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[bookmark: _Toc214355499]Executive Summary
This report will assess the financial health and the strategic recovery controls of General Electronics, a multinational producer of consumer electronics that has been on a rapid downhill spiral in the last five years. An in-depth financial health analysis will indicate that the company has been experiencing incurring losses, declining margins, liquidity strain, dwindling working capital productivity, and is highly likely to face financial distress. The analysis shows the worsening cash flows, higher dependence on short-term financing, and the capital structure that has been getting riskier. The problem of working capital inefficiencies especially slows down the turnover as well as constraining cash availability further diminishes the stability of operations. It is suggested that a strategic restructuring plan will be used, which will involve rationalisation of the portfolio, realignment of cost, restructuring of debt and selective international risk mitigation. Three projects are evaluated because of NPV, IRR, PI, Payback and ARR, and the final suggestions are harmonized since capital rationing and liquidity limits of the firm. The report has drawn the conclusion that radical reorganization and rigorous working capital adjustment and a clear choice of the investment strategy are necessary to bring back financial sustainability and shareholder trust.
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[bookmark: _Toc214355500]1. Introduction
The General Electronics is an international consumer electronics firm experiencing severe financial distress due to a decrease in profitability, poor liquidity, ineffective working capital management, and increasing operational expenditure. The firm has recorded significant net losses, increasing financial risk and unreliable cash flow in the last five years, which are typical signs of financial distress at an early stage of large companies (Altman, 2018). The aim of the report is to carry out an in-depth assessment of the financial performance of the organisation, identify the underlying causes of its ills, and offer a financially sustainable and ethically acceptable turnaround strategy as the new Chief Financial Officer.
The analysis uses five years of consolidated financial statements and utilizes the available financial assessment instruments, such as ratio analysis, trend analysis, working capital diagnostic, and corporate failure prediction models. In addition, the report undertakes a multi-method investment appraisal of three prospective projects, and it assists in the decision on capital allocation under stringent capital rationing process that is important in maximising value creation (Osborne, 2010). The long run goal is to give recommendations to the Board which are evidence based and can bring back financial stability and increase efficiency in its operations and recover the long-term shareholder value.
[bookmark: _Toc214355501]2. Financial Health Check
This section measures the consolidated financial statements of General Electronics in the period 2020-2024 by applying the conventional ratio analysis, cash-flow diagnostics and a corporate failure prediction model. Results below are a combination of calculated ratios, commentary of five-year trend and discussion of strengths and threats. All ratio calculations and Altman Zth score are computed based on the given income statement, balance sheet and cash-flow statement.
[bookmark: _Toc214355502]2.1 Profitability analysis
Key margins show a material deterioration in profitability between 2020 and 2024.
· Gross profit margin (GPM) remained roughly around 28–29% in 2020–2024 but displays volatility: 28.7% (2020), 28.8% (2021), 28.1% (2022), 23.2% (2023) and 28.9% (2024). The 2023 dip to ~23.2% reflects a sharp fall in gross profit driven primarily by declining sales and cost pressures; 2024 sees a partial recovery in gross margin but not in overall profitability.
· Operating profit margin (OPM) moved from a healthy 6.1% in 2020 to positive low single digits in 2021–2022 (≈3.9% and 2.7% respectively) and then into deep losses: –20.3% (2023) and –3.9% (2024). The 2023 operating loss of £85,301m strongly signals structural operating problems (rising operating expenses and impairment/one-off charges).
· Net profit margin (NPM) also deteriorated from ~6.3% (2020) to small positive in 2021–2022 (≈0.9% and ≈0.1%), then large negative outcomes in 2023 (–23.4%) and 2024 (–6.1%).
As the analysis shows, despite some level of resilience in gross margins, operating margins and net margins have been impacted in a serious way because of increased operating costs, impairment losses, and increased financial costs continuing until the annex period 2023-2024. This aligns with literature that observes operating expense control and non-operating charges as common drivers of corporate distress (Altman, 2018).
[bookmark: _Toc214355503]2.2 Liquidity analysis
Short-term liquidity ratios indicate tightening but not terminal insolvency as of 2024:
· Current ratio: 1.82 (2020) → 1.56 (2021) → 1.56 (2022) → 1.61 (2023) → 1.53 (2024). The current ratio stays above 1.0 throughout, but the reduction from 1.82 to 1.53 over five years shows a weakening buffer against short-term obligations.
· Quick ratio (ex-inventory): 1.15 (2020) → 0.94 (2021) → 0.91 (2022) → 1.06 (2023) → 1.03 (2024). The quick ratio around unity in 2023–2024 signals limited liquid coverage of current liabilities once inventory is excluded.
The fall in cash and cash equivalents (from £57,153m at end-2020 to £26,783m at end-2024) combined with relatively high current liabilities (c. £158,291m in 2024) indicates heightened short-term funding risk and increased reliance on credit facilities (lines of credit movements in the cash-flow statement corroborate this). Working capital pressures are therefore a principal liquidity concern (Alawiyah, Senewe and Paulina, 2023).
[bookmark: _Toc214355504]2.3 Efficiency / activity ratios
Activity ratios reveal persistent working-capital inefficiencies that exacerbate liquidity stress:
· Inventory days increased from ≈100 days (2020) to ~132 days (2022), fell to ~100 days (2023) and are ~103 days in 2024. Inventory remains high relative to cost of sales, implying slow stock turn and possible obsolescence risk in a consumer electronics firm.
· Receivables days: ≈77 days (2020) → ~78 (2021) → ~76 (2022) → ~98 (2023) → ≈106 days (2024). The jump in receivables days in 2023–2024 signals slower collections and weakening customer credit quality or extended payment terms.
· Payables days: ≈69 days (2020) → ≈79 (2021) → ≈66.8 (2022) → ≈64.5 (2023) → ≈93.6 (2024). The 2024 increase in payables days suggests supplier payment extension (perhaps negotiated) or higher reliance on trade credit.
The cash conversion cycle (CCC) thus expanded from roughly 108 days (2020) to ~140 days (2022), ~133 days (2023) and is ≈115 days in 2024. Long CCCs in 2021–2023 followed by partial improvement in 2024 indicate continued working-capital inefficiency; industry comparisons would likely put this CCC above best practice for electronics (Sanguino et al., 2024). High CCC plus stretched receivables means cash remains tied up in operations rather than available for investment or debt service.
[bookmark: _Toc214355505]2.4 Gearing and capital structure
Leverage and interest coverage trends highlight growing financial risk:
· Debt-to-equity ratio rose from ~0.63 (2020) to ≈1.11 (2024) (peaking mid-period then stabilising). The increase reflects rising liabilities alongside falling equity (retained earnings reductions and treasury stock movements).
· Interest coverage (operating income ÷ interest expense) fell from a comfortable ~26x (2020) to very high coverage in good years, but turned negative in 2023 and 2024 (≈ –19.7x in 2023, –4.6x in 2024) because operating losses exceed recurring interest expense.
Higher leverage and negative interests cover in 2023-2024 shows that it would be less able to meet its operations debt and increases the risk of default. It was found out that increment in leverage in parallel with the degradation of operating profitability is a sign of a company that is on its way to financial distress (Alanis, Chava and Shah, 2022).
Table 1: Altman Z-Score analysis indicating increasing financial distress between 2020 and 2024.
	Year
	Z-Score
	Interpretation

	2020
	3.10
	Safe Zone – Low risk

	2021
	2.75
	Grey Zone – Moderate caution

	2022
	2.40
	Grey Zone – Warning signs

	2023
	1.95
	Distress Zone – Elevated failure risk

	2024
	1.88
	Distress Zone – High risk



[bookmark: _Toc214355506]2.5 Investment and shareholder-return metrics
Earnings per share (EPS) fell sharply: basic EPS moved from £2.78 (2020) to £0.39 (2021), near zero in 2022, then large losses per share in 2023–2024 (diluted –£7.64 in 2023; –£1.85 in 2024). The EPS volatility and negative results will impair investor confidence and limit access to equity markets for recapitalisation (Chen, 2016; Gholampoor and Asadi, 2024).
[bookmark: _Toc214355507]2.6 Cash-flow analysis
Operating cash flow demonstrates a pronounced fall: £73,392m (2020) → £40,283m (2021) → £10,926m (2022) → £25,190m (2023) → £14,822m (2024). While OCF stayed positive across the period, the drop from 2020 levels and the low OCF-to-net-income ratios in loss years (negative or volatile) show weakness in the quality of earnings and constrained internal cash generation. Investing cash flow remains negative (capex and intangible investment), and financing flows evidence heavy line-of-credit movements signalling dependency on short-term borrowings to manage liquidity (Baafi, 2024; Anton, 2020).

[bookmark: _Toc214355508]2.7 Corporate failure prediction - Altman Z'' (private-firm variant)
Using the Altman Z″ (Z-prime) formulation suitable when market value is not available (Altman, 2018; Toudas, Archontakis and Boufounou, 2024), the computed Z″ scores are approximately:
· 2020: ≈5.72
· 2021: ≈5.20
· 2022: ≈5.04
· 2023: ≈3.56
· 2024: ≈4.78
Interpretation: Z″ values above ~2.6 are typically considered in the “safe” zone; 1.1–2.6 is the grey zone and below 1.1 the distress zone. Although the firm’s Z″ remains above the distress threshold throughout, the fall to ≈3.56 in 2023 reflects a marked deterioration in the balance of working capital, retained earnings and operating profitability during the worst year. The 2024 rebound to ~4.78 is driven by relatively large, retained earnings and working capital recovery, but this should not be interpreted as full recovery given continuing operating losses and cash-flow fragility. Corporate failure models are useful early-warning tools but should be combined with cash-flow and qualitative analysis (Altman, 2018; Mancisidor, 2022).
[bookmark: _Toc214355509]2.8 Summary: trends, strengths and threats
Trends: Over 2020–2024, General Electronics shows (a) stable but volatile gross margins, (b) collapsing operating and net margins in 2023 with partial recovery in 2024, (c) weakening liquidity (lower cash balances, current ratio decline) and (d) prolonged working-capital inefficiency (high CCC). Leverage increased and interest coverage turned negative in the loss years.
Strengths: The company has sizeable revenues and assets with a record of strong gross margins which can be used to recover in case cost and working-capital problems are addressed. The retained earnings and intangible assets are substantial in the balance sheet and can be used to restructure (Chen, 2016; Basu and Guariglia, 2002). 
Threats: The major threats are (i) operating losses worsen equity, (ii) depending upon short term credit lines that may be withdrawn, (iii) increase in supplier/customer credit risk due to change in the dynamics between receivables and payables, and (iv) loss of investor confidence, as demonstrated by fluctuating EPS. The inability to turn operating losses into profits and enhance cash conversion will have a significant impact on the default risk even when Altman is non-stressed (Dasilas and Rigani, 2024).
[bookmark: _Toc214355510]3. Working Capital Management Analysis
The ability to effectively manage working capital is imperative in terms of ensuring the continuity of operations and ensuring that the business is not over-dependent on a single source of financing. In the case of General Electronics, the last five years indicate the presence of inefficient inventory management, receivables and payables management that lead to increased cash operating cycle and liquidity pressure. In this section, the cash conversion performance has been assessed, and the operational drivers of its working-capital deterioration are identified reporting the strategies of improving liquidity, by implementing specific reforms. It even comparatively examines long-term and short-term funding that can be used to fund the turnaround of the firm.
[bookmark: _Toc214355511]3.1 Cash Operating Cycle Assessment
The cash operating cycle (CCC) measured as inventory days plus receivables days minus payables days provides a comprehensive indicator of how quickly operating cash is converted back into liquidity. The cash conversion cycle (CCC) of General Electronics stayed between 108 and 140 days during 2020-24, which is comparatively long in the case of one of the largest global manufacturers of electronics. The peak of the cycle about 140 days as seen in 2022 was way to high inventory levels and slower sales recuperation. Despite the fact that the CCC was slightly better in 2024, turning towards approximately 115 days, it is still one of the major liquidity limitations.
The long cash conversion cycle is a major contributor by inventory management. Inventory days exceeded the level of 100 days in four of the five years under the period of observation and went up to about 132 days in 2022. These lengthy inventory times suggest presence of sluggish inventory, possibility of obsolescence of a product and inefficiency in forecasting which is a frequent situation in the fast-changing electronics industry. High levels of inventory foster the unjustifiable locking up of capital and those of holding costs, thus limiting the free cash flow (Sanguino et al., 2024).
Days outstanding had a strong upward trend within the period between 2023 and 2024 with a range of approximately 76 days in 2022, 98 days in 2023 and 105 days in 2024. The trend implies a deterioration of credit control procedures, which may indicate the reduction of customer creditworthiness or the intentional increase of credit terms to maintain the level of sales. Slower cash collection further weakens liquidity by delaying inflows needed for operational and financing commitments.
Payables days on the other hand increased significantly in 2024 to about 94 days compared to around 64 days in 2023. Although an extension of the time of payment may temporarily reduce the cash pressure, it might also indicate poor relations with suppliers, renegotiated credit terms or reliance on trade credit. A prolonged increase in payables days increases the possibility of disruption such as supply in cases where suppliers feel at risk (Anton and Nucu, 2020). 
In general, the CCC analysis indicates that the working capital cycle is too long, unstable, and affected by inefficient receivables and inventory management. This has a direct effect of causing liquidity stress and dependence on short-term borrowing which have been cited to be a primary trigger of financial distress (Basu and Guariglia, 2002).
[bookmark: _Toc214355512]3.2 Liquidity Improvement Through Working Capital Reforms
To strengthen liquidity, General Electronics must implement a coordinated set of working-capital reforms targeting inventory policy, receivables management and payables optimisation.
Inventory Reforms:
Introducing more sophisticated demand-forecasting models, reducing SKU complexity and applying just-in-time (JIT) principles where feasible can reduce inventory days and prevent excess stock accumulation. Additionally, adopting vendor-managed inventory (VMI) agreements with key suppliers may improve turnover and lower safety-stock requirements. Regular product lifecycle reviews are essential in the electronics sector, where obsolescence risk is high.
Receivables Reforms:
Increasing the effectiveness of credit screening procedures, influence advance payments, and resolving credit terms with clients are viable options of reducing the receivables days. The use of automated monitoring systems of receivables and the use of digital invoicing could make the collection process faster. In its international or high-risk customers, the company may selectively use factoring or credit insurance to obtain cash flows. Literature is consistent in revealing the usefulness of proper receivables management as a key stimulator of liquidity and profit enhancement (Baafi, 2024).
Payables Reforms:
Payable extension can temporarily boost working capital but too much scaling can destroy supplier relations. The optimal approach is to have a mixed approach: bargain in respect to price concessions on a volume-based basis, buy in advance, purchase volume-based payment rebates when economically viable, and introduce the concept of multi-level payments. At the same time, the risk of concentrated dependency in the suppliers might be alleviated with the help of supplier diversification.
Cash-Flow Governance:
General electronics should form centralized treasury supervision, introduce a 13-week regime of cash-flow forecasting, and revert to scenario-based liquidity planning. Considering the strong volatility that has been witnessed in operating cash flows, it could be observed that the high degree of treasury governance can be used to provide early warning signals and make decisions about short-term funding (Sanguino et al., 2024).
[bookmark: _Toc214355513]3.3 Short-Term vs Long-Term Financing Options
Short-Term Financing:
Short term liquidity can be met by a variety of short-term finance devices, such as overdrafts, revolving credit facilities, trade credit, factoring and short-term loans. However, the aspects such as increased refinancing risks, fluctuating interest payments and severe covenant requirements are closely linked to short-term borrowing. The cash-flow statement of General Electronics has been analysed to confirm that it has been using short-run credit lines which is reflected in recurrent borrowing and repayment. Relying on them may increase the risk of distress, particularly in case the creditors start to offer more restrictive terms or pull out (Kiymaz, Haque and Choudhury, 2024).
Long-Term Financing:
Term loans, bonds, lease financing or injections of equity in the long run are stable and reduce the rollover risk. Such tools fit structural reforms, acquisition of assets as well as long-term capital projects. Long debts are however increasing leverage and interest payments, but equity finance absorbs ownership and increases the need to regain investor confidence. According to the literature, the troubled companies often need a mixture of the reorganisation of current debt and a long-term capital infusion to stabilise operations (Anton and Nucu, 2020).
Optimal Strategy:
For General Electronics, a balanced approach is recommended:
· Fund temporary liquidity gaps using controlled short-term facilities (overdrafts, trade credit).
· Finance structural capital requirements using long-term debt restructuring or partial equity infusion.
· Reduce working-capital needs through operational improvements to minimise external borrowing.
[bookmark: _Toc214355514]4. Strategic Financial Restructuring Plan
With its continued erosion of profitability, its high working-capital needs, worsening liquidity, and increasing dependence on short-term funding, General Electronics requires a tight financial restructuring. The main objective of restructuring is to restore solvency, strengthen and balance sheet, increase operation flexibility and restore long-run shareholder value. This part outlines a list of financial restructuring options, including divestiture, mergers and acquisitions, debt restructuring and equity infusion, and evaluates its future impact. It also integrates meaningful international and moral factors - such as tax, foreign exchange risk, inflation and corporate social responsibility, and fair treatment of staff (Yinghao and Jiajia, 2025).
[bookmark: _Toc214355515]4.1 Diagnosis of Core Financial Problems
General Electronics’ financial distress is driven by four structural challenges:
1. Persistent operating losses and declining margins
Operating losses reported in 2023-2024 and significant instability in net profits margins are the signs of rising cost pressures and insufficient revenue growth. Although it continues to generate positive operating cash flow, such gains seem insufficient to offset the huge drop in earnings.
2. Weakened liquidity and high cash-conversion cycle
The cash conversion cycle is continuing as a long one and accounts receivable delays are growing. The business is therefore becoming more dependent on short term credit facilities, and this enhances refinancing risk (Basu and Guariglia, 2002).
3. Deteriorating capital structure
Increased leverage reduced interest coverage and run-down of retained earnings have all led to loss of financial flexibility. It has been shown that risks of distress increase faster when leverage increases together with earnings fall. (Purkayastha and Filatotchev, 2023).
4. Volatile cash flows and limited internal funding capacity
Despite the fact that the cash flows themselves are still positive, the increased volatility and reduced liquidity level hinder the possibility to invest and limit the strategy options.
[bookmark: _Toc214355516]4.2 Financial Restructuring Options
4.2.1 Divestiture of Non-Core or Underperforming Units
A strategically oriented divestiture initiative allows the company in question to retire low-margined and high-working-capital business units. The consumer electronics industry is highly likely to have mature or low-margined product lines with excessive share of operating resources. Selling such segments would:
· Generate immediate cash inflow
· Reduce inventory-holding costs
· Improve working-capital turnover
· Allow management to focus on profitable, innovation-driven divisions
Divestiture also aligns with academic evidence showing that asset rationalisation strengthens financial performance during distress episodes (Chen, 2016).

4.2.2 Equity Injection
A partial equity issuance preferably through a rights offering can recapitalise the firm without excessive dilution and rebuild investor confidence. An equity injection would:
· Strengthen the balance sheet by increasing shareholders’ equity
· Improve leverage ratios
· Reduce the probability of covenant breaches
· Enhance creditworthiness with lenders
However, raising equity requires restoring credibility, which depends on a compelling turnaround narrative. Investors closely track EPS trends; therefore, the company must communicate clearly how new capital will support operational recovery (Gholampoor and Asadi, 2024).
4.2.3 Debt Restructuring and Refinancing
General Electronics’ negative interest coverage in 2023–2024 signals that existing debt obligations are unsustainable. A debt-restructuring programme should include:
· Extending maturities on long-term debt
· Renegotiating interest rates
· Converting a portion of debt into equity or convertible instruments
· Replacing short-term credit lines with longer-tenor facilities
Debt restructuring can restore cash-flow stability and reduce financial risk. Literature shows that firms approaching distress benefit significantly from refinancing that lowers interest burdens and spreads repayment over longer horizons (Anton and Nucu, 2020).
4.2.4 Strategic Merger or Joint Venture
A merger or strategic alliance with a technologically advanced competitor or component manufacturer can deliver operating synergies. Benefits may include:
· Supply-chain integration
· Lower procurement costs
· Enhanced product innovation
· Shared R&D expenditure
· Access to new markets
Such partnerships can particularly reduce inventory and receivables pressure through streamlined production and distribution structures. Mergers also support scale advantages critical for global electronics firms operating under thin margins.
4.2.5 Operational Cost Restructuring
Although not purely financial, operational restructuring is critical for reducing operating expenses and improving EBIT. Measures include:
· Workforce optimisation (ethically managed)
· Outsourcing of low-value activities
· Renegotiation of supplier contracts
· Consolidation of manufacturing sites
· Adoption of AI-driven automation to lower production waste
Operational restructuring should run parallel with financial reforms to ensure long-term viability.
[bookmark: _Toc214355517]4.3 Impact on Shareholder Value, Debt Structure and Flexibility
4.3.1 Impact on Shareholder Value
The combined restructuring actions aim to restore shareholder value through:
· Improved profitability via cost rationalisation
· Higher EPS over time through margin recovery
· Enhanced equity valuation due to strengthened solvency
· Renewed investor confidence driven by stable cash flows
Although equity issuance dilutes existing ownership, divestitures and cost reductions improve future value creation, offsetting the dilution effect. Academic evidence suggests that restructuring increases long-term shareholder wealth when accompanied by operational improvements (Osborne, 2010).
4.3.2 Impact on Debt Structure
A restructuring plan that replaces short-term facilities with long-term instruments stabilises the firm’s debt profile. Key benefits include:
· Reduced likelihood of liquidity crises
· Lower interest burdens (post-negotiation)
· Better alignment between debt maturities and asset lives
· Enhanced compliance with lender covenants
The improved debt structure will also raise the firm’s Altman Z-Score over time, reducing default probability (Altman, 2018; Toudas, Archontakis and Boufounou, 2024).
4.3.3 Impact on Operational Flexibility
Divestitures, mergers and debt restructuring directly expand operational flexibility by:
· Freeing management capacity
· Releasing capital tied in non-core assets
· Reducing fixed operating costs
· Increasing budget available for innovation and strategic growth
Operational flexibility is essential in the competitive electronics market, where product cycles are short and technological disruption is frequent.
[bookmark: _Toc214355518]4.4 International Considerations: Taxation, Currency and Inflation
Taxation Effects
Restructuring activities especially divestitures, mergers and asset disposals—have significant tax implications. The company must evaluate:
· Capital gains taxation
· Loss carry-forward rules (useful to offset future profits)
· Cross-border tax exposures in multinational markets
Optimising global tax structures can increase post-restructuring cash flow.
Currency Risk
As a multinational electronics seller, General Electronics is heavily exposed to exchange-rate fluctuations. Currency depreciation in key markets can reduce revenue in reporting currency terms. To mitigate risk, the firm should adopt hedging instruments, align costs with revenue currencies and use natural hedges through sourcing (Braunsberger and Aschauer, 2025).
Inflation
High global inflation raises production costs, wage levels and logistics expenses. Inflation-linked pricing strategies, forward contracts and supply-chain renegotiation are necessary to control margin erosion.
[bookmark: _Toc214355519]4.5 Ethical and CSR Considerations
Restructuring must be aligned with ethical standards and corporate social responsibility. Key considerations include:
· Responsible workforce management: Downsizing should be accompanied by retraining, fair severance and transparent communication.
· Supplier fairness: Payables extensions must not exploit smaller suppliers, consistent with CSR expectations.
· Environmental commitments: Restructuring should promote sustainable manufacturing practices and reduce waste.
· Data privacy and ethical technology use: As the firm enhances digital supply chain systems, ethical standards must guide data usage.
[bookmark: _Toc214355520]5. Investment Appraisal and Capital Budgeting
The process of capital budgeting plays a very large role when it comes to identifying which projects move a firm that is in distress. In the situation of General Electronics, current liquidity constraints, negative profitability and more stringent working capital conditions require that investment decisions be made based on thorough quantitative analysis and in line with organisations turnaround goals. This section hence undertakes a review of three suggested proposed investment opportunities through Payback Period (PBP), Accounting rate of return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal rate of return (IRR). All the calculations will be made assuming a cost of capital of 10 0. -86 and straight-line depreciation to zero in a period of five years (Ramli, Latan and Solovida, 2018).
[bookmark: _Toc214355521]5.1 Project Cash Flow Overview
Project A
· Initial investment: £40m
· Cash inflows (Y1–Y5): £10m, £12m, £14m, £10m, £8m
· Total inflows: £54m
Project B
· Initial investment: £30m
· Cash inflows (Y1–Y5): £6m each year
· Total inflows: £30m
Project C
· Initial investment: £50m
· Cash inflows (Y1–Y5): £5m, £10m, £20m, £25m, £15m
· Total inflows: £75m
[bookmark: _Toc214355522]5.2 Payback Period (PBP)
The payback period measures the time required to recover the initial investment through project cash inflows.
Project A
Cumulative flows:
· Y1: £10m
· Y2: £22m
· Y3: £36m
· Y4: £46m → Payback occurs here
Required: £40m – £36m = £4m still needed in Y4
Fraction of Y4: £4m / £10m = 0.4
PBP (A) = 3.4 years
Project B
Cumulative flows:
· Y1: £6m
· Y2: £12m
· Y3: £18m
· Y4: £24m
· Y5: £30m → payback occurs at end of year 5
PBP (B) = 5.0 years
Project C
Cumulative flows:
· Y1: £5m
· Y2: £15m
· Y3: £35m
· Y4: £60m → surpasses £50m here
Required: £50m – £35m = £15m in Y4
Fraction of Y4: £15m / £25m = 0.6
PBP (C) = 3.6 years
PBP Interpretation
Project A has the lowest payback period of 3.4 years, and Project C has a period almost similar of 3.6 years. Project B is the least appealing in terms of payback where the recovery of its investment is realized after a period of five years. Due to the liquidity stress faced by General Electronics, as well as long working-capital cycle, quick payback period is strategically desirable. 
[bookmark: _Toc214355523]5.3 Accounting Rate of Return (ARR)
ARR = Average annual profit / Initial investment
Depreciation (straight-line to zero):
· A: £40m / 5 = £8m per year
· B: £30m / 5 = £6m per year
· C: £50m / 5 = £10m per year
Project A
Net cash inflow average = £54m / 5 = £10.8m
Average profit = £10.8m – £8m = £2.8m
ARR (A) = 2.8 / 40 = 7%
Project B
Net cash inflow average = £30m / 5 = £6m
Average profit = £6m – £6m = £0
ARR (B) = 0%
Project C
Net cash inflow average = £75m / 5 = £15m
Average profit = £15m – £10m = £5m
ARR (C) = 5 / 50 = 10%
ARR Interpretation
Project C performs best on ARR (10%), reflecting higher average profitability, followed by Project A (7%). Project B generates no accounting profit, making it unattractive from a profitability standpoint.
[bookmark: _Toc214355524]5.4 Net Present Value (NPV)
Discount rate = 10%
Present value factors:
· Y1: 0.909
· Y2: 0.826
· Y3: 0.751
· Y4: 0.683
· Y5: 0.621
Project A
PV of inflows:
· 10 × 0.909 = 9.09
· 12 × 0.826 = 9.91
· 14 × 0.751 = 10.51
· 10 × 0.683 = 6.83
· 8 × 0.621 = 4.97
Total PV = 41.31m
NPV (A) = 41.31 – 40 = £1.31m
Project B
PV of inflows:
6 × (0.909 + 0.826 + 0.751 + 0.683 + 0.621) = 6 × 3.79 = 22.74
NPV (B) = 22.74 – 30 = –£7.26m
Project C
PV of inflows:
· 5 × 0.909 = 4.55
· 10 × 0.826 = 8.26
· 20 × 0.751 = 15.02
· 25 × 0.683 = 17.08
· 15 × 0.621 = 9.32
Total PV = 54.23m
NPV (C) = 54.23 – 50 = £4.23m
NPV Interpretation
NPV ranks the projects as:
1. Project C: +£4.23m
2. Project A: +£1.31m
3. Project B: –£7.26m
Projects A and C create shareholder value; Project C generates the highest value, consistent with finance theory that NPV is the most reliable investment metric (Osborne, 2010).

[bookmark: _Toc214355525]5.5 Internal Rate of Return (IRR)
IRR estimates (using interpolation):
Project A
NPV at 10% = +1.31
Trial at 15% gives NPV ≈ –4.2
IRR ≈ 10% + (1.31 / (1.31 + 4.2)) × 5%
IRR ≈ 11.3%
Project B
Constant cash flows yield IRR < 10% (negative NPV).
IRR ≈ 0%
Project C
NPV at 10% = +4.23
Trial at 15% gives NPV ≈ –3.5
IRR ≈ 10% + (4.23 / (4.23 + 3.5)) × 5%
IRR ≈ 12.72%


IRR Interpretation
Ranking by IRR:
1. Project C (12.72%)
2. Project A (11.30%)
3. Project B (0%)
C provides the greatest return relative to cost of capital.
[bookmark: _Toc214355526]5.6 Profitability Index (PI)
PI = Total PV of inflows / Initial investment
· PI (A) = 41.31 / 40 = 1.033104442
· PI (B) = 22.74 / 30 = 0.758157354

· PI (C) = 54.23 / 50 = 1.084507392
PI again ranks Project C highest, followed by A.
[bookmark: _Toc214355527]5.7 Capital Rationing Decision (Budget = £60m)
Possible combinations:
· A + B = £40m + £30m = £70m Not allowed
· B + C = £30m + £50m = £80m Not allowed
· A + C = £40m + £50m = £90m Not allowed
· Only one project can be selected under strict £60m limit.
Table 1. Ranking summary
	Metric
	Best Project

	PBP
	A

	ARR
	C

	NPV
	C

	IRR
	C

	PI
	C


Capital Rationing Outcome
Under financial constraints, the optimal choice is:
✔ Project C
It creates the highest NPV and IRR, highest PI, and strong ARR, and although its payback is slightly slower than Project A, it remains competitive (3.6 years). More importantly, Project C delivers significantly stronger long-term value critical for a company recovering from distress.

Table2. Summary comparison of investment appraisal outcomes for Projects A, B and C.
	Metric
	Project A
	Project B
	Project C

	Initial Investment
	£40m
	£30m
	£50m

	Payback Period (years)
	3.4 
	5.0 
	3.6

	ARR
	7%
	0%
	10%

	NPV (10%)
	£1.32m
	–£7.26m
	£4.23m

	IRR
	11.3%
	0%
	12.72%

	Profitability Index
	1.03310442

	0.758157354
		
	1.084507392




	Value Creation
	Moderate
	Negative
	Strongest



[bookmark: _Toc214355528]5.8 Strategic Justification Linked to Firm Performance and Risk
General Electronics is experiencing severe liquidity pressure, long CCC cycles, negative operating margins in recent years, and rising leverage. Selecting an investment project must therefore balance short-term cash needs with long-term value creation (Naveed et al., 2024).
Liquidity Considerations
Project A provides the fastest payback, offering quicker liquidity relief. However, its overall financial contribution is modest (NPV £1.31m). Liquidity alone should not override long-term recovery potential, especially when the firm is attempting to rebuild profitability (Basu and Guariglia, 2002).
Value Creation
Project C delivers the strongest financial performance across most metrics. Higher NPV and IRR align with finance best practices for maximising shareholder wealth (Aggelopoulos and Grypeos, 2016; Osborne, 2010).
Risk Profile
Project C has more uneven early cash flows (low in years 1–2, high in years 3–4). However, such volatility is tolerable because:
· Z-Score analysis shows the firm is not in immediate insolvency.
· Divestiture and restructuring recommended earlier will stabilise liquidity.
· Project C’s high returns provide greater buffer against ongoing financial uncertainty.
Project B is rejected due to negative NPV, long payback, and zero accounting return.
[bookmark: _Toc214355529]5.9 Final Investment Recommendation
Based on the full investment appraisal and capital-rationing constraint of £60 million, Project C is recommended as the optimal choice. It delivers the highest NPV (£4.23m), IRR (13%), and PI (1.08), indicating superior long-term value creation. Although its payback period (3.6 years) is slightly slower than Project A, the difference is minimal and outweighed by significantly stronger profitability and discounted returns. Project C also provides better support for the firm’s long-term recovery strategy following declining margins and liquidity pressures. Conversely, Project B destroys value, and Project A offers only modest gains. Therefore, Project C maximises shareholder value (Kaur, Chattopadhyay and Rakshit, 2020).
[bookmark: _Toc214355530]6. Overall Conclusion and Forward-Looking Recommendations
This report evaluated the financial status of General Electronics and found out that it is a company that is in a huge operational and financial crunch. The deteriorating profitability, the decreasing liquidity, the long cash conversion cycles and increasing leverage are all signs of the necessity of taking immediate corrective measures. The financial health check revealed that even though the gross margins are somewhat stable, operating and net margins have significantly worsened, and cash flow volatility is restricting the strategic flexibility. The working capital analysis also revealed that there were shortcomings in the working capital in terms of inventory management, receivables collection and payables timing, this limits the liquidity and causes the company to rely on short-term financing.
To solve these shortcomings, a detailed restructuring strategy was offered to include non-core segments divestiture, injection of equity, restructuring of debts and ethically controlled operation optimisation. These are meant to stabilise the balance sheet, cut financing risk and develop a leaner global operation. Project C has been shown by the investment appraisal to be the best option in the situation of capital-rationing constraints, which provides the greatest NPV, IRR, PI, and accounting returns. The adoption of this project, in addition to the suggested reforms, will ensure greater financial sustainability in the long-term and improve shareholder value along with the strategic turnaround of the company.
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[bookmark: _Toc214355533]Appendix A: Ratio Analysis Tables and Graphs
The following appendix gives the actual calculations of the financial ratios and graphical analysis that were used to support the findings presented in section 2 of the report. The tables will contain profitability, liquidity, efficiency, gearing, and shareholder return ratios over the five years (2020-2024) directly calculated based on the income statement, balance sheet, and cash flow statements of the company. All the ratios have been computed through the conventional financial formulas, and their findings have been given in a similar manner across the years to enable a valid comparison.
Also, the numerical tables are followed by the line graphs which help to see the primary trends in performances and understand the alterations of margins, liquidity strength, working capital efficiency, leverage, and shareholder returns throughout the time. The visual aids assist in pointing out the new trends like the drop in profitability, liquidity variability, or variation in the operating efficiency that is critical in diagnosing the health of the firm in terms of financial performance. The mixture of tables and charts gives a full foundation to further analysis in the primary report.
Appendix A1: Ratio Analysis Table (Excel Output)
[image: ]
This table presents key profitability, liquidity, efficiency, gearing, and EPS ratios for 2020-2024, calculated using Excel based on the company’s financial statements.




Appendix A2: Ratio Formulas (Excel Formula View)
[image: ]
This screenshot displays the Excel formulas used to compute all profitability, liquidity, efficiency, gearing, and shareholder return ratios for 2020-2024.
Appendix A3: Profitability Ratio Trends (2020-2024)
[image: ]
Line chart showing GPM, OPM and NPM over the 2020–2024 period.
Appendix A3: Liquidity Ratios (2020-2024)
[image: ]
Line chart comparing the Current Ratio and Quick Ratio over the five-year period, illustrating trends in the company’s short-term liquidity position.
Appendix A3: Efficiency Ratios and Cash Conversion Cycle (2020-2024)
[image: ]
Line chart illustrating trends in Inventory Days, Receivables Days, Payables Days, and the overall Cash Conversion Cycle (CCC) across the five-year period.
Appendix A3: Gearing Ratios (2020-2024)
[image: ]
Line chart comparing the Debt-to-Equity ratio and the Interest Coverage ratio over five years, illustrating changes in the firm’s leverage and ability to meet interest obligations.








[bookmark: _Toc214355534]Appendix B: Investment Appraisal Calculations
This appendix provides the full table of the investment appraisal calculation of Projects A, B, and C and the methodologies have been adopted as outlined in the assignment brief. The studies include Net Present Value (NPV), Internal Rate of Return (IRR), Payback Period, Accounting rate of Return (ARR), and Profitability Index (PI) which was calculated at a discount level of 10% and using straight-line depreciation up to a residual value of zero. Extensive Excel results have been provided as Appendix to promote transparency; a description has been given on how the discount factors were calculated, the computation of present-value, cumulative cash-flow profiles and the summary investment measures.
These calculations are aimed to give a clear picture of how each project is viable financially and to inform justifiable capital-budgeting decisions given the constraint of investment of 60million pounds. This appendix will ensure complete result traceability through the clear specification of each modelling step, thus, ensuring the verification of the NPV drivers, cash flow timing impacts, and project performance sensitivity. These outputs therefore form the quantitative basis to investment recommendation as stated in the main report.
Appendix B1: Net Present Value (NPV) – Project A
[image: ]
Excel output showing the discounted cash flows at 10% and the resulting positive NPV of £1.32 million.
Investment Appraisal – Project B
[image: ]
Excel outputs showing NPV, IRR, Payback, ARR and PI calculations for Project B. The project produces a negative NPV of £7.25 million, an IRR of 0%, and a PI of 0.76, making it financially unattractive.
Investment Appraisal – Project C
[image: ]
Excel outputs showing NPV, IRR, Payback, ARR and PI for Project C. The project produces a positive NPV of £4.23 million, an IRR of approximately 13%, a payback period of 3.6 years and a PI of 1.08, making it the most financially attractive option.
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