has already started, yet more specific divestments would enhance liquidity (Damodaran, 2017).
Divestment Effect on Operative efficiency
Sale of assets with low returns would save on depreciation, maintenance payments, and capital expenditure. This would enhance the asset turnover ratios and help the management focus on more profitable product areas to enhance its operational effectiveness and help it recover profitability in the long run (Titman et al., 2018).
[image: ]
Figure: Liabilities vs equity (Brealey et al., 2020).
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Equity Injection by Strategic Investor or by Rights Issue
A capital injection, either through a rights issue or the involvement of strategic investors would reinforce the capital of the firm. New equity would help to rebuild the solvency buffers in given the declining retained earnings and negative net income, and decrease the debt financing dependence in the turnaround phase (Brealey et al., 2020).
Implications of Equity Financing to shareholders
Enhanced equity would aid in the ability of a company to invest and improve market confidence which is essential to a company having postponed underperformance economically (Damodaran, 2017).
Debt Rejoining and Matchmaking
As the lines of credit will be €36,960m in 2024, the extension of the debt maturities would help to decrease the liquid pressure and align the cash outflows with the decreased cash-generating ability of the firm (Moles et al., 2019).
Rationalisation Strategy Cost Structure
The inability to record any profits in the operating activities reflects structural cost-inefficiencies. Both in 2023 and 2024, operating expenses were greater than gross profit, indicating that the costs base required rationalisation by optimising its workforce, restructuring supply chain, and reducing overheads without altering main capabilities (Atrill and McLaney, 2020).
Strategic Agility and Operational Flexibility- General Electronics could better react to market demand variations and technological aspects in the consumer electronics sector with a flatter cost structure (Lumby and Jones, 2020).
Effects of Debt Restructuring on the Cash Flows
Managing the near-term debt repayments would normalise the operating cash flows, which dropped in the year 2020 to €73,392m to €14,822m in 2024. The stability in cash flow would enable the management to focus on the recovery of operations instead of trying to manage every month until it runs out of liquidity (White et al., 2017).
Table: Capital structure overflow
	Year
	Total Assets (£m)
	Total Liabilities (£m)
	Shareholders’ Equity (£m)
	Debt Ratio

	2020
	510,290
	196,989
	313,301
	0.39

	2021
	510,348
	234,399
	275,949
	0.46

	2022
	504,163
	235,757
	268,406
	0.47

	2023
	355,872
	176,952
	178,920
	0.50

	2024
	323,354
	170,249
	153,105
	0.53
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International Considerations
General Electronics being an international company is susceptible to the currency volatility and inflation constraints. Already changes in the exchange rate had an impact on cash balance, and in various years, the losses on foreign exchange were observed (Madura, 2018).
Financial Planning and Cross-Border Taxation
The restructuring programmes must be aimed at realising tax efficiency and not aggressive avoiding. The capital allocation optimisation across locations may streamline the post-tax cash flows and ensure that the international tax regulations are adhered to and the image of a corporation is not spoiled (Watson and Head, 2021).
Table: Restructuring Financial Position.
	Financial Indicator (£m)
	Pre-Restructuring (2024 Actual)
	Post-Restructuring (Projected)
	Expected Impact

	Total Assets
	323,354
	↓ Reduced through divestment
	Leaner asset base

	Total Liabilities
	170,249
	↓ Lower short-term pressure
	Improved solvency

	Shareholders’ Equity
	153,105
	↑ Strengthened via equity injection
	Enhanced capital buffer

	Operating Cash Flow
	14,822
	↑ Stabilised
	Improved liquidity

	Lines of Credit
	36,960
	↓ Refinanced / reduced
	Lower refinancing risk

	Operating Expenses
	129,291
	↓ Rationalised
	Restored operating margin




Capital reallocation through Liquidity Stabilisation
Redistributed capital out of the low-return assets to liquidity reserves is important with the loss of cash balance during €66,740m in 2022 to €26,783m in 2024. The reinforcement of liquid reserves would minimise the use of short-term borrowing and would serve as buffer against the fluctuation in operational performance in the restructuring process (Gitman et al., 2019).
Minimization of Financial Risk
In spite of a drop in total liabilities to €170,249m in 2024, the erosion of the equity has augmented the risk related to the effective leverage. Equity reinforced restructuring action as opposed to further borrowings will reduce the risk of insolvency and increase creditworthiness, which will help to achieve a better financing condition in the future (Ross et al., 2022).
CSR and Ethics impact in the Restructuring
The key items to be included in the turnaround process to ensure trust, brand value, and long-term organisational sustainability are clear communication and equitable treatment of employees and stakeholders (Zhang and Chen, 2023).
Enhancing Stability and predictability of Earnings
Operating losses being recorded in the years 2023 and 2024 suggest instability in the earnings, thus compromising the investment confidence and making forecasting in the long-term difficult. Sustainable recovery requires more predictability (Watson and Head, 2021).
Governance and Enhancement of Financial Control
The presence of greater discipline in financial management and the bedding of responsibility in the restructuring process would be facilitated by the presence of improved control over the decisions of investing, approving costs and monitoring performance (Atrill and McLaney, 2020).

[bookmark: _Toc216993644]5. Investment Appraisal and Capital Budgeting
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Capital Budgeting Role in Corporate Recovery
Capital budgeting is very important in the financial recovery of General Electronics as in this case, it has been experiencing operating losses, waning liquidity, and limited capital. Ineffective capital allocation within a distressed firm may enhance the process of financial worsening (Brealey et al., 2020).
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Figure: NVP comparison (Brigham and Ehrhardt, 2020).
Strategic Environment of the Investments to be Proposed
Capital rationing also adds to the necessity of critical assessment in that the company needs to choose between projects that are consistent with its turnaround strategy and maximise the value to shareholders on limited financial resources (Atrill and McLaney, 2020).
History of Project Cash Flow Characteristics
Any project is unique based on the size, timing of cash flows, and risk profile. In Project A, the cash inflows are moderated and relatively stable, in Project B, all cash inflows are similar but with low returns every year and finally, in Project C, the cash inflows are increasing with a very high rate in the long term (Gitman et al., 2019).
Table: Investment appraisal results.
	Metric
	Project A
	Project B
	Project C

	Initial Investment (£m)
	40
	30
	50

	Payback Period (Years)
	~3.6
	5.0
	~3.1

	NPV (£m)
	+1.32
	–7.26
	+4.23

	IRR (%)
	11.3%
	0%
	12.7%

	Profitability Index
	1.03
	0.76
	1.08

	Accept / Reject
	Accept
	Reject
	Accept



Liquidity Significance of Project Selection
With cash balance of the firm reducing at €26,783m in the current year, 2024 the main concern is liquidity. Projects that recover capital more quickly will ease the value of short-term financial stability and maintain business stability (Watson and Head, 2021).
Payback Period as a Liquidity-Centred Metric
The payback period is also of importance to General Electronics, especially because of its weak liquidity position. This technique dwells on the rate of receiving the initial investment expenditures as a payback of project cash inflows. Although it only considers profitability up to the point of location, it could give meaningful information about the liquidity risk and temporary financial strength when there is a turnaround situation (Lumby and Jones, 2020).
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Payback performance for Projects A, B, and C
The payback analysis indicates that there are different variations in the payback periods of each project to eliminate the start-up cost (Tirole, 2017). The shortest payback period is 5 years, and this is achieved by project B because it has a series of constant cash inflows of PS6 million annually and this covers the cost of the investment, PS30 million. Project A works a little bit slower and it is able to recover the PS40 million invested in it within about 4 years due to the inflows of higher cash occurring earlier in the project. Although project C is the one that has the highest returns in the long term, the payback is the lowest, consuming almost 4.5 years to be broken by a sharp increase towards the close of the payback period. On the whole, A and B allow faster recovery, whereas C is oriented on long-term value, not on speed (Ross et al., 2022).
Discount rate = 10%
	Project
	Payback

	A
	3.4 years

	B
	5.0 years

	C
	3.8 years



NPV Evaluation of Project A, B, C
The financial feasibility of the three projects is very different in the Net Present Value (NPV) analysis. Project C has the best NPV as it has a high discounted cash inflow that is way much higher than its PS50 million investment and so it is the most value creating. The NPV of Project A is also positive, which means that it includes moderate value to the project and makes it financially acceptable. Project B, on the other hand, has the least NPV, possibly resulting in the marginal value creation because of its regular and comparably small financial flows per year. All in all, by the NPV criteria, Project C can be discussed as the most financially attractive project; Project A is slightly superior to it and Project B is least preferable (Standard & Poor’s, 2022)



NPV Evaluation of Investment results.
	Project
	Payback
	ARR
	NPV (£m)
	IRR (%)
	PI

	A
	Moderate
	Medium
	Positive
	High
	Strong

	B
	Fast
	Low
	Low
	Lowest
	Moderate

	C
	Slow
	High
	Highest
	Highest
	Moderate


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

	A
	+3.8

	B
	+1.6

	C
	+7.9



Index of Profitability (PI)
The Profitability Index brings forth the expense of creating the value per pound invested. Project C provides the best PI, which is reflected in good discounted returns and effective utilisation of capital. The attractiveness of project A is medium, whereas the PI of project B is weakest as it contains low cash inflows. All in all, PI ranking supports the effectiveness of C as the most effective investment choice (OECD, 2023)
	Project
	PI

	A
	1.10

	B
	1.05

	C
	1.16


IRR Internal rate of return 
IRR analysis indicates a high long-term profitability as Project C yields the highest amount of returns, as compared to its cost of capital. Project A offers very good IRR less than C indicating moderateness of investment appeal. The IRR of Project B is the least showing little potential of growth. Therefore, one can see that IRR reduces C as a better project (Palepu et al., 2022)
	Project
	IRR

	A
	13.8%

	B
	11.2%

	C
	15.6%



Project Cash Flow Characteristics
Project C is riskier in that it has volatile cash flows as well as back-loaded cash flows hence uncertainty in the early years. Project A has moderate variability, which has no Gantt charts with unbalanced inflows. Project B offers predictable, stable none-volatile cash flows decreasing the risk, but limiting profits as well. In general, C has the biggest reward and more riskiness, and B has lowest risk and profit (Penman, 2020)
[image: ]
Figure: Cumulative cash flow (Gitman et al., 2019).
Accounting Rate of Return (ARR) analysis for Projects A, B, and C
The comparative Accounting rate of returns (ARR) indicates that there is a visible variation in the profitability of the three projects. Project C has the best ARR of 10% meaning that the project is the best to generate accounting profits because of its investment cost. The profile of project A generates a fairly decent ARR of 7, which implies decent but not even appealing profitability. Project B on the other hand has a zero ARR, indicating that its yearly profits only cover up depreciation with no profit per se. Project C is the financially most desirable alternative based on ARR alone, and Project B ought to be rejected because it is not able to generate shareholder value (Altman, 2018)
	Project
	Initial (£m)
	Depreciation (£m/yr)
	Avg Annual Profit (£m)
	ARR

	Project A
	40
	8.0
	2.8
	0.07

	Project B
	30
	6.0
	0.0
	0.00

	Project C
	50
	10.0
	5.0
	0.10


[image: ]
Figure: Accounting Rate of Return (ARR)
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Optimisation Constraint
Project C out of the three projects portrays the highest average accounting return, implying that it has the high profit-generating potential in the later years. In Project A, there is moderate return and project B generates weak accounting returns. Regarding financial reporting, Project C is most consistent with the goal of the firm to better the earnings performance in the process of recovery (Schroeder et al., 2019).
Profitability as a Measure of Accounting Rate of Return
In the case of general electronics, this would be an applicable measure because the recovery of reported profitability is an important measure in terms of investor confidence and perception by stakeholders (Atrill and McLaney, 2020).
Comparison of Internal Rate of Return and Cost of Capital
In the case of General Electronics, project has to give bigger advance than the projected discount rate of 10% to be worth investing in. IRR can prove helpful especially when comparing projects of varying size, but it is not to be used as a priority assessment tool over NPV when rankings are contradictory (Moles et al., 2019).
	Option
	Investment (£m)
	Feasible?

	A
	40
	✅

	B
	30
	✅

	C
	50
	✅

	A + B
	70
	❌

	A + C
	90
	❌

	B + C
	80
	❌






[bookmark: _Toc216993648]5.4 Final Recommendation and Justification
Selected Portfolio Recommendation
Project C has the highest system of internal rate of return which surpasses comfortably the cost of capital. Project A is just marginally better than the required return whereas project B is below the threshold. These outcomes do confirm previous research and show that the minimum returns are reached in the case only with Projects A and C, with Project C having a higher risk-adjusted performance (Brigham and Ehrhardt, 2020).
Alignment with financial health
Index of profitability is the ratio of the value created to the unit invested and therefore it is particularly applicable in capital rationing. In a company with limited capital, it aids in ranking projects that have the highest payback per pound since capital is limited (Lumby and Jones, 2020).
Project Feasibility and Capital Rationing
General Electronics has a capital rationing threshold which amounts to €60m and thus all viable projects cannot be accepted. Within this limitation, project combinations will have to be analysed. To operate on limited financial resources during the recovery period, it is important to choose the investments, which can maximise the total NPV using the available budget constraint (Gitman et al., 2019).
[image: Feasibility Study - What, Why, How & Who?]
Figure: Feasibility study (Lumby and Jones, 2020).
[bookmark: _Toc216993649]6. Conclusion
This report has discussed the financial issues of General Electronics and has given an end-to-end turnaround strategy as seen by the Chief Financial Officer. The financial health analysis showed that the company experienced a consistent reduction in revenue, profitability, and liquidity over the last five years, as well as, shareholders equity loss and growth in financial risks. Lastly, the resulting investment appraisal which was determined through capital rationing restrictions revealed Project C to be the most financially viable project which created better value, acceptable returns with risks and meets with the recovery goals of the firm. Generally, the suggested strategies offer a cost effective, morally acceptable, and multi-national viable channel of regaining sanity in General Electronics and making it competitive in the long term.
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[bookmark: _Toc216915751][bookmark: _Toc216993652]8.1 Appendix A- Financial Ratio Calculations for General Electronics (2020–2024)
1️⃣   PROFITABILITY RATIOS
1.1 Gross Profit Margin
[image: ]
	Year
	Calculation
	Result

	2020
	176,256 / 614,680
	28.7%

	2021
	173,016 / 601,602
	28.8%

	2022
	152,292 / 542,751
	28.1%

	2023
	97,560 / 420,457
	23.2%

	2024
	113,994 / 394,879
	28.9%



1.2 Operating Profit Margin
[image: ]
	Year
	Result

	2020
	6.1%

	2021
	3.9%

	2022
	2.7%

	2023
	−20.3%

	2024
	−3.9%





1.3 Net Profit Margin
[image: ]
	Year
	Result

	2020
	6.3%

	2021
	0.9%

	2022
	0.1%

	2023
	−23.4%

	2024
	−6.1%



1.4 Return on Assets (ROA)
[image: ]
	Year
	Result

	2020
	7.6%

	2021
	1.0%

	2022
	0.1%

	2023
	−27.6%

	2024
	−7.4%









1.5 Return on Equity (ROE)
[image: ]
	Year
	Result

	2020
	12.3%

	2021
	1.9%

	2022
	0.2%

	2023
	−54.9%

	2024
	−15.7%



1.6 Return on Capital Employed (ROCE)
[image: ]
	Year
	Result

	2020
	11.9%

	2021
	7.9%

	2022
	4.1%

	2023
	−36.4%

	2024
	−4.3%








2️⃣ LIQUIDITY RATIOS
2.1 Current Ratio
[image: ]
	Year
	Result

	2020
	1.82

	2021
	1.56

	2022
	1.56

	2023
	1.61

	2024
	1.53



2.2 Quick Ratio (Acid Test)
[image: ]
	Year
	Result

	2020
	1.15

	2021
	0.94

	2022
	0.91

	2023
	1.06

	2024
	1.03







3️⃣ EFFICIENCY RATIOS
3.1 Inventory Turnover
[image: ]
	Year
	Times

	2020
	3.64

	2021
	3.19

	2022
	2.79

	2023
	3.66

	2024
	3.54



3.2 Receivables Turnover
[image: ]
	Year
	Times

	2020
	4.75

	2021
	4.65

	2022
	4.83

	2023
	3.73

	2024
	3.46







3.3 Asset Turnover
[image: ]
	Year
	Result

	2020
	1.20

	2021
	1.18

	2022
	1.08

	2023
	1.18

	2024
	1.22



4️⃣ SOLVENCY / GEARING RATIOS
4.1 Debt Ratio
[image: ]
	Year
	Result

	2020
	0.39

	2021
	0.46

	2022
	0.47

	2023
	0.50

	2024
	0.53







4.2 Interest Coverage Ratio
[image: ]
	Year
	Result

	2020
	26.2×

	2021
	41.1×

	2022
	6.6×

	2023
	−19.7×

	2024
	−4.6×



5️⃣ CASH FLOW RATIOS
5.1 Operating Cash Flow to Current Liabilities
[image: ]
	Year
	Result

	2020
	0.41

	2021
	0.19

	2022
	0.05

	2023
	0.16

	2024
	0.09








5.2 Operating Cash Flow to Total Liabilities
[image: ]
	Year
	Result

	2020
	0.37

	2021
	0.17

	2022
	0.05

	2023
	0.14

	2024
	0.09



6️⃣ ALTMAN Z-SCORE (2024)
[image: ]
	Variable
	Value

	X₁ (WC / TA)
	0.26

	X₂ (RE / TA)
	0.64

	X₃ (EBIT / TA)
	−0.05

	X₄ (Equity / Liabilities)
	0.90

	X₅ (Sales / TA)
	1.22



[image: ]



[bookmark: _Toc216915752][bookmark: _Toc216993653]8.2 Appendix B- Investment Appraisal Calculations
Discount Rate = 10%
Payback Period
	Project
	Payback (Years)

	A
	3.4

	B
	5.0

	C
	3.8



Accounting Rate of Return (ARR)
	Project
	ARR

	A
	12.0%

	B
	10.0%

	C
	14.0%



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

	A
	+3.8

	B
	+1.6

	C
	+7.9



Internal Rate of Return (IRR)
	Project
	IRR

	A
	13.8%

	B
	11.2%

	C
	15.6%




Profitability Index (PI)
	Project
	PI

	A
	1.10

	B
	1.05

	C
	1.16



Capital Rationing Summary (£60m Limit)
	Option
	Investment
	Feasible

	A
	40
	✅

	B
	30
	✅

	C
	50
	✅

	A + B
	70
	❌

	A + C
	90
	❌

	B + C
	80
	❌
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Revenue and Net Income Trend (2020-2024)
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Cash Flow by Activity (2020-2024)
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Total Assets vs Shareholders’ Equity (2020-2024)
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Current Assets vs Current Liabilities (2020-2024)
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Total Liabilities vs Shareholders Equity (2020-2024)
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