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[bookmark: _Toc214898900]Introduction 
This report analyses the role of the Chief Financial Officer in leading the recovery of General Electronics, a multinational consumer electronics firm that faces a severe financial downturn.  The report includes the financial performance of the firm in the last five years and its ratio analysis, cash operating cycle and failure prediction models to establish the key sources of distress. Also, in this report, solutions are presented to enhance liquidity by reforming the working capital management. Along with the value of shareholders, debt sustainability, and ethical responsibility in global markets, the report also includes financial forms of restructuring, like divestiture, merger, and equity injection. Also, capital budgeting methods such as NPV, IRR, ARR, PI and PBP are applied to evaluate three investment projects, and recommendations are made with capital rates within reasonable capital rationing limits. Finally, the project will be a mix of financial evidence with strategic analysis to create a practical and responsible turnaround plan for the company.
[bookmark: _Toc214898901]1. Financial health check 
[bookmark: _Toc214898902]1.1 Financial statement analysis  
Over the past 5 years of timeframe (2020 to 2024), the General Electronics (GE) has experienced a major deteriorations in the financial performance, by addressing the deeper structural and operational weaknesses. As the net sales has increased modestly from being £614,680m in 2020 to the peak of £601,602m in 2021 and £542,751m in 2022. Here the revenue has declined sharply thereafter to the £420,457m in 2023 and £394,879m in 2024. In this case, the contraction reflects declining market competitiveness, weaker product demand and pricing pressures within the customer electronics sector (GE, 2023). The profitability has collapsed, when the company has moved from a net profit of £38,572m in 2020 and £5,301m in 2021, to the marginal profit of £407m in 2022, followed by the severe losses (e.g. £98,238m in 2023 and £24,029m in 2024) (GE, 2023). The operating margin of the organization has tuned consistently negative since the time of FY2023, while reaching -3.9% in 2024, due to the rising operating expenses relative to the shrinking revenue. The operating expenses has consumed 45.5% of the revenue in 2024, in compared to just 22.6% in 2020, which addresses a poor cost of control and inefficiencies in scale (Russo, 2024; GE, 2023). 
On the other hand, the liquidity has weakened in a significant manner, where cash and equivalents has dropped from £66,740m in 2022 to £26,783m in 2024, while the current liabilities in FY2024 has been positioned at £158,291m in compared to the current assets of £242,494m (Russo, 2024). 
[bookmark: _Toc214898903]1.2 Ratio analysis 
	Profitability Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Gross Profit Margin (%)
	Gross Profit ÷ Net Sales × 100
	113,994 ÷ 394,879 = 28.87%
	97,560 ÷ 420,457 = 23.20%
	152,292 ÷ 542,751 = 28.06%
	173,016 ÷ 601,602 = 28.76%
	176,256 ÷ 614,680 = 28.67%

	Net Profit Margin (%)
	Net Income ÷ Net Sales × 100
	(24,029) ÷ 394,879 = -6.09%
	(98,238) ÷ 420,457 = -23.37%
	407 ÷ 542,751 = 0.07%
	5,301 ÷ 601,602 = 0.88%
	38,572 ÷ 614,680 = 6.28%

	ROA (%)
	Net Income ÷ Total Assets × 100
	(24,029) ÷ 323,354 = -7.43%
	(98,238) ÷ 355,872 = -27.61%
	407 ÷ 504,163 = 0.08%
	5,301 ÷ 510,348 = 1.04%
	38,572 ÷ 510,290 = 7.56%

	ROE (%)
	Net Income ÷ Shareholders’ Equity × 100
	(24,029) ÷ 153,105 = -15.69%
	(98,238) ÷ 178,920 = -54.91%
	407 ÷ 268,406 = 0.15%
	5,301 ÷ 275,949 = 1.92%
	38,572 ÷ 313,301 = 12.31%

	Liquidity Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Current Ratio
	Current Assets ÷ Current Liabilities
	242,494 ÷ 158,291 = 1.53
	258,851 ÷ 161,148 = 1.61
	338,040 ÷ 216,473 = 1.56
	337,146 ÷ 216,787 = 1.56
	326,843 ÷ 179,510 = 1.82

	Quick Ratio
	(Current Assets – Inventories) ÷ Current Liabilities
	(242,494 − 79,355) ÷ 158,291 = 1.03
	(258,851 − 88,273) ÷ 161,148 = 1.06
	(338,040 − 140,181) ÷ 216,473 = 0.91
	(337,146 − 134,469) ÷ 216,787 = 0.94
	(326,843 − 120,430) ÷ 179,510 = 1.15

	Efficiency Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Asset Turnover
	Net Sales ÷ Total Assets
	394,879 ÷ 323,354 = 1.22
	420,457 ÷ 355,872 = 1.18
	542,751 ÷ 504,163 = 1.08
	601,602 ÷ 510,348 = 1.18
	614,680 ÷ 510,290 = 1.21

	Gearing / Leverage Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Debt-to-Equity
	Total Liabilities ÷ Shareholders’ Equity
	170,249 ÷ 153,105 = 1.11
	176,952 ÷ 178,920 = 0.99
	235,757 ÷ 268,406 = 0.88
	234,399 ÷ 275,949 = 0.85
	196,989 ÷ 313,301 = 0.63

	Debt Ratio
	Total Liabilities ÷ Total Assets
	170,249 ÷ 323,354 = 0.53
	176,952 ÷ 355,872 = 0.50
	235,757 ÷ 504,163 = 0.47
	234,399 ÷ 510,348 = 0.46
	196,989 ÷ 510,290 = 0.39

	Cash Flow Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Operating Cash Flow Ratio
	Operating Cash Flow ÷ Current Liabilities
	14,822 ÷ 158,291 = 0.09
	25,190 ÷ 161,148 = 0.16
	10,926 ÷ 216,473 = 0.05
	40,283 ÷ 216,787 = 0.19
	73,392 ÷ 179,510 = 0.41

	Investment Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Earnings Per Share (EPS)
	Net Income ÷ Weighted Avg. Shares
	(24,029) ÷ 12,959 = -1.85
	(98,238) ÷ 12,855 = -7.64
	407 ÷ 12,703 = 0.03
	5,301 ÷ 13,465 = 0.39
	38,572 ÷ 13,893 = 2.78



[bookmark: _Toc214898904]1.3 Identification and trends, strengths and threats of the ratio analysis 
Key financial trends 
One of the most noticeable trends across 2020 to 2024 is the organisation’s sharp profitability deteriorations. The net profit margin has fell from being healthy 6.28% in 2020 to -23.37% in the year 2023, before improving to -6.09% in FY2024. This has addressed that even though the operational losses have been reducing, where the firm is struggling to restore the sustainable profitability. Similar to that, ROA has declined from being 7.56% (2020) to -27.61% (2023), while reflecting poor asset productivity and inefficient capital deployment. The slight recovery to the 7.43% in FY2024, has shown some early signs of stabilisation, but not the expected recovery (Research and Markets, 2025). Apart from that, another ley trend is increasing financial leverages, where the debt-to-equity ratio has increased steadily from 0.63 in 2020 to 1.11 in 2024, which shows that the organisation relies more the debt in compared to the equity for financing options. This increase has been supported by the debt-ratio which is rising from 0.39 to 0.53, and addressing a rising financial risk and reduction of equity buffers (Research and Markets, 2025).
The liquidity has shown a mixes trend, while the current ratio has stayed above 1.5 in most years (1.53 in 2024), while addressing an acceptable short-term solvency position, and the quick ratio remained weaker around 1.03 in 2024. This has addressed a heavy reliance on the inventory that can become challenging during the time of demand downturns. The operating cash flow ratio has declined significantly from 0.41 in 2020 to 0.09 in 2024, which addresses a worsening ability for covering the current liabilities from the operating cash activities. 
Key strengths        
One of the major strengths is the organisation’s stable gross profit margin, that has remained strong around 28% to 29% in most of the years and have recovered to 28.87% in 2024 after a week of 223. This has addressed the core product pricing structure and cost of production to remain relatively efficient while providing a strong base for the turnaround (GE, 2023). Apart from that, another key strength lies in the operational efficiency and utilisation of the assets as reflected by the consistent “asset turnover ratio” of above “1”. This means that the organisation still holds a highly effective revenue-generation capacity relative to the asset sizes (Sangwa, 2021). 
Key trends     
One of the major threats is the collapse taken place in shareholder value, as addressed in the ROE plummeting from being 12.31% in 2020 to -54.91% in 2023, and being at -15.69% in FY2024 (GE, 2023). This has causes damage in the investor confidence and limits the future equity funding. Another major threat has been the rising leverage risks, with having debt-to-equity ratio has been above “1”, and the organisation has entered in a threatening zone where creditors have more financial claim in compared to the shareholders. Within a high-interest-rate environment, this has increased the financial pressure which is tougher than the interest obligations.     
[bookmark: _Toc214898905]1.4 Altman Z-Score Assessment: Default Risk Analysis  
In order to evaluate the bankruptcy risk of General electronics, I have applied Altman Z-Score model by using the latest available financial data of 2024. As this is listed in the international manufacturing firm, the original Altman Z-score formula has been used. This includes a limitation which addresses that market value of equity has been approximated by using a book value of equity due to the unavailability of market data (Kenton, 2025). 
Z = 1.2(WC/TA) + 1.4(RE/TA) + 3.3(EBIT/TA) + 0.6(MVE/TL) + 1.0(S/TA)
Here, 
· Working Capital (WC) = Current Assets – Current Liabilities = 242,494 – 158,291 = 84,203
· Total Assets (TA) = 323,354
· Retained Earnings (RE) = 208,431
· EBIT = Operating Income = –15,297
· Total Liabilities (TL) = 170,249
· Approx. Market Value of Equity (MVE) ≈ Equity = 153,105
· Sales (S) = 394,879    
On this note, Z: 1.2(0.26) + 1.4(0.64) + 3.3(–0.05) + 0.6(0.90) + 1.0(1.22)
Or, Z = 2.73
Now as stated by Altman, following can be noted:
· Z > 2.99 = Safe zone
· 1.81 < Z < 2.99 = Grey zone
· Z < 1.81 = Distress zone 
General electronics mainly falls in the Grey Zone (2.73), while addressing a moderate default risk. This addresses that the firm is not immediately facing the bankruptcy, but is a financially vulnerable organisation. In this case, a continuous loss, failing equity and increasing leverage can push it to distress the zone if some corrective actions hasn’t been taken on time.      
[bookmark: _Toc214898906]2.0 Working Capital Management Analysis 
[bookmark: _Toc214898907]2.1 Cash Operating Cycle (COC) 
Cash Operating Cycle = DIO + DSO – DPO
Where, 
Days Inventory Outstanding (DIO) = (Average inventory ÷ Cost of sales) × 365= (83,814 ÷280,885) × 365 = 108.9132919  
Days Sales Outstanding (DSO) = (Trade Receivables ÷ Revenue) × 365= (114,182 ÷ 394,879) × 365 = 105.54228
Days Payable Outstanding (DPO) = (Trade Payables ÷ Cost of Sales) × 365 = (72,031÷ 280,885) × 365 = 93.60170532
So, the COC is = (108.9132919 + 105.54228) - 93.60170532 = 120.8538666 
Working capital efficiency is measured by the cash operating cycle (COC). It demonstrates the number of days or time years between the payment of the cash outflows, which the company made, and cash inflows from sales goods (Ojha et al. 2021). In the case of General Electronics in 2024, COC is around 121 days, which is long and indicates the absence of liquidity. 
Days Inventory Outstanding (DIO) is the first component, which is approximately 109 days. This implies that inventory takes a period of over three months to be sold, which shows ineffective inventory. High liquidity may be achieved by a high inventory backlog (Mohamed, 2024).  The second component, Days Sales Outstanding (DSO), is approximately 106 days. A high DSO indicates that the company has delays related to the receipt of payments, and it may lead to cash flow issues (Ilieva and Tsonkova, 2024). This means that after selling to customers, the company takes more than a long time before it collects the cash. The third one is Day Payable Outstanding (DPO), which is around 94 days. DPO is a financial indicator that shows the average number of days, including suppliers, sellers or other companies, that a company requires to pay its bills (Asman et al. 2022).  The result indicates that the company takes above three months to make payments to suppliers, which offers a certain financing advantage. 
Finally, to enhance liquidity, the company is advised to limit credit, reduce the receivables days, and use more efficient inventory management.
[bookmark: _Toc214898908]2.2 Strategies to Improve Liquidity through Working Capital Reforms
To enhance liquidity, reforms are needed to reduce the cash operating cycle and increase liquidity. In the case of General Electronics, there are a number of strategies that can be implemented. 
Its inventory is more than 3 months in 2024, and that is not efficient in a high-paced electronics market. Implementing lean inventory, including just-in-time systems, and improved demand forecasting, would minimise storage, adjust inventory strategies (Smith, 2024). This reformation would reduce the Days Inventory Outstanding and release cash. 
The receivables management should be reinforced. The receivables management is required to settle customer receivables (Patuan and Hermawan, 2023). The company has had over 100 days of outstanding receivables, which means that it is experiencing very long delays in the collection of cash. Cash flow can be expedited by introducing more stringent credit policies, providing early payment discounts and the use of electronic invoicing systems. 
The payables management must be aligned with operational needs. Although the company collects its accounts payable within an average of 94 days, the company may negotiate extended credit terms with its suppliers to get more credit. Management of short-term liabilities, pending bills and minimal expenses should also be adequately handled in future by the company (Ayodi, Otsyulah and Kiganda, 2022). 
The cash flow monitoring should be improved. A predictable and reliable cash flow helps to ensure continuity in business and to make appropriate strategic choices (Tolla and Vendy, 2024). The connection between cash flow projections and operational decisions would make sure that the liquidity risks are discovered in time.
Also, immediate liquidity support can be fulfilled by the use of short-term financing like trade credit, invoice factoring or revolving credit facilities. Also, financial resilience will be enhanced by decreasing the use of costly short-term borrowing through enhanced cash-generating processes internally. 
In summary, inventory, receivables, payables, and cash flow management reforms will make the cash operating cycle shorter, enhance the liquidity position, and minimise the reliance on external funding. 
[bookmark: _Toc214898909]2.2 Short-term vs Long-term Financing Options
Bank loans and trade credit are some short-term sources of financing to meet working capital requirements. They are short as a week or even a day, or as long as one to two years. Short-term financing is a bit riskier compared to long-term financing, yet it is also cheaper and more flexible to the borrower (FM Trust, 2022). Overdependence on short-term borrowing can also be an indication of financial stress to the stakeholders. 
On the other hand, long-term sources of finance like issuance of equity, issuance of corporate bonds or taking long-term loans are more stable. It is primarily applied to long-term projects, including the acquisition, launching a new manufacturing plant, and funding internal events (Prudential Private Capital, 2025). They can be used in strategic investments, restructuring or expansion ventures. Nonetheless, it may be more expensive in terms of interest, or it may also weaken shareholder control.
In the case of General Electronics, short-term financing can be beneficial to fill any immediate liquidity crises due to the long operating cycle of cash. However, a balance is needed in sustainable recovery with long-term financing to reorganise debt and fund strategic investments. The combination of the two strategies provides flexibility in the short-term and stability in the long-term, enhancing the general financial strength. 
[bookmark: _Toc214898910]3.0 Strategic Financial Restructuring Plan
[bookmark: _Toc214898911]3.1 Recommendation of Financial Restructuring Options 
General Electronics needs to perform financial restructuring in order to recover its stability, enhance liquidity, and regain investor confidence. The economic performance of this company in recent years indicates a decline in profitability and a high dependence on borrowing. In order to deal with these challenges, various restructuring alternatives may be employed, such as divestiture, merger, and equity injection. 
Different types of corporate divestitures, including selloffs and equity carve-outs or spin-offs, are gaining more importance as a corporate strategy (Teschner and Paul, 2021). In the case of General Electronics, selling off non-core consumer electronics divisions may create immediate cash flows and less complexity in its management. Indicatively, selling off marginal product lines or regional subsidiaries that have low market share would enable the company to concentrate resources on profitable segments. The advantages of divestiture are the source funds, better liquidity, and a better strategic focus. Nevertheless, there are some risks, such as operational challenges and accounting complexities (Corporate Finance Institute, 2025a). In order to avoid these risks, divestiture must be selective, focusing on assets that are not part of long-term competitiveness. 
Alliances and acquisitions are the most common types of interfirm transactions that firms use to promote performance in the modern competitive global business environment (Jambulingam and Saxton, 2021). Collaboration with a more powerful competitor or a compatible company might offer economies of scale, availability of new technology, and broader market coverage. Acquisitions and mergers are viable when they can guarantee the fulfilment of the desired objectives of businesses and adjust strategies (Partacz, 2022). In the case of General Electronics, it may help decrease operating costs and enhance efficiency, which will help the firm deal with the high costs. However, mergers are associated with integration risks, which include cultural conflicts, redundancy, and regulatory issues. Due diligence and good governance systems are necessary to make sure that the value of shareholders is not diluted. 
[image: ]
Figure 1: Value from Synergies in M&A
(Source: Partacz, 2022)
Equity injection, a financial strategy which entails injecting more funds into a business, is very crucial in the corporate world. This will increase working capital to enable daily operations, decrease debt loads, and enhance the financial health of the company (Guardian Advisory, 2025). Equity financing is also beneficial where the level of debt is already high, as is the case in General Electronics. It enhances financial flexibility and minimises interest payments, which is long-term sustainability. Equity injection changes the ownership structure of the company and, as a result, it directly impacts control and decision-making (Guardian Advisory, 2025). The company should also have a reasonable improvement strategy, which will outline the growth prospects and better governance to lure investors. 
An integrated solution can be the most effective. Divestiture would lead to instant liquidity to cut down debt, whereas the injection of equity would consolidate capital reserves to invest in the future. A merger or alliance may then be required to attain the scale and competitiveness in the global market. The focus should be on corporate social responsibility, and restructuring decisions must be in line with ethical and sustainable business practices. 
[bookmark: _Toc214898912]3.2 Impact on Shareholder Value, Debt Structure, and Operational Flexibility
Recommended restructuring alternatives, which include divestiture, merger, and equity injection, all have an impact on shareholder value, sustainability of the debt, and the flexibility of the operations in different ways. Their joint venture offers General Electronics a well-balanced solution to recovery. In addition, divestitures are not only operations, but a way to shape the future landscape of a company, create value and drive transformative growth (PwC, 2025). Although it diminishes ownership rights, equity injection increases long-term value through the stabilisation of the finance and financing innovation. 
Divestiture is also beneficial to debt structure, as it helps to decrease existing liabilities and reduce leverage and interest expense. A decrease in firm risk and increased debt capacity come with a merger, which fits with the financial synergy advantage of mergers (Levine and Wu, 2020). The injection of equity will help eliminate the dependence on debt by raising the capital reserves, enhancing the debt-to-equity ratio, and decreasing financial risk.
Divestiture increases operational flexibility where resources are focused on core business areas, and hence the management can act faster in response to market changes. The scope of the operation is increased by a merger, and it offers economies of scale, but integration issues might cause a temporary decrease in agility.  Equity injection helps companies to become more flexible because it supports them in case the company's values fall (Commercial Capital, 2025).
On the whole, the proposed restructuring strategy establishes a balance between short-term liquidity gains and long-term growth. Through divestiture, merger, and equity injection, General Electronics will be able to restore trust in the shareholders, enhance its debt standings as well as be more flexible in international markets. 
[bookmark: _Toc214898913]3.3 International and Ethical Considerations 
In adopting the restructuring strategies, including divestiture, merger and equity injection, General Electronics will be required to consider the international and ethical issues that directly affect the financial stability and trust of the stakeholders. These factors are taxation, currency risk, inflation and corporate social responsibility (CSR).
Taxation is an important aspect in decision restructuring. The sale of non-core assets can lead to capital gains tax (Seely, 2025). An international merger should also consider tax laws, cross-border taxation treaties and local law. Foreign investors must inject equity that is reported in a transparent manner to prevent tax controversy as well as to remain credible to the regulators. 
Another important factor is currency risk. Since General electronic is an international company, cash flows associated with divestiture or merger operations can be subjected to exchange rate risk. Fluctuations in the long-term exchange rates may have enormous effects on the financial stability, performance, and competitiveness of a business in the international market (Kong, 2025). The restructuring plan should include hedging strategies, including forward contracts or currency swaps, to guard against the risks. 
Inflation also affects the cost of operation as well as financing (Almansour et al. 2021). The divestiture could be less appealing in high-inflation markets, whereas a merger can experience difficulties in sustaining cost economies. The effect of inflation on investor expectations must be taken into consideration in equity injection because inflation will demoralise the profitability and make the new capital less attractive. 
In any organisation, ethical considerations are important in decision-making (Hyatt and Gruenglas, 2023). Also, the corporate social responsibility (CSR) factors are necessary to guarantee ethical reorganisation. The CSR strategies generate a competitive advantage, which has a positive effect on the business performance (Diaz-Iglesias, Blanco-Gonzalez and Orden-Cruz, 2021). For example, Mergers should also uphold cultural differences and ensure fair employment practices. 
In summary, tax analysis, currency risk, inflation and CSR integration of restructuring decisions result in the fact that financial reforms should be feasible and globally responsible and ethical. 
[bookmark: _Toc214898914]4.0 Investment Appraisal and Capital Budgeting 
[bookmark: _Toc214898915]4.1 Analysis of Three Proposed Investment Projects
Project: An Analysis 
Project A is an initial investment of £40 million, and cash inflows are realised in five years. Cumulative cash inflows amount to £54 million at the end of the period, implying that the project breaks even within the period. The payback period is around 3.4 years, which indicates that the investment is recovered within a relatively short time. A shorter payback period is a more appealing investment, as companies want to recover the initial expense in the shortest possible time (VanLeeuwen, 2025). Under straight-line depreciation, the annual depreciation expense is £8 million, and the average accounting profit is £2.8 million. On this basis, the Accounting Rate of Return (ARR) stands at 14%, which reflects a profitable level when compared to the investment base. 
The Net Present Value (NPV) at a discounted rate of 10% is positive at the value of £1.324176814 million and indicates that the project is value-creating to the firm. The Profitability Index (PI) is 1.03310442, which is above 1, and this proves that the discounted inflows are greater than the original outlay. The Internal Rate of Return (IRR) is projected to be 11.55454356%, which is a little higher than the discount rate of 10%. A higher IRR is a better investment since it provides a better rate of return (USPEC, 2025). This shows that the project has financial viability as per current assumptions. In general, Project A shows satisfactory results in terms of financial performance, with a decent payback period, positive NPV at 10%, and IRR more than the cost of capital, which shows it could be a potentially valuable investment in the case of moderate risk. 
Project: B Analysis 
Project B involves a start-up capital of £30 million with a stream of cash inflows of 6 million a year, with a payback period of five years. The cumulative cash inflows have hit £30 million at the end of Year 5, which implies that the investment is not recovered fully until the life of the project ends. According to Imteaz Bayatvarkeshi and Karim (2021), the payback period was found to be the most popular financial technique to measure the economic feasibility. The payback period is 5 years, and this means the initial investment is not recovered easily. Under straight-line depreciation, the depreciation charge per annum will be £6 million. The accounting profit is zero when depreciation is charged against the annual cash inflows. Due to this, the ARR is determined to be 0% indicating that the project is not accounting profitable throughout its life. 
At a discount rate of 10%, Net Present Value becomes negative at around £-7.255279384 million. When NPV is negative, it indicates that the expenses are higher than the cash flows obtained, and it is called “destroy value” (Corporate Finance Institute, 2025b). The PI is lower than 1, which proves that the project is not profitable. The NPV is zero at an extremely low discount rate of 1. The 0 IRR is below the cost of capital, which is a clear indication that the project will not produce enough returns. In summary, Project B has poor financial performance, slow payback, no accounting profit, and negative NPV.  
Project: C Analysis 
Project C will need an initial investment of £50 million and generate cash inflows in a period of five years, resulting in a total of £75 million that would be generated by the project. The cumulative cash inflows indicate that the investment is paid off in Year 4, with the payback period of about 3.6 years. This implies that the project has a payback period within an acceptable time, and inflows that occur in the later periods improve profitability. On straight-line depreciation, the depreciation charge per annum is £10 million. Accounting rate of return is applied in scenarios where businesses are to make decisions on whether to invest or not to invest based on the amount of earnings that are expected to be obtained in the future compared to the cost of capital (Vipond, 2025). In this case, the accounting rate of Return (ARR) 20% is a good rate of profitability as compared to the investment base. 
At the discount rate of 10%, the Net Present Value (NPV) is positive, which is £4.225369603 million, indicating that the project will be value-adding to the firm. PI is above 1, which is 1.084507392, and it demonstrates that the project will create more value than it costs and becomes an attractive investment opportunity (EBC, 2025). Internal Rate of Return is estimated at 13.14020942%, which is higher than the 10% discount rate. This indicates that the project will be financially viable as per the existing assumptions. In summary, Project C has a good financial performance, an acceptable payback period, positive NPV at 10%, and IRR exceeding the cost of capital, so it is a potentially good opportunity to invest. 
Projects A, B, and C reveal different results in terms of investment when evaluating the payback period, accounting rate of return, net present value, profitability index, and internal rate of return. The analysis of these three projects shows that Project C has more potential to bring profit. 
[bookmark: _Toc214898916]4.2 Final Investment Recommendation under Capital Rationing (£60m Limit)
Under the capital rationing constrain of £60 million, the GE cannot make an investment in all of the three projects. In this case, the decision need to prioritise projects which maximises the shareholder values per pound of investment, by using the NPV and profitability Index as recognised as the primary decision-making tool:
From the investment appraisal results following can be noted:
Project A
· Initial Investment: £40m
· NPV: £1.32m
· PI: 1.033
· Payback Period: 3.4 years
· IRR: 11.55%
Project B
· Initial Investment: £30m
· NPV: –£7.26m
· PI: 0.758
· IRR: 0%
Project C
· Initial Investment: £50m
· NPV: £4.23m
· PI: 1.084
· Payback Period: 3.6 years
· IRR: 13.14%
Regarding the investment limit, the possible feasible combinations are:
· Project A alone (£40m) → NPV = £1.32m
· Project B alone (£30m) → NPV = –£7.26m
· Project C alone (£50m) → NPV = £4.23m
· A + B or B + C → Exceeds £60m limit
· A + C → Exceeds £60m limit  
Based on the capital rationing point-of-view, Project C can be noted as the optimal selection. This delivers as the highest absolute NPV or £4.23 million and highest profitability Index of 1.084, which refers that it can generate greatest value per “£1” of investment. This ensures a superior capital efficiency including stronger shareholder value creation in compared to the alternatives. 
Project B need to be rejected as it destroys the shareholder value with negative NPV and a “P1” below of “1”. Project A is profitable and produces lower value in compared to the project C and fails to maximise the value under the capital constraints. Even though £10 million remains as non-utilised after making the selection of project C, allocating the funds to the negative NPV project can contradict the principles of value maximisation.                 
[bookmark: _Toc214898917]4.3 Justification and final investment recommendation 
The decision of proceeding only with Project C under the £60 million of capital rationing constraint is strong justified when being aligned with General Electronics’ current financial performance and exposure of the risks. 
On the first hand, the organisations profitability position has been weakened. Over the last two financial years, the GE has reported a heavier loss, including negative net profit margins, and declination of the ROA and ROE. This addressed that, the internal funds are under pressure and shareholder’s value has been eroded. In such cases, the organisation cannot afford to make investment in the low-return or marginal projects. Project C also offers highest Net present value (£4.23 million) and highest IRR or 13.14%, which refers that it contributes to the future profitability and assists in recreating the confidence of the investors. In contrast to that, Project A generates a smaller NPV (£1.32 million) which might not be sufficient to create an impact on the firm’s performances, while Project B has destroyed the negative NPV. 
On the other hand, from the liquidity perspective, GE already faces a cash flow pressure as addressed by the low operating cash ratio of 0.09, and declining cash reserves. On this note, it needs to prioritise the project that can generate stronger and faster cash inflow. Even though Project C needs a larger initial investment or £50 million as it generates a higher cash inflow during the later years.
[bookmark: _Toc214898918]Conclusion   
The GE faces a declining profitability, increasing leverage and weakening liquidity, for making the disciplined allocation of capital as a critical component. The financial analysis and Altman Z-score confirms a moderate default risk, while reinforcing the need for having high-value investment. Under the capital rationing, project C has provided the strongest justification due to the superior NPV, IRR and profitability Index. 
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[bookmark: _Toc214898921]Appendix 1: Ratio analysis
	Profitability Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Gross Profit Margin (%)
	Gross Profit ÷ Net Sales × 100
	113,994 ÷ 394,879 = 28.87%
	97,560 ÷ 420,457 = 23.20%
	152,292 ÷ 542,751 = 28.06%
	173,016 ÷ 601,602 = 28.76%
	176,256 ÷ 614,680 = 28.67%

	Net Profit Margin (%)
	Net Income ÷ Net Sales × 100
	(24,029) ÷ 394,879 = -6.09%
	(98,238) ÷ 420,457 = -23.37%
	407 ÷ 542,751 = 0.07%
	5,301 ÷ 601,602 = 0.88%
	38,572 ÷ 614,680 = 6.28%

	ROA (%)
	Net Income ÷ Total Assets × 100
	(24,029) ÷ 323,354 = -7.43%
	(98,238) ÷ 355,872 = -27.61%
	407 ÷ 504,163 = 0.08%
	5,301 ÷ 510,348 = 1.04%
	38,572 ÷ 510,290 = 7.56%

	ROE (%)
	Net Income ÷ Shareholders’ Equity × 100
	(24,029) ÷ 153,105 = -15.69%
	(98,238) ÷ 178,920 = -54.91%
	407 ÷ 268,406 = 0.15%
	5,301 ÷ 275,949 = 1.92%
	38,572 ÷ 313,301 = 12.31%

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Liquidity Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Current Ratio
	Current Assets ÷ Current Liabilities
	242,494 ÷ 158,291 = 1.53
	258,851 ÷ 161,148 = 1.61
	338,040 ÷ 216,473 = 1.56
	337,146 ÷ 216,787 = 1.56
	326,843 ÷ 179,510 = 1.82

	Quick Ratio
	(Current Assets – Inventories) ÷ Current Liabilities
	(242,494 − 79,355) ÷ 158,291 = 1.03
	(258,851 − 88,273) ÷ 161,148 = 1.06
	(338,040 − 140,181) ÷ 216,473 = 0.91
	(337,146 − 134,469) ÷ 216,787 = 0.94
	(326,843 − 120,430) ÷ 179,510 = 1.15

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Efficiency Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Asset Turnover
	Net Sales ÷ Total Assets
	394,879 ÷ 323,354 = 1.22
	420,457 ÷ 355,872 = 1.18
	542,751 ÷ 504,163 = 1.08
	601,602 ÷ 510,348 = 1.18
	614,680 ÷ 510,290 = 1.21

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Gearing / Leverage Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Debt-to-Equity
	Total Liabilities ÷ Shareholders’ Equity
	170,249 ÷ 153,105 = 1.11
	176,952 ÷ 178,920 = 0.99
	235,757 ÷ 268,406 = 0.88
	234,399 ÷ 275,949 = 0.85
	196,989 ÷ 313,301 = 0.63

	Debt Ratio
	Total Liabilities ÷ Total Assets
	170,249 ÷ 323,354 = 0.53
	176,952 ÷ 355,872 = 0.50
	235,757 ÷ 504,163 = 0.47
	234,399 ÷ 510,348 = 0.46
	196,989 ÷ 510,290 = 0.39

	
	
	
	
	
	
	

	Cash Flow Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Operating Cash Flow Ratio
	Operating Cash Flow ÷ Current Liabilities
	14,822 ÷ 158,291 = 0.09
	25,190 ÷ 161,148 = 0.16
	10,926 ÷ 216,473 = 0.05
	40,283 ÷ 216,787 = 0.19
	73,392 ÷ 179,510 = 0.41

	
	
	
	
	
	
	

	Investment Ratios

	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Earnings Per Share (EPS)
	Net Income ÷ Weighted Avg. Shares
	(24,029) ÷ 12,959 = -1.85
	(98,238) ÷ 12,855 = -7.64
	407 ÷ 12,703 = 0.03
	5,301 ÷ 13,465 = 0.39
	38,572 ÷ 13,893 = 2.78



[bookmark: _Toc214898922]Appendix 2: Investment Appraisal 
Project A
PBP
	Year
	Cash Flow 
	Cumulative Cashflow

	1
	10
	10

	2
	12
	22

	3
	14
	36

	4
	10
	46

	5
	8
	54

	Investment to recover
	40
	

	After 3 years, recovered
	36
	

	Amount remaining 
	4
	

	Year 4 Inflow
	10
	

	PBP
	3.4 Years
	



ARR
	depreciation
	straight-line depreciation to zero
	

	Initial investment £m
	40
	

	Years
	5
	

	Annual depreciation
	8
	

	Year
	Cash Flow 
	Profit

	1
	10
	2

	2
	12
	4

	3
	14
	6

	4
	10
	2

	5
	8
	0

	Average Annual profit 
	2.8
	 

	Average Investment
	20
	 

	ARR
	14
	In percentage 



NPV and PI
	Discount Rate
	10%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+10%)]^1
	0.909090909
	9.090909091

	2
	[1/(1+10%)]^2
	0.826446281
	9.917355372

	3
	[1/(1+10%)]^3
	0.751314801
	10.51840721

	4
	[1/(1+10%)]^4
	0.683013455
	6.830134554

	5
	[1/(1+10%)]^5
	0.620921323
	4.967370584

	Total PV
	 
	 
	41.32417681

	NPV
	1.324176814
	 
	 

	PI
	1.03310442
	
	



IRR
	Discount Rate
	20%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+20%)]^1
	0.833333333
	8.333333333

	2
	[1/(1+20%)]^2
	0.694444444
	8.333333333

	3
	[1/(1+20%)]^3
	0.578703704
	8.101851852

	4
	[1/(1+20%)]^4
	0.482253086
	4.822530864

	5
	[1/(1+20%)]^5
	0.401877572
	3.215020576

	 
	 
	 
	32.80606996

	NPV
	-7.1939
	 
	 

	Discount rate
	10%
	20%
	

	NPV
	1.3242
	-7.193930041
	

	IRR
	0.1155
	
	

	 
	11.555
	
	



Project B
PBP 
	Year
	Cash Flow 
	Cumulative Cashflow

	1
	6
	6

	2
	6
	12

	3
	6
	18

	4
	6
	24

	5
	6
	30

	Investment to recover
	30
	

	In the 5th year, the investment fully recovered
	 
	

	PBP
	5 Years
	



ARR
	depreciation
	straight-line depreciation to zero
	

	Initial investment £m
	30
	

	Years
	5
	

	Annual depreciation
	6
	

	Year
	Cash Flow 
	Profit

	1
	6
	0

	2
	6
	0

	3
	6
	0

	4
	6
	0

	5
	6
	0

	Average Annual profit 
	0
	 

	Average Investment
	15
	 

	ARR
	0
	In percentage 


		
NPV and PI			
	Discount Rate
	10%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+10%)]^1
	0.909090909
	5.454545455

	2
	[1/(1+10%)]^2
	0.826446281
	4.958677686

	3
	[1/(1+10%)]^3
	0.751314801
	4.507888805

	4
	[1/(1+10%)]^4
	0.683013455
	4.098080732

	5
	[1/(1+10%)]^5
	0.620921323
	3.725527938

	 
	 
	 
	22.74472062

	NPV
	-7.255279384
	 
	 

	PI
	0.758157354
	
	



IRR
	Discount Rate
	1%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+1%)]^1
	1
	6

	2
	[1/(1+1%)]^2
	1
	6

	3
	[1/(1+1%)]^3
	1
	6

	4
	[1/(1+1%)]^4
	1
	6

	5
	[1/(1+1%)]^5
	1
	6

	 
	 
	 
	30

	NPV
	0
	 
	 

	Discount rate
	10%
	0%
	

	NPV
	-7.2553
	0
	

	IRR
	0
	
	



Project C
PBP 
	Year
	CashFlow 
	Cumulative Cashflow

	1
	5
	5

	2
	10
	15

	3
	20
	35

	4
	25
	60

	5
	15
	75

	Investment to recover
	50
	

	After 3 years, recovered
	35
	

	Amount remaining 
	15
	

	Year 4 Inflow
	25
	

	 
	 
	

	PBP
	3.6 Years
	Years



ARR		
	depreciation
	straight-line depreciation to zero
	

	Initial investment £m
	50
	

	Years
	5
	

	Annual depreciation
	10
	

	Year
	Cash Flow 
	Profit

	1
	5
	-5

	2
	10
	0

	3
	20
	10

	4
	25
	15

	5
	15
	5

	Average Annual profit 
	5
	 

	Average Investment
	25
	 

	ARR
	20
	In percentage 



NPV and PI
	Discount Rate
	10%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+10%)]^1
	0.909090909
	4.545454545

	2
	[1/(1+10%)]^2
	0.826446281
	8.26446281

	3
	[1/(1+10%)]^3
	0.751314801
	15.02629602

	4
	[1/(1+10%)]^4
	0.683013455
	17.07533638

	5
	[1/(1+10%)]^5
	0.620921323
	9.313819846

	 
	 
	 
	54.2253696

	NPV
	4.225369603
	 
	 

	PI
	1.084507392
	
	


	
IRR
	Discount Rate
	20%
	
	

	Year
	Formula
	Discount factor
	PV

	1
	[1/(1+20%)]^1
	0.833333333
	4.166666667

	2
	[1/(1+20%)]^2
	0.694444444
	6.944444444

	3
	[1/(1+20%)]^3
	0.578703704
	11.57407407

	4
	[1/(1+20%)]^4
	0.482253086
	12.05632716

	5
	[1/(1+20%)]^5
	0.401877572
	6.02816358

	 
	 
	 
	40.76967593

	NPV
	-9.2303
	 
	 

	Discount rate
	10%
	20%
	

	NPV
	4.2254
	-9.230324074
	

	IRR
	0.1314
	
	

	
	13.14
	
	





2
image2.png
Value from synergies in M&A

Revenue

Decreased fixed Improve Tax reduction or
and variable working capital increase debt
costs and equity capacity

Increase volume
and pricing




image1.png
Prifysgol Cymru
¥ Drindod Dew Sant

J University of Wales
Trinity Saint David





 


 


Programme: Master of Business Administration


 


Module: Financial Management


 


Module code: LCMB7002


 


 


 


Lecturer: Patrick Yeboah (Birmingham)


 


 


Title: Assessment component: Financial 


Performance and 


Management


 


 


 


Student Name:


 


Iyappan Balakrishnan


 


Student ID number:


 


2434791


 


Word


 


count:


 


5050


 


 




    Programme: Master of Business Administration   Module: Financial Management   Module code: LCMB7002       Lecturer: Patrick Yeboah (Birmingham)     Title: Assessment component: Financial  Performance and  Management       Student Name:   Iyappan Balakrishnan   Student ID number:   2434791   Word   count:   5050    

