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[bookmark: h.25u4zulm7m1j]1. Introduction 
The current CFO increasingly acts strategically outside of financial reporting, which involves value creation and crisis response. General Electronics (GE), which was once a formidable player in the world electronics, is currently suffering a dire financial run, with declining profits, increasing leverage, poor liquidity and unstable cash flows. This report evaluates the five-year financial performance of GE by evaluating its ratios, trends and forecasting that can predict failures to determine structural weaknesses. It further suggests a global-based financial restructuring strategy and analyses investment opportunities based on NPV, IRR, PI, ARR, as well as PBP to help GE recover.
[bookmark: h.rk652pjcp7xh]2. Financial Health Check 
[bookmark: h.j6sgsy5no2q9]2.1 Profitability Analysis
Profitability ratios indicate the profitability of the firm in terms of earnings generation out of the revenue base and asset structure (Angelita and Saksono 2023). These five years have shown that General Electronics became weak in terms of profitability, and it is indicative of a crumbling cost structure, underutilisation of assets, and deteriorating competitive position.
[image: ]
Figure 1: Profitability Ratio
(Source: Self-created)
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The Gross Profit Margin (GPM) measures the effectiveness of the company in managing production costs. In the period between 2020 and 2022, General Electronics saw a relatively stable GPM of 28.67%, 28.76% and 28.06% respectively, before plummeting to 23.20 in 2023 and coming back to 28.87 in 2024 (Dahal, 2023). The acute decline in 2023 implies high pressure on the input prices and active discounting, which implies low pricing power. GPM has improved in 2024, but this seems to be due to declining sales and not efficiency improvements: this is an indicator that General Electronics has not sorted out root cause cost structure issues.
[image: ]
The Net Profit Margin (NPM) deteriorated considerably as compared to 6.28% in 2020, to 0.88% in 2021, and 0.07 in 2023 and 2024, respectively. It means that high financing costs, high impairments, and extraordinary costs are destroying even minor operating performance gains (Putri 2024). 
[image: ]
Return on Assets (ROA) decreases radically to 1% in 2021 and 0% in 2022, and even worse to -28 in 2023 and -7 in 2024. This trend is an indicator of severe underutilization of assets, overcapacity in operation and poor investment choices.
[bookmark: h.yoewr866po4f]2.2 Liquidity Analysis
Liquidity ratios can measure the short-term capacity of the firm to fulfill its short-term obligations. General Electronics is not in a strong liquidity status, but it is not in crisis yet. 
[image: ]
Figure 2: Liquidity Ratio
(Source: self-created)
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Current Ratio improved on the previous 1.82 (2020) to 1.56 (2021), and this trend continued to 1.61 in 2022, and 1.53 in 2024. Although a ratio of more than 1 is good to show that General Electronics can cover the obligations, the decreasing trend displays a declining base of current assets (Mursalini et al. 2024). This indicates a decline in cash reserves and an increase in current liabilities that have been caused by reliance on supplier credit.
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The liquidity is tighter with the Quick Ratio, which omits inventories. It decreased to 1.15 (2020) to 0.93 (2021) and 0.91 (2022), and then increased to 1.06 (2023) and reduced slightly to 1.03 (2024). A ratio around 1 indicates a low access to liquidity to cover debt which indicates that the company is susceptible to being affected by cash-flow (Blessing, and Sakouvogui, 2023). On the whole, the deterioration of liquidity is caused by the reduction in cash flows, increasing payables, and ineffective working capital practices. The capacity of General Electronics to fulfill short term likely will not be lost but rather weaken which puts the firm at risk of liquidity shocks, credit tightening and difficulties with refinancing.
[bookmark: h.lr4c0c5i8w3u]2.3 Efficiency (Asset Utilization) Analysis
Efficiency ratios help to determine the efficiency in terms of utilization of resources and control of working capital (Hasidi et al. 2024). The efficiency indicators of General Electronics show that the operating cycle is getting worse and the production and supply chain discipline is becoming weak. 
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Figure 3: Efficiency Ratio
(Source: self-created)
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The inventory Turnover Days were much higher in 2021 (115) and 2022 (131) than in 2020 (100), but then returning to 100 (2023) and then improving to 103(2024). High and variable inventory days are indicative of excessive production, ineffective forecasting, and slow sales (Cobandag Guloglu et al. 2022). The presence of write-downs and the risk of obsolescence is due to high inventory holding cost, particularly in electronics.
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The Days receivable rose to 77 (2020) and then 78 (2021) and then soared to 76 in 2022, 2023 and 2024. The steep increase of 2022-2024 is a symptom of lax credit conditions, poor collection procedures and probably customer financial strain (Abdulkareem et al. 2021). The increased periods of the receivable cycles directly limit the operating cash flows and increase the credit risk.
[image: ]
The Payable Days dropped to 69 (2020) to 79 (2021), and to 64 (2022), and increased by a massive 94 in 2024. This acceleration in 2024 is a good indication of deteriorating liquidity as the company is postponing payments to suppliers (Andrabi et al. 2021). Although temporary extension of payables is beneficial in the short run in reverting to cash flow, it risks supplier relations and could result in tightening credit terms or an increment in cost.
[image: ]
The Total Asset Turnover Ratio decreased to 1.20 (2020) and 1.08 (2022), after which it slowly grew to 1.18 (2023) and 1.22 (2024). The recovery is however, majorly due to write-downs in the total assets and not due to better operational efficiency. All in all, the efficiency ratios of General Electronics indicate the deteriorating operational discipline (Yulianti, and Waworuntu 2025). The fact that the receivable and payable periods are longer and the inventory turnover is slower means that there is ineffective supply chain management to boost the liquidity and overall competitiveness of the firms.
[bookmark: h.q7z3rlvb54nr]2.4 Gearing (Leverage) Analysis
The leverage ratios are used to measure the long-term financial stability and exposure to risk. The increase in leverage and poor profitability of General Electronics increases the solvency risk considerably.
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Figure 4: Gearing Ratio
(Source: self-created)
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The Debt-to-Equity Ratio grew continuously since 0.63 (2020) to 0.85 (2021), 0.99 (2023) and 1.11 (2024). A ratio that is greater than 1 means that a firm is more financed through debt than equity. Increasing leverage is an indicator of accumulating losses, deteriorating equity and growing dependence on debt capital (Umoh 2024). This trend severely restricts the financial flexibility of the company and increases its exposure to the rise in interest rate.
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The most threatening trend is represented by the Interest Coverage Ratio. In 2020 (–26.21), 2021 (–41.08), and 2022 (–6.61), General Electronics has been experiencing an artificially negative credit quality of covering interest payments, and only in 2023 has it begun to become artificially positive at 19.69. The positive ratios are still far below industry standards, indicating the inability to service debt sustainably without restructuring.
[bookmark: h.182eenil38ws]2.5 Investment Ratios
Shareholder returns and market confidence is reflected in investment ratios. The trend in the Earnings per Share (EPS) at General Electronics is highly negative and it indicates widespread value destruction.
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Figure 5: EPS
(Source: self-created)
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EPS decreased 2.78 (2020) to 0.39 (2021) and then had an apocalyptic fall to 0.03 (2022) and -7.64 (2023) and -1.85 (2024). Negative EPS is a long-running pattern which indicates recurring losses, high impairment charges, and failure to realize sustainable returns on the asset base.
To investors, this reduction is a sign of extreme loss of profitability, dividend ability and increased risks of bankruptcy (Shafiquea et al. 2021). The decreasing tendency of the EPS and its high volatility discourage the future investment and lack of confidence in shareholders.
[bookmark: h.37scarmys73]2.6 Cash Flow Analysis
Cash flow ratios show the quality of earnings and the capacity of the firm to finance the operations. The Operating Cash Flow (OCF) at General Electronics is highly volatile, declining between 2020 and 2021 to 2022 to £73,392m, 10,926m and 25,190m before decreasing again to 14,822m in 2020 and 2021 and 2023, respectively. Such instability is a sign of poor quality of earnings and reliance on changes in working capital.
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Figure 6: Operating Cash Flow
(Source: self-created)
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Operating Cash Flow Ratio decreased to 0.19 (2021) and 0.05 (2022) and then slightly increased to 0.16 (2023) and decreased to 0.09(2024). The values always below 1 imply that General Electronics is not generating sufficient operating cash to meet the expenses in the short term and therefore more and more depends on external borrowing.
[bookmark: h.wkd9tml54l9q]2.7 Corporate Failure Prediction (Altman Z-Score)
[image: ]
[image: Altman Z-Score]
Figure 7: Altman Z
(Source: Self-created)
The Altman Z-scores at General Electronics went down to 2.88 (2023) after 3.79 (2020) and improved to 2.98 (2024). The two years are in the grey zone (< 2.99), which suggests increasing distress risk owing to negative EBIT, weaker working capital, small retained earnings, and greater leverage, which are not above the industry standard of >3.5[Referred to appendix 3].
[bookmark: h.x5rle6161z91]2.8 Summary of Financial Health
General Electronics is performing dismally in all aspects of its dominant financial dimensions. Profits are dismal, liquidity reserves are declining, the efficiency ratios exhibit an upward trend in the number of working-capital blockage, and the leverage is very high. The instability in cash flow and the grey zone Z-score implies the high risk of bankruptcy [Referred to appendix 1]. 
[bookmark: h.f3uhf8sc2vtt]3. Working Capital Management 
[bookmark: h.bt66fz3xuy4m]3.1 Cash Conversion Cycle (CCC) Analysis 
Cash Conversion Cycle is a statistic of how quick the inventory and receivables are turned into cash (Karim, 02024). The GE CCC is also highly volatile, over a five-year period, which shows that the company lacks efficient operational control and decreasing working-capital efficiency.
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Figure 8: Cash Conversion Cycle (CCC)
(Source: self-created)
The working-capital efficiency of GE has been on the decline. The number of days of inventory turnover increased to 131 (2022) at its peak (100 in 2020) and then to 113 (2024), which shows that the company is not good at predicting demand and maintaining stocks. The increase of receivables days was considerable as it rose to 106 (2024) in comparison with 76 (2022), and it indicates insufficient control over credit and limited operating cash flows, which rely more on external sources (Zaher, and Illescas 2022). The payables days also continued to increase significantly to 94 days in 2024 showing a liquidity pressure. Although payment delays may provide temporary funds reprieve in the short-term, it may cause harm to the relationship with suppliers, raise purchasing expenses, and reduce future trade credit availability.
[image: ]
The total Cash Conversion Cycle worsened significantly: 46days (2020), 43days (2021) 11days (2022), 62days (2023), 96days (2024). The very short CCC in 2022 should be considered as an anomaly that was probably caused by a payables turnover that was higher than usual or by the quick clearance of sales at that time. Nonetheless, the drastic increase to 62 days in 2023 and 96 days in 2024 shows that there is a significant failure in efficiency (Ghabban et al. 2024). The 96-day CCC implies that GE takes over three months to turn investments into cash within the operations, which causes major cash blockages, restricts liquidity, and dependence on debt.
[bookmark: h.iourg95nydf9]3.2 Working capital problems identified
The five-year analysis indicates that there are four fundamental working-capital issues that have led to a decrease in liquidity witnessed in GE.
[image: ]
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Figure 9: Working Capital
(Source: self-created)
[image: ]
1. Lack of Effective Inventory Management:
Low demand forecasting, inventory days, and sub-sale lines of products reduce the cash and disclose the storage and obsolescence risks (Katira, 2021).
2. Slow Receivables Recovery:
The high days of 106 in the year 2024 indicates the poor credit control and collections and increased bad-debt and cash-flow risks.
3. Ineffective Supplier Conditions and Late Payments:
The 94 days payables mean it is put under pressure when it comes to liquidity and there is a risk of being dissatisfied by its suppliers, fined, as well as being subject to strict procurement policies in the future.
4. Unproductive Cash in Operations:
The working capital decreased to 84,203m of 2024, which indicates that it does not effectively transform the operations into cash and ineffective working-capital management (Akgün and Memiş Karataş, 2021) [Referred to appendix 2].
[bookmark: h.eoswnyv1zxdh]3.3 Initiatives to enhance Liquidity using Working Capital Reform
GE needs to introduce systematic working-capital reforms in inventory, receivables and payables in order to rejuvenate liquidity and operational control.
A. Inventory Solutions
Implementation of lean inventory.
The implementation of lean concepts can minimize waste and surplus production, enhance the movement of goods, and harmonize production with demand (Rey-Ares et al., 2021).
Forecasting improvement
The AI-driven demand prediction improves inventory precision, decreases the quantities of unnecessary stocks, and boosts responsiveness in the supply chain, decreasing holding costs (Petrusevich, 2021).
Product rationalisation
Eliminating low margin or obsolete products and standardisation of components reduces the inventory days and concentrates on the high velocity products (Appelbaum and Albin, 2024)..
B. Receivables Solutions
Credit Policy Tightening:
GE needs to re-evaluate credit conditions, tighten up credit checks and instill risk based credit limits (Bosshardt et al. 2024). Stricter policies maximize the control of outstanding payments and bad debts.
Early-Payment Incentives:
To provide small discounts in advance payment will fasten the cash flow and increase the days in which receivables turn over, particularly with large business clients.
Invoicing Systems using technology:
The use of electronic billing and online methods of collecting bills has the potential to decrease the invoicing waiting period, enhance precision, and simplify the payment process.
C. Payables Solutions
Supplier Renegotiation:
GE ought to strike longer credit, volume-based and less stringent payment schedules (Nie 2025). Enhanced communication will enable maintaining trust with suppliers even when payment terms are extended.
Dynamic Discounting:
GE is able to make the decision of paying suppliers early provided they can be given a discount when the liquidity allows (Feng et al. 2024). This maximises cash outflow and enhances relations with suppliers. All of these measures will be implemented to make the CCC shorter, increase the operating cash flow, and decrease reliance on external borrowing.
[bookmark: h.58knzeb5si2y]3.4 Short-term and Long-term Financing
In the deteriorated liquidity status and long-term cash conversion ratio of GE, the firm should pursue a balanced financing strategy that will cater to the urgent cash requirements and reopen the long-term debt structure.
Short-term funding
The credit lines, commercial papers, and short-term bank loans should be used by GE to address the working-capital gaps but a greater cost of borrowing indicates its high risk profile (Laliberte et al., 2023).
Long-term funding
Restructuring of debts, refinancing, and possible equity injections can help to alleviate the pressure on repayment and improve solvency as well as balance-sheet resilience and extend maturities and reduce leverage (O’Mahoney et al., 2023).
Recommendation:
It is considering the liquidity and negative profitability of GE, a two-fold approach of short-term credit and long-term restructuring is the necessary step towards a stable operation that will enable it to recuperate and become solvent again.
[bookmark: h.o100ytgijo41]4. Strategic Financial Restructuring Plan 
[bookmark: h.xpccmc90pf7v]4.1 Recommendation
GE has structural cost problems such as chronically high cost overruns, old-fashioned production technologies and inefficient product line. These increase the cost of doing business, reduce profits and undermine the competitive capability of the firm in the international arena of electronic products. Unless these structural inefficiencies are addressed, GE will face the danger of decreasing margins, market share, and difficulties with long-term operational and financial performance sustainability.
[bookmark: h.dbdb7egp40dc]4.2 Restructuring Strategy Options 
A. Operational Restructurin
Margin Collapse:
Margins of the firm have deteriorated significantly, with negative operating income in 2023 and 2024, and a substantial decline in net profit margins. This crunch has been caused by increased cost of production, efficiency of the manufacturing process, lack of pricing discipline, and decreasing economies of scale (Chu 2024). The margin structure has become unsustainable as the revenues decrease and the fixed overheads are high.
Cost Optimisation:
GE needs to minimise the structural costs by taking specific measures like minimising overheads, reducing workforce, consolidating procurements and lean production (Zavidna 2024). Operating costs can be cut and productivity made better by rationalising non-important expenses and automating regular tasks. Also, outsourcing low-value activities strategically will allow internal resources to be used in high-impact operations.
Portfolio Rationalisation:
The immense range of products that GE sells has some low-margin products or those that are on the downward trend that are eroding profitability. Carrying out a portfolio review will reveal poor performing segments that can be done away with (Ho 2022). Differentiation will help the company increase the pricing power, lower inventory stock and optimize operation.
Inadequate Working Capital Management:
The cycles of inventory, receivable and payable have been re-adjusting negatively resulting in a 2024 CCC of 96 days (Spratt, et al. 2021). Liquidity is aggravated by too much cash as inventory and delays in collecting receivables are liabilities that forces GE to use supplier credit and short-term borrowing.
Supply Chain Redesign:
Ineffectiveness in the supply chain within GE is what adds to the inventory days and delays in production (Moallic et al. 2025). The introduction of integrated supply chain model, enhancement of supplier contracts, diversification of sourcing geographies and incorporation of real time inventory systems will enhance resilience and lower working-capital needs. Nearshoring or dual sourcing can also help in eliminating geopolitical and logistics risks.
B. Financial Restructuring
High Debt:
The fact that the debt-equity ratio of GE is going to exceed 1.0 in 2024 is indicative of a very unsafe reliance on the borrowed capital (Djubaedi et al. 2023). The company is subjected to high interest payment, the borrowing level is low and chances of breach of covenant is high. Its solvency is also threatened in a compounding way by weak profitability.
Weak Operating Cash Flows:
The operating cash flows have significantly decreased in the five years and the cash generated is not enough to sustain the current liabilities in the short run. Cash flow volatility represents the absence of quality of earnings, high working-capital strains and ineffective business operations.
[image: ]
Fig 10: Debt renegotiation impact chart
(Source: Eça et al. 2024)
Debt Renegotiation:
Considering that the firm has a high leverage with poor interest coverage, it is necessary to renegotiate the interest rates and increase the maturity of the loans (Eça et al. 2024). GE needs to also involve creditors to alter repayment plans, turn short-term debt into long-term positions and waiver covenants where applicable. Such actions minimize a short-term cash expenditure and increase solvency.
Equity Injection:
Specific equity issue, such as a rights issue, a placement or a strategic investment, would bolster the balance sheet and deleverage the company. Investment in such key areas as technology improvements and product innovation can also be facilitated by equity infusion.
Asset Sale Program:
GE has several underutilised assets such as non-core divisions and excess fixed assets. The sale of these assets will provide liquidity in the short run, alleviate financing strain and re-prioritize the business on segments that are strategic (Yang and Zhu, 2023). This will also aid in funding the restructuring expenses and reduce dependence on foreign borrowing.
C. Strategic Restructuring
Divestitures:
The divested subsidiaries or non-performing business units will enable GE to invest in high growth areas. Divestitures are beneficial in that they enhance cash flow, operations and greater strategic clarity.
Strategic Alliances:
Collaboration with international technology companies, service providers or distributors of components may create economies of scale, facilitate transfer of technology and expand market coverage. Alliances also have the capability of mitigating operational risk, as well as increasing innovation.
Possible Merger or Acquisition:
A consolidation with a complementary company may offer functional economies of scale, economies of cost sharing and more robust market presence (Hossain 2021). Alternatively, a smaller technology-oriented company can be acquired to enhance the ability of GE to innovate products and compete in the long-term.
[bookmark: h.f0wfastvhhu]4.3 Impact Evaluation
Shareholder Value:
In the short run, value can fall because of the restructuring expenses, selling off of assets and possible dilution of equity. Nevertheless, in the long run, its value is projected to increase in terms of better profitability, increased margins and strategic focus (Cumming et al. 2023). Shareholders usually punish companies that have plausible turnaround measures.
Debt Structure:
Restructuring of financial will alleviate short-term repayment expectations, enhance the interest coverage and lengthening debt maturities. Reduction in leverage improves credit worthiness, decreases the risk of refinancing and improves the solvency profile of the firm.
Risk Profile:
The earnings will be stabilised through operational and strategic reforms, which will minimise volatility and expose the supply chain (Metwaly et al. 2022). GE can also minimise operational and financial risk by diversifying partnerships, enhancing sourcing, and rationalising the portfolio.
Profitability:
Operating margins will be directly improved through cost optimisation, enhanced pricing discipline, and rationalisation of the portfolio (Almashhadani 2021). The increased production and supply chain processes will further improve efficiency, generating increased medium-term profitability.
Operational Flexibility:
Minimised organisational structures, improved working-capital management, and updated supply-chain systems will allow GE to react faster to market changes. This enhanced nimbleness is critical in competing in the competitive global electronic markets.
[bookmark: h.8qt2sln4k7rq]4.4 International or Ethical Considerations
Cross-Currency Exposure:
GE has various markets, and the volatility of the exchange rates will impact revenues, costs, and assets (Gnoatto and Seiffert 2021). Currency risk during the restructuring process requires hedging instruments like forward contracts, currency swaps in order to reduce the risk.
Global Tax Structure:
The restructuring choices, such as the divestiture, the equity injection, or the cross-border alliance, should respond to international taxation (Chen 2025). Post-restructuring earnings can be enhanced by optimising tax structures by adhering to transfer pricing requirements, financing with tax efficiency, and analysing the jurisdiction.
Inflation Risk:
Inflation in raw materials supply areas is high, which makes production more expensive and interferes with inventory planning (Georgievska 2022). GE needs to renew cost-plus agreements, change pricing policies, and diversify to control the inflation pressures.
Ethical Restructuring:
Redesigning can include downsizing of the workforce, shutdown of plants, or shifts in its operations. The right severance packages, retraining scheme, clear lines of communication, and adherence to CSR are crucial to the preservation of corporate image and stakeholder confidence. The turnaround strategy must be based on sustainable operations.
[bookmark: h.53tvz8aq47sj]5. Investment Appraisal & Capital Budgeting
[bookmark: h.9wyy46u1iq9e]5.1 Overview of Proposed Projects
The three projects A, B, and C are mutually exclusive capital investment projects that the company is contemplating as the company has a five year horizon but each has a very significant difference in initial investment, risk profile and the financial return profiles. Project A will need an initial outlay of £40, mill billion and will give rise to rising inflows during the first three years then will reduce towards the end of the period (Awodire et al., 2023). It is cash-flow trend is moderate-risk and predictable returns. Project B has less initial investment of 30 million pounds, and the inflows are fixed at 6 million pound per year, which means that it is less volatile, but the potential upside, at the same time, is also less high. Project C requires most investment with the purchase of £50million and offers much higher and disproportionate inflows with a sharp rise in the second and third years. 
[bookmark: h.67vxeoxye3jl]5.2 Payback Period (PBP)
[image: ]
[image: How to Calculate Payback Period | PBB Formula & Overview]
Figure 11: Formula of Payback Period (PBP)
(Source: www.orbacloudcfo.com) 

Project A has the lowest payback period of 3.40 years, which is mainly because it has high cash inflows during its initial years. The latter feature renders it especially appropriate to companies that face liquidity issues since the expedited recovery of the invested capital minimizes the need of external funding and eliminates the risks of cash-flow shortage in the short run. The high initial flows also offer the flexibility to make reinvestment or expansion of operation which strengthens the financial stability of the firm.
Project B is the slowest with a payback period of 5 years. This protracted duration adds into the exposure financial expenses, interest payment and the risk of uncertain future cash payment. Also, the small cash inflows in the early stages do not allow the firm to finance other projects or operational requirements.
Project C is close behind with a payback period of 3.60 years as it has high inflows in Years 3 and 4 despite the large amount of capital outlay in relation to Project A. Although the payback is a bit longer, indicating a slight increase in the exposure to financial risk during the initial years, the substantial inflows during later years make it appealing to the firms with a certain degree of tolerability to liquidity delay.
The payback method is very popular when it comes to pre-screening, as it is very easy to use and deals more with liquidity it is also limited. It does not take into account the time value of money, does not discount future cash flow and also does not account any inflows after the payback threshold. Thus, payback analysis can be used in quick comparison, but it is necessary to complement it with more generalized tools like NPV or IRR to evaluate the overall profitability and risk of the projects.
[bookmark: h.e0ultd6aptll]5.3 Accounting Rate of Return (ARR)
[image: ]
[image: Accounting Rate of Return - Overview, Formula, and Uses]
Figure 12: Formula for Accounting Rate of Return (ARR)
(Source: cdn.corporatefinanceinstitute.com)
Project B has the largest Accounting Rate of Return (ARR) of 60 because it has a stable cash inflow and the initial investment is relatively low as compared to Project A. This accounts appeal of the appearance, with steady profitability during the life of the project. Project C and C are the ones with the highest ARR 44 and 36 with a strong and slightly more unstable returns, whereas Project A is the third one 36 with less accounting-based profitability but faster initial payback.
There are significant limitations associated with ARR as a decision-making tool. It does not account the time value of money, which considers all returns as equal irrespective of the timing, and uses accounting profits as opposed to the cash flows. This means that ARR may also underestimate or misrepresent the actual value-creation to the shareholders, which renders it inadequate as a metric in itself. It works best when it is combined with discounted techniques like NPV or IRR which determine the true financial feasibility of projects.
[bookmark: h.k5sfe3pp3bp6]5.4 Net Present Value (NPV)
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[image: Net Present Value Formula (with Calculator)]
Figure 13: Formula for NPV
(Source: self-created)

NPV offers the best foundation on which to decide on investment because it takes the time value of money as well as the absolute value added to the firm. Project A has a positive NPV of a small figure of 1.32 million, representing a marginal contribution to the shareholder value and the cost-effectiveness of the risk and capital expenditure might not be worthwhile. Project B on the other hand does not reflect this because the negative NPV is -7.26 million pounds and this is a clear indication that this project would ruin value should it be implemented and should be avoided at all costs.
Project C is the most financially appealing project, as it has an NPV of £4.23million, which is the highest discounted returns among the other alternatives. Although its cash-flow is volatile, it is the most favorable and value-generating option of General Electronics due to its high value-creation potential with the support of discounted measures, which is in line with long-term strategic and financial plans.
[bookmark: h.vhv5kq55v70x]5.5 Profitability Index (PI)
[image: ]
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Figure 14: Formula for Profitability Index (PI)
(Source: cdn.corporatefinanceinstitute.com)

The Profitability Index is an index of efficiency that offers a measure of value created per pound invested (Pani et al. 2021). Project C using the provided figures has the largest PI of 0.08 and then project A of 0.03. The project B that causes a negative PI of -0.22 once again happens to be the weakest project. The ranking is similar to the NPV analysis though all PI values are comparatively low. Project A and C values of PI which are positive reiterate the capability to bring about values, and the negative PI of Project B orphan its capital expenditure with the production of value (Di Fraia et al. 2023). By making a comparison between projects of dissimilar scale of investment, PI is a complement beneficial in endorsing Project C.
[bookmark: h.w0ftyc9fm60k]5.6 Internal Rate of Return (IRR)
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[image: Internal Rate of Return in Investments - Assetmonk]
Figure 15: Formula for IRR
(Source: assetmonk.com)
Project A is associated with IRR of 11 which is slightly higher than the 10 rate of the hurdle rate meaning that it will not bring significant returns though economical. Project B has an IRR of 0, which obviously does not satisfy the necessary return and does not add value to the project and, therefore, is not the right investment. Project C has the highest IRR, 13 percent, more than the hurdle rate, and can be perceived as having a high potential of creating shareholder value. Despite the increased volatility in the cash flows of Project C, the high-return and the capability to produce an economic value makes it the most preferable investment of the three options.
[bookmark: h.7r1lwvm8lp09]5.7 Capital Rationing Decision (£60m Limit)
In a capital limit of 60 million pounds, General Electronics can only adopt a single-project selection strategy. With this limitation, it is important to select the project that will benefit the firm in terms of economic value as well as the financial stability of the firm. The best option would be project C with the best Net Present Value (NPV) of 4.23 million, which is far much better than project A (NPV 1.32 million) and project B (negative NPV -7.26 million), which is performing poorly. This shows that Project C will have the greatest contribution to the shareholder wealth and create value that will be significant in the long term.
In a capital-rationed setting, the choice of Project C is especially beneficial since it does not only contribute to better discounted cash flows but also makes sure that scarce resources are used on the most profitable investment. This will improve financial strength of the firm, help recover the losses suffered in the past and put GE in a position to grow sustainably hence Project C is the best and strategic investment within the current capital constraints.
[bookmark: h.b5wso1ud4wo5]5.8 Final Investment Recommendation
It is considering all the proposed projects, Project C is the best economically and strategically feasible one for General Electronics. It gives the best Net Present Value (NPV), meaning that it will contribute to the highest value to the firm and also attains the best Internal Rate of Return (IRR) and Profitability Index (PI), that is, high efficiency in returning on the investment. Even though the cash-flow volatility of Project C is higher than that of Project A, the payback time of 3.60 years is decent and represents a compromise between the liquidity issues and the long-term profitability.
Project A, although shorter with a payback of 3.40 years offers comparatively low value of discounted cash flows and strategic value. Project B has weak performances in NPV, IRR and PI, meaning that it is not as appealing financially and is also risky because it takes long to recover capital.
General Electronics should choose Project C because it will maximize shareholder value, enable long-term growth goals, and allow the company to balance between cash recovery and strategic expansion and, thus, is the best investment decision.
[bookmark: h.at0qmb9ze5xq]6.0 Conclusion
The financial status at GE shows a high level of erosion of profitability, liquidity weakness, and working-capital cycle inefficiency and increased leverage risks. There is a trend towards increasing distress with no drastic restructuring expected. It is necessary to increase cash flows, working-capital operations, and consider strategic debt re-engineering of GE to regain stability, instill discipline into operations, and get the company on a course to recover in the long run. 
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Appendix 1:  Ratio
	Profitability Ratios
	
	
	
	
	
	
	

	Particulars
	Details
	Formula 
	2020
	2021
	2022
	2023
	2024

	Net Sales
	A
	 
	6,14,680
	6,01,602
	5,42,751
	4,20,457
	3,94,879

	Operating Income
	B
	 
	37,267
	23,253
	14,548
	-85,301
	-15,297

	Net income (loss)
	C
	 
	38,572
	5,301
	407
	-98,238
	-24,029

	Gross profit
	D
	 
	1,76,256
	1,73,016
	1,52,292
	97,560
	1,13,994

	Total Assets 
	F
	 
	5,10,290
	5,10,348
	5,04,163
	3,55,872
	3,23,354

	Current Liabilities 
	E
	 
	1,79,510
	2,16,787
	2,16,473
	1,61,148
	1,58,291

	Return on Assets 
	C/F
	(Net Income / Total Assets) * 100
	8%
	1%
	0%
	-28%
	-7%

	Net Margin
	C/A
	(Net Income / Sales)* 100
	6.28%
	0.88%
	0.07%
	-23.36%
	-6.09%

	Gross Profit Margin
	D/A
	(Gross Profit / Net Sales) * 100
	28.67%
	28.76%
	28.06%
	23.20%
	28.87%

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Liquidity Ratio
	
	
	
	
	
	
	

	Particulars
	Details
	Formula 
	2020
	2021
	2022
	2023
	2024

	Current Assets 
	A
	 
	3,26,843
	3,37,146
	3,38,040
	2,58,851
	2,42,494

	Inventories 
	B
	 
	1,20,430
	1,34,469
	1,40,181
	88,273
	79,355

	Current Liabilities 
	C
	 
	                    1,79,510 
	                    2,16,787 
	                    2,16,473 
	                    1,61,148 
	       1,58,291 

	Current Ratio
	A/C
	Current assets/ Current Liabilities
	                          1.82 
	                          1.56 
	                          1.56 
	                          1.61 
	              1.53 

	Quick Ratio
	(A-B)/C
	(Current Assets - Inventories)/ Current Liabilities
	                          1.15 
	                          0.93 
	                          0.91 
	                          1.06 
	              1.03 

	
	
	
	
	
	
	
	

	Gearing Ratios
	
	
	
	
	
	
	

	Particulars
	Details
	Formula 
	2020
	2021
	2022
	2023
	2024

	Total Liabilities 
	A
	 
	1,96,989
	2,34,399
	2,35,757
	1,76,952
	1,70,249

	Total Equity 
	B
	 
	3,13,301
	2,75,949
	2,68,406
	1,78,920
	1,53,105

	Operating Income
	C
	 
	                       37,267 
	                       23,253 
	                       14,548 
	                     (85,301)
	         (15,297)

	Interest Expenses
	D
	 
	-1,422
	-566
	-2,200
	-4,332
	-3,361

	Debt/Equity Ratio
	A/B
	(Total Liabilities / Equity)
	                          0.63 
	                          0.85 
	                          0.88 
	                          0.99 
	              1.11 

	Interest Coverage Ratio
	C/D
	(Operating Income / Interest Expense)
	                       (26.21)
	                       (41.08)
	                         (6.61)
	                         19.69 
	              4.55 



	Efficiency Ratios
	
	
	
	
	
	
	

	Particulars
	Details
	Formula 
	2020
	2021
	2022
	2023
	2024

	Net Sales
	A
	 
	614680
	601602
	542751
	420457
	394879

	Cost of Sales 
	B
	 
	-4,38,424
	-4,28,586
	-3,90,459
	-3,22,897
	-2,80,885

	Inventories
	C
	 
	1,20,430
	1,34,469
	1,40,181
	88,273
	79,355

	Account Receivable
	D
	 
	1,29,433
	1,29,215
	1,12,346
	1,12,596
	1,14,182

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

	Total Assets
	F
	 
	     5,10,290.00 
	     5,10,348.00 
	     5,04,163.00 
	     3,55,872.00 
	   3,23,354.00 

	Total Asset Turnover
	A/F
	(Sales / Total Assets)
	                 1.20 
	                 1.18 
	                 1.08 
	                 1.18 
	              1.22 

	Inventory Turnover Days
	365/(B/C)
	365/(COGS / Inventory)
	                (100)
	                (115)
	                (131)
	                (100)
	             (103)

	Receivables Turnover Days
	365/(A/D)
	365/ (Net Sales/Average Receivables
	                   77 
	                   78 
	                   76 
	                   98 
	               106 

	Payables Turnover Days
	365/(B/E)
	365/ (COGS/Average Payable)
	                  (69)
	                  (79)
	                  (67)
	                  (64)
	               (94)

	
	
	
	
	
	
	
	

	Investment Ratios
	
	
	
	
	
	
	

	Particulars
	Details
	Formula 
	2020
	2021
	2022
	2023
	2024

	Earning Per Share
	A
	Provided
	2.78
	0.39
	0.03
	-7.64
	-1.85

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Cash Flow Ratios
	
	
	
	
	
	
	

	Particulars
	Details
	Formula 
	2020
	2021
	2022
	2023
	2024

	Operating Cash Flow
	A
	 
	73,392
	40,283
	10,926
	25,190
	14,822

	Current Liabilities
	B
	 
	1,79,510
	2,16,787
	2,16,473
	1,61,148
	1,58,291

	Operating Cash Flow Ratio
	A/B
	(OCF / Current Liabilities)
	                 0.41 
	                 0.19 
	                 0.05 
	                 0.16 
	              0.09 



Appendix 2:  Working Capital
	Particulars
	Details
	2020
	2021
	2022
	2023
	2024

	Inventory Turnover Days
	A
	        (100)
	        (115)
	        (131)
	        (100)
	        (103)

	Receivables Turnover Days
	B
	           77 
	           78 
	           76 
	           98 
	         106 

	Payables Turnover Days
	C
	         (69)
	         (79)
	         (67)
	         (64)
	         (94)

	Cash Conversion Cycle
	A+B-C
	           46 
	           43 
	           11 
	           62 
	           96 

	
	
	
	
	
	
	

	Particulars
	Details
	2020
	2021
	2022
	2023
	2024

	Current Assets 
	A
	 3,26,843 
	 3,37,146 
	 3,38,040 
	 2,58,851 
	 2,42,494 

	Current Liabilities 
	B
	 1,79,510 
	 2,16,787 
	 2,16,473 
	 1,61,148 
	 1,58,291 

	Working Capital 
	A-B
	 1,47,333 
	 1,20,359 
	 1,21,567 
	    97,703 
	    84,203 



Appendix 3: Altman Z- Score
	Altman Z- Score
	
	
	
	
	
	
	

	Particulars
	Details
	Formula 
	2020
	2021
	2022
	2023
	2024

	Total Assets 
	A
	 
	510290
	510348
	504163
	355872
	323354

	Current Assets 
	B
	 
	326843
	337146
	338040
	258851
	242494

	Current Liabilities 
	C
	 
	179510
	216787
	216473
	161148
	158291

	Retained Earnings (RE)
	D
	 
	3,24,990
	3,30,291
	3,30,698
	2,32,460
	2,08,431

	EBIT (Operating income)
	E
	 
	37,267
	23,253
	14,548
	-85,301
	-15,297

	Total shareholders' equity
	F
	 
	3,13,301
	2,75,949
	2,68,406
	1,78,920
	1,53,105

	Total Liabilities (TL)
	G
	 
	1,96,989
	2,34,399
	2,35,757
	1,76,952
	1,70,249

	Sales
	H
	 
	6,14,680
	6,01,602
	5,42,751
	4,20,457
	3,94,879

	Working Capital 
	I= B-C
	Current Assets/ Current Liabilities
	147333
	120359
	121567
	97703
	84203

	X1
	J=I/A
	Working Capital /Total Assets
	0.29
	0.24
	0.24
	0.27
	0.26

	X2
	K=D/A
	Retained Earning /Total Assets
	0.64
	0.65
	0.66
	0.65
	0.64

	X3
	L=E/A
	EBIT /Total Assets
	0.07
	0.05
	0.03
	-0.24
	-0.05

	X4
	M=F/G
	Total Shareholder Equity/ Total Liabilities
	1.59
	1.18
	1.14
	1.01
	0.90

	X5
	N=H/A
	Sales /Total Assets
	1.20
	1.18
	1.08
	1.18
	1.22

	Altman Z
	J+K+L+M+N
	 
	3.79
	3.28
	3.14
	2.88
	2.98
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Formula: Inventory Turnover Days = 365/(COGS /Inventory)
2020 = 365/ (4, 38,424 /1, 20,430)
=100 days

2021 = 365/ (4, 28,586 /1, 34,469)
=115 days

2022 = 365/(3, 90,459 /1, 40,181)
=131 days

2023 = 365/ (3, 22,897 / 88,273)
=100 days

2024 = 365/ (2, 80,885 /79,355)
=103 days
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Formula: Receivables Turnover Days = 365/ (Net Sales / Receivables)
2020 = 365/ (6,14,680 /1,29,433)

= 77 days

2021 = 365/ (6,01,602 /1,29,215)

= 78 days

2022 = 365/ (5,42,751 /1,12,346)

= 76 days

2023 = 365/ (4,20,457 /1,12,596)

= 98 days

2024 = 365/(3,94,879 /1,14,182)
= 106 days
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Formula: Payables Turnover Days = 365/(COGS /Payables)
2020 = 365/ (4, 38,424 / 83,229)
= 69 days

2021 = 365/ (4, 28,586 /92,707)
=79 days

2022 = 365/ (3, 90,459 /71,373)
= 67 days

2023 = 365/ (3, 22,897 / 57,033)
= 64 days

2024 = 365/ (2, 80,885/72,031)
= 94 days
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Formula: Total Asset Turnover = Net Sales/ Total Assets
2020 = 6, 14,680 /5, 10,290
=120

2021 = 6, 01,602 /5, 10,348
=1.18

2022 = 5, 42,751 /5, 04,163
=1.08

2023 = 4, 20,457 / 3, 55,872
=1.18

2024 = 3, 94,879 /3, 23,354
=122
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Formula: Debt-to-E quity Ratio = Total Liabilities / Total Equity
2020 = 1, 96,989 /3, 13,301
=0.63

2021 = 2, 34,399 /2, 75,949
=0.85

2022 = 2, 35,757 /2, 68,406
=0.88

2023 =1, 76,952 /1, 78,920
=0.99

2024 =1, 70,249 /1, 53,105
=111
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Formula: Interest Coverage Ratio = Operating Income /I nterest E xpense
2020 = 37,267 / (-1,422)
=-26.21

2021 = 23,253 / (~566)

= -41.08

2022 = 14,548 / (~2,200)

= -6.61

2023 = (-85,301) / (~4,332)
=19.69

2024 = (-15,297) / (~3,361)
= 4.55
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= Earning Per Share

Earning Per Share

2020 2021 2022 2023 2024
2.78 0.39 0.03 -7.64 -1.85
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EPS is provided directly in your sheet.
0 2024=-1.85
0 2020=278
0 2021=0.39
0 2022=0.03
0 2023=-7.64
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Operating Cash Flow Ratio
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Operating Cash Flow Ratio = OCF /Current Liabilities
2020 = 73,392 /1, 79,510
=0.41

2021 = 40,283 /2, 16,787
=0.19

2022 = 10,926 /2, 16,473
=0.05

2023 = 25,190/1, 61,148
=0.16

2024 = 14,822 /1, 58,291
=0.09
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# Wall Street Prep

Z-Score = (1.2 x Xy;) + (1.4 x X5) + (3.3 x X3) + (0.6 x Xy) + (L x X5)

X5 = Working Capital = Total Asset

X = Retained Earnings + Total Assets

Xs = EBIT + Total Assets

Xy = Market Capitalization = Total Liabilities

Xs = Sales + Total Assets
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Cash Conversion Cycle
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Days Inventory Oustanding + _Days Sales Outstanding - _Days Payables Outstanding
Inventory Accounts Receivable Accounts Payable

G on Cyce = Cost of Sales. Net Credit Sales Cost of Sales X365





image25.png
Formula: CCC = Inventory Turnover Days + Receivables Turnover Days - Payables
Turnover Days

2020: CCC = (-100) + 77 - (-69)
-100 + 77 + 69

(=100 + 77) + 69 = -23 + 69 = 46 days
2021: CCC = (-115) + 78 - (-79)
-115+78+79

= (-115+ 78) + 79 = -37 + 79 = 43 days
2022: CCC = (-131) + 76 - (-67)
-131+ 76+ 67

= (-131+ 76) + 67 = 55 + 67 = 11 days
2023: CCC = (-100) + 98 - (-64)
-100 + 98 + 64

(-100 +98) + 64 = -2 + 64 = 62 days
2024: CCC = (-103) + 106 - (~94)
-103+ 106 + 94

(~103 + 106) + 94 = 3 + 94 = 96 days
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Working Capital
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Formula: Working Capital = Current Assets - Current Liabilities
2020: Working Capital = 3,26,843 - 1,79,510
= 326,843 - 179,510 = 1,47,333

2021: Working Capital = 3,37,146 - 2,16,787
= 337,146 - 216,787 = 1,20,359

2022: Working Capital = 3,38,040 - 2,16,473
= 338,040 - 216,473 = 1,21,567

2023: Working Capital = 2,58,851 - 1,61,148
= 258,851 - 161,148 = 97,703

2024: Working Capital = 2,42,494 - 1,58,291
= 242,494 - 158,291 = 84,203
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ARR
Accounting Rate of Return

Average Net Profit
ARR =
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Present Value of Future Cash Flows
Profitability Index =

Initial investment
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IRR= (Cash flows) - Initial Investment
(1)

Where:
Cash flows= Cash flows inthe time period
= Discount rate:

= Time period
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