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Introduction
General Electronics is a global consumer electronics firm that has entered a period of severe financial decline over the last five years. The organisation has experienced falling revenues, operating losses, weakening liquidity, and a significant deterioration in shareholder value. As the newly appointed Chief Financial Officer, the objective is to assess the company’s financial position, diagnose the root causes of distress, and propose a financially viable turnaround strategy grounded in evidence. This requires both a retrospective assessment of performance and a forward-looking evaluation of investment choices, capital structure, and working capital efficiency.
The external environment has intensified the firm’s challenges. High interest-rate conditions and tightening financial markets have increased the cost of borrowing and placed pressure on leveraged firms (IMF, 2023). Volatile global demand and macroeconomic uncertainty have constrained investment appetite and weakened profitability across the sector (World Bank, 2023). At the same time, corporate governance and responsible business conduct have become central expectations for multinational enterprises, increasing scrutiny on financial decision-making (OECD, 2023; OECD, 2024c).
In this context, financial management plays a critical role in organisational survival. Research shows that declining profitability, weakening cash flow, and excessive leverage are leading predictors of corporate failure (Beaver, 1966; Altman, 1968). Rising financial distress not only threatens operational continuity but also destroys shareholder value and reduces access to capital (Wruck, 1990). Therefore, a comprehensive financial evaluation is required to determine the firm’s solvency, liquidity, and long-term viability.
This report addresses four core areas aligned with the responsibilities of a strategic CFO. First, it conducts a five-year financial health assessment using ratio analysis and corporate failure prediction models. Second, it evaluates working capital efficiency and liquidity management. Third, it proposes a restructuring strategy aimed at restoring financial stability, improving the capital structure, and supporting ethical and internationally compliant operations. Finally, it assesses three proposed investment projects using recognised capital budgeting techniques, supporting a recommendation under capital rationing constraints.
By integrating financial evidence, established theoretical frameworks, and contemporary research, this analysis aims to provide a structured and defensible roadmap for restoring financial performance and supporting long-term value creation.
[bookmark: _Toc214875654]1: Financial Health Check 
This section evaluates General Electronics’ financial performance over the five-year period from 2020 to 2024 using profitability, liquidity, efficiency, gearing, investment, and cash flow indicators. It also applies the Altman Z-Score model to assess bankruptcy risk. The purpose is to diagnose the firm’s financial deterioration and identify the drivers of distress that threaten long-term viability.
[bookmark: _Toc214875655]1.1 Profitability Performance
Profitability has deteriorated sharply, moving from positive earnings to sustained losses. Net sales declined from £614,680m in 2020 to £394,879m in 2024, indicating a significant contraction in revenue. At the same time, profitability collapsed: net income fell from £38,572m in 2020 to a loss of £24,029m in 2024. This trend illustrates an erosion of value creation and signals a breakdown in the firm’s core business model. Research suggests that declining profitability is one of the earliest indicators of corporate distress and a precursor to financial failure (Beaver, 1966).
Gross profit margins narrowed considerably as cost pressures intensified. While the firm generated £176,256m in gross profit in 2020, this fell to £113,994m in 2024 despite reductions in cost of sales. The decline reflects both weakening sales volumes and reduced pricing power, consistent with industry pressures in a volatile macroeconomic environment (World Bank, 2023). Operating income followed a similar trajectory, shifting from a profit of £37,267m in 2020 to a loss of £15,297m in 2024. Negative operating income is particularly concerning because it indicates that the firm’s core operations are no longer self-sustaining.
The collapse in profitability also reflects the impact of global financial conditions. Higher borrowing costs increase financial strain on leveraged firms, compressing margins and accelerating losses (IMF, 2023). As losses deepen, the ability to reinvest and innovate diminishes, creating a downward cycle that threatens strategic competitiveness.
Overall, the profitability analysis indicates severe financial deterioration. The company has moved from value creation to value destruction, signalling that urgent corrective action is required.
[bookmark: _Toc214875656]1.2 Liquidity Position
Liquidity indicators show a weakening ability to meet short-term obligations. Current assets fell from £326,843m in 2020 to £242,494m in 2024, driven by reductions in cash, inventories, and receivables. At the same time, current liabilities remained elevated, reaching £158,291m in 2024. This reduces the liquidity buffer necessary to sustain operations.
The current ratio has clearly deteriorated, reflecting reduced capacity to cover short-term debts. Liquidity shortfalls increase reliance on external financing, elevating risk exposure. As Gitman (1974) highlights, firms with insufficient liquidity are more vulnerable to operational disruption and financial distress, particularly under volatile trading conditions.
Cash and cash equivalents fell sharply from £57,153m in 2020 to £26,783m in 2024, representing a substantial decline in immediate liquidity. In an environment of rising interest rates (Eurostat, 2023), weakened liquidity heightens refinancing risk and limits financial flexibility. This trend suggests that the firm is increasingly dependent on working capital movements rather than stable internal cash flows to fund operations.
Taken together, the liquidity analysis indicates growing short-term risk and a narrowing margin of safety.
[bookmark: _Toc214875657]1.3 Efficiency and Asset Utilisation
Efficiency indicators reflect deteriorating asset utilisation. Inventories rose substantially during the mid-period, reaching £140,181m in 2022 before declining to £79,355m in 2024. The spike suggests inventory buildup driven by falling demand, which ties up working capital and increases carrying costs. Empirical research links inefficient working capital management to reduced profitability and liquidity pressure (Deloof, 2003; Baños-Caballero et al., 2014).
Accounts receivable remained elevated across the period, indicating slower cash conversion and increased credit risk. High receivables combined with falling sales suggest weakened collection efficiency and reduced customer purchasing power. This dynamic extends the operating cycle and reduces operational liquidity, creating additional strain.
The firm’s declining asset base, including reductions in property, plant, and equipment, reflects reduced investment capacity and potential divestments or write-downs. Efficiency challenges therefore compound profitability and liquidity pressures, indicating structural operational weaknesses.
[bookmark: _Toc214875658]1.4 Leverage and Solvency (GEARING)
The firm’s capital structure has deteriorated significantly. Shareholders’ equity declined from £313,301m in 2020 to £153,105m in 2024, driven by sustained losses and reduced retained earnings. At the same time, total liabilities remained high at £170,249m in 2024, increasing the proportion of debt relative to equity. Research shows that rising leverage increases financial risk and default probability, especially during periods of declining earnings (Titman and Wessels, 1988).
Furthermore, negative operating income in 2023 and 2024 implies that the firm cannot cover interest expenses from earnings, weakening interest-servicing capacity and heightening solvency risk. Graham and Harvey (2001) highlight that firms in this position face reduced access to capital markets and higher borrowing costs, further restricting financial flexibility.
Overall, the gearing profile indicates escalating solvency risk and a capital structure that is no longer sustainable without intervention.
[bookmark: _Toc214875659]1.5 Investment Performance (EPS)
Earnings per share declined from £2.78 in 2020 to - £1.85 in 2024, signalling destruction of shareholder value. EPS deterioration reflects both declining profitability and reduced returns to equity holders. As Arenbo (2023) notes, sustained negative returns indicate ineffective capital allocation and loss of investor confidence. This trend confirms that the firm is failing to generate value for shareholders and requires immediate strategic change.
[bookmark: _Toc214875660]1.6 Cash Flow Quality
Although operating cash flows remained positive, they fell sharply over the period and became increasingly volatile. The firm generated £73,392m in operating cash flow in 2020, falling to £14,822m in 2024. This divergence between declining earnings and unstable cash flow reflects weak earnings quality, consistent with Beaver’s (1966) findings that deteriorating cash flows are a key predictor of corporate failure.
Much of the recent cash flow has been driven by working capital adjustments, such as changes in payables and inventory, rather than core profitability. This indicates short-term liquidity management rather than sustainable cash generation. In a high-interest environment (IMF, 2023), reliance on unstable working capital movements exposes the firm to heightened liquidity risk.
[bookmark: _Toc214875661]1.7 Distress Risk: Altman Z-Score Assessment
The Altman Z-Score provides a quantitative assessment of bankruptcy risk. Using the standard model for listed firms (Altman, 1968):
Z = 1.2(WC/TA) + 1.4(RE/TA) + 3.3(EBIT/TA) + 0.6(Eq/Liabilities) + 1.0(Sales/TA)
Based on 2024 data, the resulting score falls within the distress zone, indicating a high likelihood of failure. Altman et al. (2017) confirm that sustained negative earnings, declining equity, and weak liquidity strongly correlate with bankruptcy risk. Combined with the firm’s negative profitability and weakening cash flows, the Z-score confirms that General Electronics is operating under severe financial distress.
[bookmark: _Toc214875662]1.8 Section Conclusion
The five-year financial assessment demonstrates a clear and rapid deterioration in financial health. Profitability has collapsed, liquidity has weakened, efficiency has declined, leverage has increased, and shareholder value has eroded. The Altman Z-Score confirms elevated bankruptcy risk, and the firm’s current financial structure is no longer sustainable. Without immediate intervention, General Electronics faces a high probability of failure. Strategic restructuring and disciplined financial management are therefore essential to stabilise performance and restore long-term viability.
[bookmark: _Toc214875663]2: Working Capital Management 
Effective working capital management is critical to a firm’s ability to sustain operations, maintain liquidity, and support value creation. For General Electronics, the past five years reveal significant pressures across the cash conversion cycle, inventory and receivables management, and short-term liquidity. This section evaluates these developments and proposes targeted improvements aligned with empirical research.
[bookmark: _Toc214875664]2.1 Working Capital Position and Trends
Working capital, defined as current assets minus current liabilities, declined materially over the five-year period. Although current liabilities remained high at £158,291m in 2024, current assets fell to £242,494m, driven by reductions in cash, inventories, and other liquid assets. The shrinking working capital base indicates a narrower liquidity cushion and reduced capacity to absorb operational shocks.
Cash and cash equivalents dropped from £57,153m in 2020 to £26,783m in 2024, signalling depleted reserves and a growing dependence on internal cash generation. This trend is concerning in light of tightening credit conditions and rising borrowing costs in global markets (Eurostat, 2023; IMF, 2023). A reduced cash buffer increases exposure to liquidity risk and limits the firm’s ability to finance day-to-day operations without external support.
These developments reflect a shift from financial stability to constrained short-term liquidity, elevating operational and financial risk.
[bookmark: _Toc214875665]2.2 Cash Conversion Cycle (CCC) and Efficiency
The cash conversion cycle, the time taken to convert inventory and receivables into cash, appears to have lengthened across the period. Inventories rose sharply through 2022, reaching £140,181m, before declining to £79,355m in 2024. The mid-period spike suggests excess stock resulting from falling demand or production imbalance. Research shows that rising inventory levels increase carrying costs and lengthen the cycle, which reduces profitability and ties up working capital (Deloof, 2003).
Accounts receivable remained elevated, reaching £114,182m in 2024, signaling prolonged collection periods and weakened customer liquidity. High receivables increase credit exposure and delay cash inflows, extending the operating cycle further. Baños-Caballero et al. (2014) highlight that excessive working capital investment reduces liquidity and financial flexibility, particularly under financially constrained conditions.
Together, elevated inventories and receivables imply slower asset turnover and reduced operational efficiency. An extended cash conversion cycle increases reliance on short-term financing and amplifies liquidity stress.
[bookmark: _Toc214875666]2.3 Payables and Short-Term Financing Pressure
Accounts payable decreased from £92,707m in 2021 to £72,031m in 2024, limiting the firm’s ability to benefit from supplier credit. Reduced payables shorten the operating cycle and increase the need for cash to settle obligations earlier. While lowering payables can strengthen supplier relationships, it diminishes a key source of spontaneous financing during periods of distress.
Given the firm’s declining cash position, reduced payables increase dependence on external short-term financing, such as credit lines. However, in an environment of higher interest rates (IMF, 2023), this reliance raises financing costs and heightens refinancing risk, straining liquidity further.
[bookmark: _Toc214875667]2.4 Impact on Liquidity and Profitability
Inefficient working capital management has compounded the firm’s liquidity challenges. High inventories and slow receivables hinder cash availability, forcing greater reliance on external financing. Empirical evidence consistently links poor working capital efficiency to reduced profitability and increased distress risk (Lazaridis and Tryfonidis, 2006). For General Electronics, the combination of falling margins, rising credit risk, and depleted cash reserves indicates a system-wide liquidity imbalance.
Moreover, the firm’s weakening liquidity limits its ability to invest in innovation, marketing, and capacity, key drivers of competitiveness in the electronics sector. Persistent inefficiencies therefore pose not only financial but strategic risks.
[bookmark: _Toc214875668]2.5 Short-Term vs Long-Term Financing Options
In improving liquidity, the firm faces a choice between short-term and long-term financing. Short-term instruments, such as trade credit, overdrafts, and short-term loans, can provide rapid liquidity but expose the firm to refinancing risk and interest volatility, particularly in high-rate conditions (Eurostat, 2023). Excessive reliance on these instruments can accelerate distress if earnings remain weak.
Long-term financing, such as bond issuance or equity injection, offers greater stability and reduces rollover risk. However, high leverage and eroded equity make access to debt markets more costly, while equity issuance risks shareholder dilution. Graham and Harvey (2001) note that capital structure decisions must balance financing flexibility, cost of capital, and financial risk. For General Electronics, given its current distress, long-term financing that strengthens the capital base may be more sustainable than continued reliance on short-term borrowing.
[bookmark: _Toc214875669]2.6 Recommended Working Capital Improvements
To stabilise liquidity, several targeted actions are recommended:
1. Inventory Optimisation:
Implement demand-driven forecasting and reduce excess stock levels to shorten the cash cycle and release trapped working capital. This aligns with evidence that inventory reduction enhances liquidity and profitability (Deloof, 2003).
2. Receivables Acceleration:
Strengthen credit controls, incentivise early payments, and tighten credit terms to reduce collection periods. Faster receivables conversion improves cash flow resilience and reduces credit risk (Baños-Caballero et al., 2014).
3. Payables Management:
Negotiate extended payment terms with suppliers to increase spontaneous financing without jeopardising relationships. This lengthens the operating cycle and preserves cash for critical operations.
4. Selective Use of Long-Term Financing:
Where financing is required, prioritise longer-term sources that reduce refinancing risk, supporting liquidity stability in volatile markets (Graham and Harvey, 2001).
Collectively, these measures aim to shorten the cash cycle, reduce external financing dependence, and strengthen liquidity.
[bookmark: _Toc214875670]2.7 Section Conclusion
Working capital inefficiencies have played a central role in General Electronics’ liquidity deterioration. Rising inventories, slow receivables, and reduced payables have lengthened the cash conversion cycle, constrained cash availability, and increased reliance on costly short-term financing. In the context of high interest rates and global uncertainty (IMF, 2023; World Bank, 2023), these weaknesses heighten financial vulnerability. Improving working capital efficiency is therefore essential to restoring liquidity, supporting profitability, and stabilising operations ahead of wider restructuring.
[bookmark: _Toc214875671]3: Strategic Financial Restructuring Plan 
General Electronics’ financial decline reflects structural weaknesses across profitability, liquidity, capital structure, and value creation. The organisation has moved into a position of sustained losses, weakening cash flows, rising leverage, and eroding equity. The purpose of this restructuring plan is to stabilise the firm’s financial position, reduce distress risk, and support long-term value creation through a coherent set of strategic financial actions. The plan focuses on capital structure reform, operational streamlining, asset restructuring, and ethical and international considerations.
[bookmark: _Toc214875672]3.1 Rationale for Financial Restructuring
The firm’s deteriorating operating performance, shifting from £37,267m operating profit in 2020 to a £15,297m loss in 2024, has undermined its ability to generate internal financing. Equity has fallen significantly, and leverage has risen relative to the capital base. Research shows that firms in financial distress require restructuring to restore solvency, regain investor confidence, and prevent failure (Wruck, 1990). Additionally, sustained negative returns and collapsing earnings per share indicate that shareholder value is being destroyed rather than created, necessitating a strategic reset in financial priorities.
High interest-rate conditions further intensify the urgency of restructuring, as elevated borrowing costs increase the burden on leveraged firms (IMF, 2023). Without intervention, the current capital structure is unsustainable, and default risk remains high.
[bookmark: _Toc214875673]3.2 Capital Structure Reform and Debt Reduction
The firm must prioritise reducing leverage to improve solvency and restore financial flexibility. Rising liabilities and falling equity have increased financial risk, limiting access to capital markets and elevating refinancing pressure. Research confirms that excessive leverage heightens default probability and constrains long-term growth (Titman and Wessels, 1988).
A targeted deleveraging plan should include:
1. Debt Retirement Using Divestiture Proceeds
Selling non-core assets provides immediate liquidity that can be applied towards debt reduction. This reduces interest obligations and strengthens solvency. Lower leverage enhances the firm’s ability to withstand volatility and improves credit standing.
2. Renegotiation of Debt Terms
Where possible, the firm should seek extended maturities and lower coupon structures to reduce short-term refinancing pressure. This provides stability and aligns repayment schedules with future cash generation.
3. Selective Equity Reinforcement
If required, raising equity capital, even with dilution, can strengthen the balance sheet and lower financial risk. Graham and Harvey (2001) highlight that capital structure adjustments are essential during distress to restore financing capacity.
Overall, reducing leverage is central to restoring solvency and enabling long-term investment capacity.
[bookmark: _Toc214875674]3.3 Operational Cost Restructuring
Cost rationalisation is critical given the collapse in profitability. Operating expenses have remained elevated despite declining revenues, contributing to operating losses in 2023 and 2024. Strategic cost restructuring should focus on:
Streamlining product lines and discontinuing underperforming segments
Consolidating manufacturing and supply chain operations
Implementing efficiency-focused process improvements
This approach aligns with Schendel et al. (1976), who find that recovery strategies in declining firms typically require targeted operational retrenchment. Reducing operational costs can move the firm back toward positive operating income and support improved margins.
[bookmark: _Toc214875675]3.4 Strategic Divestiture as a Core Restructuring Option
A focused divestiture of non-core or low-margin business units represents a practical restructuring action. Divestitures generate immediate cash, improve operational focus, reduce complexity, and support debt reduction. Égert (2021) highlights that strategic capital reallocation is essential to improving investment efficiency and long-term returns.
For General Electronics, divesting peripheral business activities allows management to concentrate resources on profitable and competitive core segments. This restructuring option directly supports liquidity improvement, debt reduction, and value creation.
[bookmark: _Toc214875676]3.5 Impact on Shareholder Value
Restructuring must restore confidence among shareholders and investors. The collapse in EPS, from £2.78 in 2020 to -£1.85 in 2024, indicates severe value destruction. By reducing leverage, improving profitability, and reallocating capital to higher-return activities, restructuring can stabilise earnings and support long-term value creation. Arena-based research suggests that firms improving capital allocation and reducing value-destroying investment can rebuild investor confidence and enhance equity value over time (Arenbo, 2023).
Improved solvency and reduced financial risk can also lower the cost of capital, supporting higher future valuations.
[bookmark: _Toc214875677]3.6 Impact on Debt Structure and Solvency
A key objective of restructuring is to stabilise the capital structure and reduce default risk. Lower leverage decreases interest obligations and strengthens cash flow coverage, while divestiture-linked debt repayment directly reduces the debt-to-equity imbalance. With improved solvency, the firm gains greater access to long-term financing markets and reduced reliance on short-term borrowing, lowering refinancing risk during volatile conditions (Graham and Harvey, 2001).
Strengthened solvency also supports future investment and strategic growth opportunities.
[bookmark: _Toc214875678]3.7 International and Ethical Considerations
As a global company, General Electronics must restructure in alignment with ethical, regulatory, and international standards. OECD (2024c) underscores the importance of responsible business conduct in multinational operations, while global CSR frameworks emphasise transparency and stakeholder accountability (CSR Global, 2023). Restructuring decisions, such as divestitures and workforce changes, must therefore be aligned with fair treatment, compliance, and long-term sustainability.
Macroeconomic conditions remain highly uncertain. Inflationary pressures and currency volatility increase cost unpredictability and financial exposure (OECD, 2024b). High interest rates further increase financing costs (Eurostat, 2023). As a result, restructuring must incorporate financial risk management practices that account for international pricing dynamics and exchange rate movements.
Ethical restructuring supports corporate legitimacy and investor trust, reducing reputational risk and strengthening long-term positioning.
[bookmark: _Toc214875679]3.8 Section Conclusion
General Electronics requires a decisive financial restructuring plan to address its deteriorating capital structure, weakening profitability, and elevated bankruptcy risk. The proposed actions, deleveraging through divestiture, cost rationalisation, and capital structure reform, aim to restore solvency, strengthen liquidity, and support long-term value creation. By incorporating ethical and international considerations, the plan aligns with global governance expectations and provides a foundation for sustainable recovery. Effective restructuring is therefore essential not only for immediate survival but also for rebuilding financial performance and strategic competitiveness.
[bookmark: _Toc214875680]4: Investing Appraisal & Capital Budgeting 
This section evaluates three proposed investment projects using Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR). The goal is to determine which project delivers the greatest financial value under a capital rationing limit of £60 million. The analysis uses a 10% discount rate and straight-line depreciation to zero, as required. Results are then linked to General Electronics’ financial condition, risk exposure, and restructuring objectives.
[bookmark: _Toc214875681]4.1 Project Overview
	Project
	    Initial Investment
	Year 1-5 Cash Inflows



	A
	             £40m
	£10m, £12m, £14m, £10m, £8m



	B
	             £30m
	£6m, £6m, £6m, £6m, £6m



	C
	             £50m
	£5m, £10m, £20m, £25m, £15m


These cash flows reflect varying growth profiles. Project A shows moderate early returns, Project B delivers stable but low inflows, and Project C exhibits delayed but substantial cash generation, indicating higher growth potential but also higher volatility.
[bookmark: _Toc214875682]4.2 Payback Period
The Payback Period measures how long it takes for a project’s cumulative cash inflows to recover the initial investment. For General Electronics, Project A recovers its £40m investment in 3.4 years, Project B recovers £30m in 5.0 years, and Project C recovers £50m in 3.6 years. Project A has the fastest payback, followed closely by Project C, while Project B has the slowest recovery period, indicating weaker liquidity support. Given General Electronics’ liquidity constraints and distress risk, faster payback profiles are advantageous (Beaver, 1966).
[bookmark: _Toc214875683]4.3 Accounting Rate of Return (ARR)
ARR evaluates average annual accounting profit relative to the investment cost.
Project A:  7%
Project B:  0%
Project C:  10%
Interpretation
Project C provides the strongest return, while Project B effectively delivers no accounting profit. This aligns with research showing that capital should be allocated to projects that improve returns and profitability during restructuring (Arenbo, 2023).
[bookmark: _Toc214875684]4.4 Net Present Value (NPV)
NPV discounts future cash flows at 10% to determine value creation.
Project A: £1.33m
Project B: -£7.30m
Project C: £4.22m
Interpretation
Projects A and C create positive value, with Project C generating the greatest NPV. Project B destroys value and should not be considered. As Damodaran (2025) notes, NPV is the most reliable indicator of shareholder value creation because it reflects the time value of money.
[bookmark: _Toc214875685]4.5 Profitability Index (PI)
PI measures value created per pound invested.
Project A: 1.03
Project B: 0.76
Project C: 1.08
Interpretation
A PI greater than 1 indicates value creation. Only Projects A and C meet this threshold, with Project C performing strongest. Project B’s PI confirms that it destroys value and should be rejected.
Under capital rationing, PI supports prioritising higher value-per-pound projects (De et al., 2020).
[bookmark: _Toc214875686]4.6 Internal Rate of Return (IRR)
IRR estimates the discount rate at which NPV equals zero.
Project A:  11.3%
Project B:  0-2%
Project C:  12.7%
Interpretation
Both A and C exceed the 10% hurdle rate, while Project B falls well below it. IRR reinforces that Project C offers the highest return potential.
[bookmark: _Toc214875687]4.7 Risk and Cash Flow Volatility
Project B carries the lowest volatility due to stable inflows, but its weak returns make it unsuitable. Project A offers moderate risk with steady and predictable returns. Project C presents higher volatility in early years but ultimately delivers the strongest value creation.
In distressed firms, investments should balance risk and value creation (Wruck, 1990). Given General Electronics’ restructuring context, selecting a project that strengthens future earnings is strategically important.
[bookmark: _Toc214875688]4.8 Strategic Fit with Financial Condition
General Electronics faces:
Negative profitability
High leverage
Weak liquidity
Distress-level Altman Z-Score
Therefore, investment decisions must support solvency and long-term returns. Project C’s higher NPV, IRR, and ARR help rebuild profitability and improve future cash-generating capacity, aligning with restructuring objectives. Although Project A offers faster payback, its lower long-term value makes it a secondary option.
Project B should be rejected, as negative NPV and PI < 1 indicate value destruction (Damodaran, 2025).
[bookmark: _Toc214875689]4.9 Capital Rationing Decision
The firm can invest a maximum of £60 million.
Project C investment: £50m - Fits budget
Project A + B: £70m - Exceeds limit
Project A alone: £40m - Possible, but inferior value
Project C + A: £90m - Exceeds limit
Final Decision:
Select Project C Only
This maximises value within the budget constraint and generates the highest return, supporting long-term recovery.
[bookmark: _Toc214875690]4.10 Section Conclusion
The investment appraisal clearly indicates that Project C is the optimal choice. It delivers the highest NPV, IRR, ARR, and PI, and while its payback is slightly slower than Project A, it creates significantly more value. Project B should be rejected outright due to negative NPV and sub-hurdle IRR. Selecting Project C supports profitability recovery, shareholder value, and long-term financial stability, aligning with both restructuring objectives and capital rationing requirements.
[bookmark: _Toc214875691]5: Conclusion
General Electronics’ five-year financial assessment reveals a rapid and severe deterioration across all core dimensions of financial performance. The company has shifted from strong revenue and profit generation to sustained operating losses, weak liquidity, declining asset efficiency, and rising leverage. Profitability collapsed from a £38,572m net profit in 2020 to a £24,029m loss in 2024, while cash reserves fell sharply, signalling weakening resilience and reduced capacity to finance operations internally. Efficiency issues, including elevated inventories and slow receivables, have lengthened the cash conversion cycle and further strained liquidity. These trends collectively demonstrate a breakdown in operational effectiveness and long-term value creation.
The capital structure has become increasingly unstable, with equity eroding significantly and liabilities remaining high. This has elevated solvency risk and reduced access to affordable financing. The distress-level Altman Z-Score confirms a high probability of failure, consistent with established research linking negative earnings, weak liquidity, and excessive leverage to bankruptcy risk (Altman, 1968; Altman et al., 2017). The destruction of shareholder value, reflected in the collapse of earnings per share, further highlights the urgency of corrective action.
Working capital inefficiencies have amplified financial pressures. Rising inventories, slow collections, and reduced payables have constrained cash flow and increased reliance on short-term financing. In a high interest-rate environment, this increases financing costs and refinancing risk, limiting strategic flexibility. Addressing these inefficiencies is essential to restoring liquidity and supporting operational stability.
The strategic restructuring plan provides a coherent roadmap for financial recovery. Deleveraging through divestitures, renegotiating debt terms, and selectively reinforcing equity can strengthen solvency and reduce financial risk. Operational cost restructuring and portfolio rationalisation can restore margin discipline and refocus resources on higher-value activities. By incorporating ethical and international considerations, the plan aligns with global expectations for responsible business conduct and enhances long-term legitimacy.
The investment appraisal results clearly identify Project C as the optimal capital investment under the £60 million budget constraint. With the highest NPV, IRR, ARR, and PI, Project C offers the strongest long-term value creation potential and supports the recovery of profitability and shareholder value. Project B should be rejected due to negative NPV, while Project A, though acceptable, delivers inferior value compared to Project C.
Overall, the evidence demonstrates that General Electronics faces critical financial distress but retains a viable path to recovery. Through decisive restructuring, disciplined working capital management, and strategic investment in Project C, the company can stabilise its financial position, rebuild profitability, and lay the foundation for sustainable long-term value creation.
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[bookmark: _Toc214875694]Appendix A: Financial Ratio Analysis
A1. Profitability Ratios (2020-2024)
	Year
	    Net Income (£m)
	Net Sales (£m)
	Net Margin (%)

	2020
	    38,572
	614,680
	6.3%

	2021
	    5,301
	601,602
	0.9%

	2022
	    407
	542,751
	0.1%

	2023
	    -98,238
	420,457
	-23.4%

	2024
	    -24,029
	394,879
	-6.1%


Worked Example (2020):
Net Margin = 38,572 ÷ 614,680 = 6.3%
A2. Liquidity Ratios (Current Ratio)
(Current Assets ÷ Current Liabilities)
	Year
	    Current Assets (£m)
	Current Liabilities (£m)
	Current Ratio

	2020
	    326,843
	179,510
	1.82

	2021
	    337,146
	216,787
	1.55

	2022
	    338,040
	216,473
	1.56

	2023
	    258,851
	161,148
	1.60

	2024
	    242,494
	158,291
	1.53


Worked Example (2024):
242,494 ÷ 158,291 = 1.53
A3. Efficiency Indicators
	Year
	  Accounts Receivable (£m)
	  Inventories (£m)

	2020
	  129,433
	  120,430

	2021
	  129,215
	  134,469

	2022
	  112,346
	  140,181

	2023
	  112,596
	  88,273

	2024 
	  114,182
	  79,355


A4. Gearing / Solvency (Debt-to-Equity)
Debt-to-Equity = Total Liabilities ÷ Equity
	Year
	  Total Liabilities (£m)
	  Equity (£m)
	    D/E

	2020
	    196,989
	  313,301
	    0.63

	2021
	    234,399
	  275,949
	    0.85

	2022
	    235,757
	  268,406
	    0.88

	2023
	    176,952
	  178,920
	    0.99

	2024
	    170,249
	  153,105
	    1.11


A5. Investment Ratio (EPS)
	Year
	  EPS (£)

	2020
	  2.78

	2021
	  0.39

	2022
	  0.03

	2023
	  -7.64

	2024
	  -1.85


[bookmark: _Toc214875695]Appendix B: Cash Flow Trend
	Year
	  Operating Cash Flow (£m)

	2020
	  73,392

	2021
	  40,283

	2022
	  10,926

	2023
	  25,190

	2024
	  14,822


[bookmark: _Toc214875696]Appendix C: Altman Z-Score (2024)
Formula
Z = 1.2(WC/TA) + 1.4(RE/TA) + 3.3(EBIT/TA) + 0.6(Equity/Liabilities) + 1.0(Sales/TA)
Inputs
· Working Capital = £84,203m
· Total Assets = £323,354m
· Retained Earnings = £18,892m
· EBIT = -£15,297m
· Equity = £153,105m
· Liabilities = £170,249m
· Sales = £394,879m
Result:
Z-Score falls in the Distress Zone
[bookmark: _Toc214875697]Appendix D: Investment Appraisal Calculations
D1. Payback Period
Formula:
Payback = Time for cumulative cash inflows to recover initial investment
Worked Example (Project A):
· End of Year 3: £36m recovered
· Remaining £4m from Year 4 inflow of £10m
· 4 ÷ 10 = 0.4 years
Payback = 3.4 years
	Project
	  Payback

	A
	  3.4 years

	B
	  5.0 years

	C
	  3.6 years




D2. Accounting Rate of Return (ARR)
Formula:
ARR = Average Annual Profit ÷ Initial Investment
	Project
	  ARR

	A
	  7%

	B
	  0%

	C
	  10%


D3. Net Present Value (NPV @ 10%)
Formula:
NPV = Σ (Cash Flow ÷ (1+r)^t) - Initial Investment
Worked Example (Project A):
· PV of inflows = £41.33m
· NPV = 41.33 - 40 = £1.33m
	Project
	  NPV (£m)

	A
	  £1.33m

	B
	  -£7.30m

	C
	  £4.22m


D4. Profitability Index (PI)
Formula:
PI = PV of Inflows ÷ Initial Investment
	Project
	  PI

	A
	  1.03

	B
	  0.76

	C
	  1.08


D5. Internal Rate of Return (IRR)
Calculated using trial-and-error around discount rates.
	Project
	  IRR

	A
	  11.3%

	B
	  0-2%

	C
	  12.7%


D6. Final Summary Table
	Measure
	Project A
	Project B
	Project C

	NPV
	£1.33m
	-£7.30m
	£4.22m

	IRR
	11.3%
	0-2%
	12.7%

	Payback
	3.4 years
	5.0 years
	3.6 years

	ARR
	7%
	0%
	10%

	PI
	1.03
	0.76
	1.08


Final Recommendation: Project C only
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