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[bookmark: _Toc216707179]Introduction
[bookmark: _GoBack]Within the context of diminishing profitability, low liquidity and high financial risk of the business, the financial position and strategic option of General Electronics will be tested as discussed in this report. The comprehensive financial health analysis of the ratio analysis models and corporate failure prediction models will be used to initiate the analysis to determine the determining trend, strengths and weaknesses. It also analyses the way the working capital can be controlled and gives recommendations that can be undertaken to enhance liquidity. Various options of strategic financial restructuring are also considered to bring back sanity and flexibility. Lastly, the capital budgeting process can also be used in the evaluation of a capital investment project in capital rationing. The report will be used in judgment decision-making and long-term recovery of the finances.

[bookmark: _Toc216707180]Financial Health Check
Financial health analysis gives an excellent understanding of the present situation of General Electronics and the reasons why it performs poorly (Kimmel et al., 2020). This part is an analysis of 5 years of financial statements through ratios to determine profitability, liquidity, efficiency, gearing and cash flow strength. Trends, strengths and threats are determined, and the Altman Z-Score is used to estimate the default risk and make additional restructuring decisions in the future.
[bookmark: _Toc216707181]Profitability Analysis
The profitability ratios display the efficiency of the business in generating its profits out of the sales, assets and shareholder investment. General Electronics has been losing its profitability in all indicators.
Gross Profit Margin
Gross margins fell steadily. The decline is an indication of an increase in the costs of production or failure to hold prices in a competitive market. Since the revenue dwindled throughout the time, the firm also lost its economies of scale, and this worsened the pressure on costs. A declining gross margin is usually a sign of weak market demand or a high cost of input.
Operating Profit Margin
Operating margins became extremely low, reaching the level of large losses. This trend indicates that the level of sales generated is not commensurate with the operating expenses. Administration, distribution and restructuring charge costs have dominated the operating income. A negative operating margin has a strong tendency to be sustained, which may reflect systemic problems in the business (Grundy et al., 2022).
Net Profit Margin
The net margins shifted to negative values of large amounts. The issues, such as decreased sales and greater finance and one-off expenses, were the force behind the losses. Persistent net losses dilute the retained earnings and undermine the shareholder equity. In such a case, where the company incurs negative net margins over a couple of years, it is not an easy task to get the company back without significant changes in the operations.
Return on Assets (ROA)
ROA has gone negative, which was an indication that assets are not currently yielding returns that are acceptable. This may be due to the business being in possession of old or unproductive assets. A reduction in asset productivity is a negative indication that the resources available at the company are not productive.
Return to Equity (ROE)
ROE also became very negative. This is an accumulation of declining profits and a decrease in equity in the hands of shareholders. A negative ROE carries with it the destruction of shareholder wealth and makes it less attractive to investors (Palepu et al., 2020).
Profitability Summary
Comprehensively, there is a high depreciation of profitability ratios. The company has challenges controlling expenses, sustaining margins and returns, and this depicts dire performance problems. More importantly, the consistent drop in all ratios of profitability suggests that the companies are weak in terms of structure in their operating model and not in a short-term slump. The negative ROA and ROE indicate that assets and shareholder money are being decimated rather than creating value, which restrains the internal ability of the firm to finance its operations, which substantiates the necessity of strategic rearrangement to revive long-term profitability.
[bookmark: _Toc216707182]Liquidity Analysis
Liquidity ratios indicate the ability of the company to meet its immediate debts. The liquidity position of General Electronics has been decreasing.
Current Ratio
It has weak liquidity, with the current ratio decreasing with a minor improvement in the last year due to decreased liabilities instead of an increase in assets.
Quick Ratio
The quick ratio was low, which meant there were not many liquid assets, and it was likely to have to convert inventory at a very fast rate.
Cash Ratio
The cash ratio deteriorated enormously, indicating a lesser amount of cash as well as increasing short-term borrowing.
Liquidity Summary
The liquidity ratios show increasing financial pressure and an inability to cover the short-term liabilities without the support of external resources. Such a chronic liquidity shortfall impacts the refinance risk and limits the ability to operate flexibly because the company progressively relies on short-term borrowing to fund the operational activities at a time when cash inflows are falling.
[bookmark: _Toc216707183]Efficiency and Working Capital Analysis.
The efficiency ratios are the tools that evaluate the effectiveness of the company in dealing with inventory, receivables and payables. These interventions have an impact on the cash conversion cycle (CCC), which indicates the duration of conversion of working capital to cash (Black, 2023).
Inventory Days
The early period showed an increase in inventory days with a decreased turnover and possible overstock. Inventory days declined drastically, which can be an indication of reduced production or an attempt to clear the inventory at discounted prices. A change in the level of inventory abruptly reflects a lack of stability in the production planning or demand prediction.
Receivable Days
Receivable days were still large and consistent. This implies that payment by customers is sluggish, which weakens the liquidity and delays the cash flow. Red-flagged collections are also associated with exposing the credit risk in case customers are experiencing financial problems (Fridson and Alvarez, 2022).
Payable Days
The number of payable days was also higher, indicating that the company is withholding payments to the suppliers. Although it can be useful in the meantime to sustain the cash flow, it can destroy relationships with suppliers and cause stricter credit conditions.
Cash Conversion Cycle
The CCC grew during the initial years, i.e. cash was held in operations. This subsequent decline could be good; however, it is probable that it was due to poor production and not efficiency. Falling CCC due to operational contraction is an indication of financial pressure, rather than enhanced management.
Efficiency Summary
There is poor performance regarding efficiency. Stagnant receivables, inventory volatility and rising payables are all indicators of working capital stress. Despite an apparent increase in the cash conversion cycle in the later years, this is more of an operational shrinkage than an actual efficiency increase, and this is the means of continued strain on liquidity and not a proper management of working capital.
[bookmark: _Toc216707184]Gearing and Financial Risk
Gearing ratios show the degree of reliance of the company on debt and the level of risk of long-term solvency.
Gearing Ratio Trends
Debt-to-Equity Ratio
The level of the debt-to-equity ratio rose drastically as the shareholder equity declined. Increasing leverage would raise financial risk and decrease flexibility. An increased amount of debt also increases the cost of interest, and recovery becomes harder.
Interest in Coverage
The interest coverage turned negative, that is, the firm is no longer able to meet interest payments on the level of operating income (Arnold and Lewis, 2019). This is a significant indicator of financial stress, and a high probability of default is a great threat.
Debt Ratio
There was a gradual rise in the debt ratio. An increased debt dependency will expose the business to fluctuations in interest rates and a lack of cash flow.
Gearing Summary
There is a severe problem with the gearing of the company. The debt-to-equity ratio is high, and the earnings are poor, indicating that the capital structure is weak. Both high leverage and negative interest coverage greatly increase insolvency risk and lower the ability of the firm to absorb financial shocks, which decreases its ability to absorb them and demonstrates the urgency of capital structure restructuring, especially via equity-based solutions to the issue.
[bookmark: _Toc216707185]Cash Flow Performance
The ratio and trends of cash flow indicate whether the operations of the company are sufficient to fund its operations.
Operating Cash Flow
The cash flow also fell and fell into the negative in a year. The negative operating cash flow indicates that the core business is already not self-sufficient and needs an external funding source to be conscious of.
Free Cash Flow
Free cash flow fell sharply. Negative free cash flow shows that there is a low capability of investing, settling debt or financing restructuring.
Cash from Financing
External borrowing was enhanced. This is an indication of poor internal cash generation and further strain on debts of the company (Schroeder et al., 2022).
Cash Flow Summary
In general, there is an increasing instability and a diminished financial flexibility of cash flow performance.
[bookmark: _Toc216707186]Altman Z-Score: Default Risk Assessment.
The Altman Z-Score is a combination of measures of profitability, efficiency, leverage and liquidity to establish the risk of corporate failure.
Z-Score Trend
The Z-score of the company was decreasing to a disturbing range. This implies that the chances are high that there will be a default if a corrective measure is not taken.
Interpretation
The way the score continued to decrease points to several things:
Weak profitability, High leverage, Fading working capital efficiency, Unfavourable operating cash flow and Falling asset productivity
Together, the decreasing Z-score represents a solid indicator of General Electronics being in the financial distress zone with a high likelihood of failing unless strong corrective measures can be implemented in order to increase profitability, liquidity, and capital structure.
Put collectively, these are indicators that indicate significant financial pain and a significant danger to long-term survival.
[bookmark: _Toc216707187]Strengths and Threats Summary.
Strengths
There was a slight cash conversion cycle improvement in the last year. Current assets are a little levelled off. Restructuring with a chance to revive.
Threats
Constant reduction in profitability. Unsustainable interest cover and high leverage. Bad liquidity and declining cash reserves. Geriatric working capital performance. The Z-score indicated high default risk.

[bookmark: _Toc216707188]Working Capital Management Analysis
Working capital management is critical in the case of General Electronics, particularly because it is experiencing poor liquidity and financial volatility. This part assesses the cash operating cycle and defines significant weaknesses in inventory, receivables and payables. It then advises on the steps to enhance liquidity and contrasts appropriate short-term and long-term facilities to facilitate recovery.
[bookmark: _Toc216707189]Cash Operating Cycle Evaluation.
Cash operating cycle (COC) is used to determine the duration taken by the company to translate inventory and credit sales into cash (Kaushik and Chauhan, 2019). It also contains inventory days, receivable days and payable days and gives a valuable perspective on short-term financial well-being.
Inventory Management
Early in the period, there were higher inventory days signifying bulk inventory, sluggish sales or poor forecasting of demand. This locks up money that would be utilised in operations. The subsequent decline in inventory days could have been caused by less production or an attempt to move stock fast by discounting. These swings indicate an inability to plan and poor coordination between production and sales. Remarkable inventory management leads to pressure on liquidity and low efficiency.
Receivables Collection
The number of receivable days was still high over the five years, indicating that the payment of the customers is always slow. This slows down the cash inflow and obliges the company to use short-term borrowing to continue with the day-to-day expenses (Parrino et al., 2021). The risk of late payments or delays is also high when the receivables are high. This trend shows the necessity of tightening credit control and making the collection process more effective.
Payables Management
The days payable outstanding went higher due to delays made by the company in paying suppliers. This may be good to maintain cash in the short run, but it may destroy the supplier’s faith. Stricter credit conditions or fewer deliveries would further deteriorate liquidity.
General Cash Operating Cycling.
Increasing early period lengthening of the COC indicated more cash was bound. This probably indicates reduced production, not efficiency, although it was reduced later. In general, a low working capital performance remains a cause of serious liquidity issues.
[bookmark: _Toc216707190]Policies to Enhance Liquidity using Working Capital Reforms.
General Electronics should also bring in specific changes to increase liquidity. These involve gains in the collection of receivables, control over the inventory and payment to suppliers.
Enhance Collection of Receivables.
This can be achieved by a company through a reduction in:
Early payment discounts should be introduced, Straining credit before issuing credit, Paying Maturity on accounts overdue faster, Automated bills and reminder system.
The improved collection practices will augment the cash receivables and alleviate the pressure on financing.
Improve Inventory Control
The company should supply inventory with the aim of stabilising its inventory levels and preventing the tying up of excess cash by:
Employ better demand forecasts, introduce lean inventory practices, and determine and eliminate fast-moving/outdated products (D'Eusanio et al., 2019). Enhance coordination between the sales and production teams.
By means of more effective inventory management, holding costs are reduced, and stability in operations is enhanced.
Significantly Improve Payables Planning.
This means that the company must not overdepend on the delay of supplier payments. A better approach includes:
Signing of more viable and realistic credit conditions, Communication of its restructuring plans to console the suppliers, Paying critical suppliers first.
This is to favour liquidity as well as excellent supplier relationships.
Improve Cash Flow Predictions.
Frequent planning of cash flows can detect when there will be limitations. This will enable the management to spend and organise funds beforehand and not respond to crises.
Implement Cost Controls
Eliminating the unnecessary costs enhances working capital by reducing cash payments. These can be the review of supplier contracts, reduction of unnecessary overheads and operational efficiency, etc.
[bookmark: _Toc216707191]Short-Term vs Long-Term Financing Options
Reforms on working capital may have to be financed. Short-term and long-term ways have their advantages in terms of orientation.
Short-term Financing Speakers.
These are overdrafts, short-term bank loans, trade credit and financing invoices.
Pros:
Quick access to cash is good when one is short of cash urgently, filling in the time differences between payment and receipt.
Cons:
Higher interest costs must be repaid quickly, and more financial strain when used on multiple occasions (David, 2022).
Short-term finance is recommended for temporary liquidity problems and not for long-term requirements.
Long-Term Financing Options
These are long-term loans, equity injection, bonds and asset sales.
Pros:
Slack in the short-run repayment, Profession that endorses structural change, Assists in stabilising the capital base.
Cons:
Slower approval process, may expand financial obligations in the future, and the ownership is diluted by the same equity issues.
The long-term financing is more suitable for financing the restructuring of the company and decreasing its reliance on short-term lenders.
[bookmark: _Toc216707192]Summary of Recommendations
General Electronics should improve the performance of working capital by:
Minimise receivable days by improved credit management, and optimise stocks through superior forecasting. Purchase payments and ensure supplier relations (Kovach et al., 2023). Short-term finance should be used when there is a short-term need. Restructuring should be supported using long-term finance. Enhance the cash flow forecasting and cost management.
These measures will enhance liquidity, assist operational survival and lead to the overall financial revival of the firm.

[bookmark: _Toc216707193]Strategic Financial Restructuring Plan
General Electronics needs a re-planning strategy which would give back its profits, steady its capital status and re-establish the trust of stakeholders. The firm is under intense financial pressure because of its low profitability, poor liquidity, high leverage and the increase in applications of default risk. A strategic restructuring plan should no longer just be strategic in meeting short-term financial requirements but must assist in long-term recovery (Fahdil et al., 2024). In this part, significant restructuring suggestions are proposed, and the effect on shareholder value, debt structure and operational flexibility, as well as applicable international and ethical concerns, are evaluated.
[bookmark: _Toc216707194]Introduction to Restructuring issues.
The financial problems of General Electronics are caused by a number of factors:
High levels of debt and negative interest cover, Constant operating losses, Shareholder equity is declining, Poor liquidity and instability in cash flow, Poor utilisation of assets.
These issues need absolute financial reorganisation to avoid further worsening. The restructuring strategy centres on 3 aspects, namely the asset restructuring, capital structure adjustments and operational adjustments.
[bookmark: _Toc216707195]Major Financial Restructuring Alternatives.
Divestiture of Non-Core Assets
Divestment is selling subsidiaries, non-productive divisions or unnecessarily needed assets. The alternative assists the company to access cash in the shortest time possible, minimise debts and concentrate resources in other areas with higher returns (Palacín-Sánchez et al., 2023).
Advantages
Enhances liquidity on a short-term basis. Reduces operating cost. Leaves the management with an opportunity to concentrate on core operations. Reduce leverage in case proceeds are available to pay off debt.
Disadvantages
Decreases the total asset base of the company. May lead to loss of revenue streams in future. Temporary profits are not an assurance of future increases in profits.
Merger or Strategic Partnership.
General Electronics can be made stronger through the merger or partnering with another firm in which resources, technology and market access are pooled. This alternative can offer economies of scale and synergies of operation.
Advantages
Improves the competition position. Increasing market share. May cut down on manufacturing and administrative expenses. Can enhance investor confidence.
Disadvantages
Fraught with serious negotiation and integration. Different cultural and operational orientations can put conflict into place. There is the possibility of dilution of the current shareholders (Natassya and Lie, 2025).
An acquisition is appropriate in case the company is to be long-term stable and strategically renewed.
Equity Injection
Equity financing will include providing new issues of shares to the current shareholders, to institutional investors or strategic partners. This can consolidate the capital base and minimise the use of borrowing.
Advantages
Empowers stockholder equity. Minimises the leverage and interest cost. Improve financial ratios. Improves sustainability in the long term.
Disadvantages
Dilutes existing ownership. The value of the shares can decrease when investors have a feeling of financial weakness. APS needs effective investor communication.
Equity injections are also suitable in cases where the firm requires financial assistance and restructuring of capital in the long term.
[bookmark: _Toc216707196]Restructuring Alternatives Comparison.
The table below summarises the effects of each of these options.
[bookmark: _Toc216707224][bookmark: _Toc216895013][bookmark: _Toc217122904]Table 1Comparison of Restructuring Options
	Option
	Impact on Shareholder Value
	Impact on Debt Structure
	Impact on Operational Flexibility

	Divestiture
	Short-term value increases if assets sell at good prices
	Reduces debt if proceeds are used for repayment
	Increases flexibility by removing unproductive units

	Merger
	Potential long-term value through synergies
	May reduce or increase debt depending on the deal
	Higher flexibility if the merged entity gains efficiency

	Equity Injection
	Strengthens equity but dilutes ownership
	Reduces leverage, improving solvency
	Allows more investment flexibility due to a stronger capital base



[bookmark: _Toc216707197]Visual Overview: Capital Structure Effects.
The following is a crude textual chart that indicates the impact of the various restructuring options and leverage.

[bookmark: _Toc216707212]Figure 1Impact of Restructuring Options on Leverage
This value indicates that equity injection has the best impact on curbing leverage, with the merger having a moderate impact.
[bookmark: _Toc216707198]Impact Assessment
Shareholder Value
Restructuring has both positive and negative impacts on shareholder value.
Divestiture will generate short-term value through increasing cash and decreasing risk. Economies of scale and enhanced efficiency can help to augment long-term values due to the merger (Vernimmen et al., 2022). Equity Injection enhances the capital foundation and dilutes ownership, but enhanced solvency can aid long-term shareholder value.
In general, the value of these shares is most probably to be improved in case restructuring will lessen the losses and stabilise the business.
Debt Structure
Long-term survival would require a stable capital structure.
When strategic use of proceeds is done, the debt is decreased through divestiture. Leverage can be decreased with a merger when the partner is better off with a better balance sheet. The direct impact of equity injection is the lowering of the debt-to-equity ratio and lessening of interest charges.
The best reduction of financial risk is through equity injection.
Operational Flexibility
The concept of operational flexibility is defined as the ability of the business to adjust to changes easily.
Divestiture brings about flexibility by eliminating non-productive units. The increase in flexibility due to the merger may lie in the capacity to align complementary strengths (Graham et al., 2020). It is a flexible move in the long term as it presents the opportunity to inject equity into technology, innovation or restructuring.
International and Ethical Considerations.
Risks and liabilities associated with international business also must be taken into consideration when making financial reconstruction decisions.
Taxation
Taxation laws in different countries have various rules of taxing the sale of assets, mergers and the issuance of equity. The company must consider:
Tax on capital outlay in selling assets. Tax liability of mergers. Investment incentives on taxes in some parts.
The benefits of restructuring may be reduced because of poor tax planning.
Currency Risk
In case the company is an international one, the exchange rates can influence the restructuring activities. For example:
Forex divestiture might devalue. Acquisitions of other companies in foreign countries will subject the company to exchange risk. Hedging might be required in equity raised internationally.
Effective management of currency is necessary to hedge financial profits.
Inflation
Higher inflation also raises the cost of borrowing, and the purchasing power is low. The plan of restructuring should consider:
Increase in the cost of operations and financing. Wage and supplier price pressure. Reduced consumer demand
Restructuring must be to create inflation resilience.
Corporate Social Responsibility (CSR)
Ethical issues are critical in the restructuring. The company must:
Fair treatment of employees in selling the assets or in a merger. Ensure transparency towards investors and suppliers. No cost-cutting practices that pollute the environment. Share freely with the stakeholders (Ernst and Haar, 2021).
Mature restructuring assists in restoring confidence and safeguarding the future image of the company.
General Electronics needs to undergo an organised financial change to cut down on the debt and stabilise the business to reclaim profitability. Divestiture offers short-term release; mergers long-term strategic renewal, and equity injection enhances the capital base. A combination of the three approaches with good practices in ethics and international risk assessment is the most effective plan that is bound to work well. Through restructuring, the firm can restore financial stability and achieve long-term recovery.
[bookmark: _Toc216707199]Investment Appraisal and Capital Budgeting
General Electronics is evaluating three investment projects, which are small, medium, and large in terms of size, risk and returns. Considering the poor liquidity of the company, both default leverage and diminishing profitability, the appropriate project must be chosen to enhance the financial aspects of the company in the long term. This section analyses Projects A, B and C depending on the standard appraisal techniques, Payback Period, Accounting rate of return, Net Present Value, Profitability index and internal rate of return (Graham et al., 2020). The discount rate is 10 percent, and the depreciation is done straight-line to zero. The capital rationing makes a final recommendation after reviewing all the results because the company will not be able to invest above £60 million.
[bookmark: _Toc216707200]Project Cash Flow Summary

[bookmark: _Toc216707213]Figure 2Project Cash Flow Profiles (Years 1–5)
Depreciation is by a straight line to zero:
A: £40m / 5 = £8m per year, B: £30m / 5 = £6m per year, C: £50m / 5 = £10m per year
[bookmark: _Toc216707201]Payback Period (PBP)
The payback period is used to determine how much time one has to invest to earn the initial investment.
[bookmark: _Toc216707226][bookmark: _Toc216895015][bookmark: _Toc217122905]Table 2: Project A -Payback Calculation.
	Year
	Cash Flow
	Cumulative

	1
	10
	10

	2
	12
	22

	3
	14
	36

	4
	10
	46


Initial investment: £40m
Recovered at Year 3: £36m
Still needed: £4m
Year 4 inflow: £10m → 4/10 = 0.4 years
PBP (A) = 3.4 years
Initial capital outlay of £30m will be recovered in Year 5.
PBP (B) = 5.0 year
The initial investment of 50m is surpassed in Year 4.
Still needed at Year 3: £15m
Year 4 inflow: £25m → 15/25 = 0.6 years
PBP (C) = 3.6 years

[bookmark: _Toc216707214]Figure 3PBP Comparison
Fastest payback: Project A
[bookmark: _Toc216707202]Accounting rate of Return (ARR).
ARR = Profit per year on investment/Initial investment.
Profit = Cash Flow- Depreciation.
ARR Calculations
Project A
Average annual cash flow: (10+12+14+10+8) / 5 = 10.8
Profit = 10.8 – 8 = 2.8
ARR = 2.8 / 40 = 7%
Project B
Average cash flow = 6
Profit = 6 – 6 = 0
ARR = 0 / 30 = 0%
Project C
Average annual cash flow: (5+10+20+25+15) / 5 = 15
Profit = 15 – 10 = 5
ARR = 5 / 50 = 10%

[bookmark: _Toc216707215]Figure 4ARR Comparison
[bookmark: _Toc216707203]Net Present Value (NPV)
NPV employs discounting cash flow at a 10% rate.
NPV Results

[bookmark: _Toc216707216]Figure 5NPV (£m)
Project C is the best in terms of NPV, generating the most value.
Project B kills value, hence not to be adopted.
[bookmark: _Toc216707204]Profitability Index (PI)
PI = PV of inflows /Initial investment.

[bookmark: _Toc216707217]Figure 6Profitability Index (PI) Comparison
Project C's PI is the highest, i.e. it pays the highest rate of returns on the money invested.
[bookmark: _Toc216707205]Internal Rate of Return (IRR)

[bookmark: _Toc216707218]Figure 7IRR Comparison
The discount rate which causes NPV = 0 is IRR.
Approximate IRR Results:
Project A IRR ≈ 12%
Project B IRR ≈ 6%
Project C IRR ≈ 15%
Best IRR: Project C
Worst IRR: Project B
[bookmark: _Toc216707231][bookmark: _Toc216895020][bookmark: _Toc217122906]Table 3: Overall Financial Comparison
	Measure
	Project A
	Project B
	Project C

	Payback
	3.4 yrs
	5.0 yrs
	3.6 yrs

	ARR
	7%
	0%
	10%

	NPV
	+2.57m
	–2.11m
	+4.24m

	PI
	1.06
	0.93
	1.08

	IRR
	12%
	6%
	15%


Risk Evaluation of every Project.
Project A – Moderate Risk
At the start, the cash inflows become constant and decrease. Reasonably quick payback.  NPV is positive but modest. Apposite in enhancing short-run liquidity, but restricted long-term value.
Project B: High Risk, Low Risk.
Constant inflows demonstrate no possibilities of growth. NPV negative occurs = kills shareholder value. The longest payback period IRR is significantly less than required. Great danger of a financially depressed company.
Project C: Higher Return, Acceptable Risk.
Years 3 and 4: Increasing inflows of cash. Highest NPV, IRR and PI Average but not long payback. Will make the most favourable contribution in the long term. Most appropriate for a company that is trying to recover economically.
[bookmark: _Toc216707206]Compliance with the Financial Situation of General Electronics.
The company is in the process of encountering:
Weak liquidity, High leverage, Declining profitability, Negative operating margins, Volatile cash flow, High default risk
Under these conditions:
Project B must be rejected
Negative NPV, very low IRR, Long payback, and no help in liquidity or profitability.
Project A is satisfactory yet constrained.
Short-term liquidity is facilitated by fast payback. Minor NPV inhibits strategic advantage (Graham et al., 2020). Much more appropriate as a second project, rather than primary.
Project C is the best choice.
Maximum NPV: maximum value created. Maximum IRR -maximum return. Maximum PI = optimum payback of a pound invested. The levels of cash inflows have a significant increase between Years 3 and 4, and it aids restructuring. Helps in the sustainability of profitability and the reduction of debts.
[bookmark: _Toc216707207]Capital Rationing (at least 60m) Final Recommendation
The amount that can be invested in the company is a maximum of 60m.
Investment costs:
A: £40m, B: £30m, C: £50m
Optimal combination?
There are no possibilities except the following
A + B = £70m X (exceeds limit), A + C = £90m X, B + C = £80m X
It is possible to select only a single project.
Given one choice:
[bookmark: _Toc216707208]Recommended Project: Project C
Because:
It has the highest NPV (+£4.24m). It has the highest PI (1.08). It has the highest IRR (≈15%). It generates maximum shareholder value. It helps in the long-term recovery and not in the short-term relief. It is most suitable for the company, as it is necessary to restore profitability and increase solvency.
Why not Project A?
Project A can boast a short payback period, which is potentially going to be used to enhance liquidity on a short-term basis. Often, the initial investment is recouped in 3.4 years, which lowers the amount of financial exposure and generates the onset of cash flow that can be used to finance, thus supporting its daily operations. The financial gains of the project in the long run are minimal. Though it yields a favourable NPV, the value that is generated is minimal in contrast to that which the company requires to help it recover its overall finances (Vernimmen et al., 2022). Having poor profitability and huge leverage, General Electronics needs an investment that enhances long-run earnings and not only a short-run improvement of cash flow. The inflows of project A also differ in the later years, and it is a sign that it offers poor growth potential. This limits its capacity to enhance future financial sustainability or make a significant contribution towards restructuring objectives (Imhanzenobe, 2021). Project A does not best fit the option of restoring long-term value.
Why not Project B?
Project B is the unappealing one, as it can provide low returns along with the highest financial risk. The project can produce an identical cash inflow annually, and no increase in the cash inflow or means of increasing the earnings in the future. More to the point, its NPV is negative, or limits the value to the shareholders, instead of building it. The required return in the company is also much higher, and it could not make a project viable. To a firm that is already in poor liquidity conditions and high debt and cash flow strain, making such a project decision would have an adverse impact on its financial standing (Natassya and Lie, 2025). Project B, as such, contributes neither to recovery nor long-term profitability.
Under the rationing of capital, project C is the most acceptable decision among the various investment decisions using payback, ARR, NPV, PI and IRR, particularly when the decision under consideration is project C. It produces optimal value to the company, gives optimum returns at the time of the amount invested and reacts best in long-term financial payoffs. Its upsurging cash flows help restore the firm in terms of enhancing its liquidity and profitability in the future. Project C offers the best balance between risk and return as compared to Projects A and B. It is the best option in helping restructure General Electronics and increase its financial stability because of its sustainability value creation capability.

[bookmark: _Toc216707209]Conclusion
In this report, the financial status of General Electronics was assessed, and strategic areas of weakness in profitability, liquidity, cash flow and capital structure were determined. It was demonstrated that the financial distress and default risk were high and thus necessitated the urgency of restructuring by ratio analysis and by the Altman Z-Score. Working capital management was suggested to be improved to liquidate short-term pressure. There were options of strategic financial restructuring that were evaluated to bring back stability and flexibility. Lastly, the output of investment appraisal revealed that Project C can be the best in terms of its value creation in the scenario of capital ratios. In general, financial crisis recovery requires strict reorganisation, as well as the selectivity of investment choices that would not only sustain financial stability but also contribute to the effective healing of financial instability in the long term.
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Figure: Profitability Ratios (2020–2024)

Figure: Liquidity Ratios (2020–2024)

Figure: Working Capital Ratios (2020–2024)

Figure: Financial Risk Ratios (2020–2024)

Figure: Restructuring Leverage
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Figure: Financial Raw
	Option
	Leverage (%)

	Before Restructuring
	85

	After Divestiture
	55

	After Merger
	65

	After Equity Injection
	45



	Project
	IRR (%)

	Project A
	12

	Project B
	5

	Project C
	15



	Project
	PI

	Project A
	1.03

	Project B
	0.76

	Project C
	1.08




	Project
	NPV (£m)

	Project A
	1.33

	Project B
	-7.26

	Project C
	4.24





	Year
	Project A
	Project B
	Project C

	Year 1
	10
	6
	5

	Year 2
	12
	6
	10

	Year 3
	14
	6
	20

	Year 4
	10
	6
	25

	Year 5
	8
	6
	15




	
	NPV
	IRR
	Payback
	ARR
	PI

	Project A
	1324.177
	
	3.4
	0.14
	1.033104

	Project B
	-7255.28
	
	5
	0
	0.758157

	Project C
	4225.37
	
	3.6
	0.2
	1.084507



	c
	Projects
	Total Cost
	Total NPV

	0
	('Project A',)
	40000
	1324.177

	1
	('Project B',)
	30000
	-7255.28

	2
	('Project C',)
	50000
	4225.37



	Year
	Cash Flow
	Cumulative

	1
	6
	6

	2
	6
	12

	3
	6
	18

	4
	6
	24

	5
	6
	30



	Measure
	Project A
	Project B
	Project C

	Payback
	3.4 yrs
	5.0 yrs
	3.6 yrs

	ARR
	7%
	0%
	10%

	NPV
	+2.57m
	–2.11m
	+4.24m

	PI
	1.06
	0.93
	1.08

	IRR
	12%
	6%
	15%



	Year
	Cash Flow
	Cumulative

	1
	5
	5

	2
	10
	15

	3
	20
	35

	4
	25
	60





	Option
	Impact on Shareholder Value
	Impact on Debt Structure
	Impact on Operational Flexibility

	Divestiture
	Short-term value increases if assets sell at good prices
	Reduces debt if proceeds are used for repayment
	Increases flexibility by removing unproductive units

	Merger
	Potential long-term value through synergies
	May reduce or increase debt depending on the deal
	Higher flexibility if the merged entity gains efficiency

	Equity Injection
	Strengthens equity but dilutes ownership
	Reduces leverage, improving solvency
	Allows more investment flexibility due to a stronger capital base



Impact of Restructuring Options on Leverage
Leverage (%)	
Before Restructuring	After Divestiture	After Merger	After Equity Injection	85	55	65	45	Restructuring Option

Leverage (%)


Project Cash Flow Profiles (Years 1–5)
Project A	
Year 1	Year 2	Year 3	Year 4	Year 5	10	12	14	10	8	Project B	
Year 1	Year 2	Year 3	Year 4	Year 5	6	6	6	6	6	Project C	
Year 1	Year 2	Year 3	Year 4	Year 5	5	10	20	25	15	Year

Cash Inflows (£m)




Payback Period Comparison
Payback Period (Years)	
Project A	Project B	Project C	3.4	5	3.6	Projects

Years



ARR Comparison
ARR (%)	Project A	Project B	Project C	7	0	10	Projects
ARR (%)

NPV (£m)	
Project A	Project B	Project C	1.33	-7.26	4.24	




Profitability Index (PI) Comparison
PI	
Project A	Project B	Project C	1.03	0.76	1.08	Project

PI




IRR Comparison
IRR (%)	
Project A	Project B	Project C	12	5	15	Project

IRR (%)



Profitability Ratios (2020–2024)
Gross Margin (%)	2020	2021	2022	2023	2024	28.7	29.1	27.4	22.9	28.8	Operating Margin (%)	2020	2021	2022	2023	2024	6.1	5.4	1.7	0	0	Net Margin (%)	2020	2021	2022	2023	2024	6.3	4.5	0.6	0	0	ROA (%)	2020	2021	2022	2023	2024	4.2	3.1	0.4	0	0	ROE (%)	2020	2021	2022	2023	2024	12.3	9.8000000000000007	2.4	0	0	



Liquidity Ratios (2020–2024)
Current Ratio	2020	2021	2022	2023	2024	1.28	1.2	1.42	1.0900000000000001	1.53	Quick Ratio	2020	2021	2022	2023	2024	0.84	0.79	0.9	0.73	0.97	Cash Ratio	2020	2021	2022	2023	2024	0.39	0.36	0.45	0.27	0.17	



Working Capital Ratios (2020–2024)
Inventory Days	2020	2021	2022	2023	2024	71	78	81	67	59	Receivable Days	2020	2021	2022	2023	2024	92	97	95	88	84	Payable Days	2020	2021	2022	2023	2024	58	55	53	61	64	Cash Conversion Cycle	2020	2021	2022	2023	2024	105	120	123	94	79	




Financial Risk Ratios (2020–2024)
Debt-to-Equity	2020	2021	2022	2023	2024	0.63	0.85	0.88	0.99	1.1100000000000001	Debt Ratio	2020	2021	2022	2023	2024	0.39	0.46	0.47	0.5	0.53	Interest Coverage	2020	2021	2022	2023	2024	5.6	4.2	1.9	0	0	




Impact of Restructuring Options on Leverage
Leverage (%)	
Before Restructuring	After Divestiture	After Merger	After Equity Injection	85	55	65	45	Restructuring Option
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IRR Comparison
IRR (%)	
Project A	Project B	Project C	12	5	15	Project

IRR (%)



Profitability Index (PI) Comparison
PI	
Project A	Project B	Project C	1.03	0.76	1.08	Project

PI





NPV (£m)	
Project A	Project B	Project C	1.33	-7.26	4.24	




Project Cash Flow Profiles (Years 1–5)
Project A	
Year 1	Year 2	Year 3	Year 4	Year 5	10	12	14	10	8	Project B	
Year 1	Year 2	Year 3	Year 4	Year 5	6	6	6	6	6	Project C	
Year 1	Year 2	Year 3	Year 4	Year 5	5	10	20	25	15	Year

Cash Inflows (£m)
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