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Executive summary
The report assesses the financial performance of the said organisation based on major ratios categories, such as profitability, liquidity, solvency, efficiency and coverage. The net profit ratio is also employed to determine profitability by determining the strength of earnings, whereas liquidity ratios, including the current and quick ratios, are used to discuss the short-term financial stability of the firm. An analysis of solvency is related to the debt-equity ratio, which means the risk of long-term leverage. Stock, debtors, and creditors turnover ratios are efficiency ratios that portray how well working capital is managed. The interest coverage ratio sheds light on the capacity of the firm to cover the financing expenses. Additionally, it highlights the essence of considering international aspects like currency fluctuation, inflation, and tax impositions in line with ethical considerations for the alignment of the financial restructuring options. After assessing different capital budgeting techniques like net present value, accounting rate of return, internal rate of return, profitability index, and payback period, Project C has been found suitable and most favourable for long-term value creation and embedding financial stability in the business. Hence, the analysis provides a clear perspective on the financial performance and viability of General Electronics. 
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[bookmark: _Toc214722833]1. Introduction
This report entails a detailed financial analysis of General Electronics, an international consumer electronics company that needs performance improvement now. Through the application of ratio analysis, working-capital analysis, restructuring options and investment appraisal methodologies, the study has come up with fundamental financial weaknesses and proposes a feasible turnaround plan that can turn the organisation back on track in terms of stability, profitability and long-term growth.
[bookmark: _fou19zc65npl][bookmark: _Toc214722834]2. Financial Health Check
[bookmark: _mqjsk78ctjxq][bookmark: _Toc214722835]2.1 Financial statements analysis of General electronics 
Evaluating the profitability, liquidity, efficiency, and solvency of a firm and making a meaningful comparison between the periods and with industry practices is a common method of financial ratio analysis (Jackson, 2022). The 2020-2024 financial statements of General Electric indicate an evident drop in profits between moderate profitability and long-term distress. Revenue has dropped drastically; 614,680 m in 2020 to 394,879 m in 2024. The share of the market has taken a hit, the price has taken a hit, and the product may be outdated. Cost of Sales were on the decline, although not in proportion, and operating expenses were still high and volatile, with significant impairments generating a significant operating loss in 2023. The net profit dropped to 38,572m in 2020; however, it collapsed to marginal earnings in 2022 prior to reflecting itself in huge losses in 2023 and 2024. This has been compounded by the balance sheet, where total assets declined and the equity decreased considerably, from 313,301m to 53,105m. At the same time, operating cash flow declined by 73,392m to 14,822m, indicating a declining internal financing power and increasing financial exposure.
[bookmark: _67lg3rokf6sd][bookmark: _Toc214722836]2.2 Complete ratio analysis 
2.2.1 Profitability
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Figure 1: Profitability Ratios
(Source: Calculated by the learner)
There has been an evident decline in the profitability of General Electronics, as shown in Figure 1. This resilience, though this percentage changed to 23.20% in 2023, is surprisingly different, considering the failure of operating and net profitability has fallen significantly to just 28-29% over the last three years. Operating margin dropped to 2.68% in 2022 and -20.29% in 2023 and 2024 respectively, in line with increasing overheads, reorganisation expenses and huge impairment losses. Net profit margin was following the same pattern, decreasing to 6.28% in 2020, with it approaching the level of breaking even in 2022 and thereafter falling deep into negative figures in the last two years. Losing profitability is usually an indicator of failures in cost management, price setting or profitability in the market (Raju, 2022). Therefore, the trends indicate gross operational inefficiencies. 
2.2.2 Liquidity
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Figure 2: Liquidity Ratios
(Source: Calculated by the learner)
The liquidity position is summarised in Figure 2. The current ratio reduces to about 1.53x in 2024 compared to its position of 1.82x in 2020. Even though it is over 1, which means that the current assets are far greater than the current liabilities, the decreasing trend is a sign that short-term liquidity is becoming progressively strainer. The same can be said about the quick ratio: it decreases to 1.15x in 2020, and to 0.91x in 2022, only to rise slightly to 1.03x in 2024. Similarly, as inventories are ignored, the cushion of liquid assets is quite small and in certain years barely adequate to meet short-term liabilities (Nazarova et al., 2021; Shi, 2025). Thus, liquidity is not yet an issue, although the trend looks worrisome. 
2.2.3 Efficiency
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Figure 3: Efficiency ratios
(Source: Calculated by the learner)
Figure 3 shows GE has serious flaws in using its working capital through efficiency ratios. There is are increase of approximately 100 days of inventory in 2020 to highs of 128 and 129 days in 2022 and 2023, after which it will relax to a level close to 109 days in 2024. The spike indicates low moving or obsolete stocks of the system, which may be caused by inaccurate demand forecasting, long product life cycles or poor product launches (Liu, 2024). The days due in the current accounts receivable are comparatively stable between 76-78 days until 2022, before dropping to 98 days in 2023 and 106 days in 2024. This means less stringent credit policies, inferior collection procedures or declining customer quality, which are all tied up in the receivables and augment credit risk. Moreover, there is a growing dependency on suppliers as a financing option that is somewhat informal and can impact the relationship with suppliers and jeopardise the resilience of the supply chain (Alhosban et al., 2022; Yousefi Nejad et al., 2024). Taken together, these ratios suggest an increase in the cash conversion cycle. 
2.2.4 Gearing
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Figure 4: Gearing ratios of General Electronics
(Source: Calculated by the learner)
Figure 4 of gearing ratios indicates a change in the capital structure. Debt to Equity ratio increases by 0.63x in 2020 to 1.11x in 2024, which shows that debt has surpassed the equity. The equity ratio, in turn, goes down by 0.61 to 0.47, and the debt ratio increases by 0.39 to 0.53 in the period. This development indicates accrued losses, losing equity; nevertheless, liabilities are widely stable. Increased leverage brings about financial risk in two aspects. Primarily, interest and principal commitments are more difficult to meet, particularly as operating income becomes negative. A fall in equity lessens the comparable to absorb subsequent losses and raises the chances of covenant disobeying and default (Cahyadi, 2021). The fall in profitability, combined with an increase in leverage, is more threatening and makes the firm extremely vulnerable to additional negative shocks.
2.2.5 Investment
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Figure 5: Earnings per share of General Electronics
(Source: Calculated by the learner)
Figure 5, earnings per share, summarises the decimation of shareholder value in the investment ratio. EPS decreases in 2020 to PS2.78 and then decreases in 2021 to PS0.39 and then sharply negative in 2023 to 2024 to PS7.64 and PS1.85, respectively. This will have the effect of signalling to investors that the company is no longer able to produce sustainable returns and that the company has extinguished a significant part of cumulative shareholder wealth (Robert et al., 2023; Vukovic et al., 2022). Without an effective turnaround mechanism in place, General Electronics will probably be priced as a high-risk distressed company.
2.2.6 Cash flow 

Figure 6: Cash flow of General Electronics
(Source: Calculated by the learner)
Figure 6 demonstrates the ratio of the operating cash flow, which was calculated as the division of operating cash flow and current liabilities. This is a ratio that falls short of the year 2020, 0.41, to 0.09 in 2024. Although a positive operating cash flow ratio moving towards one would suggest that the company has a high potential of meeting its short-term liabilities using internal cash, the existing values suggest that it highly relies on external financing and working capital straining. Practically, the company is only producing a percentage of the cash necessary to pay the immediate debts (Liu, 2021). It, therefore, strengthens the image of increasing monetary vulnerability.
[bookmark: _duk07k4skqen][bookmark: _Toc214722837]2.3 Trends, strengths and threats for General electronics 
The financial measures of performance can often give prior alerts of flaws in the organisation's structure that can impose significant risks to organisational sustainability over the long term (Chen, 2025; Hewage, 2024). Discussing the ratios as a group, it is possible to note several alarming tendencies. All indicators of profitability have become worse; leverage has risen, and optimality in handling inventories and receivables has improved. The generation of cash on a short-term basis has reduced markedly. The current operating losses, increase in debt ratios, deterioration in the receivable days, and its dependence on far-fetched payables are all indicative of mounting financial distress. Together with negative EPS and diminishing investor confidence, the latter pressures point to the fact that unless the intervention is carried out, General Electronics stands on the brink of shifting towards insolvency.
[bookmark: _s6rcu2usl8sk][bookmark: _Toc214722838]2.4 Corporate failure prediction model of Altman Z-Score evaluation 

Figure 7: Altman Z score
(Source: Calculated by the learner)
Financial distress prediction models have been adopted as a common way to determine the risk of solvency in a firm and as an indication of early failure (Zhu et al., 2025; Wibowo and Putra, 2023). In Figure 7, the 2020-2024 Altman Z-Score of General Electronics is displayed with a downward trend in the measure of financial resilience. Z-score 3.64 2020, 3.22 2021, 3.06 2022 indicates that the company is now moving out of the safe zone and into the vulnerable category. It will fall drastically to approximately 2.24 in 2023, solidly in the grey zone of financial distress is probable, then slightly higher to 2.82 in 2024, still below the 2.99 safety mark. The degradation is instigated by crumbling EBIT, reducing total assets, climbing leverage and declining liabilities coverage. Despite the marginal upturn in 2024 that indicates the impending stabilisation, the general default risk of the asset is still high. The necessity to take decisive restructuring measures is justified by the fact that the routine losses or external shocks may drive a Z-score to the distress areas, which confirms the necessity to achieve the strategic level of financial intervention.
[bookmark: _Toc214722839]3. Working Capital Management Analysis 
[bookmark: _rnukpc837lkr][bookmark: _Toc214722840]3.1  Cash operating cycle analysis
Working capital management is fundamental to support liquidity, operational efficiencies and financial risk reduction in dynamic business contexts (Hertina et al., 2021). Cash operating cycle (COC) offers a complete analysis of the efficiency of a firm in its transformation of its investments in inventories and receivables to cash.

Figure 8: Cash operating cycle 
(Source: Calculated by the learner)
Figure 8 illustrates that the cash operating cycle (COC) of General Electronics demonstrated significant variations between 2020 and 2024, which implies increased inefficiency in the use of working capital. COC stood at 108 days both in 2020 and 2021, with a slight increase in both inventory and receivable days in 2021, indicating any weaknesses emerging. This increased the situation in 2022 as the cycle reached 137 days, and inventory increased to 128 days, which is an indicator of excess inventory and possible forecasting problems. The 2023 COC reached 162 days, with the sharp rise in the number of days in receivables to 98 and continued large amounts of inventory missing on the shelves, indicating late payments to the customers, and sluggish behaviour. An intermediate drop in 2024 led to the COC falling to 121 days, much of the time because accounts payable increased to 94 days as the company lengthened the supplier payment days to take the strain off the liquidity account.
[bookmark: _whj2ykovci87][bookmark: _Toc214722841]3.2 Strategies to improve liquidity through working capital reforms
Effective working capital management is generally acknowledged as a key factor in determining the liquidity position of a firm and its financial health in general (Mkadmi and Ali, 2024). In the case of General Electronics, the implementable suggestive measures are as follows:
· Optimising inventory levels: The stocks in the 2020-2023 period mirror the years of 2020 in the same category, which means that the company holds excess stocks, which are unresponsive to demand, or products with sluggish sales. Installing a more advanced demand planning system, having more dependence on just-in-time (JIT) procurement, and categorising items under the ABC analysis system would assist in prioritising stock with high value and fast-moving items. 
· Improving accounts payable practices: Although the liquidity was boosted by a temporary extension of 64 to 94 days of payables in 2023 and 2024, respectively, the long-term sustainable payment will hurt the relationship with suppliers. This should be balanced by creating better strategic supplier contracts where more extended payment terms would be negotiated, automated payment processing to prevent early payments and align payment and receivable length. 
· Enhancing cash forecasting and visibility: The inability to generate cash adequately due to weak cash generation in 2022-2024 is a sign of a lack of foresight and proper forecasting. Introducing a unified cash flow forecasting system where the sale patterns and working capital ratios, and expenditures are included and scheduled can be used to anticipate any upcoming shortages and can, in turn, plan some corrective measures thereof. 
· Introducing internal performance incentives: Working capital discipline can be enhanced by using performance-based KPIs of the finance, procurement and sales units. Measurements like receivable days, payments due, inventory turnover and early payment discounts adopted can inculcate a spirit of liquidity awareness. Practice indicates that seeking cross-functional alignment is critical towards maintaining a long-term enhancement of cash conversion (Harinurdin, 2023).
[bookmark: _Toc214722842]3.3 Comparison of short-term vs long-term financing options 
	Criteria
	Short-term financing
	Long-term financing

	Purpose
	Covers day-to-day working capital needs and cash flow gaps
	Supports long-term investments, restructuring, and capital projects

	Examples
	Overdrafts, lines of credit, trade credit, short-term loans, commercial paper
	Term loans, corporate bonds, equity issuance, asset-backed financing

	Cost of Capital
	Generally lower initially; however, variable interest rates may increase costs.
	Usually, higher fixed or semi-fixed interest costs; equity has the highest cost

	Repayment Period
	Due within 12 months
	Typically, 3–20 years

	Flexibility
	Highly flexible, quick access to funds
	Less flexible, involves long-term commitments

	Risk Level
	High refinancing and liquidity risk, especially for distressed firms
	Lower refinancing risk; however, higher covenant and compliance requirements

	Impact on Liquidity
	Supports short-term liquidity; however, it may worsen stress if overused
	Enhances liquidity by spreading repayment obligations

	Impact on Leverage
	Increases short-term liabilities and gearing
	Can increase long-term debt; however, it may improve the structure if refinancing short-term debt.

	Suitability for General Electronics
	Useful for temporary cash shortages; however, currently over-relied upon
	Better suited for balance sheet strengthening and funding restructuring plans



The selection of a proper financing structure plays an important role in the adoption of a balance between the short-run liquidity and long-run strategic objectives. According to the financial theory, a company is supposed to align the maturity of financing with the life of the assets being financed (Ramadani and Ratmono, 2023). In the case of General Electronics, which is in extensive financial distress, consideration of trade-offs between long and short-term financing is vital. Short-term financing: Overdrafts, trade credit and revolving credit facility- Short-term funding provides a quick and flexible access to funds; however, it is associated with a high refinancing risk. On the other hand, long-term financing, which encompasses term loans, corporate bonds, equity injection or asset-based borrowing, is more stable and less urgent and demanding of the current cash flow and therefore is more applicable in restructuring and investment requirements. Long-term capital can be used to enhance solvency, although it might incur additional expenses or dilution of shareholders. Overall, General Electronics ought to strike a balance between the two sources and utilise the short-term finance sparingly, preferring long-term funding to subsidise sustainable recovery.
[bookmark: _Toc214722843]4. Strategic financial restructuring plan
[bookmark: _2kwkz762vo6i][bookmark: _Toc214722844]4.1 Recommend financial restructuring options 
Divestiture of non-core or underperforming assets: Divestiture is a good option for getting held capital out as well as enhancing concentration and getting cash to pay off debts. The falling asset base and increase in inventory of General Electronics indicate that there could be a few product lines or geographical divisions that are not performing well. Disposing of non-core subsidiaries, obsolete product lines or unnecessary manufacturing plants might offer short-term cash flow and assist in simplifying business. It will depreciate future profitability as it will lower the depreciation and operating costs.
Strategic merger or partnership: Considering that the consumer electronics market is competitive in the world arena, a merger or strategic alliance could promote scale economies, technological strengths and market penetration. A consolidation with a more advanced or more competitive rival might allow them to have cost-saving functions, supply chain economies of scale and joint research and development. Alternatively, there are joint productions, particularly by forming alliances to ensure that the capital expenditure is reduced, whereas competitiveness increases.
Equity injection: The capital base of the company would be improved by an injection of equity either in new shares, or in a private placement or strategic investor, and would lessen the dependence on short-term debt. This might lead to solvent dilution; however, the advantages are better solvency ratios, credit position and its ability to absorb a loss. Equity financing has the flexibility to restructure without the need to make repayments immediately.
Debt restructuring and refinancing: It is important to restructure current debt as the debt equity ratio is on the rise, and the interest coverage is lowering. Long-term maturity, reduced rates of interest, or partial debt waiver with creditors may stabilise the cash flows. The company can refinance high-cost short-term borrowings with long-term loans or bonds. The restructuring of debt would alleviate the pressure on liquidity and reduce turnaround.
Cost rationalisation and operational restructuring: Operational reforms are supposed to go hand in hand with financial restructuring to achieve sustainability in the long run. Some might include workforce optimisation, supply chain redesign, shutting down of unproductive plants and automation. This would improve productivity and overheads and help recover finances.
[bookmark: _hcol1ed9g833][bookmark: _Toc214722845]4.2 Impact evaluation on shareholder value, debt structure, and operational flexibility
4.2.1 Impact on shareholder value
The effects of shareholder value of restructuring will be based on the trade between long-term stability, improvement in profitability and dilution (Dillak and Siburian, 2021). Divestitures can lead to a decrease in revenue followed by an improvement in profitability as the profit-losing departments are eliminated. A merger would bring about massive value in the case of synergies and enhanced competitiveness. Equity injections can de-toxic a holding, though they can serve as a vastly better way of enhancing the solvency position, mitigating financial risk or rebuilding market trust. In the medium term, the decrease in leverage and the improvement of liquidity will probably make the company worth more and bring fresh investors.
4.2.2 Impact on debt structure
The reorganisation and refinancing of debt have a direct positive effect on leverage ratios and the interest coverage (Imansyah and Mustafa, 2021). The conversion of costly short-term financing into longer-term financing will help General Electronics to minimise the refinancing risk and monthly cash outflow. Debt can be settled with the proceeds of a trade-off or an issue of equity, which reduces the total gearing. Better debt structure leads to an increase in creditworthiness, allowing the attainment of better financing conditions in future.
4.2.3 Impact on operational flexibility
The repackaged operational flexibility of divestitures and rationalisation of a plant enables the management to concentrate on the profitable and strategically significant parts (Sutrismi et al., 2024). Offering improvement in innovation and competitiveness, it is possible to enhance the technological capability and market reach through a merger or partnership. At the same time, debt culling and improved equity status provide financial leeway in investing in new products, digital transformation and working capital reforms. Also, the restructuring of operations enhances efficiency, reduces break-even levels as well and resilience in adverse economic times.
[bookmark: _wbvimjagy8t8][bookmark: _Toc214722514][bookmark: _Toc214722846]4.3 international and ethical considerations
In the context of incorporating financial restructuring plans, the association of global and ethical factors play a vital role in preventing legal adherence, maintaining a long-term vision of growth and responsible decision-making. Global functioning of the business organisations leads to the exposure of different external intricacies like tax impositions, inflationary concerns, currency volatility across borders, and so forth (Kolisnichenko, 2025). These forces can significantly influence the potential outcome of restructuring initiatives like divestitures, mergers, and the injection of equity capital.
In the international market, the role of taxation is pivotal for divestitures or cross-border merger initiatives. The variations in the rates of corporate taxes, withholding taxes, and the regulations of transfer pricing may influence profitability after financial reconstruction, according to Akinsola and Kingsley Onu (2021). For example, international business corporations adhere to Profit Shifting (BEPS) rules and OECD Base Erosion, which minimise the scope of aggressive tax planning according to Chen (2022). In this context, it can be stated that ethical tax behaviour leads to ensuring the trust of the stakeholder, while tax avoidance and erosion may affect the corporate reputation. Financial restructuring plan with the alignment of transparent tax planning and behaviour minimises legal scrutiny and prevents long-term sustainability without regulatory hazards.
In addition to this, the risk of currency fluctuation in the international market may also alter the profile of cash flow in the global firm. The market volatility in response to the exchange rate fluctuations can affect the post-merger performance, foreign-currency debt servicing, and erode repatriated earnings. Different hedging instruments, like currency swaps and forward contracts, need to align restructuring efforts that can improve volatile currency exposure. Moreover, it is crucial for the organisation to evaluate the economic climate as well in the context of analysing the competitive position.
International markets may cause inflation, which affects the accuracy of valuation, cost of operation and capital structure decision as per Cornell et al. (2021). Mergers may experience distorted expected synergies during high-inflation environments, or the proceeds of the divestiture might be driven down. The cost of borrowing is also raised by inflation and could undermine the projections of free cash flows, which can be used to evaluate the success of restructuring. The country risk premiums should be adjusted with discount rates in order to be properly valued.
Corporate Social Responsibility (CSR) and ethics are taking the place of financial decision-making. Restructuring is expected to facilitate rather than compromise the welfare of employees, environmental pledges, and the interests of society. Ethical restructuring will not lead to mass layoffs that are unsupported, will promote the disposal of assets in a responsible way, and will incorporate the ESG metrics in the financial decision-making. The international investors are increasingly rewarding companies that have good CSR provisions by reducing their capital expenses and increasing their market values (Uwakwe and Mohs, 2025).


[bookmark: _fztyowafrfkq][bookmark: _Toc214722515][bookmark: _Toc214722847]5. Investment appraisal and capital budgeting
[bookmark: _tca6mjeajee][bookmark: _Toc214722516][bookmark: _Toc214722848]5.1 Proposal of Investment Projects 
NET PRESENT VALUE (NPV)
Net present value can be considered as one of the imperative capital budgeting tools as per Sinaga et al. (2023), based on its efficacy to evaluate the profitability of investment decisions with the help of determining the discounted value of the potential future cash flows to the present time value. In this case, Project A shows the potential of deriving around £1.32m NPV within 5 years, while Project B could produce a negative outcome based on the net inflow of –£7.26m as its NPV. However, the highest NPV of £4.23m can be generated through Project C, suggesting profitable value addition for the investors. 
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Figure 9: NPV outcome of proposed projects 
(Source: Calculated by the learner)
The future value of money at the present worth is determined through net present value based on the risk-adjusted discounting factors that make it a suitable tool for organisations seeking to improve their financial performance through new investments (Chen, 2022). In the case of General Electronics, which is recently facing an economic downturn due to poor cash flow and profitability, it is crucial to consider investment projects which can enhance the net value of the business to restore its financial stability alongside corporate competitiveness. The future cash flow and the corresponding present value of the earnings of Project C reflect a robust yield, which can help the business to address market volatility and cost inflation across the global business market. 
PAYBACK PERIOD (PBP) 
The payback period is another vital capital budgeting tool that helps to examine the period of recovering initially invested capital by the company, focusing on the adjustment of liquidity in the business according to Oyelakun and Abdul-Azeez (2025). The payback period of Project A and Project C stands at 4 years, 5 months and 4 years, 7 months, respectively. Besides this, Project B would recover the money invested after the 5th year, thereby it can ensure liquidity in the 6th year. Hence, it can be stated that Project A would maintain faster liquidity.  
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Figure 10: Payback Period analysis of proposed projects 
(Source: Calculated by the learner)
In the context of utilising this capital budgeting tool, it is to be noted that this metric significantly ignores the time value of money alongside the external risk that can negatively influence the profitability of the investment plans (Sekhar, 2025). However, for the case study on General Electronics, this investment appraisal technique is highly effective to analyse the potential of cash recovery and the reflective time period, considering liquidity pressure in the business. 
ACCOUNTING RATE OF RETURN (ARR)
The profitability in line with average annual accounting earnings is evaluated with the help of the accounting rate of return as per Kadam and Singh (2021). Project A has been projected to gain 14% ARR, while 20% return can be expected from Project C. While Project C indicates favourable profitability with a higher return rate, the ARR of 0% from Project B signifies unfavorability of the respective proposal due to no value creation in the business.
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Figure 11: ARR outcome of proposed projects 
(Source: Calculated by the learner)
The strength of ARR is that it is easy to compute, and it is comparable to external measures based on ROCE (Singh, 2021). It, however, does not include cash flows and does not consider the timing of the project and does not take the time value of money into consideration. In the case of General Electronics, the company is presently witnessing the deterioration of profitability and negative returns. The higher ARR of Project C means that returns are better, especially in the later years, where huge inflows are likely to be experienced. Since the turnaround aspiration of the firm is positive, the higher the ARR of projects, the more positive the impact on earnings and shareholders. 
INTERNAL RATE OF RETURN (IRR)
The internal rate of return (IRR) determines the discount rate through the comparison of lower and higher discount rates at which the present worth of the cash flow would be equivalent to the investment (Sneps-Sneppe, 2023). Project A would generate 13% IRR, which exceeds the 10% discount rate (cost of capital), while the 12% IRR of Project C also stands above the cost of capital. However, Project B is equivalent to the discount rate with a 10% IRR. 
[image: ]
Figure 12: Comparison of the IRR outcome of proposed projects 
(Source: Calculated by the learner)
IRR is very intuitive and can easily be compared to the necessary rates of return. It, however, has a number of weaknesses, such as it presupposes reinvestment at the IRR, can create false rankings when there is capital rationing, and can disagree with NPV (Lin, 2023). In the case of General Electronics, IRR would be used to choose Project A and C, whereas NPV would show that C offers more absolute value. Besides, IRR can only be interpreted reliably with predictable cash flows, and the variable inflows of Project C will lower the reliability of IRR as compared to NPV. The IRR should not be an independent decision tool due to the financial instability of this firm and the high restructuring requirements that are high. Combined, IRR is what lends credence to the high investment quality of Project C.
PROFITABILITY INDEX (PI)
The added value per capital unit is measured through the profitability index, which is highly implemented in assessing scenarios of capital rationing according to Panigrahi (2022). The highest PI of 1.0845 is attainable by Project C, while Project A and Project B demonstrate the index at 1.0331 and 0.7582, respectively. 
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Figure 13: Profitability Index of proposed projects 
(Source: Calculated by the learner)
PI is crucial in situations where the budgets for investing are scarce, since it enables ranking the projects according to capital efficiency (CHOUDHURY, 2023). In the case of General Electronics, where liquidity pressure, high leverage, and limited working capital are the main issues, PI assists in determining investments with the highest value creation despite the money expended. High PI of Project C indicates the high inflows of cash in the long run and the high efficiency in the capital utilisation, and it is well suited to budget constraints. On the contrary, the PI of Project B being under one proves that it ought to be discarded immediately. Although PI is useful in complementing NPV in making decisions, it can give higher preference to smaller projects despite the larger projects giving higher absolute NPVs. However, the NPV-PI perspective shows clearly that Project C is the most ideal option, with Project A just being slightly viable.
[bookmark: _cg1dlv9k44f1][bookmark: _Toc214722517][bookmark: _Toc214722849]5.2 Final investment recommendation with capital rationing estimation
Assuming a capital of £60 million, investment proposals must be considered based on the higher worth, minimising risk exposure. Corresponding to the implemented capital budgeting approaches, it can be stated that Project C shows the potential of long-term financial sustainability with the highest net present value, accounting rate of return, and profitability index of £4.23m, 20%, and 1.0845, respectively. This investment project can be accepted considering the outcome of net present value and profitability index, which have been stated as highly reliable indicators for value maximisation by Lapkhanov and Kabachenko (2024).
With Project C to be funded at £50 million, this leaves only 10 million, which is not enough to fund Projects A or B. Project A yields a marginal positive value, but its PI (1.0331) remains lower than that of Project C; thus, C is the better standalone allocation in the rationing scenario. The firm therefore ought to only invest in Project C, which is the one that maximises shareholder value, that fits within the long-term corporate financial goals and is well within the 60 million capital budget limit. This strategy will guarantee an optimum use of capital and effective financial sustainability.
[bookmark: _b7tdk6khe6km][bookmark: _Toc214722518][bookmark: _Toc214722850]5.3 Justification with reference to financial performance and project risk assessment
The investment decision to consider project C is aligned with the financial performance of the organisation, alongside the risk creation position of the respective proposed plan. In the financial performance, the enterprise is currently operating with declining profitability, poor operating cash flow, working capital and liquidity pressure. In this position, it is vital for the management to focus on long-term value creation. Project C can bring the opportunity of gaining a high profitability index and net present value in comparison with other investment plans like projects A and B. 
The decision is further supported by the considerations of profitability. The company has been facing a reduction in earnings, and therefore, there is a need to undertake projects that will enhance overall returns. Project C has the best ARR (20%), which will have the greatest contribution to the long-term profitability. Conversely, negative NPV and zero ARR of Project B would dilute the shareholder wealth, whereas the returns of Project A are relatively low.
As concerning risk, Project C has some initial fluctuation in cash flows, but provides good and growing inflows afterwards, which is well within the reasonable risk of investment. Project A provides stable yet less value, and Project B cause financial risk through value destruction.
[bookmark: _x8a7r6m7pk64][bookmark: _Toc214722519][bookmark: _Toc214722851]6. Conclusion
The report concludes that the poor operational outcome and financial performance can be addressed through the proactive financial restructuring efforts with international and ethical alignment, along with disciplined capital budgeting for the consideration of investment decisions. It recommends Project C, corresponding to its strong potential for value creation and profitability in the business, and improving liquidity as well as long-term resilience to retain the trust and confidence of the stakeholders.
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Profitability Index (PI) Calculation 
[image: ]





Operating cash flow ratio (OCFR) 	
2020	2021	2022	2023	2024	0.40884630382708487	0.18581833781545942	5.0472807232310728E-2	0.15631593317943754	9.3637667334213567E-2	



Altman Z-score 

Altman Z-score [1.2A + 1.4B + 3.3C + 0.6D + 1.0E]	
2020	2021	2022	2023	2024	6.1294717805353027	5.0733988323881647	4.695149619367152	4.6922832828763745	5.8406080064996679	



Cash operating cycle	
2020	2021	2022	2023	2024	107.82880289513614	107.9844962574124	137.20442349477156	162.39653709033968	120.85386663259253	
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PROJECT A - PAYBACK PERIOD
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PROJECT C - PAYBACK PERIOD

Year| CashFlow Cumulative Cash Flow Outstanding Investment
0 -50.00 -50 50
1 5 -45 45
2 10 -35 35
3 20 -15 15
4 25 10 Recovered
5 15 25 0.6
Payback Period of C | 4+ (£15 = £25) = 4.06 years | 4 years 7 months





image9.png
PROJECT A - ARR
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