


[image: A close-up of white text

AI-generated content may be incorrect.]
Prepared by
Takia Sultana
Student ID:2514835 

Master Of Business Administration 
 Lecturer Name: Patrick Yeboah
Module: 
Module Code: LCMB7002

Assignment Title:FINANCIAL MANAGEMENT

Assignment Assessment Componet: Financial Performance and management

Date of submission:24th November 2025



Table of Contents
1.0 Introduction	4
2.0 Financial Health Check-up	4
2.1 Analysing the firm’s full financial statements	4
2.2 Performing full ratio analysis	6
2.3 Identification of strengths and threats using trends	10
2.4 Assessing default risks using corporate failure prediction models like Altman Z-score	13
3.0 Working Capital Management Analysis	15
3.1 Assessing the cash operating cycle	15
3.2 Recommending strategies to improve liquidity through working capital reforms	16
3.3 Comparison of long-term and short-term financing options	17
4.0 Strategic Financial Restructuring Plan	18
4.1 Recommending financial restructuring options	18
4.2 Evaluating impact on stakeholder value, debt structure, and operational flexibility	19
4.3 International and ethical considerations associated with the above discussion	20
5.0 Investment appraisal and capital budgeting	21
5.1 Application of investment appraisal techniques	21
5.2 Making a final investment recommendation assuming capital rationing	23
5.3 Justification of the recommendations with reference to the company’s financial performance and project risk characteristics	26
6.0 Conclusion	26
References	27
Appendices	33
Appendix 1: Ratio Tables and Computation	33
Appendix 2: Investment appraisal techniques	36

























[bookmark: _Toc212203726]1.0 Introduction 
After being appointed chief financial officer of General Electronics, an individual assessment will be performed to assess the financial forecast surrounding the organisation for the last five years. The report will focus on a financial health check through ratio analysis and default risk models like Altman Z-score, before going on to examine the working capital dynamics, especially the cash operating cycle, for identifying immediate liquidity levers aside from other pragmatic reforms for receivables, inventory management, and payables arrangements. This will assist the officer in diagnosing and building upon a strategic financial restructuring option which impacts shareholder values. Then, the finance officer will look to launch an investment appraisal along with budget-related discussion, which prioritises capital expenditure projects using different risk-adjustment metrics. That ultimately ensures that scarce funds are allocated for scalable and high-return initiatives. Finally, recommendations will be laid out which emphasise capital rationing and how the enterprise could consider its project risk characteristics. 
[bookmark: _Toc212203727]2.0 Financial Health Check-up 
[bookmark: _Toc212203728]2.1 Analysing the firm’s full financial statements 
Profitability-wise
Firstly, a clear deterioration has been noted surrounding the operating profitability performance, which began with a weakening gross margin that weakened materially from 2020 to 2024 (by £62262) driven gradually by diminishing revenues (resulted in a loss of £219,801), higher operating expenditures (which despite its slight decrease remained high by £9698), and other petty charges (Cunha et al., 2021). 
Secondly, the income statement also pointed to the aspect of a materially worsening pre-tax loss, suggesting an elevated level maintained through financing costs and other non-operating constituents that supposedly drained out profitability in the five years by (£62503 (Gowthorpe, 2020, p 65-275). While the company reported increased losses after incurring taxes (by £62501).
Thirdly, the earnings per share, despite being at a positive level, drew a negative connotation, which again confirmed value erosion involving the potential stakeholders (by £934 in the last five years) (Gowthorpe, 2020, p 65-275). 
Balance-sheet wise
Firstly, the current assets seemingly surpassed the current liabilities of the company, which produced a modest variable current ratio of 1.5-1.8:1, providing a limited buffer for short-term stocks (Fridson and Alvarez, 2022, pp. 459-490). 
Secondly, total liability declined (worth £26,740 from 2020 to 2024), and was less compared to shareholders' equity, which changed (by £160,196 from 2020 to 2024). This revealed how the company was leveraging debt over equity, indicating higher gearing, providing lower financial flexibility for the company (Fridson and Alvarez, 2022, pp. 459-490).
Thirdly, operating lease obligations and other long-term liabilities dominated the non-current asset factor, which also reduced the operational optionality. 
Liquidity and cash-flow-wise
Firstly, the cash position also took a pitfall in the last five years for General Electronics (by £30370), which was due to the net cash flow from operations remaining continuously negative in the time period (by £59140 from 2020 up to 2024). This showed operating cash burn for the enterprise.
Secondly, investing cash outflows was controlled (which was reduced by £15306 from 2020 to 2024) to some extent by the company, but they would consider limiting their acquisitions further in the face of growing operating cash-related problems.
Thirdly, during the first year of 2020, cash from financing activities remained positive and high (worth £65964). However, from 2021 onwards, the company has been paying more than it can generate from its creditors. This could indicate that the enterprise is working to ensure the capital is being returned to the stakeholders, or also point to a vulnerable liquidity position for the firm (Olayinka, 2022). 
Efficiency and working capital-wise
Firstly, both receivable value and inventories remain relatively stable in relation to sales and do not trend down sufficiently (Olayinka, 2022). This prolongs the cash operating cycle. 
Secondly, payables have also come down relatively (in the last five years from 2020 to 2024 by £11198), showing that the organisation are working on their short-term debt disbursement activities (Chen et al., 2023). 
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Figure 1: Profitability Ratios
(Source: Excel)
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Figure 2: Liquidity Ratios
(Source: Excel)
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Figure 3: Efficiency Ratios
(Source: Excel)
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Figure 4: Efficiency Ratios
(Source: Excel)
[image: ]
Figure 5: Leverage Ratios
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Figure 6: Investment Ratios
(Source: Excel)
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Figure 7: Cash Flow Ratios
(Source: Excel)
[bookmark: _Toc212203730]2.3 Identification of strengths and threats using trends
Profitability Ratios
Strengths
Firstly, the gross profit margin showcased some stability for General Electronics, especially empowered by an effective cost control on both production and sales-related pricing strategies (Santoso and Supatmi, 2021). It has remained at 28% on average in the last five years for the company. [Referred to Appendix 1]
Secondly, although the gross margin slightly weakened in 2023, a better sales mix allowed General Electronics to again enhance its profitability position in 2024 by displaying an average 28.87% gross margin.
Weaknesses
Firstly, both operating profit margins and net profit ratios indicated a larger decline in the percentages, with 2023-2024 taking the ratios to dip further and causing a 12.37% and 9.93% negative change in both figures. This suggested that there was a problem in sustainability to maintain consistency in profitability, allowing General Electronics to bring in poor profit margins, and it is likely suffering from a lack of cost management (Santoso and Supatmi, 2021). [Referred to Appendix 1]
Secondly, the enterprise might also be experiencing higher expenses occurring through interest or depreciation figures, which inadvertently bring down profitability in the five years. (This is witnessed by an average increase of 1939m respectively) (Santoso and Supatmi, 2021). 
Liquidity Ratios
Strengths
Firstly, liquidity ratios through current and quick ratios were seen to be above 1.0, which enabled General Electronics to come up with short-term funds for clearing their immediate debts (Li et al., 2020).
Secondly, an improvement in the quick ratio, especially between 2022 and 2023, where the ratios changed from 0.91 to 1.06 points, indicates how the enterprise might have found a way to handle its inventory and receivables in a better manner (Li et al., 2020).
Weaknesses
Firstly, a slight downward trend was noticed within the current ratio, which changed in the five years from 2020 to 2024 by 0.29. This might indicate slower current asset-based turnover, or an increase in current liabilities (Jihadi et al., 2021).
Secondly, the liquidity ratios remained at 1.5 and seldom showed signs of rapid increase in the five years. This might be due to a tight availability of short-term liquidity for General Electronics (Jihadi et al., 2021). 
Efficiency Ratios
Strengths
Firstly, Days payable outstanding increased by 14 days from 2020 to 2024, which allowed General Electronics to take longer to pay off its suppliers.[Referred to Appendix 1]
Secondly, despite slumping in terms of the inventory turnover, General Electronics managed its inventory to impact its turnover ratio by 0.52 times beyond 2023. This indicated an improved stock movement (Jihadi et al., 2021).
Weaknesses
Firstly, receivables turnover ratio showed a significant slump for General Electronics by dipping 1.94 times during the last five years (between 2020 and 2024). This pointed to a slower collection strategy emphasised by the organisation from its debtors, which could inevitably lead to a potential cash flow-related pressure (Bull, 2019, p 275-315).
Secondly, the company General Electronics is over-reliant on delaying its payments with suppliers, which could strain relationships in the long run, as recognised from the ratios (Jihadi et al., 2021).
Leverage Ratios
Strengths
The gearing ratio pointed to how General Electronics depended on debt utilisation, while working towards improving their asset efficiency and growth prospects, at the same time planning towards a potential expansion through resource upgrades (Bull, 2019, pp. 275-315).
Weaknesses
Firstly, the gearing ratio value changed by 48.32% for the organisation between 2020 and 2024, which was an uptick and pointed to increased dependence on debt, which could majorly create a financial risk for the enterprise (Bull, 2019, p 420-485).
Secondly, while the leverage ratio increased and profitability suffered, it could lead to a precarious situation for General Electronics, where they face solvency-related problems and lose investor confidence (Bull, 2019, pp. 420-485). [Referred to Appendix 1]
Investment Ratios
Strengths
Prior profitability was experienced by General Electronics, especially during 2020, from both its capital and assets, which supported better prospects through its resources (Nukala and Rao, 2021). 
Weaknesses
Firstly, a continuous decline was experienced among the investment ratios, where General Electronics saw a negative trend within return on equity by 0.28 and return on assets by 1.5. This pointed to problems towards wealth creation as experienced by the firm (Nukala and Rao, 2021). 
Secondly, increased shareholder dissatisfaction can be noted from the steep return on equity and return on assets (Nukala and Rao, 2021). 
Cash Flow Ratios
Strengths
Firstly, a stronger cash flow to net income ratio during the initial few years from 2020 up till 2022, especially by 24.95% showed a healthy cash conversion capability for General Electronics (Setiany, 2021). [Referred to Appendix 1]
Secondly, the first few years from 2020 to 2022, the organisation also showed their ability to generate a stronger cash inflow before its steep decline (Setiany, 2021).
Weaknesses
Firstly, a negative cash flow ratio through cash flow coverage and cash flow to net income (a decline of 0.46 and 2.52, respectively, in the five years), showed how the company was facing cash generating issues from 2023 onwards up till the current time period (Nukala and Rao, 2021).
Secondly, General Electronics are also likely facing issues to clear their debts and is unable to solve their immediate cash flow-related solvency risks (Setiany, 2021). 
[bookmark: _Toc212203731]2.4 Assessing default risks using corporate failure prediction models like Altman Z-score
Based on the above financial classifications, especially the ratio trends from the year 2020 to 2024 for General Electronics. The company exhibited a higher degree of default risk, which could be recognised through Edward Altman's Z-score prediction model. This can be distinguished from the findings below (Divekar and Sukhari, 2021).
The formula for Altman's z-score model is as follows: Z = 1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X
Here, X1 refers to the relationship between Working capital and Total Assets, which is associated with liquidity ratio consideration for General Electronics (Cındık and Armutlulu,  2021).
Here, X2 refers to the relationship shared by retained earnings and Total Assets, which is aligned to profitability ratio trends for General Electronics (Cındık and Armutlulu,  2021).
Here, X3 refers to the relationship between earnings before interest and taxes and Total assets, which is linked with the operating profit-making capabilities of the company (Braunsberger and Aschauer, 2025).
Here, X4 refers to the relationship between the market value of equity and total liabilities, showing an inverse of gearing or leverage ratio compatibility for the organisation, General Electronics (Braunsberger and Aschauer, 2025).
Here, X5 shows the relationship between net sales and total assets, pointing to the link between General Electronics and its turnover management and investment potential (Elia et al., 2021). 
The risk zones within the model are when Z>2.99 is considered a safe zone, 1.81<Z<2.99 is considered a grey zone, and Z<1.81 is considered a highly dangerous zone (Braunsberger and Aschauer, 2025). 
Year 2020: Now, considering the ratio results, General Electronics maintains adequate liquidity during 2020 at an average of 1.82, but relying on a moderate debt dependence from its creditors and also maintaining a stable cash flow balance courtesy of better profits (Alcalde et al., 2022). This shows that the company's overall position during 2020 is in the grey zone (Z>2.99), with improvements needed to reduce debt dependence. 
Year 2021: The profitability fell during the year, with liquidity also following suit. The debt was also maximised, limiting cash coverage, maintaining potential for the enterprise. This allowed 2021 to fall under the grey-zone (Z>2.99) within Altman's z-model (Alcalde et al., 2022).
Year 2022: During the year, the profit margins remained at a minimal level, with leverage being high for the company. Their liquidity slumped marginally, giving rise to problems of cash flow generation. While the gearing remained at 87.8% demonstrating that the firm was at a low-grey zone (1.81<Z<2.99) under Altman's z-score model (Elia et al., 2021). 
Year 2023: The company General Electronics registered a net loss during the year. With EBIT or earnings before interest and taxes being pushed down. The year also saw almost 99% gearing with negative levels in cash flow values (Elia et al., 2021). That allowed the year to fall under the distress zone within Altman's z-score model, or (Z<1.81).
Year 2024: The organisation continued to experience losses, leading to poor return on equity and asset levels, with an over-leverage of 111% and increasing cash-related shortfalls. This allowed the year to fall under the distress zone in Altman's z-score model again, or (Z<1.81) (Divekar and Sukhari, 2021).
[bookmark: _Toc212203732]3.0 Working Capital Management Analysis 
[bookmark: _Toc212203733]3.1 Assessing the cash operating cycle
Cash operating cycle mainly consists of inventory days, receivable days, and after excluding payable days, which gives the basis to the following formula.
COC (Cash Operating Cycle) = Inventory Days + Receivable Days-Payable Days 

	Years 
	Inventory Days (Average Inventory/ Cost of Goods Sold*365)
	Receivable Days (Average Accounts Receivable/Net Sales*365) 
	Payable Days (Average Accounts Payable/ Cost of Goods Sold*365) 
	Cash Operating Cycle (Inventory Days+Receivable Days-Payable Days)

	2020
	120430/438424*365 days=100 days
	129433/614680*365 days=77 days
	83229/438424*365 days=69 days
	100+77-69=108 days

	2021
	127,450/ 428,586*365 = 109 days
	129,324/ 601,602*365= 78 days
	87968/ 428,586*365 = 75 days
	109+78-75=112 days

	2022
	137,325/ 390,459*365 = 128 days
	(120,781/ 542,751*365= 81 days
	82,040/ 390,459*365 = 77 days
	128+81-77=132 days

	2023
	114,227/ 322,897*365 = 129 days
	12471/ 420,457*365= 98
	64203/ 322,897*365 = 73 days
	129+98-73=154 days

	2024
	83814/ 280,885*365 = 109 days
	113,389/ 394,879*365= 105 days
	64,532/ 280,885*365=84 days
	109+105-84=130 days



Firstly, the year 2020 showed that General Electronics were better able to convert its inventories and receivables into cash output moderately faster. However, they could look to increase their payment days for creditors (Laghari and Ahmed, 2023).
Secondly, 2021 showed a slight increase in days, which indicated that the organisation was emphasising more inventory holdup and receivable delays, while slightly increasing the days to disburse payments to its creditors. However, the cash converting capability of the company remained stable (Laghari and Ahmed, 2023).
Thirdly, the year 2022 showed a slowing cycle, especially with increasing days used for making creditor payments, with more days used for holding inventory and more leeways given for debtors to clear their own payments (Huang and Ritter, 2021). Hence, cash conversion was occurring less briskly during the period.
Fourthly, 2023 showed poor working capital management on the part of General Electronics, with the enterprise continuing to increase its inventory holding period and giving prolonged days for debtors to clear their payments (Huang and Ritter, 2021). In spite of increasing creditor payment clearing days, the company still struggled to procure better liquid cash during the year.
Finally, 2024 showed an improvement from the previous two years, with a reduction in the inventory holding period and a slight increase in creditor payment clearing time (Vernimmen, 2014, p 316-374). This allowed General Electronics to create better cash in comparison to the earlier years. 
[bookmark: _Toc212203734]3.2 Recommending strategies to improve liquidity through working capital reforms
There are a few recommended strategies that General Electronics can follow for improving its liquidity, especially by improving working capital reforms.
Suggestion #1: General Electronics could try to shorten its cash operating cycle periods, as witnessed in the earlier sections, to release trapped cash. This might take place when the enterprise reduces receivable days by working towards a tight credit policy (Vernimmen, 2014, p 412). Meanwhile, they can encourage faster payments by introducing early-payment discounts or automated invoicing systems, limiting delay risks. They can even undertake a credit-risk evaluation and take follow-ups from their management to improve cash inflows.
Suggestion #2: Managing inventory should be considered via lean manoeuvres. That might allow the company to adapt demand-forecasting tools like JIT or Just-In-Time procurement systems or perform ABC analysis (Vernimmen, 2014, p 412). These can minimise the tendency of General Electronics towards holding on to their stock and even reduce their holding-related expenses (Yenni et al., 2021). 
Suggestion #3: Better payment terms negotiation must be executed by General Electronics with their suppliers, which does not threaten existing relationship dynamics by strategically extending payment cycles (Simbolon et al., 2022). That could align with cash inflow and outflow considerations (Yenni et al., 2021). Both need to be balanced to ensure the company does not lose supplier credibility and goodwill. 
Suggestion #4: Regular cash forecasting needs to be initiated by General Electronics, which creates short-term liquidity on a vigorous basis. This allows the company to notice liquidity gaps faster (Simbolon et al., 2022). They can even initiate a centralised treasury to optimise their fund allocation techniques and truncate idle balances. 
[bookmark: _Toc212203735]3.3 Comparison of long-term and short-term financing options 
Short-term financing options
Trade Credits: Typically, these are short-term financial arrangements that General Electronics can arrange with its suppliers, affording the enterprise more days for making payments to the suppliers (which is around 30-90 days) (Rao et al., 2021). 
Bank Overdraft: This is a credit facility that allows the organisation General Electronics to withdraw more funds than what they currently hold in current and savings accounts with their respective bank (Rao et al., 2021). The amount can be pre-approved through the bank, especially in the case of short-term requirements or credit necessities. 
Short-term loans: These are loan schemes with a smaller repayment period, which range from a few weeks to one year. Although some financial institutions can increase the days up to 18 months, a company like General Electronics can avail itself for fulfilling its immediate needs (James Gallagher, 2007, p 412-475).
Long-term financing options
These involve funds which can be borrowed or raised beyond a period of one year or more. 
Term loans: These feature lump-sum money borrowed for a longer period, with a company like General Electronics agreeing to its repayment through instalments. The interest rate and repayment time are usually set during disbursements as discussed between financial institutions and the enterprise taking the loan (James Gallagher, 2007, p 412-475).
Equity-financing: General Electronics might even consider selling its shares or ownership stocks to other investors to generate long-term stable liquidity (Mueller and Sensini, 2021). They can request funds from investors after providing them with a stake in the business or part of their future profits (Giaretta and Chesini, 2021). 
Debentures: They are debt instruments used by companies like General Electronics for raising capital from investors (Mueller and Sensini, 2021). As soon as the investors purchase debentures, the company might receive a fixed rate of interest periodically with the matured principal (Giaretta and Chesini, 2021). However, the owners of debentures do not hold a direct stake in the company's proceedings. 
[bookmark: _Toc212203736]4.0 Strategic Financial Restructuring Plan 
[bookmark: _Toc212203737]4.1 Recommending financial restructuring options
Debt Restructuring
General Electronics finance management individuals could negotiate with creditors for extending repayment schedules, as well as consider a reduction of interest rates, or look towards converting their immediate debts into equity for easing financial strain (Ruiz and Coduras, 2015). The restructuring choice can assist the enterprise towards avoiding any future default positions, without compromising its relationship with creditors. For instance, the strategy's popularity allows PwC to recommend that start-up JBF Group consider a $1 billion worth restructuring (Consultancy-me.com, 2024). 
Equity Injection
This form of restructuring might allow General Electronics to bring an influx of additional capital through new investors, or existing ones, using encouragement tactics. That option can allow the company to reduce their arising debt-related pressures, enhance debt to equity ratio variability, and even strengthen liquidity. It might be more beneficial for the organisation as they are also experiencing cash flow-related constraints (Triki and Abid, 2023). Methods like venture capital infusions and private placements could be a useful option. For instance, venture capital approaches have accounted for 20% of the market capitalisation, assisting companies to draw 44% of their research and spending funds from the public (Gompers et al., 2021). 
Merger and Acquisition
Merging might be another restructuring option that General Electronics can consider to assist with its profitability and liquidity issues. A financially stronger company can aid them to gain access to new markets, technologies, and even bring in a fresh injection of capital (Cumming et al., 2023). Thus, synergy achieved through shared resources can not only allow General Electronics to reduce its operational expenses, but also dissolve any arising debt considerations. For instance, a study revealed that among 155 international organisations, almost 58 consider M&A as a source of restructuring (Hossain, 2021). 
[bookmark: _Toc212203738]4.2 Evaluating impact on stakeholder value, debt structure, and operational flexibility
Shareholder value: Injecting equity can cause ownership-related dilution issues for shareholders involved with General Electronics. This can, in turn, reduce individual control over earnings per share made by the stakeholders (Barko et al., 2021). Meanwhile, if stakeholders are patient, the approach can aid them by strengthening the capital base of the company, reducing any existing financial risks, and considering profitability improvements to a large extent (Barko et al., 2021). This could result in enhancing the enterprise’s position within the market.
Debt structure: When restructuring is attempted, refinancing can bring significant new high-cost loan management strategies, which may have the effect of either extending maturities or even converting part of the debt as a debt-equity swap or hybrid-equity to reduce both leverage and the interest obligations (Poursoleyman et al., 2021). This, in effect, will allow General Electronics to sustain a favourable low-gearing ratio, which in turn should enhance solvency, credit rating, and allow for more affordable future borrowing. This synchronises with the debt repayment schedule to meet expected cash flows while supporting minimising of default risk (Poursoleyman et al., 2021).
Operational flexibility: The practice of divestiture will remove any inefficiencies and complexities within the organisation's finances (Wang et al., 2020). Moreover, different equity funding techniques increase operational flexibilities and reduce rising debt constraints, allowing strategic investments to thrive without being impeded by pressures surrounding its lenders (Wang et al., 2020). 
[bookmark: _Toc212203739]4.3 International and ethical considerations associated with the above discussion 
Certain international and ethical considerations need to be considered by General Electronics, especially for fulfilling transparency, fairness, and overall global compliance. 
Internationally, General Electronics must comply with diverse regulatory frameworks such as securities laws, anti-trust policies, and other foreign exchange-related controls (Nawfal Fahdil et al., 2024). They further need to consider international accounting standards like IFRS regulations, which stem any future-oriented legal disputes and reputational harm to the business (Nawfal Fahdil et al., 2024). 
Ethically, the company needs to balance its profitability by closely managing stakeholder welfare. General Electronics must not favour specific individual investor groups; they must instead allow their management to focus on employee rights, pensions, and other community welfare-related duties (Weston and Nnadi, 2021). This allows for maintaining the enterprise's social license, as they look to operate using transparency through communication with investors, employees, and other aggrieved stakeholders like suppliers as well (Weston and Nnadi, 2021). 
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Net present value

	Years
	Discount Factors 10%
	Project A in m(£)
	Project B in m(£)
	Project C  in m(£)
	Discounted cash flow for project A (£)
	Discounted cash flow for project B (£)
	Discounted cash flow for project C (£)

	1
	0.909
	10
	6
	5
	9.09
	5.454
	4.545

	2
	0.826
	12
	6
	10
	9.912
	4.956
	8.26

	3
	0.751
	14
	6
	20
	10.514
	4.506
	15.02

	4
	0.683
	10
	6
	25
	6.83
	4.098
	17.075

	5
	0.621
	8
	6
	15
	4.968
	3.726
	9.315

	
	
	
	
	Total
	41.31
	22.74
	54.22




	Initial Investments
	Value in m(£)

	Project A
	40

	Project B
	30

	Project C
	50



	Net present value formula
	Value in m (£)

	NPV for project A (Total Discounted Cash Flow value-Initial Investment)
	1.31

	NPV for project B (Total Discounted Cash Flow value-Initial Investment)
	-7.26

	NPV for project C (Total Discounted Cash Flow value-Initial Investment)
	4.22



Payback Period

	Years
	Project A in m(£)
	Project B in m(£)
	Project C in m(£)
	Cumulative cash flows for project A (£)
	Cumulative cash flows for project B (£)
	Cumulative cash flows for project C (£)

	1
	10
	6
	5
	10
	6
	5

	2
	12
	6
	10
	22
	12
	15

	3
	14
	6
	20
	36
	18
	35

	4
	10
	6
	25
	46
	24
	60

	5
	8
	6
	15
	54
	30
	75



	Recovery Determination 
	Years

	Recovery takes place for project A after considering the initial investment.
	Years 3 and 4

	Recovery takes place for project B after considering the initial investment.
	Years 4 and 5

	Recovery takes place for project C after considering the initial investment.
	Years 3 and 4



	Payback Period Formula
	Years

	Payback period for project A (Years before recovery + Unrecovered amount/Cash inflow next year) (3+40-36/10)
	3.4

	Payback period for project B  (Years before recovery + Unrecovered amount/Cash inflow next year) (30/6)
	5

	Payback period for project C  (Years before recovery + Unrecovered amount/Cash inflow next year) (3+50-35/25)
	3.6



Accounting Rate of Return

	Years
	Project A in m(£)
	Project B in m(£)
	Project C in m(£)

	1
	10
	6
	5

	2
	12
	6
	10

	3
	14
	6
	20

	4
	10
	6
	25

	5
	8
	6
	15

	Average Cash Flow
	10.8
	6
	15



	Depreciation (Initial Investment/5)
	8
	6
	10

	Average profit (Average cash flow-Depreciation)
	2.8
	0
	5

	Accounting Rate of Return=Average Profit/Initial Investment*100
	7%
	0%
	10%



[bookmark: _Toc212203742]5.2 Making a final investment recommendation assuming capital rationing 
As mutually exclusive investment projects, projects A, B, and C were evaluated through investment appraisal techniques. The organisation General Electronics faces a position of capital rationing, restricting the total investment to £60 million. Thus, the main role of this process is to ensure which project the company can pursue to maximise stakeholder worth and their value, after staying within the investment limit.
Going by the Net Present Value or NPV
Since the NPV tries to determine the wealth-accumulating ability of investment projects, aside from going beyond the intended cost of capital, it also looks at how a company can create wealth after considering a discount on its cash flow over the years. The results of each project, taking this into account, are as follows. [Referred to Appendix 2]
Firstly, project A received a positive net present value worth £1.31 million, suggesting a modest value-creating ability of the project (Nukala and Rao, 2021).
Secondly, project B received a negative net present value worth £-7.26 million, indicating destruction of wealth and value. Therefore, this project cannot be considered going by the NPV outcome (Nukala and Rao, 2021).
Thirdly, project C, on the other hand, yielded a higher net present value worth £4.22 million, showcasing the stronger financial viability and value-adding prowess of the project towards the firm (Sharma, 2023).
Going by the Payback Period
This is another investment appraisal method that looks to understand the time taken to recover the initial investment from a project context. 
Firstly, project A recovers its initial investment within 3.4 years (Sharma, 2023).
Secondly, project B recovers their initial investment within 4.5 years (Ogunlusi and Obademi, 2019). 
Thirdly, project C recovers their initial investment within 3.6 years (Penna and Steinmueller, 2023).
Normally, going by the above results, a shorter payback period is preferable, which reduces the risk exposure from a project's point of view for the enterprise, followed by larger improvements in liquidity (Fajar and Effriyanti, 2024). Thus, going by the above statistics, both projects A and C demonstrate acceptable recovery time (which is normally below 4 years). This aligns with a firm's normal investment policy preference. 
Going by the Accounting Rate of Return
This feature of the investment appraisal method looks to understand profitability, which is defined by a company in terms of average profits from its investments (Ogunlusi and Obademi, 2019). [Referred to Appendix 2]
Again, project C outperforms both project A and B with an average profit generated wort £6 million, and an ARR or accounting rate of return worth 10%. Comparatively, projects A and B produced less average profit and accounting rate of return value. This showed the latter's ability to generate superior earning potential and bring about operational efficiency (Fajar and Effriyanti, 2024). 
Findings based on the above developments
While there exists a £60 million worth of constraint from an investment standpoint for General Electronics, the organisation can only afford project A or project C. 
Project C has a better NPV as shown above and can create a stronger profit in the long run. These factors outweigh a longer time of 3.6 years versus that of project A's 3.4 years to retrieve their initial investment (Shahriar et al., 2021). 
Still, project C requires a larger investment worth nearly £50 million, whereas its discounted cash inflows generate £54.22 million, offering a higher surplus over its cost of capital (Shahriar et al., 2021). [Referred to Appendix 2]
Keeping the above prospect in mind, Project A can then become a potential fallback option for General Electronics if they experience problems with their capital appetite. Likewise, project B must not be considered at all due to poor NPV and nil wealth driving potential of the project (Nunden et al., 2022). 
Final Recommendation
Despite the investment constraint experienced by General Electronics, it would be advisable for the company to take up project C alone. The reasons for this can be laid out as follows. [Referred to Appendix 2]
Firstly, the project can drive a higher net present value (worth £4.22 million), which cannot be borne from the other projects (Nunden et al., 2022).
Secondly, this project can meet stakeholder expectations to maximise their wealth potential after citing a 10% ARR, which could not be borne by the other projects (Fajar and Effriyanti, 2024). [Referred to Appendix 2]
Thirdly, the initial investment will also be recovered within a reasonable time frame, which is 3.6 years. This might not be considered too late from a General Electronics point of view (Sharma, 2023).
[bookmark: _Toc212203743]5.3 Justification of the recommendations with reference to the company’s financial performance and project risk characteristics
Firstly, liquidity-wise, the company's ability might have slightly declined, but a promise of better liquidity can be easily provided by project C, which can also drive the short-term cash-generating capacity of the firm. A higher gearing ratio for General Electronics suggests that investment in projects, which can create higher wealth along with stable returns, could be essential to contribute to liquidity. 
Secondly, profitability-wise, both return on equity and return on assets might have turned negative for General Electronics; still, their weaker earnings performance can be reversed by Project C, which can bring about predictable inflows to enhance stakeholder value over a period of time.
Thirdly, predictable inflows from project C can also assist General Electronics' operational efficiency through receivables and inventory-based generating ability. 
[bookmark: _Toc212203744]6.0 Conclusion 
Both the financial performance and working capital management analysis for General Electronics revealed how the organisation was struggling with its diminishing profitability and liquidity. This was not only indicative from the financial ratios but also the cash operating cycle, which was the fewest days in 2020 compared with the following four years till 2024. The report also analysed how the enterprise might work upon new financing options, both from a short-term objective and for the long run, which helps them to improve their working capital. Moreover, the report also brought about different investment appraisal methods for the company to choose a specific project, which can become a catalyst for improving the financial performance issues plaguing them in the last five years.
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[bookmark: _Toc212203747]Appendix 1: Ratio Tables and Computation
Profitability Ratios
	Ratios
	Formula
	2020
	2021
	2022
	2023
	2024

	Gross profit
	Gross profit/Net Sales*100
	28.67
	28.76
	28.06
	23.20
	28.87

	Net profit
	Net profit or loss after tax/Net Sales*100
	6.28
	0.88
	0.07
	-1.42
	-6.09

	Operating profit
	Operating profit/Net Sales*100
	6.06
	3.87
	2.68
	-20.29
	-3.87



Liquidity Ratios
	Ratios
	Formula
	2020
	2021
	2022
	2023
	2024

	Current Ratio
	Current Assets/Current Liabilities
	1.82
	1.56
	1.56
	1.61
	1.53

	Quick Ratio
	Current Assets-Inventories/Current Liabilities
	1.15
	0.93
	0.91
	1.06
	1.03



Efficiency Ratios
	Ratios
	Formula
	2020
	2021
	2022
	2023
	2024

	Inventory Turnover Ratio
	Cost of Goods Sold/Average Inventory
	3.64
	3.36
	2.84
	2.83
	3.35

	Receivables Turnover Ratio
	Net Sales/Average Receivables
	5.42
	4.65
	4.49
	3.74
	3.48

	Days Payable Outstanding Ratio
	Accounts Payable/Cost of goods sold*365 days
	69.29
	74.92
	76.69
	72.57
	83.86



Gearing Ratio
	Ratios
	Formula
	2020
	2021
	2022
	2023
	2024

	Gearing Ratio
	Total Debt/Shareholders' Equity*100
	62.88
	84.94
	87.84
	98.90
	111.20



Investment Ratio
	Ratios
	Formula
	2020
	2021
	2022
	2023
	2024

	Return on Equity
	Net profit/Shareholder's Equity
	0.12
	0.02
	0.00
	-0.55
	-0.16

	Return on Assets
	Net profit/Average Total Assets
	0.08
	0.01
	0.00
	-0.23
	-0.07



Cash Flow Ratios
	Ratios
	Formula
	2020
	2021
	2022
	2023
	2024

	Cash Flow Coverage Ratio
	Cash flow from operations/Total Debt
	0.37
	0.17
	0.05
	0.14
	0.09

	Cash flow to net income Ratio
	Cash flow from operations/Net Income
	1.90
	7.60
	26.85
	-0.26
	-0.62
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(Source: Excel)
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