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Introduction
General Electronics is currently in serious financial distress in the dynamic consumer electronics industry as a result of continuous revenue decline combined with continued erosion of profitability. The analysis conducted here is based on a detailed examination of the firm’s financial performance over the past five fiscal years (FY2020–FY2024). The primary objectives of this task is to Identify and quantify the primary causes of the prolonged underperformance, Propose a robust, three-phase, evidence-based turnaround strategy, and Critically assess the financial viability of significant near-term investment proposals. Initial findings are potentially distressing as the primary causes of distress appear to be due to systemic failures in inventory management that are resulting in high write-downs , and a prolonged high Operating Expenditure (OpEx) base being disproportionate to revenue levels. The proposed strategy will commence with the rapid stabilization of cash flow immediately followed by repositioning based on a credible path to profitability and the long-term future of the firm.
















1. Financial Health Check
Examining General Electronics' financial statements from the past five years reflects that the company is in a state of extreme and accelerating failure. The problems exist across all three major statements (Income Statement, Balance Sheet, Cash Flow Statement), demonstrating an overall systemic financial and operational failure (and not merely a cyclical downturn).

A. Profitability Ratio
a) Return on Capital Employed (ROCE)
This ratio indicates the profit earned in relation to the capital employed (Total Assets less Current Liabilities) in the company. An increasing ROCE is seen as a positive indicator of a company’s performance
ROCE = Operating Profit  x 100
               Capital Employed
                             Capital Employed = Total Assets - Total Current Liabilities
	Year  
	Operating Profit (£m)
	Capital Employed (£m)
	ROCE

	2024
	-15,297
	165,063
	-9.27%

	2023
	-85,301
	194,724
	         -43.81%

	2022
	14,548
	287,690
	5.06%

	2021
	23,253
	293,561
	7.92%

	2020
	37,267
	330,780
	11.27%



Table 1.1: Return on Capital Employed (ROCE) (Self Sourced)

Fig 1.1 ROCE analysis(Self Sourced)
The ROCE analysis validates that General Electronics is not a sustainable ongoing concern as it stands today. It is destroying value on a huge scale. The scoring factors are insufficient EBIT (with high costs and poor margins) and a highly inefficient, rapidly diminishing Capital Employed base. The turnaround strategy should aim for a positive and sustainable ROCE above 10% within three years. This plan will include maximizing the numerator, EBIT via cost reductions and margins, and optimizing the denominator, Capital Employed, through efficient asset disposals and working capital management.

b) ASSET TURNOVER
This ratio indicates the revenue earned per £1 of capital employed (Total Assets less Current Liabilities) An increasing Asset Turnover figure is seen as a positive indicator of a company’s performance.

Asset Turnover =    Revenue     
                           Capital Employed
	Year
	Net Sales (£m)
	Average Total Assets (£m)
	Asset Turnover Ratio (x:1)

	2024
	394,879
	339,613
	1.16

	2023
	420,457
	430,018
	0.98

	2022
	542,751
	507,256
	1.07

	2021
	601,602
	510,319
	1.18

	2020
	614,680
	510,290
	1.20


Table 1.2 Asset Turnover Ratio(Self Sourced)

Fig 1.2 Asset Turnover Ratio Graph(Self Sourced)
The company's efficiency collapsed in 2023 due to a failure to manage its asset base effectively in the face of falling sales. The apparent recovery in 2024 is not a sign of successful operational turnaround, but rather the result of a significant shrinkage of the company's size, which needs to be sustained and improved upon.

c) Gross Profit Margin
This ratio indicates how much gross profit is made for each £1 of sales. It indicates whether prices are being increased or decreased and/or the supply costs of ‘goods’ are increasing /decreasing. Consequently, an increasing Gross Profit Margin is seen as a positive indicator of a company’s performance.
GPM =     Gross Profit x 100 / Revenue
	  
	Net Sales (£m)
	Gross Profit (£m)
	Gross Profit Margin

	2024
	394,879
	113,994
	28.87%

	2023
	420,457
	97,560
	23.20%

	2022
	542,751
	152,292
	28.06%

	2021
	601,602
	173,016
	28.76%

	2020
	614,680
	176,256
	28.67%



Table 1.3: Gross Profit Margin(Self Sourced)
Fig 1.3 Gross Profit margin (Self Sourced)
The FY2023 GPM collapse demonstrates that Inventory Management is a major weakness for General Electronics. While the recovery in 2024 is positive, the main work of the turnaround strategy must be to sustain and expand this margin through attaining operational excellence in the supply chain and a disciplined approach to product launches to prevent future inventory obsolescence.
d) Net Profit margin
This ratio indicates the profit from operations earned in relation to the revenue generated. An increasing net profit margin is seen as a positive indicator of a company’s performance.
           NPM =    Net operating Profit   x 100
                          Revenue
	Year
	Net Sales (£m)
	Net Income (Loss) (£m)
	Net Profit Margin

	2024
	394,879
	-24,029
	-6.09%

	2023
	420,457
	-98,238
	-23.36%

	2022
	542,751
	407
	0.07%

	2021
	601,602
	5,301
	0.88%

	2020
	614,680
	38,572
	6.28%


Table 1.4: Net Profit Margin(Self Sourced)

   Fig: 1.4 NPM(Self Sourced)
The Net Profit Margin trend demonstrates the need for a turnaround. GE has moved from being operationally viable to a true "cash burner." The turnaround plan should focus on NPM recovery by enhancing operational efficiency (to improve gross and operating margins) and reducing debt (to minimize the drag of interest expense).

B. Liquidity
a) Current ratio
The current ratio is one of the most popular liquidity ratios utilized to evaluate a company's ability to pay its current liabilities. It informs shareholders and analysts of a company's ability to use its current assets on the balance sheet to meet its current debt payments and any other payable obligations due within the year. Generally speaking, a current ratio that is near the industry average or slightly above the industry average is considered an acceptable level or safety line for debt payments. (Fernando, 2025) 
	Year
	Total Current Assets (£m)
	Total Current Liabilities (£m)
	Current Ratio (x:1)

	2024
	242,494
	158,291
	1.53

	2023
	258,851
	161,148
	1.61

	2022
	338,040
	216,473
	1.56

	2021
	337,146
	216,787
	1.56

	2020
	326,843
	179,510
	1.82


 Current Ratio = Current Assets / Current Liabilities
Table 1.5 Current Ratio(Self Sourced)












Fig 1.5 Current Ratio(Self Sourced)

The Current Ratio indicates that General Electronics isn't currently struggling with a liquidity crisis, since its current liabilities do not exceed its current assets. However, it is trending toward the lower end of the acceptable range and is highly reliant on the sale ability of the large inventory balance. Overall, the current trend indicates a decreasing, weaker liquidity cushion.
b) Quick ratio
[image: ]The quick ratio assesses the company's ability to quickly pay its short-term obligations, using only its most liquid assets. The quick ratio is typically utilized to assess the strength of the company's cash position. (Seth, 2025)
	Year
	Quick Assets (£m)
	Total Current Liabilities (£m)
	Quick Ratio (x:1)

	2024
	163,139
	158,291
	1.03

	2023
	170,578
	161,148
	1.06

	2022
	197,859
	216,473
	0.91

	2021
	202,677
	216,787
	0.93

	2020
	206,413
	179,510
	1.15


Table 1.6 Quick Ratio(Self Sourced)
The Quick Ratio affirms that General Electronics encountered a legitimate liquidity crisis for 2021-2022. Although it has statistically improved, a financial ratio of 1.03 is still dangerous, as the company is now financially living and operating paycheck-to-paycheck with its quick assets. The financial statements note that the firm's 1.53 Current Ratio was only possible when accounting for £79355m in Inventories, thereby indicating that while inventory is important for liquidity, it is an unreliable means of meeting its immediate debts.
C. Efficiency
a) Non-current asset turnover 
	Year
	Net Sales (£m)
	Average NCA (£m)
	NCAT (x:1)

	2024
	394,879
	88,940
	4.44

	2023
	420,457
	107,030
	3.93

	2022
	542,751
	120,888
	4.49

	2021
	601,602
	129,786
	4.64

	2020
	614,680
	134,833
	4.56


NCAT = Net Sales / Average Non-current Assets
 
Table 1.7 Non-Current asset Turnover(Self Sourced)

b) Inventory Days
	Year
	Cost of Sales (£m)
	Average Inventory (£m)
	Inventory Days

	2024
	280,885
	83,814
	108.9 days

	2023
	322,897
	114,227
	129.1 days

	2022
	390,459
	137,325
	128.4 days

	2021
	428,586
	127,450
	108.5 days

	2020
	438,424
	120,430
	100.3 days


Inventory days = Average Inventory / Cost of Sales x 365
Table: 1.8 Inventory Days(Self Sourced)














Fig: 1.6 NCAT & Inventory Days(Self Sourced)
NCAT: The recovery is due to asset shrinkage (denominator effect), not sales growth (numerator effect). This is a defensive change.
Inventory Days: The high days in 2022-2023 was the root cause of the profitability and cash flow crisis. The recent improvement is a prerequisite for stability, but must be driven lower to restore operational excellence.
D. Gearing 
a) Debt-to-Equity Ratio
 The gearing ratio is a method for assessing an organization’s financial condition by comparing the amount of capital made up of borrowed funds to the total amount of capital invested.  It is a measure of how “levered” an organization is; or, in other words, to what extent debt is used to finance the activities of the organization. A high gearing ratio indicates a high level of debt in relation to the company’s equity. Depending on the industry, this may (or may not) indicate financial risk. (Allianz, 2024)
	Year
	Total Liabilities (£m)
	Total Equity (£m)
	Debt-to-Equity Ratio (x:1)

	2024
	170,249
	153,105
	1.11

	2023
	176,952
	178,920
	0.99

	2022
	235,757
	268,406
	0.88

	2021
	234,399
	275,949
	0.85

	2020
	196,989
	313,301
	0.63


 Table 1.9 Debt-to-Equity Ratio (Self Sourced)
b) Debt-to-capital Ratio
The Debt-to-Capital Ratio gives the percentage of the company's total capitalization (Total Assets) financed by debt
	Year
	Total Liabilities (£m)
	Total Equity (£m)
	Debt-to-Equity Ratio
	Debt-to-Capital Ratio

	2024
	170,249
	153,105
	1.11x
	52.65%

	2023
	176,952
	178,920
	0.99x
	49.72%

	2022
	235,757
	268,406
	0.88x
	46.76%

	2021
	234,399
	275,949
	0.85x
	45.93%

	2020
	196,989
	313,301
	0.63x
	38.60%





Table 1.10 Debt-to-Capital Ratio (Self Sourced)

Fig: 1.7 Debt-to-Equity and Debt-to-Capital Ratio (Self Sourced)
The Debt-to-Equity Ratio has increased significantly from 2020 (0.63) to 2024 (1.11). The capital structure was thought to be high risk because by 2024, there were more liabilities than shareholder equity. The continuous increase in the leverage indicates that the company has been funding its losses with more debt, increasing its financial risk.
For Debt-to-Capital Solvency Crisis Confirmed by FY2024, More Than Half of the Company Assets are Financed from Debt, This Certainty of Fast Tracking into a Solvency Crisis is unequivocally a Flag for Increased Financial Risk. Lenders Will Keep General Electronics as a higher-risk borrower into consideration that they cannot generate profits to service these debts, as demonstrated by the Extremely Poor ROCE, and NPM (Hargrave, 2024)
E. Investment
Return On Equity and Earning Per share 
	Year
	Net Income (Loss) (£m)
	Average Equity (£m)
	ROE

	2024
	-24,029
	166,012
	-14.47%

	2023
	-98,238
	223,663
	-43.92%

	2022
	407
	272,178
	0.15%

	2021
	5,301
	294,625
	1.80%

	2020
	38,572
	313,301
	12.31%


Table 1.11 ROE (Self Sourced)
	Year
	Basic EPS (£)
	EPS (£)

	2024
	£-1.85
	£-1.85

	2023
	£-7.64
	£-7.64

	2022
	£0.03
	£0.03

	2021
	£0.39
	£0.39

	2020
	£2.78
	£2.72


Table 1.12 EPS (Self Sourced)
Fig 1.8 ROE and EPS (Self Sourced)
The Earnings Per Share (EPS) trend indicates a value loss to shareholders. EPS has steadily decreased from 2.78 in 2020 to 0.03 in 2022 and a considerable drop into a negative value of -1.85 in 2023 and further to--7.64 in 2024. The loss in value corresponds to decreasing absolute net income values and declining firm profitability.The negative EPS incurred per share corresponds to significant losses per share that would be likely to decrease the market valuation and investor confidence. 
The Return on Equity (ROE) experienced the same pessimistic trajectory, with declining result: -54.9% in 2017 to negative percentages in 2023 and 2024. The return rate for 2023 is concerning, as it demonstrates extreme losses relative to the capital invested by the shareholders. Further, cumulative losses have also diminished retained earnings and returned total equity to -£153 in 2024 for example from £313 in 2020, being carried from prior earnings.
F. [bookmark: _Toc210855233]Cash Flow

[bookmark: _Toc210664666][bookmark: _Toc210664722]Figure 1.9: Cash Flow Ratios (Self Sourced)
	Cash Flow Ratios
	2024
	2023
	2022
	2021
	2020

	Operating Cash Flow Ratio
	0.09
	0.16
	0.05
	0.19
	0.41

	Cash Flow to Debt Ratio
	0.09
	0.14
	0.05
	0.17
	0.37


Table 1.13 Cash Flow (Self Sourced)
The Operating Cash Flow Ratio shows the extent to which current liabilities can be paid by operating cash. The ratio has decreased to 0.09 in 2024 compared to 0.41 in 2020, indicating that cash operations are not enough to cover the short-term obligations. This indicates that the firm has been relying more on external funding to remain in business s
In the same vein, the Cash Flow to Debt Ratio dropped from 0.37 in 2020 to 0.09 in 2024, which matches a drastic decrease in the measure of repaying debt through operating cash flows. This pattern suggests that the annual cash generation is less than 10 per cent of the total debt, which indicates the existence of a serious solvency ris

· Trends Analysis, strengths and threats. 
	Category
	Primary Strength(s)
	Major Threat(s)

	Profitability
	The Gross Profit Margin (GPM) recovered slightly to 28.87% in FY2024, having crashed in FY2023.
	Systemic Value Destruction. The company is not generating profits from its core operations, and quickly burning cash.

	Liquidity
	Current Ratio (1.53x) remains above the minimum safety threshold of 1.0x.
	Fragile Liquidity. Quick Ratio (1.03x) tight, high reliance on questionable Inventory to pay short term-obligations. 

	Gearing (Solvency)
	The Non-Current Asset base has contracted, matching long-term assets with reduced revenue (NCAT recovery).
	Severe Solvency Crisis. The creditors’ claim on assets of 1.11x D/E is now greater than the creditors' claim on assets. Financial risk of default..

	Investment
	None. The company is burning capital and anti-generating returns.
	ROE of −14.47% indicates the company is actively destroying shareholder capital and is not able to support the valuation.

	Cash Flow
	The Inventory Days cycle has contracted from 129 days (FY2023) to 108.9 days (FY2024), improving working capital flow.
	Unsustainable Working Capital Drain. FY2023 was characterized by huge cash tied up in dead inventory, causing the crisis.


Table 1.14 Trend Summary  (Self Sourced)
The present circumstances cannot continue. The business must prioritize on preservation of cash ad fast conversion of liquid assets with a focus on aggressively managing payables. Operational Improvement implementation of deep and sustained improvements in Inventory Days which will reduce cash tied up in working capital. Reduction of Structural Debt the high debt load and associated interest expense will remain a drag on our negative Net Profit Margin and create the need for an equity contribution or a significant restructuring of our debts.

[bookmark: _Toc213103742]Corporate Failure Prediction – Altman Z-Score
· In order to determine the probability of bankruptcy, Altman Z-Score model (1968) has been used with the 2024 financial data.
[image: ]
Where:
· = Working Capital / Total Assets
· = Retained Earnings / Total Assets
· = EBIT / Total Assets
· = Market Value of Equity / Total Liabilities
· = Sales / Total Assets
2024 approximations (based on provided data):
· Working Capital = (242,494 – 158,291) = 84,203
· Total Assets = 323,354 → 
· Retained Earnings = 208,431 → 
· EBIT (Operating Income) = –15,297 → 
· Market Value of Equity ≈ Total Shareholders’ Equity = 153,105; Total Liabilities = 170,249 → 
· Sales = 394,879 → 
[image: ]
According to Altman’s benchmarks:
· Z > 2.99: Safe Zone
· 1.81 < Z < 2.99: Grey Zone
· Z < 1.81: Distress Zone
With a calculated Z-score of 2.80, General Electronics is in the grey zone which means that it has a higher risk of financial distress even though it is not technically insolvent. This means that although it is reasonably stable for now, given its assets, its ongoing operating losses and decreasing profitability may lead it to a very serious financial state if it does not quickly remedy its situation. The output is simply a warning signal but nothing else. The Altman Z-score model has its drawbacks too because it only relies on financial accounting information without consideration for important qualitative factors such as management ability, market uncertainty, or strategic flexibility. Therefore, while there are weaknesses in the score it needs to be rendered carefully along with further strategic analysis and qualitative aspects. To avoid the further deterioration of General Electronics and move it into a state of persistent and sustainable recovery, a complete turnaround plan involving improving liquidity, controlling costs, and restructuring capital is warranted. (CFI Team, 2023)
2. Working Capital Management Analysis
· Cash operating cycle. 
The Cash Operating Cycle (COC) or Cash Conversion Cycle (CCC) indicates how long it takes (in days) for the company to convert its investments in inventory and receivables into cash. The shorter the cycle the better, as the company will require less working capital to support its sales. (Hayes, 2024)
COC= Inventory Days+ Receivables Days – Payable Days
	Year
	Inventory Days
	(+) Receivables Days
	(-) Payables Days
	= COC (Days)

	2024
	108.9
	88.8
	128.7
	69.0

	2023
	129.1
	94.7
	132.3
	91.5

	2022
	128.4
	80.1
	126.0
	82.5

	2021
	108.5
	72.5
	103.4
	77.6

	2020
	100.3
	 71.5
	90.0
	81.7


Table 2.1: Cash Operating Cycle (Self Sourced)



Fig 2.1 : COC Analysis (Self Sourced)
Trend Analysis (2020 to 2024) the overall pattern reveals extreme volatility in the cycle resulting from both operational turbulence and aggressive financial management.
2020 - 2023 Decline (81.7 days to 91.5 days): The cycle negatively shifted significantly, reaching the peak of the cycle at 91.5 in FY2023 when both a couple of catastrophic operational events took place. Inventory Bloat - Days increased to 129.1 days reflecting the fact that the product stagnation declines even more. Slower Collections - Days of Receivables (94.7 days) increased, indicating the possibility of the company offering more considerable terms of credit to spur sales.
2024 Moderate Improvement (91.5 days to 69.0 days): The COC drops dramatically to 69.0 in FY2024, the lowest reading over a five-year period. This was the only efficiency metric that showed true improvement but through impossible means. Aggressive Payables - Days of Payables rose dramatically to 128.7 days, meaning the company is aggressively using its suppliers as the source of free financing. Liquidation - Inventory Days decreased (129.1 to 108.9) is due to last year's major asset liquidation and asset write-offs.
To summarize, the COC suggests the company is managing cash aggressively to survive, but the basic operational inefficiency (high Inventory Days) and poor collections from customers are being offset by supplier financing.
· Strategies to Improve Liquidity Through Working Capital Reforms
To remedy General Electronics' precarious liquidity (Quick Ratio 1.03:1) and capitulate Cash Operating Cycle (69.0 days, reflecting a very stretched payable), the company must require broad working capital reforms. Most importantly, the goal is to release an amount of cash held up in the operating cycle to improve Cash Flow from Operations and the Quick Ratio in favoring cash and receivables over inventory.

i. Improve the Inventory Conversion Cycle 
The acute liquidity and profitability predicament is a result of inventory management. The company must reduce the current 108.9 Inventory Days to release cash. The use of Demand Driven Supply Chains (just in time (JIT) principles) shift the focus from a "push" (goods made based on forecast) to a "pull" (goods made based on orders) reduces obsolescence exposure and probability of carrying too much safety stock (Farris & Hutchison, 2002). Clearly detailing the Inventory Policy formally write-off obsolete stock and enforce tighter internal purchasing controls of new items. Only allocate capital expenditures in a lower volume of select, higher chance of a profitable sale, those fast product providing reasonable movement and immediate cash, liquidation of the other product, on the shelf or not, never buy more than needed, accomplices in recovery of cash even at a loss. Consolidate and Better Forecast invest in value packing analytical tools to purchase and production aligned with market demand signal (at the moment) reducing stock-outs and overstocking and improving Cost of Goods Sold and therefore, Inventory Days.

ii. Accelerate the Receivables Conversion Cycle
The 88.8 receivables days is, unfortunately, too slow and locks up valuable capital. This period must be shortened to reduce cash outflow. Tighten Credit Terms and Offer Incentives was to shorten the customer standard payment period, and add dynamic discounting (e.g., 2% / 10, net 30) that provides incentive to customers to pay early to drastically reduce the days until cash flow into account (Scirp.org, 2020). Also, Improve Collection Process was to establish a better collection process by instituting automatic invoicing and follow-up procedures. The use of the 88.8 days figure to analyze for specific slow-paying customer segments, and to engage these customers to a higher rigour in payment procedures, perhaps through factoring or asset based lending for immediate cash flow if a great deal of collection time has lapsed. Lastly, Invoice Accuracy to ensure that invoice delivery to customers is quick, and is void of error to eliminate delays caused error disputes customers with payment.

iii. Reform the Payables Management Cycle
While the current Payables Days of 128.7 certainly aids liquidity, it is very high risk. Reform must balance cash preservation with desire to maintain relationships. Strategic Payment Scheduling to Use technology to moving away from tight stretching (strains relationships) to very thoughtful payment timing. Pay all suppliers on the last day of their terms of credit or provide additional payment timing to penetrate free credit without incurring penalties or loss of goodwill; much closer to the Supplier Relationship Management (SRM) strategy from above. For major strategic suppliers negotiate concessions (improved pricing) not just to to stretch, but to guarantee better pricing perform in exchange for volume or time. Having strong supplier relationships is imperative for operational stability particularly with the company's weak profitability.  (Lambert & Cooper, 2000) Standardizing the Procurement to Pay Process will operationalize automation of the approvals process and payments to avoid lost economic benefit for missed discounts and/or early payments too soon.

Temporary Financing (Current Liabilities)
Temporary financing is defined as debt with a term to maturity of less than one year. It is most commonly used to finance current assets (e.g., inventory and receivables) and to meet temporary working capital needs.

· Short-term vs long-term financing options
Short-Term Financing (Current Liabilities) 
Short-Term financing is defined as debt with a term to maturity of less than one year. It is most commonly used to finance current assets (e.g., inventory and receivables) and to meet temporary working capital needs. (Rickman, 2023)
Key Features:
Period: Up to one year.
Costs: Interest rates are typically lower than long-term debt, though they also may be less stable (higher variable rates).
Risk: Liquidity risk for the borrower is often greater due to constant refinancing.
Flexible: Often more flexible and quicker than long term financing.
	Option
	Use Case
	Relevance to General Electronics

	Trade Credit (Accounts Payable)
	Financing day-to-day expenditures and inventory purchases.
	Maximized now (128.7 Paidables Days). Further stretching is risky to your supply chain.

	Bank Lines of Credit
	Cover seasonal spikes and provide a quick avenue to working capital.
	Essential. Provides an important safety net for the tight Quick Ratio, covering any shortfall.

	Commercial Paper
	Large, unsecured loans mainly for large, creditworthy companies. 
	
Difficult to obtain now due to negative profitability (NPM/ROE) and rating.

	Factoring / Asset-Backed Loans
	Sell Accounts Receivable for immediate access to short-terms capital, on discount.
	Highly relevant. Directly converts the slow 88.8 Receivables Days to immediate cash generating liquidity.


Table 2.2 Short Term Options (Self – Sourced)

Long-Term Financing (Non-Current Liabilities & Equity)
Long-term financing consists of capital that has a maturity of more than one year. It is generally used to fund non-current assets (for example, PPE, or R&D) and to provide a stable capital base. (Rickman, 2023)
Key Attributes: 
Time: Generally time frames for long-term liabilities is 1 to 30 years. 
Cost: Generally has a higher overall cost than short-term debt, but the rate is often fixed (providing certainty). 
Risk: Has a lower liquidity risk, since the debt does not mature for years. 
Flexibility: Is less flexible, often requiring collateral and high setup costs.
	Option
	Use Case
	Relevance to General Electronics

	Term Loans
	Funding large capital expenditures (PPE, Intangible assets).
	The debt may be necessary for operational restructuring, but it is difficult to obtain at high Debt-to-Equity (1.11:1).

	Corporate Bonds
	Extensively borrowing from the public markets.
	Not likely. A negative ROE/EPS and consequent serious solvency/credit risk makes bonds not feasible or cost prohibitive.

	Equity Financing
	Issuing new common or preferred stock (Dilution).
	Theoretically the best option. This option also produces cash (no repayment required), rectifying the eroded Equity base and reduces the D/E ratio.

	Leasing
	Issuing new common or preferred stock (Dilution).
	A good option for acquiring updated equipment without an immediate capital burden; preserving cash.


Table 2.3 Long Term Options (Self – Sourced)

3. Strategic Financial Restructuring Plan
Financial Restructuring Options for General Electronics
In light of General Electronics' systemic crisis, which consists of substantial losses, severe equity impairment (ROE =14.47%), and high financial risk (D/E =1.11;1), a full financial restructuring is required. Therefore, the following options are aimed at addressing the balance sheet and attracting needed capital.

Equity Injection (The Capital Cure). This is the most important and immediate step to affect solvency. New capital is non-debt financing essentially improves the balance sheet by increasing the denominator of the Debt-to-Equity (D/E) ratio and creates cash to pay off debt that is expensive to carry. (Brealey, R. A., Myers, S. C., & Allen, F. 2020).

Debt Restructuring (The Liability Adjustment), The need to adjust debt is an important part of dealing with the hefty liability burden the company must carry as they also work on their interest expense causing the ongoing Net Loss. (Herman, A. 2018), 

Portfolio Adjustments (The Asset Sale), Divesting and adjusting the portfolio is no doubt most important as it eliminates non-core, draining cash assets and produces cash immediately to directly deal with liquidity and solvency. (Kaplan, S. N., & Weisbach, M. S. 1992)

Debt-for-Equity Swap 
This process entails gaining agreement from creditors (whether that be banks or bondholders) to exchange debt claims that are aged for the company’s newly issued common stock. The overarching purpose of this process is to eliminate high-cost, fixed-obligation debt from the balance sheet and convert that debt into an equity component. This process reduces cash flow burden by not having a cash component while GS Electronics converts debt to equities and improves the company’s debt-to-equity ratio. 

Covenant Renegotiation 
GS Electronics needs to actively engage lenders to renegotiate certain financial covenants. Rather than be victimized by a certain percent of the lenders, the purpose of issuances is all about negotiating terms of covenants and provisions of ratios (profitability, liquidity, etc.) that are currently weak or negative (e.g., Quick Ratio 1.03:1, negative ROCE). Thus, relaxing covenants (e.g., interest coverage) provide immediate job realigning room and prevents a technical default threat currently posed as some lenders may cause full-payment of loans to be due immediately. (Herman, A. 2018)

Divestiture
This entails the sale of all unrelated or struggling portions of a business (e.g., an unrelated geographic region/market or a stagnant legacy product sector). A divestiture gives a substantial immediate cash providing to meet debt obligations and cover working capital gaps. Most importantly, such a move frees up management to focus on the remaining parts of the business minimally to the core, high-value business lines, directly addressing the issue of negative Return on Capital Employed (ROCE). (Kaplan, S. N., & Weisbach, M. S. 1992)

Merger (as an Acquired Firm)
Given the extent of the crisis, an alternative cautionary exit strategy might include an outright acquisition by a fiscally strong competitor or a professional private equity firm. This situation maximizes the remaining shareholder value by transferring all the operational responsibility and capital need to an organization that is more capable of executing the necessary turnaround. (Kaplan, S. N., & Weisbach, M. S. 1992)

Impact Evaluation of Financial Restructuring Options
Effect on Shareholder Value
Shareholder value, as measured by EPS and ROE will incur immediate, painful dilution that will require long-term stabilization.
Equity Injection (Dilution) - Issuing new shares (either through a Rights Issue or Private Placement) causes the immediate percentage ownership and Earnings Per Share (EPS) to the existing shareholders to be diluted. It is an unavoidable, near-term negative side effect. However, in the long-term, the action is value-enhancing as it creates the capital needed to stop the negative Return on Equity (ROE) (-14.47%) and potentially saves the company from insolvency. (Jensen, M. C. 1986)
Debt-for-Equity Swap (Severe Dilution) - The debt-for-equity swap is the most damaging for existing shareholders as it relinquishes an ownership position to creditors. Although it “cures” the debt problem, the dilution is most times significant and permanently reduces EPS. (Jensen, M. C. 1986)
Divestiture (Value Consideration) - Selling off underperforming business units is typically positive for long-term value. At the sell-off of the business segment that was draining cash (negative ROCE), market value can focus on the balance sheet performance of the remaining business unit which is typically more focused and potentially more profitable. (Jensen, M. C. 1986)

Impact on Debt Structure
The debt structure needs to be overhauled to reduce dependence on external funding to relieve the financial risk of a current Debt-to-Equity (D/E) = 1.11:1.
Equity Injection (Repairs Solvency Issues): Injecting equity improves the debt structure by increasing the equity denominator to reduce the D/E ratio. This conveys financial viability to creditors and reduces the indicative cost of debt in the future. (Myers, S. C. 1977)
Debt-for-Equity Swap (Bellwether De-Leveraging): This is the best mechanism for debt restructuring. It reduces the principal in debt burdens on the balance sheet and improves solvency ratios, while importantly reducing the company's total annual interest costs which is currently a detriment to profit margins. (Myers, S. C. 1977)
Divestiture (Repaying Debt): Cash proceeds from asset sales must be earmarked for paying down mandatory outstanding debt. This has the effect of reducing the total outstanding principal and the cost of capital leaving additional capacity to borrow if needed. (Myers, S. C. 1977)

Impact on Operational Flexibility 
Operational flexibility, the ability to react in a timely way to market shifts as well as invest in research and development, has been severely damaged by the financial situation of the firm. 
Divestiture (of non-core, problem interests): Divesting non-core interests that are struggling will substantially increase operational flexibility. Management time and energy will shift from remediating different isolated failures to addressing the core, most valuable interests. This has a significant impact on resource allocation (for instance, more resources may be devoted to research and development and less to covering losses). Equity infusion (working capital relief): The new equity infusion provides essential flexibility of working capital. The company will not only have the ability to invest in modern inventory control systems but also stop the dangerous practice (in the context of supply chains) of lengthening Payables Days (128.7). Lengthening Payables Days puts a strain on supplier relationships and creates disruption in the supply chain. 
Debt Restructured (covenant freedom): Covenant renegotiation must be successful to achieve operational freedom. If management were to relax the financial ratios, management could retain flexibility on spending, investment, and strategic movement and would not face immediate technical default on covenants.


International and Ethical Considerations for Restructuring

Currency Risk (FX Exposure) 
Restructuring typically involves significant cross-border transactions, including selling foreign subsidiaries or repatriating cash from international divisions after liquidation or sale. Each transaction creates currency risk. Specifically, if the foreign subsidiary's local currency depreciates against the company's reporting currency (sterling), the cash proceeds after conversion will be reduced, potentially impacting debt pay-down targets. To mitigate this, management must rely on hedging mechanisms, such as forward contracts, to lock in favorable exchange rates for divestiture plans and major cash transfers internationally. (Rochmayasari, 2022)

Taxation 
Aside from price, the decision to liquidate an asset must be based on after-tax proceeds. International tax law is complicated, and any divestment must be structured the correct way to minimize capital gains tax exposure in the foreign jurisdiction and a repatriation tax upon the cash transfer back to the company in the UK. Even further, the equity investment must also provide assurance to international investors that the company is tax compliant and structured optimally, especially regarding intercompany transfer pricing, which taxpayers and global tax authorities scrutinize more heavily than other taxes. (Rochmayasari, 2022)

Inflation
While currency risk concerns volatility in exchange rates, inflation takes a toll on the real (inflation-adjusted) value of the Company's debt and assets over time. High inflation of operating markets can materially increase the cost of goods sold (COS)—only aggravating the Company's poor Net Profit Margin—and make local capital expenditure financed much more expensive. Restructured debt, particularly when it entails a delay in payment, will also need to take into account future inflation being stubborn, as it could drive up future interest rates, which will further increase financing costs post-restructuring overall. (Rochmayasari, 2022)


Ethics and Corporate Social Responsibility (CSR)
The need to restructure—the use of debt-for-equity swaps and divestitures, in particular—presents material ethical obligations to the Company's numerous stakeholders. (Rochmayasari, 2022)

Equitable Treatment of Stakeholders
The Company needs to address the ethical tension between shareholders and creditors. A debt-for-equity swap, although a necessary means for survival, is effectively compelling a loss on the bondholders, and obviously diluting the existing shareholders. Therefore, management has an ethical obligation to coordinate the swap agreement, and along with it, dissemination of information—to ensure the swap terms are clear, mutually agreeable, and perceived as fair to all involved parties, as they are all sharing the pain to ensure the enterprise's long-term viable survival. (Rochmayasari, 2022)

4. Investment Appraisal and Capital Budgeting
Payback Period (PBP)
PBP = Year before Recovery + Uncovered Amount / Cash flow in recovery year
	Years
	Project A (£m)
	Project B(£m)
	Project C(£m)

	Initial Amt
	40
	30
	50

	1
	10
	6
	5

	2
	12
	6
	10

	3
	14
	6
	20

	4
	10
	6
	25

	5
	8
	6
	15

	PBP (Years)
	3.40
	5
	3.60


Table 4.1 Payback Period (Self Sourced)
Project A has the fastest payback, improving liquidity recovery under financial constraints
Account Rate of Return (ARR)
ARR= Average Profit / Initial Investment x 100
	Project
	Avg Annual Profit (£m)
	Avg Investment (£m)
	ARR Calculation
	ARR (%)

	A
	2.8
	20
	2.8 / 20
	14.0%

	B
	0.0
	15
	0.0 / 15
	0.0%

	C
	5.0
	25
	5.0 / 25
	20.0%


Table 4.2 ARR (Self Sourced)
Project C provides the highest return relative to investment.

Net Present Value (NPV)
NPV = PV – Initial Investment
	Years
	Project A (£m)
	Project B(£m)
	Project C(£m)
	Discount Rate (10 %)
	Present Value (PV)

	
	
	
	
	
	

	
	
	
	
	
	A
	B
	C

	Initial Amt
	40
	30
	50
	
	 
	 
	 

	1
	10
	6
	5
	 0.909
	9.09
	5.454
	4.545 

	2
	12
	6
	10
	 0.826
	9.912
	4.956
	8.26 

	3
	14
	6
	20
	 0.751
	10.514
	4.506
	15.02 

	4
	10
	6
	25
	 0.683
	6.83
	4.098
	17.075 

	5
	8
	6
	15
	 0.620
	4.96
	3.72
	 9.3

	Total
	 54
	 30
	75 
	 1
	 41.306
	22.734 
	 54.2

	NPV
	
	
	
	
	1.306
	-7.266
	4.2


Table 4.3 NPV Calculations(Self Sourced)
NPV for Project A
41.306 – 40 = 1.306 
NPV for Project B
22.734 – 30 = -7.266
NPV for Project C
54.2 – 50 = 4.2
i. Project A: 1.306 > 1:- The project adds value. (Accepted)
ii. Project B: -7.266 < 1:- The project destroys value. (Rejected)
iii. Project C: 4.2 > 1:- The project adds the most value. (Accepted)
Profitability Index
PI = PV / Initial Investment
PI for Project A
41.306 / 40 = 1.03
PI for Project B
22.734 / 30 = 0.75
PI for Project C
54.2 / 50 = 1.08
i. Project A: PI =1.03. Since PI > 1, the project is acceptable.
ii. Project B: PI = 0.758. Since PI < 1, the project is rejected.
iii. Project C: PI = 1.085. Since PI > 1, the project is acceptable.

Internal Rate of Return	

The IRR is the discount rate that causes the NPV of a project to be equal to zero. A project will be accepted if it has an IRR that is greater than the cost of capital (10%). 

Project A has an IRR of 11.33%. Since 11.33% > 10%, the project is acceptable. 

Project B has an IRR of 0.00%. Since 0.00 < 10%, the project is rejected. This means the project breaks even on the initial investment, but there is no time value adjustment. 

Project C has an IRR of 12.72%. Since 12.72 > 10%, the project is acceptable.
Final Investment Recommendation (Capital Rationing)
With capital rationing - constrained by budget of £60m, maximize the Net Present Value (NPV) of the projects selected within budget. The norm way to rank for capital rationing is the Profitability Index (PI), which provides the rationale for investing in projects that provide the highest value NPV per pound in.  Project data and ranking in the table below summarizes key metrics for the viable projects (A and C) and ranks them by PI. The total available capital is £60m
	Project
	Investment (£m)
	NPV (£m)
	PI
	Rank (by PI)

	C
	50
	£4.23m
	1.085
	1

	A
	40
	£1.32m
	1.033
	2

	B
	30
	-£7.26m
	0.758
	(Reject)


Table 4.4: Project Ranking (Self Sourced)
Decision Path: 
Approve Project C (Rank 1): They accept the request to invest £50m. 
Check Remaining Budget: £60m - £50m = £10m. 
Project A (Rank 2). This requires £40m, which is significantly greater than the remaining budget of £10m. Thus it is denied. We can't choose both projects C and A.
In this scenario, we cannot combine the two largest projects, A and C, because the total is £90m, which is greater than the £60m budget. 2 final recommendation should be deny project A and only accept project C investment.
	Final Portfolio
	Total Investment (£m)
	Total NPV (£m)

	Project C
	50
	4.23


So, the final investment recommendation is to accept only Project C



Table 4.4: Final Recommendation (Self Sourced)
Justification of Recommendation
The recommendation to only accept Project C is primarily supported by its superior future value generation, which specifically supports the urgent need to bring General Electronics' profitability and equity base back to life and the lowest risk, given the firm’s troubled liquidity position.
Financial Justification (Profitability and solvency are paramount)
General Electronics is currently suffering from extreme negative profitability, indicating by the significant negative profit it is generating and an ROE of -14.47%. The company's primary goal must be to maximize future wealth generation.
Value Maximized (NPV): Project C has the maximum NPV of £4.23m which is significantly larger than Project A's of £1.32m. As we are working to maximize shareholder wealth, the NPV is the direct expected increase in firm value of undertaking a project; therefore selecting Project C has the highest contribution to do away with the previous loss and restore equity as the first most critical step to improving solvency.
Efficiency of Investment (PI): Project C has the greatest Profitability Index relative to Project A, meaning the present value returns £1.085 for every £1 invested in Project C compared to 1.049 for Project A. This is very important in a capital rationing context, where money has to be utilized in the most effective manner.
Justification of Liquidity and Risk 
General Electronics is currently in a tight liquidity spot, as indicated by a quick ratio of 1.03:1, and is stretching payments with 128.7 Payables Days, meaning it should be cautious of taking on more projects that could strain cash flow or expose the company to significant short-term risk. (IG, 2019)
Risk Profile (Cash Flow volatility):  Project C cash flows are heavily back loaded in Years 4 and 5 compared with Project A that has steady cash flows. Project A suggested a slightly quicker Payback Period 3.40 years compared with 3.60 years for C, however, the liquidity advantage is immaterial compared with Project C's larger profit. An important note, all option project B is rejected on the grounds of negative NPV, with the £60m capital rationing constraint meaning you can’t accept both project A and project C which is £90m in total. So, it must choose one, and project C maximizes long term value to shareholders C is worth the choice even if it appears the repayment is marginally slower in the payback period. (IG, 2019)
Budget Constraint: The £60m capital rationing constraint makes a choice between project A and project C necessary. Based on the available capital if project C is accepted the non-released £10m is acceptable as opposed to another decision point of project A which would be an unutilized £20m. Accepting project c is ideal because project C offers a better total value added benefits than project A. (Self-Source)
Conclusion
General Electronics is at a critical but recoverable juncture. All five years of analyzing failed profitability, liquidity, leverage, and Z-Score firmly in the grey suggest the way forward is clear; release cash by improving the cash conversion cycle, and also deleverage the balance sheet through specific divestitures and liability management, while re-establishing disciplines around earnings. Fund project C that has the better NPV/PI and IRR spread, and reject and defer A & B respectively IF you have rationed capital. As part of an overall stage gated funding process hedge or prototype AM with established ethical vendor and workforce protection. Headers that will signal success are - CCC -50 days, positive interest coverage, D/E/0.8, and Z/3.0 Through responsible governance and transparency the company can return to solvency and scalability and responsible growth.
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	General Electronics 

	 
	 
	 
	 
	 
	 
	 

	Ratios
	Units
	2020
	2021
	2022
	2023
	2024

	 
	 
	 
	 
	 
	 
	 

	Profitability:
	 
	 
	 
	 
	 
	 

	ROCE
	Percentage
	11.27%
	7.92%
	5.06%
	-43.81%
	-9.27%

	Asset Turnover Ratio
	X:1
	1.2
	1.18
	1.07
	0.98
	1.16

	Gross profit margin
	Percentage
	28.67
	28.76
	28.06
	23.2
	28.87

	Net profit margin
	Percentage
	6.28
	0.88
	0.07
	-23.36
	-6.09

	 
	 
	 
	 
	 
	 
	 

	Efficiency:
	 
	 
	 
	 
	 
	 

	Non-current asset turnover
	X:1
	4.56
	4.64
	4.49
	3.93
	4.44

	Inventory days
	Days
	100.3
	108.5
	128.4
	129.1
	108.9

	 
	 
	 
	 
	 
	 
	 

	Liquidity:
	 
	 
	 
	 
	 
	 

	Current ratio
	X:1
	1.82
	1.56
	1.56
	1.61
	1.53

	Quick Ratio
	X:1
	1.15
	0.93
	0.91
	1.06
	1.03

	 
	 
	 
	 
	 
	 
	 

	Gearing:
	 
	 
	 
	 
	 
	 

	Debt to equity
	X:1
	0.63
	0.85
	0.88
	0.99
	1.11

	Debt to capital
	Percentage
	38.6
	45.93
	46.76
	49.72
	52.65

	 
	 
	 
	 
	 
	 
	 

	Investment:
	 
	 
	 
	 
	 
	 

	Earnings per share (EPS)
	Percentage
	12.31
	1.8
	0.15
	-43.92
	14.47

	Return on Equity
	£m
	2.72
	0.39
	0.03
	-7.64
	-1.85



[bookmark: _Toc214744192][bookmark: _Toc214744264]Appendices B:  General Electronics - CCC Table (2020-2024)

	Year
	Inventory Days
	(+) Receivables Days
	(-) Payables Days
	= COC (Days)

	2024
	108.9
	88.8
	128.7
	69.0

	2023
	129.1
	94.7
	132.3
	91.5

	2022
	128.4
	80.1
	126.0
	82.5

	2021
	108.5
	72.5
	103.4
	77.6

	2020
	100.3
	 71.5
	90.0
	81.7








[bookmark: _Toc214744193][bookmark: _Toc214744265]Appendices C:  General Electronics – Investment Appraisal Results
	Project
	Initial Investment (£m)
	NPV (£m)
	IRR (%)
	Payback Period (Years)
	ARR (%)
	Profitability Index (PI)

	A
	40
	1.306
	11.33
	3.40
	14
	1.03

	B
	30
	-7.266
	0.0
	5
	0
	0.758

	C
	50
	4.2
	12.37
	3.60
	20
	1.085











	Project
	Investment (£m)
	NPV (£m)
	PI
	Rank (by PI)

	C
	50
	£4.23m
	1.085
	1

	A
	40
	£1.32m
	1.033
	2

	B
	30
	-£7.26m
	0.758
	(Reject)
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Asset Turnover Ratio

Series 1	
2024	2023	2022	2021	2020	1.1599999999999999	0.98	1.07	1.18	1.2	


GPM %	
2024	2023	2022	2021	2024	28.87	23.2	28.06	28.76	28.67	


NPM %

Series 1	
2024	2023	2022	2021	2020	-6.09	-23.36	7.0000000000000007E-2	0.88	6.28	



Current Ratio (Times)	2024	2023	2022	2021	2020	1.53	1.61	1.56	1.56	1.82	



NCAT	
2024	2023	2022	2021	2020	4.4400000000000004	3.93	4.49	4.6399999999999997	4.5599999999999996	Inventory Days	
2024	2023	2022	2021	2020	108.9	129.1	128.4	108.5	100.3	



Debt to Equity	2024	2023	2022	2021	2020	1.1100000000000001	0.99	0.88	0.85	0.63	Debt to Capital	2024	2023	2022	2021	2020	52.65	49.72	46.76	45.93	38.6	



ROe & EPS

ROE	
2024	2023	2022	2021	2020	-14.47	-43.92	0.15	1.8	12.31	EPS	
2024	2023	2022	2021	2020	-1.85	-7.64	0.03	0.39	2.72	


Cash Flow

Operating Cash Flow Ratio	
2024	2023	2022	2021	2020	9.3637667334213567E-2	0.15631593317943754	5.0472807232310728E-2	0.18581833781545942	0.40884630382708487	Cash Flow to Debt Ratio	
2024	2023	2022	2021	2020	8.7060716949879297E-2	0.14235498892354989	4.6344329118541548E-2	0.17185653522412639	0.37256902669692216	




COC	2024	2023	2022	2021	2020	69	91.5	82.5	77.599999999999994	81.7	



ROCE

Series 1	2024	2023	2022	2021	2020	-9.27	-43.81	5.0599999999999996	7.92	11.27	
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