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[bookmark: _Toc217322926]1.0 INTRODUCTION
General Electronics, operating in the highly competitive consumer electronics industry with rapid technological cycles and narrow margins, has experienced significant financial deterioration between 2020 and 2024, necessitating urgent intervention to prevent insolvency. This report, prepared in the capacity of Chief Financial Officer, presents a comprehensive financial evaluation incorporating ratio analysis, corporate failure prediction models, and working capital optimization techniques. Additionally, investment opportunities are assessed under capital rationing using discounted cash flow methodologies. The analysis synthesizes five years of consolidated financial statements, applying contemporary financial management principles to identify operational inefficiencies, quantify financial distress, and develop evidence-based, actionable turnaround strategies for sustainable recovery.
[bookmark: _Toc217322927]2.0 FINANCIAL DATA ANALYSIS
[bookmark: _Toc217322928]2.1 Profitability Ratio Analysis
Profitability ratios assess management’s effectiveness in generating earnings from sales, assets, and shareholders’ equity, thereby reflecting the firm’s overall financial sustainability. An evaluation of General Electronics’ profitability over the period 2020–2024 reveals a pronounced and persistent deterioration, indicating fundamental operational and strategic weaknesses that require immediate corrective action.
The gross profit margin, calculated as
Gross Profit Margin= (Gross Profit/Net Sales) ×100 
remained relatively stable at approximately 28% between 2020 and 2022, suggesting effective control over production costs during this period. However, the margin declined sharply to 23.20% in 2023, signalling either significant production inefficiencies or aggressive price discounting in response to competitive pressures. Although a recovery to 28.87% was observed in 2024 following cost restructuring initiatives, the margin continues to lag behind industry benchmarks of 32–35%, indicating that structural inefficiencies persist within the firm’s operating model (Brigham and Ehrhardt, 2020).
More critically, overall profitability deteriorated substantially, as reflected in the net profit margin, defined as
Net Profit Margin = (Net Income/ Net Sales) ×100  
which fell from 6.28% in 2020 to severe losses in 2023 and 2024. The exceptionally negative margin of -23.36% in 2023 reflects escalating operating expenses and significant impairment charges, including goodwill write-offs. Damodaran (2021) argues that sustained negative margins of this magnitude are commonly associated with covenant breaches and declining creditworthiness, thereby accelerating financial distress. 
The decline in profitability is further reinforced by returns on assets and equity. Return on assets, measured as
ROA = (Net Income/ Total Assets) × 100 
fell from 7.56% in 2020 to deeply negative levels by 2023, demonstrating that the firm’s asset base is no longer generating adequate returns. While asset turnover improved marginally in recent years, this efficiency gain was overshadowed by the collapse in profit margins. Similarly, return on equity, calculated as
ROE= (Net Income/ Shareholders’ Equity) ×100 
declined sharply as cumulative losses eroded equity and increased financial leverage. This amplified shareholder losses and heightened financial risk, underscoring the urgent need for operational restructuring and capital structure realignment.
Table 2.1: Key Profitability Ratios of General Electronics (2020–2024)
	Year
	Gross Profit Margin (%)
	Net Profit Margin (%)
	ROA (%)
	ROE (%)

	2020
	28.68
	6.28
	7.56
	12.31

	2021
	28.76
	0.88
	1.04
	1.92

	2022
	28.06
	0.07
	0.08
	0.15

	2023
	23.20
	-23.36
	-27.60
	-54.90

	2024
	28.87
	-6.09
	-7.43
	-15.70


[bookmark: _Toc217322929]2.2 Liquidity Ratio Analysis
Liquidity ratios evaluate a firm’s capacity to meet short-term obligations as they fall due, a critical concern for organisations experiencing financial distress. The current ratio, expressed as
Current Ratio=Current Assets/ Current Liabilities 
The  declined steadily from 1.82 in 2020 to 1.53 in 2024. Although this level remains marginally within the conventional benchmark range of 1.5–2.0, the downward trend is concerning, particularly given the substantial contraction in current assets over the period. This decline indicates that the firm has relied increasingly on asset liquidation to meet short-term liabilities amid falling revenues. Watson and Head (2019) argue that a weakening current ratio during periods of revenue contraction signals deteriorating liquidity buffers and heightened exposure to short-term cash flow shocks, thereby increasing the firm’s vulnerability to operational disruptions.
A more conservative assessment is provided by the quick ratio, calculated as
Quick Ratio= (Current Assets−Inventories) / Current Liabilities 
which deteriorated below the critical threshold of 1.0 during 2021–2022 before recovering marginally to 1.03 in 2024. This improvement was largely driven by aggressive inventory reductions rather than enhanced cash generation, suggesting defensive rather than sustainable liquidity management. The most severe weakness is evident in the cash ratio, defined as
Cash Ratio = Cash and Cash Equivalents/ Current Liabilities 
which declined sharply from 0.32 in 2020 to 0.17 in 2024. This indicates that immediately available cash covers less than one-fifth of short-term obligations. Ross et al. (2022) identifies cash ratios below 0.20 as strong indicators of financial distress, often preceding liquidity crises. Overall, the liquidity analysis reveals a fragile short-term financial position, underscoring the urgent need for working capital reform and external liquidity support.
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Efficiency ratios evaluate management’s effectiveness in utilising assets and managing core working capital components, particularly inventory, receivables, payables, and total assets. For General Electronics, efficiency performance deteriorated markedly over the period 2020–2024, reflecting weakening operational discipline and increasing working capital strain.
Inventory management efficiency declined substantially during the period. Inventory turnover, calculated as
Inventory Turnover = Cost of Sales / Average Inventory 
fell from 3.74 times in 2020 to a low of 2.83 times in 2023, increasing days inventory outstanding, defined as
DIO=365 / Inventory Turnover 
from 98 to 129 days. This prolonged holding period significantly elevates obsolescence risk in the fast-moving consumer electronics sector. Although inventory turnover improved to 3.35 times in 2024, this recovery was primarily driven by inventory liquidation rather than demand growth, as revenues continued to decline. Gaur and Kesavan (2018) suggest that efficient electronics manufacturers typically maintain turnover above six times annually, indicating that the firm operates at roughly half of optimal inventory efficiency.
Receivables management also weakened considerably. Receivables turnover, expressed as
Receivables Turnover = Net Sales/ Average Accounts Receivable 
declined steadily, causing days sales outstanding
DSO= 365/ Receivables Turnover​ 
to increase from 75 days in 2020 to 105 days in 2024. This 40% deterioration suggests relaxed credit policies aimed at stimulating sales volumes, a strategy that failed to prevent revenue contraction while increasing bad debt risk and working capital requirements.
Conversely, days payables outstanding, calculated as
DPO = 365 / Payables Turnover 
extended from 66 to 84 days, indicating delayed supplier payments driven by liquidity pressures rather than strategic optimisation. While this temporarily preserves cash, excessive delays risk supplier relationship deterioration. Asset turnover, defined as
Asset Turnover = Net Sales / Average Total Assets 
declined sharply in 2023 before recovering in 2024 due mainly to asset base reduction rather than improved revenue generation, underscoring defensive efficiency gains rather than sustainable operational improvement.
Table 2.2: Summary of Efficiency Ratios (2020–2024)
	Year
	Inventory Turnover
	DIO (Days)
	DSO (Days)
	DPO (Days)
	Asset Turnover

	2020
	3.74
	98
	75
	66
	1.22

	2021
	3.36
	109
	78
	75
	1.18

	2022
	2.84
	128
	81
	77
	1.07

	2023
	2.83
	129
	98
	73
	0.98

	2024
	3.35
	109
	105
	84
	1.16
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Leverage and solvency ratios evaluate the firm’s long-term financial stability and its capacity to service debt obligations. General Electronics exhibits a progressively weakening capital structure over the period 2020–2024, driven primarily by equity erosion rather than absolute debt accumulation. Financial leverage, measured by the debt-to-equity ratio
Debt-to-Equity Ratio = Total Liabilities / Shareholders’ Equity 
increased sharply from 0.63 in 2020 to 1.11 in 2024. Although total liabilities declined after 2022, shareholders’ equity contracted more rapidly due to sustained losses, resulting in rising leverage. This indicates heightened financial risk, as a greater proportion of the firm’s assets is financed through debt. The debt ratio, defined as
Debt Ratio = Total Liabilities / Total Assets 
also increased to 52.7% in 2024, reinforcing concerns regarding solvency in a volatile and cyclical industry context (Damodaran, 2021).
Debt service capacity deteriorated even more severely. The interest coverage ratio, calculated as
Interest Coverage = Operating Income / Interest Expense 
collapsed from strong positive levels in 2020–2021 to deeply negative values in 2023 and 2024. Negative coverage indicates that operating losses were insufficient to meet interest obligations, forcing reliance on cash reserves or external financing. Brigham and Ehrhardt (2020) identify negative interest coverage as a critical distress indicator, often preceding default without immediate restructuring. Overall, the leverage and solvency analysis highlights an unsustainable capital structure requiring urgent debt restructuring or equity infusion to restore financial stability.
Table 2.3: Leverage and Solvency Indicators (2020–2024)
	Year
	Debt-to-Equity Ratio
	Debt Ratio (%)
	Interest Coverage (×)

	2020
	0.63
	38.6
	26.21

	2021
	0.85
	45.9
	41.09

	2022
	0.88
	46.8
	6.61

	2023
	0.99
	49.7
	-19.69

	2024
	1.11
	52.7
	-4.55
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The Altman Z-Score model evaluates bankruptcy risk using a weighted combination of liquidity, profitability, solvency, and efficiency indicators (Altman, 1968). For manufacturing firms, the model is defined as:

Table 2.4: Altman Z-Score Calculation for General Electronics (2024)
	Component
	Formula
	Calculation
	Value
	Weight
	Weighted Score

	X₁
	WC / TA
	(242,494 - 158,291) / 323,354
	0.260
	1.2
	0.312

	X₂
	RE / TA
	208,431 / 323,354
	0.645
	1.4
	0.903

	X₃
	EBIT / TA
	(15,297) / 323,354
	-0.047
	3.3
	-0.156

	X₄
	MVE / TL
	153,105 / 170,249*
	0.899
	0.6
	0.539

	X₅
	Sales / TA
	394,879 / 323,354
	1.221
	1.0
	1.221
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[bookmark: _Toc217322934]3.1 Cash Operating Cycle and Working Capital Implications
Working capital management involves the efficient coordination of current assets and current liabilities to ensure sufficient liquidity for operational continuity while minimizing financing costs. A central analytical framework within working capital analysis is the Cash Operating Cycle (COC), also referred to as the Cash Conversion Cycle, which measures the time lag between cash payments for inventory and cash receipts from customers. The cash operating cycle is defined as:
Cash Operating Cycle = DIO + DSO− DPO 
where Days Inventory Outstanding (DIO) reflects inventory holding efficiency, Days Sales Outstanding (DSO) captures receivables collection performance, and Days Payables Outstanding (DPO) represents supplier payment practices. A shorter cycle indicates superior working capital efficiency and reduced reliance on external financing, while an extended cycle signals liquidity strain and elevated financing requirements.
For General Electronics, the cash operating cycle deteriorated markedly over the review period, expanding from 107 days in 2020 to a peak of 154 days in 2023. This 44% increase reflects prolonged inventory holding periods and worsening receivables collection efficiency, only partially offset by extended payment terms to suppliers. Although the cycle improved to 130 days in 2024, this level remains substantially above industry benchmarks. Shin and Soenen (2020) suggest that consumer electronics manufacturers typically target cash operating cycles of 60–75 days to minimize obsolescence risk and financing costs, underscoring the firm’s continued inefficiency.
The financial implications of this extended cycle can be quantified through the Working Capital Investment requirement, expressed as:
Working Capital Investment = (Cash Operating Cycle/ 365) × Annual Operating Cash  
Applying 2024 cost levels, General Electronics is required to maintain approximately £146 billion in working capital to support its 130-day operating cycle. Each additional day in the cycle immobilizes roughly £1.12 billion in cash. Consequently, reducing the cycle to a target of 75 days would release approximately £61.8 billion in liquidity. Consistent with Deloof (2019), such reductions are associated with improved profitability through lower interest expenses and enhanced operational efficiency, highlighting cash cycle optimization as a critical lever for financial recovery.
[bookmark: _Toc217322935]3.2 Component Analysis and Optimization Strategies
An effective reduction of the cash operating cycle requires targeted optimisation of its primary components, particularly inventory management and accounts receivable control, which represent the largest sources of inefficiency for General Electronics.
Inventory Management Optimisation
Inventory inefficiency constitutes the most significant constraint on working capital performance. The firm’s Days Inventory Outstanding (DIO) remains substantially above industry norms, indicating excessive capital lock-up and heightened obsolescence risk in a technologically dynamic sector. Elevated inventory investment reduces liquidity and increases carrying and write-down costs.
Key optimisation strategies include:
· Just-In-Time (JIT) systems, which align production with real-time demand, reducing safety stock and work-in-process inventory. Empirical evidence suggests JIT adoption can reduce inventory days by 40–60% (Monden, 2018).
· Vendor-Managed Inventory (VMI) arrangements, transferring inventory holding responsibility upstream to suppliers, improving coordination and lowering on-balance-sheet inventory (Waller et al., 2019).
· Obsolete inventory liquidation, prioritising immediate cash recovery over book-value preservation, particularly for slow-moving electronic components prone to rapid technological depreciation (Gaur and Kesavan, 2018).
· Advanced demand forecasting, leveraging predictive analytics to improve forecast accuracy and reduce precautionary stock levels (Syntetos et al., 2020).
Accounts Receivable Management
The deterioration in Days Sales Outstanding (DSO) reflects weakened credit discipline and increased exposure to liquidity risk. Excess receivables investment constrains cash availability and elevates default probability.
Key receivables optimisation measures include:
· Credit policy tightening, implementing risk-based customer segmentation to balance sales retention with payment discipline (Petersen and Rajan, 2019; According to Wilson, 2018).
· Early payment incentives, encouraging accelerated collections from price-sensitive customers despite the implied financing cost (Wuttke et al., 2019).
· Digital invoicing and automated collections, reducing administrative delays and processing inefficiencies (Koch, 2020).
· Selective factoring, converting receivables into immediate cash while transferring credit risk in high-risk customer segments.
Recommended target: Reduce DSO to approximately 70 days within 12 months.
[bookmark: _Toc217322936]3.3 Integrated Working Capital Optimization Model
The effectiveness of working capital optimisation is closely linked to the firm’s financing maturity structure, as both determine short-term liquidity and long-term solvency. For General Electronics, the projected reduction of the cash operating cycle from 130 days to 40 days is expected to release approximately £44.7 billion in internal cash over an 18–24 month period. 
Despite this improvement, the firm remains exposed to significant liquidity risk due to its reliance on short-term lines of credit, with £37.0 billion outstanding in 2024. Short-term financing plays an important role in addressing immediate cash flow mismatches but exposes the firm to refinancing risk, interest rate volatility, and covenant pressure during periods of financial distress. 
Table 3.1: Short-Term versus Long-Term Financing within Cash Flow Recovery
	Dimension
	Short-Term Financing
	Long-Term Financing

	Cash flow role
	Covers immediate liquidity gaps
	Supports structural recovery

	Typical cost
	Lower initial rates (~7.3%)
	Higher rates (9–11%)

	Risk profile
	High refinancing and rate risk
	Lower refinancing risk

	Flexibility
	High
	Moderate

	Optimal timing
	Early turnaround phase
	Medium- to long-term stabilisation


From a cash flow alignment perspective, short-term credit is most appropriate during the initial phase of working capital optimisation, when cash releases are uncertain. As internal liquidity improves through inventory and receivables optimisation, refinancing into longer-maturity instruments becomes optimal. Brigham and Ehrhardt (2020) argue that distressed firms with excessive short-term debt face elevated default risk, while Diamond (2019) highlights maturity mismatch as a primary driver of financial instability. Accordingly, a phased shift toward longer-term financing enhances liquidity resilience and supports sustainable recovery.
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[bookmark: _Toc217322938]4.1 Restructuring Imperatives
The financial analysis documented in Sections 2 and 3 reveals that General Electronics requires comprehensive restructuring beyond working capital optimization. The company faces four interconnected challenges demanding integrated solutions: (1) sustained operating losses requiring cost structure transformation; (2) overleveraged balance sheet threatening solvency; (3) asset base misalignment with current revenue scale; and (4) equity capital erosion limiting financial flexibility. 
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4.2.1 Financial Rationale for Divestiture
Divestiture constitutes a core component of financial restructuring, enabling firms to unlock liquidity, improve asset productivity, and refocus on profitable core activities. General Electronics’ consolidated financial position reveals a mismatch between asset base and revenue-generating capacity, evidenced by declining revenues and deteriorating profitability. Total assets stood at £323.4 billion in 2024, while revenues declined by 36% from £614.7 billion (2020) to £394.9 billion (2024). 
Asset efficiency is evaluated through asset turnover. Assuming a conservative industry target of 1.5×, the optimal asset base consistent with current revenue is calculated as:



Given the current asset base of £323,354m, excess assets are estimated as:

This excess capital provides a quantitative benchmark for divestiture planning.
4.1.2 Divestiture Categories and Valuation
The divestiture programme is structured across three financially justified categories based on asset liquidity, valuation certainty, and operational impact.
Table 4.1: Divestiture Proceeds by Asset Category
	Divestiture Source
	Asset Base (£m)
	Assumption
	Proceeds (£m)
	Timeline

	Underperforming business units
	45,000
	0.8× book value
	36,000
	12–18 months

	Sale–leaseback of PP&E
	34,207
	60% × 1.2×
	24,628
	6–12 months

	IP monetisation
	24,038
	30% × 0.7×
	5,048
	3–6 months


Underperforming business units failing to achieve an 8% ROA or generating negative EBIT are assumed to represent £45bn in assets. Applying a conservative 0.8× book value multiple yields £36bn in proceeds, consistent with distressed asset pricing literature. Real estate and PP&E divestiture through sale-leaseback converts illiquid fixed assets into immediate cash while preserving operational access. Assuming 60% eligibility and 1.2× market valuation generates £24.6bn. Intellectual property monetisation, limited to non-strategic patents and licences, contributes £5.0bn under conservative valuation assumptions. The total programme generates £65.7bn, exceeding the identified excess asset base and creating balance-sheet flexibility.
4.1.3 Impact on Capital Structure
Assuming 60% of divestiture proceeds are allocated to debt reduction, the post-divestiture balance sheet adjusts as follows:




This represents a substantial improvement from the current 52.7%, materially reducing financial risk. Annual interest savings are estimated as:

After accounting for incremental lease costs (£2.0bn), net annual cash flow improves by £1.9bn, strengthening operating sustainability.
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4.3.1 Strategic Valuation of M&A Options
Given persistent operating losses, merger or acquisition presents an alternative route to value recovery. The firm’s depressed valuation reflects market distress rather than asset obsolescence. Equity valuation based on a 25% market-to-book ratio implies:

Applying a 30% acquisition premium:

Cost synergies in the technology sector typically range between 15–25% of operating expenses. Using a mid-point assumption:


The implied net value to the acquirer is therefore strongly positive, justifying transaction feasibility despite current losses (Gaughan, 2020).
4.3.2 Pro Forma Operating Improvement
Divesting structurally unprofitable segments materially improves operating margins. Removing three divisions generating £80bn revenue and £9.2bn operating losses yields:



Although still negative, the margin improvement establishes a credible base for post-merger operational synergies and margin normalisation (Berger and Ofek, 2019).
4.2.3 Asset-Based Valuation Floor
Table 4.2: Adjusted book valuation provides a downside protection benchmark.
	Adjustment
	Impact (£m)

	Inventory markdown (15%)
	(11,903)

	PP&E market impairment (10%)
	(3,421)

	Deferred tax asset haircut (50%)
	(3,213)

	Total adjustments
	(18,537)



At this level, General Electronics trades at an EV/Revenue multiple of 0.70×, materially below sector norms (1.5–2.5), reinforcing restructuring upside potential.
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4.4.1 Rights Issue Mechanics
A rights issue provides capital without fixed repayment obligations. Targeting £50bn at a discounted price of £2.50 per share, the issue size is:



Participating shareholders preserve ownership, while non-participants face dilution of 60.7%, incentivising uptake.
4.4.2 Post-Recapitalisation Balance Sheet Effects



Even under conservative assumptions of continued operating losses, the recapitalisation meaningfully improves solvency metrics and liquidity resilience.
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Cross-Border Taxation and Value Preservation
The divestiture of international subsidiaries and cross-border restructuring transactions exposes General Electronics to transfer pricing risk and repatriation taxation. Under OECD arm’s-length principles, improper valuation of overseas disposals may trigger post-transaction tax reassessments. For a representative £15 billion foreign subsidiary sale, potential exposure is quantified as:

Repatriation of accumulated foreign earnings further affects restructuring liquidity. Assuming £10 billion of retained overseas profits and an average withholding tax rate of 10%, the direct cash leakage is:

Conversely, General Electronics’ cumulative losses of £122.3 billion generate substantial tax loss carryforwards, representing a critical value buffer during restructuring. At a 25% corporate tax rate, the deferred tax asset is estimated as:

Currency Risk and Cash Flow Stability
Foreign exchange volatility poses an additional threat to restructuring cash flows. In 2024 alone, adverse currency movements reduced cash balances by £2.6 billion, equivalent to 16% of net cash decline (FX impact in 2024). Revenue exposure analysis indicates that a 1% movement in major trading currencies alters annual revenues by approximately £1.8 billion. A financially optimal hedging framework balances cost with protection. Under a mixed approach forward contracts on 50% of foreign revenues (£71 billion) and currency options on 25% (£35.5 billion) the annual hedging cost is calculated as:

Although significant, this cost represents less than 0.25% of revenues and provides essential predictability during financial restructuring. Combined with natural hedging through geographic cost alignment, currency risk mitigation stabilises operating cash flows and protects restructuring value.
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Based on comprehensive analysis, the optimal restructuring strategy combines elements from multiple alternatives:
Phase 1: Immediate Stabilization (Months 1-6)
1. Rights issue raising £50 billion equity capital
2. Debt retirement of £30 billion targeting highest-cost obligations
3. Implementation of working capital optimization quick wins
Phase 2: Asset Rationalization (Months 6-18)
1. Sale-leaseback transactions generating £24.6 billion
2. Non-core business unit divestiture realizing £36.0 billion
3. IP monetization producing £5.0 billion
4. Total proceeds: £65.6 billion
Phase 3: Strategic Repositioning (Months 18-36)
1. M&A evaluation for strategic combination
2. Market share consolidation in core segments
3. Technology platform modernization
4. International expansion in growth markets
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[bookmark: _Toc217322945]5.1 Capital Budgeting Framework
Capital budgeting represents a systematic evaluation of long-term investment opportunities, aimed at maximizing shareholder value and ensuring efficient allocation of scarce financial resources. For General Electronics, capital allocation decisions occur in a context of severe financial distress, constrained liquidity, and limited access to external capital markets. Under such conditions, the firm must rigorously evaluate potential projects not only on expected profitability but also on risk, cash flow timing, and strategic alignment with corporate turnaround objectives (Harris & El-Massri, 2011; Götze et al., 2015).
The current analysis examines three mutually exclusive investment projectsProject A, Project B, and Project Cusing five complementary evaluation techniques: Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR). Each method provides a distinct perspective: PBP emphasizes liquidity and recovery speed, ARR assesses profitability from an accounting perspective, while NPV and PI focus on value creation using discounted cash flows, and IRR offers an intuitive rate of return comparable to the firm’s cost of capital (Abor, 2016). Given the company’s £60 million capital rationing limit, this multi-criteria approach enables prioritization of projects that maximize shareholder value, maintain liquidity, and align strategically with the turnaround plan.
[bookmark: _Toc217322946]5.2 Project Cash Flow Data and Payback Period Analysis
The initial screening employs the Payback Period (PBP) to assess the time required to recover invested capital. This method is particularly relevant under financial distress, where liquidity constraints necessitate rapid recovery of funds. Although PBP does not account for the time value of money or cash flows beyond the recovery period, it provides a simple, intuitive measure of risk exposure and investment flexibility (Harris & El-Massri, 2011).
Table 5.1: Three projects substantial upfront capital:
	Project
	Initial Investment (£m)
	Year 1 (£m)
	Year 2 (£m)
	Year 3 (£m)
	Year 4 (£m)
	Year 5 (£m)
	Total Inflows (£m)

	A
	40,000
	10,000
	12,000
	14,000
	10,000
	8,000
	54,000

	B
	30,000
	6,000
	6,000
	6,000
	6,000
	6,000
	30,000

	C
	50,000
	5,000
	10,000
	20,000
	25,000
	15,000
	75,000


The payback formula for non-uniform cash flows is:

Project-specific calculations:
· Project A: Recovery occurs during Year 4. Cumulative cash flow prior to Year 4 = £40,000m – £36,000m recovered = £4,000m unrecovered.

· Project B: Uniform cash inflows of £6,000m/year achieve full recovery at Year 5. PBP = 30,000 / 6,000 = 5.0 years.
· Project C: Full recovery occurs between Year 3 and 4.

Table 5.2: Payback Summary Table
	Project
	Initial Investment (£m)
	Payback (years)
	Rank

	A
	40,000
	3.4
	1st

	C
	50,000
	3.6
	2nd

	B
	30,000
	5.0
	3rd


PBP analysis highlights Project A as the most attractive for short-term liquidity, followed closely by Project C. Project B’s extended recovery period demonstrates high capital lock-up risk, underscoring the importance of complementary discounted cash flow methods. Advantages include simplicity, speed, and explicit focus on liquidity, while limitations include neglect of cash flows beyond the payback period, absence of time-value-of-money adjustments, and bias against long-term, high-value projects (Götze et al., 2015).
[bookmark: _Toc217322947]5.3 Accounting Rate of Return (ARR) Analysis
ARR Formula:

Where:
· Average profit = Average cash flow – Depreciation
· Average investment = Initial investment / 2 (zero salvage value)
Project A Calculation:
· Average annual cash flow = 54,000 / 5 = £10,800m
· Depreciation = £40,000 / 5 = £8,000m
· Average profit = 10,800 – 8,000 = £2,800m
· Average investment = £40,000 / 2 = £20,000m

· Project B: ARR = 0% (cash inflows equal depreciation)
· Project C: ARR = 20% (average profit £5,000m / investment £25,000m)
Table 5.3: ARR Summary Table
	Project
	Avg Annual Profit (£m)
	Avg Investment (£m)
	ARR (%)
	Rank

	C
	5,000
	25,000
	20.0
	1st

	A
	2,800
	20,000
	14.0
	2nd

	B
	0
	15,000
	0.0
	3rd


ARR captures profitability relative to invested capital, providing insight into accounting returns over the project life. Projects C and A exceed the 10% cost of capital, confirming financial justification. However, reliance on accounting profits rather than actual cash flows and disregard for time-value-of-money are noted limitations (Abor, 2016).
[bookmark: _Toc217322948]5.4 Net Present Value (NPV) Analysis
NPV Formula:

Table 5.3: Discount Factors @ 10%:
	Year
	DF

	1
	0.9091

	2
	0.8264

	3
	0.7513

	4
	0.6830

	5
	0.6209


NPV Calculation Examples:
· Project A:

NPV = 41,323.2 – 40,000 = £1,323.2m
· Project B: NPV = 22,744.2 – 30,000 = -£7,255.8m
· Project C: NPV = 54,224 – 50,000 = £4,224m
Table 5.4: NPV Summary Table
	Project
	Investment (£m)
	PV Inflows (£m)
	NPV (£m)
	Rank

	C
	50,000
	54,224
	4,224
	1st

	A
	40,000
	41,323.2
	1,323.2
	2nd

	B
	30,000
	22,744.2
	-7,255.8
	3rd


NPV captures the absolute value created in monetary terms, accounting for time-value-of-money, and forms the primary criterion for capital budgeting under modern finance theory (Götze et al., 2015).
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Table 5.5: Profitability Index and Net Present Value Comparison
	Project
	Investment (£m)
	PV of Cash Flows (£m)
	NPV (£m)
	PI

	C
	50,000
	54,224
	4,224
	1.0845

	A
	40,000
	41,323.2
	1,323.2
	1.0331

	B
	30,000
	22,744.2
	-7,255.8
	0.7581


PI complements NPV by reflecting capital efficiency, especially critical under capital rationing. Projects exceeding PI > 1.0 create value per unit of investment.
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IRR Definition: discount rate where NPV = 0.
Table 5.6: Internal Rate of Return Analysis and Project Decision
	Project
	Initial Investment (£m)
	IRR (%)
	Cost of Capital (%)
	Excess Return (%)
	Decision

	C
	50,000
	12.78
	10.0
	2.78
	Accept

	A
	40,000
	11.34
	10.0
	1.34
	Accept

	B
	30,000
	0.0
	10.0
	-10.0
	Reject


IRR provides an intuitive return metric, accounting for time-value-of-money. Limitations include implicit reinvestment assumptions and potential conflict with NPV in mutually exclusive projects (Harris & El-Massri, 2011).
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The capital budgeting evaluation for General Electronics, constrained by a £60 million investment ceiling, integrates multiple financial and strategic metrics to prioritize projects under severe liquidity and operational distress. The comprehensive Project Evaluation Matrix indicates that Project C consistently outperforms across value-based criteria: highest NPV (£4,224m), superior IRR (12.78%), strongest ARR (20%), and top PI (1.0845). While Project A exhibits a slightly faster payback (3.4 years versus 3.6 years for Project C), its lower overall value creation (£1,323m NPV) and moderate ARR (14%) limit its contribution relative to the strategic turnaround objectives. Project B is clearly suboptimal, generating negative NPV (-£7,256m), zero IRR, and zero ARR, making it unsuitable for investment even under full capital availability.
Project Selection Justification:
· Financial Performance Alignment: Project C maximizes shareholder value creation, enhancing profitability while addressing General Electronics’ negative operating margins and constrained liquidity. Its back-loaded cash flow pattern, though higher risk, ensures substantial value capture in later periods.
· Risk and Cash Flow Considerations: Project C involves execution risk due to concentrated cash inflows in Years 3–5. Nevertheless, the projected cash flows justify temporary external financing requirements (£23.2 billion), with potential repayment from Year 1-2 inflows. Project A presents lower execution risk and front-loaded cash flows but delivers only moderate value. Project B exposes the company to capital erosion and extended liquidity pressure.
· Strategic Fit: Project C aligns with turnaround priorities: restores competitive positioning, supports innovation, and generates maximum NPV efficiency. Project A provides short-term liquidity support but limited strategic impact, whereas Project B lacks alignment with value creation or market relevance.
Recommendation: Invest £50 million in Project C. Remaining £10 million can be retained for working capital flexibility or opportunistic investment. Execution should be staged to mitigate risk, with milestone-based funding, contingent financing, and regular performance reviews. Project A serves only as a secondary alternative if Project C becomes unavailable, while Project B should be rejected under all circumstances.
Key Considerations:
· Maximizes absolute value creation
· Maintains strategic alignment with turnaround objectives
· Balances liquidity stress with long-term financial recovery
· Risk-adjusted evaluation supports Project C despite back-loaded cash flows
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General Electronics faces severe financial distress, characterized by multi-year revenue decline, negative operating margins, and acute liquidity constraints. The integrated financial analysis identifies critical weaknesses in profitability, operational efficiency, and capital structure, emphasizing the need for decisive intervention. Key strategic actions working capital optimization, equity recapitalization, asset divestitures, and targeted capital allocation collectively unlock liquidity, reduce leverage, and restore financial stability. Project C emerges as the optimal investment under capital rationing, generating £4.2 billion NPV, 12.78% IRR, and 20% ARR, aligning with the company’s turnaround objectives while supporting long-term competitiveness. Complementary initiatives, including debt refinancing, currency hedging, and tax loss preservation (£30.6 billion NOL), further enhance financial resilience.
The proposed three-phase turnaround roadmap stabilization, restructuring, and growth transforms the company from distressed (D/E 1.11, negative margins, Z-Score 2.42) to sustainable (D/E 0.45, positive profitability, Z-Score 3.8+) within 36 months. Implementation emphasizes disciplined execution, milestone-based funding, and risk mitigation, ensuring cash preservation, strategic focus, and operational improvement. The recommended measures collectively restore liquidity, unlock £44.7 billion through working capital, generate divestiture proceeds of £65.7 billion, and secure shareholder value creation, preserving market position and technology leadership. The analysis confirms that, with decisive leadership and stakeholder commitment, General Electronics possesses the financial and strategic capacity to survive, recover, and achieve sustainable long-term growth.
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[bookmark: _Toc217322955]APPENDIX A: DETAILED RATIO CALCULATIONS 
Table A.1: Complete Profitability Ratio Analysis (2020-2024)
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Gross Profit Margin (%)
	(GP/Sales)×100
	28.68
	28.76
	28.06
	23.20
	28.87

	Operating Margin (%)
	(EBIT/Sales)×100
	6.06
	3.87
	2.68
	-20.28
	-3.87

	Net Profit Margin (%)
	(NI/Sales)×100
	6.28
	0.88
	0.07
	-23.36
	-6.09

	Return on Assets (%)
	(NI/Assets)×100
	7.56
	1.04
	0.08
	-27.60
	-7.43

	Return on Equity (%)
	(NI/Equity)×100
	12.31
	1.92
	0.15
	-54.90
	-15.70

	Asset Turnover
	Sales/Assets
	1.219
	1.179
	1.070
	0.978
	1.163

	Equity Multiplier
	Assets/Equity
	1.629
	1.849
	1.879
	1.989
	2.112


Table A.2: Complete Liquidity Ratio Analysis (2020-2024)
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Current Ratio
	CA/CL
	1.82
	1.55
	1.56
	1.61
	1.53

	Quick Ratio
	(CA-Inv)/CL
	1.15
	0.93
	0.91
	1.06
	1.03

	Cash Ratio
	Cash/CL
	0.32
	0.28
	0.31
	0.27
	0.17

	Working Capital (£m)
	CA-CL
	147,333
	120,359
	121,567
	97,703
	84,203

	NWC/Sales (%)
	WC/Sales
	24.0%
	20.0%
	22.4%
	23.2%
	21.3%


Table A.3: Complete Efficiency Ratio Analysis (2020-2024)
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Inventory Turnover
	COGS/Avg Inv
	3.74
	3.36
	2.84
	2.83
	3.35

	Days Inventory (DIO)
	365/Inv Turn
	98
	109
	128
	129
	109

	Receivables Turnover
	Sales/Avg AR
	4.88
	4.65
	4.49
	3.74
	3.48

	Days Sales Out (DSO)
	365/AR Turn
	75
	78
	81
	98
	105

	Payables Turnover
	COGS/Avg AP
	5.53
	4.87
	4.76
	5.03
	4.35

	Days Payables (DPO)
	365/AP Turn
	66
	75
	77
	73
	84

	Cash Cycle (Days)
	DIO+DSO-DPO
	107
	112
	132
	154
	130


Table A.4: Complete Leverage Ratio Analysis (2020-2024)
	Ratio
	Formula
	2020
	2021
	2022
	2023
	2024

	Debt-to-Equity
	TL/Equity
	0.629
	0.849
	0.878
	0.989
	1.112

	Debt-to-Assets (%)
	TL/Assets
	38.6%
	45.9%
	46.8%
	49.7%
	52.7%

	Equity-to-Assets (%)
	Equity/Assets
	61.4%
	54.1%
	53.2%
	50.3%
	47.3%

	Interest Coverage
	EBIT/Interest
	26.21
	41.09
	6.61
	-19.69
	-4.55

	Debt Service (£m)
	Interest Paid
	1,422
	566
	2,200
	4,332
	3,361
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Table B.1: Project A - Complete NPV Calculation
	Year
	Cash Flow
	Calculation
	Discount Factor
	Present Value

	0
	-40,000
	-40,000
	1.0000
	-40,000.00

	1
	10,000
	10,000/(1.10)^1
	0.9091
	9,091.00

	2
	12,000
	12,000/(1.10)^2
	0.8264
	9,916.80

	3
	14,000
	14,000/(1.10)^3
	0.7513
	10,518.20

	4
	10,000
	10,000/(1.10)^4
	0.6830
	6,830.00

	5
	8,000
	8,000/(1.10)^5
	0.6209
	4,967.20


Project A IRR Calculation (Trial & Error):
· At 11%: NPV = +£326m (positive)
· At 12%: NPV = -£643m (negative)
· IRR ≈ 11.00% + [326/(326+643)] × 1.00% = 11.34%
Table B.2: Project B - Complete NPV Calculation
	Year
	Cash Flow
	Calculation
	Discount Factor
	Present Value

	0
	-30,000
	-30,000
	1.0000
	-30,000.00

	1
	6,000
	6,000/(1.10)^1
	0.9091
	5,454.60

	2
	6,000
	6,000/(1.10)^2
	0.8264
	4,958.40

	3
	6,000
	6,000/(1.10)^3
	0.7513
	4,507.80

	4
	6,000
	6,000/(1.10)^4
	0.6830
	4,098.00

	5
	6,000
	6,000/(1.10)^5
	0.6209
	3,725.40

	Total
	0
	
	
	-7,255.80


Project B IRR: 0.00% (Cash flows exactly equal initial investment)
Table B.3: Project C - Complete NPV Calculation
	Year
	Cash Flow
	Calculation
	Discount Factor
	Present Value

	0
	-50,000
	-50,000
	1.0000
	-50,000.00

	1
	5,000
	5,000/(1.10)^1
	0.9091
	4,545.50

	2
	10,000
	10,000/(1.10)^2
	0.8264
	8,264.00

	3
	20,000
	20,000/(1.10)^3
	0.7513
	15,026.00

	4
	25,000
	25,000/(1.10)^4
	0.6830
	17,075.00

	5
	15,000
	15,000/(1.10)^5
	0.6209
	9,313.50

	Total
	25,000
	
	
	4,224.00


Project C IRR Calculation:
· At 12%: NPV = +£1,070m (positive)
· At 14%: NPV = -£1,817m (negative)
· IRR ≈ 12.00% + [1,070/(1,070+1,817)] × 2.00% = 12.74%
Table B.4: Comparative Investment Summary
	Metric
	Project A
	Project B
	Project C
	Decision

	Initial Investment (£m)
	40,000
	30,000
	50,000
	-

	Total Cash Inflows (£m)
	54,000
	30,000
	75,000
	C highest

	Payback Period (years)
	3.4
	5.0
	3.6
	A fastest

	ARR (%)
	14.0
	0.0
	20.0
	C highest

	NPV @ 10% (£m)
	1,323
	-7,256
	4,224
	C highest

	Profitability Index
	1.0331
	0.7581
	1.0845
	C highest

	IRR (%)
	11.34
	0.00
	12.78
	C highest

	Recommendation
	Acceptable Alternative
	REJECT
	ACCEPT
	Select C
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