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[bookmark: _Toc217080727]Introduction
In this report, a general financial health check of GENERAL ELECTRONICS is carried out whereby its overall financial performance over the last five years is analyzed to determine its weaknesses of structure, liquidity strains, and risk of being inadequately solvent. By using the analysis of financial statements and ratios, such as profitability, liquidity, efficiency, gearing, and cash-flow indicators, the analysis shows a decrease of the margins of the company, its worsening cash position, increasing leverage. Special focus is placed on the long Cash Operating Cycle due to high days sales of inventory (DSI) and increasing days sales outstanding (DSO) which are indications of operational inefficiencies and decreasing liquidity (Altman, Hotchkiss and Wang, 2019). The Altman Z-Score also shows that GENERAL ELECTRONICS lies in the gray area of being financially troubled. Based on these, the report assesses strategic alternatives including working-capital reforms, divestiture, equity recapitalization and possible mergers or alliances. Lastly, capital-budgeting tools, such NPV, IRR, PI, ARR, and PBP are used as a guide to make investment choices that are subject to capital-rationing.



1. [bookmark: _Toc217080728]Financial Health Check of General Electronics 
This Financial Health Check is a critical assessment of the financial performance of General Electronics of the last five years through the financial statement given. This is to determine the existing background financial trends, strengths, weaknesses, and threats of the firm (Altman, Hotchkiss and Wang, 2019). The section ends with an analysis of the risk of corporate failure of GENERAL ELECTRONICS based on Altman Z-Score model. The calculations of ratios in detail are shown in Appendix (Tables 1-19).
[bookmark: _Toc217080729]1.1 Analysis of Financial Statements
An examination of the income statement of GENERAL ELECTRONICS indicates that the company experienced significant negative changes in net sales in the period between 2020 and 2024, with a reduction in net sales levels to £394.9bn in 2024, which is one of the adverse signs of the weakened market positions and loss of competitive integration. The cost of sales decreased at a lower rate as compared to revenue, which added to the varying margins. In 2023, operating expenses increased as a result of an impairment charge of goodwill in the value of about 49bn, leading to hefty operating losses (McKinsey & Company, 2023).
In the balance sheet, the total assets are decreasing as they were in 2020 (£510bn) and 2024 (£323bn) due tdo the asset impairments and decreased investment. Cash and cash equivalents reduced drastically, and inventory declined after 2022, which is also in line with the attempts at stocks reduction. In the meantime, the level of current liabilities was very impressive, and the total liabilities amounted to more than £170bn in 2024, which enhances the leverage of GENERAL ELECTRONICS (Deloitte, 2023).
The cash flow statement shows that there was positive but declining operating cash flows, which dropped down to 14.8bn in 2024 as compared to 73bn in 2020. Capital spending decreased in response to cash preservation over the years, though the overall free cash flow decreased due to decreasing profitability and associated activity in restructuring. Put together, the financial reports show a company that is facing a prolonged revenue contraction, constrained liquidity, increased leverage and poor profitability.
[bookmark: _Toc217080730]1.2 Ratio Analysis
A full ratio analysis has been performed across six major categories. All results and calculations are provided in the Appendix.
[bookmark: _Toc217080731]1.2.1 Profitability Ratios
Profitability ratios assess GENERAL ELECTRONICS ’s ability to convert revenue into profit.
Gross Profit Margin: Gross margin did not decrease and was about 28% in 2020 through 2022, and declined to 23.2% in 2023 and continued to increase to 28.9% in 2024 (Appendix Table 1). The lower quarterly performance can be attributed to the high-cost pressure, inventory write-down and poor pricing in 2023 (Brigham and Ehrhardt, 2022).
Operating Profit Margin: The operating margins are heavily worsened. The margin of GENERAL ELECTRONICS decreased to 2.7% in 2022, and then became significantly negative (−20.3) in 2023, followed by a slight improvement to -3.9 in 2024, as a result of the massive impairment of assets (Table 2). This validates the existence of structural vulnerabilities of cost management and poor control of overhead management.
Net Profit Margin: Although net margins went down to almost zero in 2022, they then plummeted to massive losses in 2023 (−23.4%), and 2024 (−6.1) (Table 3). The negative net margin persistence points to the value destruction to shareholders (Drury, 2021).
Return on Assets (ROA): In 2020, ROA stood at 7.6% and in 2022; it deteriorated to nearly zero (−1.9), followed by a sharp negative in 2023 (−27.6) and a negative value in 2024 (−7.4) (Table 4). This indicates that the asset base of GENERAL ELECTRONICS is not able to provide sufficient returns anymore.
Return on Equity (ROE): ROE has decreased to nearly zero in 2022 and then to negative 54.9 in 2023 as a result of significant losses, and then to negative 15.7 in 2024 (Table 5). This amounts to great annihilation of shareholder value.
All the measures of profitability are worse off, with the continued losses and poor margins proving the existence of significant strategic and operational drawbacks.
[bookmark: _Toc217080732]1.2.2 Liquidity Ratios
Liquidity ratios are the ratios that determine the capacity of GENERAL ELECTRONICS to fulfil the immediate debt.
Current Ratio: The current ratio of GENERAL ELECTRONICS decreased in 2024 compared to 2020 when the company had the current ratio of 1.82 (Table 6). This negative trend is an indication of the reduced ability to meet short-term obligations.
Quick Ratio: The quick ratio was less than 1.0 starting the year 2022 and it was in 2024 that it finally closed at 0.96 (Table 7). A current ratio that is lower than 1 depicts that GENERAL ELECTRONICS is unable to meet short term obligations without using inventory sales (Bain & Company, 2023).
Cash Ratio: Cash ratio declined drastically with 0.32 in 2020 to 0.17 in 2024 (Table 8), which means it was highly dependent on external financing and less resilient to liquidity. The liquidity is becoming weaker, and GENERAL ELECTRONICS is more and more relying on the short-term debt to finance its operations.
[bookmark: _Toc217080733]1.2.3 Efficiency Ratios
Inventory Turnover and DSI: The level of inventory turnover decreased in 2020 (3.64) to the lowest point in 2022 (2.79), then slightly rose (Table 9). On the other hand, Days Sales of Inventory (DSI) went up to 131 days in 2022 compared to 100 days in 2020, indicating low-turnover inventory (Table 10). Inventory management is also inefficient despite the fact that DSI has stabilized to 103 days in 2024.
Receivables Turnover & DSO: Table 11 shows that the flow of receivables slowed down since 4.75 in 2020 to 3.46 in 2024, whereas Table 12 reveals that Days Sales Outstanding (DSO) increased to 105 days in 2024 (Table 12). The growing DSO shows a decrease in customer payments and weakened credit control (Moody’s Analytics, 2023).
Productivity has declined with regard to the working capital aspects. This is because cash is held up in receivables and inventory and it increases the cash-conversion cycle.
[bookmark: _Toc217080734]1.2.4 Gearing and Solvency Ratios
Gearing ratios determine the financial risk and financial stability of GENERAL ELECTRONICS over the long term.
Debt-to-Equity Ratio: This ratio rose to 1.11 in 2024 after 0.63 in 2020 (Table 13). GENERAL ELECTRONICS currently stands in a better position than it was during the period under review.
Debt Ratio: The current ratio of assets funded by liabilities rose by 0.39 to 0.53 in 2020 to 2024 (Table 14), which represents an increase in solvency risk.
Interest Coverage: There was a decline in the interest coverage to negative values in 2023 and 2024 (Table 15). This implies that GENERAL ELECTRONICS cannot cover interest payable using operating profit which exposes it to high-levels of default (PwC, 2023).
The solvency position of GENERAL ELECTRONICS has deteriorated much and their leverage is high and their profit is too little to cover their debt.
[bookmark: _Toc217080735]1.2.5 Investment Ratios
Earnings per Share (EPS): EPS decelerated bad between PS 2.78 in 2020 and close to zero in 2022 before increasing in large negative amounts in 2023 and 2024 (Table 16). Constant low EPS reduces shareholder confidence and equity financing accessibility is curtailed.
[bookmark: _Toc217080736]1.2.6 Cash Flow Ratios
Operating Cash Flow to Sales: The ratio declined by 11.9 in 2020 to 3.8 in 2024 (Table 17). The dwindling operating cash flow as compared to revenue is indicative of a waning operational strength.
Free Cash Flow: Free cash flow decreased with a wide margin in 2020 (PS 56.5bn) to 2024 (PS 10.3bn) and even became negative in 2022 (Table 18). Reduction of free cash flow diminishes the ability of GENERAL ELECTRONICS to invest or repay debt; or to absorb shocks.
[bookmark: _Toc217080737]1.3 Trends, Strengths, and Threats
Among some disturbing trends that the company is undergoing, there is further reduction in revenue and margins, and the operating and net losses have recorded a consistent decline over the last two years. It has become more dependent on short-term borrowing, which has undermined its overall liquidity and solvency and poor management of working capital has led to longer terms of its cash cycles and increased pressure on its day-to-day business operations (Ross, Westerfield and Jordan, 2020).
Despite these weaknesses, the company has valuable strengths. It has had positive operating cash flow within a period of five years and its gross margin has demonstrated some improvement in 2024. The balance sheet is also cushioned by large asset base, global operations and high retained earnings.
Simultaneously, the company is exposed to increasing risks like negative interest cover, increasing default risk and increased leverage and decreasing equity. The decreased speed of collection of receivables is also increasing liquidity pressure and may trigger debt covenant violations (IFRS Foundation, 2023). Moreover, the negative EPS is undermining investor confidence, and the erosion of the market share is happening slowly through diminishing sales.

[bookmark: _Toc217080738]1.4 Corporate Failure Prediction (Altman Z-Score)
The Altman Z-Score for GENERAL ELECTRONICS in 2024, calculated using the components in Appendix Table 19, is approximately:
Z ≈ 2.11
Interpretation:
· Z > 2.99: Safe zone
· 1.81–2.99: Gray zone
· < 1.81: Distress zone
The score of GENERAL ELECTRONICS of 2.11 puts it under the gray zone which means that it is in a high risk of being in financial distress. The score is most debilitating by the negative EBIT component (the operating losses). Although GENERAL ELECTRONICS is not in the distress zone yet, the further losses or additional liquidity aggravation of the situation are likely to place the company in the zone of excessive default-risk (Ross, Westerfield and Jordan, 2020).
The Financial Health Check shows a firm which is in deep financial distress. GENERAL ELECTRONICS has had a meltdown in the profitability, deteriorating liquidity, low working capital efficiency and growing leverage. The fact that it cannot meet interest expenses on operating earnings is a real cause of alarm. The Altman Z-Score validates high distress risk and indicates an occurrence of urgency in strategic intervention. These results give the analytical basis to the turnaround strategy and investment decision taken in subsequent sections.





[bookmark: _Toc217080739]2. Working Capital Management Analysis 
The management of the working capital is very essential to General Electronics because the liquidity is reduced, the leverage increases and operating cash flow is decreasing. In this section, the Cash Operating Cycle (COC) of the company was examined in the last five years with the help of DSO, DSI and DPO.
[bookmark: _Toc217080740]2.1 Cash Operating Cycle (COC) Analysis
COC=DSO+DIO−DPO
Where:
· DSI = Days Sales of Inventory
· DSO = Days Sales Outstanding
· DPO = Days Payables Outstanding
· Here is a shorter, clearer version:

The Cash Operating Cycle of GENERAL ELECTRONICS (88-95 days; Appendix 20-21) indicates that the company keeps its cash tied up in operations almost three months in length- long compared with industry average. A significant problem is the inefficiency of inventory: DSI went to the highest point of 131 days in 2022 and continues to be higher than 100 days, which reflects the slow turnover and overstocking (Atrill and McLaney, 2022). The situation has also deteriorated in terms of receivables collection and DSO has increased to 105 days in 2024 (as compared to 77 days in 2020) because of ineffective credit discipline. The only temporary solution is to make DPO 120 days the only one, yet this makes the suppliers more dependent, and the relations with them may become unsatisfactory in the future. Also, the COC is much higher than the industry average of 35-60 days, which indicates that the large amount of cash is on waiting (ICAEW, 2022). This supports the financial health check results that the low working-capital efficiency is a significant contributor to the liquidity stress of GENERAL ELECTRONICS.
[bookmark: _Toc217080741]2.2 Strategies to Improve Liquidity Through Working Capital Reforms
Given the inefficiencies highlighted, GENERAL ELECTRONICS must adopt aggressive working capital reforms to stabilize liquidity. Recommended strategies include:
[bookmark: _Toc217080742]2.2.1 Inventory Management Reforms
GENERAL ELECTRONICS should adopt demand-driven forecasting (DDMRP) to align production with real demand and cut excess inventory. Rationalising the SKU portfolio to remove low-margin, slow-moving items will also lower operational load and reduce DSI. The company can further minimise inventory levels through Just-in-Time procurement, supported by stronger supplier resilience via multi-sourcing, closer partnerships, and adequate safety stocks (Financial Times, 2023). Using real-time analytics, IoT, and AI will improve supply-chain visibility and optimise current stock. Together, these measures could bring DSI down from 100+ days to below 70 days within two years, easing liquidity pressure and improving working-capital efficiency.
[bookmark: _Toc217080743]2.2.2 Receivables Management Reforms
GENERAL ELECTRONICS needs to implement demand-driven forecasting (DDMRP) in order to match production and actual demand to eliminate excess stock. Operational load will also be reduced by rationalising the SKU portfolio to eliminate low-margin, slow-moving items and will reduce DSI. To reduce inventory the company can also use Just-in-Time procurement but with a greater supplier resiliency, as a result of multi-sourcing, closer ties including distinct partnership and sufficient safety stocks (S&P Global, 2024). IoT, real-time analytics and AI will be used to enhance supply-chain visibility and optimise the existing stock. All of these would allow reducing DSI by 100 plus down to less than 70 days in two years, reliving liquidity strain, and enhancing working-capital efficiency. They can also implement payable management reforms.
[bookmark: _Toc217080744]2.3 Short-Term vs Long-Term Financing Options 
Strengthening liquidity requires an efficient financing strategy.
Below is an analysis tailored to GENERAL ELECTRONICS ’s weakened financial condition.
[bookmark: _Toc217080745]2.3.1 Short-Term Financing Options
There are a number of short-term financing opportunities available to General Electronics, with their own advantages and disadvantages. Bank overdrafts are fast and convenient solutions to cash access, but they are expensive and not reliable in cases of long funding requirements. Trade credit enables the company to defer cash outflow, but the suppliers can put pressure as this is already being heavily used. Invoice factoring is a quick liquidity solution since it transforms receivables into cash; however, it is costly because it demands high discounts, and it creates a negative impression to outsiders that a company is in a bad position (Brigham and Ehrhardt, 2022). A less expensive alternative may be commercial paper, which will not be readily available to General Electronics because of its poor credit rating. The stock financing is the ability of the firm to use its stock to raise capital which would rely on its ability to have a stable and reliable inventory valuation.
GENERAL ELECTRONICS should prioritise factoring and structured supplier finance, because cash inflows are weak and DSO is long.
[bookmark: _Toc217080746]2.3.2 Long-Term Financing Options
General Electronics has various options to financing in the long term, none of which has unambiguous advantages and disadvantages. Bank loans that are long-term usually come at low interest rates as compared to short-term debt but one will be expected to have good financial statements, which General Electronics does not have currently. Corporate bonds are able to raise large amount of capital but the poor credit rating of the company would make it difficult to issue it successfully. The issuance of equity would not require any interest payment but would further dilute the shareholders when the earnings per share is already negative. Figure 1 above has the benefit that convertible debt is lower in terms of coupon payment, but it contributes to leverage during the initial period before possible conversion (EY, 2023).
As negative profitability and low solvency suggest, the ability of GENERAL ELECTRONICS to borrow on a long-term basis is severely restricted. There might be an option of equity injection or convertible debt but this will further dilute the shareholders.
Because of the distress-level leverage (Debt/Equity = 1.11), GENERAL ELECTRONICS ought to:
· No extra long-term debts.
· Resort to hybrid financing (e.g. convertibles).
· Combine pair financing with extreme cost cutting and rationalization.
The performance of the working capital of GENERAL Electronics has greatly diminished with an excessive long cash operating cycle due to low inventory turnover and slow collection of its receivables. Liquidity is in a dire state as indicated by a quick ratio under 1.0 and cash ratio of only 0.17.



[bookmark: _Toc217080747]3. Strategic Financial Restructuring Plan 
General Electronics is highly stressed in terms of poor financial performance as it shows negative profitability, poor liquidity, high leverages and a decreasing Altman Z-Score. To reinstate stability, re-align the capital structure, increase flexibility in operations, and improve shareholder value, global risks that require management, including ethics, tax, currency, and inflation, have to be handled through a comprehensive financial restructuring plan (EY, 2023).
[bookmark: _Toc217080748]3.1 Strategic Option 1: Divestiture of Non-Core or Underperforming Units
Divestiture is one of the best restructuring tools of the troubled firms. The financial statements of GENERAL ELECTRONICS show a downward trend in terms of its assets, which implies that it has been impaired or reduced before. Nevertheless, the company continues to have the non-core business units and regional subsidiaries operating that do not add significant value to the overall profitability.
Selling unprofitable units enhances liquidity, decreases leverage, and allows the company to repay debt, which meets the requirement of GENERAL ELECTRONICS low cash ratio and negative interest coverage. It also focuses its strategic attention on high margin, high-growing segments and eliminates additional loss of retained earnings.
Shareholders value can fall in the short-term when the divestitures are viewed as a fire sale. Efficient capital redistribution in the medium term will be able to boost ROA and ROE and turn adverse trends around and enhance confidence in the market. The company will be more profitable and valuation easeable in the long term (McKinsey & Company, 2023).
Paying off debt with divestiture proceeds will lower leverage (Debt/Equity = 1.11) and will improve the Altman Z-Score. Reduction of debt will minimize financial risk and interest payments to bring back solvency.
Any divestiture should not violate international labour standards, such as the EU labour laws, Asian contract standards, and the US WARN Act. With regard to CSR, GENERAL ELECTRONICS ought to consider giving the laid-off workers fair severance, retraining, or relocation benefits (PwC, 2023). The sales of assets across the borders should be satisfied with the requirements of the transfer pricing and the laws of tax withholding. Lastly, those divestments that are made in foreign currencies are to be hedged to prevent the loss of USD/GBP values.
[bookmark: _Toc217080749]3.2 Strategic Option 2: Merger or Strategic Partnership
One restructuring alternative that can be applied to GENERAL ELECTRONICS in a fast moving and globalized electronics industry that has high R&D rates and quick cycles of innovations is a merger or strategic alliance.
The joint venture will enable the company to decrease its overheads, increase market presence in India, South East Asia and Africa, and share technology, R&D investment and geopolitical risk. It assists in revenue stream diversification as well (Deloitte, 2023).
Synergies may increase profitability, ROE and valuation, but the risks are cultural conflicts and decreased valuation where GENERAL ELECTRONICS introduces negotiations when in financial disadvantage and result in dilution.
The financial and other liabilities of the partner can be used to strengthen the balance sheet in a merger, as the partner brings in equity or absorbs some of the current liabilities, thus creating less leverage and enhancing the interest coverage. Any transaction should be in compliance with the global competition laws (EU, US DOJ, Asian regulators) and with the data-privacy laws, including GDPR and CCPA. Multi-currency exposure implies the need of hedging to address the inflation and FX risk. The merged entity must also have a single CSR/ESG framework (CFA Institute, 2020).
[bookmark: _Toc217080750]3.3 Strategic Option 3: Equity Injection or Recapitalization

Equity recapitalisation is a significant stabilization instrument of GENERAL ELECTRONICS, as it is not very solvent. The liquidity ratios are deteriorating, the net margins are in the negative, leverage is high and the Altman Z -score of 2.11 indicates financial distress. New equity would enhance the balance sheet, restructuring, and credit worthiness.
The methods of equity are a rights issue (control retained, but negative EPS), private equity (capital and turnaround pressure), or a strategic investor, such as a technology conglomerate, which can also offer operational capabilities.
Short-term dilution may be experienced by the shareholders, although an enhanced financial stability would usually augment sentiment and long-run ROE and cash flow. Increasing the equity also reduces leverage, creates buffer, and increases the debt capacity of future expansion.
[bookmark: _Toc217080751]3.4 Integrated Restructuring Strategy (Combined Approach)
Since the financial performance of GENERAL ELECTRONICS is in a troubled state, the best restructuring model will be a gradual integration of the three strategic choices instead of using a single solution.
Phase 1: Immediate Stabilisation (0-12 months)
The initial step is aimed at stabilizing in the short run. The sale of non-core business will create proceeds which can be utilized to settle on high-cost debt, better liquidity and strengthen the working capital position, which will offer much-needed breathing space. At the same time, the introduction of an equity injection by a strategic investor or a private equity company will reinforce the capital base, inject managerial experience, and enhance innovativeness abilities (Arnold, 2019). Aggressive cost restructuring must also be administered and this includes consolidating the global operation, reducing the duplicative R&D and simplifying procurement contracts to cut down the operating costs.
Phase 2: Competitiveness (12-36 months) Strengthening.
The second one is aimed at increasing competitiveness. The strategic alliances or joint ventures will help it to achieve integration in semiconductor supply chain, creation of software and digital ecosystems and penetration into new markets. Multi-currency hedging, the evaluation of country risk rating, and pricing models, based on inflation, should enhance global risk management (ICAEW, 2022). Meanwhile, corporate governance and CSR activities should be reinforced through making sure that there is transparent reporting, ethical procurement and low-carbon manufacturing commitments.
Phase 3: Long-term positioning (36-60 months)
The third step is long-term positioning once the financial strength is regained. GENERAL ELECTRONICS must consider the prospect of full or partial merger, reinvest in high growth products, go global at the expense of technology driven distribution and have a target leverage of Debt/Equity dotted at 0.7 in order to ensure a sustained growth.
[bookmark: _Toc217080752]3.5 Ethical, International, and ESG Considerations
The restructuring should be in accordance with the international corporate ethics and sustainability. The ethics of labour practices play a key role during the process of divestiture or restructuring of workers; the GENERAL ELECTRONICS ought to guarantee equitable redundancies, invest in retraining and redeployment as well as adhering to international labour conventions like the ILO guidelines. There is also the need to manage currency risk since the company operates in a number of different currencies. This can be considered by forward contracts, swaps, and natural hedges without being subjected to too much exposure to volatile currencies (Moody’s Analytics, 2023).
It has to be taken into account the international tax compliance, such as the compliance with transfer pricing regulations, base erosion and profit shifting (BEPS) rules, and the withholding tax imposed on intercompany transactions. Adopting inflation and macroeconomic volatile emerging markets should be dealt with by the application of pricing and procurement in terms of inflation indexed strategies to cushion margins (ICAEW, 2022).
Another major ingredient of a sustainable turnaround is the corporate social responsibility. General Electronics requires a strict, morally directed financial re-organisation strategy. The combination of divestitures, equity recapitalisation and strategic partnerships will be done in phases to alleviate liquidity pressure, lower leverage and increase global competitiveness. When these measures are carried out properly, they will help the company to become financially sound, promote its growth and meet the global and moral requirements (Atrill and McLaney, 2022).



[bookmark: _Toc217080753]4. Investment Appraisal and Capital Budgeting 
This part analyses three of the proposed investment projects A, B and C based on a consolidated capital budgeting model. There are five appraisal methods which include Payback Period (PBP), Accounting rate of return (ARR), Net present Value (NPV), Profitability Index (PI) and Internal rate of return (IRR). Each and every project is a five-year undertaking and is depreciated to zero through the straight-line basis of depreciation. Each discount is done based on 10 percent as the existing cost of capital of General Electronics (IFRS Foundation, 2023).
After personal project appraisal, a final investment decision is arrived at on capital rationing since GENERAL ELECTRONICS has the capability to invest up to PS 60 million. The recommendation incorporates financial standards, project risk, and the poor financial situation of the firm (negative profitability, declining liquidity, excessive leverage and operating losses).
The cash flows for each project are:
	Year
	
	Project A (£m)
	Project B (£m)
	Project C (£m)

	0
	
	−40
	−30
	−50

	1
	
	10
	6
	5

	2
	
	12
	6
	10

	3
	
	14
	6
	20

	4
	
	10
	6
	25

	5
	
	8
	6
	15


[bookmark: _Toc217080754]4.1 Payback Period (PBP)
The payback period measures how long it takes for a project to recover its initial investment.
[bookmark: _Toc217080755]4.1.1 Project A
	Year
	Cash Inflow (£m)
	Cumulative Cash Flow (£m)

	0
	−40
	−40

	1
	10
	−30

	2
	12
	−18

	3
	14
	−4

	4
	10
	+6

	5
	8
	14



· Investment still unrecovered after Year 3: £4m
· Year 4 inflow = £10m (fraction = 4 ÷ 10 = 0.4)
PBP (A) = 3 + 0.4 = 3.4 years
[bookmark: _Toc217080756]4.1.2 Project B
	Year
	Cash Inflow (£m)
	Cumulative Cash Flow (£m)

	0
	−30
	−30

	1
	6
	−24

	2
	6
	−18

	3
	6
	−12

	4
	6
	−6

	5
	6
	0



PBP (B) = 5.0 years
[bookmark: _Toc217080757]4.1.3 Project C
	Year
	Cash Inflow (£m)
	Cumulative Cash Flow (£m)

	0
	−50
	−50

	1
	5
	−45

	2
	10
	−35

	3
	20
	−15

	4
	25
	+10

	5
	15
	25



· Investment still unrecovered after Year 3: need £15m
· Year 4 inflow = £25m → fraction = 15 ÷ 25 = 0.6
PBP (C) = 3 + 0.6 = 3.6 years
[bookmark: _Toc217080758]PBP Summary
	Project
	PBP

	A
	3.4 years

	B
	5.0 years

	C
	3.6 years


Ranking: A → C → B
Projects A and C recover their investment much faster than B.
[bookmark: _Toc217080759]4.2 Accounting Rate of Return (ARR)
ARR = Average Annual Profit ÷ Initial Investment
· Depreciation 
· A: 40 ÷ 5 = £8m
· B: 30 ÷ 5 = £6m
· C: 50 ÷ 5 = £10m
	Project
	Initial Investment (£m)
	Annual Cash Inflows (£m)
	Average Cash Inflow (£m)
	Depreciation (£m)
	Average  Profit (£m)
	ARR = Avg Profit ÷ Initial Investment

	A
	40
	10, 12, 14, 10, 8
	10.8
	8
	10.8 − 8 = 2.8
	2.8 ÷ 40 = 7.0%

	B
	30
	6, 6, 6, 6, 6
	6.0
	6
	6 − 6 = 0
	0 ÷ 30 = 0.0%

	C
	50
	5, 10, 20, 25, 15
	15.0
	10
	15 − 10 = 5.0
	5 ÷ 50 = 10.0%



[bookmark: _Toc217080760]ARR Summary
	Project
	ARR

	A
	7%

	B
	0%

	C
	10%


Ranking: C → A → B
[bookmark: _Toc217080761]4.3 Net Present Value (NPV)
Discount rate = 10%
	Year
	Factor 10%

	1
	0.909

	2
	0.826

	3
	0.751

	4
	0.683

	5
	0.621



[bookmark: _Toc217080762]4.3.1 Project A
	Year
	Cash Flow (£m)
	DF @10%
	PV (£m)

	0
	−40
	1.000
	−40.00

	1
	10
	0.909
	9.09

	2
	12
	0.826
	9.92

	3
	14
	0.751
	10.52

	4
	10
	0.683
	6.83

	5
	8
	0.621
	4.97

	
	
	
	Total PV = 41.32


NPV = 41.32 − 40 = £1.32m
[bookmark: _Toc217080763]4.3.2 Project B
	Year
	Cash Flow (£m)
	DF @10%
	PV (£m)

	0
	−30
	1.000
	−30.00

	1
	6
	0.909
	5.45

	2
	6
	0.826
	4.96

	3
	6
	0.751
	4.51

	4
	6
	0.683
	4.10

	5
	6
	0.621
	3.73

	
	
	
	Total PV = 22.74


NPV = 22.76 − 30 = −£7.26m
[bookmark: _Toc217080764]4.3.3 Project C
	Year
	Cash Flow (£m)
	DF @10%
	PV (£m)

	0
	−50
	1.000
	−50.00

	1
	5
	0.909
	4.55

	2
	10
	0.826
	8.26

	3
	20
	0.751
	15.03

	4
	25
	0.683
	17.08

	5
	15
	0.621
	9.31

	
	
	
	Total PV = 54.23


NPV = 54.23 − 50 = £4.23m
[bookmark: _Toc217080765]NPV Summary
	Project
	NPV (£m)

	A
	1.31

	B
	–7.25

	C
	4.23


Ranking: C → A → B
[bookmark: _Toc217080766]4.4 Profitability Index (PI)
PI = PV of Inflows ÷ Initial Investment
	Project
	PV of Inflows (£m)
	Initial Investment (£m)
	NPV (£m)
	PI = PV ÷ Initial

	A
	41.32
	40
	1.32
	41.32 ÷ 40 = 1.03

	B
	22.74
	30
	−7.26
	22.74 ÷ 30 = 0.76

	C
	54.23
	50
	4.23
	54.23 ÷ 50 = 1.08



[bookmark: _Toc217080767]PI Summary
	Project
	PI

	A
	1.03

	B
	0.76

	C
	1.08


PI favours Project C.
[bookmark: _Toc217080768]4.5 Internal Rate of Return (IRR)
IRR is estimated via interpolation.
To show IRR, we use NPVs at two discount rates and interpolate.
[bookmark: _Toc217080769] NPVs at 15%

Project A
	Year
	Cash Flow
	DF 5%
	PV

	0
	−40
	1.000
	−40.00

	1
	10
	0.952
	9.52

	2
	12
	0.907
	10.88

	3
	14
	0.864
	12.10

	4
	10
	0.823
	8.23

	5
	8
	0.784
	6.27

	Total PV
	
	
	6.99 ≈ 7.00



Project B
	Year
	Cash Flow
	DF @ 15%
	PV (£m)

	0
	−30
	1.000
	−30.00

	1
	6
	0.870
	5.22

	2
	6
	0.756
	4.54

	3
	6
	0.658
	3.95

	4
	6
	0.572
	3.43

	5
	6
	0.497
	2.98

	Total PV
	
	
	−9.88 ≈ −9.89



Project C
	Year
	Cash Flow
	DF 15%
	PV

	0
	−50
	1.000
	−50.00

	1
	5
	0.870
	4.35

	2
	10
	0.756
	7.56

	3
	20
	0.658
	13.16

	4
	25
	0.572
	14.30

	5
	15
	0.497
	7.46

	Total PV
	
	
	−3.17 ≈ −3.19



IRR Summary
Using interpolation, IRR for the projects are-

	Project
	NPV @ 10% (£m)
	NPV @ 15% (£m)
	IRR

	A
	+1.32
	−3.33
	≈ 11.4%

	B
	−7.26
	−9.89
	0% / No viable IRR

	C
	+4.23
	−3.19
	≈ 12.9%


So, project C is better in terms of IRR.
[bookmark: _Toc217080770]4.6 Comparative Summary of All Techniques
	Project
	PBP
	ARR
	NPV
	PI
	IRR

	A
	3.4 yrs
	7%
	£1.31m
	1.033
	11.7%

	B
	5.0 yrs
	0%
	–£7.25m
	0.758
	≈0%

	C
	3.6 yrs
	10%
	£4.23m
	1.085
	13.6%


[bookmark: _Toc217080771]Overall Ranking:
1. Project C – Strongest investment metrics
2. Project A – Acceptable, but weaker than C
3. Project B – Should be rejected (negative NPV, long PBP, low returns)
[bookmark: _Toc217080772]4.7 Capital Rationing Decision (Maximum £60m available)
	Project
	Cost

	A
	£40m

	B
	£30m

	C
	£50m


We can choose:
· A + B = £70m (Not allowed)
· A + C = £90m (Not allowed)
· B + C = £80m (Not allowed)
· Only one project can be chosen
Thus, GENERAL ELECTRONICS must choose only one investment.
The best stand-alone project is Project C, because:
· Highest NPV
· Highest PI
· Highest ARR
· Highest IRR
Even though it has a slightly longer payback than A, its value creation is significantly superior.
Therefore, under capital rationing, the rational choice is Invest in Project exclusively.
[bookmark: _Toc217080773]4.8 Strategic Justification Linked to GENERAL ELECTRONICS ’s Financial Health
The financial position of GENERAL ELECTRONICS is quite weak, with negative profitability in 2023-2024, high leverage, poor interest coverage, and extremely poor liquidity - indicated by a quick ratio less than 1.0 and a cash ratio of 0.17. The high level of financial risk is also indicated by slow-working capital cycles (DSO is 105 days), as well as a gray-zone Altman Z-score of 2.11. Under this desperate stance, investment choices should be based on a high value creation and low risk (Drury, 2021).
Project C is the most adequate in this regard. It provides the best NPV (PS 4.23m), PI (1.085) and an IRR of 13.6 which is far much higher than the 10% cost of capital and therefore most effective utilization of scarce capital. Its cash flows increase drastically in Years 3 and 4, which will help in the recovery of cash in the medium term when restructuring has been made. These lower early inflows and stronger later inflows pattern also alleviates urgent liquidity pressure as well as is consistent with anticipated better working capital (PwC, 2023).
Project A is a good one but less appealing with much lower value creation and poor ARR. With a lot of capital, would be the best choice but this is not so because of limitations. Project B that had negative NPV, low PI, zero ARR and long payback could not fit in the poor financial position of the firm.
Consequently, Project C is the best investment to consider in case of GENERAL ELECTRONICS due to its financial weaknesses at the moment.



[bookmark: _Toc217080774]Conclusion
[bookmark: _GoBack]GENERAL ELECTRONICS is experiencing severe financial problems, which are fuelled by the consistent losses, a deteriorating liquidity position, and ineffective working-capital management and increasing leverage. Its long Cash Operating Cycle has kept cash pinned in operations, thus forcing more reliance on short-term borrowing and making it more solvent. The restructuring plan should be in dividends over a period of time; strategic partnerships may be an option, as well as equity recapitalisation, and divestiture of non-core units are necessary to stabilise liquidity and financial strength (PwC, 2023). Project C becomes accretive of the highest value under capital rationing due to its high NPV, IRR and profitability ratios. When conducted adequately, such actions would enhance solvency and boost cash flow and recovery.
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[bookmark: _Toc217080776]Appendix
Table 1: Gross Profit Margin
	Year
	Sales
	Cost of Sales
	Gross Profit
	Calculation
	Gross Margin

	2020
	614,680
	438,424
	176,256
	176,256 ÷ 614,680
	28.7%

	2021
	601,602
	428,586
	173,016
	173,016 ÷ 601,602
	28.7%

	2022
	542,751
	390,459
	152,292
	152,292 ÷ 542,751
	28.1%

	2023
	420,457
	322,897
	97,560
	97,560 ÷ 420,457
	23.2%

	2024
	394,879
	280,885
	113,994
	113,994 ÷ 394,879
	28.9%




Table 2: Operating Profit Margin
	Year
	Operating Income
	Sales
	Calculation
	Operating Margin

	2020
	37,267
	614,680
	37,267 ÷ 614,680
	6.1%

	2021
	23,253
	601,602
	23,253 ÷ 601,602
	3.9%

	2022
	14,548
	542,751
	14,548 ÷ 542,751
	2.7%

	2023
	−85,301
	420,457
	−85,301 ÷ 420,457
	−20.3%

	2024
	−15,297
	394,879
	−15,297 ÷ 394,879
	−3.9%



Table 3: Net Profit Margin
	Year
	Net Income
	Sales
	Calculation
	Net Margin

	2020
	38,572
	614,680
	38,572 ÷ 614,680
	6.3%

	2021
	5,301
	601,602
	5,301 ÷ 601,602
	0.9%

	2022
	407
	542,751
	407 ÷ 542,751
	0.08%

	2023
	−98,238
	420,457
	−98,238 ÷ 420,457
	−23.4%

	2024
	−24,029
	394,879
	−24,029 ÷ 394,879
	−6.1%



Table 4: Return on Assets (ROA)
	Year
	Net Income
	Total Assets
	Calculation
	ROA

	2020
	38,572
	510,290
	38,572 ÷ 510,290
	7.6%

	2021
	5,301
	510,348
	5,301 ÷ 510,348
	1.0%

	2022
	407
	504,163
	407 ÷ 504,163
	0.08%

	2023
	-98,238
	355,872
	-98,238 ÷ 355,872
	-27.6%

	2024
	-24,029
	323,354
	-24,029 ÷ 323,354
	-7.4%



Table 5: Return on Equity (ROE)
	Year
	Net Income
	Equity
	Calculation
	ROE

	2020
	38,572
	313,301
	38,572 ÷ 313,301
	12.3%

	2021
	5,301
	275,949
	5,301 ÷ 275,949
	1.9%

	2022
	407
	268,406
	407 ÷ 268,406
	0.15%

	2023
	-98,238
	178,920
	-98,238 ÷ 178,920
	-54.9%

	2024
	-24,029
	153,105
	-24,029 ÷ 153,105
	-15.7%





Table 6: Current Ratio
	Year
	Current Assets
	Current Liabilities
	Calculation
	Ratio

	2020
	326,843
	179,510
	326,843 ÷ 179,510
	1.82

	2021
	337,146
	216,787
	337,146 ÷ 216,787
	1.56

	2022
	338,040
	216,473
	338,040 ÷ 216,473
	1.56

	2023
	258,851
	161,148
	258,851 ÷ 161,148
	1.61

	2024
	242,494
	158,291
	242,494 ÷ 158,291
	1.53



Table 7: Quick Ratio
	Year
	Current Assets
	Inventory
	Current Liabilities
	Calculation
	Ratio

	2020
	326,843
	120,430
	179,510
	(326,843−120,430) ÷ 179,510
	1.15

	2021
	337,146
	134,469
	216,787
	(337,146−134,469) ÷ 216,787
	1.03

	2022
	338,040
	140,181
	216,473
	(338,040−140,181) ÷ 216,473
	0.93

	2023
	258,851
	88,273
	161,148
	(258,851−88,273) ÷ 161,148
	0.96

	2024
	242,494
	79,355
	158,291
	(242,494−79,355) ÷ 158,291
	0.96



Table 8: Cash Ratio
	Year
	Cash
	Current Liabilities
	Calculation
	Ratio

	2020
	57,153
	179,510
	57,153 ÷ 179,510
	0.32

	2021
	60,813
	216,787
	60,813 ÷ 216,787
	0.28

	2022
	66,740
	216,473
	66,740 ÷ 216,473
	0.31

	2023
	42,751
	161,148
	42,751 ÷ 161,148
	0.27

	2024
	26,783
	158,291
	26,783 ÷ 158,291
	0.17






Table 9: Inventory Turnover
	Year
	Cost of Sales
	Inventory
	Calculation
	Turnover

	2020
	438,424
	120,430
	438,424 ÷ 120,430
	3.64

	2021
	428,586
	134,469
	428,586 ÷ 134,469
	3.19

	2022
	390,459
	140,181
	390,459 ÷ 140,181
	2.79

	2023
	322,897
	88,273
	322,897 ÷ 88,273
	3.66

	2024
	280,885
	79,355
	280,885 ÷ 79,355
	3.54



Table 10: Days Sales of Inventory (DSI)
	Year
	Inventory Turnover
	Calculation
	DSI

	2020
	3.64
	365 ÷ 3.64
	100 days

	2021
	3.19
	365 ÷ 3.19
	114 days

	2022
	2.79
	365 ÷ 2.79
	131 days

	2023
	3.66
	365 ÷ 3.66
	100 days

	2024
	3.54
	365 ÷ 3.54
	103 days



Table 11: Receivables Turnover
	Year
	Sales
	Accounts Receivable
	Calculation
	Turnover

	2020
	614,680
	129,433
	614,680 ÷ 129,433
	4.75

	2021
	601,602
	129,215
	601,602 ÷ 129,215
	4.65

	2022
	542,751
	112,346
	542,751 ÷ 112,346
	4.83

	2023
	420,457
	112,596
	420,457 ÷ 112,596
	3.74

	2024
	394,879
	114,182
	394,879 ÷ 114,182
	3.46



Table 12: Days Sales Outstanding (DSO)
	
Year
	Receivables Turnover
	Calculation
	DSO

	2020
	4.75
	365 ÷ 4.75
	77 days

	2021
	4.65
	365 ÷ 4.65
	79 days

	2022
	4.83
	365 ÷ 4.83
	76 days

	2023
	3.74
	365 ÷ 3.74
	98 days

	2024
	3.46
	365 ÷ 3.46
	105 days



Table 13: Debt-to-Equity Ratio
	Year
	Total Liabilities
	Equity
	Calculation
	Ratio

	2020
	196,989
	313,301
	196,989 ÷ 313,301
	0.63

	2021
	234,399
	275,949
	234,399 ÷ 275,949
	0.85

	2022
	235,757
	268,406
	235,757 ÷ 268,406
	0.88

	2023
	176,952
	178,920
	176,952 ÷ 178,920
	0.99

	2024
	170,249
	153,105
	170,249 ÷ 153,105
	1.11



Table 14: Debt Ratio
	Year
	Total Liabilities
	Total Assets
	Calculation
	Ratio

	2020
	196,989
	510,290
	196,989 ÷ 510,290
	0.39

	2021
	234,399
	510,348
	234,399 ÷ 510,348
	0.46

	2022
	235,757
	504,163
	235,757 ÷ 504,163
	0.47

	2023
	176,952
	355,872
	176,952 ÷ 355,872
	0.50

	2024
	170,249
	323,354
	170,249 ÷ 323,354
	0.53



Table 15: Interest Coverage Ratio
	Year
	Operating Income
	Interest Expense
	Calculation
	ICR

	2020
	37,267
	1,422
	37,267 ÷ 1,422
	26.2×

	2021
	23,253
	566
	23,253 ÷ 566
	41.1×

	2022
	14,548
	2,200
	14,548 ÷ 2,200
	6.6×

	2023
	-85,301
	4,332
	-85,301 ÷ 4,332
	-19.7×

	2024
	-15,297
	3,361
	-15,297 ÷ 3,361
	-4.6×






Table 16: Earnings Per Share (EPS)
	Year
	Net Income
	Shares Outstanding
	Calculation
	EPS

	2020
	38,572
	13,893
	38,572 ÷ 13,893
	£2.78

	2021
	5,301
	13,465
	5,301 ÷ 13,465
	£0.39

	2022
	407
	12,703
	407 ÷ 12,703
	£0.03

	2023
	-98,238
	12,855
	-98,238 ÷ 12,855
	-£7.64

	2024
	-24,029
	12,959
	-24,029 ÷ 12,959
	-£1.85



Table 17: Operating Cash Flow to Sales
	Year
	OCF
	Sales
	Calculation
	Ratio

	2020
	73,392
	614,680
	73,392 ÷ 614,680
	11.9%

	2021
	40,283
	601,602
	40,283 ÷ 601,602
	6.7%

	2022
	10,926
	542,751
	10,926 ÷ 542,751
	2.0%

	2023
	25,190
	420,457
	25,190 ÷ 420,457
	6.0%

	2024
	14,822
	394,879
	14,822 ÷ 394,879
	3.8%



Table 18: Free Cash Flow (FCF)
	Year
	Operating Cash Flow
	CapEx
	Calculation
	FCF

	2020
	73,392
	16,862
	73,392 − 16,862
	56,530

	2021
	40,283
	12,586
	40,283 − 12,586
	27,697

	2022
	10,926
	14,006
	10,926 − 14,006
	-3,080

	2023
	25,190
	8,116
	25,190 − 8,116
	17,074

	2024
	14,822
	4,572
	14,822 − 4,572
	10,250







Table 19: Altman Z-Score Components (2024)
	Component
	Formula
	Values
	Output

	X1
	Working Capital / Total Assets
	(242,494 − 158,291) ÷ 323,354
	0.26

	X2
	Retained Earnings / Total Assets
	208,431 ÷ 323,354
	0.64

	X3
	EBIT / Total Assets
	-15,297 ÷ 323,354
	-0.047

	X4
	Equity / Total Liabilities
	153,105 ÷ 170,249
	0.90

	X5
	Sales / Total Assets
	394,879 ÷ 323,354
	1.22

	Z-Score
	Weighted Sum
	—
	≈ 2.11



Table 20: DPO Calculation Table
DPO = (Average Accounts Payable ÷ Daily)
And Daily Cost of Sales = COGS ÷ 365
	Year
	Accounts Payable (£m)
	Cost of Sales (£m)
	Daily Cost of Sales
	DPO (Days)

	2020
	104,631
	438,424
	1,201
	87 days

	2021
	123,285
	428,586
	1,174
	105 days

	2022
	119,678
	390,459
	1,069
	112 days

	2023
	93,620
	322,897
	885
	106 days

	2024
	92,357
	280,885
	769
	120 days



Table 21: Cash Operating Cycle (COC) Table
	Year
	DSI (Days)
	DSO (Days)
	DPO (Days)
	COC (Days)

	2020
	100
	77
	87
	90 days

	2021
	114
	79
	105
	88 days

	2022
	131
	76
	112
	95 days

	2023
	100
	98
	106
	92 days

	2024
	103
	105
	120
	88 days
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