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Executive Summary 
The current study evaluates the financial health position of General Electronics with the help of assessing its annual statements and conducting ratio analysis to demonstrate the shrinking profitability in line with the rising leverage power and the declining liquidity. Furthermore, the assessment of working capital management followed by Altman's Z-score highlights functional efficiency with moderate solvency. It identifies the area of restructuring financing options, working capital management through inventory optimisation, and the need of integrating sustainable investment projects for financial growth. In this regard, the report reflects on the suitability of Project C based on the capital budgeting assessment by the implementation of different techniques like PBP, NPV, ARR, PI, and IRR.
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[bookmark: _2jgdr8yjbc5c][bookmark: _Toc213805379]1. Financial Health Assessment
[bookmark: _ibt49otjvnuo][bookmark: _Toc213805380]1.1 Financial Statements Analysis 
The financial performance of General Electronics shows that the last two years 2020-2024 have a drastic decline in income. The net sales decreased steadily in 2020 (£614,680m) to 2024 (£394,879m) as a result of a lack of competitiveness in the market and the decreased demand. Even though the low gross profit in 2022 (£152,292m) was slightly reversed, this was short-term as operating expenses grew, peaking in 2023 (£182,861m), eroded profitability and resulted in consecutive net losses of £98,238m and £24,029m in the respective years of 2023 and 2024.
[image: ]
Figure 1: Income Statement (£m) of General Electronics
(Source: As provided)
The decreasing operating income and other volatile income indicate that there are inefficiencies in cost management and there might be asset depreciation. The continual losses will mean low operational leverage and low resource utilisation (Income, 2020). This trend shows that it is imperative to restructure, optimize spending, and invest in innovation again to become profitable.
Balance Sheet Statement: -
The combined balance sheet of General Electronics indicates the deteriorating quality of assets and the deterioration of the equity. Total assets decreased between 2020 and 2024 by more than £510,290m to £323,354m and a major part of it was caused by the fall in inventories and property, plant and equipment, suggesting the existence of asset disposals or impairment write downs. Current liabilities are high (£158,291m in 2024) this squeezes liquidity and indicates that it faces short term solvency pressure. Even though paid in capital continued to rise steadily, retained earnings shrank drastically by £324,990m in 2020 to £208,431m in 2024 as a result of accumulated losses. 
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Figure 2: Statement of Financial Position (£m) of General Electronics
(Source: As provided)
This reduction in shareholders’ equity of £313301m to £153105m shows that there is extensive loss in value. Besides, the increase in the number of treasury stock indicates excess stock buybacks in case of dwindling performance as per Arimany Serrat, Farreras Noguer, and Coenders, (2022). Such balance sheet structure means over-leverage and under investment in productive assets such that, capital restructuring and better management of working capital are required (Olayinka, 2022).
Cash Flow Statement: - 
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Figure 3: Cash Flow Statement (£m) of General Electronics
(Source: As provided)
Cash flow statement shows that the liquidity is strained despite having positive operating inflows at £14,822m in 2024. The amount of cash generated decreased significantly as compared to £73,392m in 2020 indicating a lower level of profitability and inefficiency in the working capacity. Moreover, the outflows in investing activities are always in the form of capital expenditures and intangible asset purchases whereas the financing activities are volatile because of the high level of borrowings and repayment under credit lines. The change of the year end cash between £57,153m and 26,783m in between FY2020 to 2024 shows the decreased cash reserves and the lack of financial flexibility. Continuous negative trends demonstrate the necessity of payments of more strict cash management, capital priority, and reorganization of funding requirements (Vítek, 2021).
[bookmark: _qv8w6k4ox7al][bookmark: _Toc213805381]1.2 Analysis of Financial Ratios Analysis
Profitability Ratios 
The financial statements have shown a rapid loss of profitability of General Electronics between 2020 and 2024, which is characterized by structural inefficiencies and falling competitiveness in the market. The return on capital employed turns negative at -9.27% in the year 2024 which was recorded at 11.27% in 2020.  It signifies poor utilization of the employed capital in the business and the need for strategic reformation (Shem and Mupa, 2024). The operating profit margin declined to -3.87% compared to 6.06% and the net profit margin also dropped to -6.09% compared to 6.28 percent which is a sign of excessive cost revenue imbalance. 
[image: ]
Table 1: Outcome of Profitability ratios
Even though its gross margins are fairly stable (28%), operating costs have been increasing, a sign of poor cost management and ineffective strategic focus. The fact that the company cannot translate the revenue into sustainable profit shows that the company requires restructuring and cost rationalization as well as the new investment in innovation and other high-margin segments as suggested by Mavlutova et al. (2021).
[image: ]
Figure 4: Profitability Ratios
(Source: Self-developed)
Liquidity Ratios 
There has been a deterioration in liquidity, a current ratio of 1.82 (2020) has deteriorated to 1.53 (2024) and the quick ratio of 1.15 to 1.03. Even though both ratios are not below 1, the direction is towards the declining short-term solvency, and tightening working capital control. The decrease in the current assets, especially cash and inventories, and the relatively steady current liabilities has limited the flexibility of liquidity. Such findings show that the company might fail to pay short-term debts without external financing. Poor inventory control and decreased receivables turnover further exert pressure on liquidity and better credit control, therefore working capital optimization is also required as per Ombui et al. (2024).
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Table 2: Outcome of Liquidity Ratios
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Figure 5: Liquidity Ratios
(Source: Self-developed)
Efficiency Ratios 
Efficiency ratios show that there is a falling operational effectiveness. Inventory days were also irregular with 129 days being recorded in 2023 and then reducing to 109 days in 2024 indicating poor stock control. The days accounts receivable deteriorated to 106 days in 2011 as compared to 77 days in 2010, which shows that it takes longer to collect and the possible credit policy is weak. [image: ]
Table 3: Outcome of Efficiency Ratios
On the other hand, the accounts payable days rose to 94 days in 2024 indicating that payments to suppliers are made late to save cash. Such an asymmetry between the payables and receivables means strained liquidity and low bargaining power (Oloo, 2021). It can be stated that the ineffective use of assets and slow working capital processes have negatively affected the efficiency of the operations and the stability of cash flow and profitability.
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Figure 6: Efficiency Ratios
(Source: Self-developed)
Gearing Ratios 
The company has increased its financial leverage. The debt-to-equity ratio increased to 1.11 (2024) as compared to 0.63 (2020) which means an increasing reliance on debt financing and a decreasing equity. The equity ratio decreased (0.61 to 0.47), whereas the debt ratio increased (0.39 to 0.53) indicating the higher financial risk. [image: ]
Table 4: Outcome of Gearing Ratios
This drift implies that the cumulative losses and share buybacks have destroyed equity, compelling the firm to turn to external funds. The company can address the balance by lowering the level of debt, rearranging the financing, and reestablishing the retained earnings followed by the recommendation of Gautam and Purohit, (2024).
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Figure 7: Gearing Ratios
(Source: Self-developed)
Investment Ratio 
Earnings per Share (EPS) declined disastrously by £2.78 in 2020 to -£1.85 in 2024 in line with the acute decline in profitability and shareholder returns. The negative EPS in 2023 and 2024 is a sign of no investor confidence and poor market valuation. 
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Table 5: Outcome of Investment Ratio
Declining earning ability is an indicator of underlying structural inefficiencies and strategic re-positioning is necessary. To regain investor confidence, diversification, cost containment and sustainable product development would help the company to regain back the lost profitability, in line with the global consumer trends according to Parsaei et al. (2024).
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Figure 8: Investment Ratio
(Source: Self-developed)
Cash flow Ratio 
The operating cash flow ratio dropped to 0.09 (2024) after being 0.41 in 2020, as this ratio shows that the company is less able to produce enough cash through operations to settle short term liabilities. 
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Table 6: Outcome of Investment Ratio
This decrease underscores the inefficiency of cash conversion as it is weak, which is in line with lower profitability and poor management of working capital as mentioned by Akbar et al. (2021). The reliance of the company on the use of external funds and selling of assets to finance the operations indicates liquidity weakness. To improve the cash flow performance, it is necessary to tighten the credit control, minimize the operating costs and ensure that the priority is given to the high-return investment as per Yoganandham, (2025).
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Figure 9: Cash Flow Ratio
(Source: Self-developed)
[bookmark: _5s78d5kkys1][bookmark: _Toc213805382]1.3 Trends, Strengths and Threats
General Electronics shows a worrying negative trend of 2020 2024 in terms of profitability, liquidity, as well as solvency ratios. ROCE and profit margins have become negative, which are indicative of a lack of efficiency in operation and poor cost management. Liquidity ratios, which are slightly above 1, demonstrate a weakening short-term solvency, whereas gearing ratios demonstrate increasing financial leverage and increasing credit risk. The strengths have similar gross margins and positive operating cash flows that have continued to run which shows that there is a possibility of recovery by ensuring that expenses are tamed. Nevertheless, it also includes threats in the form of shrinking equity, rising dependence on debt, and a reduction in investor confidence. In the absence of a strategic restructuring, the company will face the risk of insolvency and reduction of shareholders value.
[bookmark: _kz922qia0sv9][bookmark: _Toc213805383]1.4 Altman Z-Score Application as Corporate Failure Prediction Model
According to the Altman Z-Score analysis, General Electronics had a relatively high position of solvency, as it scored above the critical distress threshold of 2.99, and reached the maximum of 6.13 in 2020 and 5.84 in 2024. 
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Table 7: Calculated Altman Z-Score
(Source: Self-calculated)
Although the profitability has diminished (negative EBIT and retained earnings), the market equity in comparison to liabilities is high leading to its financial strength. Nevertheless, the poorest performance in terms of incurred losses and decreased working capital is a mid-term default risk. It is necessary to restructure proactively to avoid the further worsening.

[bookmark: _fpagjy9brti8][bookmark: _Toc213805384]2. Working Capital Management Analysis 
[bookmark: _7nolq0vxuley][bookmark: _Toc213805385]2.1 Cash Operating Cycle Assessment
The working capital management of General Electronics is weak as it is observed that the cash operating cycle (COC) of this company is quite dynamic and lacks efficiency during the period between 2020 and 2024. The COC had gone up to 162 days in 2023 before it had slightly declined to 121 days in 2024 upon increasing to 108 days in 2020. This means that the company is taking a long time to turn its investments in inventory and receivables into cash and hence liquidity inflows are postponed. The increasing number of inventory days with the highest level of 129 in 2023 is an indicator of overstocking or slow demand, both resulting in increased holding costs and risk of obsolescence. Similarly, the current account receivable days rose to 106 in the year 2024. It is an indicator of poor credit collection practices and potential vulnerability to customer default (Hanb and Liuc, 2024). Even though the accounts payable days increased to 94 in 2024 which is shown as the effort of the firm to postpone the payment made to the suppliers, this can affect the supplier relations and negatively affect the terms of credit.
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Table 8: Calculated Cash Operating Cycle
(Source: Self-calculated)
Extended cash operating cycles will utilize significant funds as current assets, which will decrease operations and investments in cash. This inefficiency is directly proportional to the decreasing liquidity ratios as the current ratio reduced with the years, going down to 1.53 in 2024 and the decreasing trend of the operating cash flow ratio (0.09 in 2024). A long cash cycle thus increases liquidity risks and dependency on short term funding. In a bid to improve efficiency, the company will need to use just-in-time (JIT) inventory management, tight credit control, and negotiate with suppliers on more favorable payment terms as recommended by John, (2024). Enhancements in the cash operating cycle would lead to a reduction in the cash conversion period, an improvement in efficiency in the operations of the entity, and the capacity to self-fund its activities (Akpadaka and Edeh, 2024).
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Figure 10: Cash Operating Cycle
(Source: Yanney, 2021)
[bookmark: _ic2nl4q74lr1][bookmark: _Toc213805386]2.2 Recommendation of Liquidity Improvement Strategies using working capital reformation 
In order to improve the liquidity, General Electronics should pay more attention to the working capital management improvement, paying attention to the inventory, receivables, and payable management. Firstly, it is suggested to implement lean inventory solutions to lower storage costs and release cash, which can be Just-in-Time (JIT) systems and demand forecasting as studied by Jean, (2024). Through the introduction of digital tracking of inventory and integration of suppliers via ERP systems, the company will be able to attain real-time stock visibility which will reduce overproduction and stockouts.
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Figure 11: Inventory Optimization with technological integration
(Source: Yanney, 2021)
Second, it is important to enhance accounts receivables management. The company ought to increase credit requirements, perform stringent credit checks and provide incentives in terms of early credit payment to consumers. Automated invoicing systems can be used to shorten the billing cycles and dynamic discounting can be used to prompt payments according to Milosheski and Karadimce, (2025). The study also discusses that it is possible to significantly enhance liquidity without financing through a reduction of the number of days of receivables.
Third, the company will be able to increase its accounts payable period by collaborating with suppliers, negotiating good credit conditions, and using supply chain financing. Moreover, it should be done strategically so as to not lose the trust of suppliers and suffer penalties. Besides, cash flow forecasting will enable the firm to forecast cash shortfalls and maximize the use of short-term financing as disclosed by Bondina, Bondin, and Pavlova, (2021).
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Figure 12: Impact of Inventory Optimisation on Cash Operating Cycle
(Source: Yanney, 2021)
Finally, the management of treasuries should be centralized, which will enhance the visibility of cash in the global subsidiaries to control the liquidity effectively. General Electronics is also advised to consider its commitments on capital expenditure and liquidate non-core assets to free trapped funds. Tightening credit policies, balancing and management of payables, inventory optimization and balancing will enhance liquidity and reduce cash operating cycle (Yanney, 2021). These reforms provide financial stability, but also operational resilience and investor confidence.
[bookmark: _edgdrg3c05o0][bookmark: _Toc213805387]2.3 Comparison between short-term and long-term financing options
To facilitate the enhancement of liquidity and the stability of operations, General Electronics will have to ensure a close balance between the short-term and long-term funding. The immediate capital finance sources can be the bank overdrafts, trade credit, and commercial papers to provide the working capital needs within a very short period of time. They are very flexible, cheaper, and are perfect sources in case of a temporary cash crunch as reported in the study of Ojeme, Tanko, and Otame, (2021). As an example, a supplier can be negotiated to provide a trade credit without generating interest charges to enhance liquidity. Nevertheless, excessive dependence on short term debt exaggerates rollover risk and leaves the company vulnerable to interest rate fluctuations, which is a matter of concern especially since the gearing ratio of the company has been increasing.
Long term funding, such as equity issue, corporate bonds, and term loans on the other hand offer stability in terms of financing fixed assets and restructuring projects. Although long-term debt is more expensive, this form of debt is distributed over a long period, which relieves the short-term liquidity of the debtor. Besides, equity capital increase can enhance the capital base of the firm enhancing solvency and decreasing financial risk according to Çam and Özer, (2022). Moreover, new shares can be used to dilute the current ownership and lower earnings per share.
In the present situation, it will be risky to rely heavily on short-term borrowing due to the negative profitability of the firm and declining retained earnings. It is thus recommendable to use a hybrid form of financing strategy where long-term debt is used to restructure the capital and short-term credit facilities are used to finance the working capital requirements.
[bookmark: _f3grmnv4qw9k][bookmark: _Toc213805388]3. Strategic Financial Restructuring Plan
[bookmark: _vfrrjk6i0btz][bookmark: _Toc213805389]3.1 Financial Restructuring Options 
General Electronics ought to implement a multi-pronged financial restructuring plan and strategy which includes divestiture, equity injection, and possible strategic mergers or alliances to achieve financial stability and stimulate long-term growth.
To begin with divestiture, the liquidity and debt could be enhanced at once by selling the non-core or poorly performing assets. Disposing of subsidiaries or unwanted product lines is a way to enable the company to concentrate on the most lucrative lines of products as well as to release cash that can be reinvested in the business. Kemppainen, (2022) reveal that divestitures lead to better capital efficiency and allow companies to achieve the best resource allocation through the exit of low-margin markets.
Secondly, an equity injection, whether by a rights issue or the attraction of institutional investors can be a great booster to the balance sheet. Alternatively, the strategic investors are able to contribute not only funds but also management skills, supply chain relationships and access to the market. The infusion of equity would decrease the reliance on the debt and would enhance gearing ratios and regain the confidence of the investors as per Saranya et al. (2024).
Thirdly, acquisitions or strategic mergers (M&A) with complementary technology partners or global distributors can increase economies of scale, revenue streams, and operational synergies according to the research of AYODEJI et al. (2025). As an example, merger with a local electronics producer may increase distribution channels and decrease the cost of production due to shared logistics and research and development. Also, they need due diligence to verify cultural and strategic fit.
Finally, short-term cash pressures can be mitigated with debt restructuring via re-negotiating of interest rates, debt-for-equity swaps or dealing with longer payback periods. This method is similar to the pecking order theory that focuses on reducing financial distress and then looks into new equity as mentioned by Basiru et al. (2023). All these financial restructuring plans will see General Electronics in a position of sustainable recovery and an improvement in solvency and long-term competitiveness in the global electronics industry.
[bookmark: _9gnrhwaammtc][bookmark: _Toc213805390]3.2 Impact on Shareholder Value, Debt Structure, and Operational Flexibility
A dilution of ownership on the part of existing shareholders is the first possible effect through an equity injection of the company whether it is by way of a rights or external investment as per Goyal et al. (2024). Additionally, in case the capital is optimally invested to increase profitability and leverage, the long-term shareholder value will increase due to increased earnings per share and better dividend prospects. The market valuation of the firm is also going to increase due to increased solvency, which will indicate the low risk of financial distress.
Divestiture however has a positive effect on shareholder value as it allows the company to focus on business operations that are associated with a higher potential of returns. Debt is retriable with proceeds of asset sales enhancing the debt-to-equity ratio and reducing the interest cost. As Majka (2024) points out, high-margin activities bring effectiveness to operations and improve the return on invested capital (ROIC) which eventually boosts the stock performance of the firm.
In Debt structure, restructuring of loans, by renegotiating interest or increasing the maturity period, lessens the liquidity strain in a short period. A debt-to-equity swap can also enhance solvency by reducing leverage but comes at the cost of dilution of ownership according to Qifeng (2023). The outcome is a longer-term and more sustainable debt, which has a lower default risk and a higher credit rating, which lowers the cost of capital.
The flexibility of operations would also rise since the lower financial commitments would enable the management to redirect cash flows to innovation, digital transformation and marketing. It is extremely critical in the electronics sector where technological obsolescence is achieved very quickly. Besides, possible mergers might increase the R&D power of the company allowing it to develop products quicker and respond to changes in the global market.
[bookmark: _t1zn37vh057c][bookmark: _Toc213805391]3.3 International and Ethical Considerations 
The financial restructuring would have to be conducted with due consideration of the international and ethical issues especially on taxation, currency risk, inflation and corporate social responsibility (CSR).
Taxation wise, divestitures and mergers could generate capital gains tax and cross-border transactions might be subject to the double taxation risk. To avoid them, General electronics ought to take advantage of tax treaties and use global transfer pricing techniques, which are in line with OECD principles (Korol et al., 2022). Also, foreign investors will need to inject equity into companies taking into account withholding taxes on dividends and possible regulatory limitations imposed by host-country laws.
Another important issue is currency risk because the exchange rates may decrease the worth of foreign revenues and debts. Hedging practices that should be implemented in the firm include forward contracts and currency swaps to make the cash flows stable as highlighted by Majka (2024). Exposure to single-currency dependency can also be minimized by diversification of supplier and customer base in various regions.
Inflation, particularly in the emerging markets is an issue as it raises production and financing expenses. The company will need to counter the inflationary pressures by repricing, renewing contracts with its suppliers in non-inflationary currencies, and using inflation-linked financing instruments. Profit margins can be also secured by automation and lean manufacturing.
The restructuring process should also support the principles of corporate social responsibility (CSR) in terms of ethics. Divestiture downsizing of the workforce or closing down of a plant should be in line with fair labor practices and sufficient employee support programs. On the environmental aspect, the company must consider meeting the sustainable production check and reduce the wastes. Acquisitions or Mergers are supposed to go in line with ethical governance systems with transparency and accountability of all cross-border transactions (García-Nieto et al., 2024).
Moreover, investors are more and more considering the principle of firms in terms of Environmental, Social, and Governance (ESG). The ethical conduct of the decision-making process in restructuring choices can also help the company increase its image around the world and attract socially responsible investors. In this way, financial restructuring with ethical and sustainable practices will help to strike the balance between profitability and long-term trust and legitimacy of stakeholders (Emma, 2024).
Finally, restructuring would lead to long-term shareholder value and competitiveness in the market because, although the restructuring may have short-term negative consequences, namely, on ownership and short-term returns, it would ultimately increase the financial base, decreasing capital costs, and resilience of the General Electronics.
[bookmark: _befmlxndrbhk][bookmark: _Toc213805392]4. Investment Appraisal and Capital Budgeting 
[bookmark: _c7c4wzjrhlnk][bookmark: _Toc213805393]4.1 Selection of Investment Projects 
Payback Period (PBP)
Payback Period (PBP) is an estimate of the period of time it takes a project to pay back its initial capital through accruing cash inflows as outlined by Rout (2024). Project A and project C are almost similar in terms of payback period 4 years 5 months and 4 years 7 months respectively whereas project B has payback period of zero years which is an unrealistic assumption implying a computational or structural discontinuity. In general, shorter payback periods are desirable because they indicate quicker capital recovers and reduce the liquidity risk. The approach, however, does not take into account the time value of money and cash flows that occur after pay back, and therefore, it cannot be relied on to provide a long-term view of the capital budget. Among the feasible alternatives, Project A shows a higher liquidity prospective than C, and this is in line with sound investment choices.
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Table 9: Payback Period (PBP) of the Investment Projects
(Source: Self-calculated)
Accounting Rate of Return (ARR) 
According to Adhikari, (2021), the Accounting Rate of Return (ARR) is a measure of profitability in terms of the average accounting income in relation to the initial investment in the form of a percentage. Project A generates an ARR of 14, Project B has recorded 0 and Project C generates the highest of 20. This means that Projects A and C would yield accounting returns in excess of the cost of capital with C giving better returns. The ease of ARR makes it easy to compare the projects but does not consider the timing of the cash flows and the time value of money (Chaudhary, 2023). Therefore, Project C will look most appealing in terms of ARR, but this approach cannot specify the investment viability. ARR chooses Project C as the most effective in terms of creating accounting returns, which proves its profitability advantage over A and B.
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Table 10: ARR of the of Investment Projects
(Source: Self-calculated)
Net Present Value (NPV) 
The Net Present Value (NPV) uses the time value of money, and it is the present value of the net cash inflows with a discount of 10%. According to Project A, the NPV is £1.32m, Project B is negative, that is, -£7.26m and Project C has the best NPV of £4.23m. Sinaga et al. (2023) explains that a positive NPV means wealth creation and consistency with maximizing shareholder wealth. Projects A and C are therefore financially sound, whereas Project B is to be put on hold because it will annihilate value. However, with NPV of project C being higher than A because C is greater than the hurdle rate, it implies that project C will be more profitable and risk-adjusted returns. Therefore, according to the NPV, Project C will present the best investment of choice, on the long-term financial performance of the firm.
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Table 11: NPV of the of Investment Projects
(Source: Self-calculated)
Profitability Index (PI)
Profitability Index (PI) measures the ratio of present value of future cash inflows to original investment and is used to measure relative efficiency of a project (BULAMA and MUSA, 2023). A project A gives a PI of 1.0331, B 0.7582 and C 1.0845. The PI of over 1 means that it generates values, which means that B should not be an investment, while A and C can be acceptable. Project C has better PI highlights the fact that it shows the high returns per pound invested, and it is better in capital rationing cases. It is especially useful where the amount of funds available to invest is scarce because the value created by each unit of capital invested is maximized (Awodire et al. 2023). Project C is thus the most efficient and most attractive to investment as compared to the other two options.
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Table 12: PBI of the of Investment Projects
(Source: Self-calculated)
Internal Rate of Return (IRR)
Internal Rate of Return (IRR) is the discount rate, at which project NPV is zero indicating the expected project returns as per EjekwuTobechi, Chioma, and Victor, (2021). The IRR of project A is 13, B 10 and C 12. Project A and C have a rate of return that is higher than the required rate of 10% of the firm indicating acceptable profitability whereas Project B only just breaks even. According to Lu and Yin, (2021), IRR can be useful in comparing the projects of different sizes, at the same time, it may not be reliable when dealing with unconventional cash flows. Project A offers the best IRR, but the combination of good NPV and PI of Project C demonstrates that the value of the projects is more significant. Thus, IRR helps in the choice of Project C, which is a balanced and high-return project.
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Table 13: IRR of the of Investment Projects
(Source: Self-calculated)
[bookmark: _10sbs25b0qyn][bookmark: _Toc213805394]4.2 Final Investment Recommendation 
The investment decision, under a capital rationing limit of £60 million, should be based on projects, which are best in maximizing shareholders value, generating positive returns, and remaining financially efficient. According to the comparative analysis, the most appealing project is Project C that has an NPV of £4.23 million, ARR of 20%, PI of 1.0845, and IRR of 12%. These signs indicate that Project C is superior in the generation of value and profitability compared with Project A and B since it has robust mid- and long-term cash inflows, especially after the first three years, which justify sustainable earnings and strategy development. Its payback period (4 years 7 months) is a bit longer than Project A (4 years 5 months), but its NPV and PI are higher, which means that it is more efficient in capital use and represents a greater contribution to the shareholders. 
Project A, although financially viable with a positive NPV (£1.32m) and IRR of 13%, ranks second for total value creation. The combined value created from Projects A (£40m) and C (£50m) exceeds the £60m constraint. As a result, prioritization is required for either Project A or C. Project B (NPV -£7.26m; ARR 0%; PI 0.7582) is financially unviable and represents a value destroyer and should be excluded from consideration.
Based on these conclusions, Project C should be chosen as the final investment option, given the financial constraints of capital rationing. It has the greatest return per £1 invested, has a positive NPV, and offers sustainable growth in performance. C is situated to be able to maximize the long-term wealth of shareholders in a growing and efficient capital structure, with moderate risk levels.
[bookmark: _r7w521igszp3][bookmark: _Toc213805395]4.3 Justification of the Recommendation 
The rationale for the selection of Project C as the best investment according to General Electronics' current financial condition and project options, is based on Project C's superior value creation potential. General Electronics' recent financial performance suggests a declining profitability and ROCE reduced from 11.27% in 2020 down to -9.27% by 2024 with a negative net profit margin since 2023, suggesting increased operational inefficiency with cost management issues. The liquidity ratios, although above 1.0 suggest a tightening working capital position and limited short-term solvency. Under this situation, an investment project has to deliver a consistent cash inflow over the period and should not put excessive strain on capital, therefore Project C is considered to be the best overall choice.
Project C reflects strong profitability indicators like NPV at £4.23m, ARR of 20%, and PI of 1.0845 indicate a better return from a pound invested relative to Project A with £1.32m of NPV, and 14% of ARR. Project C also consistently climbs from £5m to £25m in annual cash inflows, which adds to its long-term contribution to earnings recovery. Furthermore, the computed IRR of 12% is above the 10% discount rate of the entity, thereby demonstrating Project C can generate value in excess of the cost of capital.
In terms of risk, Project C provides a diversified cash flow profile from a moderate amount in early cash flows and then strong growth from Year 3 onwards. As a result, Project C minimizes risk exposure through reduced risk in the short term, along with being able to support future reinvestment. In comparison, Project A offers front-loaded returns in the earlier years, and Project B generates consistent inflows but at a low total dollar cash amount, both of which introduce either variability or risk of underperformance. While it has potential for profitability, Project C fits with the company turnaround and minimizes cash flow risks associated with Project A and Project B. Hence, Project C offers shareholders a more significant value, creates long-term stable liquidity for the business, and fits within the corporate turnaround approach of profitability and stability.
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Total Revenue 614,680.00(601,602.00]542,751.00]420.457.00] 394.879.00

6.28% | 0.88% | 0.07% | -23.36% | -6.09%
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2021

2022

Current Ratio (x) Current Asset Current Asset 326,843.00[337,146.00|338,040.00258,851.00| 242,494.00
Current Liabilities Current Liabilities | 179,510.00[216.787.00(216.473.00[ 161.148.00[ 158.291.00
1.82 1.56 1.56 1.61 1.53
Quick Ratio (x) (Current Asset - inventories - Prepaid Exp.) Current Asset 326,843 | 337.146 | 338,040 | 2583851 | 242,494
Current Liabilities Inventories 120,430.00]134,469.00140,181.00| 88.273.00 | 79.355.00
Prepaid Expenses 0 0 0 0 0
Current Liabilities 179510 | 216,787 | 216473 | 161,148 | 158,291
115 0.93 0.91 1.06 1.03
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2021

2022

2023

Debt-to-Equity Ratio (x) Total Debt Total Debt 196,989 | 234399 | 235757 | 176,952 | 170,249
Total Equity Total Equity 313301 | 275.949 | 268406 | 178920 | 153,105

0.63 0.85 0.88 0.99 111
Equity ratio (Total Equity + Total Assets) Total Equity 313301 | 275.949 | 268406 | 178920 | 153,105
Total Assets 510290 | 510348 | 504.163 | 355872 | 323354

0.61 0.54 0.53 0.50 047
Debt ratio (Total Debt + Total Assets) Total Debt 196,980 | 234399 | 235757 | 176,952 | 170,249
Total Assets 510290 | 510348 | 504.163 | 355872 | 323354

0.39 0.46 047 0.50 0.53
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2021

2022

2023

Inventory Days (Average Inventory + COGS) x 365 Average Inventory | 120.430 | 127.450 | 137.325 | 114227 | 83.814
OGS 438424 | 428,586 | 390.459 | 322,807 | 280.885

100 109 128 129 109
Accounts Receivable Days (Accounts Receivable ~ Revenue) < 365 | Accounts Receivable | 129433 | 129215 | 112.346 | 112,596 | 114,182
Revenue 614680 | 601602 | 542751 | 420457 | 394879

77 78 76 98 106
Accounts Payable Days (Accounts Payable + COGS) x 365 Accounts Payable 83229 | 92707 | 71373 | 57.033 | 72.031
OGS 438424 | 428,586 | 390459 | 322,807 | 280.885

69 79 67 64 94
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Investment Ratio Formulas Input 2020 2021 2022 2023 2024
Earnings Per Share (EPS) [Earnings + Total Shares Outstanding] Earnings 38,572.00 | 5,301.00 | 407.00 |-98,238.00-24,029.00
Total Shares Outstanding | 13,893 | 13465 | 12703 | 12855 | 12,959
2.78 0.39 0.03 _7.64 -1.85
Cash Flow Ratio Formulas Input 2020 2021 2022 2023 2024
Operating cash flow ratio (OCFR) Operating Cash Flow + Current Liabilities | Operating Cash Flow | 73,392 | 40.283.00 | 10926 | 25,190 | 14,822
Current Liabilities 179,510 | 216,787 | 216473 | 161.148 | 158291
041 0.19 0.05 016 0.09
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Net Present Value (NPV)

Project A - NPV

Year | Cash Flow (£m) | _Discount Factor (10%) Present Value (£m)
0 -40.00 1.00 -40.00
1 10 091 9.09
2 12 0.83 9.92
3 14 075 10.52
4 10 0.68 6.83
5 3 0.62 4.97
Net Present Value for Project A 1.32

Project B- NPV

Year| Cash Flow (£m) | _Discount Factor (10%) Present Value (£m)
0 -30.00 1.00 -30.00
1 6 091 545
2 6 0.83 4.96
3 6 075 4.51
4 6 0.68 4.10
5 6 0.62 373
Net Present Value for Project B -7.26

Project C- NPV

Year | Cash Flow (¢m) | _Discount Factor (10%) Present Value (£m)
0 -50.00 1.00 -50.00
1 5 091 4.55
2 10 0.83 826
3 20 0.75 15.03
4 25 0.68 17.08
5 15 0.62 931
Net Present Value for Project C 4.23
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PROJECT A - PAYBACK PERIOD
Year | _Cash Flow Cumulative Cash Flow __| Outstanding Investment
0 -40.00 -40 40
1 10 -30 30
2 12 -18 13
3 14 -4 4
4 10 6] Recovered (4 Years)
5 3 14 04
Payback Period of A_| 4+ (£4+ £10) = 4.04 years 4 years 5 months
PROJECT B - PAYBACK PERIOD
Year | Cash Flow Cumulative Cash Flow | Outstanding Investment
0 -30.00 -30 30
1 6 24 24
2 6 -18 13
3 6 -12 12
4 6 % 6
5 6 0 -
Payback Period of B 0 years
PROJECT C - PAYBACK PERIOD
Year | Cash Flow Cumulative Cash Flow | Outstanding Investment
0 -50.00 -50 50
1 5 -45 45
2 10 -35 35
3 20 -15 15
4 25 10 Recovered
5 15 25 06
Payback Period of C | 4 + (£15 + £25) =4.06 years | 4 years 7 months
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PROJECT A - ARR

Particulars Workings [4mount
Total Cash Inflows (£m) [£10 + £12 + £14 + £10 + £8 [ 54
Less: Initial Investment 40
Total Profit over 5 years 14
Average Annual Profit _|£14+5 2.8
Average Investment (£40 Initial Investment + £0 Residual Value of Equipment) + 2 20
ARR (£2.8+ £20) x 100 14%

PROJECT B - ARR

Particulars Workings [4mount
Total Cash Inflows (£m) |£6 + £6 + £6 + £6 + £6 [ 30
Less: Initial Investment 30
Total Profit over 5 years 0
Average Annual Profit _|£0+5 0
Average Investment (£30 Initial Investment + £0 Residual Value of Equipment) + 2 15
ARR (£0+ £20) x 100 0%

PROJECT C - ARR

Particulars Workings [4mount
Total Cash Inflows (£m) [£5 + £10 + £20 + £25 + £15 [ 75
Less: Initial Investment 50
Total Profit over 5 years 25
Average Annual Profit _|£25+5 5
Average Investment (£50 Initial Investment + £0) + 2 25
ARR (£5 + £20) x 100 20%
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ility Index (P!
PROJECT A - PI

Particulars Workings [ 4mount
Present Value of Future Cash Flows 4132
Initial Investment 40
|Profitability Index (PI) | Present Value of Future Cash Flows / Initial Investment 1.0331

£41.32 - £40
PROJECT B - PI

Particulars Workings [ 4mount
Present Value of Future Cash Flows 2274
Initial Investment 30
|Profitability Index (PI) | Present Value of Future Cash Flows / Initial Investment 0.7582

£22.74 = £30
PROJECT C - PI

Particulars Workings [ 4mount
Present Value of Future Cash Flows 54.23
Initial Investment 50
|Profitability Index (PI) | Present Value of Future Cash Flows / Initial Investment 1.0845

£54.23+ £50
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PROJECT A - IRR ESTIMATIO!

IRR
PROJECT B - IRR ESTIMATI!

PROJECT C - IRR ESTIMATI

Lower Discount Rate at 9%: Lower Discount Rate at 9% Lower Discount Rate at 9%
Year Cash Flow PV |Year Cash Flow DF @9% | PV |Year Cash Flow DF @ 9% PV
0 -40.00| -40.00 0 -30.00 1.00{-30.00 0 -50.00 1.00{-50.00
1 10 9.17 1 6 0.92| 5.50 1 5 0.92] 4.59
2 12| 10.10 2 6 0.84) 5.05 2 10 0.84) 842
3 14| 1081 3 6 0.77) 4.63 3 20 0.77) 15.44
4 10 7.08 4 6 0.71] 4.25 4 25 0.71) 17.71
5 8 5.20 5 6 0.65| 3.90 5 15 0.65| 9.75
NPVa @ 9% 2.37] NPVa @ 12% -6.66| NPVa @ 12% 5.91
Higher Discount Rate at 12% Higher Discount Rate at 12% Higher Discount Rate at 12%
Year Cash Flow PV |Year Cash Flow DF @ 12%| PV _|Year Cash Flow DF @ 12% PV
0 -40.00| -40.00 0 -30.00 1.00{-30.00 0 -50.00 1.00{-50.00
1 10 8.93 1 6 0.89] 5.36 1 5 0.89) 4.46
2 12 9.57 2 6 0.80] 4.78 2 10 0.80) 7.97
3 14 9.96 3 6 0.71 4.27 3 20 0.71| 14.24
4 10 6.36 4 6 0.64) 3.81 4 25 0.64| 15.89
5 8 4.54 5 6 0.57| 3.40 5 15 0.57) 851
NPVb @ 12% -0.65 NPVb @ 12% -8.37] NPVb @ 12% 1.07,
IRR | 9% + [(2.37 + (2.37 + (-0.65)) * 3%] 13% |IRR | 9% + [(-6.66 + (-6.66 + (-8.37)) * 3%] 10% |IRR 9% +[(5.91 + (5.91 + (1.07)) x 3%] 12%
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2024 2023 2022 2021 2020
Net sales 394,879 420457 542,751 601,602 614,680
Cost of sales (280,885) | (322,807) | (390,459) | (428,586) | (438.424)
Gross profit 113,994 97,560 152,202 173,016 176,256
Operating expenses 129,291 182,861 137,744 149,763 138,989
Operating income (loss) (15297) | (85301) 14,548 23,253 37,267
Interest income (expenses) (3.361) (4.332) (2,200 (566) (1.422)
Other income (expenses) 60 (2.621) (955) (6.607) 8,060
Tncome (loss) before provision for
income taxes (18,598) | (92,254 11393 16,080 43,905
Income taxes (5.431) (5.984) | (10986) | (10,779) (5.333)
Net income (loss) (24,029) | (98,238) 407 5301 38,572
Earnings (loss) per share
Basic (£) -1.85 -7.64 0.03 039 278
Diluted (£) -1.85 -7.64 0.03 039 272
Shares used in computing earnings (loss) per share
Basic 12,959 12,855 12,703 13,465 13,893
Diluted 12,959 12,855 12,779 13,742 14,166





