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[bookmark: _Toc210730732][bookmark: _Toc214656926]Introduction
In an increasingly competitive and volatile global marketplace, financial resilience and strategic foresight are essential for corporate survival. This report presents a comprehensive financial analysis and turnaround strategy for General Electronics, a multinational consumer electronics firm currently experiencing significant financial distress. Appointed as Chief Financial Officer (CFO), I am tasked with diagnosing the company’s financial health, identifying operational and structural weaknesses, and proposing a financially viable and ethically sound recovery plan.
The report is structured into four core sections. First, a financial health check evaluates the company’s performance over the past five years using ratio analysis and corporate failure prediction models. Second, working capital management is assessed to identify liquidity constraints and recommend reforms. Third, a strategic financial restructuring plan is developed to enhance shareholder value and operational flexibility. Finally, three proposed investment projects are appraised using capital budgeting techniques, culminating in a recommendation aligned with the firm’s financial position and risk tolerance.
This analysis draws upon established financial management principles, including profitability, liquidity, efficiency, and gearing ratios, as outlined by Weetman (2013). The approach integrates theoretical frameworks with practical tools such as the Altman Z-Score, Payback Period, Net Present Value (NPV), and Internal Rate of Return (IRR), enabling a robust evaluation of both historical performance and future investment potential.
By applying these techniques, the report aims to deliver actionable insights that support sustainable growth, restore stakeholder confidence, and reposition General Electronics as a competitive force in the global consumer electronics industry.
[bookmark: _Toc210730733][bookmark: _Toc214656927]1. Financial Health Check for General Electronics
[bookmark: _Toc214656928]1.1 Firms financial statement
A thorough financial health assessment is essential to diagnose the root causes of General Electronics’ decline. This section applies ratio analysis across five categories, profitability, liquidity, efficiency, gearing, and investment, using data from the consolidated financial statements (2020–2024). The analysis is supported by Weetman’s (2013) principles of financial interpretation and performance measurement.
	
	2024
	2023
	2022
	2021
	2020

	GROSS PROFIT MARGIN
	28.9%
	23.2%
	28.0%
	28.8%
	28.7%

	NET PROFIT MARGIN
	-6.1%
	-23.4%
	0.1%
	0.9%
	6.3%

	OPERATING PROFIT MARGIN
	-3.9%
	-20.3%
	2.7%
	3.9%
	6.1%

	RETURN ON ASSETS
	-7.4%
	-27.6%
	0.1%
	1.0%
	7.6%




To evaluate the profitability of General Electronics, several key ratios are applied. These ratios help assess how effectively the company converts sales into profit and how well it utilizes its assets and equity to generate returns.
· The gross profit margin is calculated by dividing gross profit by net sales and multiplying the result by 100. This ratio indicates the percentage of revenue remaining after deducting the cost of goods sold, and reflects pricing strategy and production efficiency (Weetman, 2013).
· The operating profit margin is determined by dividing operating income by net sales, then multiplying by 100. It measures the proportion of revenue that remains after covering operating expenses, excluding interest and taxes, and is a key indicator of operational control (Atrill and McLaney, 2022).
· The net profit margin is found by dividing net income by net sales and multiplying by 100. This ratio reveals the overall profitability after all expenses, including interest and tax, have been deducted (Dyson, 2017).
· The return on assets (ROA) is calculated by dividing net income by total assets and multiplying by 100. It shows how efficiently the company uses its assets to generate profit (Brigham and Ehrhardt, 2016).
· Finally, the return on equity (ROE) is obtained by dividing net income by shareholders’ equity and multiplying by 100. This ratio evaluates the return generated for shareholders and is crucial for assessing financial performance from an investor’s perspective (Arnold, 2013).
The financial ratios indicate a significant deterioration in General Electronics performance over the past five years. While the gross profit margin remained relatively stable, the net profit margin and operating margin turned negative in 2023 and 2024, highlighting deep operational inefficiencies and rising costs. The return on assets also declined sharply, suggesting poor asset utilization and reduced shareholder value. These trends underscore the urgency for strategic restructuring and improved cost management
[bookmark: _Toc214656929]1.2 Full ratio analysis
Ratio analysis is a key financial management tool used to evaluate a firm’s performance across profitability, liquidity, efficiency, and solvency dimensions. It enables stakeholders to interpret financial data in context and make informed strategic decisions (Atrill & McLaney, 2022).
[bookmark: _Toc214656930]1.2.1 Profitability ratios
Profitability ratios assess the company’s ability to generate earnings relative to sales, assets, and equity. According to Weetman (2013), these ratios are vital for evaluating operational success and strategic pricing.
In 2024, General Electronics reported a gross profit margin of 28.9%, which is an improvement from 23.2% in 2023, but still below the 2020–2022 average of 28.5%. This suggests some recovery in cost control, though not yet matched by overall profitability.
The operating profit margin was -3.9% in 2024, compared to -20.3% in 2023, showing reduced losses but still negative performance. Atrill and McLaney (2022) emphasize that sustained negative operating margins reflect structural inefficiencies.
The net profit margin was -6.1% in 2024, down from -23.4% in 2023. Although the loss narrowed, the company remains unprofitable. Dyson (2017) notes that net profit margin is a key indicator of overall financial health, and persistent negative values signal urgent strategic intervention.
The return on assets (ROA), which measures how effectively assets generate profit, was -7.4% in 2024. This compares unfavourably to -27.6% in 2023 and 7.6% in 2020. Brigham and Ehrhardt (2016) argue that declining ROA undermines investor confidence and suggests poor asset utilization.

[bookmark: _Toc214656931]1.2.2 Liquidity ratios
Liquidity ratios evaluate the company’s ability to meet short-term obligations. Weetman (2013) stresses that adequate liquidity is essential for operational continuity and supplier trust.
The current ratio, calculated as current assets divided by current liabilities, was 1.53 in 2024. This is slightly below the 2023 figure of 1.61, indicating a modest decline in short-term solvency.
The quick ratio, which excludes inventories from current assets, was 1.03 in 2024. This suggests that the company can meet its short-term liabilities without relying on inventory liquidation, which aligns with Dyson’s (2017) view that the quick ratio offers a more realistic liquidity measure.
The cash ratio, calculated as cash and cash equivalents divided by current liabilities, dropped to 0.17 in 2024 from 0.27 in 2023. This sharp decline indicates increased reliance on less liquid assets and potential cash flow stress (Atrill and McLaney, 2022).
	Year
	2024
	2023
	2022
	2021
	2020

	Current ratio
	1.53
	1.61
	1.56
	1.56
	2.84

	Quick ratio
	1.03
	1.06
	0.91
	0.93
	1.15

	Cash ratio
	0.17
	0.27
	0.31
	0.28
	0.32


While the current and quick ratios remain above critical thresholds, the declining cash ratio indicates increased reliance on less liquid assets. This trend suggests potential liquidity stress, especially if inventory turnover is slow (Weetman, 2013)
[bookmark: _Toc214656932]1.2.3 Efficiency ratios analysis
Efficiency ratios assess how well the company manages its assets and liabilities. According to Weetman (2013), these ratios are critical for evaluating operational effectiveness and working capital control.
The inventory turnover days, calculated as (inventory ÷ cost of sales) × 365, rose to 103 days in 2024, up from 100 days in 2023. This suggests slower inventory movement, which may reflect overstocking or weak demand. (Debrouwere, 2025; Kumar, Choubey and Amosu, 2024)
The receivables turnover days, calculated as (accounts receivable ÷ net sales) × 365, increased to 106 days in 2024. This indicates slower customer payments and potential credit control issues (Holmes, Sugden and Gee, 2008).
The payables turnover days, calculated as (accounts payable ÷ cost of sales) × 365, rose to 94 days in 2024. While this may improve short-term cash flow, it could strain supplier relationships if extended excessively (Arnold, 2013).
	
	2024
	2023
	2022
	2021
	2020

	Inventory turnover days
	103 days
	100 days
	131 days
	115 days
	100 days

	Receivable turnover days
	106 days
	98 days
	76 days
	78 days
	77 days

	Paybale turnover days
	94 days
	65 days
	67 days
	79 days
	69 days



Inventory and receivables turnover have slowed, indicating inefficiencies in stock and credit management. Payables days have increased, possibly reflecting delayed payments due to cash constraints. (Mehta, Singh and Dipika, 2025; Mutua, Omagwa and King’oo, 2023; Arnold, 2013) These trends align with Weetman’s (2013) view that poor working capital management can signal operational weakness.
[bookmark: _Toc214656933]1.2.4 Gearing analysis
Gearing ratios measure financial leverage and risk exposure. Brigham and Ehrhardt (2016) highlight that high gearing increases vulnerability to interest rate fluctuations and economic downturns.
The debt-to-equity ratio calculated as total liabilities divided by shareholders equity.
The interest cover ratio calculated as operating income divided by interest expense.
	
	2024
	2023
	2022
	2021
	2020

	Debt to equity ratio
	1.11
	0.99
	0.88
	0.79
	0.63

	Interest cover ratio
	-4.55
	-19.69
	6.61
	41.08
	26.21


A ratio above 1 indicates that the company is more heavily financed by debt than equity, which increases financial risk. According to Brigham and Ehrhardt (2016), high gearing can amplify returns during profitable periods but also exposes the firm to greater risk during downturns. Weetman (2013) adds that sustained high gearing may limit flexibility and investor confidence.
[bookmark: _Toc214656934]1.2.5Investment ratios
Investment ratios reflect shareholder value and market performance. According to Atrill and McLaney (2022), these ratios are essential for evaluating investor returns and market sentiment.
	
	2024
	2023
	2022
	2021
	2020

	Earnings per share
	-1.85
	-7.64
	0.03
	0.39
	2.72


The earnings per share (EPS), calculated as net income divided by the number of ordinary shares, was -£1.85 in 2024. This continues the negative trend from 2023 (-£7.64), indicating erosion of shareholder value.
The price/earnings (P/E) ratio is not meaningful due to negative earnings. As noted by Wild, Subramanyam and Halsey (2014), a negative EPS renders the P/E ratio unusable for valuation purposes.
[bookmark: _Toc214656935]1.2.6 Trends, strengths and threats




Profitability ratios (Net Margin, ROA) show steep declines in 2023–2024 → clear threat.
Liquidity ratios (Cash Ratio) trend downward → liquidity risk.
Efficiency ratios (Receivable Days, Inventory Days) lengthen → operational inefficiency.
[bookmark: _Toc214656936]Strengths: Gross Margin remains relatively stable, showing some resilience.
1.2 Altman Z-Score model
To assess the risk of financial distress, the Altman Z-Score model is applied. For non-manufacturing firms, the simplified formula is:
[bookmark: _Hlk213484379]Z=6.56X1+3.26X2+6.72X3+1.05X4
Where:
· X1=Working Capital÷Total Assets
Working capital, defined as the difference between current assets and current liabilities, is a key indicator of short-term financial health and operational efficiency (Weetman, 2013). It reflects the firm’s ability to manage liquidity and fund day-to-day operations without external financing (Atrill and McLaney, 2022).
· X2=Retained Earnings÷Total Assets
This value reflects the company’s accumulated profits over time and is a key indicator of long-term financial stability (Weetman, 2013).
· X3=EBIT (Operating Income) ÷Total Assets
EBIT is a widely used indicator of operating performance, as it isolates earnings from financing and tax effects (Weetman, 2013).
· X4=Equity÷Liabilities
This value reflects the company’s capital cushion relative to its obligations. A higher ratio indicates stronger solvency and lower financial risk (Weetman, 2013; Brigham and Ehrhardt, 2016).

	
	2024
	2023
	2022
	2021
	2020

	Working Capital
	84.203
	97.703
	121.567
	120.359
	147.333

	X1
	0.260
	0.274
	0.241
	0.236
	0.289

	X2
	0.645
	0.653
	0.656
	0.647
	0.637

	X3
	-0.047
	-0.240
	0.029
	0.046
	0.073

	X4
	0.899
	1.011
	1.139
	1.177
	1.590

	Z
	4.437
	3.556
	5.111
	8.462
	6.134



Z(2024)=6.56x0.260+3.26x0.645+6.72x-0.047+1.05x0.899=1.706+2.103+-0.316+0.944=4.437
Z(2023)=6.56x0.274+3.26x0.653+6.72x-0.240+1.05x1.01=1.797+2.129+-1.613+1.061=3.556
Z(2022)=6.56x0.241+3.26x0.656+6.72x0.029+1.05x1.139=1.581+2.139+0.195+1.196=5.111
Z(2021)=6.56x0.236+3.26x1.647+6.72x0.046+1.05x1.177=1.548+5.369+0.309+1.236=8.462
Z (2020) =6.56x0.289+3.26x0.637+6.72x0.073+1.05x1.590=1.896+2.077+0.491+1.670=6.134

[bookmark: _Toc214656937]2. Working Capital Management Analysis
[bookmark: _Toc214656938]2.1 Cash operating cycle

The cash operating cycle measures the time between cash outflows for purchasing inventory and cash inflows from collecting receivables. It reflects the efficiency of working capital management and liquidity control (Atrill & McLaney, 2022).
· COC= Inventory days + Receivable days – Payable days
· Inventory days = Inventory / Cost of sales x 365
· Receivable days = Accounts receivable / Net sales x 365
· Payable days = Accounts payable / Cost sales x 365 

	
	2024
	2023
	2022
	2021
	2020

	Inventory days
	103 days
	100 days
	131 days
	115 days
	100 days

	Receivable days
	106 days
	98 days
	76 days
	78 days
	77 days

	Payable days
	94 days
	65 days
	67 days
	79 days
	69 days

	Cash Operating Cycle
	115 days
	133 days
	140 days
	114 days
	108 days


The cash operating cycle (COC) for General Electronics has fluctuated significantly over the past five years, ranging from 108 days in 2020 to a peak of 140 days in 2022, before moderating to 115 days in 2024. According to Atrill and McLaney (2022), a lengthening cycle indicates that cash is tied up for longer periods in inventory and receivables, thereby increasing reliance on external financing to sustain operations.
· Inventory Days: Rising to 131 days in 2022 and remaining above 100 days thereafter, this suggests slower stock turnover and potential overstocking. Weetman (2013) stresses that high inventory days reflect inefficiencies in working capital management and expose firms to risks of obsolescence and carrying costs.
· Receivable Days: Increasing from 76 days in 2022 to 106 days in 2024 highlights deteriorating credit control. Dyson (2017) notes that extended receivable periods weaken liquidity and may signal poor enforcement of credit policies, raising the risk of bad debts.
· Payable Days: Climbing from 65 days in 2023 to 94 days in 2024, this indicates the firm is stretching supplier credit to offset liquidity pressures. Arnold (2013) cautions that while longer payables can temporarily improve cash flow, excessive delays may damage supplier relationships and erode trust.
Overall, the COC analysis reveals that General Electronics is experiencing working capital inefficiency, with cash locked in inventory and receivables while payables are extended. Brigham and Ehrhardt (2016) argue that such inefficiencies increase financing requirements, raise the cost of capital, and heighten financial risk. The persistence of a cycle exceeding 100 days underscores the urgent need for reforms in inventory management, receivables collection, and supplier negotiations to restore liquidity and operational resilience.
[bookmark: _Toc214656939]2.2 Recommended strategies to improve liquidity through working capital reforms
Improving liquidity requires reforms in the management of inventory, receivables, payables, and cash. As Weetman (2013) emphasises, effective working capital management ensures that firms can meet short‑term obligations while maintaining operational efficiency. For General Electronics, the persistent lengthening of the cash operating cycle highlights the need for targeted reforms.
1. Inventory Optimisation Inventory days have remained high, exceeding 100 days in recent years. Atrill and McLaney (2022) argue that excessive stock levels tie up cash and increase risks of obsolescence. General Electronics should adopt lean inventory practices, such as just‑in‑time (JIT) systems and improved demand forecasting, to accelerate turnover. This would reduce carrying costs and release cash for other operational needs.
2. Receivables Management Receivable days rose to 106 in 2024, signalling weak credit control. Dyson (2017) notes that extended collection periods undermine liquidity and increase exposure to bad debts. The company should tighten credit policies, introduce early payment incentives, and strengthen collection procedures. Implementing customer credit scoring and monitoring systems would help balance sales growth with cash flow discipline.
3. Payables Management Payable days increased to 94 in 2024, reflecting reliance on supplier credit. Arnold (2013) cautions that while stretching payables can ease short‑term cash pressures, excessive delays risk damaging supplier relationships. General Electronics should renegotiate terms with key suppliers to secure longer but sustainable credit periods, ensuring liquidity support without eroding trust or supply chain stability.
4. Cash Flow Forecasting and Control Brigham and Ehrhardt (2016) highlight that robust cash forecasting enables firms to anticipate shortfalls and plan financing needs. General Electronics should implement centralised treasury management and rolling cash forecasts to monitor inflows and outflows more accurately. This would allow proactive adjustments, such as arranging short‑term credit facilities or delaying discretionary expenditure.
5. Technology and Process Integration Atrill and McLaney (2022) emphasise the role of integrated systems in improving working capital efficiency. Adopting enterprise resource planning (ERP) tools would provide real‑time visibility of inventory, receivables, and payables, enabling faster decision‑making and tighter control over liquidity.
By reforming inventory, receivables, payables, and cash management, General Electronics can shorten its cash operating cycle, reduce reliance on external financing, and strengthen liquidity. These reforms align with Weetman’s (2013) principle that working capital efficiency is central to financial resilience and provide a foundation for the broader restructuring strategy.
[bookmark: _Toc214656940]2.3 Comparison of short-term vs long term financing options
Liquidity pressures at General Electronics require careful consideration of financing strategies. As Weetman (2013) highlights, firms must balance immediate cash needs with long‑term financial stability. Short‑term and long‑term financing each offer distinct advantages and risks.
Short‑Term Financing Options Short‑term financing includes bank overdrafts, trade credit, factoring of receivables, and short‑term loans. Atrill and McLaney (2022) note that these instruments provide rapid access to cash, enabling firms to cover working capital gaps and unexpected expenses. For General Electronics, reliance on supplier credit has already extended payable days to 94 in 2024, demonstrating the use of short‑term financing in practice. The key benefits are flexibility and speed; however, Dyson (2017) cautions that short‑term borrowing often carries higher interest rates and refinancing risk. Excessive dependence may exacerbate liquidity stress and erode supplier trust.
Long‑Term Financing Options Long‑term financing includes equity injections, retained earnings, bonds, and long‑term loans. Arnold (2013) explains that long‑term capital provides stability, supports strategic investments, and reduces refinancing pressure. Brigham and Ehrhardt (2016) emphasise that restructuring debt into longer maturities lowers liquidity risk and aligns repayment schedules with cash flow generation. For General Electronics, equity financing could strengthen solvency and reduce gearing, while long‑term debt restructuring would ease immediate repayment obligations. The drawback is reduced flexibility and potential dilution of shareholder value if new equity is issued.
Comparison and Strategic Implications Short‑term financing is best suited for immediate liquidity crises, offering quick relief but at the cost of higher risk and potential supplier strain. Long‑term financing, by contrast, enhances stability and supports restructuring, but requires stronger investor confidence and may dilute ownership. As Atrill and McLaney (2022) argue, effective financial management involves balancing both approaches: using short‑term instruments to bridge immediate gaps while pursuing long‑term restructuring to restore solvency and reduce the weighted average cost of capital (WACC).
[bookmark: _Toc214656941]3. Strategic Financial Restructuring Plan
[bookmark: _Toc214656942]3.1 Recommended financial restructuring options
General Electronics deteriorating profitability, weak liquidity, and rising gearing ratios highlight the urgent need for financial restructuring. As Weetman (2013) emphasises, restructuring should restore solvency, reduce financing costs, and improve operational flexibility. Several options are available:
1. Divestiture of Non‑Core Assets The company’s non‑current assets have declined sharply, reflecting impairments and disposals. Atrill and McLaney (2022) argue that divestiture of underperforming or non‑strategic units can generate immediate cash inflows, reduce operating costs, and sharpen strategic focus. Selling non‑essential subsidiaries or redundant property, plant, and equipment would strengthen liquidity and allow reinvestment in profitable segments.
2. Equity Injection Negative earnings per share and declining retained earnings have eroded shareholder value. Dyson (2017) notes that equity financing can recapitalise distressed firms, reduce reliance on debt, and improve the debt‑to‑equity ratio. Issuing new shares to strategic investors or pursuing a rights issue would provide long‑term capital, though Arnold (2013) cautions that dilution of existing ownership must be carefully managed.
3. Debt Restructuring and Refinancing The debt‑to‑equity ratio has risen above 1.0, signalling high leverage. Brigham and Ehrhardt (2016) highlight that refinancing short‑term debt into longer maturities reduces liquidity risk and stabilises cash flows. Negotiating lower interest rates, extending repayment schedules, or converting debt into equity would ease financial pressure and improve interest cover.
4. Strategic Alliances or Merger Dyson (2017) suggests that mergers or joint ventures can provide economies of scale, access to new markets, and shared resources. For General Electronics, partnering with a stronger competitor or entering a merger could enhance global competitiveness and reduce duplication of costs. However, integration risks and cultural alignment must be considered.
5. Ethical and International Considerations Restructuring must account for taxation, currency risk, and inflation in global markets. Arnold (2013) stresses that corporate social responsibility (CSR) and ethical governance are critical to sustaining investor confidence. Transparent communication with stakeholders, fair treatment of employees, and responsible divestment practices will ensure restructuring is ethically sound.
[bookmark: _Toc214656943]3.2 Evaluation of impact on shareholder value, debt structure and operational flexibility
Financial restructuring options such as divestiture, equity injection, debt refinancing, and strategic alliances will have significant implications for shareholder value, debt structure, and operational flexibility. As Weetman (2013) emphasises, restructuring must be assessed holistically to ensure both short‑term survival and long‑term competitiveness.
Impact on Shareholder Value Equity injections and divestitures directly influence shareholder returns. Atrill and McLaney (2022) note that issuing new shares can dilute existing ownership, potentially reducing earnings per share in the short term. However, Dyson (2017) argues that recapitalisation strengthens solvency and restores investor confidence, which can enhance long‑term value. Divestiture of non‑core assets may initially reduce the asset base, but Arnold (2013) highlights that focusing on profitable segments can improve margins and increase shareholder wealth over time.
Impact on Debt Structure General Electronics’ debt‑to‑equity ratio has risen above 1.0, signalling high leverage. Brigham and Ehrhardt (2016) explain that refinancing short‑term debt into longer maturities reduces liquidity risk and stabilises cash flows. Debt restructuring would improve interest cover, currently negative, by lowering financing costs and aligning repayment schedules with operating cash generation. Converting debt into equity would further reduce gearing, though at the cost of ownership dilution.
Impact on Operational Flexibility Restructuring enhances operational flexibility by freeing cash and reducing financial constraints. Weetman (2013) stresses that divestiture of underperforming assets allows management to reallocate resources to growth areas. Strategic alliances or mergers, as Dyson (2017) suggests, can provide economies of scale and access to new markets, increasing adaptability in a volatile industry. However, Arnold (2013) cautions that integration risks and cultural misalignment may limit flexibility if not managed effectively.
Overall, restructuring is likely to strengthen shareholder value in the long term, reduce leverage through debt refinancing and equity injection, and enhance operational flexibility by focusing resources on core activities and partnerships. While short‑term dilution and asset reductions may occur, Brigham and Ehrhardt (2016) emphasise that sustainable restructuring improves solvency, lowers risk, and positions the firm for renewed growth.
[bookmark: _Toc214656944]3.3 International and ethical considerations
Financial restructuring for General Electronics must be evaluated not only in terms of financial viability but also in relation to international risks and ethical responsibilities. As Weetman (2013) stresses, global firms must integrate financial management with wider stakeholder expectations and regulatory environments.
Taxation and Regulatory Compliance Operating across multiple jurisdictions exposes the company to diverse tax regimes and compliance requirements. Atrill and McLaney (2022) highlight that effective restructuring must consider transfer pricing, tax optimisation, and regulatory reporting. Failure to comply can result in penalties and reputational damage, undermining investor confidence.
Currency Risk and Inflation Dyson (2017) notes that multinational firms face significant exposure to exchange rate volatility and inflationary pressures. Debt restructuring and equity injections must therefore account for currency mismatches between revenues and liabilities. Hedging strategies, such as forward contracts and swaps, can mitigate risks, while inflation‑linked financing instruments may protect against rising costs in high‑inflation markets.
Corporate Social Responsibility (CSR) Arnold (2013) emphasises that ethical considerations are central to sustainable restructuring. Divestiture of non‑core assets must be conducted responsibly, ensuring fair treatment of employees and communities. Transparent communication with stakeholders and adherence to environmental standards will strengthen legitimacy and long‑term brand value.
Governance and Stakeholder Trust Brigham and Ehrhardt (2016) argue that restructuring decisions must be aligned with sound governance practices to maintain stakeholder trust. Equity injections or mergers should be accompanied by clear disclosure, shareholder consultation, and ethical oversight. Strong governance reduces agency risk and enhances operational flexibility in global markets.
International and ethical considerations are integral to restructuring. By addressing taxation, currency risk, and inflation, while embedding CSR and governance principles, General Electronics can ensure that financial reforms are both globally scalable and ethically sound. This approach aligns with Weetman’s (2013) principle that financial management must balance profitability with responsibility to stakeholders.
[bookmark: _Toc214656945]4. Investment Appraisal and Capital Budgeting
[bookmark: _Toc214656946]4.1 Choose between three proposed investment projects using PBP, ARR, NVP, PI and IRR
Following Atrill & McLaney (2022) and Weetman (2013), five appraisal techniques are used:
· Payback Period (PBP) – liquidity focus, measures recovery time of initial investment.
· Accounting Rate of Return (ARR) – average profit relative to investment.
· Net Present Value (NPV) – discounted cash inflows minus outflows, aligned with shareholder wealth maximisation.
· Internal Rate of Return (IRR) – discount rate at which NPV = 0, expressed as a percentage return.
· Profitability Index (PI) – value created per £ invested, useful under capital rationing.
Discount rate assumed 10%. Depreciation: straight‑line to zero.
[bookmark: _Toc214656947]4.2 Project details
Project A
· Initial investment: £40m
· Inflows: £10m, £12m, £14m, £10m, £8m
Project B
· Initial investment: £30m
· Inflows: £6m annually for 5 years
Project C
· Initial investment: £50m
· Inflows: £5m, £10m, £20m, £25m, £15m
[bookmark: _Toc214656948]4.3 Calculations
	
	Payback Period PBP
	ARR (using average annual inflows/initial investment)
	NVP 10%discount
	IRR (approximate)
	Profitability index (PI=PV inflows/initial investment)

	Project A
	40 ÷ (10+12+14) → recovered in Year 4 (approx. 3.4 years).
	[bookmark: _GoBack] 27%
	PV inflows ≈ £42.5m → NPV ≈ +£1.324
	~11–12% (slightly above cost of capital).
	1.06

	Project B
	30 ÷ 6 = 5 years (exact).
	(30 ÷ 5) ÷ 30 = 6 ÷ 30 = 20%
	PV inflows ≈ £22.7m → NPV ≈ –£7.3m
	~6–7% (below cost of capital).
	0.76

	Project C
	50 ÷ (5+10+20+25) → recovered in Year 4 (approx. 3.6 years).
	(75 ÷ 5) ÷ 50 = 15 ÷ 50 = 30%

	PV inflows ≈ £61.4m → NPV ≈ +£4.215
	~15–16% (well above cost of capital).
	1.23


[bookmark: _Toc214656949]
	[bookmark: _Hlk214825279]NET
	PRESENT
	VALUE
	

	YEARS
	
	Discount %
	PV

	0 
	40
	1
	

	1
	10
	0909
	9.09

	2
	12
	0826
	9.912

	3
	14
	0751
	10.514

	4
	10
	0683
	6.83

	5
	8
	0621
	4.968



NPV (Project A) 41.324-40=1.324

	[bookmark: _Hlk214826064]NET
	PRESENT
	VALUE
	

	YEARS
	
	Discount %
	PV

	0 
	30
	1
	

	1
	6
	0909
	5.454

	2
	6
	0826
	4.956

	3
	6
	0751
	4.506

	4
	6
	0683
	4.098

	5
	6
	0621
	3.726



NPV (Project B) 22.74-30 = -7.26

	NET
	PRESENT
	VALUE
	

	YEARS
	
	Discount %
	PV

	0 
	50
	10%
	

	1
	5
	0909
	4.545

	2
	10
	0826
	8.26

	3
	20
	0751
	15.02

	4
	25
	0683
	17.075

	5
	15
	0621
	9.315


NPV (Project C) 54.215-50=4.215
The Net Present Value (NPV) analysis provides a clear indication of the financial viability of the three proposed investment projects.
Project A generated a marginally positive NPV of approximately £1.3 million. This suggests that the project is just above the break‑even threshold and would add limited shareholder value. As Arnold (2013) explains, projects with small positive NPVs carry a higher risk of value erosion if assumptions change, such as cost increases or lower cash inflows. Therefore, Project A may only be justified if it delivers strategic benefits beyond financial returns, such as market entry or brand positioning.
Project B produced a negative NPV of around –£7.6 million, indicating that discounted cash inflows are insufficient to recover the initial investment. According to Atrill and McLaney (2022), projects with negative NPVs should be rejected as they destroy shareholder wealth and fail to meet the cost of capital. Accepting Project B would worsen the firm’s financial position, particularly given its current liquidity constraints.
Project C achieved a strongly positive NPV of approximately £20.1 million, demonstrating significant value creation. The uneven distribution of cash inflows, with higher returns in later years, introduces greater risk exposure due to cash flow volatility. However, Brigham and Ehrhardt (2016) emphasise that projects with high NPVs are more resilient to risk, as they provide a larger buffer against adverse scenarios. Project C therefore represents the most financially attractive option.
Under capital rationing, with a maximum of £60 million available for investment, the optimal choice is to select Project C alone (£50m). Combining Projects A and C would exceed the budget (£90m), while Project B should be excluded due to its negative NPV. This recommendation aligns with Weetman’s (2013) principle that investment appraisal should maximise shareholder value while considering financial constraints.




4.4 Final investment recommendation
Given the capital rationing limit of £60 million, General Electronics must prioritise projects that maximise shareholder wealth while preserving liquidity. As Weetman (2013) emphasises, investment appraisal under rationing requires balancing profitability with financial constraints. The appraisal results show:
· Project A: Positive but modest NPV (£1.324), IRR slightly above the 10% cost of capital, PI = 1.06.
· Project B: Negative NPV (–£7.3m), IRR below cost of capital, PI = 0.76. Not viable.
· Project C: Strong NPV (£11.4m), IRR ~15–16%, PI = 1.23. Most attractive option.
Under the £60m limit, the firm cannot fund both Project A (£40m) and Project C (£50m), as their combined requirement (£90m) exceeds the budget. Atrill and McLaney (2022) argue that when capital is constrained, the project with the highest NPV and PI should be selected. Therefore, Project C alone should be undertaken, as it delivers the strongest return profile, highest NPV, and IRR well above the cost of capital. Project B should be rejected outright, while Project A may be reconsidered if additional capital becomes available in future.
Dyson (2017) notes that investment decisions must also reflect risk characteristics. Project C’s cash flows are larger and more volatile, but its superior discounted returns justify acceptance. Arnold (2013) adds that focusing on high‑value projects under rationing ensures efficient capital allocation. Brigham and Ehrhardt (2016) emphasise that maximising NPV aligns with shareholder wealth creation, which is critical in a turnaround context.
[bookmark: _Toc214656950]4.5 Recommendation with reference to the companys financial performance and project risk characteristics
General Electronics faces severe financial distress, with declining revenues, negative net margins, weak liquidity ratios, and high gearing. As Weetman (2013) emphasises, investment decisions must be aligned with the firm’s financial capacity and risk profile. Under the capital rationing limit of £60 million, only projects that maximise shareholder wealth while supporting liquidity should be pursued.
Project A shows a modest positive NPV (£2.5m) and IRR slightly above the 10% cost of capital, but its returns are limited. Atrill and McLaney (2022) note that marginal projects may not justify scarce capital when liquidity is constrained. Given the company’s weak profitability and cash flow adequacy, Project A carries moderate risk with limited upside.
Project B generates a negative NPV (–£7.3m) and IRR below the cost of capital. Dyson (2017) stresses that projects failing to cover the cost of capital erode shareholder value. Its flat cash inflows also lack growth potential, making it unsuitable given the firm’s fragile financial position.
Project C delivers the strongest performance, with NPV (£11.4m), IRR (~15–16%), and PI (1.23) all exceeding benchmarks. Arnold (2013) highlights that projects with high discounted returns should be prioritised under rationing. Although cash flows are more volatile, Brigham and Ehrhardt (2016) argue that higher risk is acceptable when returns significantly exceed the cost of capital. Project C’s profile aligns with the need to restore profitability and rebuild investor confidence.
General Electronics should invest £50 million in Project C only, leaving £10 million unallocated to support liquidity and working capital reforms. This decision reflects the company’s weak financial performance, which demands focus on the most value‑creating project, and balances risk by avoiding marginal or loss‑making investments. Selecting Project C maximises shareholder wealth, aligns with capital rationing constraints, and supports the turnaround strategy by generating strong discounted returns despite cash flow volatility.
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General Electronic Financial Performance ratios 2020-2024

GROSS PROFIT MARGIN	2024	2023	2022	2021	2020	0.28899999999999998	0.23200000000000001	0.28000000000000003	0.28799999999999998	0.28699999999999998	NET PROFIT MARGIN	2024	2023	2022	2021	2020	-6.0999999999999999E-2	-0.23400000000000001	1E-3	8.9999999999999993E-3	6.3E-2	OPERATING PROFIT MARGIN	2024	2023	2022	2021	2020	-3.9E-2	-0.20300000000000001	2.7E-2	3.9E-2	6.0999999999999999E-2	RETURN ON ASSETS	2024	2023	2022	2021	2020	-7.3999999999999996E-2	-0.27600000000000002	1E-3	0.01	7.5999999999999998E-2	
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