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1. Introduction
This report presents a comprehensive financial management analysis for General Electronics, a global electronics manufacturer experiencing declining profitability, liquidity challenges, and mounting debt. The analysis evaluates the company’s five-year financial performance to identify causes of financial distress and to propose a feasible turnaround strategy.
The report applies corporate finance and financial-management principles from Brealey, Myers and Allen (2011) and Koller, Goedhart and Wessels (2010) to assess profitability, efficiency, liquidity, and solvency. The Altman Z-score model (Altman, 1968; Abbasov, 2017; Rashid et al., 2024) is used to estimate bankruptcy risk. Furthermore, the analysis integrates working-capital theories (Deloof, 2003; Shin & Soenen, 1998; Singh & Kumar, 2014), valuation and restructuring approaches (Weston, Chung & Hoag, 1990), and capital-budgeting tools (Graham & Harvey, 2001; Mai & Li, 2016).
The study concludes by recommending a turnaround plan that combines improved liquidity management, divestiture of non-core assets, debt refinancing, and a disciplined investment-appraisal process guided by NPV and IRR. Ethical and international considerations, such as compliance with OECD BEPS (2017) tax guidance and CSR imperatives, are incorporated. The ultimate goal is to restore General Electronics’ solvency, investor confidence, and sustainable shareholder value.
2. Financial Health Check
2.1 Overview of Financial Performance
A five-year review of General Electronics’ consolidated financial statements (see Appendix A: Summary Income Statement and Statement of Financial Position, 2020–2024) reveals persistent revenue stagnation, rising cost pressures, and a notable deterioration in profitability. Over the review period, total revenue expanded only marginally from £3.8 billion in Year 1 to £4.2 billion in Year 5 equating to a compound annual growth rate (CAGR) of roughly 2.0%. However, operating costs outpaced sales growth, increasing at approximately 3.5% annually. This disproportionate escalation in costs has compressed gross and operating margins, signalling declining cost efficiency and weakening competitive positioning in the electronics manufacturing sector (Brealey, Myers & Allen, 2011).
The company’s net income trajectory further underscores the deteriorating profitability trend. Profits declined from £380 million in Year 1 to £210 million in Year 5, representing a 45% contraction over five years. Contributing factors include higher financing costs due to increased leverage, elevated production overheads, and limited pricing flexibility in key international markets. Additionally, shifts in consumer demand towards lower-margin product lines particularly in the household-appliance division exacerbated the erosion of overall profitability.
From a strategic standpoint, these results suggest that General Electronics is caught in a cost–revenue imbalance typical of maturing manufacturing firms that fail to integrate innovation-driven efficiency improvements (Koller, Goedhart & Wessels, 2010). The declining profitability combined with constrained liquidity (explored in Section 2.3) implies that the company’s operational model may no longer be optimally aligned with prevailing market dynamics.
2.2 Profitability Ratios
Profitability ratios provide key insight into how effectively General Electronics has utilized its resources to generate returns for shareholders and investors. The main ratios analysed include Return on Capital Employed (ROCE), Gross Profit Margin, and Net Profit Margin. These are summarised in Appendix B, Table B1.
Return on Capital Employed (ROCE)
ROCE assesses how efficiently a company converts capital into profit and is calculated as:
ROCE = (Operating Profit / Capital Employed) × 100
In Year 5, the company recorded an operating profit of £280 million and total capital employed of £2.0 billion, yielding a ROCE of 14%:
ROCE = (280 / 2,000) × 100 = 14%
This figure marks a steady decline from 21% in Year 1, demonstrating reduced efficiency in capital utilization. As Brealey et al. (2011) note, a declining ROCE often signals excessive asset investment relative to profit generation or inadequate operational leverage. The ratio’s downward trajectory implies that General Electronics is earning progressively less for every pound invested in its capital base, a trend that warrants urgent performance improvement initiatives.
Gross Profit Margin
Gross Profit Margin = (Gross Profit / Sales) × 100
Gross profit fell from £1,425 million (Year 1) to £1,360 million (Year 5).
Year 1: (1,425 / 3,800) × 100 = 37.5%
Year 5: (1,360 / 4,200) × 100 = 32.4%
The five-percentage-point decline reveals margin compression due to increased input and logistics costs, alongside competitive price reductions to maintain market share. This trend aligns with Singh and Kumar’s (2014) finding that inefficient production cost management directly diminishes gross margins, especially in asset-heavy industries like electronics.
Net Profit Margin
Net Profit Margin = (Net Income / Sales) × 100
Year 1: (380 / 3,800) × 100 = 10.0%
Year 5: (210 / 4,200) × 100 = 5.0%
A halving of the net margin illustrates severe bottom-line erosion, reflecting higher finance expenses, administrative inefficiencies, and suboptimal cost-to-sales alignment. Such decline in net margin typically discourages investors and constrains retained earnings, thus limiting reinvestment capacity (Koller et al., 2010).
Overall, General Electronics’ profitability analysis (Appendix B) highlights systemic inefficiencies across production and cost management that have reduced return potential and shareholder value.
Table 2.1: Profitability Ratios (Years 1–5)
	Ratio
	Formula
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	ROCE (%)
	Operating Profit / Capital Employed ×100
	21.0
	19.7
	17.2
	15.6
	14.0

	Gross Profit Margin (%)
	Gross Profit / Sales ×100
	37.5
	36.2
	34.0
	33.1
	32.4

	Net Profit Margin (%)
	Net Income / Sales ×100
	10.0
	8.6
	7.3
	6.1
	5.0


Chart: Profitability Trends








The profitability indicators reveal a systemic and sustained deterioration, suggesting structural weaknesses rather than short-term fluctuations. The decline in ROCE from 21% to 14% reflects a significant erosion in the firm’s ability to convert capital into operating profit, implying that additional assets and capital employed are generating progressively lower returns. This trend indicates inefficient utilisation of resources and weakening operational leverage.
Moreover, the simultaneous reduction in gross and net margins signals worsening cost competitiveness. As Brealey, Myers and Allen (2011) argue, margin compression typically arises from rising production costs, inadequate pricing power, or an unfavourable product mix. All three possibilities align with General Electronics’ financial trajectory, where operating costs have outpaced revenue growth. The downward trend across all profitability measures therefore suggests fundamental strategic and operational shortcomings, rather than merely cyclical cost pressure.
2.3 Liquidity Ratios
Liquidity ratios assess a firm’s short-term financial resilience and its ability to meet current obligations using available assets. The two key metrics Current Ratio and Quick Ratio are presented in Appendix C (Table C1).
Current Ratio
Current Ratio = (Current Assets / Current Liabilities)
Year 1: (1,050 / 680) = 1.54
Year 5: (980 / 920) = 1.07
A current ratio of 1.07 in Year 5 approaches the critical threshold of 1:1, meaning the firm barely covers its short-term obligations with current assets. According to Brealey et al. (2011), a current ratio below 1.2 signals potential liquidity strain, particularly when coupled with slow inventory turnover.
Quick Ratio
Quick Ratio = (Current Assets – Inventory) / Current Liabilities
Year 1: (1,050 – 400) / 680 = 0.96
Year 5: (980 – 450) / 920 = 0.58
The sharp fall in quick ratio from 0.96 to 0.58 reveals that a substantial portion of General Electronics’ current assets is tied up in inventory. This liquidity weakness underscores dependency on stock sales to meet obligations a risky position if demand softens (IAS 7, 2011).
Collectively, the ratios point to deteriorating liquidity management, a recurring sign of operational inflexibility and excessive working-capital absorption.
Table 2.2: Liquidity Ratios (Years 1–5)
	Ratio
	Formula
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Current Ratio
	Current Assets / Current Liabilities
	1.54
	1.41
	1.32
	1.20
	1.07

	Quick Ratio
	(CA – Inventory) / CL
	0.96
	0.88
	0.79
	0.68
	0.58


Chart: Liquidity Trends







The decline in the current ratio from 1.54 to 1.07 indicates a progressive weakening of short-term solvency, leaving the firm with almost no buffer to absorb fluctuations in working-capital needs. More critically, the quick ratio falling to 0.58 in Year 5 confirms that the company is increasingly reliant on inventory—its least liquid current asset—to meet immediate obligations, a position widely regarded as high-risk in manufacturing sectors.
Such underperformance relative to the conventional minimum threshold of 1.0 suggests that General Electronics is operating with insufficient liquid reserves, heightening exposure to short-term cash-flow shocks. This liquidity strain is consistent with the lengthened cash-conversion cycle, indicating that inefficiencies in inventory and receivable management are directly constraining cash availability. As emphasised by IAS 7 (2011), persistently weak liquidity conditions significantly elevate the probability of cash-flow distress, reinforcing the need for urgent corrective action in working-capital policy.
2.4 Efficiency Ratios
Efficiency ratios also known as activity ratios measure how effectively assets are being utilised to generate revenue. The analysis focuses on inventory turnover, receivables collection, and payables payment periods (see Appendix D, Table D1).
Inventory Turnover Period
Inventory Days = (Inventory / Cost of Sales) × 365
Year 5: (450 / 2,840) × 365 = 58 days
A 58-day holding period indicates slower inventory movement than the sector benchmark of 45 days (Deloof, 2003). Excessive stockholding locks cash in unsold goods, inflating carrying costs and potentially leading to obsolescence in a rapidly innovating industry.
Receivables Collection Period
Receivable Days = (Accounts Receivable / Sales) × 365
Year 5: (390 / 4,200) × 365 = 34 days
While not alarming, this period is longer than the industry median of 28–30 days, suggesting lenient credit terms or inadequate collection processes. According to Shin and Soenen (1998), elongated receivable periods negatively affect liquidity and working-capital turnover, particularly in high-volume manufacturing contexts.
Payables Payment Period
Payable Days = (Accounts Payable / Cost of Sales) × 365
Year 5: (330 / 2,840) × 365 = 42 days
The payment period is relatively short compared to an industry average of 55 days. Though prompt supplier payments enhance reputation, the company could judiciously extend credit terms to optimise cash flow without harming relationships (Anandasayanan, 2014).
Cash Conversion Cycle (CCC)
CCC = Inventory Days + Receivable Days – Payable Days
CCC = 58 + 34 – 42 = 50 days
A 50-day CCC (Appendix D, Figure D1) indicates that cash remains tied up in operations for nearly two months before returning as sales revenue. For comparison, leading industry competitors operate at approximately 30–35 days. Deloof (2003) and Shin and Soenen (1998) both affirm that longer CCCs correlate inversely with profitability. Hence, General Electronics must streamline inventory and credit management to reduce the cash conversion cycle, thereby improving liquidity.
Table 2.3: Efficiency Ratios (Years 1–5)
	Metric
	Formula
	Year 5 Value
	Industry Benchmark

	Inventory Days
	(Inventory/COGS) ×365
	58 days
	40 days

	Receivable Days
	(Receivables/Sales) ×365
	34 days
	25 days

	Payable Days
	(Payables/COGS) ×365
	42 days
	55 days

	Cash Conversion Cycle
	Inv + Rec – Pay
	50 days
	35 days



Chart: CCC Components









General Electronics’ CCC of 50 days, compared with the industry benchmark of 35 days, indicates that the firm’s cash remains locked within the operating cycle for substantially longer than its competitors, directly constraining liquidity. The excess inventory days (58 vs. 40) and receivable days (34 vs. 25) point to operational inefficiencies and weak credit discipline, while shorter payable days (42 vs. 55) show that the firm is paying suppliers more quickly than necessary, further tightening cash flow. This imbalance intensifies liquidity pressure and reflects a poorly optimised working-capital structure.
The empirical findings of Deloof (2003) and Shin and Soenen (1998) demonstrate a strong negative association between elongated CCCs and firm profitability, a pattern mirrored in General Electronics’ declining ROCE. This reinforces that the extended CCC is not merely a symptom of operational delays but a direct contributor to the firm’s weakened profitability and deteriorating financial resilience.
2.5 Gearing Ratios
Capital structure and leverage play critical roles in determining financial stability. The gearing indicators for General Electronics (Appendix E, Table E1) reveal a rising debt burden over the review period.
Debt-to-Equity Ratio
Debt-to-Equity = (Total Debt / Shareholders’ Equity)
Year 1: (1,000 / 1,900) = 0.53
Year 5: (1,450 / 1,650) = 0.88
The increase from 0.53 to 0.88 demonstrates heavier reliance on debt financing, potentially elevating financial risk. Brealey et al. (2011) warn that as gearing rises, so does the cost of equity due to the amplified risk perceived by investors.
Interest Coverage Ratio
Interest Coverage = (EBIT / Interest Expense)
Year 5: (280 / 95) = 2.95 times
A coverage ratio below 3.0 times signals limited buffer for meeting interest obligations in the event of profit decline (Abbasov, 2017). Combined with the rising D/E ratio, the data indicate a narrowing safety margin and growing vulnerability to interest-rate fluctuations.
High leverage, if unchecked, can lead to a downward spiral of credit-rating downgrades, increased borrowing costs, and constrained operational flexibility (Altman, 1968).
Table 2.4: Gearing Ratios (Years 1–5)
	Ratio
	Formula
	Year 1
	Year 5

	Debt-to-Equity
	Total Debt / Equity
	0.53
	0.88

	Interest Coverage
	EBIT / Interest Expense
	7.6×
	2.95×


Chart: Gearing Trends








The increase in the debt-to-equity ratio from 0.53 to 0.88 signifies a material escalation in financial leverage, indicating that the firm is depending increasingly on borrowed funds to sustain its operations. Such a shift heightens exposure to refinancing and interest-rate risk, particularly in a period of declining profitability. At the same time, the fall in interest-coverage from 7.6× to 2.95× reflects a substantial erosion in the firm’s capacity to meet interest obligations from operating earnings, placing it dangerously close to the critical threshold below which lenders begin to question creditworthiness.
Altman’s (1968) bankruptcy framework emphasises that firms with weakening coverage ratios face elevated insolvency probability, and this is corroborated by General Electronics’ Z-score positioning in the grey zone. Taken together, the gearing trends indicate not merely increased borrowing, but structural financial vulnerability, suggesting that without immediate capital-structure correction, the firm’s solvency risk will continue to intensify.
2.6 Investment Ratios
Investment ratios shed light on shareholder returns and market valuation trends. The two core measures assessed are Earnings per Share (EPS) and Price-to-Earnings (P/E) Ratio.
Earnings per Share (EPS) = (Net Income / Number of Ordinary Shares)
Year 5: 210 / 500 = £0.42 per share
Price-to-Earnings (P/E) Ratio = (Market Price per Share / EPS)
= (4.60 / 0.42) = 10.95
A P/E ratio of 10.95, compared to an industry average of around 15, implies subdued investor confidence and expectations of slower future growth. Koller et al. (2010) argue that sustained P/E compression often reflects diminished perceived earnings quality and higher risk premiums demanded by the market. The combination of shrinking EPS and lower P/E indicates value erosion and potential shareholder dissatisfaction, underscoring the need for financial restructuring to restore capital-market credibility.
Table 2.5: Investment Ratios (Year 5)
	Ratio
	Formula
	Year 5 Value

	Earnings per Share (EPS)
	Net Income / Shares
	£0.42

	Price-to-Earnings (P/E)
	Share Price / EPS
	10.95


The P/E ratio of 10.95 is below the sector average of 15, indicating declining investor confidence. Falling EPS over time reinforces concerns about profitability and future cash flows.
2.7 Cash Flow Performance
Cash flow provides a more realistic picture of liquidity than accrual-based profits. General Electronics’ operating cash flows have weakened sharply despite modest revenue growth. As shown in Appendix F (Statement of Cash Flows, 2020–2024), net cash from operations decreased from £420 million in Year 1 to £220 million in Year 5.
The primary drivers of this decline include:
· Expansion of accounts receivable by £70 million due to relaxed credit policies;
· Increased inventory holdings of £50 million from slower turnover;
· Rising input costs reducing cash generation capacity;
· Stable or slightly increasing dividend outflows despite falling profits.
IAS 7 (2011) cautions that consistent reduction in operating cash inflows while profits persist may signal earnings quality problems or over-capitalisation in working assets. This trend highlights an urgent need for General Electronics to institute tighter working-capital control, especially over receivable collection and inventory procurement cycles.
2.8 Bankruptcy Risk Analysis: Altman Z-Score
To quantify General Electronics’ solvency risk, the Altman Z-Score model (Altman, 1968) was applied. This multi-factor discriminant model is widely recognised for predicting financial distress (Rashid, Khan & Qureshi, 2024).
Formula:
Z = 1.2X₁ + 1.4X₂ + 3.3X₃ + 0.6X₄ + 1.0X₅
where:
· X₁ = Working Capital / Total Assets
· X₂ = Retained Earnings / Total Assets
· X₃ = EBIT / Total Assets
· X₄ = Market Value of Equity / Total Liabilities
· X₅ = Sales / Total Assets
Applying Year 5 data (see Appendix G: Z-Score Computation Table):
X₁ = 60 / 2,800 = 0.021
X₂ = 500 / 2,800 = 0.179
X₃ = 280 / 2,800 = 0.100
X₄ = 2,000 / 2,370 = 0.844
X₅ = 4,200 / 2,800 = 1.50
Z = (1.2 × 0.021) + (1.4 × 0.179) + (3.3 × 0.100) + (0.6 × 0.844) + (1.0 × 1.50)
= 0.025 + 0.251 + 0.330 + 0.506 + 1.500 = 2.61
A Z-score of 2.61 places General Electronics squarely in Altman’s “grey zone” (1.8–2.7), implying moderate but rising financial distress. Firms within this range typically have a 30–50% probability of default within two years if corrective measures are not taken (Abbasov, 2017). The finding is consistent with the observed deterioration in liquidity, profitability, and leverage indicators.
Rashid et al. (2024) corroborate the reliability of Altman’s model for manufacturing firms, emphasising that persistent Z-score decline below 2.7 should trigger early-warning interventions, including restructuring and cost rationalisation.



2.9 Interpretation and Discussion
The integrated analysis of profitability, liquidity, efficiency, and solvency presents a comprehensive view of General Electronics’ financial health (summary in Appendix H, Figure H1). The findings are as follows:
I. Profitability Decline: Persistent erosion of both gross and net margins—combined with falling ROCE—confirms inefficiencies in production cost management, possibly due to outdated technology, rising raw-material costs, and limited product differentiation.
II. Liquidity Erosion: The company’s current and quick ratios have weakened to near-critical levels, indicating difficulty in meeting short-term liabilities. Cash resources are heavily tied up in slow-moving inventory and outstanding receivables.
III. Operational Inefficiency: The 50-day cash-conversion cycle exceeds the optimal benchmark, signifying that working capital is being utilised sub-optimally. Consistent with Deloof (2003), this inefficiency has a direct negative impact on profitability.
IV. Rising Leverage: The increase in debt-to-equity ratio from 0.53 to 0.88 exposes the firm to higher financial risk and potential covenant breaches. Diminished interest coverage capacity amplifies solvency risk during downturns.
V. Bankruptcy Risk: The Altman Z-score of 2.61 reinforces the conclusion that General Electronics is financially fragile, though not yet in imminent insolvency. Immediate corrective actions—such as debt restructuring, cost optimisation, and working-capital reforms—are critical to avert further decline.
VI. Market Sentiment: Falling EPS and below-average P/E ratio suggest waning investor confidence. Restoring market trust requires credible profit recovery and stronger dividend sustainability.
In summary, General Electronics faces a multi-dimensional financial challenge: tightening liquidity, declining efficiency, and growing leverage. However, the firm remains salvageable through decisive strategic financial management. Targeted operational reforms, improved cash-flow discipline, and prudent capital-structure realignment can restore solvency and profitability over the medium term. These conclusions provide the foundation for the subsequent Working-Capital Analysis (Section 3) and Strategic Restructuring Plan (Section 4).
3. Working-Capital-Management Analysis
Working capital represents the firm’s capacity to meet short-term obligations and finance day-to-day operations. It is defined as current assets minus current liabilities and reflects the liquidity buffer available for operational continuity (Brealey, Myers & Allen, 2011). Efficient working-capital management (WCM) ensures that liquidity and profitability are balanced too little working capital risks insolvency, while excessive levels tie up funds unproductively (Deloof, 2003). For General Electronics, effective WCM is essential given the liquidity erosion and prolonged cash-conversion cycle (CCC) identified in Section 2. The following subsections analyse the company’s working-capital efficiency, supported by quantitative computations and improvement strategies.
3.1 Evaluation of the Cash-Conversion Cycle (CCC)
The cash-conversion cycle (CCC) measures how long it takes for each pound invested in operations to be converted back into cash. It integrates inventory, receivable, and payable management, and is calculated as:
CCC = Inventory Days + Receivable Days – Payable Days
Using figures derived in Section 2 (Appendix I, Table I1):
· Inventory days = 58
· Receivable days = 34
· Payable days = 42
Hence,
CCC = 58 + 34 – 42 = 50 days.
This means General Electronics ties up £1 of working capital for roughly seven weeks before it returns as cash. The electronics-manufacturing industry benchmark is approximately 35 days, indicating inefficiency and constrained liquidity (Deloof, 2003).
Liquidity-gain potential
Target: reduce CCC by 15 days (from 50 to 35 days).
Expected liquidity gain = (15 / 365) × Annual Sales
= (15 / 365) × 4,200 = £172.6 million potential cash release.
This improvement would substantially enhance liquidity, providing internal funding for debt repayment or reinvestment (Shin & Soenen, 1998).
3.2 Inventory Control
Inventory represents 46 % of current assets, revealing significant capital immobilisation. Inventory turnover is calculated as:
Inventory Turnover = Cost of Sales / Average Inventory
= 2,840 / 450 = 6.31 times per year
This compares unfavourably with the industry benchmark of 8 times, signifying excessive stockholding (Appendix J, Table J1). To identify over-investment:
Optimal Inventory = Cost of Sales / Benchmark Turnover
= 2,840 / 8 = 355 million
Excess Inventory = 450 – 355 = £95 million.
Implementing Just-in-Time (JIT) procurement and demand-forecasting systems could reduce holding costs by approximately 20 %, releasing around £90 million of idle funds (Anandasayanan, 2014). Moreover, enhanced inventory analytics and supplier integration can prevent both stock-outs and over-stocking, optimising working-capital allocation.
Deloof (2003) found that shorter inventory periods directly correlate with higher profitability, particularly in manufacturing. By aligning inventory purchases with production schedules, General Electronics can simultaneously lower costs and improve its operating margin.
3.3 Receivables Management
Accounts receivable represent credit extended to customers, which, if mismanaged, create cash-flow bottlenecks. The average-collection period (ACP) is computed as:
ACP = (Receivables / Sales) × 365
= (390 / 4,200) × 365 = 34 days.
The industry average is 25 days, meaning the company collects payments nine days later than competitors (Appendix J, Figure J2). Reducing the period from 34 to 25 days could release:
Liquidity gain = (9 / 365) × Sales 
                         = (9 / 365) × 4,200                     
                         = £103.6 million.
To achieve this, several strategies are recommended:
1. Tighten credit policy – limit trade-credit terms to financially sound customers and perform periodic credit checks.
2. Early-payment discounts – offer 2 % discounts for payment within 10 days (“2/10 net 30”) to incentivise faster settlement (Chen, 2020).
3. Receivables factoring – sell selected receivables to financial institutions at a small discount to accelerate cash inflows.
4. Automated invoicing – use enterprise-resource-planning (ERP) software for real-time invoice tracking and reminders.
Research by Chen (2020) confirms that SMEs and manufacturing firms adopting disciplined credit control experience substantial improvement in liquidity without significant sales loss. Implementing such practices could thus improve both cash flow and credit quality for General Electronics.
3.4 Payables Management
The payables period measures how long the firm takes to pay suppliers. General Electronics currently averages 42 days, compared to an industry norm of 55 days (Appendix J, Table J1).
Liquidity conserved by extension = (10 / 365) × Cost of Sales
                                       = (10 / 365) × 2,840 
                                        = £77.8 million.
Extending supplier credit moderately (to 52–55 days) would thus conserve almost £78 million in cash. However, over-extension could erode supplier trust and bargaining power. Anandasayanan (2014) stresses the need for balance: firms that excessively delay payments often face penalties, stock-delivery disruptions, or loss of volume discounts.
Hence, General Electronics should adopt a negotiated-credit approach, whereby payment extensions are secured through long-term contracts with strategic suppliers. Integrating payables scheduling into a centralised treasury system can also prevent missed payments while optimising cash timing.
3.5 Financing Policies
Current financing for working capital relies heavily on short-term bank loans bearing an average 6 % interest rate. This approach exposes the company to refinancing risk amid volatile credit conditions. Brealey et al. (2011) recommend a balanced funding mix combining flexible short-term debt with stable long-term instruments.
Interest-cost optimisation
If General Electronics converts part of its working-capital funding (£400 million) into a revolving-credit facility at 4.5 %, annual interest savings are:
Interest savings = 400 × (6 – 4.5) % = 400 × 1.5 % = £6 million per year.
Adopting a 40: 60 short-term-to-long-term financing ratio would stabilise liquidity and reduce exposure to rate increases. In addition, establishing a cash-pooling arrangement among subsidiaries (Appendix K, Figure K1) could consolidate idle balances and reduce external borrowing requirements.
This financing reform would strengthen liquidity while lowering average financing costs, supporting long-term solvency and profitability.
3.6 Relationship between Working Capital and Profitability
Academic literature consistently identifies an inverse relationship between excessive working-capital investment and profitability. Deloof (2003) and Shin & Soenen (1998) demonstrated that firms with longer cash-conversion cycles experience lower returns on capital employed (ROCE).
To quantify this relationship within General Electronics, a five-year correlation analysis between ROCE and CCC (see Appendix I, Figure I2) yields r = –0.72. This strong negative correlation implies that as the CCC lengthens, profitability diminishes significantly.
Interpretation:
· In Year 1, CCC = 38 days, ROCE = 21 %;
· In Year 5, CCC = 50 days, ROCE = 14 %.
Thus, each 1-day increase in CCC corresponds to approximately 0.5 % decline in ROCE. Such sensitivity underscores the financial imperative to tighten working-capital cycles.
Anandasayanan (2014) corroborates this finding for Asian manufacturing firms, noting that shortened collection and inventory periods directly enhance net operating profitability. Consequently, improving WCM efficiency will likely yield measurable gains in return on capital and shareholder value for General Electronics.
3.7 Proposed Working-Capital Improvement Plan
Table K1 in Appendix K summarises the proposed reforms, quantified financial impacts, and expected outcomes.
	Area
	Strategy
	Expected Financial Impact
	Operational Benefit

	Inventory
	Introduce Just-in-Time system; demand forecasting via ERP integration
	Release £90 million
	Lower carrying cost; reduced obsolescence

	Receivables
	Tighten credit control; offer early-payment discounts; factoring
	Release £104 million
	Faster cash inflows; reduced default risk

	Payables
	Extend average term to 55 days via supplier negotiation
	Conserve £78 million
	Enhanced short-term liquidity

	Cash/Treasury
	Centralise daily cash pooling and forecasting
	Optimise idle cash
	Improved visibility, reduced overdraft use

	Financing
	Rebalance to 40 % short-term: 60 % long-term; negotiate 4.5 % facility
	Save £6 million annually
	Lower interest burden; reduced refinancing risk


Cumulative impact:
Total liquidity improvement ≈ £278 million (90 + 104 + 78 + 6 ≈ 278).
Assuming this cash release is reinvested into revenue-generating operations with a marginal ROCE of 12 %, the overall corporate ROCE could rise from 14 % to approximately 17 %, reflecting substantial efficiency gain.
Implementing these reforms would also shorten the CCC from 50 to 35 days, aligning General Electronics with industry leaders and restoring liquidity equilibrium.
3.8 Summary and Interpretation
The above analysis demonstrates that General Electronics suffers from working-capital inefficiency primarily due to excessive inventory holdings, slow receivable collection, and sub-optimal supplier-credit utilisation. These inefficiencies have lengthened the CCC, reduced cash availability, and suppressed profitability.
The proposed multi-pronged strategy centered on inventory rationalisation, credit-policy reform, and optimised financing offers a feasible roadmap for improvement. By unlocking approximately £278 million of working capital, the company can reduce reliance on debt, improve ROCE by three percentage points, and rebuild liquidity resilience.
As emphasised by Shin & Soenen (1998) and Deloof (2003), efficient working-capital management is not merely an accounting exercise but a strategic driver of competitive advantage. Therefore, these improvements should form the cornerstone of General Electronics’ financial-restructuring and turnaround plan detailed in Section 4.
4. Strategic Financial-Restructuring Plan 
4.1 Rationale for Restructuring
The sustained decline in profitability, rising debt burden, and liquidity constraints indicate that General Electronics (GE) requires a comprehensive financial restructuring. Over the past five years, profitability has fallen by 45 %, while gearing increased from 0.53 to 0.88, and interest coverage dropped to under 3 times (see Appendix L). Such indicators point to a financially distressed but potentially recoverable position.
According to Weston, Chung, and Hoag (1990), corporate restructuring is a strategic process aimed at enhancing operational efficiency, realigning the firm’s capital structure, and restoring competitive advantage. By divesting non-core assets, refinancing high-cost debt, and reconfiguring its equity base, GE can unlock hidden value, restore investor confidence, and improve long-term solvency. The restructuring will also involve operational realignment optimising manufacturing processes, modernising production, and strengthening governance structures to ensure sustained profitability.
4.2 Proposed Restructuring Components
The restructuring plan comprises four major components designed to improve liquidity, reduce financial leverage, and enhance profitability.
a) Divestiture of Non-Core Assets
The first step is the sale of the underperforming consumer-appliance division, valued at £400 million on the balance sheet but estimated to sell for £500 million Zook, C. (2016). This divestiture would realise a capital gain of £100 million and generate liquidity to reduce outstanding long-term debt by approximately £300 million.
Such divestments are consistent with the recommendations of Weston et al. (1990), who highlight that shedding non-core operations allows firms to focus on high-margin segments while improving return on invested capital. The proceeds from this sale will strengthen the company’s balance sheet, reduce interest expenses, and provide resources for strategic reinvestment into advanced electronics and energy systems GE’s more profitable business segments.
b) Debt Refinancing
GE currently holds £600 million of 9 % bonds maturing within the next seven years. Refinancing this debt through a 5-year term loan at 6 % interest would produce annual interest savings of £18 million, as calculated below:
Interest savings = (9 – 6) % × £600 million = £18 million per annum.
This refinancing initiative will reduce the average cost of capital, enhance interest coverage, and improve net profitability. As Koller, Goedhart, and Wessels (2010) explain, lowering the weighted average cost of capital (WACC) through strategic refinancing increases firm value and boosts shareholder returns. Furthermore, shorter-term debt maturity aligns with GE’s operational cash-flow profile, improving flexibility in the medium term.
c) Equity Injection
To further stabilise the capital structure, GE will issue 100 million new shares at £5 each, raising £500 million in additional equity capital. The new funds will be used to strengthen working capital and finance automation investments  Zook, 2016).
Following the issue, total shareholders’ equity will increase from £1,650 million to £2,150 million, while debt is reduced to £1,150 million. This adjustment will lower the debt-to-equity (D/E) ratio from 0.88 to 0.53, restoring balance sheet strength and creditworthiness.
A lower gearing ratio enhances financial resilience, as firms with moderate leverage are better positioned to absorb shocks and secure favourable financing terms. As per Graham and Harvey (2001), firms seek such optimal capital structures to balance the tax advantages of debt with the risks of financial distress.
d) Operational Streamlining
Beyond capital restructuring, internal efficiency reforms are necessary. GE will adopt lean manufacturing principles and automation technologies to reduce fixed overheads and labour inefficiencies. These reforms are expected to reduce operating costs by 8 %, yielding annual savings of approximately £60 million (Appendix M).
Lean transformation initiatives will also improve quality control and shorten production cycles, boosting overall return on capital employed (ROCE). According to Brealey et al. (2011), operational restructuring complements financial reforms by improving asset utilisation and cash flow generation capacity.
4.3 Financial Projections After Restructuring
The combined benefits of divestiture, refinancing, and operational streamlining are projected to yield significant financial improvements:
· Interest savings: £18 million
· Operational cost reduction: £60 million
· Efficiency gains (inventory and CCC improvement): £12 million
Total annual benefit = £90 million.
Applying a 30 % tax rate, the post-tax profit increase is £63 million. Adding this to the existing £210 million net income yields a projected net profit of £273 million.
Assuming capital employed of £1,800 million after restructuring, the projected ROCE is:
ROCE = (273 / 1,800) × 100 = 15.2 %.
This represents a 1.2 percentage-point improvement over the pre-restructuring 14 %, reflecting restored profitability and more efficient capital utilisation (Appendix N, Table N1).
4.4 Shareholder-Value Implications
To assess long-term value creation, the firm’s valuation can be estimated using the free cash flow (FCF) approach (Koller et al., 2010):
Firm Value = FCF / (WACC – g)
Assuming projected FCF = £250 million, WACC = 8 %, and growth (g) = 2 %,
Value = 250 / (0.08 – 0.02) = £4,166 million.
This represents a 12 % increase over the pre-restructuring valuation of £3,720 million, confirming that the proposed restructuring enhances shareholder value. The improvement results from higher free cash flows, lower financing costs, and sustainable growth potential.
4.5 International and Ethical Considerations
Restructuring also demands adherence to international financial and ethical standards. The OECD (2017) Base Erosion and Profit Shifting (BEPS) framework emphasises transparent cross-border tax practices and discourages artificial profit shifting. GE’s restructuring should ensure compliance by properly reporting intercompany transactions and maintaining fair-value disclosures in all jurisdictions.
From a corporate social responsibility (CSR) perspective, the restructuring process must uphold employee welfare and community relations. Reducing environmental impact through cleaner production technologies, fair retrenchment policies, and ethical governance will strengthen stakeholder trust and align with global sustainability trends. As Koller et al. (2010) note, socially responsible restructuring enhances long-term brand equity and investor appeal.
4.6 Turnaround Management and Implementation
Effective restructuring requires robust turnaround management. Zook (2016) of Bain & Company and the Harvard Business Review (2014) both emphasise that successful corporate recoveries follow three sequential phases:
1. Stabilisation: Immediate liquidity strengthening through asset sales, tighter cost control, and debt refinancing.
2. Restructuring: Execution of capital and operational reforms, including divestiture and automation investment.
3. Renewal: Strategic reinvestment into innovation, R&D, and emerging markets to restore competitive growth.
Okwir et al. (2017) highlight that collaborative decision-making (CDM) among departments is critical in turnaround situations. A cross-functional restructuring committee—comprising finance, operations, human resources, and compliance—should monitor progress through performance scorecards and transparent reporting. This ensures accountability and shared ownership of outcomes.
Moreover, aligning executive incentives with key performance indicators (e.g., ROCE, CCC, and FCF growth) will promote sustained improvement and prevent future financial slippage. By integrating data-driven decision-making with stakeholder communication, GE can transform from reactive management to a proactive, learning-oriented organisation.
4.7 Summary
In summary, the proposed financial-restructuring plan offers a balanced roadmap for restoring General Electronics’ financial health. Through divestiture, debt refinancing, equity injection, and operational efficiency reforms, the company can significantly reduce leverage, enhance liquidity, and improve profitability. The projected outcomes—£63 million in additional annual profit, ROCE improvement to 15.2 %, and a 12 % rise in firm value—demonstrate that restructuring is both necessary and feasible.
If executed with transparency, ethical governance, and collaborative oversight, this plan will reposition GE for long-term stability, competitiveness, and sustainable shareholder value.

5. Investment Appraisal & Capital Budgeting 
5.1 Scenario
The firm can invest up to £60 million in one or more of three projects (A, B, C). Discount rate = 10 %.
	Year
	Project A (£m)
	Project B (£m)
	Project C (£m)

	0
	–30
	–40
	–50

	1
	8
	12
	15

	2
	10
	14
	18

	3
	12
	16
	20

	4
	14
	18
	22

	5
	16
	20
	25


5.2 Payback period (PBP)
Project A cumulative inflow: 8 + 10 + 12 = 30 → Payback = 3 years.
Project B: 12 + 14 + 16 = 42
→ Payback ≈ 2.9 years.
Project C: 15 + 18 + 20 = 53 → Payback ≈ 2.8 years.
→ Project C recovers fastest.
5.3 Accounting rate of return (ARR)
ARR = (Average annual profit / Initial investment) × 100
Assuming depreciation straight-line over 5 years.
Project C example:
Total inflow = 15 + 18 + 20 + 22 + 25 = 100
Average annual profit (ignoring tax) = 100 / 5 = 20
ARR = (20 / 50) × 100 = 40 %
Project C again superior (A = 36 %, B = 38 %).
5.4 Net present value (NPV)
Discount factor (10 %) across 5 years = [0.909, 0.826, 0.751, 0.683, 0.621]
Project C:
NPV = (15×0.909) + (18×0.826) + (20×0.751) + (22×0.683) + (25×0.621) – 50
NPV = 13.64 + 14.87 + 15.02 + 15.03 + 15.53 – 50 = £24.09 m
Project B:
NPV = (12×0.909) + (14×0.826) + (16×0.751) + (18×0.683) + (20×0.621) – 40
NPV = 10.91 + 11.56 + 12.02 + 12.29 + 12.42 – 40 = £19.20 m
Project A:
NPV = (8×0.909) + (10×0.826) + (12×0.751) + (14×0.683) + (16×0.621) – 30
NPV = 7.27 + 8.26 + 9.01 + 9.56 + 9.94 – 30 = £14.04 m
Ranking (highest to lowest): C > B > A
5.5 Profitability index (PI)
PI = (PV of inflows / Initial investment)
Project C: (74.09 / 50) = 1.48
Project B: (59.20 / 40) = 1.48
Project A: (44.04 / 30) = 1.47
All positive (>1), showing acceptance, but Projects B and C tie marginally higher.
5.6 Internal rate of return (IRR)
Using linear interpolation:
IRR = r1 + [NPV1 / (NPV1 – NPV2)] × (r2 – r1)
For Project C:
NPV1 (10%) = 24.09; NPV2 (20%) ≈ 4.5
IRR = 10 + [24.09 / (24.09 – 4.5)] × (10)
= 10 + (24.09 / 19.59) × 10 = 10 + 12.3 = 22.3 %
IRRs: A = 20 %, B = 21 %, C = 22 % → all exceed 10 % cost of capital.
5.7 Capital-rationing decision
Budget = £60 million.
NPVs per £1 invested:
A = 14.04/30 = 0.47
B = 19.20/40 = 0.48
C = 24.09/50 = 0.48
Under capital-rationing and independence assumption (Damodaran, n.d.; Mai & Li, 2016), selecting Projects B + A uses £70 million, exceeding the limit; therefore, Project C alone (£50 m) yields the highest NPV (£24.09 m) and fits within the constraint.
5.8 Sensitivity analysis
If discount rate rises to 12 %, Project C’s NPV declines to ≈ £21.6 m, showing low sensitivity. Thus, C remains viable under moderate risk.
5.9 Conclusion of investment appraisal
All methods (PBP, ARR, NPV, IRR, PI) converge to favour Project C, confirming robust value creation. Graham and Harvey (2001) note that CFOs rely most heavily on NPV and IRR; thus, General Electronics should approve Project C as its primary strategic investment.
6. Conclusion 
This report evaluated General Electronics’ financial performance, liquidity, restructuring options, and investment decisions. Ratio analysis and Altman Z-score results reveal moderate financial distress, declining profitability, and liquidity challenges. The working-capital analysis highlights opportunities to release £278 million in cash through efficiency reforms.
The proposed restructuring divestiture, debt refinancing, and equity infusion would cut leverage and improve ROCE to 15 %. The capital-budgeting assessment indicates that Project C offers the highest NPV (£24.09 million) and IRR (22.3 %), enhancing long-term shareholder value.
Implementation must adhere to ethical tax and CSR standards (OECD, 2017) and follow a phased turnaround framework (Zook, 2016). With disciplined execution, General Electronics can restore solvency, competitiveness, and sustainable profitability, aligning financial management with strategic renewal.
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Appendices
Appendix A – Cash-Conversion-Cycle (CCC) and Correlation Analysis
Table A1. Components of the Cash-Conversion Cycle
	Component
	Formula
	Year 5 (£m)
	Days
	Industry Benchmark (Days)
	Variance

	Inventory Days
	(Inventory / Cost of Sales) × 365
	(450 / 2,840) × 365
	58
	40
	+18

	Receivable Days
	(Receivables / Sales) × 365
	(390 / 4,200) × 365
	34
	25
	+9

	Payable Days
	(Payables / Cost of Sales) × 365
	(330 / 2,840) × 365
	42
	55
	–13

	Cash-Conversion Cycle (CCC)
	Inventory Days + Receivable Days – Payable Days
	—
	50
	35
	+15


Figure A2. Relationship Between ROCE and CCC (Years 1–5)







Appendix B – Inventory, Receivable, and Payable Analysis
Table B1. Working-Capital Efficiency Ratios vs. Industry Benchmarks
	Indicator
	Formula
	GE (Year 5)
	Industry Average
	Performance Gap
	Financial Impact

	Inventory Turnover (times)
	Cost of Sales / Average Inventory
	6.31
	8.0
	–1.69
	Over-investment £95 m

	Receivable Days
	(Receivables / Sales) × 365
	34
	25
	+9
	Delayed inflow £103.6 m

	Payable Days
	(Payables / Cost of Sales) × 365
	42
	55
	–13
	Lost liquidity £77.8 m

	CCC (Days)
	Inv. + Rec. – Pay.
	50
	35
	+15
	Working-capital drag £172.6 m


Figure B2. Trend of Receivable-Collection Period vs. Industry









Appendix C – Historical Financial Performance and Leverage Indicators
	Indicator
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Revenue (£m)
	3,800
	3,950
	4,050
	4,120
	4,200

	Operating Profit (£m)
	420
	385
	340
	310
	280

	Net Income (£m)
	380
	340
	295
	250
	210

	Capital Employed (£m)
	1,900
	1,950
	1,980
	1,990
	2,000

	ROCE (%)
	22.1
	19.7
	17.2
	15.6
	14.0

	Total Debt (£m)
	1,000
	1,150
	1,300
	1,400
	1,450

	Equity (£m)
	1,900
	1,850
	1,800
	1,700
	1,650

	Debt-to-Equity Ratio
	0.53
	0.62
	0.72
	0.82
	0.88

	Interest Expense (£m)
	55
	70
	80
	90
	95

	Interest Coverage (EBIT/Interest)
	7.6
	5.5
	4.3
	3.4
	2.95















Appendix D – Operational Efficiency and Cost Structure (Pre- vs Post-Restructuring)
	Cost Component
	Pre-Restructuring (£m)
	Cost Reduction (%)
	Post-Restructuring (£m)
	Source of Savings

	Manufacturing Overheads
	750
	8 %
	690
	Lean production, automation

	Administrative Expenses
	250
	5 %
	238
	Streamlined management

	Distribution & Logistics
	180
	10 %
	162
	Route optimisation

	Total Operating Costs
	1,180
	—
	1,090
	£90 m efficiency improvement











Appendix E– Financial Projections and Shareholder Value Analysis
Table E1 – Financial Position After Restructuring
	Financial Metric
	Pre-Restructuring
	Post-Restructuring
	Change
	Source of Improvement

	Total Debt (£m)
	1,450
	1,150
	–300
	Asset divestiture proceeds

	Equity (£m)
	1,650
	2,150
	+500
	Equity issuance

	D/E Ratio
	0.88
	0.53
	↓
	Improved solvency

	Interest Expense (£m)
	95
	77
	–18
	Refinancing at lower rate

	Net Income (£m)
	210
	273
	+63
	Cost & interest savings

	ROCE (%)
	14.0
	15.2
	+1.2
	Enhanced efficiency


ROCE Calculation:
ROCE = (Operating Profit / Capital Employed) × 100
= (273 / 1,800) × 100 = 15.2 %
	Metric
	Pre-Restructuring
	Post-Restructuring
	Change

	Firm Value (£m)
	3,720
	4,166
	+446

	% Increase
	—
	+12 %
	—



Appendix F – Implementation Phases of the Turnaround Strategy
	Phase
	Key Activities
	Timeframe
	Responsible Departments
	Expected Outcomes

	Phase 1: Stabilisation
	Improve liquidity; sell non-core division; renegotiate short-term debt
	0–6 months
	Finance, Treasury
	£500 m liquidity gain; debt reduction

	Phase 2: Restructuring
	Implement refinancing; issue new equity; initiate lean operations
	6–18 months
	Finance, Operations
	£18 m interest savings; 8 % cost reduction

	Phase 3: Renewal
	Reinvest in innovation, R&D, and emerging markets
	18–36 months
	Strategy, R&D
	Sustained growth and market diversification



Profitability Trends

ROCE (%)	1	2	3	4	5	21	19.7	17.2	15.6	14	Gross Margin (%)	1	2	3	4	5	37.5	36.200000000000003	34	33.1	32.4	Net Margin (%)	1	2	3	4	5	10	8.6	7.3	6.1	5	Year
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Liquidity Trends

Current Ratio	1	2	3	4	5	1.54	1.41	1.32	1.2	1.07	Quick Ratio	1	2	3	4	5	0.96	0.88	0.79	0.68	0.57999999999999996	Year


Ratio




Liquidity Trends

Current Ratio	1	2	3	4	5	1.54	1.41	1.32	1.2	1.07	Quick Ratio	1	2	3	4	5	0.96	0.88	0.79	0.68	0.57999999999999996	Year


Ratio




CCC Components

Value (Days)	Inventory Days	Receivable Days	Payable Days	CCC	58	34	42	50	Metric
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Gearing Trends

Year	Debt-to-Equity	Interest Coverage	1	0.53	7.6	Year	Debt-to-Equity	Interest Coverage	5	0.88	2.95	
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Relationship Between ROCE and CCC (Years 1–5)
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Trend of Receivable-Collection Period vs. Industry
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Profitability Trends
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