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[bookmark: _Toc217237281]Introduction
This report has assessed the financial status and the strategic future of General Electronics between the years 2020 and 2024 due to a consistent decline in performance and an increase in financial risk. The analysis is a combination of the financial statement analysis, ratio analysis, working capital analysis, corporate failure forecast, and restructuring solutions, as well as investment appraisal methods, to achieve a multi-faceted financial health diagnosis (Christiana, 2020). It focuses on identifying the structural areas of weakness that have an impact on profitability, liquidity and capital structure and the opportunities to stabilise and recover value. The appraisal embraces a shareholder-value-driven approach on the basis of sound financial data and is in line with the global business environment and corporate ethical duties and obligations of the firm.


[bookmark: _Toc217237282]Financial Health Check
[bookmark: _Toc217237283]Profitability Analysis
Trends in profitability show that there has been a severe decline in the ability of General Electronics to make profits. The gross profit margins in most years were very sustainable at 28–29 per cent, implying that the firm has been relatively successful in maintaining the pricing power and management of its costs at the production stage. Nevertheless, such stability covers bigger problems deeper in the income statement. Its operating margins fell drastically in 2023, with significant negative values compared to 2020, with a healthy figure of 6.1 per cent. This implies that the operation costs that cover research and development, marketing and administrative costs have increased at a higher rate in comparison with revenue.
This concern is supported by net profit margins. The firm had shifted its position from a net margin of 6.3% in 2020 to incurring losses of over 23% of sales in 2023, with only slight improvement in 2024. The same trend was observed with the return on assets and the return on equity, starting off at healthy and competitive amounts and dropping to a highly negative value. The occurrence of negative ROE of more than -40 per cent in 2023 is an indicator of languid shareholder value destruction and indicates that the capital utilisation at the firm is unsustainable (Zhang et al., 2022). In general, the profitability analysis suggests that the problem that General Electronics has is not the product viability but the unproductive cost base and deteriorated operational leverage.
[bookmark: _Toc217237284]Liquidity Position
Liquidity ratios indicate a slow yet threatening loss of short-term financial strength. The current ratio stood at over 1.5 all along the period, which, on the face of it, denotes the capability to fulfil the short-term liabilities. Nonetheless, the downward trend from 1.82 in 2020 to 1.53 in 2024 signifies the constriction of the working capital flexibility (Robert et al., 2023). Worse still, the quick ratio, as was the case in the past couple of years, has decreased below 1, which means that the company is progressively resorting to inventory conversion to settle current liabilities.
Cash ratio dropped steadily, and in 2024, it dropped to only 0.17. This implies that the current liabilities cannot be absorbed by current cash sources by more than 17 per cent, which means that the firm is subject to liquidity shocks, especially during such times of supply chain liquidity, as well as when demand is unstable. Although the current picture is not illiquid yet, the margin of safety of General Electronics has become much smaller, which makes the company more dependent on external funding and debt to suppliers.
[bookmark: _Toc217237285]Efficiency and Working Capital Management
Efficiency ratios show that there are still some areas of weakness in its asset utilisation and working capital management. The turnover of assets decreased to lower than 1 in 2023 than in 2020 because the company had underutilised assets and failed to generate revenue using the available assets. Even though turnover in 2024 has recovered, it is still lower than it was historically.
There is also a poor state of inventory management. The days outstanding inventory improved to above 100 days in 2020, having 129 days in 2023, indicating sluggish products, technological obsolescence, or overproduction. The efficiency of receivables also deteriorated, with days outstanding increasing by 2024 to above 110 days, showing that international market credit terms are more lenient or the collection process is less efficient.
Though the company prolonged its payment time to suppliers, as indicated by increased days payable outstanding, this has not compensated for the negative impact of inventory and receivables (Ginting, 2021). As a result, the cash conversion cycle became very long, reaching more than 150 days in 2023. This is a long cycle that keeps cash tied up without necessity, which increases liquidity stress; hence, the urgent need to optimise working capital.
[bookmark: _Toc217237286]Gearing and Solvency
The capital structure of the firm has increasingly gotten leveraged. The liabilities-to-equity ratio changed to more than 1.1 in 2024, which, in turn, means that at present, the company uses more debt to fund its operations as compared to equity equal to 0.63 in 2020. The equity ratio decreased from more than 61 to less than 48, which made the firm's financial flexibility decrease and made it more susceptible to changes in earnings.
A sizeable red flag is produced by interest coverage ratios. Though the company was able to comfortably service its debt in the previous years, the negative operating profits in 2023 and 2024 led to negative interest coverage, meaning that operating income is inadequate to cover the interest services. This increases the risk of refinancing and can result in breaches of covenant or increased borrowing costs. Sustained ability to maintain the current level of gearing is not possible unless operating performance is improved very quickly.
[bookmark: _Toc217237287]Investment Performance
As an investor, General Electronics has suffered massive value destruction. After a period of relatively low profitability, earnings per share became decidedly negative in 2023 and 2024. BVPs came down in a significant amount with cumulative losses and diluted equity. Without the payment of a dividend and a decrease in equity returns, the company has lost a lot of appeal to both its equity and debt holders.
These tendencies indicate that the decisions on capital allocation made in the past years have not yielded sufficient returns either because of the untimely investments, lack of scale effect or poor integration after the investment. This casts concern on the investment appraisal discipline and the effectiveness of governance of the firm.
[bookmark: _Toc217237288]Cash Flow Analysis
The cash flow analysis proves that the problem faced by the firm is not just accounting-based but also cash-based (Maguni et al., 2020). The operating cash flows reduced considerably between 2020 and 2024, and the conversion of profits into cash was particularly weak in the loss-making years. There are periods when operating cash flow was higher than the net income because of non-cash charges, but this did not save the liquidity.
Free cash flow became negative in 2022 and fell to below this level afterwards, indicating that the company continued to spend funds on capital expenditure, though operating was deteriorating. This shows that General Electronics has been playing a defensive position to be competitive and not achieve growth returns. Through weak free cash flow margins, the firm may not be able to deleverage, invest and/or repatriate value to the shareholders.
[bookmark: _Toc217237289]Corporate Failure Risk: Altman Z-Score
Z = 1.2(Working Capital/Total Assets) + 1.4(Retained Earnings/Total Assets) + 3.3(EBIT/Total Assets) + 0.6(Market Value of Equity/Total Liabilities) + 1.0(Sales/Total Assets)
In determining the probability of the firm going through financial distress, the Altman Z-Score model provides a sound and well-embraced composite view, a combination of profitability, liquidity, leverage, solvency and activity metrics in no fewer than one predictive model. The use of this model with regard to the recent financial performance of General Electronics is indicative of a significant increase in the default risk. In contrast with the last five years, the company has recorded a sustained decrease in working capital compared to the total assets, which indicates the deteriorating liquidity of short-term and increasing vulnerability to external financing to cover the daily operations of the company. 
The profitability parameters built into the Z-Score, especially the earnings before interest and tax to total assets, have become sharply negative over the last few years, with a major negative influence on the total score. This is enhanced by declining market and book equity with respect to total liabilities, a pointer to higher leverage and loss of creditor protection. Even though the process of revenue generation is still moderate concerning the size of the assets, it is still not enough to compensate for the negative effects of losses and weaken the balance sheets. All these combined would mean that the Z-score of General Electronics would be below the critical figure of 1.8, with the company being squarely in the distress zone. 


[bookmark: _Toc217237290]Working Capital Management Analysis
[bookmark: _Toc217237291]Assessment of the Cash Operating Cycle
The cash operating cycle of General Electronics that has been experienced in the last five years indicates a high tendency toward decreasing efficiency in terms of the capacity of the firm to transform its activity into liquid cash (Jung et al., 2022). The cash operating cycle consists of the inventory conversion period, the receivables collection period and the payment of the deferral period. Taken collectively, these elements define the duration of time that cash is confined in the daily business activities until it is recouped by way of sales.
The inventory management has had a mixed performance. The stock values decreased significantly, as in 2020, the company had 120.4 billion in inventory, whereas in 2024, the stock values were 79.4 billion because of the shrinking of the demand and the proactive destocking efforts, as opposed to the improvement in the structural efficiency. Its inventory turnover has increased to about 3.5 times in 2024 as compared to 2.8 times in 2022, resulting in shortening its inventory holding period to about 103 days. Although this seems good at face value, the growth has been partially fake as a result of reduced volumes of production and write-down of assets rather than improved coordination of the supply chain. 
Management of receivables has been seriously rotten. Accounts receivable continued to be broadly flat, in absolute terms, and had fallen by a very high margin; revenues decreased, leading to receivables turnover, which dropped to about 3.5 times in 2024, compared to about 4.8 times in 2022. This means that there is an increase in the average collection period, which has extended to more than 100 days. The trend is indicative of poorer credit discipline; longer payment terms are being provided to maintain market share and the counterparty risk in the international markets. Slower collections would have had a direct effect on operating cash flows, which have dropped to £14.8 billion in 2024 compared to 73.4 billion in 2020, despite the operating margin, which in the previous years remained positive.
These pressures have been partially compromised at the expense of payables management. In accounts payable, the figure is reduced in 2024 by the period in 2020 and is down by 2.2 billion pounds to 72.0, whilst the revenues are reduced, signifying the payables deferral period is revealed as having become short. This is an indication of tightened credit conditions on suppliers due to the deteriorating financial stance of the firm or by the management to save as much as possible on suppliers to avoid supply chain disruption. This has meant that the company has lost within its ranks an easy source of unplanned financing. 
[bookmark: _Toc217237292]Liquidity Enhancement Through Working Capital Reforms
To enhance liquidity in the case of General Electronics, the working capital policy needs to be realigned in a thorough way, with cash saving being a top priority aspect of working capital policies, as opposed to increasing the revenue rate at any expense. The priority is first the receivables reform (Yunus and Lukum, 2021). The credit policies need to be reset according to the risk profiling of the customers as opposed to the competitor's leverage. Differentiation of credit terms, stricter implementation of bad debt balance and increased application of credit insurance in the riskier jurisdictions would reduce the collection cycle and minimise bad debts. 
The second leverage is inventory optimisation. Although sales values being reported in the headline items are reduced, additional efficiency will be attained by enhanced demand forecasting and product rationalisation, as well as regional inventory pooling (Christiana, 2020). Since the company is faced with the fact of rapid technological obsolescence in consumer electronics, it will be appropriate to focus on just-in-time procurement of long-established product lines and encourage SKU simplicity. This would not only free up more cash but also reduce future impairment exposures, and this has significantly affected earnings and equity over the past few years.
On the payable’s aspect, they should not aim at indiscriminate extension of payment terms that may prove to destabilise the suppliers, but rather organised renegotiation. Using its organisational size and extensive history of supplier relationships, General Electronics can negotiate dynamic discounting agreements or other long-term terms that are based on volume decisions (Zhang et al., 2022). These arrangements retain the confidence of suppliers and enhance the liquidity situation of the firm. 
[bookmark: _Toc217237293]Short-Term Versus Long-Term Financing Options
Short-term and long-term financing options have now turned out to be very determinant for General Electronics, considering its waning financial history. Traditionally, the company has been dependent on short-term financing by taking lines of credit, reaching highs of borrowings of up to 88.0 billion in 2022 and then decreasing to 37.0 billion in 2024. Although short-term financing is flexible and low nominal interest rates tend to prevail, it causes the firm to be subjected to refinancing risk, especially in circumstances where the performance of the firm is erratic, and creditworthiness is under examination. The decisive swings in net financing cash flows in the five years point out the instability of this method.
In the given setting, overdependence on short-term debt increases the liquidity risk. A cash crisis could also happen very fast in case of any tightening of the credit markets or unfavourable renegotiations of covenants. Moreover, the deteriorated Altman Z-Score and deteriorating equity base of the firm also lower its bargaining power in the eyes of financiers, risking punishment of price or limited access (Robert et al., 2023). In terms of working capital, the short-term debt has been replacing internal cash generation, covering the structural inefficiency instead of addressing it.
Long-term funding, which is more costly by the headline terms, provides better strategic stability. To a greater extent, refinancing a part of short-term borrowings into long-term instruments would serve in better harmony with the firm's capital structure, with the long-term character of its assets, especially intangible assets and global distribution networks (Ginting, 2021). The longer maturities lower the rollover risk and give the management the time base required in effecting operational restructuring and working capital reforms. 


[bookmark: _Toc217237294]Strategic Financial Restructuring Plan
[bookmark: _Toc217237295]Recommended financial restructuring options
[bookmark: _Toc217237296]Divestiture and Portfolio Rationalisation
The main aspect of the restructuring strategy must be a focused divestiture programme. The total assets have also decreased over the period considered, with the assets reducing to 323.4 billion as compared to 510.3 billion, but the profitability has been dwindling, which means that the current assets have so far been cut instead of being strategic. Active management of the portfolio should find non-core, underperforming, or sub-scale business units that distract from the margins and disproportionate managerial focus. Selling these assets would create direct cash flows, enhance liquidity and enable the management to focus efforts on those core consumer electronics products with sustainable competitive advantages.
Divestitures may be value-accretive when proceeds go towards the payment of debt and the enhancement of the return on invested capital. As the debt-to-equity ratio in the firm has increased and it was more than 1.1 in 2024, debt repayment needs to be given a higher priority than additional share buybacks, which in the past eroded equity when revenues were declining. The flexibility in operations would also be enhanced since the fixed cost intensity would be low, since the asset base is leaner and the amount of break-even sales would be low. The divestiture decisions should take into account the local regulatory approvals, labour protections and the reputational risk in the event of exits from the emerging markets internationally (Blessing and Sakouvogui, 2023). Morally, it is necessary to involve the affected employees and communities openly to maintain corporate social responsibility pledges and prevent brand degradation in the long run.
[bookmark: _Toc217237297]Equity Injection and Capital Base Restoration
The loss of shareholders' equity of the business between the British Airways shareholders in 2020 (£313.3 billion) and 2024 (£153.1 billion) is a critical weakness in the financial structure of the company. Equity injection to rebuild the capital base and regain belief in the credibility of the balance sheets should therefore be carefully designed. Although the act of raising new equity at depressed prices is inherently dilutive in nature, the risks of remaining leveraged are much higher since the shareholders are subjected to more downside risk, such as financial distress or covenant violation.
An equity injection may be in various forms, such as a rights issue to the current shareholders or an entry strategic minority investment where the investor would have experience in the industry (Maguni et al., 2020). A rights issue is dilutive in the short run, but proportional ownership is maintained in the long run and is an indication of management commitment to recover in the long run. This may be a strategic investor, especially one that has a complementary technology or distribution, hence capital as well as operational synergies, which stimulate value creation in the long term. 
The international consideration especially applies in equity restructuring. Cross-border equity issues should be issued, paying attention to the disparities of securities regulation, the protection of investors, and the taxation of dividends (Jung et al., 2022). The currency risk may also occur when the capital is raised in foreign currency, which requires strong hedging policies to counter this risk. On the ethical side, equity in making valuation assumptions and cross-border treatment of shareholders are important in ensuring trust and governance integrity.
[bookmark: _Toc217237298]Merger or Strategic Alliance Considerations
In addition to balancing sheet reorganisation, General Electronics would need to take a look at the strategic merits of a merger or deep strategic alliance. Scale and scope economies are more of a concern in an industry where technological change is very fast, and the fixed cost is very high (Yunus and Lukum, 2021). Acquisition of a complementary global player would provide cost-saving advantages, the ability to access a wider marketplace, and an increase in innovation capabilities. Nevertheless, mergers are also highly risky in terms of execution, and they demand large initial investments when the financial resources of the company are tight.
In terms of shareholder value, a merger may be accretive if the synergies are viable and integration is properly coordinated. However, poorly undertaken mergers stand the chance of annihilating the value due to cultural conflicts, disruption in operations and unexpected liabilities (Huang et al., 2022). Since General Electronics has had impairment charges recently and falling returns on equity, any plan to merge should be very careful and bearable with due diligence. Integration complexity can cause initial operational flexibility to decrease, and it may increase in the medium term if overlapping functions and supply chains are rationalised.
[bookmark: _Toc217237299]Impact of Restructuring on Shareholder Value
The resulting effects of divestiture, increment of equity and the restructure of debt on the share value should be considered as a unit. In the short term, shareholders can suffer two things, which are dilution and a drop in earnings per share, especially after equity is issued (Liu, 2022). However, the past inclination toward share buybacks in times of falling profitability already proved that the superficial EPS support is not equal to long-term value. A repackaged balance sheet that has a reduced leverage, a better liquidity position, and a narrower asset base improves the ability of the firm to achieve constant cash flows in the future, the ultimate source of long-term shareholder value.
It is also important that there is a market perception. An effective restructuring model, transparently articulated and justified using specific milestones, would help gain investor confidence and minimise discounts to valuation ratios linked to financial distress (Lin, 2023). As time passes, superior operating margins and returns on equity would be tangible results of value recovery, which would justify the sacrifices of the short-term restructuring.
[bookmark: _Toc217237300]International Macroeconomic and Ethical Considerations
Any financial re-engineering that is done by General Electronics can and should be insulated against the worldwide macroeconomics. The inflationary pressures drive up the input costs and interest rates, which exacerbate the significance of the cost flexibility and constant rate debt components (Sneps-Sneppe, 2023). Both reported earnings and cash flows are impacted by currency volatility, which is why a firm should adopt strong hedging strategies that are aligned with the geographic revenue mix of the firm. The taxation factors also matter. Although optimisation of global tax structure is a valid practice, the aggressive methods of tax avoidance are both unethical and reputational. 
The restructuring process should have corporate social responsibility incorporated in it. Efforts to reduce the workforce, sell off assets, and even consolidate operations present a considerable social impact in global markets. The restructuring must be done in terms of fair redundancy measures and retraining and involve local stakeholders (Dai et al., 2022). A high level of environmental and governance standards in the process of restructuring reduces reputational risks and, in addition, increases long-term sustainability and access to responsible capital.


[bookmark: _Toc217237301]Investment Appraisal and Capital Budgeting
[bookmark: _Toc217237302]Context for Capital Investment Decisions
The company, General Electronics, is conducting business in an era where profitability is limited, liquidity is compromised, and financial risk is exaggerated, as seen in recent operating losses, decreasing operating cash flows and an escalating level of leverage. The capital budgeting decision should therefore focus on value creation, reliability in the cash flow, and capital efficiency as opposed to increasing revenues only (Lidia, 2020). The capital rationing which exists, with the maximum amount of money available to invest being 60 million, also makes it necessary to use stringent methods of investment appraisal to ensure that the limited amount of financial resources is used in initiatives that will add value to shareholders and at the same time leave it financially stable.
In a bid to appraise the three proposed projects, extensive appraisal has been done on the basis of Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal Rate of Return (IRR). A discount rate of 10% has been used, which is how the cost of capital is high in the firm, given the recent financial distress. Accounting-based measures have been depreciated straight-line to zero.
[bookmark: _Toc217237303]Investment Appraisal Calculations
[bookmark: _Toc217237304]Summary of Cash Flows and Assumptions
All the projects have cash inflows within a time frame of five years, but they vary significantly in magnitude, time, and return volatility. Project A at the start of the initial investment is of 40 million dollars and produces initial but decreasing cash flows. Project B has a lower start-up of only £30 million, but with constant and rather low cash inflows (Wang, 2021). Project C is the most capital-intensive and stands at £50 million with extremely irregular cash flows that occur in the later years of the project, and this results in higher risk but higher upside.
[bookmark: _Toc217237305]Payback Period Analysis
The payback gauge is used to determine the time period needed to recover the original investment due to cumulative cash inflows and is specifically applicable in these circumstances, with liquidity pressure experienced by General Electronics.


	Project
	Payback Period (years)
	Formula

	A
	3.4
	Initial Investment ÷ Annual Cash Inflows (cumulative)

	B
	5.0
	Initial Investment ÷ Annual Cash Inflows

	C
	3.6
	Initial Investment ÷ Annual Cash Inflows (cumulative)


Project A has the shortest payback, as it returns to the investment a little bit earlier than Project C, and Project B can only break even at the end of the project life. This is not favourable in the eyes of liquidity because with this, Project B binds your capital throughout the entire five-year term without any recovery (Li, 2025). Since the operating cash flows are decreasing in the firm, a shorter payback period would be better, although this approach disregards the time value of money and cash flows after payback.
[bookmark: _Toc217237306]Accounting Rate of Return (ARR)
ARR is the average accounting profit against average investment and an accounting aspect that indicates reported profitability as opposed to cash generated.
	Project
	ARR
	Formula

	A
	14%
	Average Annual Profit ÷ Average Investment

	B
	0%
	Average Annual Profit ÷ Average Investment

	C
	20%
	Average Annual Profit ÷ Average Investment


Project C has the leading accounting return, as it has huge profits later in the years. Project A yields a moderate ARR, and Project B actually breaks even such that it has no accounting payback on invested capital (Li et al., 2022). With the General Electronics company losing its previously profitable returns to equity and its recent net losses, it is better to pursue the one that has better accounting profitability to help the company recuperate its earnings and regain investor confidence.
[bookmark: _Toc217237307]NPV and Profitability Index (PI)
The NPV is the main value-based method of capital investment appraisal within the scale of evaluation, which is an evaluation of absolute growth in shareholder wealth obtained by a project, taking into consideration the time value of money (Huang et al., 2022). The Profitability Index is an addition to NPV to represent the value creation per pound invested, as it is especially applicable in the event of capital rationing.
	Project
	NPV (£m)
	Profitability Index
	Formula

	A
	1.32
	1.03
	NPV ÷ Initial Investment

	B
	-7.26
	0.76
	NPV ÷ Initial Investment

	C
	4.23
	1.08
	NPV ÷ Initial Investment


Project C provides the best NPV and PI, which implies that it will generate the most absolute and relative shareholder value. Project A creates a low positive NPV, implying a low value creation, whereas Project B kills value, to the extent that its NPV and PI are negative (Liu, 2022). Since General Electronics suffers a poor financial position, value-devastating projects should not be justifiable, even if he thinks those projects are stable and easy to do.
[bookmark: _Toc217237308]Internal Rate of Return (IRR)
IRR is the discount rate at which NPV is zero and gives the project attractiveness provision in a relative manner.
	Project
	IRR
	Decision Rule

	A
	11.3%
	Accept (IRR > 10%)

	B
	0.0%
	Reject (IRR < 10%)

	C
	12.7%
	Accept (IRR > 10%)


Projects A and C are both above the 10% rate of the firm, whereas Project B gets a resounding failure. Project C once again is better than Project A; it has a larger amount beyond the cost of capital that will protect against the estimation error and economic volatility.
[bookmark: _Toc217237309]Capital Rationing and Best Project Choice
Having the maximum investment capacity of 60 million pounds, General Electronics cannot simultaneously venture into all of its positive NPV projects. The company should thus choose the mix of projects which will result in the optimality of total NPV at the capital constraint (Lin, 2023). Project C takes an initial capital of £50 million and yields a Net Present Value of 4.23 million, and it does not have enough money to finish it in time and start up with Project A. Project A alone in turn implies a requirement on the part of the former of 40 million pounds of money and a value of 1.32 million pounds of NPV and a value-destructive investment; hence, combining Projects A and B to 70 million pounds of money would not be feasible, and combining Projects B and C to 80 million pounds of money would not be feasible.
The best decision will then be to take Project C on its own, under capital rationing. This alternative offers the maximum NPV within the constraint of 60M and has the highest degree of profitability among other viable alternatives. The marginal value created is not high enough to counter the high long-term value that is created by Project C, although Project A has a faster payback.
[bookmark: _Toc217237310]Risk Characteristics and Financial Fit
The nature of project risks should be assessed, and quantitative measures of the project risks considered, especially with the weakened liquidity and profitability of General Electronics. Project C is more volatile in terms of cash flows, with the most inflows in years three and four. This exposes one to forecasting risk and economic recessions (Yunus and Lukum, 2021). Nevertheless, the recent focus of the firm on restructuring and enhancing working capital discipline indicates that the liquidity pressures can be put under control in the short term, provided that Project C will be financed without an excessive number of short-term loans.
Project A has more stable and earlier cash flows, which are easier to alleviate the needs of preserving liquidity. Nevertheless, it has less NPV and PI, which shows it has little strategic potential (Sneps-Sneppe, 2023). Conversely, the homogeneous cash flows of Project B are low risk but incapable of covering the cost of capital, which is contrary to the situation needed by the firm to restore its shareholder value and enhance returns on invested capital.
Financially, in terms of performance, General Electronics has been a victim of a drop in margins and deteriorated returns on assets. The greater NPV and ARR of project C offer the best opportunity to turn these trends around in order to make significant contributions towards the recovery of profitability (Dai et al., 2022). In addition, the cash inflow of the project in the latter phases can even coincide with the stabilisation phase of the larger turnaround strategy of the firm, enhancing its strategic alignment.
[bookmark: _Toc217237311]Strategic Investment Recommendation
Given that General Electronics is an entity with a limited capital base, poor profitability and high cost of capital, investment decisions need to be rigorous, value-oriented and well-applied towards the long-term recovery targets (Lidia, 2020). The quantitative appraisal outcomes have mainstream rated Project C as the most preferred project based on NPV, PI, IRR and ARR tests, even though it has a higher start-up capital and a demonstrated fluctuation in its cash flows. On capital rationing, Project C will be the best utilisation of limited capital to maximise the shareholder value, but not exceed the capital limit of 60 million.
Project A can only be seen as a second choice in case the risk is extremely low or in case the liquidity situation becomes worse. Project B is unanimously not to be acquired because it does not correspond to minimum financial performance levels and would only increase the value erosion in an already financially strained organisation.


[bookmark: _Toc217237312]Conclusion
In conclusion, General Electronics is experiencing endemic structural problems, but not a cyclical weakness. The relentless decrease in revenues, decrease in the margin, diminished liquidity, and increase in leverage have significantly exposed financial distress risk, which is attested by the trend in ratios and the Altman Z-Score. Although the company is still viable in terms of its operational capacity and strategic capabilities, it needs blunt financial restructuring, strict control of its working capital, and careful choice of capital investment to clean up before it gets back on its feet. Capital rationing has value-based investment appraisal, which helps to prioritise projects that have high NPV and strategic fit. A balance between financial discipline and ethical, internationally consistent decision-making will be the key to sustainable recovery.
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1) Profitability ratios
Formulas
· Gross margin = Gross profit / Net sales
· Operating margin = Operating income (EBIT) / Net sales
· Net margin = Net income / Net sales
· ROA = Net income / Average total assets
· ROE = Net income / Average total equity
	Profitability
	2024
	2023
	2022
	2021
	2020

	Gross margin
	28.9%
	23.2%
	28.1%
	28.8%
	28.7%

	Operating margin
	-3.9%
	-20.3%
	2.7%
	3.9%
	6.1%

	Net margin
	-6.1%
	-23.4%
	0.1%
	0.9%
	6.3%

	ROA
	-7.1%
	-22.8%
	0.1%
	1.0%
	7.6%

	ROE
	-14.5%
	-43.9%
	0.1%
	1.8%
	12.3%





2) Liquidity ratios
Formulas
· Current ratio = Total current assets / Total current liabilities
· Quick ratio = (Cash + Accounts receivable + Contract assets + Income tax receivable) / Total current liabilities
· Cash ratio = Cash / Total current liabilities
	Liquidity
	2024
	2023
	2022
	2021
	2020

	Current ratio
	1.53
	1.61
	1.56
	1.56
	1.82

	Quick ratio
	0.97
	1.01
	0.88
	0.90
	1.11

	Cash ratio
	0.17
	0.27
	0.31
	0.28
	0.32



3) Efficiency ratios
Formulas
· Asset turnover = Net sales / Average total assets
· Inventory turnover = Cost of sales / Average inventories
· Days inventory (DIO) = 365 / Inventory turnover
· Receivables turnover = Net sales / Average (Accounts receivable + Contract assets)
· DSO (days) = 365 / Receivables turnover
· Payables turnover = Cost of sales / Average accounts payable
· DPO (days) = 365 / Payables turnover
· Cash conversion cycle (CCC) = DIO + DSO − DPO
	Efficiency
	2024
	2023
	2022
	2021
	2020

	Asset turnover
	1.16x
	0.98x
	1.07x
	1.18x
	1.20x

	Inventory turnover
	3.35x
	2.83x
	2.84x
	3.36x
	3.64x

	Days inventory (DIO)
	108.9
	129.1
	128.4
	108.5
	100.3

	Receivables turnover
	3.27x
	3.55x
	4.26x
	4.40x
	4.42x

	DSO (days)
	111.6
	102.9
	85.6
	82.9
	82.6

	Payables turnover
	4.35x
	4.62x
	5.17x
	5.13x
	5.27x

	DPO (days)
	83.9
	79.0
	70.6
	71.2
	69.3

	Cash conversion cycle (days)
	136.6
	153.1
	143.3
	120.2
	113.6



4) Gearing (solvency) ratios
Formulas
· Liabilities / equity = Total liabilities / Total equity
· Interest-bearing debt / equity = (Lines of credit + Operating lease obligations) / Total equity
· Equity ratio = Total equity / Total assets
· Interest coverage = EBIT (operating income) / |Net interest expense|
	Gearing / Solvency
	2024
	2023
	2022
	2021
	2020

	Liabilities / equity
	1.11
	0.99
	0.88
	0.85
	0.63

	Interest-bearing debt / equity
	0.30
	0.38
	0.38
	0.25
	0.11

	Equity ratio
	47.4%
	50.3%
	53.2%
	54.1%
	61.4%

	Interest coverage (EBIT/
	interest
	)
	-4.55
	-19.69
	6.61





5) Investment ratios (what can be done from the provided data)
You did not provide market price/dividends, so P/E, dividend yield, dividend payout can’t be calculated from this file alone. What we can calculate:
Formulas
· Basic EPS (given)
· Diluted EPS (given)
· Book value per share (BVPS) = Total equity / Basic shares
	Investment
	2024
	2023
	2022
	2021
	2020

	Basic EPS (£)
	-1.85
	-7.64
	0.03
	0.39
	2.78

	Diluted EPS (£)
	-1.85
	-7.64
	0.03
	0.39
	2.72

	Book value per share (£) = Equity / basic shares
	11.81
	13.92
	21.13
	20.49
	22.55



6) Cash flow ratios
Formulas
· CFO / Current liabilities = Net cash from operating activities / Total current liabilities
· CFO / Net income = CFO / Net income
· Free cash flow (FCF) = CFO − Capex (PPE) − Capex (intangibles)
· Using: “Acquisition of property, plant and equipment” and “Acquisition of intangible assets” as capex lines. 
Financial Statement
· FCF margin = FCF / Net sales
	Cash flow
	2024
	2023
	2022
	2021
	2020

	CFO (£m)
	14,822
	25,190
	10,926
	40,283
	73,392

	CFO / Current liabilities
	0.09
	0.16
	0.05
	0.19
	0.41

	CFO / Net income
	-0.62
	-0.26
	26.85
	7.60
	1.90

	Free cash flow (FCF) (£m)
	6,394
	11,313
	-9,659
	23,242
	50,158

	FCF margin
	1.6%
	2.7%
	-1.8%
	3.9%
	8.2%
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