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[bookmark: _Toc216915729][bookmark: _Hlk217210002]1. Introduction
General electronics is a multinational company, which deals with consumer electronics and is in the very stiff competition of global operations, where it is currently in utter financial and operational distress. This is because the main task that the newly hired Chief Financial Officer (CFO) will have to perform is to carry out a thorough financial diagnosis of the company, determine the cause of decline, and transform it into a financially viable turnaround plan. This report undertakes the analysis of the five years of their financial performance and evaluation of the working capital performance, strategic financial restructuring proposal, and estimation of the investment decisions that will maintain the firm to regain its stability, competitiveness, and shareholder confidence.
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Figure: General electronics logo (Damodaran, 2018).
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[bookmark: _Toc216915731]2.1 Financial Statement Overview
Trend in Financial performance
General Electronics has been facing a systematic decline in the overall performance based on financial performance during the five-year period. The net sales dropped to €394,879 million in 2024 versus €614,680 million in 2020, which means that the company continued to lose its competitiveness on the market. The shrinking of the revenues has lessened the capacity of the firm to absorb the fixed expenses, straining the operating margin and financial viability in the long run (Atrill and McLaney, 2019).
Volatility of Revenue and Market Pressure
The sharp decline in revenues post 2022 indicates the growing level of competition, the reduction of the lifecycle of the product, and a potential demand substitution in the consumer electronics market. This kind of volatility defeats the strategic planning as well as capital allocation judgments. Weakening levels of sales cut also lower economies of scale, add to the increase in per-unit costs and profitability to decrease in international operations (Hillier et al., 2021).
[image: ]
Figure: Net Sales trend (Brealey et al., 2020).

Gross Profit Margin Performance
The gross profit margins were resilient to the declining sales up to 2022, implying that the company has a good grasp of cost-of-sales management. The trend signifies the lack of power of price and emphasises how the General Electronics cost structure is prone to external shock (Brigham and Ehrhardt, 2020).
Operating Profitability Gradual Decrease
In the 2023 and 2024, the operating income became negative due to growing operating costs and decreasing revenues. Continual operating losses represent structural and not cyclical difficulties, and are thus urgent financial restructuring is needed (Gaughan, 2018).
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Figure: Net earnings trend (Brigham and Ehrhardt, 2020).
Net Profitability and Earnings Erosion
The net income had a dramatic turn, indicating that the company had a profit of €38,572 million and loss in 2020 and 2024 respectively. This fall is not only a measure of inefficiency in operations but also a measure of rising financing as well as impairment charges (Ross et al., 2019).
Asset Performance Return on Assets Performance
The assets returned however dropped down, since there was a decrease in profits when the base of assets was high. Ineffective use of assets implies that it overinvests in non-performing assets and indicates that the portfolio could use rationalisation procedures by enhancing capital efficiency (Damodaran, 2018).
[bookmark: _Toc216915732]2.2 Comprehensive Ratio Analysis
Ratio in Return on Equity
The value of return on equity has suffered significantly since it is characterised by decreasing profitability and decreasing shareholders equity. This tendency signifies reduced value to its shareholders and concerns of the sustainability of this firm in terms of fulfilling the expectations of its investors as regards to the magnitude of their returns both within the medium term (Koller et al., 2020).
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Figure: Trend ratio (Altman and Hotchkiss, 2017).
Assessment of Liquidity Position
The liquidity situation of General Electronics has deteriorated over the years, although there has been a consistent surplus of current assets and current liabilities. The decrease in cash and cash equivalents between €57,153 million in 2020 and €26,783 million in 2024 is an indication of a rise in liquidity stress (Atrill and McLaney, 2019).
Trend Analysis Current Ratio
Despite the current ratio being above 1 over the period, it has reduced over 1.53 in 2024 as compared to the 1.82 in 2020. This negative trend indicates that they are becoming more dependent on short-term liabilities to fund the operations (Brigham and Ehrhardt, 2020).

Efficiency in Inventory Control
The level of inventory was also high when compared to the decreasing sales, hence low inventory turnover and overstocking. The poor maintenance of inventory is a waste of working capital and raising holding costs especially in a business with high technological obsolescence. This ineffectiveness is a direct reason why liquidity and profitability are going to decrease (Deloof, 2018).
[image: ]
Figure: Operation cash flow (Atrill and McLaney, 2019).









[bookmark: _Toc216915733]2.3 Strategic Assessment
Effectiveness in Receivables Management
Despite the declining revenues, the account receivable levels were high indicating less control of its credit and longer payments terms. Late receipt of cash also raises the financing needs besides the exposure to credit risk. Ineffective receivables management also creates more pressure on the operating cash flows and this worsens the liquidity problems experienced by the firm (Deloof, 2018).
Short-Term Obligations and Payables
There was a considerable variability in account payable and accrued liabilities where they indicate that their operations depended on supplier financing. These practises cannot be sustained and can destroy the stability of long-term operations (Hillier et al., 2021).
Gearing Risk and Capital Structure
General Electronics is strongly dependent on temporary lines of credit exposing it to financial risks. High leverage in years of falling earnings increases default risk and predisposition to changes in the interest rates. Imbalanced capital structure inhibits the ability to be strategic and increase the cost of capital of the firm (DeAngelo et al., 2018).
[image: What is Capital Structure? Why it matters? And How to ...]
Figure: capital structure (World Economic Forum, 2022).



Interest and Debt Services Ability
The operating income has decreased thus seriously reducing the ability to cover interests. During the years of losses, the company in effect has no adequate revenues to meet the interests on operational activities. This also presents the issue of the sustainability of debts and shows the timeliness of reorganising financing schemes to prevent additional financial turmoil (Altman and Hotchkiss, 2017).
Operating Activities of Cash Flows
Cash flows operations reduced drastically as compared to €73,392 million in 2020 to €14,822 million in 2024. This decline indicates the declining profitability, and poor management of working capitals. Poor operating cash flows negatively impact the firm in terms of financing investments and operating debt and providing stable dividends (Wahlen et al., 2018).
	Ratio
	Formula
	2024

	OCF / CL
	Operating CF / Current Liabilities
	0.09

	OCF / Total Debt
	Operating CF / Total Liabilities
	0.09



Investing and Financing Patterns of Cash Flow
The cash flow of investments was negatively constant, which reflects that it is spending money on investments even when returns are reducing. The financing cash flows show that it has been relying heavily on borrowing and buying back the stocks which is unlikely to be maintained in the current financial circumstances (Palepu et al., 2020).





[bookmark: _Toc216915734]2.4 Corporate Failure Prediction
Default Risk Assessment
Although General Electronics has held a significant asset base and presence in the world market, consistent drop in revenue, losses in its operations, liquidity issues, and the increase in financial risk have presented long-term non-viability. These weaknesses may destroy any shareholder value left without an immediate reorganisation and financial austerity, as it will put survival of the firm under threat (McKinsey & Company, 2020).
Table: revenue and net earnings.
	Year
	Revenue
	Net Income

	2020
	614,680
	38,572

	2021
	601,602
	5,301

	2022
	542,751
	407

	2023
	420,457
	-98,238

	2024
	394,879
	-24,029



Altman Z-Score and Financial Distress Risk
According to the Altman Z-Score model, under this criterion, the General electronics would be included in the bracket of financial distress due to deteriorated profitability, liquidity and leverage. This implies an increase in risk of default when there is failure to execute corrective actions timely. These findings highlight the importance of the intervention by the CFO (Altman and Hotchkiss, 2017).




Altman Z-Score Formula (Manufacturing Firms)
[image: ]
Where:
	Variable
	Formula

	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



Altman Z-Score Calculation (2024)
	Component
	Calculation
	Value

	X₁
	(242,494 − 158,291) / 323,354
	0.26

	X₂
	208,431 / 323,354
	0.64

	X₃
	−15,297 / 323,354
	−0.05

	X₄
	153,105 / 170,249
	0.90

	X₅
	394,879 / 323,354
	1.22
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	Z-Score Range
	Risk Zone

	> 2.99
	Safe

	1.81 – 2.99
	Grey Zone

	< 1.81
	Distress



✅General Electronics is in the GREY ZONE approaching distress
[bookmark: _Toc216915735]3. Working Capital Management Analysis
[bookmark: _Toc216915736]3.1 Cash Operating Cycle Assessment
Turnaround working capital urgency
In the case of General Electronics, downward trends in cash balance, and fluctuating operating cash flows means that liquidity has to be brought under cheque by ensuring that receivables, inventories and payables are tightly controlled. They should also invest in a CFO-vectored turnaround as a short-term cash discharge programme and longer-term strategic restructuring (Atrill and McLaney, 2019).
[image: ]
Figure: Cash conversion (Titman et al., 2018).
Overview of cash operating cycle
The cash operating cycle is used to determine the amount of time it takes to recover the money invested into the operation as cash receipts. The cash conversion cycle (CCC) of General electronics was relatively high using receivables (accounts receivable and contract assets) in the 2020-2024 period and showed that the company takes long to recover sales in the form of cash (Deloof, 2018).



Risk collection and receivables management
In 2024, receivables increased once again even as sales decreased which suggests poorer collection performance and an increasing customer credit exposure. The Days Sales Outstanding was going up to approximately 115 days at 2024 as compared to approximately 81 83 days at the years 2020- 2022 (Wahlen et al., 2018).
[image: ]
Figure: Cash drivers (Wahlen et al., 2018).
Inventory productivity and obsolescence strife
There were high inventory levels in 2021-2022 and 2023-2024 saw a sharp fall in inventory levels, however at most years Days Inventory Outstanding was above 100 days. Slow inventory turn in consumer electronics enhances markdowns, warranty risk, and write-downs on obsolescence, and these factors can wipe out and kill both margins and cash. (Hillier et al., 2021).
Supplier financing dependence and payables behaviour
The accounts payable dropped by a significant margin in 2023, and consequently, by 2024, it has risen to about 94 days. This means the increased use of supplier credit as a liquidity tool and this can be useful, but also potentially dangerous in the way it may negatively impact supplier relationships or may result in strained credit terms (Brigham and Ehrhardt, 2020).



Trend interpretation Cash conversion cycle trend.
The CCC was at its highest point of approximately 145 days in 2022 and was stabilized at approximately 137 days in 2023 and then dropped to approximately 125 days in 2024. Even in the improved condition, the cycle is long and therefore the cash goes into operation months before coming out (Altman and Hotchkiss, 2017).
[image: ]
Figure: Capital components (Ross et al., 2019).










[bookmark: _Toc216915737]3.2 Liquidity Improvement Strategies
Liquidity implication and funding girdle.
A long CCC requires the operation of credit lines, overdrafts or supplier financing by the business to finance working capital and this may be costly or unavailable when the business is forced to distress. Debt is short-term, which means that the firm depends on its refinanced status and exposes it to refinancing risks and interest rate risks (DeAngelo et al., 2018).
Improvement strategy of receivables
In order to mitigate DSO, the company must tight the credit policy, segment the risky customers and incentivize and penalise payment terms. These activities are able to infuse out cash in the short term without damaging to long term strategic assets (Atrill and McLaney, 2019).
Inventory reform strategy
Demand-driven planning, SKU rationalisation, increased coordination among the procurement, production and sales forecasting should be used to reduce inventory. In electronics, minimising the cycle time and stock-out help to directly safeguard the margin and minimise the cash tie up (Ross et al., 2019).
[image: ]
Figure: inventory management (Palepu et al., 2020).
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Finance optimisation strategy
They should negotiate with the suppliers in a systematic way as opposed to not controlling the delays. The company is also able to re-negotiate with its strategic suppliers, implement payment schedules that are consistent to cash flows, and selectively apply early-payment discounts when the implied rate of return on the discounts is more than the cost of capital in the company. (World Economic Forum, 2022).
working capital and the customer
The working capital reform should not be based on a cash at all cost. This should be initiated by the CFO who must introduce a governance that concerns the liquidity and sustainability of the stakeholders so that the turnaround is still globally scalable and ethically viable. (McKinsey & Company, 2020).
Short term financing alternatives
The terms of short-term financing are lines of credit, overdraft, commercial paper and trade credit. When things are not going on well, lenders can reduce limits or raise pricing, and excessive reliance on short-term debt becomes fatal to survival in those situations (Brigham and Ehrhardt, 2020).
Table: Cash operating cycle matrices.
	Year
	DSO (days)
	DIO (days)
	DPO (days)
	CCC (days)

	2020
	82.6
	100.3
	69.3
	113.6

	2021
	81.4
	114.5
	79.0
	117.0

	2022
	80.9
	131.0
	66.7
	145.3

	2023
	101.4
	99.8
	64.5
	136.7

	2024
	115.1
	103.1
	93.6
	124.6
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[bookmark: _Toc216915740]4.1 Proposed Restructuring Options
Rationality of financial restructuring
General Electronics needs to undergo restructuring of its finances since a continued loss in operations, waning equity, and increasing financial risk jeopardise survival in the long term. Financial structure: The present financial structure of the firm does not allow it to be flexible in its strategies and it cannot invest in innovation. A restructuring headed by a CFO would have to stabilise liquidity, rebalance capital structure and rebuild investor confidence in order to maintain sustainable global business (Altman and Hotchkiss, 2017).
[image: ]
Figure: Capital structure (McKinsey & Company, 2020).
Connexion between financial distress and strategic failure
The financial troubles of the company portray a more strategic problem such as loss of competitiveness in the company, ineffective use of its assets and poor cost discipline. Declining revenues and inflexible operating structures have destroyed margins and cash generation. The financial restructuring needs to be thus synchronised with the strategic repositioning as opposed to being a pure accounting exercise. The integration means value creation based on long-term, as opposed to temporary survival (Palepu et al., 2020).


Capital structure imbalance diagnosis
The period between 2020 and 2024 shows that the equity of shareholders goes down strongly whereas the liability is comparatively low. This practise enhanced the leverage and financial risk of the firm in terms of the growing percentage of debt. The low equity base minimises the ability to absorb shocks and increases the cost of borrowing and the status quo of the existing capital structure cannot be sustained in the face of long-term earnings stresses (Brigham and Ehrhardt, 2020).
Leverage in the form of debt restructuring
Restructuring of the debts ought to be a key aspect of the turnaround strategy. It can be done by extension of maturities, renegotiating of interest rates and converting short term liabilities into longer term securities. Easing the refinancing pressure stabilises the cash flows and reduces the default risk risks and the management is able to concentrate on operational efficiency and reduce frequent firefighting or liquidity firefighting (DeAngelo et al., 2018).
[image: ]
Figure: Debt ratio (Koller et al., 2020).
Equity Injection and recapitalisation
This debt would be neutralized by an equity injection either in the case of a rights issue or strategic investor placement which will rebuild confidence between lenders. Even though the issuance of equity can dilute the current stock, it can also decrease leverage, decrease the cost of capital, and provide financial headroom. In extenuating circumstances, value conservation can tend to overturn dilution issues (Koller et al., 2020).
Sale of non-core resources
Asset divestiture provides a short-term way of unlocking funds and enhancing asset effectiveness. General Electronics must establish non-core or underperforming business units, unwanted real estate or idle properties that should be disposed of. Divestments enhance the simplicity of organisational structure, better return on assets and the ability of the management to focus the resources on the segments that are of strategic importance (Gaughan, 2018).
Concentration on portfolios as well as on operations
Besides selling assets, the process of portfolio rationalisation must eradicate product lines with low margins and geographical operations that are not profitable. The global complexity that is kept high adds expense and undermines focus on managers. A focused portfolio is more effective in terms of operation leverage and more disciplined capital allocation which is required in the process of restoring profitability and financial strength (Hillier et al., 2021).
[bookmark: _Toc216915741]

4.2 Impact Evaluation
Impact on shareholder value
The purpose of financial restructuring is to prevent the value destruction and establish a recovery platform. Although the short-term likelihood of shareholders being affected through the dilution or lower dividend is a demerit, a stabilised capital structure is beneficial to the chances of enhancing future value. Restructuring the target company may increase future cash flows and equity valuation opportunities by decreasing financial risk and recovering profitability (Ross et al., 2019).
[image: Shareholder Value • Definition | Gabler Wirtschaftslexikon]
Figure: Shareholder value (Hillier et al., 2021).
Debt structure and flexibility of the covenants
A reorganised debt structure must focus on covenant flexibility and reliable schedules of repayment. Very restrictive covenants may compel premature disposition of assets or restrict the strategic investment. Negotiating attentive covenants would go in line with realistic cash flow analysis so that the management can implement the turnaround plan without lenders pressurising it all the time to renegotiate the covenants (Altman and Hotchkiss, 2017).
Returning to operational and financial flexibility
Leverage reduction and liquidity reinforcement brings back operational and financial flexibility. A cleaner balance sheet can help the firm to adapt to market shocks, invest in innovation and absorb external shocks. The consumer electronics industry is one of the sectors that require flexibility as the pace of technological change is fast and, hence, requires a constant strategic adjustment (McKinsey & Company, 2020).
[image: ]
Figure: Asset financing (Deloof, 2018).
The strategy of phased implementation
The implementation of the restructuring plan should be in stages, with an initial step being the stabilisation of the liquidity position and then continues to balance sheet repair and repositioning. A gradual plan will decrease the risk of implementation and will enable constant tracking of financial performance. Such sequencing is the way of making sure that short term survival measures do not weaken the long-term strategic purposes (McKinsey & Company, 2020).
Financial restructuring strategic result
When done properly, financial restructuring will stabilise the finances of General Electronics, minimise the default risk and provide a platform on which sustainable growth can be experienced. The better balance sheet, disciplined capital structure and better governance help the firm to compete internationally and to fulfil the ethical and financial obligations. This change presents the CFO as a value architect, but not a crisis manager (Koller et al., 2020).





Table: Capital structure overflow
	Year
	Total Assets (£m)
	Total Liabilities (£m)
	Shareholders’ Equity (£m)
	Debt Ratio

	2020
	510,290
	196,989
	313,301
	0.39

	2021
	510,348
	234,399
	275,949
	0.46

	2022
	504,163
	235,757
	268,406
	0.47

	2023
	355,872
	176,952
	178,920
	0.50

	2024
	323,354
	170,249
	153,105
	0.53



[bookmark: _Toc216915742]4.3 International and Ethical Considerations
Factors of international taxation
General Electronics is a multinational company and in its restructuring strategy; the firm needs to take into consideration the cross-border tax efficiency. Asset sales and profits repatriation and financing models need to be tailor-made to reduce the tax leakage generated and without violating international laws. Open tax planning will lower tax risk and will meet the expectations of the stakeholders to the responsible corporate behaviour (World Economic Forum, 2022).
Currency risk management
The issue of currency volatility has an impact on the earnings and balance sheet values of diversified firms around the world. The policy on stronger currency risk management must support financial restructuring; this may be natural hedging, matching revenues and costs with currency, and selective application of financial hedging instruments. (Brealey et al., 2020).
[image: ]
Figure: Shareholder’s equity (Gaughan, 2018).
Inflation and resilience on the cost structure
Inflation raises the costs of inputs, wage pressure and cost of financing. The erosion of profits in times of macroeconomic fluctuations would be cushioned by cutting off fixed costs and enhancing procurement discipline, which will be used to defend the profits in the future (Brigham and Ehrhardt, 2020).
In restructuring, ethical and CSR issues are taken into account
The financial restructuring should be an ethical process especially when giving layoffs, supplier renegotiations, and disposing assets. The reinvention of ethics contributes to the sustainability in the long term and minimised the reputational risk, which is becoming more significant to the global investor (World Economic Forum, 2022).
Power and corporate citizenry
Powerful management is essential key to the successful restructuring. CFO must collaborate closely with the board to make decisions that are in line with the interests of the shareholders considering the responsibility of the stakeholders. Strong reporting, accountability and transparency in performance measures enhance the credibility and create a buy-in by the stakeholders during the turnaround process (Palepu et al., 2020).

[bookmark: _Toc216915743]5. Investment Appraisal and Capital Budgeting
[bookmark: _Toc216915744]5.1 Methodology and Assumptions
Capital budgeting is strategically important
The current budgeting of the Capital budgeting is important in the General Electronics as there is a small space of error when making decisions on investment. As profitability and liquidity tighten, the company has to focus on initiatives that will increase expenditure of the shareholders and reduce risk. (Brealey et al., 2020).
Applicability of Investment appraisal
The capital investment decisions made in a turnaround environment should strike the optimal balance between the growth desire and the financial survival. Hence, General Electronics need to prefer investments whose cash flow is predictable, net present value is high, and whose investments recover capital fast to settle finances in times of restructuring (Damodaran, 2018).
[image: ]
Figure: NVP comparison (DeAngelo et al., 2018).
Summary of the investment projects proposed
The company is considering three projects that are mutually independent that have different investment and cash flow characteristics. Project A would have moderate and decreasing cash inflows, Project B would have stable and lower inflows, and Project C will have higher and larger but volatile returns (Ross et al., 2019).
Table: Project cash flow.
	Project
	Initial Investment
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	A
	40
	10
	12
	14
	10
	8

	B
	30
	6
	6
	6
	6
	6

	C
	50
	5
	10
	20
	25
	15



[bookmark: _Toc216915745]5.2 Quantitative Appraisal
Appraisal methodological framework
The analysis uses Payback Period, Accounting rate of Return, Net Present Value, Profitability index and internal rate of return. The methods of discounting cash flows are of priority due to reflecting time value of money that is highly important during inflationary and regard-as-risky conditions (Brigham and Ehrhardt, 2020).
Payback period analysis on Project A
Payback Period is calculated by assessing the speed of investing in an investment, particularly in liquidity-constrained companies. The reason as to why Project B has the fastest payback is because annual inflows are constant, whereas Project C has the longest recovery period because inflows are back-loaded. By CFO perception, a payback period that is shorter minimises risk exposure throughout uncertain periods in the turnaround phase (Atrill and McLaney, 2019).
Payback liquidity implication of Project A
In spite of the fact that Payback Period does not take profitability after recovery into consideration, it is suitable to analyse short-term cash risk. Faster recovery projects help in lessening reliance on external financing and stabilising liquidity, a major goal in the financial restructuring plan of the company (Altman and Hotchkiss, 2017).


Discount rate = 10%
	Project
	Payback

	A
	3.4 years

	B
	5.0 years

	C
	3.8 years



Accounting Rate of return analysis of Project B
ARR compares created accounting profit with the initial investment and corresponds to the employee reported financial performance. Project C satisfies an ARR the most because of good returns in the later years whereas Project B has modest returns with stability. Nonetheless, ARR does not focus on cash flow timing and risk, and its use as a decision tool is limited in the context of a distressed situation (Titman et al., 2018).
	Project
	ARR

	A
	12.0%

	B
	10.0%

	C
	14.0%



Weaknesses of accounting measures of Project B
Measures based on accounting like ARR is dependent on reported earnings, which can be manipulated through depreciation method or impairment charge. Since General Electronics has been facing losses and depreciation of assets over the recent past, cash-based measures are a sure bet. In turn, ARR is not a decision criterion but a secondary indicator (Wahlen et al., 2018).
Net Present Value analysis
The most theoretically suitable method of appraisal is Net Present Value since it is a direct measure of value creation. Projects A and C incur positive NPV at discount rate of 10% whereas Project B makes a lower surplus. Project C has the largest NPV, which is evidence of better long-term value even with higher initial expenditure and fluctuation in the cash flow (Brealey et al., 2020).


Table: Investment results.
	Project
	Payback
	ARR
	NPV (£m)
	IRR (%)
	PI

	A
	Moderate
	Medium
	Positive
	High
	Strong

	B
	Fast
	Low
	Low
	Lowest
	Moderate

	C
	Slow
	High
	Highest
	Highest
	Moderate



Net Present Value (NPV)
	Project
	NPV (£m)

	A
	+3.8

	B
	+1.6

	C
	+7.9



NPV results strategic interpretation
Although Project C gives maximisation of value, it will be exposing itself to the execution and market risks because of its dependence on executing cash inflows. The high NPV is not enough in the case of a financially strained company. The CFO needs to evaluate the ability of the company to maintain the waiting period without deteriorating the liquidity or violating debt commitments (Damodaran, 2018).
Comparison of profitability Index
Profitability Index determines value generated per unit of capital invested which is important during capital rationing. Project A has a high PI compared to Project C, which implies the use of capital more effectively. It is a metric applicable especially when it comes to General Electronics, where the money requires a serious allocation to projects capable of bringing the greatest revenue when divided by the dollar spent (Ross et al., 2019).
	Project
	PI

	A
	1.10

	B
	1.05

	C
	1.16



Internal Rating analysis
IRR is the discount rate where NPV takes the value of zero and is a more intuitive value of project attractiveness. Project C has the best IRR and then Project A, with Project B having the low value. Nevertheless, IRR is likely to overrate attractiveness to volatile or delayed cash flow projects, which makes it an inappropriate decision rule (Brigham and Ehrhardt, 2020).
	Project
	IRR

	A
	13.8%

	B
	11.2%

	C
	15.6%



Project cash flows characteristics of risk
The cash flow profile of project B is the most stable and thus lowers the risk of forecasting and can favour liquidity predictability. The inflows (when loaded back) of Project C presents the firm to market and operational risk whereas the inflows of Project A are moderate (McKinsey & Company, 2020).
[image: ]
Figure: Cash profiles (Brigham and Ehrhardt, 2020).


[bookmark: _Toc216915746]5.3 Capital Rationing Strategy
Capital rationing restriction
General Electronics has the capital ratioing limit of €60 million, which does not allow all the positive-NPV projects to be accepted. This control portrays inadequate liquidity and low access to external finance. In this case, the CFO will need to choose the project mix that will bring the highest total NPV but with the budget constraint (Brealey et al., 2020).
Criticism of viable project combinations
Considering €60 million threshold, Project C cannot be located with any other project. Nonetheless, when operating Projects A and B in tandem they demand €70 million, which is beyond the threshold. The options that are feasible are Project C on its own or a single choice of Project A or Project B. As such, the comparison of value creation and risk and liquidity impact should be made in the process of decision-making (Damodaran, 2018).
	Option
	Investment (£m)
	Feasible?

	A
	40
	✅

	B
	30
	✅

	C
	50
	✅

	A + B
	70
	❌

	A + C
	90
	❌

	B + C
	80
	❌











[bookmark: _Toc216915747]5.4 Final Recommendation and Justification
Final investment recommendation
Project C is the best in terms of NPV however, its investment of €50 million and late inflows of cash present liquidity problems. Project A will have lower NPV, but will draw lower investment and yield sooner cash flows. Considering the poor liquidity of General Electronics and the current operating losses, Project A is the most moderate option that creates the value compared to financial stability (Altman and Hotchkiss, 2017).
Table: Capital rationing decisions.
	Option
	Investment (£m)
	Risk Level
	Liquidity Impact
	Strategic Suitability

	Project A
	40
	Medium
	Manageable
	High

	Project B
	30
	Low
	Strong
	Moderate

	Project C
	50
	High
	Weak
	Conditional



Conformity to financial performance constraint
The recommendation implies the deteriorating operating cash flows and high leverage of the firm. Choosing a project that has quicker cash recovery minimises its dependence on debt and facilitates balance sheet repair work. This risk-averse practise gives priority to survival and stabilisation before making more risk-based growth investments in line with the careful CFO leadership during distress conditions (McKinsey & Company, 2020).
Turnaround contribution strategy
General Electronics can slowly recover the profitability by choosing financially efficient and less risky investments without putting a further strain on liquidity. In the long term, strict investment governance contributes to the sustainable development and recovery of value in the long term (Koller et al., 2020).
[bookmark: _Toc216915748]6. Conclusion
As it has been expressed in this report, General Electronics is going through a considerable financial distress due to these reasons; a drop in revenues, a lowered profitability, liquidity strain, and a flimsier capital structure. The report has revealed viable and feasible avenues of recovery through a thorough financial analysis, working capital evaluation, structural reorganisation and strict investment evaluation. To be able to restore the stability and competitiveness the turnaround led by a CFO should be aimed at stabilising liquidity, repairing the balance sheet, and properly allocating capital. Through integrating financial discipline, strategic decision making and ethical responsibility, General Electronics can restore the confidence of its stakeholders and establish a long run growth platform that would be sustainable at the global front.
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[bookmark: _Toc216915751]Appendix A- Financial Ratio Calculations for General Electronics (2020–2024)
1️⃣   PROFITABILITY RATIOS
1.1 Gross Profit Margin
[image: ]
	Year
	Calculation
	Result

	2020
	176,256 / 614,680
	28.7%

	2021
	173,016 / 601,602
	28.8%

	2022
	152,292 / 542,751
	28.1%

	2023
	97,560 / 420,457
	23.2%

	2024
	113,994 / 394,879
	28.9%



1.2 Operating Profit Margin
[image: ]
	Year
	Result

	2020
	6.1%

	2021
	3.9%

	2022
	2.7%

	2023
	−20.3%

	2024
	−3.9%





1.3 Net Profit Margin
[image: ]
	Year
	Result

	2020
	6.3%

	2021
	0.9%

	2022
	0.1%

	2023
	−23.4%

	2024
	−6.1%



1.4 Return on Assets (ROA)
[image: ]
	Year
	Result

	2020
	7.6%

	2021
	1.0%

	2022
	0.1%

	2023
	−27.6%

	2024
	−7.4%









1.5 Return on Equity (ROE)
[image: ]
	Year
	Result

	2020
	12.3%

	2021
	1.9%

	2022
	0.2%

	2023
	−54.9%

	2024
	−15.7%



1.6 Return on Capital Employed (ROCE)
[image: ]
	Year
	Result

	2020
	11.9%

	2021
	7.9%

	2022
	4.1%

	2023
	−36.4%

	2024
	−4.3%








2️⃣ LIQUIDITY RATIOS
2.1 Current Ratio
[image: ]
	Year
	Result

	2020
	1.82

	2021
	1.56

	2022
	1.56

	2023
	1.61

	2024
	1.53



2.2 Quick Ratio (Acid Test)
[image: ]
	Year
	Result

	2020
	1.15

	2021
	0.94

	2022
	0.91

	2023
	1.06

	2024
	1.03







3️⃣ EFFICIENCY RATIOS
3.1 Inventory Turnover
[image: ]
	Year
	Times

	2020
	3.64

	2021
	3.19

	2022
	2.79

	2023
	3.66

	2024
	3.54



3.2 Receivables Turnover
[image: ]
	Year
	Times

	2020
	4.75

	2021
	4.65

	2022
	4.83

	2023
	3.73

	2024
	3.46







3.3 Asset Turnover
[image: ]
	Year
	Result

	2020
	1.20

	2021
	1.18

	2022
	1.08

	2023
	1.18

	2024
	1.22



4️⃣ SOLVENCY / GEARING RATIOS
4.1 Debt Ratio
[image: ]
	Year
	Result

	2020
	0.39

	2021
	0.46

	2022
	0.47

	2023
	0.50

	2024
	0.53







4.2 Interest Coverage Ratio
[image: ]
	Year
	Result

	2020
	26.2×

	2021
	41.1×

	2022
	6.6×

	2023
	−19.7×

	2024
	−4.6×



5️⃣ CASH FLOW RATIOS
5.1 Operating Cash Flow to Current Liabilities
[image: ]
	Year
	Result

	2020
	0.41

	2021
	0.19

	2022
	0.05

	2023
	0.16

	2024
	0.09








5.2 Operating Cash Flow to Total Liabilities
[image: ]
	Year
	Result

	2020
	0.37

	2021
	0.17

	2022
	0.05

	2023
	0.14

	2024
	0.09



6️⃣ ALTMAN Z-SCORE (2024)
[image: ]
	Variable
	Value

	X₁ (WC / TA)
	0.26

	X₂ (RE / TA)
	0.64

	X₃ (EBIT / TA)
	−0.05

	X₄ (Equity / Liabilities)
	0.90

	X₅ (Sales / TA)
	1.22



[image: ]
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Discount Rate = 10%
Payback Period
	Project
	Payback (Years)

	A
	3.4

	B
	5.0

	C
	3.8



Accounting Rate of Return (ARR)
	Project
	ARR

	A
	12.0%

	B
	10.0%

	C
	14.0%



Net Present Value (NPV)
	Project
	NPV (£m)

	A
	+3.8

	B
	+1.6

	C
	+7.9



Internal Rate of Return (IRR)
	Project
	IRR

	A
	13.8%

	B
	11.2%

	C
	15.6%




Profitability Index (PI)
	Project
	PI

	A
	1.10

	B
	1.05

	C
	1.16



Capital Rationing Summary (£60m Limit)
	Option
	Investment
	Feasible

	A
	40
	✅

	B
	30
	✅

	C
	50
	✅

	A + B
	70
	❌

	A + C
	90
	❌

	B + C
	80
	❌
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