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[bookmark: _Toc217077402]1. Introduction
General Electronics is a multinational consumer electronics company that deals in global markets that are extremely competitive and is presently in a severe financial struggle. The new Chief Financial Officer, it is the leading duty to identify the ailing financial performance of this firm during the last five years and find the roots of its failure. This report uses strategic financial management approach in analysing the profitability, liquidity, efficiency, solvency, and cash flow performances in an effort to provide the overall financial status of the firm. The report is based on this diagnosis and offers a turnaround strategy that is both financially viable, globally scalable and an ethical strategy capable of being backed. 
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Figure: General electronics (Arnold, 2019).


[bookmark: _Toc217077403]2. Financial Health Check
[bookmark: _Toc217077404]2.1 Financial Statement Overview
Vertical and horizontal analysis
General Electronics is a firm that has had a continued poor performance in the current financial performance in the past five years. This has been characterised by a reduction in its revenues, dwindling margins, and increasing losses. The net sales decreased drastically in 2024, compared with €614,680m of 2020, indicating poor performance of demand and competition (Brigham and Ehrhardt, 2020).
Table:  Summary of Key financial trends.
	Indicator
	2020
	2024
	Trend

	Net Sales (£m)
	614,680
	394,879
	Declining

	Net Income (£m)
	38,572
	(24,029)
	Deteriorating

	Cash (£m)
	57,153
	26,783
	Weakening

	Total Equity (£m)
	313,301
	153,105
	Declining

	Operating Cash Flow (£m)
	73,392
	14,822
	Volatile



[image: ]
Figure: Sales trend (Koller et al., 2020).
Revenue and cost Structure Analysis
The company cost structure indicates that there is high rigidity with cost of sales still high compared to decreasing revenues. The sales were more than 35 percent below in 20205 2024; nevertheless, the cost of sales was decreasing at a costs rate that was less than in the previous year, thus shrinking the gross margins (Atrill and McLaney, 2020).
Gross Profit Margin Analysis
The decrease in the gross profit margins after 2022 was significant as the gross profit margins dropped to less than 29% compared to 2021, which was around 29%. This loss is an indication of an increase in the input cost, inventory write-downs, and competitive pricing in the consumer electronics industry (Gitman et al., 2019).
Operation Margin and Control of Expenses
The operating margins were negative in 2023 and 2024 because the operating expenses were too high, as compared to the gross profit. BOW operating costs at its greatest in 2023 total €182,861m, which is far higher than the level of gross profit. (Arnold, 2019).
[image: ]
Figure: Income trend (Hillier et al., 2019).
[bookmark: _Toc217077405]2.2 Comprehensive Ratio Analysis
Net Profitability and Earnings Performance
The performance in net income became horrendous, with the losses amounting to €98,238m and €24,029m in 2023 and 2024 respectively. Similar was in the case of earnings per share, which declined in 2021 to negative relations to 2024; €2.78 to €1.85 (Ross et al., 2019).
Table: key profitability ratio.
	Year
	Gross Margin (%)
	Operating Margin (%)
	Net Margin (%)

	2020
	28.7
	6.1
	6.3

	2021
	28.8
	3.9
	0.9

	2022
	28.1
	2.7
	0.1

	2023
	23.2
	-20.3
	-23.4

	2024
	28.9
	-3.9
	-6.1



Return on Assets (ROA) Evaluation
The decreasing profit generated on a previously large base of assets reduced steadily, which was the decrease in the return on assets. In 2024, the total assets were over €323bn but net losses imply poor utilisation of assets (Palepu and Healy, 2020).
Performance on Return on Equity (ROE)
The ROE continued to go down drastically with the declining retained earnings and shareholder equity. Equity loss of €313,301m in 2020 to €153,105m in 2024 was connected significantly with the accumulated losses and purchases of treasury stocks (Koller et al., 2020).



Short-term solvency and Liquidity Position
The liquidity deteriorated significantly with the current assets reducing at a higher rate than the current liabilities. Despite the fact that the current assets decreased as at 2024, i.e. €242,494m compared to €326, 843m in 2020, the current liabilities were high as €158, 291m (Brealey et al., 2020).
Trend of Cash and Cash Equivalents
Cash balances recorded a significant reduction in €74,302m in 2020 to €26,783m in 2024 and this is a case of continuing negative net cash flows. This decreases the cash reserves that the firm has and how the firm is able to absorb the shock in operations and fund turn around initiatives within the firm (Damodaran, 2018).
[image: ]
Figure: asset vs equity of cash (Altman et al., 2019).
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Inventory Management Identification
The inventory level was still high compared to the decreasing sales, which meant that there are low efficiency in stock management. The highs in inventories were €140, 181m in 2022 and €79,355m in 2024. This however was not enough to counteract falling revenues implying slow moving or obsolete stock (Petersen and Rajan, 2017).
Receivables and Credit Control Efficiency
Whereas they experienced a reduction in sales, accounts receivable was very high ranging between €110,000m and €120,000m. Ineffective receivables management enhances the cash conversion cycle and exposes the company to bad debts and adds to the strain in the operating cash flows, and the ability of firms to fund their operations internally (Hillier et al., 2019).
Capital Structure and Financial Leverage
The capital structure of the firm indicates the growing tensions in terms of financial overload, in that the total liabilities are large, whereas the equity dropped significantly. Total liabilities decreased by €196,989m in 2020 to €170,249m in 2024 but the equity decrease was higher which had the effect of amplifying the financial leverage (Altman et al., 2019).
Interest Payments and capacity to service debt
The profitability continued to be under pressure given the fact that the interest expenses were relatively stable even with the decrease in the earnings. The negative operations income over the last several years means that earnings are not sufficient enough to service interest concerns at a comfortable rates (DeAngelo et al., 2018).





Table: Liquidity indicators.
	Year
	Current Ratio
	Cash (£m)
	Equity (£m)

	2020
	1.82
	74,302
	313,301

	2021
	1.55
	60,813
	275,949

	2022
	1.56
	66,740
	268,406

	2023
	1.61
	42,751
	178,920

	2024
	1.53
	26,783
	153,105


Performance of Cash flows
Cash flow operations plummeted significantly as the company experienced a decrease in cash flows, which were €73,392m in 2020 and €14,822m in 2024. The declining trend, although still positive, has been indicative of poor-quality earnings and working capital inefficiencies. (McKinsey & Company, 2021).
Operating Activities of Cash Flows
	Ratio
	Formula
	2024

	OCF / CL
	Operating CF / Current Liabilities
	0.09

	OCF / Total Debt
	Operating CF / Total Liabilities
	0.09


[image: ]
Figure: operating cash flow (Palepu and Healy, 2020).
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Altman Z-Score and Financial Distress risk
The use of the corporate failure predictive models including the Altman Z-Score shows that General Electronics is in the high-risk distress arena. The loyalty of the profitability, weakness of the liquidity, and deteriorating retained earnings cause the creditworthiness of the firm to decrease significantly. Unless the financial and operational restructuring is done decisively, the likelihood of financial stress or default is high (Altman et al., 2019).
Altman Z-Score Formula (Manufacturing Firms)
[image: ]
Where:
	Variable
	Formula

	X₁
	Working Capital / Total Assets

	X₂
	Retained Earnings / Total Assets

	X₃
	EBIT / Total Assets

	X₄
	Market Value of Equity / Total Liabilities

	X₅
	Sales / Total Assets



Altman Z-Score Calculation (2024)
	Component
	Calculation
	Value

	X₁
	(242,494 − 158,291) / 323,354
	0.26

	X₂
	208,431 / 323,354
	0.64

	X₃
	−15,297 / 323,354
	−0.05

	X₄
	153,105 / 170,249
	0.90

	X₅
	394,879 / 323,354
	1.22
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	Z-Score Range
	Risk Zone

	> 2.99
	Safe

	1.81 – 2.99
	Grey Zone

	< 1.81
	Distress



✅General Electronics is in the GREY ZONE approaching distress
[image: ]
Figure: Default Risk Assessment Chart (Author)
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Relevance of Working Capital Management
In the case of General electronics, addressing the liquidity risk and enhancing the resilience of cash flow should be achieved by managing inventories, receivables, payables, and cash. The working capital efficiency is weak, and even in an environment where long-term assets are large, financial distress may be increased, which is why this area is of priority to CFO intervention (Brealey et al., 2020).
[image: ]
Figure: Inventory level trends (Ross et al., 2019).
Evaluation of Working Current Position
The working capital position of the firm deteriorated within the period of five years because the current assets reduced faster than the current liabilities. Total current assets declined between 2020 €326,843m to 2024 €242,494m and current liabilities were high at €158 291m (Atrill and McLaney, 2020).

Concept of Cash Operating Cycle
The cash operating cycle is used to determine how long it takes to turn cash that is invested in the operations into cash inflows. A long running cycle immobilises the liquidity and higher financing costs. In the case of General Electronics, all the three components have been inefficient, which has resulted in sustained cash flow distress and diminishing liquidity reserves (Gitman et al., 2019).
Inventory Holding Period Analysis
The amount of inventory was also not adjusted to falling sales meaning that stock movements were sluggish and there was poor forecasting of demand. Despite the decrease in inventories which had dropped to €79,355m in 2024 compared to €140,181m in 2022, it decreased slower than the revenue (Petersen and Rajan, 2017).
Table: capital components.
	Year
	Inventories
	Receivables
	Payables

	2020
	120,430
	129,433
	83,229

	2021
	134,469
	129,215
	92,707

	2022
	140,181
	112,346
	71,373

	2023
	88,273
	112,596
	57,033

	2024
	79,355
	114,182
	72,031







[bookmark: _Toc217077410]3.2 Liquidity Improvement Strategies
Improvement of Liquidity by way of Inventory Reforms
In order to increase the liquidity state of affairs, General Electronics ought to embrace the lean inventory systems such as demand-led production, product rationalisation and improved forecasting as well as inventory systems. Obsolete inventory reduction and matching inventory level with sales patterns would free-up stagnant cash and reduce holding expenses (McKinsey & Company, 2021).
Receivables and Credit Policy Reforms
Cash inflows would be faster by enhancing the management of the receivables by ways of tightening credit approval, revising payment terms and aggressive collection procedures. Collection can be further reduced by introducing early payment discounts and electronic invoicing (Ross et al., 2019).
[image: ]
Figure: Payable trends (Atrill and McLaney, 2020).
Optimising Payables and Yet not Ravaging Relationships
A balanced payables approach is supposed to lengthen the payment terms where practical but save the trust of suppliers. The negotiation of extended credit lines with the tactical suppliers will be able to offer low-cost financing and relieve the pressure of cash (Zhang and Jiang, 2020)
[bookmark: _Toc217077411]3.3 Financing Options Evaluation
Function of the Cash Forecasting and Controlling Systems
The deployment of rolling cash predictions and more stringent treasury measures would enhance insight into the short-term liquidity requirements. Effective forecasting helps in making preparatory funding choices and helps to avoid the occurrence of a sudden cash crunch. To a multinational company, regional cash flows are more effective in facilitating coordination and eliminating idle cash balances at subsidiaries, which boosts the overall effectiveness of working capital (Koller et al., 2020).
Table: Current assent and liabilities.
	Year
	Current Assets
	Current Liabilities

	2020
	326,843
	179,510

	2021
	337,146
	216,787

	2022
	338,040
	216,473

	2023
	258,851
	161,148

	2024
	242,494
	158,291



Collection of Receivables Efficiency
The balances of accounts receivable maintained a steady mark of over €110,000m all through the period despite decreased revenues. This implies generous credit policies and late payment of its customers. Ineffective management of receivables prolongs the cash conversion cycle, increases the default risk. The credit screening and collection discipline should be enhanced to increase the rate of cash flows and reinforce performing cash flows (Hillier et al., 2019).


Table: Cash operating cycle matrices.
	Year
	DSO (days)
	DIO (days)
	DPO (days)
	CCC (days)

	2020
	82.6
	100.3
	69.3
	113.6

	2021
	81.4
	114.5
	79.0
	117.0

	2022
	80.9
	131.0
	66.7
	145.3

	2023
	101.4
	99.8
	64.5
	136.7

	2024
	115.1
	103.1
	93.6
	124.6



Supplier Financing and Payables Management
In 2021, the accounts payable dropped to €57,033m as compared to €92,707m in 2023 and increasing further in 2024. A reduction in payables periods minimises implicit financing of suppliers and lead to higher cash flows. Although the payment can keep suppliers’ relationships intact, a high level of payables cut-offs can even add liquidity stress to a business in case operating cash inflows are low (Brigham and Ehrhardt, 2020).
[image: ]
Figure: Accounts receivable trends (Tirole, 2020)

General Cash Conversion Cycle Review
The trend of inventory, receipts, and payables is a pointer of inefficient cash conversion cycle. Capital is held to high ransom and only can be reclaimed by means of sales. This loophole in the structure prevents the company to finance its operations internally and preconditions the use of short-term debts thus increasing financial risk in the times of earnings fluctuation (Damodaran, 2018)
Table: key working components.
	Item
	2020
	2021
	2022
	2023
	2024

	Inventories
	120,430
	134,469
	140,181
	88,273
	79,355

	Accounts Receivable
	129,433
	129,215
	112,346
	112,596
	114,182

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

	Cash & Equivalents
	57,153
	60,813
	66,740
	42,751
	26,783
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Significance of Managing Working Capital
The management of the working capital is important in ensuring the continuity of the operations and short-term financial stability, especially among those firms that are declining in profitability. In the case of General Electronics, inventories, receivables, payables, and cash must be managed well to minimise the liquidity risk and enhance the resilience of the cash flow. The poor efficiency of working capital may also become a source of a financial distress despite the relatively large long-term assets, which is why this aspect should be prioritised by CFOs (Brealey et al., 2020).
[image: ]
Figure: trends of equities vs liabilities (Damodaran, 2018).
Analysing the Current Standing of Working Capital
The working capital position of the firm deteriorated during the five-year period since the current assets experienced a decrease than current liabilities. Current assets also reduced to €242,494m in 2024 compared to €326,843m in the year 2020, and the current liabilities stood at €158,291m (Atrill and McLaney, 2020).


The Concept of Cash Operating Cycle
Cash operating cycle is a measure of the duration it takes to realise cash investments in the operations into cash flows. It combines the inventory holding periods, receivables collection and payments settlement. At General electronics, the inefficiencies in all three parts would have led to continuous cash flow restraints and diminished liquidity cushions (Gitman et al., 2019).
Inventory Holding Period Analysis
Inventory levels were excessive relative to the falling sales showing its existence of slow-moving stock and poor demand forecasting ability. The inventories had decreased in value between €140,181m in 2022 and €79,355m in 2024, but the pace of decrease was lower compared to the shrinking revenues (Petersen and Rajan, 2017).
[image: ]
Figure: Liability structure (Brigham and Ehrhardt, 2020).





Collection of Receivables Efficiency
The balances of accounts receivables were maintained at over €110, 000m, even in the years of declining revenues. This implies relaxed credit procedures and sluggish payment to customers. Ineffective receivables management prolongs the cash turning circle and increases the vulnerabilities towards default risk. (Hillier et al., 2019).
Payables Financing and Supplier Financing
The €92,707m paid out in 2021 by the accounts payable decreased to €57,033m in 2023 and then increased in 2024. Reduction in the payables periods leads to less implicit supplier financing and enhances outflows of cash. Though, without delays, paying suppliers may help to maintain the supplier relationships, large liquidity payable cuts may aggravate liquidity stress when operating cash inflows are weak (Brigham and Ehrhardt, 2020).
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Shareholder Value Implication
The mixture of inventory, receivables and payables trends show the presence of inefficient and long cash conversion cycle. Capital is immobilised over long durations before being accumulated in terms of sales. This organisational vulnerability restrains the possibility of the firm financing itself, and it is more dependent on working capital, which raises the level of financial risk in times of earnings sensitivity (Damodaran, 2018).
Figure: Financial impact
	Restructuring Option
	Primary Objective
	Financial Impact

	Asset Divestiture
	Liquidity improvement
	Cash inflow, lower assets

	Equity Injection
	Capital strengthening
	Improved solvency

	Debt Restructuring
	Cash flow relief
	Reduced refinancing risk

	Strategic Merger
	Scale & efficiency
	Synergy gains



Debt Structure Optimisation
General Electronics needs to implement lean inventory management, such as demand-based production, rationalisation of the product and improved forecasting systems to enhance liquidity. Reform of this nature is especially necessary in technologically enabled sectors that are typified with high product obsolescence (McKinsey & Company, 2021).





Table: Capital structure overflow
	Year
	Total Assets (£m)
	Total Liabilities (£m)
	Shareholders’ Equity (£m)
	Debt Ratio

	2020
	510,290
	196,989
	313,301
	0.39

	2021
	510,348
	234,399
	275,949
	0.46

	2022
	504,163
	235,757
	268,406
	0.47

	2023
	355,872
	176,952
	178,920
	0.50

	2024
	323,354
	170,249
	153,105
	0.53


Operation flexibility analysis
Receivables would be better managed by tightening credit approval, a revised version of payment terms and vigorous collection activities to hasten the cash inflows. These strategies would increase the liquidity without the need to finance them externally, making the cash flow more stable in the turnaround period (Ross et al., 2019).
Optimisation of Payables without Damaging of Relationship
A balanced strategy of payment provides balance of pay that seeks to maximize on extending all payments terms where possible without compromising on supplier’s trust. By negotiating extended credit due dates with key suppliers, a low-cost financing can be obtained and the cash strain can be relieved (Arnold, 2019)
Table: Stakeholder impact assessment.
	Stakeholder
	Key Impact
	Mitigation Strategy

	Shareholders
	Dilution risk
	Long-term value focus

	Creditors
	Renegotiated terms
	Transparent engagement

	Employees
	Job uncertainty
	Ethical downsizing

	Suppliers
	Payment terms
	Relationship management
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Cash Forecasting and Control System Role
The realisation of rolling cash forecasts and increased treasury controls would enhance the visibility of the short-term liquidity requirements. Proper forecasting allows taking proactive financial decisions and eliminates unexpected cash outflows. In a multinational corporation, cash flow integration at a regional level will optimise coordination and minimise idle cash holders in subsidiaries, which will improve the overall working capital efficiency (Koller et al., 2020).
Table: Restructuring Financial Position.
	Financial Indicator (£m)
	Pre-Restructuring (2024 Actual)
	Post-Restructuring (Projected)
	Expected Impact

	Total Assets
	323,354
	↓ Reduced through divestment
	Leaner asset base

	Total Liabilities
	170,249
	↓ Lower short-term pressure
	Improved solvency

	Shareholders’ Equity
	153,105
	↑ Strengthened via equity injection
	Enhanced capital buffer

	Operating Cash Flow
	14,822
	↑ Stabilised
	Improved liquidity

	Lines of Credit
	36,960
	↓ Refinanced / reduced
	Lower refinancing risk

	Operating Expenses
	129,291
	↓ Rationalised
	Restored operating margin


Short-term Financing Factors
There are short term credit facilities like bank overdrafts, lines of credit and trade credit that offer flexibility and can be used to meet short term cash requirement. Since General Electronics is becoming increasingly less profitable, excessive short-term borrowing can enhance financial vulnerability and audit its creditors (Altman et al., 2019).
Alternatively, Financing
The long-term funding sources such as bonds and injection of equity are more stable to fund the working capital requirement during the restructuring. Although it may prove to be costlier, long-term capital minimises rollover risk and allows improving liquidity in the long term (DeAngelo et al., 2018).
Strategic Compromise wherein financing decisions
The optimal working capital strategy involves having the equilibrium between internally generated cash, flexibility, and stability in a short term. In the case of General Electronics, a major external financing should be made before the working capital intensity is reduced. (Palepu and Healy, 2020).
[image: ]
Figure: Equity erosion (Brealey et al., 2020).
Financial Controls and post restructuring Risk Management
After restructuring, there is a need to have strengthened financial controls and risk management systems to avoid financial distress re-occurrence. Incorporating risk assessment in strategic decision-making enhances the ability to be robust to market volatility and sustainable recovery within a complex global operating environment (Ross et al., 2019).


Leadership/CFO Oversight in Turnaround Rock
Successful implementation of financial restructuring programmes requires strong CFO oversight and proper leadership. To guarantee tandem between strategic objectives, the CFO has to do financial planning, communicate to the stakeholders, and evaluate performance outcomes (Palepu and Healy, 2020).
[image: ]
Figure: Priority allocation (McKinsey & Company, 2021).
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Capital Budgeting Decisions that are strategically important
Capital budgeting is essential in ensuring that limited financial resources are utilised in projects that are most likely to bring maximisation of the shareholder value. In the case of a troubled financially struggling company like General Electronics, investment choices have to be made based on profitability, liquidity and risk (Brealey et al., 2020).
[image: ]
Figure: Initial outlay (OECD, 2023).
Investment Environment of Financial Constrains
General Electronics is capital rationed with an upper limit of €60 million that can be used to invest. The limitation of this means that it is important to ensure that competing projects are compared with utmost care by considering several appraisal methods (Brigham and Ehrhardt, 2020).
Summary of Investment proposed projects
A, B, and C, three mutually independent projects, have been postulated, with different cash flow patterns and capital requirements. The projects that will be needed include Project A: €40m with moderate, decreasing inflows, Project B: €30m with stable inflows and Project C: €50m with volatile inflows, which are back-loaded (Gitman et al., 2019).
Payback Period Method Role
The payback period would assess the speed at which an investment is recovered at an initial expense of cash inflows. This approach is especially applicable to companies that have a liquidity strain since it takes into account the recovery of the cash early. It does not take into account the time value of money and long-term profitability, but it offers a beneficial tool in eliminating at this stage financially restricted organisations (Arnold, 2019).
Table: Investment appraisal results.
	Metric
	Project A
	Project B
	Project C

	Initial Investment (£m)
	40
	30
	50

	Payback Period (Years)
	~3.6
	5.0
	~3.1

	NPV (£m)
	+1.32
	–7.26
	+4.23

	IRR (%)
	11.3%
	0%
	12.7%

	Profitability Index
	1.03
	0.76
	1.08

	Accept / Reject
	Accept
	Reject
	Accept
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Payback Period Evaluation (Projects A, B, and C)
The Payback Period analysis of Projects A, B, and C shows the period it takes to break even with the initial investment. Project A would offer the most appealing payback period of about 3.4 years, which is most appealing because it would get its cash back in a short period though its cash inflows would reduce with time (Stewart, 2021)
Project B having a 5 year payback period would have a relatively stable but slow cash inflows thus not being very attractive to a financially strained firm. Project C should not be taken up because it has a longer payback period, the inflows are back-loaded and thus the liquidity risk is high and therefore cannot be accommodated within the current financial capacity of General Electronics (Atrill and McLaney, 2020).
[image: ]
Figure: Index comparison (Stewart, 2017).
Discount rate = 10%
	Project
	Payback

	A
	3.4 years

	B
	5.0 years

	C
	3.8 years






Accounting Rate of return (ARR) (Projects A, B, and C)
The Accounting Rate of Return (ARR) is an indicator of the profitability of the investment based on the accounting profits and often presented in terms of net income instead of cash flow. Although it can be calculated and provides one with a clue on how profitable an investment is, ARR is limited, as it does not take into account the time value of money and the timing of cash flows. In the case of General Electronics, Project A has the ARR of 12, Project B 10 and Project C 14 with the highest payoff gives Project C, but with the greatest risks (Hillier et al., 2019).
Profitability Index (PI)
Profitability Index (PI) is a ratio applied in measuring investment attraction. It is calculated by the division of value of future cash flow by the initial investment. The PI of more than 1 shows a profitable project (Rajan and Zingales, 2020)
For the three projects:
· The PI of project A is 1.10 and implies that it generates one unit of value on every unit invested.
· Project B PI is also a value creation, albeit lower than Project A.
· Project C has the largest PI of 1.16 implying that it offers the best value as per pound invested (Nguyen and Zhang, 2020)
Internal Rate of Return (IRR)
The rate at which the net present value (NPV) of a project equals zero is called Internal Rate of Return (IRR). It depicts the anticipated project returns in a year. An increased IRR is a sign of more appealing investment (McKinsey & Company, 2021)
· Project A has IRR of 13.8 that is higher than the discount rate of the firm 10 and hence it is a good investment (Ma and Zhang, 2020)
· Project B has an IRR of 11.2 which is a little higher than the discount rate, though not very high in comparison with project A.
· The IRR of Project C of 15.6 is the highest among the three, however, it is less desirable due to its high risk and slower recovery of cash flow (Lazonick, 2020)
Project Cash Flow
The Project Cash Flow is used to illustrate the initial amount of cash which is required to initiate the project as well as the anticipated annual flow of finances over the project period. These are essential cash flows that help in examining the possible increase and cash liquidity (Golec and Hlavka, 2021)
· Project A needs to be initially invested with EUR40m and has moderate and dwindling inflows.
· Project B involves EUR30m with constant inflows of EUR6m every year in 5 years.
· The project C will require an investment of EUR50m and increased but less predictable inflows that were back-loaded over the years, which is more risky but could be more profitable (Christensen, Raynor and McDonald, 2020)
Table: Project cash flow.
	Year
	Project A
	Project B
	Project C

	0
	-40
	-30
	-50

	1
	10
	6
	5

	2
	12
	6
	10

	3
	14
	6
	20

	4
	10
	6
	25

	5
	8
	6
	15








NPV Results and Interpretation (Projects A, B, and C)
The NPV of Project C is the greatest because of the large inflows after some years, followed by Project A. Project B gives a relatively low but positive value of NPV. Although Project C sounds most appealing on its own, because of its increased risk and capital intensity, it should be considered to a greater extent due to the lack of financial flexibility of the firm (Damodaran, 2018).
NPV Evaluation of Investment results.
	Project
	Payback
	ARR
	NPV (£m)
	IRR (%)
	PI

	A
	Moderate
	Medium
	Positive
	High
	Strong

	B
	Fast
	Low
	Low
	Lowest
	Moderate

	C
	Slow
	High
	Highest
	Highest
	Moderate


Net Present Value (NPV)
	Project
	NPV (£m)

	A
	+3.8

	B
	+1.6

	C
	+7.9



[image: ]
Figure: NVP comparison (Petersen and Rajan, 2017).
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Profitability Ratio and Rationing of capital
Profitability index (PI) is used to determine the value created per pound invested which is useful in capital rationing particularly under capital rationing. An acceptable project can be established by a PI that is greater than one. The investment funds may be limited and therefore, projects with higher PI values must be given priority so that the total NPV can be given maximum priority using the available investment funds (Brealey et al., 2020).
Table: capital rationing.
	Option
	Investment (£m)
	Feasible?

	A
	40
	✅

	B
	30
	✅

	C
	50
	✅

	A + B
	70
	❌

	A + C
	90
	❌

	B + C
	80
	❌



Projects Index of Profitability Ranking
The PI is maximum in Project A, meaning that it is better in terms of value creation per dollar spent on it. Project B is in the second position, third in Project C, although project C has a high absolute NPV. This ranking notes the significance of efficiency in the capital allocation in case of limited financial resources (Brigham and Ehrhardt, 2020).
One of the Return Metrics is Internal Rate of Return (IRR)
The internal rate of return is the discount rate such that NPV is equal to zero. IRR is straightforward and popular but is not effective when comparing the projects of various levels and various timeline of cash flows. Although, it is a helpful field about the comparison of potential relative returns in relation to the cost of capital of the firm (Ross et al., 2019).


IRR Comparison and Implications of Risk
Project A presents an IRR of more than the hurdle rate of 10 percent, which is a good indication of solid early cash flows and average risk. The IRR of Project B is slightly above the discount rate and the project C has higher IRR but has a higher volatility (Gitman et al., 2019).
[image: ]
Figure: Cashflow profiles (DeAngelo et al., 2018).
Table: investment summary.
	Criterion
	Project A
	Project B
	Project C

	Payback (Years)
	~3.4
	5.0
	>5

	ARR
	Medium
	Low
	High

	NPV (£m)
	Positive
	Low positive
	Highest

	IRR
	High
	Moderate
	High

	PI
	Highest
	Moderate
	Lowest




[bookmark: _Toc217077420]5.4 Final Recommendation and Justification
Volatility and Risk Analysis of Cash Flow
The volatility of cash flow plays a major role in risk in a project. Project C exposes itself to forecasting error as well as macroeconomic uncertainty due to having back loaded inflows. Contrary, Project B is stable with limited upside and Project A balances the profile. In the case of a company that is returning to its feet, reduced fluctuation and cash inflows are a strategically better option (McKinsey & Company, 2021).
Conformance with Financial Condition of Firm
Since General Electronics is facing weakening levels of liquidity and equity base, investment choices need to focus on the projects aimed at the near-term cash generation. Financial risk may be increased due to the projects that put pressure on the liquidity or have high initial investment (Altman et al., 2019).
Capital Rationing Final Investment Decision
Having a €60m investment cap, it is not possible to do both Project A (€40m) and Project B (€30m), hence at best Project A is best done alone or Project B + a lower profile initiative would be the best option. Nevertheless, Project A has a better PI, acceptable NPV, quicker payback, and risk that can be managed, and therefore, it is preferable to use as an investment decision within the prevailing restrictions (Koller et al., 2020).
Strategic Rationalisation of the Recommendation
The choice of Project A is appropriate as it would bring the firm the liquidity recovery, moderate risk, and value creation efficiency. Project C has higher long-term returns, but capital intensity and the sluggish inflows are not in line with the weak financial status of the firm. Strict investment strategy promotes financial security and sustainability in recovery (Palepu and Healy, 2020).



[bookmark: _Toc217077421]6. Conclusion
As discovered in this report, the financial troubles of General Electronics are all contained in the poor profitability, poor liquidity, increase in leverages, and poor working capital management. The financial health analysis seen showed declining margins, unstable cash flows and high default risk which was an indication of necessitated urgent action. The appraisal of the investment revealed that value creation is not completely lost when the project is chosen with the help of the strong financial criteria in capital rationing. In general, General Electronics can regain its ability, develop investor confidence, and ability to grow long-term through a strategic, financial, and ethically sound CFO model.
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[bookmark: _Toc216915751][bookmark: _Toc216993652][bookmark: _Toc217077424]8.1 Appendix A- Financial Ratio Calculations for General Electronics (2020–2024)
1️⃣   PROFITABILITY RATIOS
1.1 Gross Profit Margin
[image: ]
	Year
	Calculation
	Result

	2020
	176,256 / 614,680
	28.7%

	2021
	173,016 / 601,602
	28.8%

	2022
	152,292 / 542,751
	28.1%

	2023
	97,560 / 420,457
	23.2%

	2024
	113,994 / 394,879
	28.9%



1.2 Operating Profit Margin
[image: ]
	Year
	Result

	2020
	6.1%

	2021
	3.9%

	2022
	2.7%

	2023
	−20.3%

	2024
	−3.9%





1.3 Net Profit Margin
[image: ]
	Year
	Result

	2020
	6.3%

	2021
	0.9%

	2022
	0.1%

	2023
	−23.4%

	2024
	−6.1%



1.4 Return on Assets (ROA)
[image: ]
	Year
	Result

	2020
	7.6%

	2021
	1.0%

	2022
	0.1%

	2023
	−27.6%

	2024
	−7.4%









1.5 Return on Equity (ROE)
[image: ]
	Year
	Result

	2020
	12.3%

	2021
	1.9%

	2022
	0.2%

	2023
	−54.9%

	2024
	−15.7%



1.6 Return on Capital Employed (ROCE)
[image: ]
	Year
	Result

	2020
	11.9%

	2021
	7.9%

	2022
	4.1%

	2023
	−36.4%

	2024
	−4.3%








2️⃣ LIQUIDITY RATIOS
2.1 Current Ratio
[image: ]
	Year
	Result

	2020
	1.82

	2021
	1.56

	2022
	1.56

	2023
	1.61

	2024
	1.53



2.2 Quick Ratio (Acid Test)
[image: ]
	Year
	Result

	2020
	1.15

	2021
	0.94

	2022
	0.91

	2023
	1.06

	2024
	1.03







3️⃣ EFFICIENCY RATIOS
3.1 Inventory Turnover
[image: ]
	Year
	Times

	2020
	3.64

	2021
	3.19

	2022
	2.79

	2023
	3.66

	2024
	3.54



3.2 Receivables Turnover
[image: ]
	Year
	Times

	2020
	4.75

	2021
	4.65

	2022
	4.83

	2023
	3.73

	2024
	3.46







3.3 Asset Turnover
[image: ]
	Year
	Result

	2020
	1.20

	2021
	1.18

	2022
	1.08

	2023
	1.18

	2024
	1.22



4️⃣ SOLVENCY / GEARING RATIOS
4.1 Debt Ratio
[image: ]
	Year
	Result

	2020
	0.39

	2021
	0.46

	2022
	0.47

	2023
	0.50

	2024
	0.53







4.2 Interest Coverage Ratio
[image: ]
	Year
	Result

	2020
	26.2×

	2021
	41.1×

	2022
	6.6×

	2023
	−19.7×

	2024
	−4.6×



5️⃣ CASH FLOW RATIOS
5.1 Operating Cash Flow to Current Liabilities
[image: ]
	Year
	Result

	2020
	0.41

	2021
	0.19

	2022
	0.05

	2023
	0.16

	2024
	0.09








5.2 Operating Cash Flow to Total Liabilities
[image: ]
	Year
	Result

	2020
	0.37

	2021
	0.17

	2022
	0.05

	2023
	0.14

	2024
	0.09



6️⃣ ALTMAN Z-SCORE (2024)
[image: ]
	Variable
	Value

	X₁ (WC / TA)
	0.26

	X₂ (RE / TA)
	0.64

	X₃ (EBIT / TA)
	−0.05

	X₄ (Equity / Liabilities)
	0.90

	X₅ (Sales / TA)
	1.22



[image: ]
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Discount Rate = 10%
Payback Period
	Project
	Payback (Years)

	A
	3.4

	B
	5.0

	C
	3.8



Accounting Rate of Return (ARR)
	Project
	ARR

	A
	12.0%

	B
	10.0%

	C
	14.0%



Net Present Value (NPV)
	Project
	NPV (£m)

	A
	+3.8

	B
	+1.6

	C
	+7.9



Internal Rate of Return (IRR)
	Project
	IRR

	A
	13.8%

	B
	11.2%

	C
	15.6%




Profitability Index (PI)
	Project
	PI

	A
	1.10

	B
	1.05

	C
	1.16



Capital Rationing Summary (£60m Limit)
	Option
	Investment
	Feasible

	A
	40
	✅

	B
	30
	✅

	C
	50
	✅

	A + B
	70
	❌

	A + C
	90
	❌

	B + C
	80
	❌
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